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Water: A key investable theme of 2024

Global warming and population growth continue to threaten the world’s increasingly limited
freshwater supply. Water scarcity is one of the most complex and costly issues, but there is no
shortage of solutions as firms within the water industry have seen momentum.

“Water, water, everywhere, nor any drop to drink.”

The words of the titular character from Samuel Taylor
Coleridge’s 18th-century poem “The Rime of the Ancient
Mariner,” expressed in frustration, certainly have
relevance today. Variations of that adage illustrate the
dangerous paradox of water. Water is everywhere, yet
most of it is inaccessible.

Water covers roughly 70% of the Earth’s surface, but
only 3% is freshwater. Of that 3%, approximately 1% is
drinkable

Water scarcity currently impacts more than 40% of the
global population. By 2050, the World Resources Institute
expects an additional one billion people to live with
extremely high water stress, and some regions could see
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GDP growth rates decline by 6%. Water is vital to economic
growth, impacting various essential functions of society,
including growing crops and raising livestock, producing
electricity, and maintaining human health. Population
growth, economic development, and climate change will
continue worsening water scarcity without improving
water management.?

Although the outlook for water scarcity may seem bleak,
it does not necessarily lead to a water crisis. The water
theme continues to broaden with new innovations, seen
in places such as Singapore and Las Vegas, proving that
societies can thrive even in water-scarce conditions, with
technology such as desalination (removing salt and other
impurities from seawater to produce fresh water) and
wastewater treatments.?
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Water, continued from page 1

Panelists at the RBC Capital Markets Future of Water
Conference 2024 discussed the water theme as a vast
and fragmented landscape, rather than a single sector,
which varies across numerous sub-sectors and has

an approximate market size of more than $655 billion.
Constituents in this theme include companies whose
products and services provide access to water, increase
water efficiency, and contribute to the sustainable
management of water resources.*

The water theme has three main sector players:
Industrials, Information Technology, and Utilities.

Industrials and Utilities

There is an abundance of Industrials and Utilities
names within the water theme. A wide array of water
management firms within industrials provides solutions
and water utilities in areas such as wastewater, electric
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energy, irrigation, drainage, water filtration, and
desalination. Within Industrials, you will find firms that
operate within industries such as machinery, construction
& engineering, building products, trading & distribution,
and commercial services. In our view, these sectors

will have imporptant roles in improving the quality and
availability of water.

Technology

Technology is a growing space within the water theme as
a solution to resilient infrastructure and water efficiency.
Water metering technology has been around for some
time but has seen significant advancements in recent
years with the expansion of meter capabilities seen in
‘smart water meters.’ This technology has increased the
precision and efficiency of water usage, reducing water
overconsumption.®
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Water, continued from page 2

As an investment opportunity, according to the
Sustainable Development Solutions Network, $735 billion
will need to be invested by 2030 to meet the UN’s goals
for water and sanitation. However, the United Nations
estimates some countries face a funding gap of over
60% to do so.° This major gap provides an economic
opportunity for investment for both private and public
sectors.

Water scarcity also poses a risk from an investment
standpoint, in our view, as it may lead to revenue and
supply chain disruptions and additional costs for firms
that have a high intensity of water usage. According

to RBC Capital Markets indicators, the water theme is
well-positioned and has experienced resilient earnings
revisions momentum and long-term growth.

Incorporating the water theme into an investment
portfolio falls under the umbrella of responsible investing
or intentionally incorporating environmental, social,

and governance (ESG) data into an investment portfolio.
Investors can reach out to their advisors to discover the
risks and opportunities related to the water theme and
how to incorporate these factors into their investments.

GROWING INTEREST IN RESPONSIBLE INVESTING

Client interest in responsible investing

continues to grow

A recent survey conducted by RBC Wealth Management reveals positive investor sentiment around
responsible investing and evolving preferences toward impact investing.

One of the most significant takeaways from this year’s
survey is the importance of positioning and using plain
language for investment choices. Respondents favor
“responsible investing” far more than other terms
(sustainable investing, impact investing, and ESG
investing), and the phrase has grown in popularity from
the 2023 survey. “ESG investing” has rebounded somewhat

3X

“Responsible investing” was
viewed almost three times
more favorably than

“ESG investing.”

Responsible ESG

investing investing

from its nadir of 11% last year, but it still has a 22% positive
impression compared to 59% for “responsible investing.”

When asked about responsible investing strategies,
impact investing—defined as investing in assets to create
a measurable positive social or environmental impact—is
more attractive to respondents, with 63% being interested
in applying impact investing to their current portfolios
versus 49% in 2023.

Impact investing rose to the top

63% of respondents expressed
interest in impact investing as an

63% investment strategy.

Continued on page 4
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Growing interest in Responsible Investing, continued from page 3

“This year’s survey reflects what we’re seeing and hearing
from our clients—words matter and have tremendous
power. Investors want clear language, not jargon when
constructing their portfolios,” said Kent McClanahan,
head of responsible investing at RBC Wealth Management.
“More than half of our clients are interested in responsible
investing, so it’s important for advisors to be ready to talk
about it to help clients make more informed investment
decisions.”

Seventy-five percent of respondents fall between the ages
of 50-77. While they skew slightly male (56%), the survey
results point to four areas of consensus among men and
women:

1. Both equally agree achieving financial goals is the
most important factor when choosing investments.

2. The vast majority (87%) agree investors should be able
to consider ESG criteria without government limitations
or restraints.

3. Investment performance and transparency issues
are their top two concerns as potential barriers to
responsible investing.

4. Nearly all are philanthropically active, with 86% overall
taking part in direct giving and 57% volunteering their
time.

Achieving financial goals is #1

58% of men and women equally
agree achieving financial goals is
the most important factor when
choosing investments — more than
the professional recommendation
of the investment, fees, risk profile,
and past performance combined.

58%

However, there are three areas in which men and women
differ:

1. Sixty-two percent of women surveyed are likely to
discuss responsible investing with advisors within the
next year, as opposed to 47% of men.

2. Women are more likely to say they will only invest in
traditional energy companies with plans to reduce
greenhouse emissions and address climate concerns
(59% women versus 41% men).

GROWING INTEREST IN RESPONSIBLE INVESTING

3. Water, health, education, and affordable/clean energy
are the most popular themes that clients are interested
in, driven by female respondents. Male respondents
were more interested in investing in “industry,
innovation and infrastructure,” which is fifth on this
list.

Women have a strong interest in
responsible investing

62% of women said they were
likely to discuss responsible
investing with advisors,
compared to 47% of men.

62%

An international survey found similar results

Similarly, a recent RBC Wealth Management International
survey reveals high interest among clients in the United
Kingdom. The results indicate that 55% of respondents
stated they are already in sustainable solutions, and 45%
are looking for further education in this space.

The two barriers that clients say they have towards
investing sustainably are misleading marketing of
products (greenwashing) and difficult-to-understand
impact. Clients are intrigued to know the real-world
implications of their investments, with a substantial
minority of 30% saying that the real-world impact is
equally as important as the financial return of their
investment.

“Clients want to know what their money is doing

on topics that are important to them. They want to
understand what their impact is and how that affects their
returns,” McClanahan said. “And they want access to all
information—including ESG data—to construct investment
portfolios that reflect their values and financial
objectives.”

About the U.S. survey

Results are based on responses from 1,086 RBC Wealth
Management - U.S. clients to an online survey in March
and April 2024. Of the respondents, 51% are high net worth
(HNW) clients with investable assets of $1 million or more.
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The construction sector’s low-carbon opportunity

There is an economic opportunity for creating environmentally sustainable buildings as countries
around the globe look to reduce their carbon footprints. The construction sector may be entering a
lower-carbon era. We discuss how lower-carbon timber and heat pumps can be key components in

the decarbonization of this sector.

The heat pump’s recent momentum

Heat pumps are playing a more important role in
the drive toward heat decarbonization, with the
technology receiving more policy support in several
countries over the last several years. The key
benefit of heat pumps is their efficiency, using 28%
to 50% less electricity than a standard furnace’

Overview: What is a heat pump?

In essence, a heat pump does not produce heat; it just
moves it. In the summer, heat pumps take the heat from
the inside and transfer it outside, cooling the space. In
the winter, the heat pump warms the inside by taking
heat from the air outside (and sometimes the ground)
and bringing it in. Even if it is below freezing outside,
there is still some thermal energy in the air that the heat
pump extracts. In contrast, a gas furnace generates heat
by burning combustible fuel, such as gas or propane.

More than 100 million households globally use heat pumps
to cover heating needs, according to the International

Energy Agency, which means that one in 10 homes that
require substantial heating are served by heat pumps
today.? Installations of heat pumps remain concentrated
in new buildings and existing single-family homes—so if
solid growth is to continue, expansion into apartments
and commercial spaces is necessary, in our view.

A solid growth runway for lower-carbon timber

Timber, specifically sustainable timber, is increasingly
seen as an economically viable solution to curb
emissions in the construction sector. In 2023, global
demand softened largely due to low economic activity
in China and as many U.S. citizens have locked in low
mortgages, deterring new builds in this higher interest
rate environment. Despite this, the Forest Business
Network’s International Mass Timber Report foresees
growth ahead for the timber sector, projecting that the
number of timber buildings could double every two
years through 2034, at which point the construction
industry would store more carbon than it emits.’

Continued on page 7
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A PIVOTAL YEAR FOR CARBON MARKETS

2024 is shaping up to be a pivotal year for

carbon markets

Carbon credits are a component of compliance carbon markets (CCMs), also known as
emissions trading systems or cap-and-trade programs.

A decade ago, only 7% of global emissions were covered
by carbon taxes or CCMs; they now cover approximately
a quarter of greenhouse gas emissions. In 2023, revenues
from carbon taxes and CCMs reached a record high of
around $95 billion.”

During RBC Capital Markets’ 2023 Carbon Markets
Conference, participants noted that CCMs represent more
than 99% of the total traded value of the carbon markets
and RBC Capital Markets projects CCMs to top $1 trillion
this year. These markets continue to grow, drive positive
climate impacts, and are viewed as one of the most
effective tools for reducing carbon emissions. A recent
example of ajurisdiction to explore CCMs is in the state of
New York, which is looking to launch its own scheme, New
York Cap-and-Invest.*

Within global carbon markets, there are also voluntary
carbon markets (VCMs), where carbon offsets (also known
as carbon credits) live. Carbon offsets are generated by
projects that avoid, reduce, or remove carbon dioxide
(CO,) from the atmosphere. Carbon offsets include direct
air capture, reforestation, regenerative agriculture,
renewable energy, and methane capture.”

VCMs had a bumpy year in 2023 and were met with
increased scrutiny on their credibility alongside concerns
of greenwashing.’®

2024 could be a turning point

While CCMs continue their steady growth, 2024 may be a
pivotal year for VCMs and we believe their future success
depends on the uptake and outcome of various initiatives
focused on enhancing credibility and regulation.”
Governing bodies such as the Securities and Exchange
Commission (SEC) and the Commodity Futures Trading
Commission (CFTC) continue to grow their oversight
capabilities to support the integrity of CCMs and to bolster
initiatives in VCMs including the new Voluntary Carbon
Markets Integrity Initiative (VCMI). The VCMI is piloting a
framework that would allow companies to utilize carbon
credits to reach up to 50% of their Scope 3 targets and, if
successful, could unlock $19 billion in additional financing
for carbon reduction and removal projects.”

Despite challenges within the VCMs, we think they are
still poised for rapid growth, as evidenced by the billions
invested in technology-based carbon removals in 2023.
Between December 2023 and February 2024, VCMs
experienced record levels of market activity.”

Continued on page 7



Sustainable buildings, continued from page 5

Timber as a substitute or complement to concrete and
steel could cut emissions in buildings by as much as 25%,
according to the RBC Climate Action Institute.” Timber
also stores vast amounts of carbon, absorbing it from the
atmosphere. A traditional building made from concrete
and steel produces approximately 2,000 metric tons of
carbon dioxide (CO,) emissions, and an equivalent timber
building can match this in terms of carbon storage."

Carbon markets, continued from page 6

Role in net zero

According to an analysis in the scientific journal Nature
Climate Change, even in a net-zero society, there will still
be at least seven billion tons of residual emissions from
sectors with limited options for decarbonization.? This
decarbonization will require vast amounts of carbon
dioxide removal, which can come from nature-based
climate solutions (e.g., reforestation) and engineered

or technology-based solutions (e.g., direct air capture).
Meeting this demand represents an enormous economic
challenge and opportunity, requiring $130 billion in
investment annually from now until 2050, according to
McKinsey & Company.?' In our opinion, carbon markets can
come in as a potentially scalable way to efficiently unlock
private capital and create a business case for investment
in carbon dioxide removal, meaning that carbon markets
could be a crucial tool if the world is to reach net zero.?

Approximately 70% of U.S. lumber demand comes from
the construction, repair, and remodelling of homes. Pent-
up U.S. housing demand among younger homebuyers,
combined with anticipated interest rate cuts, should
continue to create steady demand through 2025 and
beyond, with increased demand in the following years as
home prices and mortgage rates continue to decline.”

Wealth

PAGE 7 OF 8 - Q22024 SUSTAINABLE BUILDINGS « CARBON MARKETS

Management

RBCH

(09/24)



PAGE 8 OF 8 - Q22024

Sources cited

1 U.S. Geological Survey. 2018. Where is Earth’s water?
https://www.usgs.gov/special-topics/water-science-school/science/where-earths-water

2 World Resources Institute. 2023. 25 countries, housing one-quarter of the population, face extremely high water stress.
https://www.wri.org/insights/highest-water-stressed-countries

3 1bid.

4  RBC Capital Markets. 2024. Future of water conference takeaways.
https://www.rbcinsight.com/WM/share/ResearchViewer/?YYY340_a0lQ3LRaZh+INpN)QbmxHz5I8/AcjqgAbLGENKcq

5  Water Online. 2024. The evolving landscape of smart water meters.
https://www.wateronline.com/doc/the-evolving-landscape-of-smart-water-meters-0001

6  United Nations Department of Economic and Social Affairs. 2020. The sustainable development goals report 2020.
https://unstats.un.org/sdgs/report/2020/

7 Theresa Pistochini et al. 2022. Greenhouse gas emission forecasts for electrification of space heating in residential homes in
the US. Energy Policy 163. https://doi.org/10.1016/j.enpol.2022.112813

8 International Energy Agency. 2023. Global heat pump sales continue double-digit growth.
https://www.iea.org/commentaries/global-heat-pump-sales-continue-double-digit-growth

9  Theinternational mass timber report 2024. https://www.masstimberreport.com

10 RBC Climate Action Institute. 2023. Timber rising: How wood can spur Canada’s green building drive.
https://thoughtleadership.rbc.com/timber-rising-how-wood-can-spur-canadas-green-building-drive/

11 World Economic Forum. 2023. 5 reasons why sustainable timber must become a core global building material.
https://www.weforum.org/agenda/2023/01/sustainable-timber-core-building-material/

12 Fastmarkets. 2024. Six predictions for the housing and softwood lumber markets.
https://www.fastmarkets.com/insights/six-predictions-softwood-lumber-prices-2024-preview/

13 World Bank. 2023. State and trends of carbon pricing 2023. http://hdl.handle.net/10986/39796

14 RBC Capital Markets and ClearBlue Markets. 2023. Breaking through the noise: Key takeaways from the inaugural RBC Capital
Markets carbon markets conference.
https://www.rbccm.com/en/story/story.page?dcr=templatedata/article/story/data/2023/11/breaking-through-the-noise

15  Center for Strategic and International Studies. 2023. Voluntary carbon markets: A review of global initiatives and evolving models.
https://www.csis.org/analysis/voluntary-carbon-markets-review-global-initiatives-and-evolving-models

16 Thomson Reuters. 2024. Will recent developments in voluntary carbon markets restore trust and integrity?
https://www.thomsonreuters.com/en-us/posts/esg/carbon-markets-restoring-integrity/

17 RBC Capital Markets. 2024. ESG themes for 2024. https://www.rbccm.com/en/story/story.page?dcr=templatedata/article/story/
data/2024/01/sustainability-matters-environmental-social-and-governance-esg-themes-for-2024

18  Voluntary Carbon Markets Integrity Initiative. 2024. Beta Scope 3 claim.
https://vcmintegrity.org/wp-content/uploads/2024/09/VCMI-Scope-3-1.3_pages-Final.pdf

19 RBC Capital Markets. 2024. 2024 - The great carbon markets inflection point. https://www.rbccm.com/en/story/story.
page?dcr=templatedata/article/story/data/2024/03/2024-the-great-carbon-markets-inflection-point

20 H.).Bucketal. 2023. Why residual emissions matter right now. Nature Climate Change 13. https://doi.org/10.1038/s41558-022-01592-2

21 McKinsey & Company. 2022. Scaling the CCUS industry to achieve net-zero emissions.
https://www.mckinsey.com/Industries/Oil-and-Gas/Our-Insights/Scaling-the-CCUS-industry-to-achieve-net-zero-emissions

22 RBC Capital Markets. 2024. ESG themes for 2024. https://www.rbccm.com/en/story/story.page?dcr=templatedata/article/story/
data/2024/01/sustainability-matters-environmental-social-and-governance-esg-themes-for-2024

U.S. Investment and insurance products offered through RBC Wealth Management are not insured by the FDIC or any
other federal government agency, are not deposits or other obligations of, or guaranteed by, a bank or any bank affiliate,
and are subject to investment risks, including possible loss of the principal amount invested.

In the U.S., RBC Wealth Management operates as a division of RBC Capital Markets, LLC. In Canada, RBC Wealth Management includes, without limitation, RBC Dominion
Securities Inc. (RBC DS)*, which is a foreign affiliate of RBC Capital Markets, LLC. *Member — Canadian Investor Protection Fund. This document has been prepared by an
employee of RBC Wealth Management in the U.S. for use by RBC Wealth Management in the U.S. and RBC DS in Canada. Each of the aforementioned corporate entities and the
Royal Bank of Canada are separate corporate entities which are affiliated.

Like any type of investing, ESG and responsible investing involves risks, including possible loss of principal. Past performance is no guarantee of future results. This material
has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. All opinions and estimates constitute the author’s
judgment as of the date of this publication, are subject to change without notice and are provided in good faith but without legal responsibility. It is not possible to invest
directly in an index. Nothing in this communication constitutes legal, accounting or tax advice or individually tailored investment advice. RBC Wealth Management does not
provide tax or legal advice. All decisions regarding the tax or legal implications of your investments should be made in connection with your independent tax or legal advisor.
The information contained herein has been derived from sources believed to be reliable, but no representation or warranty, express or implied, is made by RBC Wealth
Management, its affiliates or any other person as to its accuracy, completeness or correctness.

© 2024 RBC Wealth Management, a division of RBC Capital Markets, LLC, registered investment adviser and Member NYSE/FINRA/SIPC.
All rights reserved.




L gl
PAC Test Report ( ———

Check
Date/Time PAC Version Standard
2024-09-16 10:29 3.0.7.0 PDF/UA

PDF Document

Insights into responsible investing - Q2 2024

RI Insights 2024-Q2-B EN.pdf

Language | Tags|  Pages| iz
280 8 4 MB

en-US

The PDF/UA requirements checked by PAC are fulfilled.

Basic Requirements

PDF Syntax 309 0 0
Fonts 32 0 0
Content 13760 0 0
Embedded Files 0 0 0
Natural Language 6 344 0 0
Logical Structure

Structure Elements 608 0 0
Structure Tree 526 0 0
Role Mapping 644 0 0
Alternative Descriptions 1120 0 0
Metadata and Settings

Metadata 6 0 0
Document settings 20 0 0

PDF Accessibility Checker (PAC) evaluates the accessibility of PDF files according to ISO-/DIN-Standard
14289-1 (PDF/UA) by using the Matterhorn Protocol. It checks 107 criteria that can be checked
automatically.

PAC is a free checking tool of the foundation «Access for all»: www.access-for-all.ch

Copyright © 2017 Foundation «Access for all»



https://www.iso.org/standard/64599.html

https://www.pdfa.org/publication/the-matterhorn-protocol-1-02/

http://www.access-for-all.ch

https://www.iso.org/standard/64599.html



		PAC Test Report

		Check

		PDF Document

		Result









