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Many countries struggle with water pollution and deficient
access to clean water. Governments and companies are
working on solutions through innovation, renewable energy,
and recycling. “By providing much-needed capital, investors
can unlock significant positive environmental and social
change,” claims Samy Muaddi, head of emerging markets
fixed income, and Matt Lawton, portfolio manager of a global
impact credit strategy at T. Rowe Price.

Emerging markets are disproportionately affected by pressing
issues such as water scarcity, water pollution, overfishing, and
inadequate sanitation infrastructure. Billions of people globally
lack clean and safe water, and sanitation. The water situation
is particularly acute in emerging markets due to a combination
of rapid urbanization, weak governance, and insufficient
investment in water infrastructure.

This water crisis is widely recognized as one of the most
significant challenges of our time. Two of the seventeen
Sustainable Development Goals of the United Nations are
directly related to water: SDG6 — clean water and sanitation —
and SDG14, which aims to protect life below water. However,
both are among the most underfunded of all SDGs.

Muaddi: “To reach the targets of SDG14 by 2030, an estimated
175 billion US dollars of investments would be needed every
year. We are far away from that number. Only 10 billion has been
invested, not per year but over the last five years! This leaves an
immense investment gap. The situation around clean water and
sanitation is not much better.”

Recognizing the scale of the challenge, several governments in
emerging markets have started to prioritize water infrastructure
in their development agendas, thereby creating substantial
opportunities for private investment.

Blue bonds: dedicated funding for
positive change

Investors can funnel capital through equity and bonds. Blue
bonds, an emerging class of fixed-income securities, specifically
target initiatives that seek to improve ocean health, battle
habitat destruction, and provide sustainable water resources.
Unlike green bonds, which broadly focus on environmental
projects, blue bonds only address aquatic challenges, making
them distinct within the spectrum of sustainable bonds.

Water-related projects often serve both developmental and
sustainability goals, according to impact investor Lawton.
“Investors help solve critical problems, but they also tap into a
range of emerging opportunities in the blue economy. Of course,
economic development must be sustainable.”

The vibrant blue economy represents a diverse and growing
investment opportunity, spanning multiple industries from
tourism to marine transport. Ocean-linked sectors alone
contribute 2.5 trillion USD to the global economy and support
over 30 million jobs worldwide, according to the United Nations
Environment Programme Finance Initiative.

Financing solutions and ‘blue’ development is expected to
generate financial returns for investors, but more importantly,
create a significant positive impact, such as improved
biodiversity, enhanced climate resilience, and stronger
economic growth in coastal communities, which often are
among the poorest populations in emerging markets.

A multitude of projects to invest in

Blue bonds in emerging markets are predominantly issued by
governments. The first emerging market blue bond was issued
by the Seychelles in 2018 to expand marine protected areas and
sustainable fisheries. More recently (2023), a sovereign blue
bond was issued by Fiji to fund 18 blue projects that promote
sustainable use of ocean-based resources to support economic
and social development. According to the Fiji government, the
bond was oversubscribed by three times the issuance amount.
https:/www.fijitimes.com.fj/fijis-sovereign-blue-bond-
oversubscribed/

Many water-related projects are traditionally thought of as
public-oriented investments, but governments can't solve the
water crisis alone. Muaddi: “I have been investing in developing
countries for almost 20 years now, and it has become clear

to me that we are currently experiencing the most significant
period of sovereign distress, probably since the 1980s.

The private sector must step in and be a part of the solution.
The water crisis doesn't wait for our debt issues to get resolved.”
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One of the most pressing social problems today is the scarcity
of freshwater. Demand in emerging markets has seen a sharp
increase due to population growth. Muaddi: “The current water
infrastructures cannot handle as many people as we have today
versus 40 years ago when these infrastructures were built.
Investments are needed for infrastructure projects, but also for
smart initiatives in water-intensive industries and agriculture.
Agriculture accounts for 70% of freshwater usage.”

Another major issue: good sanitation is lacking in many places.
Muaddi: “I visited favela communities in Brazil —the communities
built on hills — and | can tell from first-hand experience that it's
tough to get clean water uphill and resolve the huge problem

of dirty water coming downhill. This impacts people every day.
We have the technology to fix this, it just needs to get funded by
water utilities.”

The blue economy offers strong investment
cases

The specific class of blue bonds will allow investors to help
impact water sustainability, offering investors a clear path to
contributing to two underfunded UN Sustainable Development
Goals. As such, blue bonds may also provide a dedicated asset
class for diversification in an impact portfolio. Because water
projects are chronically underfunded, impact investors can make
a real tangible contribution from day one, explains Lawton. In
this sense, investors can achieve a high degree of additionality,
an important criterion in impact investing.”

Because so much capital is needed and most governments and
many companies are feeling the urgency of finding solutions,
blue bonds aim to deliver a good financial return to investors.
As with green bonds, the interest rates are currently competitive
compared to traditional bonds.

Lawton: “Early investors in this relatively new market also
have the first-mover advantage to shape the market and

help influence the development of a blue bond infrastructure
and monitoring framework. In addition, investors will gain
recognition as pioneers in a worldwide blue mission, creating
meaningful progress and positive impact.”

All investments are subject to market risk, including the
possible loss of principal. Blue bonds carry investment
risks, which include credit risk and interest rate risk.
Emerging markets are less established than developed
markets and therefore involve higher risks.
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Important information

This material is being furnished for general informational and/

or marketing purposes only. The material does not constitute or
undertake to give advice of any nature, including fiduciary investment
advice, nor is it intended to serve as the primary basis for an investment
decision. Prospective investors are recommended to seek independent
legal, financial and tax advice before making any investment decision.
T. Rowe Price group of companies including T. Rowe Price Associates,
Inc. and/or its affiliates receive revenue from T. Rowe Price investment
products and services. Past performance is no guarantee or a reliable
indicator of future results. The value of an investment and any income
from it can go down as well as up. Investors may get back less than the
amount invested.

The material does not constitute a distribution, an offer, an invitation,

a personal or general recommendation or solicitation to sell or buy any
securities in any jurisdiction or to conduct any particular investment
activity. The material has not been reviewed by any regulatory authority
in any jurisdiction.

Information and opinions presented have been obtained or derived
from sources believed to be reliable and current; however, we cannot
guarantee the sources’ accuracy or completeness. There is no guarantee
that any forecasts made will come to pass. The views contained

herein are as of the date written and are subject to change without
notice; these views may differ from those of other T. Rowe Price group
companies and/or associates. Under no circumstances should the
material, in whole or in part, be copied or redistributed without consent
from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which
prohibit or restrict the distribution of the material and in certain countries
the material is provided upon specific request.

It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668
895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place,
Sydney NSW 2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe
Price (Canada), Inc.'s investment management services are only
available to non-individual Accredited Investors and non-individual
Permitted Clients as defined under National Instrument 45-106 and
National Instrument 31-103, respectively. T. Rowe Price (Canada), Inc.
enters into written delegation agreements with affiliates to provide
investment management services.
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DIFC—Issued in the Dubai International Financial Centre by T. Rowe
Price International Ltd which is regulated by the Dubai Financial Services
Authority as a Representative Office. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved
by T. Rowe Price (Luxembourg) Management S.a r.l. 35 Boulevard du
Prince Henri L-1724 Luxembourg which is authorised and regulated by
the Luxembourg Commission de Surveillance du Secteur Financier. For
Professional Clients only.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater
House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong
Kong Limited is licensed and regulated by the Securities & Futures
Commission. For Professional Investors only.

New Zealand —Issued by T. Rowe Price Australia Limited (ABN:

13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower,

1 Farrer Place, Sydney NSW 2000, Australia. No Interests are offered
to the public. Accordingly, the Interests may not, directly or indirectly,
be offered, sold or delivered in New Zealand, nor may any offering
document or advertisement in relation to any offer of the Interests be
distributed in New Zealand, other than in circumstances where there is
no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued by T. Rowe Price Singapore Private Ltd. (UEN:
201021137E), 501 Orchard Rd, #10-02 Wheelock Place, Singapore
238880. T. Rowe Price Singapore Private Ltd. is licensed and regulated
by the Monetary Authority of Singapore. For Institutional and Accredited
Investors only.

Switzerland —Issued in Switzerland by T. Rowe Price (Switzerland)
GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified
Investors only.

UK—This material is issued and approved by T. Rowe Price International
Ltd, Warwick Court, 5 Paternoster Square, London, EC4M 7DX which

is authorised and regulated by the UK Financial Conduct Authority. For
Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt
Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities
and Exchange Commission. For Institutional Investors only.
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