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- What are the current supply and demand dynamics of lithium?
- How could an investor get exposure to this industry?
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Lithium: A Hot Topic

The topic of Lithium is a hot one. Not only from an
industry perspective, but also in terms of investor
interest. There are several vehicles through which
an investor could get exposure to this theme.
However, it is important to spend some time on the
dynamics of the lithium industry before we delve
into any potential investments ideas.

As we can imagine, the demand for lithium has
increased over the past decade, as demand for

Electric Vehicles has meaningfully grown around

By Mauricio Viaud the world. Demand has increased significantly in
PM and Senior Investment Strategist North America and Asia, particularly in the United
Insigneo States and China. As would be expected, this has

driven prices of lithium through the roof. In fact,
according to Bloomberg, prices for some of the key
chemical components needed to produce lithium
are currently 4-6 times more expensive than they
were over the past b years.

The basic raw materials needed for the creation of
lithium generally come from two sources: a mineral
rock called Spodumene and a salt-based brine. As
of 2020, 65% of lithium production stemmed from
Spodumene, 33% from Brine, and 2% from other
sources. Most of the production of Spodumene is in
Australia, while brine production is mostly found in
the salt flats of Chile and Argentina. These raw
materials must then be processed into lithium
carbonate and lithium hydroxide, the chemicals that
are used to create batteries. Approximately, 65% of
this processing takes place in China.
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As we can see, the production of battery-grade
lithium is rather complicated, involving different
players across different countries. Consequently,
increasing the supply of lithium production capacity
is something that takes time, which also helps keep
prices elevated.

In response to high lithium prices, producers have
started increasing production capacity in
anticipation of higher demand for the product over

time. However, this dynamic has divided Wall Street,

as some analysts believe that higher supply will
inevitably derail high prices, while others think that
rising demand will be able to absorb increasing
supply. In our view, prices could remain volatile,
affected by events such as the recent end of
subsidies for electric vehicles in China. However, the
supply/demand dynamics for lithium are still
favorable, and although prices could come down
temporarily from elevated levels, their trend is most
likely to continue to point upward over the long-term.
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Given the favorable long-term outlook for the
industry, investors looking to gain exposure to
lithium could do so thorough ETFs or through
individual equities. Within the ETF space, investors
can choose to get exposure solely through
producers of lithium, or through both producers
and consumers of the product. On the producer
side, the Sprott Lithium Miners ETF (LITP) tracks
the NASDAQ Sprott Lithium market index.
However, as it is concentrated solely on lithium
producing companies, this ETF can experience a
high degree of volatility. A more diversified way to
get exposure could be through ETFs like the
Global X Lithium and Battery Technology ETF (LIT),
its UCITS counterpart (LITU), or the Amplify Lithium
& Battery Technology ETF (BATT). These ETFs
have a nearly 50/50 split between producers and
consumers, having exposure not only to miners,
but also to companies in industries like
automobile, electronics and telecommunications
that are end markets for lithium.

Largest Global Lithium Producers by Market Cap (in Billions $)
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Albemarle Ganfeng Tianqi

Source: Bloomberg Intelligence, Insigneo (As of 2/16/23)
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Investors with higher risk tolerances that would
rather get exposure to this industry through
individual equities could consider companies
such as Albemarle Corp. (ALB) and Sociedad
Quimica y Minera de Chile (SQM). There are many
producers of lithium around the globe, but as we
can see on the chart below, only a few that are
large enough (on a market cap basis) to be
meaningful players in the industry. ALB and SGM
are both diversified specialty chemical companies
that are, in essence, taking the strong profits and
cash flows generated by their legacy business
lines and using these to invest in and expand
their lithium operations. With operations around
the world, they are dominant players in the lithium
production industry. Allkem Ltd. (OROCF) and
Livent Corp. (LTHM) could also be potential
considerations. Both companies are “pure play”,
vertically integrated lithium producers. However,
unlike ALB and SQM above, they do not have
other business lines that can provide a certain
degree of diversification for their operations. As a
result, their earnings, and stock prices, can
exhibit even higher degrees of volatility in
response to changes in lithium prices.
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It is important to keep in mind that the ETFs and
individual equities mentioned here can exhibit
high degrees of volatility and are not suitable for
every investor. These investments are best
considered on a case-by-case basis, based on a
particular investor’s willingness and ability to
tolerate risk. If you need more information or
would like to discuss these potential ideas in

more detail, please do not hesitate to contact the

Insigneo Research Team.

Click or scan this code to access more
insights at insigneo.com/insights
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Important Legal Disclaimer

Insigneo Financial Group, LLC comprises a number of operating
businesses engaged in the offering of brokerage and advisory
products and services in various jurisdictions, principally in Latin
America. Brokerage products and services are offered through
Insigneo International Financial Services, LLC, headquartered in Puerto
Rico, and through Insigneo Securities, LLC, headquartered in Miami.
Both are members of the Financial Industry Regulatory Authority
(FINRA) and Securities Investors Protection Corporation (SIPC).
Investment advisory products and services are offered through
Insigneo Advisory Services, LLC, an investment adviser registered with
the Securities and Exchange Commission. In Uruguay, advisory
services are offered through Insigneo International Asesores de
Inversion Uruguay, SA, Insigneo Asesores de Inversion Latam, SRL, and
Insigneo Asesores de Inversion de Uruguay, SRL, in Argentina through
Insigneo Argentina, SAU, and in Chile through Insigneo Asesorias
Financieras, SPA. Collectively, these eight operating businesses make
up the Insigneo Financial Group. To learn more about the Broker
Dealers including their conflicts of interest and compensation
practices, please go to https://insigneo.com/disclosures/ or via
www.finra.org. To learn about Insigneo Advisory Services, LLC and any
conflicts related to its advisory services, please see its Form ADV and
brochure which can be found at Investment Advisor Public Disclosure
website https://adviserinfo.sec.gov/

FOR AFFILIATES LOCATED IN CHILE

Insigneo Asesorias Financieras SPA se encuentra inscrito en Chile, en
el Registro de Asesores de Inversion de la Comision para el Mercado
Financiero. Este informe fue efectuado por area de Research &
Strategy de Insigneo Securities LLC. o sus proveedores, en base a la
informacién disponible a la fecha de emision de este. Para evitar
cualquier conflicto de interés, Insigneo Securities LLC dispone que
ningun integrante del equipo de Research & Strategy tenga su
remuneracion asociada directa o indirectamente con una
recomendacion o reporte especifico o con el resultado de una cartera.

Aunque los antecedentes sobre los cuales ha sido elaborado este
informe fueron obtenidos de fuentes consideradas confiables, no
podemos garantizar la completa exactitud e integridad de estos, no
asumiendo responsabilidad alguna al respecto Insigneo Securities LLC,
Insigneo Asesorias Financieras SPA ni ninguna de sus empresas
relacionadas.

Este material esta destinado Unicamente a facilitar el debate general y
no pretende ser fuente de ninguna recomendacion especifica para una
persona concreta. Por favor, consulte con su ejecutivo de cuentas o
con su asesor financiero si alguna de las recomendaciones especificas
que se hacen en este documento es adecuada para usted. Este
documento no constituye una oferta o solicitud de compra o venta de
ningun valor en ninguna jurisdiccion en la que dicha oferta o solicitud
no esté autorizada o a ninguna persona a la que seailegal hacer dicha
oferta o solicitud. Las inversiones en cuentas de corretaje y de
asesoramiento de inversiones estan sujetas al riesgo de mercado,
incluida la pérdida de capital.
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La informacion base del presente informe puede sufrir cambios, no
teniendo Insigneo Securities LLC ni Insigneo Asesorias Financieras SPA
la obligacién de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios. Cualquier opinion,
expresion, estimacion y/o recomendacion contenida en este informe
constituyen el juicio o vision de area de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, a la fecha de su
publicacién y pueden ser modificadas sin previo aviso.

FOR AFFILIATES LOCATED IN URUGUAY

En Uruguay, los valores estan siendo ofrecidos en forma privada de
acuerdo al articulo 2 de la ley 18.627 y sus modificaciones. Los valores
no han sido ni seran registrados ante el Banco Central del Uruguay para
oferta publica.

FOR AFFILIATES LOCATED IN ARGENTINA

Insigneo Argentina S.A.U. Agente Asesor Global de Inversién se
encuentra registrado bajo el N° 1063 de la Comisién Nacional de
Valores (CNV) e inscripto ante la Inspecciéon General de Justicia (IGJ)
bajo el N° 12.278 del Libro 90, Tomo -, de Sociedades por Acciones.
Este informe fue efectuado por area de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, en base a la informacion
disponible a la fecha de su emision. Para evitar cualquier conflicto de
interés, Insigneo Securities LLC dispone que ningun integrante del
equipo de Research & Strategy tenga su remuneracion asociada
directa o indirectamente con una recomendacioén o reporte especifico
o con el resultado de una cartera. Aunque los antecedentes sobre los
cuales ha sido elaborado este informe fueron obtenidos de fuentes
consideradas confiables, no podemos garantizar la completa exactitud
e integridad de estos, no asumiendo responsabilidad alguna al
respecto Insigneo Securities LLC, Insigneo Argentina S.A.U. ni ninguna
de sus empresas relacionadas. La informacién base del presente
informe puede sufrir cambios, no teniendo Insigneo Argentina S.A.U. la
obligacion de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios.

Este material esta destinado Unicamente a facilitar el debate general
y no pretende ser fuente de ninguna recomendacioén especifica para
una persona concreta. Por favor, consulte con su ejecutivo de
cuentas o con su asesor financiero si alguna de las recomendaciones
especificas que se hacen en este documento es adecuada para
usted. Este documento no constituye una oferta, recomendacion o
solicitud de compra o venta de ningun valor negociable en ninguna
jurisdiccion en la que dicha oferta o solicitud no esté autorizada o a
ninguna persona a la que sea ilegal hacer dicha oferta o solicitud. Las
inversiones en valores negociables estan sujetas al riesgo de
mercado, incluida la pérdida parcial o total del capital invertido.
Cualquier opinion, expresion, estimacién y/o recomendacion
contenida en este informe constituyen el juicio o visidon de area de
Research & Strategy de Insigneo Securities LLC. o sus proveedores, a
la fecha de su publicacion y pueden ser modificadas sin previo aviso.



