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This article outlines how we think about water risks 
within an investment framework at DWS. Our new 
water-risk rating has now been integrated into our 

climate-and-transition-risk rating. First, though, a few words 
about water risks, and how and why we believe they are rel-
evant for asset management. 

Our fiduciary role is to take care of our clients' capital, to 
deploy it and aim to ensure sustainable returns. Water mat-
ters. Already, 25% of world economic growth is from coun-
tries facing chronic water shortages. That share is likely to rise 
in the coming decades. Water resources, in particular fresh 
water, barely represents 2.5% of all the world's water. A little 
under 1% is available to sustain all terrestrial life and ecosys-
tems. To make matters worse, pollution, the loss of natural 
wetlands and the increasing likelihood of droughts coupled 
with drastic climate change are adding further strains on the 
availability and quality of water resources. Moreover, popula-
tion growth, climate change and our inability to redress the 
damage created by past action have the potential to make a 
bad situation even worse.1

For example, the United Nations (UN) explains in detail how 
water may affect climate change in its comprehensive report, 

"Water and Climate Change."2 According to these researchers, 
climate change will probably result in more extreme events 
such as heavier precipitation, extreme heat and prolonged 
droughts. By contrast, there remains significant uncertainty in 
identifying a clear direction about annual precipitation totals 
and seasonal patterns.

No wonder then, that various groups such as the World Bank 
and the World Economic Forum see water as a key systemic 
risk facing our planet.3 Over the past two decades, a signifi-
cant body of research has taken place to understand water 
risks, but progress on addressing them has been slow. These 
failures probably reflect (i) the fragmented nature of water 
regulation, (ii) the characteristics of water investments, and 
(iii) the misplaced belief of many decision-makers that water 
is plentiful and cheap. 

So, what does all this mean at a practical level for asset 
management? One area of focus is on existing water-related 
infrastructure. Climate change and rising sea levels generate 
additional risks with most of the world population living in 
coastal areas. As a result, there is likely to be a growing need 
for adaptation measures by both the public and the private 
sector. Key concerns range from higher levels of erosion and 

The other sort of liquidity
Water has become an increasingly important factor for performance across sectors, sub-sectors 
and companies.
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1 FAO Water: A finite resource (1995) http://www.fao.org/3/u8480e/U8480E0c.htm
2 https://www.unwater.org/publications/world-water-development-report-2020/ 
2 See esp. World Bank (August 2019). Quality Unknown - The Invisible Water Crisis https://openknowledge.worldbank.org/handle/10986/32245  
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_ From a sector perspective, energy and materials pose 
some of the highest water-based risks. 

_ We see comparatively lower water risks in the financial, 
healthcare and communication services sub-sectors, 
as well as among some industrial companies, such as 
transport.

_ The integration of environmental, social, and corporate 
governance (ESG) criteria helps us identify potential 
investment opportunities and risks.
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the contamination of water-courses, to the creation of tem-
porary ponds that can foster the growth of mosquito larvae 
which are vectors for diseases. New infrastructure may also 
be needed to reduce risks associated with extreme weather 
events. Without mitigation measures, water stress as a result 
of extreme events could put a stop to manufacturing and 
energy generation and even endanger food availability.

Based on this, we have identified a range of investment 
approaches. These include risk-control approaches that offer 
the potential to minimize exposure to companies and sectors 
with high water risks, but also looking at the topic from a 
thematic angle. Positive approaches seek to identify compa-
nies that drive innovation for the management of water risk 
or generate other positive changes in mitigating water risks. 
Finally, our traditional engagement and stewardship approach 
uses investor influence with companies to focus on real-world 
changes and/or improving financial risk management and 
disclosure. 

We believe that tilting a portfolio away from companies with 
high carbon emissions or high water use/pollution can reduce 
financial risk as the profitability of such companies may be 
negatively impacted in the future. Risks to such companies 
include regulatory changes, carbon or water pricing, faster 
expansion of renewable technologies or changing market 
perceptions. However, divestments do not necessarily affect 
carbon emissions, water use/pollution, nor boost real-world 
resilience to physical climate impacts. In principle, differen-
ces in priorities may exist for fixed-income and equity inves-
tors, but both tend to have similar views on the importance 
of corporations strengthening their sustainability policies and 
actions.

In our analysis, we look at the impact of water risk in the dif-
ferent sub-sectors to address water risks and opportunities 
in the sector-allocation and portfolio-construction process. 

For each investment, we systematically ask: "Is the com-
pany materially exposed to water risk? How well can the 
company deal with this risk?" To do so, DWS has developed 
its own proprietary water-risk methodology. For company- 
level inputs, we subscribe to the four important ESG data  
providers, namely Trucost, MSCI, ISS-ESG and Arabesque, 
aiming to ensure a high reliability and objectivity of the final 
water-risk assessment. 

How water risk may affect financial performance in practice is 
at the heart of this mapping exercise. Our analyses show that 
some of the highest- and excessive-water-risk companies are 
typically found in the energy, materials, food and beverages 
sectors as well as among independent power producers in 
the utility sector. For example, within materials, the need for 
key inputs such as water and energy in the mining sector is 
likely to physically and financially constrain the establishment 
of new operations. Companies with limited water risk are typi-
cally in the financial, healthcare, communication-services and 
some parts of the industrial sectors, such as transportation.

Aside from identifying high levels of water risk, we have also 
been able to identify the sectors, sub-sectors and indivi-
dual securities where exposure to water has the potential to 
provide the most opportunities. We found that such opportuni-
ties tend to be most concentrated in industrial gases, home- 
improvement retail, building products, specialty chemicals 
and renewables.

All told, we have found that investors are increasingly inte- 
grating ESG information into their investment decisions. This 
may have supported the performance of different sectors and 
sub-sectors during the first ten months of 2020. More impor-
tantly, it illustrates the usefulness of a formal framework 
when evaluating issuers against a consistent set of criteria in  
deriving a global outlook for a sector allocation.

All opinions and claims are based upon data on 11/24/20 and may not come to pass. This information is subject to change at any time, based upon economic, 
market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. Forecasts are based on 
assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH
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GLOSSARY

Investors increasingly take environmental, social and gover-
nance (ESG) criteria into account when analyzing companies 
in order to identify non-financial risks and opportunities.
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Important Information
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business activities. The respective 
legal entities offering products or services under the DWS brand are specified in the respective contracts, sales materials and other product 
information documents. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (collectively 
"DWS") are communicating this document in good faith and on the following basis.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before 
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments 
and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial 
circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or 
solicitation to conclude a transaction and should not be treated as giving investment advice.

The document was not produced, reviewed or edited by any research department within DWS and is not investment research. Therefore, laws 
and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by 
other legal entities of DWS or their departments including research departments. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing 
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to 
the publication of financial analyses.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's judgment 
as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and changes 
thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results 
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or 
completeness of such forward looking statements or to any other financial information contained in this document. Past performance is not 
guarantee of future results.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information. All third party data are copyrighted by and proprietary to the provider. DWS has no obligation to 
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, 
forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in 
time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of any invest-
ment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making an 
investment decision, you should rely on the final documentation relating to any transaction. 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short position in securities referred to 
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securities, 
and earn brokerage or other compensation.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The 
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to 
any tax implications on the investment suggested.

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this document 
may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary 
to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within 
such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

DWS Investment GmbH 2020

Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 429806).

© 2020 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 
the Securities and Futures Commission.
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Monetary Authority of Singapore.
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