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Water in 2023 —is history
repeating or just rhyming?

In both cases the answer must be the same.

2022, an eventful year for the Water theme

Record droughts across Europe, floods in Australia, record
high temperatures in India in April and forest fires around the
world. Monsoon floods submerging one-third of Pakistan,
devastating the agriculture sector, and displacing 8 million
people. A third consecutive year of a La Nifia weather pattern
for the Horn of Africa, bringing parts of Somalia to the verge
of famine for the second time this century.!

These have all been harbingers of a fundamental change in
the world’s climate, the consequence of global warming -
with far-reaching implications for the global economy as well
which seems not well-prepared for the challenges to come.
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Key takeaways

* The current winter droughts and overall dry weather

patterns across Europe and beyond showcase the
urgency in tackling water scarcity, water quality and
water availability issues.

Governments globally will be forced to address

and mitigate the effects of climate change on

water availability and accessibility to maintain their
nations’ standards of living.

Solving this puzzle will require joining forces with
the private sector, creating a supportive business
environment for the solution provers.
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The implications can take their effect in unforeseen places.
Low water levels on rivers have thus halted traffic and
driven up shipping costs. Shortages in fresh water might
affect the farming industry which with 70% of water use?
represents the largest consumer of water globally, putting
further pressure on already high food prices. Low water
levels might also lead to lower contribution from nuclear
power stations and hydropower plants pressuring energy
prices.

During the winter of 2022-2023, Europe and several other
regions in the world faced severe drought conditions, quite
an unusual phenomenon for the wintertime. Europe’s
major waterways like the Po and the Rhine experienced
record-low water levels already in midwinter. Countries

According to a study from the

4 30 days of low water
levels on the Rhine curb overall
inland water transportation by
around 25% while under the
same prerequisites, industrial
production declines by about 1%.

Following estimates of
the same IfW analysis
the low water period in
the second half of 2018
had a peak impact of
-1.5% on the level of
industrial production.

such as Spain, Portugal, Italy, and Turkey experienced
low levels of rainfall, leading to decreased water supply
for agriculture and urban use. The drought also affected
hydropower production, contributing to increased
electricity prices and the need for alternative energy
sources. The lack of snowfall in the Alps will lead to lower
snow smelting in spring and summer for countries like
France, Switzerland, and Italy. Here, the Snow Water
Equivalent (SWE, a measure that indicates how much
liquid water is stored in the snow), as of end of January
2023 showed a deficit of 35% compared to the average
SWE of the past ten years.? Considering that around 60%
of the water flowing in Italian rivers derives from melted
snow, low snow levels can be harbingers of an impending
new drought season.

As reported by the

5, in
the first five month of 2022, 86%
(equivalent to 71.1 million tons)
of all goods transported were
ferried completely or partly on
the river Rhine, Germany’s most
significant inland waterway.
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Examples of countries and regions where droughts were severe or ongoing and are causing

havoc and creating further pressure:

@ \ltaly

Fronce —@
Spain ——@ ®
Catalonia

France:

In the winter of 2022-2023 France faced unprecedented
droughts, which is expected to last until at least the end
of summer. The drought has led to reduced hydropower
production, causing an increase in electricity prices,
compounding the effect of the Ukraine war and the
increased cost of gas®. France is also facing water scarcity,
with some farmers having to reduce their crop yields

or abandon some fields altogether. The government

has taken measures to address the situation, including
urging citizens to conserve water and electricity and
increasing imports of electricity from neighboring
countries.” However, experts warn that these measures
may not be sufficient, and that France needs to invest

in alternative sources of energy and improve its water
management practices to better prepare for future
droughts. President Emmanuel Macron urged consumers
to be more careful about how water is used and declared
the “end to abundance”®. The government wants to tackle
the increasing water shortage by reducing the volume

of water taken from underground sources by 10%, which
would mean a drop of four billion meters cubed per
year’. Another planned measure is to contain leaks, which
makes up 20% nationally of all water lost.*°

Italy:

Italy is similarly suffering from severe drought conditions.
The situation has resulted in a significant decrease in
water availability for agriculture and human consumption,

® - Turkey

® ——— Horn of Africa

leading to water rationing and an increase in food prices.
Various factors have contributed to the drought, including
climate change, the above-mentioned reduction in snowfall
and poor water management practices. The government
has initiated efforts to address the situation, such as
increasing water supplies to affected regions, investing in
water infrastructure, and promoting water-saving practices.
These efforts will use recovery plan funds of EUR 4.4

billion anchored around wastewater treatment, upgrading
water networks, renewing primary water infrastructure,
and modernizing the irrigation systems in the agricultural
sector.’

Spain:

Spain’s average availability of water has decreased by 12%
since 1980 and could further decline by 14-40% by 2050.%?
This has pushed the Spanish government to introduce

new drought measures which are aimed at reducing water
consumption, but which have caused concern among
farmers and other businesses that rely on water.®* The
measures include reductions in irrigation allowances, which
could lead to mass job losses in the agricultural sector.
Spain has experienced bouts of severe drought in recent
years, which has caused significant damage to crop and
raised concerns about water scarcity. The government’s
response to the crisis has been criticized by some as
insufficient, and many argue that more needs to be done
to address the underlying causes of the drought, such as
climate change and unsustainable agricultural practices.
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Regional focus : Catalonia

Since the beginning of March 2023, nearly 6 million Catalans in 224 municipalities have
been affected by severe water restrictions imposed by the Government of Catalonia due to ()

dramatically fallen water supplies.**
These new water-saving measures comprise:

* Areduction of 40% for agricultural water uses
+ A cutback of 15% for industrial water uses
* A limitation of 230 liters per day for inhabitants

* The prohibition of watering of parks and gardens (both public and private) unless watering is

done by drop irrigation or with watering cans.

Turkey:

Reports have shown that Turkey is experiencing one of its
driest winters on record, with many regions receiving only

a fraction of their usual rainfall. This has led to concerns
about potential droughts and water shortages, particularly
for farmers who rely on irrigation to grow their crops.’® The
government is taking measures to address the situation,
including promoting water-saving techniques and investing
in infrastructure to improve water management?®. However,
experts warn that more needs to be done in order to ensure
long-term water security, such as reducing water waste
and improving efficiency in agriculture. The urgency of
such measures becomes apparent when one considers that
43.6% of the overall water input volume is considered Non-
Revenue Water (NRW), i.e., water that is produced and lost
due to e.g., leaks, broken pipes, inaccurate water metering
orillegal tapping.”

Horn of Africa:

The Horn of Africa is facing drought trends worse than
those witnessed during the 2011 famine, during which
hundreds of thousands of people died!®. Most affected are
Ethiopia, Kenya, Somalia, and Uganda. The Horn of Africa
is home to the so-called water tower of Africa, located

in the Ethiopian highlands. This region also contains the
Grand Ethiopian Renaissance Dam (GERD), Africa’s biggest
infrastructure project and, with 6,000 MW, the largest
hydroelectric power station in Africa®®.

This hydropower project on the Blue Nile River has let to
recurrent tensions between Ethiopia and its down-river
neighbor Egypt, which relies on the Nile's water flow for
agriculture and energy production. While Ethiopia claims
the dam to be an existential necessity, EQypt considers
GERD to be an existential threat to its water security.
Current drought patterns in the region may exacerbate the
geopolitical tensions existing between the two nations, and
be a portent for future conflicts around water.
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Increasing need for water-related investment spending

Water-related issues continue to make headlines as the mild but dry European winter turns to spring. Investments in
water-related infrastructure have come back into investors’ focus and are rising on political agendas. We therefore
believe that water remains a secular growth opportunity for investors. To maintain our living standards and deal with
the challenges of climate change, it is crucial to consider and increase targeted investments along the entire value
chain of the water industry, as the imbalance between supply and demand continues to grow from current levels.
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The good news is that water spending is on the rise globally, and governments, corporations and farmers alike have
begun to realize the need for urgent capital expenditure. Another good news is that quick wins like fixing leakages
or reducing water waste are feasible everywhere, with comparatively little effort. The companies which deliver the
required solutions for such resiliency issues are in many cases well-known. One of the largest producers for farming
equipment reported strong increases over their first quarter which can be viewed as a bellwether indicator for the
entire farming equipment sector.

Given the sound fundamentals of the companies in the water sector, and more interesting valuation levels, the overall
outlook for water investments is quite compelling in our view. Recent M&A activity in the sector is another indicator
for sound business expectations over the mid-term. Individual corporate profits will play a particularly important

role over the months to come, are likely to create a favourable scenario for active managers. Overall, we believe that
market participants will increasingly differentiate between “winners” and “losers” at the stock, sector, and country
level and that an active theme and stock picking approach will be useful. At the same time, many market valuations
are much more attractive than a year ago.

We therefore see opportunities for investors in companies that actively provide quality and resiliency solutions to
water scarcity and water quality issues, and which help to improve the sustainability of water resources.
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