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Tareno Global Water Solutions Fund May 2020 

The impact of the COV-19 pandemic continued to dominate the news flow as some countries started 
to ease lock-down measures while others still struggle bringing the pandemic under control. In 
between all of this, an old acquaintance showed up again – the trade dispute between China and the 
US.  

Nevertheless, the rebound in equity markets continued into May. Fiscal as well as monetary action 
taken by central banks and governments around the globe supported risk assets in an unprecedented 
way. With all these measures in place, it seems impossible, that prices of risk assets will re-connect to 
economic fundamentals anytime soon. Economic data has been weak around the globe, which is not 
surprising. Earnings reports for the first quarter showed resilience in defensive sectors such as utilities, 
health care (both important end markets for water technology) and consumer staples. Financials, 
consumer discretionary and energy (important for water) were the hardest hit sectors.  

Looking at our demand verticals, the picture is somewhat dire. We do not want to sound overly 
dramatic, but that is the reality – at least for the time being.  

As a municipality’s income mainly consists of taxes, their budgets will be under pressure. Funding will 
be needed everywhere and since water infrastructure is sort of a “out of sight, out of mind” item, 
projects will likely be reduced or postponed.  

Construction is already impacted heavily by the pandemic, even as construction sites stayed open in 
many countries. The biggest area of concern are non-residential projects. Hotels, offices or shopping 
malls require a lot of water infrastructure, but might face a sustained decline in project activity.  

Both sectors are late cycle and demand might hold up for some time. It can actually take up to 12 or 
18 month until a downturn is ultimately felt. The entire stimulus from governments and central banks 
could unburden these two sectors, but visibility is still too low. This is what we have learned from 
earnings reports of Watts Water and Advanced Drainage Systems for example.  

Industrials face severe headwinds from the oil shock. Managements usually try to downplay their 
energy exposure, but in fact – almost every company among the water industrials has some exposure 
to oil&gas capex. Xylem was particularly vocal in its quarterly report about headwinds within their 
industrial platform (35% of revenues). They have already taken necessary measures by announcing a 
USD 100M cost cutting program and evaluating additional actions.  

Agriculture, which is mainly centered on irrigation, has been bouncing along a bottom for some time 
now with corn prices hovering around depressed levels. With large OEM’s like Deere&Co. reducing 
their outlook into 2021, an upturn in farming capex is not in sight.  

In an environment like this, the place to be are utilities. This sector provides the resilience necessary 
to weather the storm. We came away convinced from earnings calls, that the sector is determined to 
maintain its capital investment programs. This is key to rate base growth and therefore to future EPS 
growth. We believe that the risk of unpaid bills due to the pandemic is overstated. Regulators will 
provide the framework necessary for utilities to recover these receivables.  

Some adjustments were made to the portfolio during the reporting period. We reduced our position 
in Ansys, as the weight in the portfolio grew above 5%. We exited the position in Valmont as the 
outlook for farm capex (Valmont supplies irrigation systems) deteriorated. As Valmont scores low in 
our ESG model, the overall ESG profile of the fund has improved. The proceeds were invested in Perkin 
Elmer and Agilent (water testing equipment) as well A2A (utility) and UK pump manufacturer Spirax 
Sarco.  
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Best regards 

 
 
 

Stefan Schüz 
 
 

Stefan Schütz leads the equity research team consisting of 6 analysts, and is 
responsible for the European and US industry sector. He has over 20 years of 
experience in equity research and asset management. Stefan Schütz started his 
career in the finance industry in 1997 at Bank CIC. He joined the Tareno 
Investment Team shortly after the inception of the Tareno Global Water 
Solutions Fund in November 2007. Stefan Schütz is Certified International 
Investment Analyst (CIIA). 


