Spring 2015
There's the same amount of water on earth now as when the earth was formed. In fact, water from your faucet
could contain molecules that dinosaurs drank. (From the folks at the US Environmental Protection Agency, not
the back of a Snapple cap.) However, the increasing population, along with other variables, spreads the water
around. Here in California, where OCM is situated, so much water has left that the governor recently announced
the first water mandate, requiring a 25% cut in consumption, in the state's history.
Even before the severe drought hit close to home, we had explored the idea of water as an investment. After all,
the Lawrence Livermore National Labs estimates that in the US alone, we use approximately 127,750 billion
gallons a year from all sources of fresh water. This includes surface water (rivers) and groundwater (wells). (The
largest amount goes toward farm irrigation, over 32,850 billion gallons.) Though the Global Drought
Information System (GDIS) reports that many areas on earth are showing improvements in drought conditions,
few if any commodities are in higher global demand.
While there are opportunities to invest, we've found it's far more complicated than buying water and selling it
to those in need. Water, like most things, is a local issue. The problem is logistics. Large quantities of water can't
be shipped long distances without major infrastructure projects that are expensive and time-consuming. We're
talking about moving water from, say, Canada or east of the Rockies to California or arid Texas. Via eighteenwheelers? Trains? It's just not feasible.
But of course water availability matters in all manners of production. Water may not mix with oil, but large
quantities of it are needed to produce the energy source. For example, three to six million gallons of water are
used on each well during fracking, the horizontal drilling method causing so much debate. And 27,000 wells are
being drilled each year. And, as we noted above, Big Ag is hugely dependent on water.
So what are the investment implications of the dearth or surfeit of H2O in global regions? Will economies be
permanently impacted? Will companies change their operations and negatively affect their profitability? The
answer is...maybe. The price of beef, for example, is indirectly affected by drought since farmers can't afford
more animals. And the cost of feed increases when hit with higher water costs, due to scarcity. (One farmer we
know currently produces 40% less hay because of the water crisis in Yreka, California, near the Oregon border.)
In Brazil, last year's drought wiped out around a third of the coffee crop in some areas, causing global arabica
prices to rise 50% over the year, even as most other commodity markets tumbled. Almost 20% of all water goes
to industrial use, so a region's manufacturing is affected by availability and cost.
But here's the thing...very often, what appears to be an oasis is a mirage. Looked at unemotionally, the effects of
drought are similar to those of single employment reports, supply chain disruptions caused by natural
disasters, or oil spills. They are almost always momentary. While we keep a close watch on weather patterns and
the associated cost increases, we also look toward the horizon. We're not short-term traders-our focus is future
investment potential.
Just as the amount of water on earth hasn't changed since the planet was formed, our strategy hasn't changed
since OCM was formed. (We'll stop short of a dinosaur analogy.) We wish you a healthy, happy, and prosperous
spring.
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