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Friday the 13th July, 2018   
 

No Doubt. This Time is Different.   
 
Dear Morgan Stanley:  
 

 
@HowardKlein10’s non-electric vehicle 

 
Don’t Speak 

 

 
 

Click here:  https://www.youtube.com/watch?v=TR3Vdo5etCQ 

 
  

https://www.youtube.com/watch?v=TR3Vdo5etCQ
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On December 2, 2015, a phrase was coined by the most venerable financial institution in the world. 
Throughout 2016 and 2017 it became the most popular tag line in presentations from 150+ 
contenders and pretenders in lithium land. 
 

 
 

venerable: “accorded a great deal of respect, especially because of age, 
wisdom, or character”. 
 
synonym: Goldman Sachs 

 
Two and a half years later, on July 2, 2018, Goldman Sachs did it again. 
 

“THIS TIME IS DIFFERENT” 

 
…is the new 

“Lithium is the new Gasoline” 
--- 

My interpretation of Goldman’s note: 
 

Lithium Equity Market: Disorder Bi-Polar. 
 

1H 2018: Debby Downer. Glass Half Empty. Air Supply, Supply, Supply. 
 

2H 2018: Breaking Bad. Glass Half Full. No Doubt. Demand, Demand, Demand. 
 

ALB has asymmetric risk:  
$211 Upside case. $77 Downside case. 
That’s 120%+ upside vs. 18% downside. 
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Goldman references Benchmark Minerals for lithium pricing. Their general conclusion is that the 
incentive price should be higher for longer with a seeming worst downside case of $10K LCE, but a 
more likely $12-15K LCE for next 5-7 years. Goldman also flags the $2K+ hydroxide premium. 
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Goldman upgraded its base case 2025 Lithium forecast by 15% to 912K but their research narrative 
leans to their rose-colored upside case of 1.25M LCE: 

 
 

“…we raise our EV penetration rate from 8% to 11%”. 
 
In making this forecast, the Goldman Americas Chemicals team based in Houston overrode their 
Global Autos team’s 8% base case, suggesting this quant top-down view does not correspond to the 
qualitative bottoms up they hear from lithium producers and buyers and auto OEMs heavily 
focused on Supply Chain Management: SECURITY OF SUSTAINABLE SUPPLY. 
 
Goldman gives an extra kicker to their demand forecasts, though, not from EVs, but Trucks, Energy 
Storage and Consumer Electronics: 
 

“our inclination is that with the widespread capital inflows for lithium-ion batteries within 
EV production, innovation with that specific technology should advance at a far faster pace 
than other technologies such as flow batteries.” 

 
That is, Goldman is suggesting lithium’s ubiquity and reliability – its non-substitutability – will have 
new battery and cathode developers continue to think of new ways that use lithium. This contrasts 
with cobalt, which they are seeking to replace.  
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I bought $ALB last week for the first time ever. 
 
Goldman as an institution takes the Future Mobility and Energy Storage investment thematic 
seriously. ALB is a GS SUSTAIN 50 name: 
 

GS SUSTAIN is a global investment strategy focused on the generation of long-term alpha 
through identifying high quality industry leaders. The GS SUSTAIN 50 list includes leaders we 
believe to be well positioned to deliver long-term outperformance through superior returns 
on capital, sustainable competitive advantage and effective management of ESG risks vs. 
global industry peers.  

 
No Doubt ALB senior management and board seek to live up to this label each quarter.  

 
NOT INVESTMENT ADVICE. DYOR. 

 BUT FEEL FREE TO LISTEN TO GOLDMAN SACHS. 
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Goldman Sachs is clearly BULLISH LITHIUM. But they said very little about FMC other than 
to re-iterate their Buy. FMC Lithium’s IPO is planned for October – four months away.  
 

#justintimeiposupplychainmanagement 
 

Quiet. 

 
Period. 

 
If you look closely at their cost curve chart for 2021, you’ll see FMC’s Hombre Muerto 
represented as the lowest cost operation in the world. They show a flatter cost curve now 
with royalty-challenged-SQM producing lithium on behalf of the Chilean People, to the right 
of all the Argentina brines.  
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Coming This Fall!  
 

Philadelphia Freedom 
 

Rocky 
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Several senior Goldman personnel listened to relevant research firms, forecasters and leading 
industry executives at the Industrial Minerals 10th Annual Lithium Conference in Las Vegas. And 
hosted dinners with major producers and emerging producers. 
 
Their research sources Orocobre’s lithium market presentation slides, which continue to be a great 
public service. In addition to Benchmark Minerals they cite the world’s most prestigious 
management consultancy McKinsey’s work amongst Goldman’s EV penetration estimates. Lithium 
Americas personnel were referenced too on incentive and long-term price, IRRs and challenging 
financing environment for juniors.   
 

Sidebar - McKinsey’s Ben Hoffman gave a good audio interview with Investment News 
Network which is worth a listen.  
 

https://youtu.be/IBEDX8J5-lw 
 
McKinsey is coy about near term forecasts, but suggests 2030 base-case LCE of 1.3M with 
upside case at 1.9M. Their long, longer term pricing of $10-14K, but cautioned that there 
will likely be a wide range of premium and discounted price dependent on battery quality, 
low impurities.  

 
Once upon a time in October 2016, Goldman sourced the most famous ex-FMC employee, Global 
Lithium, LLC. I suggest they reconnect. Malcolm Gladwell popularized the concept of Outliers based 
on 10,000 hours of practice. If there is one thing for certain in the lithium industry it is that 
experience matters.  
 
What is true of technical processing skill is also true of analyzing an opaque industry undergoing 
disruptive change dominated by Asian players. Mr. Lithium’s been at this 28 years – 10 of which in 
Japan and China. He’s right to point out Goldman – and every major bank -- needs to do better, in 
particular on the supply-side and cost curves. Simplifying assumptions and extrapolations from two 
companies under research coverage – ALB and FMC – are thoughtful, but not enough.  You should 
communicate more articulately about the major Chinese players better.  
 
Goldman “discounted” fully funded Nemaska’s “claims”. And took a pass on mentioning Lithium 
Americas highly promoted Thacker Pass. They did profile Global Geoscience, Lithium Australia’s 
SiLeach, alongside Nemaska under “new technology”.  And rightly included Neometals 10,000 
hydroxide plant, but mistakenly describe it as a new technology, which it is not. Neometals is taking 
the 3 years experience of Mt. Marion material with Ganfeng and creating a look-alike plant near 
mine mouth, like Albemarle and Tianqi are doing at Kemerton and Kwinana.  
 
  

https://youtu.be/IBEDX8J5-lw
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BUT A BIG CONGRATULATIONS GOLDMAN!  
 

YOU GOT THE BIG THINGS RIGHT! 
 

Lithium LONG @GoldmanSachs Trumps Lithium WRONG @MorganStanley 
 

GS Sustain 50 ALB – blue-chip lithium proxy. 
--- 

ALB Mr. Mojo Risin’ should catalyze lithium glass half full animal spirits. 
 

Higher Beta Emerging Producers and Advanced Developers should outperform.  
 

2018: The Song Remains the Same  
 

Q4 2018 = Q4 2017: Let the Good Times Roll 
 

 
 

Click here:  https://www.youtube.com/watch?v=7BDBzgHXf64 
 
 

But choose your stocks wisely 
 
 

 

https://www.youtube.com/watch?v=7BDBzgHXf64
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Unprecedented Commodity Cycle
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I’ve paid homage to investment legend Sir John Templeton before. 
 

“Bull Markets are born on Pessimism, grow on Skepticism, mature on Optimism and die on Euphoria.” 
 

Stage 1: Pessimism  
Stage 2: Skepticism – 1H 2018 
Stage 3: Optimism – 2H 2018 

Stage 4: Euphoria – 2019 Party like it’s 1999 
 
I do so twice more: 
 
Dear Morgan Stanley: 
 

“If we become increasingly humble about how little we know, we may be more eager to search” 
 
Note to Self. And Goldman Sachs: 
 

“The four most dangerous words in investing are ‘This Time is Different’” 
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The Great Chinese Wall of Chile Supply 
 

Page 1 

 
 
Is it wrong to ask, what economic incentives does Morgan Stanley have?  
 

Page 25 
 

“Morgan Stanley is acting as financial advisor to Tianqi Lithium Corporation ("Tianqi") in relation to the proposed 
acquisition of 62,556,568 of “A shares” of Sociedad Química y Minera de Chile S.A. from Nutrien Ltd., as announced 
on May 17, 2018. The proposed transaction is subject to regulatory approvals and other customary closing conditions. 
This report and the information provided herein is not intended to (i) serve as an endorsement of the proposed 
transaction, or (ii) result in the procurement, withholding or revocation of a proxy or any other action by a security 
holder. Tianqi has agreed to pay fees to Morgan Stanley for its financial services, including a transaction fee that is 
contingent upon consummation of the transaction. Please refer to the notes at the end of the report. 

 
Blue-chip United States of America Bank. Advising largest Chinese producer that controls the 
world’s best hard rock lithium mine to purchase 3 board seats at SQM the world’s best brine with 
two Tier One green field growth assets. Hmm. 

--- 
“SQM will return soon to its 1997-2015 role of price setter in the global lithium market.” 

 
I argue that SQM’s price setting ability TODAY is stronger than it’s ever been. And better than ALB 
and FMC, who emphasize their 3-5 year customer contracts, at conservative prices.  
 

SQM Quarterly Lithium Sales 
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SQM has stated numerous times that they and the industry as a whole have consistently 
underestimated demand. Q1 2018 PRICE was up spectacularly. But Q1 2018 VOLUMES were down 18% 
from Q4 2017. SQM is reacting aggressively just to maintain their 25% market share. 
 
From multiple conversations with industry insiders over many months, I believe it is highly unlikely SQM 
can technically, or environmentally, grow as fast as Morgan Stanley suggests in Chile. Nor do they have 
the economic incentive to over-produce as Morgan Stanley implies, but rather the opposite. To the 
extent SQM seeks lithium market dominance with a 7-10 year view, it will be from the strength of 
operating control of 3 (or more) world class assets, not Atacama alone. 
 
Morgan Stanley’s supply model for 2019 and 2020 is unrealistic -- suggesting 100K tons will be added in 
each of 2019 and 2020, half from brines, half from hard rock. No chance, IMO that SQM, ALB, FMC, ORE 
can collectively add 50K tons in 2019 and another 50K tons in 2020. As SQM repeatedly says and past 
production hiccups from each of these attests, brines are hard. 

 
And even if Western Australia spodumene ramps at that 50K LCE level it is unlikely that conversion 
capacity is available by 2020, which implies continued tight carbonate and hydroxide markets, but 
possibly more spodumene than is immediately necessary. Such “spodumene oversupply” could impact 
spodumene prices for a period, but not necessarily - buyers may stockpile proven, battery-quality 
spodumene inventories in anticipation of converters soon coming on-line.  
 
I don’t sense Morgan Stanley thinks too hard about spodumene - the word appears only 3 times in their 
long note. Nevertheless, their “model” spits out very precise spodumene price forecasts. 
 
READ EMILY HERSH…  
 

https://www.linkedin.com/pulse/i-read-morgan-stanleys-sqm-li-price-sweet-spot-report-emily-hersh/ 
 
…for more about Morgan Stanley’s Sweet Spot Black Box. 

https://www.linkedin.com/pulse/i-read-morgan-stanleys-sqm-li-price-sweet-spot-report-emily-hersh/
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I’m looking forward to Pilbara and Altura’s imminent first sales.  
 
 

 
  
I observe that Mr. Market has begun pricing in Pilbara movement from construction to imminent sales, 
coincident with the timing of this July 4th tweet ☺ 
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The Lithium-ion Bull surmises that SQM’s “Sweet Spot” is $12-15K with 25% market share of a 600-
1,000K market by 2025 from three Tier One assets diversified by geography and product type. Which 
equates to 150-250K carbonate and hydroxide tons.  
 

• SQM 50% share of Mt. Holland 20-40K+ hydroxide 

• SQM 50% share of Cauchari 12.5-25K+ carbonate 

• SQM 100% share of Atacama 100-150K carbonate & hydroxide 
 
Note: 100-150K in Atacama would represent a 2-3X increase within 7 years. That’s no easy challenge 
considering SQM has grown to their current 50K production very slowly over 20 years through multiple 
smaller expansions. And future expansion will be lithium specific, rather than as a potash by-product. 
 

Lithium is NOT Iodine  
 

A principal Morgan Stanley thesis is that SQM crushed iodine prices and will do so again in lithium.  
This is a false parallel in my view.  From 2011: 
 

 
 
The iodine market is tiny, mature and barely growing compared to the lithium market and SQM has 
much greater market share – ~60%! Market may have been “tight” in 2011, but it was growing 
slowly when SQM expanded. Text book Economics is that slow growing markets turn into market 
share battles and price wars. Incumbent Oligopoly SQM exerted its demonstrable iodine market 
power. 
 

 
 

Source: British Geological Survey 
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SQM has no such power in today’s Lithium market which is growing so fast, is far from mature and, 
as I said earlier, SQM is struggling simply to maintain a 25% market share. But they are nevertheless 
price maximizers.  
 
SQM has No Doubt made big announcements about capacity additions to 180K by 2021. Perhaps 
they dream to play ARAMCO’s “swing supplier” OPEC role. But lithium in neither iodine nor oil.  
 
Brines are hard.  
 
There’s no such thing as a Saudi Arabia of Lithium... 

 
Rolling Stones - Sympathy for the Devil 

Click Here:  https://www.youtube.com/watch?v=e5AIisWNvM4 
 

 
 
 

$AVZ – Simandou of Lithium 

https://www.youtube.com/watch?v=e5AIisWNvM4
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Disclaimer 

 

Lithium-ion Bull (Forest Hills) is a periodic publication, written through my advisory firm RK 

Equity Advisors, LLC. I may act, or may have acted in the past, as a financial advisor, or capital 

raiser for certain of the companies mentioned herein and may receive, or may have received, 

remuneration for services from those companies. I, RK Equity as well as their respective 

partners, directors, shareholders, and employees may hold stock, options or warrants in issuers 

mentioned herein and may make purchases and/or sales from time to time, subject, of course, 

to restricted periods in which we may possess material, non-public information. As of July 12, 

2018 RK Equity or its principals own securities in Albemarle, Lithium Americas, Kidman and 

SQM. The information contained herein is not financial advice and whether in part or in its 

entirety, neither constitutes an offer nor makes any recommendation to buy or sell any 

securities.  

 


