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Tareno Global Water Solutions Fund March 2020 

First of all, we hope that you and your loved ones are in good health!  

The month of March will go down in history as the worst month for financial markets in decades. Heavy 
selling around the globe led to a dramatic decline in risk assets prices. This time, recession is not only 
a headline, it became a reality faster than anyone might have expected. Thanks to the unprecedented 
action taken by governments and central banks around the globe, the situation calmed somewhat and 
risk assets started to bounce back during the last couple of trading days of the reporting period. 
Nevertheless, volatility remained on elevated levels with the VIX Index up some 288% for the year.  

The water universe did not get away unscathed. The picture in some areas was rather gloomy as stock 
prices reached levels not seen for many years. Given the price drop, there is the probably natural 
intention to start bottom fishing as it is hard to believe, that this situation is going to last. At this point, 
we feel it is a bit early to call a bottom. Earnings estimates will have to come down in the weeks ahead 
to reflect a recession with an unknown magnitude (we know it will end though!). The lock-down of 
vast parts of the global industrial world will have a deep impact on water industrials. Industrial water 
is very much capex driven. Listening to large end clients in the industrial water space (Oil&Gas, Mining, 
Chemicals), capex is quickly moving to the bottom of the priority list. With companies in a wide range 
of industries shifting to a defensive mentality, it could be some time before business investment sees 
a sustained rebound. Companies related to the construction vertical will be impacted as well, but to a 
lesser extent. Major construction projects utilize substantial water infrastructure. Evidence suggests, 
that new construction has come to an abrupt halt and repair and replacement is also affected. 
Nevertheless, we think that this vertical is well supported by the need for renovation and replacement. 
Utilities have sold off like everything else despite their defensive business model. Of course, even these 
names face risks – for example the “financial hardship assistance”, where utilities are obliged to supply 
water, even if the customer is not able to pay his bill. We had discussions with industry experts last 
week and came away convinced, that utilities will be able to recover these lost revenues through future 
rate adjustments. Dividends, one of the main drivers behind the outperformance of utilities are at risk 
as well. Veolia this week decided to cut the dividend in half, as there is mounting pressure from politics 
on companies that requested state aid to cut their dividends. By cutting the dividend in half, instead 
of canceling it, Veolia managed to come up with a compromise that pleases everyone to a certain 
extent.  

We know, this sounds pessimistic, but after holding a lot of calls with companies recently, there is just 
not more visibility at the moment and the fact, that some companies are in their black-out period prior 
to the quarterly earnings release does not help either. As we continue to monitor our universe, there 
are some positive signs as well. We decided to increase positions in Japan, as those companies are 
largely operating domestically, or face less complex logistics. We increased our exposure to utilities 
significantly, as their business offers the most resiliency in the current environment. Another position 
we added to recently is Badger Meter as we prefer the cleanest possible balance sheets.  

Finally, we would like to point out the secular themes underlying the investment case for “water” 
which have not changed, but are reinforced: 

Water Scarcity: Will not change, as climate change and population growth continue to stress the 
supply side of the equation.  

Water Quality: Regulation of drinking water quality and wastewater treatment will grow more 
stringent.  
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Aging Infrastructure:  Infrastructure won’t stop aging. Cheap funding means investment can 
accelerate without a large impact on tariffs. As “water” is popular among 
politicians, more money could be directed towards infrastructure projects in the 
future.  

 

Stay healthy! 
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