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HVAC - the industry producing the 
most effective technologies to 
reduce greenhouse gas emissions

Keeping cool in a 
warming planet
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A mainstay of US and Australian households for 
decades, the air conditioner is now becoming 
a requirement for those that live in historically 
cooler climates. Global warming, a growing 
middle class and favourable regulatory support 
has meant that the Heating, Ventilation, and Air 
Conditioning (HVAC) sector is seeing significant 
demand growth. We expect to see additional 
market tailwinds from megatrends including 
urbanisation, demographics, resource scarcity, 
indoor air quality and climate change.

Heating and cooling the places where we live 
and work is responsible for 50% of all energy 
consumption in buildings and 16% of all global 
greenhouse gas emissions. 

Improving the heating and cooling footprint 
of buildings will be key to meeting climate-
related objectives of governments and 
corporations. It is one of the few areas where 
existing technology today can materially reduce 
emissions whilst also having a no impact on 
comfort or ambience levels. 

It is important that as more HVAC units are 
installed, they are more efficient and less energy 
intensive than the legacy units. Technology 
continues to improve, and it is estimated that 
installing a new HVAC system is an easy way 
for households and businesses to reduce their 
emissions and energy bills by around 30%.

Heat pumps haven’t been popular in the Northern 
Hemisphere as the technology was not adequate 
for cold winters. This is no longer the case. Heat 
pump technology has now reached a point where 
it is adequate for most climates.

Figure 1 shows that heat pumps generate 50-90% 
lower carbon emissions than legacy oil and gas 
burners. Additionally, the high energy prices and 
subsidies being offered in both the US and Europe 
mean affordability is improving and payback 
periods have reduced.

A heat pump refers to an air conditioning system 
with both heating and cooling functions. They 
are powered by electricity and transfer heat 
using refrigerant. The key benefits of heat pumps 
include not burning fossil fuels, and one system 
being able to provide all the buildings heating and 
cooling requirements.

In the US, buildings have historically been 
heated by an oil or gas furnace in winter and 
a ducted air conditioner in summer. Ducted air 
conditioning is a central system where air is sent 
through ducts from one central location to heat 
and cool all rooms. 

Do you have an air conditioner 
installed in your home?

Heat pumps will be vital for reducing 
carbon emissions

What is a heat pump?

A heat pump can be ducted or ductless. In 
Australia the most common form of heating 
is a ductless heat pump or “reverse cycle air 
conditioner”. A ductless system has the benefit 
of being decentralised, cheaper to install and not 
losing efficiency as the air is transported.

Heat pumps have 50-90% fewer carbon 
emissions than traditional oil or gas burners.

FIGURE 1

Source: Firetrail, NIBE Company Reports.
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In the US, heat pumps sales are growing at twice 
the rate of standard air conditioners. Because of 
its superior efficiency, a heat pump can be priced 
at a premium in the market. This adds to our 
positive outlook for the industry.

As people spend more and more time indoors 
(today about 90% on average), the need for 
healthy and safe indoor environments is growing. 
This has been fuelled even more by the COVID-19 
pandemic. HVAC companies also provide air 
purification tools and measurement systems 
which are further adding to the demand outlook. 

US heat pump versus total HVAC market 
growth - 10-year CAGR (2012-2022).

FIGURE 2

Source: Firetrail, AHRI 
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Percentage of households with air conditioning today by country
FIGURE 3

Rocky Mountain Institute

Over the last 50 years the HVAC market in the US has consistently grown at 5-6% p.a., as penetration 
has grown from around 25% in 1950 to around 90% today. This is much higher than in Europe, where 
we estimate HVAC penetration is only around 20%. Over time, we expect European and Asian HVAC 
penetration to trend towards the US, representing a growing market.

A market of only a few major companies

The US HVAC market is dominated by few 
companies – Carrier, Trane, Johnson Controls 
and Lennox. These companies have a combined 
market capitalisation of USD $130 billion as at 
March 2023. The US HVAC equipment market is 
estimated to be between $50-60 billion in size.

Faster market growth is underpinned by two key 
trends:

1. Households and commercial properties 
are likely to increase the use of their HVAC 

systems (due to temperature changes), which 
will reduce the lifespan of installed units. 

2. Those that are replacing or purchasing a 
HVAC unit are likely to buy higher quality 
(but more expensive) units, as more energy 
efficient systems become a priority to reduce 
emissions. Upgrading a legacy air conditioner 
and saving 30% on energy makes both 
environmental and economic sense.
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More information

General enquiries 1300 010 311 
Existing client enquiries 1300 360 306 
www.firetrail.com

Connect with us

Carrier had years of underinvestment due 
to being part of a conglomerate. Now a 
standalone company, it is better positioned with 
management focussed on providing the best 
energy efficient heating and cooling solutions in 
the industry.

30% of Carrier’s residential heating sales in 
North America are heat pumps, while 33% of its 
commercial heating sales globally are heat pumps 
(this is up from 15% five years ago and it projects 
it to grow to 50% within 5 years). 

Carrier is the number one provider of commercial 
heat pumps in Europe and is seeking to leverage 
its manufacturing footprint in this geography as 
residential households migrate towards heat 
pumps. Taking full ownership of Toshiba’s HVAC 
business in mid-2022 is also expected to further 
accelerate Carrier’s leading global presence in 
both the residential and commercial end markets.

The business is well positioned for future growth. 
We expect that as management build a multi-
year track record, Carrier will become known as 
a current leader in positive change. It is an ideal 
company for the Firetrail S3 Global Opportunities 
Fund with a sustainable business model 
contributing to positive change through lower 
emissions from heating and cooling solutions and 
improving air quality in buildings.
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A Health and Wellbeing positive 
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For Carrier, Trane, and Johnson Controls, around 
80% of sales are generated from the commercial 
end market – heating and cooling hospitals, 
schools, data centres. New residential exposure 
is only around 5% of group sales. This means that 
even if new housing volumes are down 30% the 
impact on the top line of these companies is less 
than 2%. 

Our analysis indicates that the commercial 
market has a robust outlook due to warming 
temperatures. Additionally, commitments 
to decarbonisation for corporations is being 
supported by tightening regulation. 

HVAC has benefitted from government regulation 
and monetary support from stimulus funding and 
incentives. In coming years, the HVAC sector is 
set to benefit from the Inflation Reduction Act 
(IRA) as well as the transition to more efficient 
refrigerants incentivising replacement of HVAC 
units over repair. 

The US government has begun phasing out the 
higher global warming potential refrigerant 410A, 
starting with mandated supply reductions and a 
full phase out by 2025. This has caused the price of 
“repairing” a legacy system to increase from around 
USD$1,200 to $2,000 over the last year, a large 
increase when considering an entry level system 
(approximately 50% of the market) is $5,000.

This should continue to drive strong growth for 
sustainability-related areas in the HVAC market 
including intelligent/healthy buildings, indoor air 
quality (IAQ) and higher efficiency products like 
heat pumps.

An industry with a structural 
growth tailwind

https://twitter.com/FiretrailTeam
https://www.linkedin.com/company/firetrail-investments/
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This document is prepared by Firetrail Investments Pty Limited (‘Firetrail’) ABN 98 622 377 913 AFSL 516821 as the investment manager 

of the Firetrail S3 Global Opportunities Fund ARSN 653 717 625 (‘the Fund’). This communication is for general information only. It is not 

intended as a securities recommendation or statement of opinion intended to influence a person or persons in making a decision in relation 

to investment. It has been prepared without taking account of any person’s objectives, financial situation or needs. Any persons relying on 

this information should obtain professional advice before doing so. Past performance is for illustrative purposes only and is not indicative of 

future performance.

Pinnacle Fund Services Limited ABN 29 082 494 362 AFSL 238371 (‘PFSL’) is the product issuer of the Fund. PFSL is not licensed to provide 

financial product advice. PFSL is a wholly-owned subsidiary of the Pinnacle Investment Management Group Limited (‘Pinnacle’) ABN 22 100 

325 184. The Product Disclosure Statement (‘PDS’) and Target Market Determination (‘TMD’) of the Fund are available via the links below. 

Any potential investor should consider the PDS and TMD before deciding whether to acquire, or continue to hold units in, the Fund.

Link to the Product Disclosure Statement: WHT7794AU

Link to the Target Market Determination: WHT7794AU  

For historic TMD’s please contact Pinnacle client service Phone 1300 010 311  

or Email service@pinnacleinvestment.com

Whilst Firetrail, PFSL and Pinnacle believe the information contained in this communication is reliable, no warranty is given as to its 

accuracy, reliability or completeness and persons relying on this information do so at their own risk. Subject to any liability which cannot be 

excluded under the relevant laws, Firetrail, PFSL and Pinnacle disclaim all liability to any person relying on the information contained in this 

communication in respect of any loss or damage (including consequential loss or damage), however caused, which may be suffered or arise 

directly or indirectly in respect of such information. This disclaimer extends to any entity that may distribute this communication.

The information is not intended for general distribution or publication and must be retained in a confidential manner. Information contained 

herein consists of confidential proprietay information constituting the sole property of Firetrail and its investment activities; its use is 

restricted accordingly. All such information should be maintained in a strictly confidential manner. 

Any opinions and forecasts reflect the judgment and assumptions of Firetrail and its representatives on the basis of information available as 

at the date of publication and may later change without notice. Any projections contained in this presentation are estimates only and may 

not be realised in the future.

Unauthorised use, copying, distribution, replication, posting, transmitting, publication, display, or reproduction in whole or in part of the 

information contained in this communication is prohibited without obtaining prior written permission from Firetrail. Pinnacle and its 

associates may have interests in financial products and may receive fees from companies referred to during this communication.

This may contain the trade names or trademarks of various third parties, and if so, any such use is solely for illustrative purposes only. All 

product and company names are trademarks™ or registered® trademarks of their respective holders. Use of them does not imply any 

affiliation with, endorsement by, or association of any kind between them and Firetrail.

March 2023.

https://firetrail.com/wp-content/uploads/Firetrail-S3-Global-Opportunities-Fund-PDS.pdf
https://firetrail.com/wp-content/uploads/Firetrail-S3-Global-Opportunities-Fund-TMD-Factsheet-.pdf

