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#2 and Still Here! 

  

In this issue we discuss: 

➢ A Head Fake…  Unlike in the case of many other speculative bubbles 

which we have seen in critical materials, we believe the lithium 

demand outlook remains very strong, and patient investor should 

begin to seriously look at the material again. 

➢ Li Co Ni Price moves… Things are looking up… 

➢ Li – bleeding slows down in September! 

➢ Why Electric?  We share a delightful little anecdote from a 

conversation with people from major car makers that shed light on the 

way strategic decisions are made on the subject of automotive 

electrification.  
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As a Matter of Introduction… 

We’ve reached the milestone of #2 in this newsletter series!  Stormcrow has been around 
since early 2014, so it’s not that we doubted we’d survive a whole month since newsletter 
#1, but only that we might get distracted and forget to publish something this month.  Yet 
here we are. 

Stormcrow deals with the markets for critical materials.  Generally speaking, what 
amounts to a critical material is in the eye of the beholder, but we think of them as 
materials that are essential to making a product with the characteristics intended by its 
designers, even if those materials are not anything like the highest-cost item on a bill of 
materials.  As an example, think lithium in the battery of your cell phone.  That lithium 
costs pennies as a raw material, but if your cell phone manufacturer was forced to do 
without it the resulting cell phone would have a very, very different operating experience. 

Over the next while, we are going to deal with our views of the market prospects for some 
critical materials, and interesting facts about others.  We will talk a little about technology 
and the impact, both good and bad, that it can have on demand for critical materials.  We 
hope you find this interesting and worthwhile!  Note that when not writing newsletters 
like this one, Stormcrow Capital functions as a corporate adviser (capital markets / 
financing / M&A) in the critical materials sector.  We are registered as an Exempt Market 
Dealer in Canada (additional disclosures included at the end of this note)  

 

The Head Fake 

One of the phenomena we’ve seen over and over is the market bubble.  Fortunately, 
we’ve been pretty good at identifying the bubbles.  For example, in 2010 when the Rare 
Earth Crisis struck, the argument being made at the time was that rare earth prices would 
go up forever (unless we built a bunch of new Western rare earth mines) because the rare 
earths were “essential” and “irreplaceable”.  At the time, we argued that the rare earths 
were nice to have at the right prices, but there were lots of either material or 
technological substitutions that could be made, and prices for rare earths would come 
down.  Even we were surprised by how fast those prices receded. 
 
In 2015 – in our lithium report - we argued that lithium demand growth was being under-
estimated by the market, the ability of the incumbent producers to expand production to 
meet this demand was restricted.  As a result, lithium prices would begin to move 
significantly higher.  This proved to be correct again, though the market prices did spike 
far harder than we imagined they would.  As a result of this price appreciation, in 2016 
and 2017, most materials analysts following the space argued that lithium prices would 
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go up and to the right forever, and that we were in the midst of a paradigm shift of 
generational importance that would see us all driving a battery electric vehicle very soon, 
and nothing we do would enable us to get in front of demand.  Which is ludicrous on its 
face because the automotive industry simply won’t design a platform that might run out 
of a necessary critical material.  If they are not confident in being able to source necessary 
raw materials, then they don’t use them, and that applies to everything including lithium.  
So we noted that while we had a few very good years ahead of us, prices would be coming 
down. 

Now, those price declines have been happening.  But lithium is not a bubble in the sense 
that the rare earths were a bubble.  The demand for lithium continues to grow, there is 
nothing else on the horizon that will keep the automotive industry from relying on lithium 
batteries over the next two decades.  Even fuel cells generally require a battery on board 
that will move the car while the fuel cell warms up, and act as the shock absorber for 
electric power since a fuel cell likes putting out a reasonably steady level of current and 
not bouncing up and down in output like the power demanded by a driven in stop-and-
go driving. 

So we are in the unusual position of suggesting that demand for battery materials, this 
particular bubble material, will keep building.  Lithium prices will not be banging on 
historical highs tomorrow, but we are already seeing nickel and cobalt chemical prices 
heading back up.  Eventually, lithium will follow.  And that means that a patient investor 
should be looking for the best opening to buy a low-cost producer in the lithium industry 
now, while lithium prices are low and company valuations are depressed. 

  

August Wasn’t Better than July for Lithium… 

Overall, August was a better month than July for battery materials, albeit a little worse 
for lithium.  But prices for cobalt and nickel chemicals are now trending up, at rates that 
are much better than the underlying metals: 

Battery-grade LiOH • H2O down 8.7% 

Battery-grade Li2CO3 down 8.5% 

Battery-grade CoSO4 • 7 H2O up 17.5% 

Battery-grade NiSO4 • 6 H2O up 7.3% 
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The decrease in lithium prices in RMB is actually slowing, but the percentage levels remain 
healthy given a smaller denominator in the percentage.  Meanwhile, the rapid rise in 
cobalt metal prices is having the effect of vaulting cobalt sulfate prices higher.  

 

 

Bleeding Slows Down Dramatically in September 

We expected what is now happening in September to have started in August.  As of Friday 
last, lithium hydroxide prices were down a further 6.5%, lithium carbonate was down 
another 5.0%, while cobalt sulphate was up 23.5% (really) and nickel sulfate was up 7.4%.  
Because the lithium chemical prices are reckoned off weaker bases, the RMB level of 
decrease has slowed sharply, and that bodes well as we come out of the Mid-Autumn 
Festival in China and get back to the serious work of making batteries for the Christmas 
shopping period.  It shows in nickel and cobalt pricing. 

 

Why Electric? 

This is an interesting little anecdote, for a few reasons. 

Once upon a time, I was sitting with some designers and engineers from some of the 
major automotive companies, having a drink in Detroit, as you will.  It was after a 
conference on trends in automotive drivetrain design, and I was there to speak about and 
listen to anything to do with the electrification of passenger cars.   

I asked what I thought was a deep question.  Why, I asked, are there almost no natural-
gas powered cars being sold in North America?  After all, we want to wean ourselves off 
dependence on imported oil, we are swimming in natural gas, the infrastructure issue is 
largely solved given just about every home or building has natural gas flowing into it, and 
there is no impediment to conversion in the sense that we don’t suddenly need a million 
times the global production of any critical material to do this. 

The response was a lesson.  It took a bit of time, but the short version is that I was told 
yes, this could be done.  And yes, I was correct about all problems that didn’t exist in the 
case of switching to natural gas as a transportation fuel.  I was even told about one 
advantage that vehicle buyers would get, which is that, like diesel fuel, natural gas is not 
a solvent for oil, so an internal combustion engine burning natural gas would have a much 
longer life than an engine burning gasoline; that engine would just be getting started at 
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200,000 km on the odometer.  But so what?  No one is going to keep their car or pickup 
truck for 20 years to take advantage of this, so what are the chances that the major 
automotive manufacturers will get paid extra for making this switch?  Just about nothing. 

Meanwhile, those same automotive manufacturers will need to invest billions to 
redevelop their solutions around safety, emissions, electronics, sensors and everything 
else.  All to get to build a vehicle that will be just as complex as the ones built today, which 
means that cost the same as the ones built today, which means they get to earn the same 
lousy margin as they earn today.  But after spending billions more. 

There are two lessons in this.  First, the next time someone says “We don’t need to wait 
for electric cars or whatever else.  All we need to do is get all the vehicles on the road 
burning hydrogen gas instead of gasoline, and we solve pollution and greenhouse gas 
problems immediately!”  See above.  This is exactly the same issue, with the added 
problem of figuring out how to make and distribute a very problematic fuel.  Second, the 
reason that the major automotive companies are actually spending billions in trying to 
figure out the right configurations and drivetrains for electric or electrified vehicles is 
precisely because they believe that not only can they build these vehicles, but that they 
will be able to sell them to consumers who will recognize their advantages and that the 
automotive companies can make more per vehicle than they do selling internal 
combustion-driven vehicles today.  Whenever a group of people that knows their business 
as well as the people within the automotive industry do believe something as 
fundamental as this, then if you are a skeptic it is worth looking at how your assumptions 
might be wrong.  Because they probably are. 
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