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Why water?

The simple answer is because you can’t 
live without it. Whatever else happens in 
the global economy people are still going to 
need water. The growth rates may be slow, 
and the profit margins slim, but water has 
an inevitability that is hard to match. Can 
you think of any other product that will still 
be used in 10,000 years’ time?

The inside story is a lot more compli-
cated than that. Water itself is rarely consid-
ered an asset class on its own. The opportu-
nity to invest is in companies which supply 
water, manage water and provide technolo-
gies for water. Furthermore, the opportu-
nity in water is not just that it is steady. It is 
in the growing challenge of ensuring that 
it is available at the right quality and quan-
tity wherever it is needed. Broadly speaking 
there are five main categories of water busi-
ness which are relevant to investors:

 z Regulated utilities: These are typically 
a yield play offering a steady return with a 
low degree of risk (although the five-year 
regulatory reviews in the UK do periodi-
cally add to the risk profile). They only exist 
in three geographies: the UK, the US and 
Chile. Publicly traded companies in this 
sector include United Utilities, Severn 
Trent, American Water and Aqua America.

 z Private operators: In France and Spain, 
as well as in the US and some emerging 
markets such as Brazil, there are oppor-
tunities for private companies to manage 
water and wastewater networks on the 
basis of a long-term contract. This market 
grew quite quickly in the 1990s, but it has 
since slowed down. It is much less capital 
intensive than regulated utilities, but the 
operating profit margins are also smaller. 
The major publicly-traded players in this 
market are the French companies Veolia 
and Suez. Sabesp in Brazil, which is the 
largest water utility in the world, falls into 
this category because it is a concessionaire 
rather than an asset owner.

 z Engineers and contractors: Water is very 
capital intensive. For every one dollar of 
revenue a utility might typically need seven 
dollars of capital. It means that there is a 
large opportunity for the engineers and 
contractors who supply water infrastruc-

ture. After some bad experience with fixed 
price contracts, a number of companies 
have been looking to reduce their exposure 
in this market. Publicly traded companies 
involved in this sector include Jacobs, Stan-
tec, Aecom and Tetratech in the US, as well 
as FCC and Acciona in Spain and Wabag in 
India. It should be noted that most of these 
companies only derive a small proportion 
of their income from their water activities. 

 z Project developers: In some geographies 
there are opportunities to own and operate 
independent desalination and wastewater 
projects on behalf of municipal or indus-
trial off-takers. These companies have a 
similar capital intensity and low risk pro-
file to regulated utilities. This is a popular 
business model in China and the Middle 
East. Outside those two regions, the main 
investible opportunities are small cap com-
panies such as Consolidated Water and 
Aqua Venture Holdings. 

 z Technology companies: A wide range 
of technologies are required in the water 
industry, from the most basic pipes and 
valves to the most esoteric wastewater treat-
ment systems and water quality testing 
systems. There are a lot of investible oppor-

tunities in this sector, with a range of dif-
ferent risk and growth profiles. The largest 
publicly traded players are Xylem, Danaher, 
Pentair and Evoqua. 

Besides these broad categories there are 
a number of niche water businesses which 
do not fit as easily into these options. The 
biggest one, which will be discussed in 
more detail later, is water services for the 
oil and gas industry. Others include the 
point-of-use water purification sector (in 
which Pentair is a major player) and water 
treatment chemical supply (Ecolab and 
Kemira are major players).

The back story

Global Water Intelligence has been track-
ing the performance of around 73 water 
stocks from exchanges around the world 
since July 2008. The chart below presents 
how these stocks have performed in each 
region as well as at the global level. 

The chart shows that while our Global 
Water Index has outperformed the bench-
mark MSCI World index (+76% versus 
+35%) most of that outperformance came 
from the US. The explanation of these 
trends is as follows:
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 z US stocks: Largely driven by investors 
looking for safety and yield among the 
regulated utilities. These utilities have gen-
erally performed well, relying on rate cases 
and tuck-in acquisitions to ensure a mod-
est rate of growth. The performance of US 
water technology stocks has been more 
mixed. Brazilian private operators Sabesp 
and Sanepar have also performed well in 
2019, although they suffered during Bra-
zil’s political crisis. 

 z European stocks: Five stocks dominate 
in Europe – the three UK regulated utili-
ties (United Utilities, Severn Trent, and 
Pennon), and the two French companies 
(Veolia and Suez). During the five years 
between 2008 and 2013 Veolia lost 86% 
of its value in a f lurry of profit warnings 
largely related to problems in its solid waste 
and transport businesses. More recently 
the UK regulated utilities have found them-
selves under pressure both because of a 
tough price review for the 2020–2015 regu-
latory period, and because of the threat of 
renationalisation should Labour be elected 
to power. 

 z Asian stocks: These are largely pro-
ject developers active in China but quoted 
either in Hong Kong, Singapore or Shang-
hai. They enjoyed a strong rally up until 
the 2015 market crash as municipalities 
increasingly turned to off-balance sheet 
finance to build water and wastewater treat-
ment plants. Since then, however, private 

companies have found their access to capi-
tal increasingly restricted. It means that the 
outperformers in this market have largely 
been non-Chinese technology companies 
such as Organo, Metawater and Fluence 
Corporation.

What is driving water now?

1. Climate change
The impact of climate change is being felt 
first through the world’s water systems. 
Increased energy in the water cycle is 
leading to greater extremes of f loods and 
droughts. Increasingly water utilities are 
finding themselves responsible for build-
ing resilience to climate change in addi-
tion to their existing responsibilities for 
water supply and wastewater treatment. It 
is emerging as a big driver of investment in 
the water sector. 

On the dry side of climate change we 
are seeing increasing interest in seawa-
ter desalination and water reuse. 2019 is 
expected to be the biggest year ever for the 
seawater desalination market as shown in 
the graph above.

To some extent utilities are finding 
easier to respond to the dry side of climate 
change than they are to the wet side. That 
is because there is always a revenue stream 
available from water sales to finance new 
infrastructure. On the wet side of climate 
change there is no available income stream 
to pay for f lood protection. Although in 
theory improved urban resilience should 

reduce the damaged caused by floods, in 
practise cities are only willing to invest 
after the event. The main exception is in 
the US where the Environmental Protec-
tion Agency has the power to force utilities 
to improve their storm water management 
or face significant fines. 

2. Digital technologies
Productivity in the water utility sector has 
increased very slowly since the New River 
Company laid the first wooden pipes to 
take water from the River Lea to London 
in the late 17th century. Although we now 
use plastic rather than wood, and drills 
and earth movers make the process of lay-
ing pipes a little easier, managing a water 
utility remains labour intensive. Part of 
the problem is that once a pipe is laid, it is 
difficult to monitor. If there is a leak and 
it needs replacing, then the whole street 
might need digging up. Furthermore, 
there is no obvious way of telling which 
pipes need replacing before they burst. 
This is all changing with the advent of 
new technologies such as big data manage-
ment, machine learning and the internet 
of things. Together these technologies are 
making water and wastewater networks 
visible again. It is possible to pinpoint 
leaks and to predict which pipes might 
burst next using systems which are getting 
cheaper all the time. In treatment plants 
remote monitoring and control makes it 
possible to reduce staffing at outlying facili-
ties, and also manage extreme weather 
events so that they do not overwhelm 
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POTENTIAL GLOBAL ANNUAL SAVINGS DUE TO DIGITAL SOLUTIONS IN WATER AND 
WASTEWATER

$372.7 billion
Drinking water treatment

Total capex $183.8 billion

Capex savings $27.6 billion

Total opex $188.9 billion

Opex savings $33.7 billion

Source: GWI

$885.5 billion
Water distribution

Total capex $460.4 billion Total opex $425.0 billion

Capex savings $49.7 billion Opex savings $50.2 billion

Total opex $290.9 billion

Opex savings $11.3 billion

$290.9 billion
Customer service, metering, billing

$533.5 billion
Wastewater treatment

Total capex $318.1 billion Total opex $215.4 billion

Capex savings $38.4 billion Opex savings $36.3 billion

$768.9 billion
Wastewater collection and drainage

Total capex $487.2 billion Total opex $281.7 billion

Capex savings $39.0 billion Opex savings $43.8 billion



4

GWI

OCTOBER 2019

facilities. 
Besides these savings in operating 

costs, digital systems also offer significant 
savings on the capital expenditure side. 
For example, many water and wastewater 
systems are built with very large amounts 
of redundancy because the consequences 
of a system failure or overload are so great 
in terms of public health and the environ-
ment. Digital systems make it possible to 
manage existing capacity more effectively, 
reducing the need for large new capital pro-
jects. 

In total GWI estimates that the total 
global potential reduction in operating 
costs as a result of the rollout of digital 
services might be $176.6 billion. The total 
annual potential saving in capital costs 
might be $142.4 billion. How these savings 
will fall is detailed on the previous page.

At this stage the uptake of digital tech-
nologies within the public utility sector has 
been quite slow. This reflects the fact that 
public utilities are typically risk averse and 
not driven by the profit motive. The uptake 
among regulated utilities, private opera-
tors and private developers has been much 
more rapid, as the technologies deliver a 
clear benefit straight to the bottom line. 
The companies which provide the relevant 
technologies are sharing in this boom. 

3. Sludge
Sludge refers to the solid matter which is 
the by-product of a treatment process. The 
largest volume of sludge is produced by 
municipal wastewater treatment processes. 
The volumes of sludge produced around 
the world are growing inexorably as more 
and more households are connected to 
modern wastewater treatment plants. The 
challenge of dealing with these volumes 
is also growing. Tighter regulations mean 
that it is becoming ever more difficult to 
send sludge to landfill or to spread it on 
land without treatment. Fortunately, where 
there is muck there is brass. 

The main opportunities in the sludge 
market are in reducing volumes and using 
it as a feedstock for energy generation. Vol-
ume reduction offers an immediate ben-
efit to utilities by reducing the number of 
sludge miles that they have to drive each 
year as they move sludge from their waste-
water treatment facilities to disposal sites. 
The energy from waste proposition comes 
in two different ways: digestion to produce 
biogas or incineration to produce heat. Both 
are fast growing markets because energy 
from sludge typically enjoys the same sub-
sidies in the market that are accorded to 
other sources of green energy. 

Besides benefiting technology com-

panies and the engineers and contractors 
which build sludge facilities, the sludge 
revolution is also creating opportunities 
for private developers as there is no public 
opposition to private sector participation in 
sludge management. In the UK the sludge 
management sector is to be opened to com-
petition, creating opportunities for com-
panies with technology leadership in that 
area. 

4. Water for industry  
Much of the discussion so far has focused 
on the water needs of the municipal water 
market. However, increasingly the focus 
of the major publicly traded water compa-
nies is the opportunities on the industrial 
side of the market. Overall, industry uses 
around twice as much water as house-
holds and industries are under pressure 
to improve that performance, both from 

shareholders concerned about water risk 
in their operations and from customers 
who don’t want the products they use to be 
responsible for damaging the environment. 

The chart on the next page shows the 
quantum and current growth rate of capital 
spending in various industries.  

The markets showing the strongest 
growth are:

 z Upstream oil & gas: This is largely driv-
en by the water needs of the unconvention-
al oil industry in America’s Permian basin. 
The scale of the opportunity in that market 
has attracted more than $5 billion of new 
investment over the past 18 months. 

 z Mining: Some of the world’s richest 
mining areas (such as Western Australia, 
Southern Peru and Northern Chile) and 
the South African Rand are also among 

CAPITAL EXPENDITURE ON SLUDGE BY REGION, 2017–
2024
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the world’s driest. This is a particular chal-
lenge for the copper industry because the 
mining process requires copious amounts 
of water. Large-scale desalination is 
increasingly the solution. 

 z Food & beverage: This is very much a 
consumer facing industry and many food 
and soft drinks brands have published 
commitments to reducing their water foot-
print. This together with greater interest in 
generating bio-gas from waste streams has 
ensured healthy growth in spending.

 z Pharmaceuticals: This industry uses 
high purity water which is expensive to 
treat, although much of the investment is 
currently going into the wastewater side, 
where regulators are increasingly con-
cerned about pharmaceutical by-products 
in the water supply. 

 z Microelectronics: Silicon wafers are 
becoming increasingly complex to manu-
facture as Moore’s Law drives demand for 
ever more intricate etching. Typically, 70% 
of the wafers produced go to waste because 
they are contaminated by particles in the 
water during the manufacturing process. 
This is an enormous drag on the industry, 
and it is driving substantial investment in 
water technologies. 

Historically the main opportunity in 
the industrial market has been for the 
water technology suppliers. Increasingly, 
however, opportunities to develop service-
based revenues are opening up. This is 
largely due to the development of remote 
monitoring and control systems that make 

it possible to optimise the performance 
of water treatment systems 24/7 without 
needing staff on sight.  This trend will 
increase the quality of earnings of the tech-
nology suppliers and chemical suppliers. 

5. The Sustainable Development Goals 
(SDGs) for water and sanitation

These goals commit to universal access 
to safe on-site drinking water and toilets 
with safe waste disposal for all by 2030. In 
theory this is the biggest potential market 
for the water industry. In practice it has 
proved a difficult market to tap into, largely 
because the utility sector in many emerg-
ing markets is so weak. The development 
finance institutions who typically provide 
grant and loan finance to for infrastructure 
in these countries struggle with the fact 
that few utilities generate the cashflows 
required to service debt. It means that the 
opportunity for private investors has been 
even more limited.  

This situation is steadily changing. 
Development finance institutions are 
increasingly focusing their resources on 
improving the bankability of the sector. 
Furthermore they are under political pres-
sure to show that development assistance 
crowd in private finance rather than crowds 
it out. There is strong interest in developing 
opportunities for the private sector. 

The failure of the utility sector in many 
emerging markets does have an upside. 
Companies selling point of use treatment 
systems, and what are called “safe water 
services” (ie retailing large containers of 
purified water) are growing at 8% - 10% 
per year. 

CAPITAL SPENDING ON WATER SYSTEMS BY INDUSTRY
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Conclusion

Water has a strong underlying story. It is a 
basic necessity of human life, and the chal-
lenges of ensuring that it is readily avail-
able and safe to drink are growing year 
on year. The challenge for water inves-
tors, however, is to build a portfolio which 
reflects the underlying story. Much of the 
way that water is managed in the world is 
not investible. It is undertaken by public 
utilities, by farmers, and by nature itself. 
The main activities which are investible are 
the regulated utilities, private water opera-
tions, engineering, project development 
and technology supply. These all reflect the 
underlying promise of water investment, 
but also reflect the particular circum-
stances of the position they hold in the sup-
ply chain. In many ways, ETF investment 
is the most obvious strategy for investors 
wanting to tap into the underlying strength 
of the market. <

Disclaimer

This report does not necessarily represent the 
views of LGIM, or its employees. LGIM, its 
employees, contractors, and subcontractors 
make no warranty, express or implied, and 
assume no legal liability for the information in 
this report; nor does any party represent that 
the uses of this information will not infringe 
upon privately owned rights. Reference herein 
to any specific commercial product, process, or 
service by trade name, trademark, manufac-
turer, or otherwise does not necessarily consti-
tute or imply its endorsement, recommenda-
tion, or favoring by LGIM. 


