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When the U.S. talks about securing supplies of critical
materials for national defense, it’'s natural to reach for
government money. That impulse shows up everywhere: grants,
subsidies, loan guarantees, “strategic stockpiles,” and a steady
drumbeat of industrial partnerships.

But with rare earth permanent magnets, the technology
that enhances the efficiency of vehicle guidance, actuation,
sensors, and a wide range of defense platforms; the reflex to
default to government finance 1s not just expensive. It’s often
structurally wrong. Government funding can accelerate projects
on paper, but it frequently fails to solve the real
bottleneck: the ability to build and sustain performance-
qualified industrial capacity at scale.

And that’s the core argument here: if the goal is secure,
dependable supplies for defense, then the financing and
accountability mechanism must come from private capital-not from
government trying to stand in for investor discipline.

Scope note (important):

This applies to the broader rare earth magnet market,
including consumer use, because the upstream chain still
requires separation/refining - metal and alloy making - magnet
manufacturing with stable quality and reliable ramp-up.
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However, it applies more intensely (and with greater urgency) to
the defense needs of military prime contractors because defense
demand is typically qualification-driven, programmatic, and
schedule-sensitive, where bankability hinges on meeting strict
specs within procurement timelines.

The problem isn’'t strategic intent.
It's financeable execution.

Rare earth magnet supply isn’t a single factory problem. It’'s a
supply chain with an unforgiving structure, beginning well
upstream:

- Separation/refining (turning rare earth mineral
concentrates into consistent, usable feedstocks for)

-Metal and alloy making (creating magnet-ready
alloy/feedstock with precise composition and quality for)

- Magnet manufacturing (where performance specs,
repeatability, yield, and qualification are decisive)

Major defense prime contractors (the systems’ integrators who
deliver the finished product) hesitate to invest directly
because the operational and technical risk isn’t the kind
investors can underwrite quickly—especially during early ramp-
up—when specs, yields, dimpurity tolerances, and process
stability are still being proven.

Investors understand the gap between “important” and “bankable.”
A supply chain can be strategically crucial and still fail as an
investment if the contracting structure, risk allocation, and
ramp assumptions don’t produce lender-grade certainty.



Government money can fund
activity-but it doesn’t automatically
fund outcomes

Government support often aims to derisk supply chains by paying
for capex or bridging financing gaps. The intention 1is
admirable. The consequence can be misleading—particularly in
rare earth permanent magnet chains where upstream process
stability ultimately determines downstream performance.

In practice, government-backed efforts can drift into:

- Capacity without accountability for meeting performance
and schedule requirements
across separation/refining and metal/alloy making,
cascading into magnet manufacturing

= Inconsistent feed quality leading to magnet performance
variability and lower yield

- Contracts that are heavy on governance but light on
enforceable, bankable mechanics—so private capital still
won’t scale the investment

For separation/refining, metal and alloy making, and magnet
manufacturing, the “product” 1is not only physical
output—it’s consistent, spec-compliant performance at volume.

When upstream performance wobbles, downstream magnet yield and
performance (e.g., coercivity and magnetic field strength
properties) can miss targets—often in ways that are hard and
expensive to unwind. If government funding substitutes for the
performance discipline that private investors require, the
system can drift toward “managed production” rather than
durable, market-validated capability.



Consumer reality 1is not flexible:
OEMs need on-time, spec-compliant

supply

Even in consumer markets such as automobiles, demand 1is not
meaningfully “flexible” at the system level once production 1is
underway.

For automotive OEMs, on-time delivery to strict specifications
is critical, and production schedules are inflexible. If a
supplier’s material misses timing or spec:

= 0EM lines can’t simply “pause” without cascading delays
and cost

» substitutes are limited because qualification takes time

»spec drift can cause rework, scrap, or performance
failures

So the same fundamental requirement applies in consumer supply
chains:

= Measured performance

 Delivery reliability

= Spec consistency

= Qualification confidence

 Bankable contracting that supports procurement and
financing

If early-stage supply volatility or qualification uncertainty
increases perceived risk, it reduces OEM willingness to issue
procurement commitments strong enough to justify upstream
capacity buildout.



Why this points to private equity
(and not more government leadership)

The supply chain becomes durable when the financial structure
matches operational reality. That requires outcomes-focused,
bankable terms across the full chain from upstream inputs to
qualified magnets:

- Bankable offtake commitments (not intentions): take-or-pay
or volume reservation structures that can be underwritten

= Aligned risk-sharing for quality and schedule: enforceable
accountability for ramp delays, spec misses, and

gualification outcomes, especially those tied
to metal/alloy composition and feedstock quality
=Synchronized expansion across the

chain: separation/refining, metal and alloy making,
and magnet manufacturing must scale together using
credible readiness triggers, not optimistic calendars

= Qualification that is funded and accelerated: because
time-to-qualification 1is also cost-to-qualify, and
failures cascade downstream when upstream processes are
still stabilizing

= Pricing mechanisms that protect margins from input
variability: rare earth mineral mix and feedstock
variability can otherwise break project economics before
magnet output stabilizes

- Downside protection that mobilizes private capital: if
government is involved, it should function as credit
enhancement or risk-transfer that makes private investors
willing to lead-not as a replacement for private
investment discipline

Private capital introduces a forcing function: lenders and



investors require clear answers early—can the project meet
specs, scale, and deliver returns under realistic ramp-up
conditions? For rare earth magnet supply chains, that discipline
is precisely what’s needed.

The real takeaway

The debate should not be “government versus industry.” It should
be who finances the investment in a way that creates enforceable
accountability—across separation/refining, metal and alloy
making, and magnet manufacturing.

If secure defense supply is the objective:

- Government finance 1s a poor substitute for the
bankability and performance discipline that private
capital must enforce, especially wupstream, where
separation/refining and metal and alloy making determine
downstream outcomes.

= Private equity must lead to drive synchronized capacity
buildout, structured around measurable performance from
feedstock to qualified magnet manufacturing.

And for consumer markets like automobiles:

= On-time, spec-compliant delivery is just as critical as in
defense, and uncertainty that weakens bankable OEM
procurement commitments directly slows the scaling of the
entire chain.

National supply security is achieved when the chain can reliably
produce qualified materials on schedule, at spec, and at
scale—from separation/refining through metal and alloy



making into magnet manufacturing. To get there, private capital
must lead, with government enabling bankability rather than
replacing it.



