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Could Argentina, Bolivia and Chile Form a Lithium Cartel?

Argentina is considering the cre-

ation of a lithium cartel with

Bolivia and Chile that would be

similar to OPEC in establishing
control mechanisms for the sale of the
resource, which is used in electric car,
computer and cell phone batteries,
Agence France-Presse reported June 30.
Together, the three countries control 85
percent of the world's lithium reserves,
and demand for the metal is expected to
continue growing as electric cars hecome
more widely produced. Is the creation of
such a cartel a good idea and does it have
significant support? What effects would it
have on the lithium market? How equipped
are Argentina, Bolivia and Chile to ramp
up production of the metal?

William Tahil, research director

at Meridian International

Research: "Lithium is produced

in Chile and Argentina by private
companies and Bolivian development is
supported by private expertise, so an
'OLEC' cartel would mean nationalization.
That does not seem likely in Argentina and
Chile. However, the three countries may
seek to capitalize on their dominant lithi-
um position in other ways to extract more
‘added value' from the resource than just
supplying lithium carbonate—that would
seem very likely given the dominance of
the lithium-ion battery. Potential automo-
tive demand for lithium-ion batteries
requires global lithium production to be
increased by a factor of 10. The Salar de

Inside This Issue

Atcama is by far the best quality resource
and the largest economically recoverable
reserve in the world (notwithstanding
SQM's unsubstantiated reserve infla-
tion)—this combination practically begs
Chile to improve the benefit they draw.
However as I have shown, future lithium
production faces many obstacles and the
best of Atacama may already have been
extracted. Demand for mobile devices is
still increasing and a multi-billion unit
market of new users is being targeted by
the electronics industry. Lithium cannot

Continued on page 2
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USTR Optimistic About Trade
Deals' Passage by August

U.S. Trade Representative Ron Kirk said
Tuesday that he is optimistic about the
passage of long-delayed free-trade
agreements with Colombia, Panama and
South Korea by next month. See brief on
page 2.
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USTR Optimistic of Trade Deals'
Passage by August

U.S. Trade Representative Ron Kirk
expressed optimism Tuesday that
Congress would approve free-trade
agreements with Colombia, Panama
and South Korea by August, Reuters
reported. "We need to pass these
agreements and put them in place,"
Kirk told agriculture industry offi-
cials in a speech. "We're ready to go
now." Kirk said he saw no reason
why the long-stalled trade deals
could not be passed before lawmak-
ers begin their August recess. The
Obama administration is working
with congressional leaders on when
to submit to agreements for votes.

Analysts See 6.5 Percent
Growth This Year for Chile

The Chilean economy will grow at
6.5 percent in 2011, besting govern-
ment estimates, according to the
results of a study conducted by the
central bank that included more
than 60 academics and analysts,
Dow Jones reported. The study also
estimated that third quarter growth
would be 5.5 percent year-on-year
in the third quarter and 5.3 percent
in 2012.

Fresnillo's Saucito Silver Mine
May Double Capacity by 2015

The Saucito mine, owned by the
world's largest primary silver miner
Fresnillo Plc, may produce 10 mil-
lion ounces of silver and 50,000
ounces of gold in 2015, the company
chairman, Alberto Bailleres, said
Tuesday, Bloomberg News reported.
This year, the mine's output will be
4.7 million ounces of silver and
20,000 ounces of gold, the company
said in a statement. Demand for sil-
ver is at the highest point in 20
years, increasing by 15 percent last
year to 1.06 billion ounces.
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Political News

U.S. Extradites Suspect in
1982 Guatemala Massacre

The United States on Tuesday extradited a
former member of a Guatemalan military
force, who is accused of involvement in a
1982 massacre during the Central
American country's civil war, the
Associated Press reported. Pedro Pimentel
Rios, 54, was transported from the United
States to Guatemala on a government-
chartered plane, Virginia Kice, a spokes-
woman at U.S. Immigration and Customs
Enforcement, told the AP. Pimentel was an
instructor at a training facility for an elite
Guatemalan military squad known as the
"kaibiles." Pimentel was ordered deported
in May after an immigration judge reject-
ed his request for asylum. "It doesn't mat-
ter how long ago the crime was commit-
ted," John Woods, deputy assistant direc-
tor of U.S. Immigration and Customs
Enforcement's Office of Homeland
Security Investigations, told the wire serv-
ice. "If you're going to come to the United
States, we're not going to permit safe

i

haven here." Pimentel fled Guatemala
about 20 years ago. In December 1982,
several kaibiles burst into the town of Dos
Erres, searching for missing weapons.
Soldiers threw villagers into a well, bludg-
eoned them and raped women and chil-

In the 1990s, Guatemalan
authorities found 162 skeletons

at the site of the massacre.

dren before killing them, according to
court documents. In the 1990s,
Guatemalan authorities found 162 skele-
tons at the site of the massacre.

Economic News

Mexico's Antitrust Agency
Opens New Telecom Probe

Mexico's antitrust agency, the Federal
Competition Commission, is beginning a
probe into "relative monopolistic prac-

Featured 0&A
Continued from page 1

possibly meet mass market automotive
demand as well, only a niche market. The
vast size of Atacama and Uyuni and
diminishing returns outside the current
nuclei show obviously that most of the
resource can never be recovered and
there may be a consumer backlash
against 'green cars' produced for the
price of these salars. A final concern
would be that 'OLEC' would be a scape-
goat for a future lithium production
shortfall and shortage of electric vehi-
cles, in fact due to geology."

R. Keith Evans, industrial met-
als consultant: "The growth of
the lithium business is largely
predicated upon an increase in
demand for lithium-ion batteries in a
range of applications but, most impor-
tantly, in large batteries for motor vehi-
cles and in storage systems for discontin-

uous power generation such as derived
from solar and wind. The cost of lithium
in these batteries is normally less than 3
percent of the battery cost and the secu-
rity of supply, quality and consistency are
considered more important than the
price of the contained lithium.
Argentina, Chile and Bolivia together,
based on current estimates, have about
65 percent (not 85 percent) of the
world's known resources and develop-
ments outside of the Andes, particularly
at higher costs, are moving forward rap-
idly. In an environment of large existing
and potential resources apart from
Andean ones, it seems highly improbable
that a cartel to control prices could func-
tion effectively. Whether Chile, which
has been producing lithium chemicals
profitably for nearly 30 years, would wish
to participate in such a control scheme is
questionable and whether the Salar de

Continued on page 4
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tices" in the country's fixed-line tele-
phone, cable television and Internet serv-
ice markets, Bloomberg News reported
Tuesday. The commission, known as the
CFC, will investigate companies' actions
and agreements to determine if they have
the "objective or effect of inappropriately
displacing other market participants.”
Companies may have attempted to
increase rivals' costs or cut demand for
their offerings, said a statement pub-
lished in the country's official gazette.
The investigation is the commission's
second into possible anticompetitive
practices in  the
telecommunications
industry. The CFC
opened the first
probe June 1 after
Teléfonos de México,
or Telmex, filed a
complaint with the
CFC in March, argu-

Slim ing that agreements
File Photo: Carlos Slim betwe_en Grupo
Foundation. Televisa and

Megacable Holdings
were anticompetitive. Telmex, which is
controlled by Mexican billionaire Carlos
Slim, is the country's largest Internet
provider and controls 80 percent of
Mexico's fixed-line telephone market.
Televisa controls three cable providers
that offer television, telephone and
Internet service packages. It also shares
the Yoo brand with Megacable. Televisa,
the world's largest Spanish-language
broadcaster, and Megacable, Mexico's
largest cable provider, have denied that
their cooperation has harmed competi-
tion. Mexico's government has barred
Telmex from offering video plans.

Company News

Brazil Withdraws Support for
Pao de Agticar-Carrefour Deal

Brazil's government on Tuesday withdrew
support for a proposed merger of retailer
Pao de Agucar and the local unit of
France's Carrefour. Brazilian state devel-
opment bank BNDES had pledged $2.4
billion from its investment arm two weeks
ago, but since then, the deal has faced
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The Dialogue Continues

What Lessons Can Europe Learn From Latin America?

Since the global economic

recession in 2008-09, several

European countries have

struggled with debt crises
that many analysts have likened to
Latin America's struggles in past
decades. What do the two situations
have in common? What differentiates
them? What lessons can Europe learn
from Latin America and how should
Europe handle its ongoing financial cri-
sis?

Claudio Loser, senior fellow at

the Inter-American Dialogue

and former head of the

Western Hemisphere depart-
ment at the International Monetary Fund:
" "This Time Is Different," written by
Kenneth Rogoff and Carmen Reinhart
after the 2008-2009 crisis, sums it up
well. Circumstances change, but policy
mistakes repeat themselves without
consideration for geography or level of
income. If policies are weak and condi-
tions are adverse, history will repeat
itself. The external tier of the European
Union—Greece, Portugal, Ireland and
maybe Spain and Italy confront the
same, even if not all, problems of Latin
America in the 1980s and 1990s: exces-
sive borrowing, mounting current

numerous attacks. Casino Guichard-
Perrachon, which co-owns Pao de Agticar
and is Carrefour's main rival in France,
has alleged the tie-up is "illegal" because it
violates a previous shareholder agree-
ment, the Financial Times reported.
Casino's board on Tuesday voted unani-
mously to oppose the transaction, leading
BNDES to withdraw its support. "Faced
with the announcement from the board
meeting of the Casino Group, rejecting a
deal between Pao de Acgticar and
Carrefour, the board of BNDESPAR
[BNDES' equity arm] announces that it is
canceling the operation." BNDES said in a
statement. BNDES' previous announce-

account deficits, falling saving rates,
property bubbles and lagging produc-
tivity gains. This is in addition to lax
banking regulations, statistical lies, a
sense of entitlement and the perception
that the world will not let them fall no
matter what. It is harsh characterization,
but the similarities are there. What have
the Latin Americans learned that the
European rich and arrogant cousins
should follow? Put the fiscal house in
order even if it hurts; change education
and the business climate to adjust to a
competitive world; protect the truly
despondent, and not the noisier vested
interests; don't count on miraculous
recoveries in real estate; and don't ask
others to help protect a status quo that
they themselves do not enjoy. Finally, do
not try to solve your problems by bor-
rowing more from creditors, except in
moderate quantities; and restructure
significantly your private debt but in a
cooperative fashion. Not what all Latin
America and the IMF did, not what
Europe and the IMF are doing now, but
the only way out of the quagmire."

Editor's note: The above is a continua-
tion of a QA published in the
Monday's Advisor.

ment that it would invest in the new com-
pany had angered some Brazilians who
believed public money should not be used
to help one of the country's wealthiest
businessmen, Abilio Diniz, Pao de
Agucar's chairman, merge with a foreign
company. After BNDES withdrew its
backing, advisors for Diniz and the invest-
ment vehicle involved in the deal
announced that they were suspending, but
may later re-evaluate, the proposed merg-
er. Federal prosecutors in Brazil
announced Monday that they were exam-
ining BNDES' involvement in the merger
to ensure money was being used for the
public's benefit.
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Uyuni, Bolivia's potential source, will
prove to be capable of either producing
the very high quality required or be eco-
nomically viable remains to be demon-
strated. Given the fragile early status of
electric propulsion as it fights to take

¢ In an environment of large
existing and potential resources
apart from Andean ones, it
seems highly improbable that a
cartel to control prices could
function effectively. »

— R. Keith Evans

market share from formidable competi-
tors, the potential for substantial increas-
es in nonbrine resources in the event of
significantly increased prices or the threat
of politically driven attempts at cartels,
and the practical challenges of creating a
lithium troika from three countries with
vastly different lithium circumstances,
makes me fundamentally question the
wisdom and practical implications of a
lithium OPEC. Rather than talking about
a senseless lithium OPEC, government
officials in Argentina should be fully
focused on finding ways to support lithi-
um developers as they attempt to create
competitive lithium operations and build
enduring relations with customers
around the world. This will create real
value for Argentina."

Daniela Desormeaux, general
manager of SignumBox:
"Currently, lithium supply is
concentrated in Chile, Australia
and Argentina. SQM and Chemetall pro-
duce lithium chemicals from the brines
extracted at the Salar de Atacama in the
north of Chile; Talison Lithium produces
lithium concentrates from hard rock
minerals in Western Australia; and FMC

Copyright © 2011, Inter-American Dialogue

produces lithium chemicals from the
brines extracted at the Salar de Hombre
Muerto in Argentina. There is also pro-
duction of lithium in China, in the
United States and in other countries as
well. Even though production is concen-
trated in three countries; lithium
resources are spread over the world. We
estimate that for the next 15 years, lithi-
um demand will grow in a range of 7 to
10 percent per year. Given that, supply
has reacted to this situation: in the last
five years, more than 80 new lithium
projects have been announced. Most of
these projects are located in Canada,
Argentina and in the United States. There
are also projects in Australia, China,
Europe and Chile. Bolivia has the poten-
tial to become part of the lithium supply,
but not in the short term. Many things
need to be solved first. For example, the
chemistry of the brine is complex, and
very different from the Atacama's brine.
The Bolivian government has put a lot of
effort into research and has also built a
pilot plant, but it will probably not be
able to develop the entire project by itself.
And in this context, macroeconomic fac-
tors and political stability are crucial to
incentivize and engage foreign invest-
ments. In summary, despite the fact that
current lithium production is concen-
trated in a few countries, this situation is
changing and newcomers are coming on
stream in different places. Unlike petrole-
um, which has the most well known car-
tel, lithium can be recycled. Today, recy-
cling is negligible since the content of
lithium in batteries is quite low so it is not
economically profitable to recover.
However, the amount of lithium con-
tained in a car battery is much more sig-
nificant and certainly in the future it will
be economically profitable to recover.
This will mean a new source of supply of
lithium, anywhere."

The Advisor welcomes reactions to the
QA above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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