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Lithium Sector Analysis  

Lithium prices exploded in 2022 on supply chain issues and increased demand only to drop 
back to previous levels as things cooled off.  

 

Lithium price China 

However, this is normal for commodities, after a squeeze comes a glut and that is the 
normality of a commodity cycle. This also means that if the underlying long-term 
fundamentals are in a stable trend, there could be some opportunities for cyclical value 
investing.  

Talking about the underlying trend, demand for batteries is still there and was up in Q3 2023, 
which means the game is about understanding the supply and demand balances around a 
growing trend. As per Livent's CEO: 
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Livent Q3 Conference Call 

More expensive production is slowing down already, that should over time create another 
cycle: 
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What is also important to understand that the users of lithium want and need stability in their 
procurement (you can't stop producing your cars because you are waiting for the African 
lithium supplier). Thus, a lot of what is going on is contracted pricing between the producer 
and the user, not just spot pricing like for copper for example. 

 

Of course, the CEO of Livent says higher prices are almost a sure thing: 

 

On where will the price of lithium stabilize? It is impossible to know now, but here is an 
indication from an expert: 
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Now, on the above, if I look at it from an investor perspective interested in cycles, I get the 
following: 

1) the average price will likely be between $20 and $30, to quote the above: "passing through 
that range, upwards and downwards, for a few years still to come" 

2) this means that if I can find a low-cost producer that makes money in whatever 
environment, can survive rough patches, I can play on the cycle and make my 100% here and 
there. 

3)Of course, what the CEO of Livent doesn't speak about is the tech risk: someone developing 
some new kind of technology which is something one has to watch and mind also with 
portfolio exposure. Of course, a new technology would take time, so we as investors should 
be able to get out on the current prices and supply and demand situation, before the new 
tech comes in.  

 

Speaking of lithium prices, those have been lower than $20k in the past, but also the demand 
for that simply hasn't been there yet given this is the decade it is coming. 
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Anyway, we have Livent's CEO saying $20k per ton, and we have Goldman saying how there 
should be oversupply till 2025 (source: IG) and prices at $11 per ton. 

 

Some say the oversupply could last for another 5 years: 

https://www.ig.com/en-ch/news-and-trade-ideas/macro-intelligence--lithium-and-navigating-the-ups-and-downs-for-231205
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On the growth in demand, there are different scenarios but most see growth: 

 

Let's look into the Goldman report: 

https://www.gspublishing.com/content/research/en/reports/2023/11/30/781bb7c9-e771-4413-a6f3-e3ae9bd33327.html
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Slowdown in growth: 
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while global lithium supply keeps growing: 
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Just an example of the huge increase in supply: 



Stock Market Research Platform Sven Carlin  December 2023 

 

And Goldman sees lower prices for longer: 
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Plus, more from Goldman, new lithium technologies could further increase supply: 

https://www.goldmansachs.com/intelligence/pages/direct-lithium-extraction-poised-to-boost-production-for-batteries.html
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with the above or without, we are going to see a huge increase in supply with the biggest 
chunk of it coming in the next two years which is normal after high prices that lead to high 
investments: 
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Anyway, we have had a buying frenzy that has now totally cooled off: 

 

We have more supply of lithium with a slowdown in demand for batteries and EVs: 
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My Take on the above 

From reading various inputs on the topic, I can conclude that this is becoming a typical 
cyclical commodity situation. High prices lead to high investments, that lead to new supply 
and to low prices. As they say: 

" the cure for high prices is high prices, the cure for low prices is low prices" 

As it takes a year or two for lithium projects to come online, the oversupply thing might 
continue far into 2024 and 2025. Plus, if there is a recession and higher rates certainly don't 
help with EV sales, battery growth demand could further slowdown. Thus, we are now in a 
downturn, but haven't yet seen the ugly side of it given that there are many factors 
impacting both supply and demand. 

Supply: legal issues on expansions, technology, interest rates, prices for decision making 

Demand: purchasing activity globally, recession, technology etc... interest rates. 

So, like with others, this is now a cyclical play to watch.  I'll watch, analyze all the other 
lithium miners and then see where it leads from a risk and reward situation. I would need a 
year of prices at current levels to see what will be the reality going forward. It is very 
possible by the end of 2024 I could have such a scenario.  
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Livent, Alkemm = Arcadium Lithium 

First, we have a merger here between Livent and Alkemm: 

 

 

Combined, the NewCo should be the third largest global lithium producer: 

https://www.datocms-assets.com/53992/1684990633-allkem-and-livent-presentation.pdf
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A bit more of diversification and integration: 

 

Over time, they should be able to triple production: 
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here is the history: 
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Lithium prices have been down so 2022 is exceptional, but it shows what the businesses can 
do in a good year, whenever that good year arises again. 

 

If then they triple production, in a good year, that could be EBITDA of $3 billion, which would 
be $30 billion market cap, or 4x from now.  

But, one cannot focus only on profits. There are also risks: 

- you never know what can happen in Argentina as Livent's core production is from there. 

- There can be a new technology 

- prices can remain lower for longer and that could really make things look ugly for a while.  
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My conclusion on Lithium and Arcadium - TOO EARLY 

Given the huge supply coming and possible recession I would not jump into lithium now. I'll 
put this on the covered stocks list, follow it, over time analyze all the other producers, and 
then we will compare the risk and reward over time. Maybe it will look ugly for another 12 
months, maybe it will jump back next month as Livent stock has been up 32% in the last 10 
days. 

 

Where will the stock go is impossible to know, the risk is too high despite the good reward 
offered by the growth of the sector and the producers. I'll watch and wait for a potential 
margin of safety, likely when it will look so ugly that only upside remains.  

The current upside is 4x if things improve sooner than expected, but the risk of 50% down is 
what it eliminates it from value investing. 

To answer the question whether lithium is investable? I think that the longer it is used, the 
harder it will be for something else to replace it. Plus, replacing would take time while the 
orders are already in place and that could give investors time to close. I am not saying there 
is no risk, but it is a thing one has to watch closely.  
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