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Water scarcity is no longer just a problem for
developing countries in desert climes. As
demand for water solutions grows, equity
investors  will find opportunities in
companies that help quench the thirst of
parched communities around the world with
innovative solutions.

The world has a serious liquidity problem—
and it isn't on financial markets. About 2

billion people on the planet don't have
access to safe drinking water, while 3.6
billion lack access to safely managed
sanitation, according to the World Bank. In
recent years, severe water shortages have
made global headlines, hitting a growing list
of communities from Cape Town, South
Africa, to Scottsdale, Arizona. Major
infrastructure upgrades and products to
alleviate water stress are badly needed.



Growing Thirst for Dwindling Supply

Climate change, population growth and
urbanization are intensifying the challenges.
“‘Gaps in access to water supply and
sanitation, growing populations, more water-
intensive patterns of growth, increasing
rainfall  variability, and pollution are
combining in many places to make water
one of the greatest risks to economic
progress, poverty eradication and sustainable
development,” the World Bank reports.

Across emerging markets, water scarcity is an
ever-present scourge. In Somalia, a regional
drought led to an estimated 43,000 deaths
last year, according to the World Health
Organization. In Argentina, a punishing
drought is devastating economic growth,
with the International Monetary Fund
recently lowering its 2023 GCDP growth
estimate from 2.0% to 0.2%. In Asia, about 1
billion people and $2 trillion of GDP are in

areas of high-water stress.

In the US, the Colorado River is running at
drastically low levels, threatening water
supplies to millions of people. The residents
of Rio Verde Foothills, Arizona, are a recent
casualty of the parched Southwest, as the
community was cut off from neighbouring
Scottsdale’s supply in January.

Businesses also need water. For example,
producing semiconductor wafers is very
water intensive. Intel's construction of two
semiconductor-manufacturing facilities in
Arizona—not far from Rio Verde Foothills—will
put even more pressure on dwindling supply.
Meanwhile, in Europe, a dry summer
followed by a winter drought has depleted
lakes and rivers. Low water levels throttled
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French nuclear power production
(responsible for 70% of the country's
electricity) and Norwegian hydro power
output (90% of its electricity). In Germany,
the shallow Rhine is disrupting a key

shipping route.

Super-Cycle in Water Solutions Spending
Ahead

For decades, the world has dramatically
underinvested in water infrastructure and
technologies, contributing to water scarcity
and quality challenges. Developed markets
have aging and deteriorating pipeline
systems, while emerging markets lack
transportation and treatment systems. For
example, in the US, annual spending on
water infrastructure runs at around $50
billion, but the actual investment needed is
north of $100 billion, according to studies by
McKinsey and others—a massive gap.

Efforts are under way to close that gap. We
believe that investments in water solutions
are poised to accelerate substantially in the
years ahead. This will be driven by a
combination of government programs,
increased private capital investment and
new innovative technological solutions. US
government stimulus for water investments
includes $80 billion in the US Infrastructure
Investment and Jobs Act of 2021, $20 billion
in the Inflation Reduction Act and additional
funds for water treatment and recycling in
the CHIPS and Science Act.

Increasing government support can help
address the relatively weak spending to date
on pursuing United Nations (UN) Sustainable
Development Goal (SDG) 6 (Display). While
philanthropy and government spending are


https://www.worldbank.org/en/topic/water/overview
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UN SDG 6: A Road Map to Investing in Water Solutions
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important for meeting the SDGCs, we believe
the private sector and equity investors must

play a leading role.

Water solutions are needed to address both
demand and supply issues. On the demand
side, water metering, efficient irrigation
systems and precision agriculture
technologies can make use of existing water
more efficient. On the supply side,
wastewater treatment, leak detection and
desalination can increase the availability of

clean water.

Key Water Solutions: From Wastewater
Treatment to Desalination

As changing rainfall patterns threaten fields,
farmers need smarter agricultural irrigation
machinery. Sprinkler and drip irrigation
systems, used for sustaining crop growth and
,moisture, are benefiting from new
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technologies that reduce water wastage and
improve productivity. With help from
government subsidies, supportive policies
and innovation, the market is forecast to post
a compound annual growth rate (CAGR) of
95% through 2030, according to Mordor
Intelligence, a market research firm. The US
is the fastest-growing market for irrigation
machinery. Lindsay, based in Omaha,
Nebraska, sells an automated, more efficient
irrigation system that saved customers more

than 164 billion gallons of water in 2021.

Far from the fields that feed the planet,
wastewater is another key component of
water sustainability. It may sound repulsive
to some, but treating and reusing
wastewater for agriculture, industry and non-
potable applications like street cleaning—is

actually a massive opportunity.
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The UN estimates that 80% of the world'’s
wastewater isn't reused, and in many
emerging markets, it is released directly into
the environment with devastating

consequences.

Treating wastewater is a growing business.
The global wastewater treatment-equipment
market was worth $63.5 billion in 2022 and is
projected to grow at a 45% CAGR rate
through 2030, reports Grand View Research.
Some countries are ahead of the curve,
including Singapore, where recycled
wastewater now supplies 40% of the
country’s demand. Israel reuses 90% of its
wastewater, meeting a quarter of the
country’'s water needs in a region that has no
rainfall several months each year. Danaher,
based in Washington, D.C., manufactures
precision instrumentation and advanced
purification technology to help analyse, treat,
and manage drinking water and wastewater

treatment facilities.

Hotter deserts and more frequent droughts
are diminishing fresh water sources.
Desalination technologies are an effective
way to boost supply, and they have become
much more economic and less energy
intensive, thanks to significant improvements
in pressure exchangers and reverse osmosis
filtration. Massive desalination plants are
already common across the Middle East, and
new, huge initiatives in countries like India
offer hope for a thirsty populace. The
desalination market, estimated to be worth
$15.5 billion in 2022, is projected to grow by
9.4% annually through 2030.

Some diversified water companies address
multiple issues. Xylem, based in Washington,

D.C., provides equipment and services for
transportation, treatment, testing, efficiency
of use, reuse and desalination. With products
that increase access to clean drinking water,
reduce pollution and combat waterborne
diseases, Xylem addresses key issues in both

emerging and developed markets.

Keep the Taps Flowing for Growth
Potential

What makes for an attractive water solutions
company? Like in any industry, leading
technology and products can help cement
competitive advantages. Products must be
extremely reliable, as drinking water,
wastewater treatment and agricultural water
are critical services, and product safety is
paramount. Often, customers prefer to stick
with technologies and products over the
long term rather than switch providers for
short-term cost benefits. As a result, solid
business models require tight relationships
with customers, from utilities to industrial

companies to farmers.

Equity investors will find that water solutions
offer attractive growth opportunities in an
area that may be overshadowed by higher-
profile climate-focused companies. But just
like home plumbing is essential for modern
life, companies that help keep the world’'s
taps flowing are integral for a more
sustainable future. Investors who can find
innovative providers of water solutions will
be able to capture Ilong-term growth
potential that should withstand economic
weakness, while addressing a fundamental
problem facing humanity in developed and

emerging countries alike.
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