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Firstly, net zero means cutting 
greenhouse gas emissions to as close 
to zero as possible whilst ensuring 
that any remaining emissions are re-
absorbed by oceans/forests or netted 
off via re-cycling. The 2015 Paris 
Agreement and Europe’s 2019 Green 
Deal targeting carbon neutrality by 
2050 set the ball rolling on reforms. 
To date, 140 nations (accounting for 
90% of global carbon emissions) 
and over 5,200 businesses have 

pledged to meet net zero targets by 2050. More than 450 
banks, insurers and asset managers, representing $130 
trillion in assets and 40% of the world’s private capital, 
have committed to making their portfolio climate neutral 
by 2050. However, “nowhere is it ordained that history 
moves in a straight line” (Barack Obama). In February, 
the energy markets were hit by a “black swan” event when 
Russia unexpectantly invaded Ukraine. On 18th May, EU 
Green Deal chief Frans Timmermans admitted that the EU 
had “no choice” but to continue burning coal, which is by 
far the most carbon-emitting fossil fuel, due to the EU’s 
reliance on Russian energy. A week later, the following 
headline hit the wires, “Germany to reactivate coal and oil 
plants if Russia cuts off the gas.” This is an unprecedented 
statement given that Germany plans to phase out coal use 
by 2030, eight years earlier than previously planned! The 
reality is that the world remains heavily reliant on fossil 

fuels (c75%) for energy. To meaningfully change the 
world’s energy mix will require a herculean effort. 

Interestingly, the 19th century’s naval wars accelerated a 
shift from wind to coal-powered vessels, WWI brought 
about a shift from coal to oil and WWII introduced nuclear 
energy as a major power source. The war in Ukraine is still 
in its infancy yet in three months it has highlighted the global 
economic and social risks and enormous inflation-induced 
costs of “weaponising” energy. One positive of the conflict 
is the sudden, intense focus on global energy security 
which brings an opportunity for accelerated deployment of 
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 � Cities account for over 70% of CO2 emissions 

globally.
 � $130 trillion in assets and 40% of the world’s 

private capital have committed to making their 
portfolio climate neutral by 2050. Investment 
needs to jump by $3.5 trillion per year to 
achieve this goal.

 � One positive outcome of the Russian-Ukraine 
conflict is that it has highlighted the danger 
of our c75% reliance on fossil fuels for energy. 
It has accelerated the will to diversify into 
renewables like solar and green hydrogen.

Climate change is likely to be one of the largest investment opportunities this century. Environmental 
Social and Governance (ESG) themed Exchange Traded Funds (ETFs – a basket of shares that fit into 
various themes) have seen material inflows from 2017 until early 2022. As central banks across the 
globe printed cash to mitigate the effects of Covid on global GDP growth, some of this cash became 
“hot money” as short-term investors chased easy gains. Billions of dollars flowed into global technology 
shares over the last 2 years sending their share prices into the stratosphere. With tech shares dominating 
most ESG ETF baskets, the recent US tech sell-off has prompted us to relook at the ESG investment case 
for Schneider Electric, whose share price has risen and fallen in tandem despite belonging to the Capital 
Goods sector. The French company, established over 180 years ago by the Schneider brothers, is the 
global leader in the digital transformation of energy management and automation, core to reducing the 
world’s carbon footprint. Its products and services ensure that “Life Is On” everywhere, for everyone, at 
every moment. This article will look at why we believe Schneider Electric will continue to benefit from 
the exciting opportunities within the structural themes of Electrification, Sustainability & Digitization as 
the world accelerates away from fossil fuels toward net zero carbon emissions by 2050.
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renewables, which in turn is positive for Schneider Electric. 
McKinsey’s “Net Zero Transition” report estimates that 
capital spending on physical assets for energy and land-use 
systems in the net zero transition between 2021 and 2050 
could amount to about $275 trillion, or $9.2 trillion per year 
on average. That would require investment to leap by as 
much as $3.5 trillion p.a. from present levels. Schneider 
Electric is well-positioned to benefit from this wall of 
money aimed at creating a more sustainable world.

As our world becomes increasingly connected via 
technology, the platforms for the Industrial Internet of 
Things (IIoT) enabled by companies like Schneider 
Electric, Rockwell Automation and Siemens, are likely 
to be among the fastest-growing products in the IIoT 
sector. At the heart of Schneider Electric’s IIoT system 
architecture is their “EcoStruxure” Platform. It connects 
everything across homes and buildings and can be applied 
to multiple industries from oil to food and beverages and 
smart cities. By collecting critical data from sensors which 
it sends to the cloud, it analyses those billions of data points 
to discover meaningful insights. This enables end-users to 
act based on real-time information, creating efficiencies 
through cost and time savings and a dramatic reduction 
in energy use. For example, the company recently cut 
Johnson & Johnson’s French electricity consumption and 
carbon emissions by 10% and 25% respectively. JP Morgan 
sees Schneider Energy Management as the best-positioned 
franchise globally for secular growth in buildings & data 

centres via automation, smart grid and electrification.
Examples of the opportunities that lie ahead include:

1. Buildings. Cities account for over 70% of CO2 
emissions globally and buildings contribute the most, 
responsible for 50% - 70% of city emissions and 38% 
of global emissions (according to the IEA). Operations 

like heating, air-conditioning, and lighting account for 
75% with the balance emanating from the manufacturing 
of building materials, construction and furnishings. 
Given the current pace of GDP and population growth, 
floorspace from new construction is estimated to 
double in 40 years. The transition to climate neutrality 
is heavily reliant on “smart” (technology-driven) 
infrastructure. A new study from Juniper Research has 
found that the number of buildings globally deploying 
smart building technologies, of which Schneider 
Electric is a dominant supplier, will reach 115 million 
in 2026, from 45 million today. IntenCity in France 
is a good example. This Schneider Electric building 
is equipped with IoT solutions that capture more than 
60,000 data points every 10 minutes. It is smart-grid 
ready and energy-autonomous, with 4,000 m2 of 
photovoltaic panels and two vertical wind turbines. 

2. Data Centres. As the world goes paperless, forests 
breathe a sigh of relief and data is stored in the 
“cloud” (a large group of networked computer servers 
typically used by organizations for the remote storage, 
processing, or distribution of large amounts of data). 
This sector only consumed 1% of global energy in 
2020 (IEA). Amazon Web Services is still the dominant 
leader in cloud services, with approximately 33% of 
the worldwide market share. Microsoft is hot on their 
heels. Data protection is constantly under threat so 
data centre investments are experiencing exponential 
growth as governments prefer to have control over the 
location of their citizens’ information and businesses 
expand into the cloud.

3. Automation and digitization of businesses can imply 
increasing energy usage as equipment, sensors and 
IT infrastructure are installed. To harness the benefit 
requires energy to be used as efficiently as possible. 
It is thus the strongest sector theme for the next 5-10 
years and Schneider provides investors with the best 
exposure among the large caps, according to JP Morgan.

Turning to the financials, Schneider reported record 
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The number of buildings deploying smart building technologies 
will jump from 45 million in 2022 to 115 million in 2026.

What is “the cloud”? In short, data centres are the cloud. Our 
information is stored in warehouses filled with computers.
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revenues of €29 billion in 2021 (+12.7%) with all 
geographies exceeding pre-Covid levels. That saw the 
company’s profit margin rise above 17% for the first time, 
and one year ahead of their own internal schedule. The 
dividend increased for the 12th consecutive year, impressive 
given the environment. Free cash flow was slightly down, 
largely due to higher inventories, as the company faced 
growing sourcing challenges due to lockdowns. The 
balance sheet is strong. The ratio of Net Debt/EBITDA is 
at an acceptable 1.2x post the acquisition of OSIsoft for 
€3.5 billion during the year. The company also finished 

the year with a record order backlog of €11.8 billion, up 
by €2.8 billion, driven by continued strong demand and 
supply chain constraints. On the negative side, the Russian 
business (2% of Revenue) will be sold to local management 
which will force the Group to write down that asset by €300 
million. Furthermore, inflationary pressures will continue to 
mount especially given China’s Zero-Covid policy which 
is resulting in ongoing lockdowns in several major Chinese 
cities. Yet despite the overall inflationary environment, the 
Group has pricing power and hence aspires to be net price 
positive for FY22, despite the negative impact of freight and 
chip shortages.

In conclusion, for the world to achieve net zero by 2050, 
we need to have lowered CO2 emissions by 30% - 50% by 
as early as 2030. The investment required to achieve this 
will provide a tailwind to earnings for over two decades. 
In today’s volatile and unpredictable environment, it is 
the companies with organic growth, pricing power due to 
superior products and services, high margins, and strong 
balance sheets that will flourish. Despite the recent share 
price weakness, Schneider Electric is trading well above our 
initial entry levels in 2020. The valuation is now back to 
historic averages, and coupled with a solid dividend yield 
of 2.2%, we certainly do not classify this in the same basket 
as non-profitable US technology shares which are being 
punished for any slight miss in earnings. The share is held 
in our HH BCI Worldwide Flexible Fund and we are happy 
to hold and add to offshore portfolios at the current levels. 

Net-zero buildings require a different method of construction and ongoing maintenance.

HISTORIC EARNINGS & DIVIDENDS
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Schneider reported record earnings for 2021, which prompted 
another rise in their dividend. Despite the turbulence of the last 
few years, Schneider has raised their dividend every year for the 
past twelve years.



We are pleased to announce our next seminar, scheduled 
for early June. This seminar will focus on financial planning, 
specifically the tools and attitude required to build an 
investment mindset.

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) 
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known 
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as 
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended 
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should 
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages 
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not 
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002. 

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021) 
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as 
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script 
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed 
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC 
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique 
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments 
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite 
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email: 
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not 
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571, 
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za 

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV 
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date. 
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment 
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any 
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available 
on request from the manager.
Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138 
Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)
Harvard House Investment Management (Pty) Ltd*, Licence no: 675   Harvard House Insurance Brokers*, License no.  44138 
Harvard House Financial Services Trust*, Licence no: 7758   * Authorised financial service providers in terms of FAIS (2002)

For more information on the range of products and services 
offered by Harvard House Investment Management and its 
associated companies (including Harvard House, Chartered 
Accountants), or for any financial advice, please contact the 
Company at:

HARVARD HOUSE GROUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

CONTACT DETAILS:

Topic: Building an 
Investment Mindset

Natal Midlands
Date: 9 June 2022
Venue: Oasis Conference Centre,

72 Main Road, Howick
Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

Johannesburg
Date: 14 June 2022
Venue: Rosebank Union Church, Cnr 

William Nichol and St Andrews 
Road, Hurlingham

Time: 7am for 7.30am

Harvard House is on Facebook

Harvard House is on YouTube

https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

