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Executive summary 

Despite a difficult global growth environment, upgrades to 
infrastructure and an increase in construction activity are likely 
to bolster the revenues of electrical equipment companies 
in the short to medium term. But energy efficiency, both 
in industry and buildings, also represents a major growth 
opportunity for such companies at a time of general 
industry stagnation. 

The delivery of energy efficiency results in a range of 
macroeconomic benefits which include greenhouse gas 
emissions reductions, productivity gains, health improvements 
and energy security. Specifically, three main underlying forces 
will have a positive impact on electrical equipment firms, 
provided they can recognise and exploit the opportunity 
strategically: 1) electrical efficiency can be seen as a source 
of energy; 2) technological and structural shifts will require 
more electrical equipment to deliver efficiencies; 3) the 
current regulatory trends around the globe favour energy 
efficiency gains. 

However, the creation of value through energy efficiency 
improvements needs be supported by robust corporate 
practices. Corruption and poor business ethics can represent 
a risk for companies in the sector. A case in point is Alstom, 
which has recently been fined a record $772 million over 
international bribery charges by the US Department of 
Justice. In recent years, drastic cost savings plans at 
electrical equipment companies have included significant 
restructuring activities and sometimes layoff programmes. 
We argue here that such cost reduction strategies based on 
human capital are losing momentum and unlikely to ease 
pressures on margins going forward. 

We have engaged with Schroders’ top ten holdings in the 
electrical equipment sector and present the results of this 
engagement activity, along with suggestions on how stock 
valuation can be adjusted to reflect the three material areas of 
product, business ethics and human capital. 

Our findings show that European companies are clearly 
positioning their products in light of their energy efficiency 
potential, something their US peers have not yet embraced. 
Overall, risk management regarding business practices 
and human capital tends to be less integrated in the value 
proposition. From a valuation perspective, we believe that 
product opportunity, business ethics risk and human capital 
management can justify adjustments to, respectively, growth 
estimates, discount rates and operating costs. 

As part of the Investor Toolkit, we propose a series of 
questions and suggest some data points to look for in 
companies’ disclosure, which will help investors assist 
in gauging the extent to which a portfolio of products is 
geared towards energy efficiency and low carbon offerings. 
This section also highlights what is considered best 
practice regarding both business ethics and human capital 
management in a context of cost savings. 

Schroders Electrical Equipment: delivering energy efficiency
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Electrical equipment generally refers to the component parts 
of the electrical distribution system. Companies in this sector, 
as defined under the Global Industry Classification System 
(GICS), manufacture products that generate, distribute and 
use electrical power, such as electric switchboards, electric 
motors, generators and transformers. Manufacturers sell 
their products to other manufacturing industries, wholesalers 
and the construction sector, and so the electrical equipment 
sector is mostly a business-to-business segment. 

The industry has a low level of capital investment, with 
many capital-intensive activities having been outsourced. 
Capital expenditures in the industry fell recently due to the 
consolidation of plants and a shift in production capacity to 
low labour cost countries. For every $1 spent on wages, it 
is estimated that industry manufacturers spend $0.08 on 
capital investment. Labour costs are relatively high in the 
industry, compared to other manufacturers, accounting for 
an estimated 15% of revenue. It also requires skilled labour, 
which contributes to the increasing average wage costs.1

Companies’ costs vary depending upon the extent of 
outsourcing or offshoring, technological efficiencies, size of 
the company, and markets. Materials (including steel, copper, 
aluminium, and plastics) and fabricated product inputs as 
well as electronic components are the largest costs for the 
industry, at around 45% of industry revenue. Profit margins 
also tend to be affected by higher costs for the shipping and 
distribution of heavy electrical equipment.2

Over the last years, the electrical equipment manufacturing 
industry has seen the emergence of increased competition 
from emerging markets, as well as recession-driven declines 
in demand from downstream customers.3 

Despite a more difficult global growth environment, it is 
generally believed that upgrades to infrastructure and an 
increase in construction activity will bolster revenue in the 
short to medium term. It is our contention that energy 
efficiency requirements, both in industry and buildings, also 
represent a significant growth opportunity for companies in 
the electrical equipment sector. As noted by the International 
Energy Agency (IEA) in its World Outlook, energy efficiency 
plays a critical role in de-coupling world energy demand 
growth from global economy growth by 2040, the reference 
horizon year for its energy scenarios. Changes in product 
design offer huge potential for energy savings; potential that 
electrical products can help deliver.4 

The delivery of energy savings will have to be sustained, 
however, by robust business ethics and good human 
capital management practices. These two firm-level factors 
will provide the healthy basis for advancement, enabling 
companies to take full advantage of product opportunities. 

This report describes the product opportunity and its 
positive impact on growth prospects for electrical equipment 
companies. It also examines how business ethics form a 
solid basis to grow from, showing that poor practice (such 
as corruption or price fixing) can jeopardise the business 
proposition. Additionally, it highlights how sound human 
capital management considerations help generate further 
financial savings. 

On that premise, we have engaged with Schroders’ top 
ten holdings in the sector and present the results of our 
engagement, along with suggestions on how stock valuation 
can be adjusted to reflect the product opportunity, the 
business ethics risk and the human capital challenge.

Introduction
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The opportunity: Product demand 
and innovation 

Companies in the electrical equipment sector are ideally 
placed to respond to the growing demand for more energy 
efficiency systems in all segments of the economy. Energy 
efficiency represents one of the biggest market opportunities 
in a context of general industry stagnation. 

According to the IEA, ‘something is more energy efficient if 
it delivers more services for the same energy input, or the 
same services for less energy input’. For example, a compact 
fluorescent light bulb is considered to be energy efficient as 
it uses approximately 70% less energy than an incandescent 
bulb to produce the same amount of light.5 And now the latter 
is being phased out and replaced by the much more efficient 
and long-lasting LED (Light-Emitting Diode). 

Not only are these products increasingly designed to function 
better whilst consuming less energy, but they are also found 
at the core of wider energy efficient nodes. The sector’s 
products are enabling energy efficiency gains and facilitating 
access to a range of new services supported by advances 
in technology. The advancement in, and delivery of, energy 
efficiency result in a range of macroeconomic benefits which 
include greenhouse gas emissions reductions, productivity 
gains, health improvements and energy security. 

Specifically, three main underlying forces in the energy 
efficiency debate will have a positive impact on Electrical 

Equipment players, provided they can recognise and exploit 
the opportunity strategically: 

1) Efficiency as a source of energy

Consumers in IEA countries have saved $5.7 trillion over 
the last 25 years as a result of energy efficiency investments 
and avoided the consumption of 520 million tonnes of oil 
equivalent in 2014 alone. This ‘virtual supply’ from energy 
efficiency is becoming competitive with oil, gas and electricity. 

2) Technological and structural shifts

More and more electrical equipment will be needed to 
support major technological shifts. The Internet of Things 
and the rise of assisted living options offered by the ‘Smart 
Everything’ age (‘Smart Car’, ‘Smart Home’, ’Smart’ Process, 
etc) rely on electricity and connectivity. Electrical equipment 
companies which can focus on both energy efficient solutions 
and systems interoperability will benefit from a competitive 
advantage. The ‘Smart’ appliances market is expected to 
grow at a compound annual growth rate (CAGR) of 15.4% 
between 2015 and 2020.7 More structural drivers such 
as urbanisation, aging population or automation will be 
supported by these technological shifts.

5. Source : http://www.iea.org/topics/energyefficiency/

6. BoAML, 2015. Thematic Investing: A Transforming World, p. 214.

7. Source: https://eresearch.fidelity.com/eresearch/markets_sectors/news/story.jhtml?storyid= 
 201511030749PR_NEWS_USPR_____enUK201511034750&provider=PR_NEWS_ 
 &product=USPR____&category=sectorNews&gic=201040

Health
– energy poverty
– local air pollution Asset Values

– property prices
– productivity

Consumer Surplus
– demand for goods
 and services

Employment 
Impacts

Energy
Savings

CO2

emissions
reduction

Improved 
Energy Efficiency

Economic Competitiveness
– productivity
– lower manufacturing costs

Energy security
– reduced demand growth
– reduced energy imports
– reduced investment requirements
– shortfall mitigation

Figure 1: Benefits of improved energy efficiency 

Source: Adapted from BoAML6.
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3) Regulatory context

By 2013, more than 87 countries had comparative energy 
labels in place for one or more energy using product. The 
number of energy labels and minimum energy performance 
standards is increasing each year, both in countries with 
existing programmes and in countries that are new to 
such approaches. 

Mandatory energy efficiency targets in China and India have 
increased the global coverage of efficiency regulation in 
industry. Such energy efficiency policies continue to expand 
their reach and effectiveness through to 2040, on a 
worldwide basis. 

With the 21st Conference of Parties held in December 2015 
and a universal commitment to find constructive solutions 
to mitigate the detrimental effects of climate change, this 
regulatory trend is likely to continue and strengthen. 

It is expected that by 2040 more than half of mandatory 
efficiency regulations will relate to industrial operations and 
buildings. At present, industry and buildings together are 
responsible for nearly 70% of global energy usage and a little 
over 60% of global CO2 emissions. Additionally, both areas 
are characterised by energy inefficiencies and so the potential 
for improvement is considerable. The wider capital goods 
sector is a key enabler in that respect, and electrical products 
more specifically, will be fundamental in delivering efficiency.

Figure 2: Share of global mandatory efficiency regulation of final energy consumption  

Source: Adapted from IEA, 2015.
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However, the demonstration of the efficiency gains is yet to 
rise to the opportunity. One major obstacle is obtaining the 
supporting evidence to prove efficiency delivery. 

In 2010, a McKinsey report highlighted that there was 
substantial growth potential for energy-efficient products, but 
only if and when consumers became more aware of their real 
benefits. This mystery is a barrier to sales of these products.8 
And in the past few years, there has been little progress on 
this front. 

A major risk which may materialise on the back of regulatory 
requirements relates to the accurate measurement and robust 
verification of both energy and cost savings. Regulatory 
pressure and customer demand are placing a greater onus 
on companies to step up their efforts on transparency 
and quantified metrics, but companies still struggle to 
communicate the associated financial benefits. 

Additionally, it is not impossible that, as regulations become 
more stringent, false claims by companies on the energy 
efficiency credentials of their products may emerge.

Product

Positive:

Revenues Contract retention

Customer loyalty

Brand value

Innovation

Sales

Operating cash flow

Costs Liabilities

R&D

What is the financial impact?

8. McKinsey, 2010. Energy Efficiency: A Compelling Global Resource, p. 69.
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9.  SASB, 2015. Industry Brief – Electrical & Electronic Equipment, p. 24.
10.  http://www.firstpost.com/business/us-court-slaps-772-mn-penalty-on-frances-alstom-over-corruption-charges-2506276.html
11.  The determination of the FCPA fine amount is far from arbitrary and the result of an elaborate computation. First, a ‘base fine’ is calculated, which equals the value of the  
 benefits received by the company in return of the unlawful payments. Then, a ‘culpability score’ is determined and used as a multiplier on the base fine. Determining  
 factors include the company size, the involvement of top management in the corruption scheme and the company’s cooperation with investigators.
12.  KeplerCheuvreux, 2015. Antitrust & Cartels – From cooperation to collusion, p. 62.

The risk: Corruption and Business Ethics 

Proven accusations of corruption and poor business ethics 
can have significant material impacts on companies.

In 2007, European regulators fined a group of 10 large 
electrical companies almost $1 billion for the price-fixing of 
electrical transmission equipment. Siemens paid the largest 
portion, worth more than $516 million. Two months later, 
Siemens was under investigation again for suspected price-
fixing of transformers and Schneider Electric paid fines for 
similar practices.9

Cases of corruption have been less common, but there is a 
notable precedent for the industry which can help gauge the 
scale and materiality of the risk: Alstom. 

Since 2010, the company has been embroiled in a number 
of legal proceedings in relation to corruption accusations. 
Between 2010 and 2013, a number of executives in the 
UK, Switzerland and Indonesia have been charged with illicit 
payments to government officials. Things escalated notably 
in 2015:

 – Brazilian authorities began litigation against Alstom and 
six former executives for its alleged involvement in bribery 
schemes in the Sao Paulo Metro extension project; a 
Brazilian court has also frozen $104 million worth of 
Alstom assets for allegedly paying bribes to obtain the 
contract for the 1998 modernization of Sao Paulo’s 
transmission system

 – The US fined Alstom a record $772 million (3% of total 
sales) over international bribery charges, the largest ever 
penalty ever under an FCPA (Foreign Corrupt Practices 
Act) case; the company pleaded guilty to the corruption 
charge, whereby it paid more than $75 million to secure 
international projects for more than $4 billion, with an 
estimated profit to the company of $300 million.10 11 

Since the start of the FCPA investigation, Alstom has made 
significant improvements in its ethics and compliance 
programme to prevent the recurrence of a similar event. 
These improvements include a board-level oversight 
committee, more comprehensive policies, enhanced 
training for its staff and clear guidelines, as well as external 
certification of its anti-corruption systems. 

These efforts have been acknowledged by the World Bank 
which consequently lifted its ban on two Alstom subsidiaries 
in March 2015, stressing that Alstom’s programme to 
prevent corruption was now consistent with its integrity 
compliance guidelines.

Business ethics can be a problematic area for the sector. 
Although a majority of companies have introduced robust 
anti-corruption and/or provisions against anti-competitive 
behaviour, the risk is essentially retrospective in nature, 
potentially predating anti-corruption strategies and so is 
difficult to estimate, let alone anticipate. 

As noted by KeplerCheuvreux, the time gap can be 
‘significant between practices occurring in reality and 
the ensuing competition authority cases [and so] legacy 
issues can surface even when good practice has been 
implemented’.12 This statement is also valid for 
corruption cases.
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Corruption Anti-Competitive Practices

Negative: Negative:

Revenues Contract retention Contract retention

Customer loyalty Customer loyalty

Brand value Pricing power

Operating cash flow Brand value

Operating cash flow

Costs Liabilities Liabilities

What is the financial impact? 

However, companies which can demonstrate a proactive 
approach in this area will minimise the financial and 
reputational fallout of any corruption claim brought against 
them, as the regulator may look upon adequate risk 
management favourably. This is known as ‘mitigating 
evidence’ and is particularly the case in the United Kingdom, 
where the UK Bribery Act specifically allows for corporates 
to use the ‘adequate procedures’ defence, i.e. if they can 
prove they had commensurate systems in place to prevent 
bribery. Therefore, good and comprehensive anti-corruption 
measures need always be considered as a financial benefit to 
the firm.
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The challenge: Human Capital Management

In recent years, companies in the electric equipment sector 
have adopted drastic cost savings plans, particularly in North 
America and Europe. Labour costs are high in the industry, at 
approximately 15% of sales. The sector also requires skilled 
labour, which typically adds to average costs. 

Some of these cost savings plans have been heavily tilted 
towards reducing total headcounts, and analysts generally 
believe that the higher the share of headcount-related 
savings, the more likely the savings will be realised. 

Additionally, the resulting restructuring activities have usually 
included layoff programmes in areas where wages are highest 
and relocation to so-called low-cost countries13 , where it is 
cheaper to produce for both the local and export market.

We would argue that this cost reduction strategy is losing 
momentum at best, and is unlikely to ease pressures on 
margins going forward for three main reasons:

1) Wage inflation: eroding savings

The difference in wage levels between the emerging/
developing economies and the developed economies is 
still quite substantial, but the difference in these wages is 
decreasing over time. This means that emerging economies 
are catching up, and it is likely that prior cost savings gained 
through relocation will gradually erode over time, unless they 
are being offset elsewhere.

Figure 3: Share of average cost savings (2015E–2017E) from headcount reductions  

Source: Redburn, 2015, p. 153.
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Figure 4: Yearly wage inflation by country (2012–2014)  

Source: Thomson Datastream, Eurostat, Schroders Economics Group.
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13. The following countries are typically considered to be emerging markets which are offering a  
  low-cost environment: China, Thailand, Vietnam, India, Ukraine, Romania, Bulgaria, Mexico and Brazil. 
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14.  Sirkin et al., 2015. “Industries and Economies Leading the Robotics Revolution (https:// 
  www.bcgperspectives.com/content/articles/lean-manufacturing-innovation-industries-economies-leading-robotics-revolution/)
15.  BoAML, 2015, p.16.
16.  Ibid, p. 1.
17. Frey, C.B and Osborne, M.A., 2013.

2) Talent retention, skilled labour: better savings

General employee satisfaction, good labour relations and 
robust human capital management will ensure the quality of 
these savings, as well as help mitigate any adverse impact 
from layoff campaigns. This strategy will pay off over time and 
deliver benefits to the firm gradually. 

3) Technological shift and automation potential: novel savings

Electrical equipment is one of the sectors where 85% of 
production tasks within the industry have been identified as 
potentially automatable. Generally high manufacturing wages 
in the industry are likely to lead to economical adoption of 
automation in most economies. Near saturation should be 
reached by the late 2020s.14

As noted by BoAML, ‘one of the key drivers for adoption 
is cost, with the price of an advanced robotic welder 
with machine vision and high-precision dexterity falling to 
$133,000 today (versus $185,000 in 2005), and prices 
expected to fall another 22% over the next decade. Robots 
are also getting better, with performance improving by circa 
5% per year.’15

Technological trends such as the Internet of Things, big data, 
cloud computing and 3D printing have meant exponential 
advancements in the space. Global structural drivers such 
as ‘declining growth and the need for greater productivity, 
demographics, wage inflation, energy efficiency and 
urbanisation also suggest long-term sustained growth’ in 
automation.16

From an operational perspective, this equates to cost savings 
and productivity increases. But it is also an opportunity on the 
product side, particularly for electrical equipment companies 
whose portfolio is heavily tilted towards automation systems.

New technologies derived from machine learning, big data 
and mobile robotics may threaten employment, but the 
impact on the labour force – and whether this is going to lead 
to systematic job destruction – is unclear. Overall, high skilled 
jobs appear to be relatively resistant to computerisation: wage 
and educational attainment exhibit a negative relationship with 
an occupation’s probability of computerisation.17

Restructuring Talent Retention Automation

Positive Negative Positive Negative Positive Negative

Revenues Contract 
retention

Labour force Labour force Margins  
(short-term)

Productivity Labour force 
(low-skilled)

Margins  
(short-term)

Productivity Productivity Sales

Operating 
cashflow

Brand 
perception

Product 
pipeline

Innovation

Margins  
(long-term)

Sales

Brand 
perception

Customer 
Loyalty

Innovation

Costs SG&A Non-underlying 
costs 
(employee 
severance and 
restructuring 
costs)

Capital 
expenditure

What is the financial impact?  
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Company Performance

We contacted our top ten investee companies in the 
electrical equipment sector in order to discuss and evaluate 
the positioning of their product portfolio, their approach to 
business ethics as well as the quality of their human capital 
management approach. 

Although they may manufacture vastly different types of 
electrical equipment and components (for instance, light 
bulbs for Osram versus trains for Alstom), we believe all 
companies are presented with an opportunity to position their 
products in a proactive and value-creative manner, particularly 
with regards to energy efficiency. 

Similarly, a robust business conduct stance will contribute 
to sustaining growth and ensuring profitability. Should a 
company become associated with a corruption scandal 
(either directly or indirectly through a supplier or an 
intermediary), a strong culture of risk management and 
prevention will help reduce the financial penalties of a 
corruption or anti-competitive condemnation. This enables 
profit preservation wherever possible, even though the 
benefits of running such risk management systems are 
difficult to quantify. 

Additionally, given the prominence of the workforce element 
in a sector where talent retention as well as research and 
development are clear contributors to shaping the competitive 
advantage, we believe that good human capital management 
strategies will help support, and even boost, the value of the 
business proposition. 

Overview
In the table below, we identify companies which have 
responded to our questions and, based on our analysis of 
their responses and/or publicly available material, we have 
given them a score for each of the three material pillars 
(product, business ethics and labour management). The 
premise here is that all companies within the peer group are 
exposed to the product opportunity as well as business ethics 
and human capital risks, as described above. 

We were able to speak directly with six companies and had 
to base our assessment on public disclosure for the other 
four; from a general perspective, we would rate these former 
six companies higher as we believe transparency and direct 
engagement are a good proxy for management quality.

The following matrix was used to inform the grading system:

1. little acknowledgement of the opportunity or risk

2. adequate discussion of the opportunity or risk

3. clear recognition of the impact on the business strategy 
and value proposition.

Main findings
All European companies are positioning their products in light 
of the energy efficiency opportunity.

The risk management on business practices and human 
capital tend to be less integrated in the value proposition; 

Table 1: Overview of company performance on transparency, product, 
anti-corruption and labour management

Transparency Opportunity Risk Management

Company Name Country Direct Response Product Business Ethics Human Capital

Schneider Electric France ✓ 3 2* 2

Prysmian Spa Italy O 3 2 3

Rockwell Automation USA ✓ 1 2 2

Sensata Technologies USA ✓ 2 1 1

Alstom France ✓ 2 2* 1

Osram Licht Germany O 3 3 2

Legrand France ✓ 3 2 1

Powell Industries USA O 1 2 1

Dialight United Kingdom O 3 2 1

Zhuzhou CSR Times China ✓ 2 1 1

*highlights previous fines for corruption or anti-competitive practices.



13

Schroders Electrical Equipment: delivering energy efficiency

companies are generally more reluctant to discuss these 
topics or share meaningful, quantifiable and financial 
information. Disclosure tends to be sporadic, qualitative and 
difficult to interpret. 

The three US names in the peer group (Powell Industries, 
Rockwell Automation, Sensata Technologies) tend to lag 
behind in terms of transparency (both for reporting quality and 
direct disclosure) on all three areas. Energy efficiency is not 
yet given strategic prominence, as is the case for European 
peers, and strategic risk management systems are difficult to 
probe beyond the descriptive accounts found in the 
10–K filings.

The response from the Chinese company Zhuzhou CSR 
Times is the least comprehensive on all three aspects. 

Engagement results and proposed 
valuation adjustments
This section summarises the results of our engagement 
activity. It presents the companies we were able to speak with 
directly and reiterates our assessment on the three topics 
identified above (product, business ethics and human capital). 

The above indicators can be used to refine the company’s 
fair value analysis, and we have included our stock-specific 
valuation adjustment recommendations below. 

We believe that:

 – a strong positioning on the product opportunity justifies an 
upward adjustment to growth estimates

 – poorer vision and preparedness on business ethics should 
be reflected in a higher discount rate

 – restructuring plans, talent retention approaches and 
automation trends may affect a company’s valuation in the 
opposite direction and at various levels (non-underlying 
costs, capital expenditure, production volumes), but will 
be reflected most notably in operating costs.
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ESG assessment

Product Business Ethics Human Capital Management

Positive Neutral Neutral

Valuation adjustment

Growth Estimates Discount Rate Operating Costs

Positive Neutral Positive

Schneider Electric
Description: Schneider Electric manufactures power 
distribution and automation systems. The company produces 
circuit breakers, remote installation management equipment, 
panel boards, programmable logic controllers, industrial 
control products, detectors, human-machine interfaces, and 
process controls. 

Engagement summary: Schneider does not provide a 
sales breakdown by clean tech or ‘green’ products, as this is 
considered confidential information. It does conduct lifecycle 
analyses of its products, but does not publish the findings 
and was unable to indicate the financial costs as well as 
benefits of the approach. 

The company is promoting an ethical framework and 
strategic roadmap in which the activities of Schneider 
Electric are carried out, the ‘Principles of Responsibility’ 
which are supplemented by guidelines and related policies. 
The willingness to implement these commitments led to the 
adoption of its Responsibility & Ethics programme in 2010. 
These were last updated in 2013, and they are a summary 
document inspired by the 10 principles of the UN Global 
Compact, the Universal Declaration of Human Rights as 
well as ILO and OECD standards. There is an ethics hotline, 
protecting the anonymity of the whistle-blower. Schneider’s 
anti-corruption and business ethics are audited internally, 
but they are not verified by an external third-party at the 
group level. Encouragingly however, certain geographies 
have been issued anti-corruption compliance certificates by 

Ethics Intelligence. In 2014, this concerned 57% of African 
subsidiaries. Schneider has a business agentpolicy, but 
nothing for joint ventures (JVs). And it does not disclose the 
number of JVs it currently has. The highest corruption risk 
exposure is in the Infrastructure Business; exposure is also 
linked to the type of customer (for example, state-owned 
companies). In highly exposed regions and businesses, 
Schneider has not amended its corporate policies, but rather 
chooses to emphasise training with specific educational kits. 
A first assessment has been done based on major operations 
and Transparency International’s Corruption Index. A more 
detailed assessment is in progress. There is the same level of 
requirement in the 
supply chain.

The group’s Human Resources strategy is strongly anchored 
in its “Total Employee Experience” philosophy, ensuring that 
Human Resources offers at every stage of an employee’s life 
within the company remain attractive in order to recognize, and 
retain employees. The Human Resources Function is valued as 
a backbone of support for the business, bringing efficiency and 
quality to the employee experience.
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ESG assessment

Product Business Ethics Human Capital Management

Negative Neutral Neutral

Valuation adjustment

Growth Estimates Discount Rate Operating Costs

Neutral Neutral Negative

Rockwell Automation
Description: Rockwell Automation produces industrial 
automation products. The company offers products such 
as control systems, motor control devices, sensors, and 
industrial control panels. Rockwell Automation markets its 
products worldwide. 

Engagement summary: A majority of the group’s sales 
in the clean-tech industries is through its global group 
of authorized distributors, OEM partners and system 
integrators. While this approach allows Rockwell Automation 
unmatched access to these sustainable industries (along 
with significant sales opportunities), it does not provide 
complete visibility into what level of revenue is related to 
clean-tech. This is currently estimated to be less than 10% 
of total sales. While the clean-tech market has been growing 
in the past five years, its growth has not matched that of 
other major industries. The product lines do not have a 
“green” set of alternate product lines, nor does the company 
have products that are only used in green or sustainable 
settings. Instead, products provide sustainable outcomes 
through their use, making customers more productive. 
There is also a global set of end-of-life product management 
programmes, maximizing recycling of the materials and 
minimizing the possibility that products end up in grey or 
black market settings. Unfortunately, the company was not 
able to quantify these efficiency gains, nor estimate their 
financial benefits. 

The company has a global anti-corruption policy, an uses a 
third party to conduct due diligence on its highest risk sales 
intermediaries. Rockwell operates under a small number of 
JVs in the Middle East. The corruption risk is higher 
in emerging markets an Rockwell adjusts its due 
diligence accordingly.

More than 50% of the workforce is located in low-cost 
countries, but it has not exited any country on the basis of 
wage inflation. While there have been minor restructuring 
actions every year, there has not been any significant 
company-wide restructuring actions since the last 
economic downturn.
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Sensata Technologies
Description: Sensata Technologies Holding N.V. develops, 
manufactures, and sells sensors and controls. The company 
produces thermal circuit breakers for aircraft, pressure 
sensors in automotive systems, and bimetal current and 
temperature control devices in electric motors.

Engagement summary: Sensata is not able to report 
on sales to the clean tech segment. Approximately 75% 
of its products are sensors serving the automotive and 
heavy vehicle sectors (for emissions benefits) and 25% 
are electrical protection products (for safety benefits). 
Additionally, the company does not differentiate its product 
portfolio on the basis of higher efficiency gains. It does not 
conduct lifecycle analysis, even though it conducts failure 
analysis. Sensata’s view is that its products are part of a 
wider group/network of components which make a certain 
system more energy efficient. For instance, newer products 
allow for energy usage to be cut by 25%, but also require 
additional electronics to be operated. On a net-net basis, 
savings are generated but there is no analysis available to 
support this claim. 

In the late 2000s, Sensata self-reported to the US Department 
of Justice (DoJ) an issue in China, where a manager was 
bribing customers. Consequently, the company worked in 
collaboration with the DoJ to establish a global system of 
anti-corruption training and self-reporting. Ethics hotlines 
were established at the site level and headed by the Human 
Resources function. Employee reports to these hotlines are 
reviewed by senior management and reported to the Audit 
Committee. In 2014, 90% of the complaints related to a 
personal matter. The company relies on third-party expertise 
for anti-corruption training, but its overall programme is not 
externally verified. The systems are valid globally, with no 

country-specific adjustments where corruption risk may be 
higher. Sensata is audited by its major customers (OEMs), 
who are more concerned with manufacturing practices 
relating to working conditions and product quality. 

Approximately 70% of Sensata’s workforce is located in low-
cost countries, but this has gone down in recent years due 
to acquisitions in Northern Ireland and the US. With company 
assets located in various parts of the world, Sensata has had 
to cope with wage inflation: between 8% and 10% CAGR 
over 10 years in China, 5% in Mexico, 2% in Europe and 
North America. The main reasons for moving to China and 
Mexico initially were capability, customer proximity and wage 
advantage. The latter has eroded over time. The company is 
running layoff campaigns regularly, mostly in the Netherlands, 
the US and Japan. The major impacts of these layoffs are felt 
in the US, where there is typically a mixture of low-cost and 
high-cost employment. With acquisitions, Sensata has been 
closing down some US operations and relocating to lower 
cost countries.

ESG assessment

Product Business Ethics Human Capital Management

Neutral Negative Negative

Valuation adjustment

Growth Estimates Discount Rate Operating Costs

Positive Negative Negative
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Alstom
Description: Alstom S.A. serves the rail transport market. 
The group offers a broad range of solutions for the rail 
industry, from tramways to high speed trains.

Engagement summary: With General Electric having 
recently acquired Alstom’s Energy division, the company 
is now exclusively focused on the transport business. This 
allows the company to present its entire product range 
as solutions for sustainable transport. Although it has 
implemented a series of initiatives in relation to product 
eco-design (energy efficiency, noise reduction, raw material 
input, air emissions and recyclability), we were unable to 
obtain the production split between diesel and electric 
trains, nor how the company proposes to evolve the 
portfolio over time. For instance, certain countries and 
certain markets can be highly exposed to diesel; it would 
have been useful to understand the company’s exposure 
and sensitivity in the context of national carbon pledges and 
wider regulatory trends on environmental protection.The 
company has, however, conducted lifecycle analysis on one 
train model (the ‘Coralia Polyvalent’), but the results of this 
evaluation are not public, nor whether this particular model 
is sold at a premium. 

A more prominent area of concern is the numerous corruption 
cases Alstom has had in the past, and how well the company 
has adjusted its anti-corruption systems in reaction to 
the several sizeable fines it has had to pay; the biggest to 
date being $772 million (equivalent to 3% of total sales) in 
November 2015 to the US DoJ. It seems the company has 
ramped up its efforts in that space quite significantly over 
the years. This cannot guarantee that corruption allegations 
will not surface again, but it should help mitigate the severity 
and financial materiality of any fines going forward. Finally, 
Alstom has experienced restructuring campaigns in the past 
few years, as a result of both site rationalisation and GE’s 
acquisition of its Energy business. We were not able to find 
out the proportion of cost savings related to headcount 
layoffs, and despite a good human capital management 
approach, it is difficult to know if the quality of labour relations 
at Alstom can ensure business continuity in a context 
of restructuring.

ESG assessment

Product Business Ethics Human Capital Management

Neutral Neutral Negative

Valuation adjustment

Growth Estimates Discount Rate Operating Costs

Positive Negative Negative
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Legrand
Description: Legrand S.A. specializes in products and 
systems for electrical installations and information networks. 
The company’s products are offered for residential, 
commercial, and industrial use. 

Engagement summary: The company’s positioning with 
regards to sustainability and energy efficient products is 
strong. Approximately 30% of total sales are from so-called 
‘new business segments’, such as digital infrastructure, 
automation, energy efficiency and assisted living. These 
have outpaced the growth in more traditional segments by 
three percentage points per year, for the past three years. 
Unlike some peers in the sector, a large proportion of 
Legrand’s products are passive, i.e. they do not consume 
electricity when in use, and electro-mechanical. However, 
with the rise of interoperability between different systems 
enabled by the Internet of Things, Legrand is actively 
exploring opportunities to embed connectivity features (such 
as wifi) in its products. 

Another driver of change for the company is the rise in 
demand for sustainable buildings. Green building standards 
around the globe (like BREEAM, LEED or the new Energy 
Code in California) require companies in the space to 
demonstrate the environmental benefits of their equipment 
in order to qualify. With regards to corruption risk, Legrand 
may also be better place than some of its peers, because 
of its distribution model. Its anti-corruption systems are also 
reviewed under the statutory audit, a process inherited from 
when the company had to comply with the US Sarbanes-
Oxley Act before 2005. Human capital management may be 
one area where the challenges are the most pressing: with 
60% of its workforce located in BRICS countries, it is still 
unclear how the company’s strong talent retention strategy 
for the French market percolates through at the global level. 
Local adjustments to maintain profitability were mentioned, 
but the underlying consequences on the workforce and 
financial benefits to the firm remain vague.

ESG assessment

Product Business Ethics Human Capital Management

Positive Neutral Neutral

Valuation adjustment

Growth Estimates Discount Rate Operating Costs

Positive Neutral Neutral
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Zhuzhou CSR Times
Description: Zhuzhou CSR Times Electric Co., Ltd. provides 
and integrates train-borne electrical systems for China’s 
railway industry. The company also develops, manufactures, 
and sells train power converters, auxiliary power supply 
equipment and control systems for trains for urban 
rail systems.

Engagement summary: Zhuzhou’s products are used in 
various industries and fields, such as electric locomotives, 
diesel locomotives, passenger cars, subway and light rail 
vehicles, large-scale railway maintenance machineries, 
electric power and metallurgy. The company was not able 
to confirm its sales to the clean tech market, but stated that 
about 100% of its products can be called ‘green’ products 
as the company always advocates the ‘green’ concept in 
the production process, and vigorously promotes the use of 
environmentally-friendly materials as well as environmentally-
friendly technologies. Zhuzhou CSR Times does perform 
lifecycle analysis of its products, but does not disclose 
the results publicly. From an operational perspective, the 
company’s energy consumption for every RMB 10,000 in 
output value has decreased by 8.3% in 2014. 

Zhuzhou CSR Times’ website does provide a very high level 
overview of its anti-corruption policy, but information on 
supporting systems and their implementation is lacking. With 
China representing over 95% of its sales and over 90% of 
its asset base, the risk of corruption in traditional business 
execution is extremely high. As a result, we would welcome 
more visibility on how Zhuzhou CSR Times is managing this 
issue; a materiality analysis would also help gauge the scale 
of the risk and its potential financial impacts. With almost 
no exposure to other, maybe more regulated, markets, 
Zhuzhou CSR Times’ may have no incentive to address the 
risk proactively, other than those of the listing requirements of 
the Hong Kong stock exchange. The majority of its workforce 
is located in China. Wages have increased every year in 
the past five years. There has been no restructuring activity 
recently. However, Zhuzhou CSR Times believes that, should 
this happen, it would have nearly no impact on the workforce. 

 

ESG assessment

Product Business Ethics Human Capital Management

Neutral Negative Negative

Valuation adjustment

Growth Estimates Discount Rate Operating Costs

Neutral Negative Negative



20

Schroders Electrical Equipment: delivering energy efficiency

This section is designed to help investors assess electrical 
equipment companies in the three areas described above. 

A series of questions and data points will assist in gauging:

 – the extent to which a company’s portfolio of products is 
geared towards energy efficiency as well as its potential to 
serve a lower carbon economy (growth opportunities)

 – the vulnerability to corruption risk or poor ethics practices 
as well as the resulting liabilities (risk management)

 – the business quality and sustainability of human capital 
management in the wider context of cost savings.

It is our belief that companies in the sector should be able 
to respond to these questions. Best practice would be for 
this information to be found directly in the corporate material, 
but based on our research, this appears to be extremely 
challenging, particularly on the most valuable angle - the 
product opportunity.

Additionally, the willingness and ability of companies’ 
management to respond can be considered an important 
proxy indicator of how well they are preparing the business to 
address the challenges ahead.

Investor Toolkit

Product

Questions What to look for

 – What percentage of the company’s revenue is derived 
from serving the clean tech market (solar, wind, pollution 
control, etc) and from ‘greener’ products in the portfolio? 

 – What is the organic growth differential between these 
products and the traditional business?

 – Are there any specific programmes dedicated to 
sustainable products (such as eco-design, end-of-life 
product management, etc)? 

 – Does the company run lifecycle assessments of its 
products? Is quantitative data on the energy or cost 
savings achieved publicly available?

Key Performance Indicators: revenue from ‘green’ or 
energy-efficient products, product stewardship (eco-design, 
end-of-life) programmes,  lifecycle analysis, quantified 
energy savings

Business Ethics

Questions What to look for

 – Is there a programme to detect and fight corruption? 

 – Has the company conducted a corruption risk 
assessment of its operations globally? Are there certain 
geographies where it has amended or augmented its 
policies and procedures as a result? 

 – What is the level of accountability of these issues 
in the supply chain? How closely are supply chain 
intermediaries monitored against this risk?

Key Performance Indicators: anti-corruption policies 
and systems, external third-party verification, ethics hotline, 
supply chain audits, country risk mapping

Red flags: government contracts, operations in high 
risk countries, joint ventures and intermediaries, previous 
controversies or fines

Human Capital Management

Questions What to look for

 – If site rationalisation or restructuring is planned, what  
is the proportion of cost savings derived from  
headcount reduction? 

 – What percentage of the workforce is located in low-cost 
countries? How have wages and raw material  
costs evolved in countries or regions the company 
operates in?

 – What is the level of employee satisfaction and quality of 
labour relations?

Key Performance Indicators: non-underlying costs 
(employee severance and restructuring costs), wage 
inflation, employee satisfaction survey results, level of 
unionisation, R&D spend, talent retention approach
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Companies in the electrical equipment sector are ideally 
placed to respond to the growing demand for more energy 
efficient systems in all segments of the economy, driven by 
increased regulatory pressure across the globe. The new 
age of the ‘Smart Everything’ (Smart Cars, Smart Homes, 
Smart Health, etc.) and the Internet of Things offers countless 
opportunities for electrical product manufacturers. 

Not only are these products increasingly designed to function 
better whilst consuming less energy, but they are also found 
at the core of wider energy efficient nodes. It is clear that the 
sector’s products are enabling energy efficiency gains and 
facilitating access to a range of new services supported by 
advances in technology. 

Companies have reached different levels of maturity 
with respect to their product portfolios and how they are 
positioning these with respect to energy efficiency potential. 
This helps investors to assess the extent to which companies 
can play a role in the delivery of a lower carbon economy in 
the medium- to long-term, as well as determine 
growth opportunities. 

Beyond the challenge of quantifying the benefits of their 
products, companies in the electrical equipment sector 
need to overcome additional hurdles and face risks that can 
undermine this positive business proposition. They are no 
stranger to corruption and other malpractices, while robust 
labour management policies and measures will help sustain 
periods of restructuring, which are expected to continue in 
the medium term. 

Based on our discussion with investee companies, we found 
that it is still difficult to measure the energy efficiency gains 
and resulting cost savings delivered by leaner product design 
or optimised operating systems. Companies themselves 
still struggle with metrics and only a handful of them have 
experimented with lifecycle assessment. As a result, 
companies’ claims on energy efficiency are difficult to verify 
and quantify. And so risks of false claims, à la Volkswagen, 
cannot be excluded. So much so that financial benefits and 
costs can remain elusive for both customers and investors.

However, we would suggest that companies’ responses 
on these three areas will contribute to refining the fair value 
assessment. A strategic positioning of the product portfolio 
towards energy efficiency will boost growth projections, while 
poorer risk management on business ethics and human 
capital management may warrant a higher discount rate to be 
applied in the valuation.

We recommend investors systematically consider both 
product and risk management angles in their dialogues with 
electrical equipment companies. This will help uncover the 
organic growth potential associated with ‘efficient’ products 
in a context of increasing global demand, whilst gauging the 
value at risk. It will expose companies’ abilities to anticipate 
the market whilst also highlighting the effectiveness of risk 
management systems in areas which have historically been 
the sector’s weaknesses.

Conclusion
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