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Investment Analysis  

Abstract 

This report evaluates Dow Inc., the largest pure-play commodity chemical producer in the United 

States, through a game-theoretic lens rather than a descriptive one. The investment question is not 

whether Dow makes valuable products, but whether the strategic environment will let it earn its 

cost of capital through the current downcycle. Three interactions drive the analysis. Chinese 

ethylene overcapacity (over 40 million tons added since 2020) functions as a coordination failure 

in which state-backed producers and Western firms optimize against different payoffs, leaving the 

Nash equilibrium stuck near 80% global utilization. Customer switching costs in qualified 

specialty grades convert apparent commodities into repeated bargaining games with real holdup 

power, sustaining premium pricing on INSITE-catalyst polyethylene and downstream silicones 

even when generic prices collapse. Path2Zero and the Transform to Outperform restructuring 

operate as costly signals and real options on regulatory and cyclical outcomes Dow cannot control. 

Management has delivered on cost cuts and asset monetization but consistently misjudged the pace 

of recovery, with the 50% Q2 2025 dividend cut arriving as a reactive rather than proactive signal. 

The base case is grinding recovery as rationalization proceeds at half the announced pace; the bull 

case requires capacity discipline that history suggests is rare; the bear case requires the Gulf Coast 

feedstock advantage to erode while Path2Zero capital is impaired. 

 

 

 

 

 

 

 

 

 

 



Business Architecture and Strategic Position 
 

Dow Inc. produces commodity and semi-specialty chemicals that disappear into other 

manufacturers' supply chains. The polyethylene that becomes a grocery bag, the polyurethane 

foam sprayed into warehouse insulation, the silicone protecting a circuit board from thermal 

failure: Dow sits upstream of everything material in the physical economy. The investment-

relevant question is what makes a position upstream of so much manufacturing economically 

defensible. The answer rests on production integration and customer lock-in rather than on patents 

or brand. 

Dow emerged in its current form from the 2019 separation that split DowDuPont three 

ways. Dow received the commodity chemicals, DuPont kept specialty materials, and Corteva took 

agriculture. The separation was a deliberate choice to expose investors to the chemical cycle 

without the cushion of higher-margin specialty assets. There is no patent portfolio masking the 

underlying economics. There is no agricultural cash flow smoothing out downturn quarters. The 

company is a pure bet on feedstock costs, operating efficiency, and reading the cycle. 

The economic basis for Dow's competitive position is vertical integration on a small 

number of mega-sites. At Freeport, Texas (the largest integrated chemical complex in the United 

States), natural gas liquids enter the cracker, ethylene exits the cracker, polyethylene exits the 

polymerization reactors, and finished resin exits the bagging line, all within a single fenced 

perimeter. Every internal conversion step avoids a margin extracted by an intermediary, avoids 

freight across Texas, and avoids working capital tied up in transit inventory. Terneuzen in the 

Netherlands serves the same role in Europe. These complexes cannot be replicated within five 

years even with unlimited capital. Permitting alone takes a decade. 

The customer-side defense rests on switching costs that function as a repeated game. 

Consider a flexible packaging converter qualifying Dow's INSITE-catalyst LLDPE for a cheese-

wrap film. The conversion involves matching melt index, branch density, and co-monomer 

distribution to the specific extrusion equipment. Once qualified, switching to a competitor's resin 

requires re-running seal-integrity tests, re-certifying with the brand owner, and absorbing several 

weeks of production risk. The same logic applies to mattress polyol systems (flammability and 

compression re-testing), automotive silicone gaskets (thermal cycling validation), and 

architectural latex binders (scrub resistance and VOC re-formulation). In game-theoretic terms, 

the customer faces a sunk cost from past qualification that becomes a bargaining chip for the 

incumbent supplier. 

The value of these switching costs is most visible in polyethylene, a product class that 

sounds like a pure commodity. Branch density, molecular weight distribution, and co-monomer 

type determine whether a resin works for heavy-duty sacks or for transparent cling wrap. Dow's 

metallocene and single-site catalysts (the INSITE family) produce resins with tighter property 

distributions than the Ziegler-Natta technology most competitors still use. The premium Dow 



captures on ELITE, INNATE, and AFFINITY grades is the price the customer pays to avoid re-

qualification. That premium is a function of switching cost, not chemistry, and it shrinks if 

customers ever become indifferent across qualified suppliers. 

Segment Economics 

Dow reports three segments. Each one represents a distinct economic system with different 

cost structures, customer dynamics, and strategic positions. 

(1) Packaging and Specialty Plastics 

Packaging and Specialty Plastics (PSP) generates approximately 52% of consolidated 

revenue and represents the largest and most cyclically exposed part of the portfolio. The segment 

produces polyethylene (LDPE, LLDPE, HDPE), olefin intermediates, and specialty resins. The 

production chain starts at the steam cracker, where natural gas liquids in North America (and 

naphtha elsewhere) are thermally cracked into ethylene, which then feeds polymerization reactors. 

The structural cost advantage in this segment is feedstock. North American crackers run 

on ethane, which has been priced below the naphtha that European and Asian competitors require 

for most of the past decade. Over 75% of Dow's global cracking capacity sits in the first quartile 

of the global cost curve. After the planned shutdown of the high-cost Bohlen cracker in Germany, 

that share rises to roughly 80%. In a Cournot framework where quantity setting determines market 

price, occupying the low end of the cost curve translates to higher market share at any given price 

level, and the ability to remain profitable when marginal producers are running at a loss. 

The feedstock advantage is narrowing. North American ethane prices have risen as US 

LNG export capacity has grown and pulled feedstock toward overseas buyers. Chinese coal-to-

olefins plants, which use a different feedstock chain entirely, continue to operate regardless of 

global gas economics. The structural moat Dow enjoyed from 2012 to 2020 is contracting, not 

closed. 

The Poly 7 polyethylene train, commissioned at Freeport in Q2 2025 and fully sold out, 

targets specialty performance packaging rather than commodity grades. Pushing capacity additions 

toward the differentiated end of the catalog is a rational response to commodity oversupply. 

Whether the strategy works depends on whether customers continue to value the INSITE 

differentiation enough to pay a premium when generic Chinese LLDPE sits at the dock. PSP is 

Dow's cash engine in good years and its deepest source of losses in bad ones. Right now it is closer 

to the second condition than the first. 

 



(2) Industrial Intermediates and Infrastructure 

Industrial Intermediates and Infrastructure (II&I) produces roughly 28% of revenue and 

consists of two businesses with little operational overlap beyond a shared reporting line. The 

polyurethane side produces propylene oxide, polyether polyols, and isocyanates (MDI and TDI) 

that become rigid insulation foam, mattress foam, automotive seat cushions, and adhesives. The 

chlor-alkali side electrolyzes brine to produce chlorine and caustic soda, which feed into PVC 

manufacturing and water treatment. 

Polyurethane chemistry sustains real switching costs through the formulated systems 

business. Dow sells pre-mixed chemical packages calibrated to specific end uses (rigid foam for 

insulation, flexible foam for mattresses, structural adhesives for vehicles). A mattress 

manufacturer cannot switch polyol blends without re-running density, compression, flammability, 

and durability testing. The chemistry knowledge is meaningful intellectual capital. Upstream MDI 

and TDI, by contrast, are commoditized and exposed to Wanhua Chemical, which has built a 

dominant cost position from labor economics, government subsidies, and vertical integration that 

Western producers have not been able to answer. 

Chlor-alkali is a pure commodity business where the lowest-cost producer (typically the 

one with the cheapest electricity) wins. Chlorine and caustic soda must be co-produced from brine 

electrolysis, but their demand patterns do not move together. This stoichiometric constraint creates 

a perennial mismatch problem that the operator cannot solve by adjusting production mix. 

The polyurethane business absorbed a significant impairment in 2025, and the European 

polyurethane operations are under strategic review. Dow shut its high-cost Freeport propylene 

oxide unit in 2025, removing 20% of North American capacity. These actions are consistent with 

rational exit from positions where the cost curve has shifted against the incumbent. 

(3) Performance Materials and Coatings 

Performance Materials and Coatings (PM&C) generates approximately 19% of revenue 

but produces the highest segment margins. The two pillars are silicones (Dow became the world's 

largest producer through the 2016 buyout of Corning's half of the Dow Corning JV) and coatings 

(acrylic emulsions and latex binders sold to paint, adhesive, and construction product companies). 

Silicone chemistry runs on a separate raw material chain from hydrocarbons. The process 

starts from silicon metal and methanol, runs through the Rochow reaction to produce 

methylchlorosilanes, and concludes with hydrolysis and polymerization. A polyethylene producer 

cannot enter silicones without buying or building completely different equipment and process 

knowledge. This isolation from the hydrocarbon value chain is a meaningful structural advantage, 

because cyclical pressure on Dow's PSP segment does not transmit automatically to silicones. 



Competition in upstream silicones intensified in 2025 as Chinese producers, principally 

China National Bluestar, expanded siloxane capacity faster than demand. Upstream prices reached 

record lows. Dow's strategic response was to retreat from low-margin upstream and accelerate 

downstream into specialty applications (electronics thermal management, personal care, medical 

devices) where qualification cycles and certification requirements protect margin. Seven 

consecutive quarters of downstream silicones growth through Q2 2025 suggests the mix shift is 

working. 

PM&C is where Dow's growth story lives. The cyclicality is lower, the switching costs are 

higher, and the demand drivers (electronics, electrification, urbanization) are secular rather than 

cyclical. The investment-relevant question is whether the silicones business can continue to grow 

downstream margins fast enough to offset commodity pressure elsewhere. 

Competitive Game and Strategic Interactions 

The competitive structure facing Dow is best understood through the strategic interactions 

between players with different cost structures, time horizons, and utility functions. Three games 

are worth analyzing in detail. 

(1) The Chinese Overcapacity Coordination Problem 

The defining structural feature of the global polyethylene market is the addition of over 40 

million tons of Chinese ethylene capacity since 2020, roughly 70% of all global additions. China 

now produces over 62 million metric tons of ethylene annually, exceeding the United States. 

Domestic Chinese demand has not kept pace, so the surplus exports into global markets and presses 

prices down across all regions. 

The interaction has the structure of a prisoner's dilemma at the industry level. Every 

producer would benefit from collective capacity discipline. No producer benefits from unilateral 

discipline, because rivals capture the volume the discipliner gives up. The textbook resolution to 

a prisoner's dilemma in a repeated game is some form of credible commitment and signaling, but 

the commitment mechanism is broken here for two reasons. 

First, the players have different objective functions. A Chinese state-owned enterprise 

running a coal-to-olefins plant in Inner Mongolia optimizes against a payoff that includes 

provincial employment, tax revenue, and strategic capacity for the national plan. The plant's 

negative margin is not a sufficient signal to shut. A Western private producer, by contrast, 

optimizes against return on capital and faces accountability to shareholders. The two types of 

players are not even playing the same game. 

Second, the announced capacity rationalization (9.3 million tons of ethylene closures 

globally, with speculation of another 13 million from anti-involution policies) is a coordination 



announcement without a credible enforcement mechanism. Each player has an incentive to 

announce closures and delay them, or to close high-cost assets that were going to shut anyway, 

while watching whether rivals follow. The Nash equilibrium of an announcement game without 

enforcement is talk without action. 

The implication for Dow is that the most plausible recovery in polyethylene margins comes 

not from a global agreement to cut capacity, but from the slow exit of structurally uneconomic 

producers as private capital reallocates and as the most expensive plants run into specific events 

(environmental fines, equipment failures, refinancing crises) that force closure. This is a 24 to 48 

month recovery, not a 6-to-12-month recovery, and the timing depends on factors none of the 

Western producers control. 

(2) Customer Switching Costs as a Repeated Bargaining Game 

The customer relationships in PSP, II&I, and PM&C are not one-shot transactions. They 

are repeated interactions in which each party has built up specific capital (qualification testing, 

technical service relationships, downstream brand certifications) that is destroyed if the 

relationship ends. The bargaining problem looks like a standard holdup model. 

Once the customer has paid the qualification cost, the customer becomes captive at the 

margin. Dow can extract premium pricing up to the point where the cost of switching equals the 

price differential. The customer tolerates this premium if the cost of switching is higher. The 

equilibrium price the supplier captures is bounded by the magnitude of the switching cost, not by 

the chemical similarity to commodity grades. 

This explains several patterns visible in Dow's reported results. The premium pricing on 

INSITE catalyst grades persists across cycles, even when generic LLDPE prices collapse. 

Downstream silicones grow at GDP-plus rates despite upstream siloxane price implosion. 

Automotive specifications stay locked in for 5-to-7-year platform lifecycles. These are not facts 

about chemistry. They are facts about bargaining power in a repeated game. 

The game changes when the customer has reason to renegotiate. A new vehicle platform, 

a brand-owner sustainability mandate, a regulatory change in food contact rules, or a private label 

shift in retail packaging all create natural inflection points where re-qualification becomes worth 

the cost. The dynamics of polyethylene pricing within and across these inflection points are part 

of why the cycle exists. 

(3) Wanhua Chemical and the MDI Cost Curve 

The polyurethane intermediates business presents a different strategic problem. Wanhua Chemical, 

based in Yantai, China, moved from a regional MDI producer in the early 2000s to the world's 

largest MDI manufacturer, surpassing BASF and Covestro. The Wanhua cost position derives 



from vertical integration, government-subsidized capital, and lower labor and energy costs than 

Western competitors face. 

In a Stackelberg framework where one producer (Wanhua) has a structural cost advantage 

and the other producers (Dow, BASF, Covestro, Huntsman) compete in a Cournot fashion around 

it, the leader effectively sets the price floor. The followers survive only in segments where 

formulation expertise or geographic proximity creates margin above the commodity benchmark. 

Dow's strategic response (concentrating on formulated systems, exiting upstream MDI/TDI 

exposure in Europe) is consistent with the analytical conclusion. The upstream commodity 

business is a losing position against a cost leader that does not need to earn the cost of capital. 

(4) Three Structural Shifts 

Three forces are reshaping the strategic environment in ways that do not reverse on a normal 

cyclical timeline. Chinese overcapacity is structural, not cyclical. Beijing's industrial policy drove 

the build, and the policymakers continue to value capacity for reasons unrelated to plant-level 

profitability. Global ethylene utilization sits at roughly 80%, and most announced rationalization 

remains an announcement. 

European chemical manufacturing is hollowing out. Energy costs after the Russia gas disruption, 

carbon regulation, and Chinese import pressure have made petrochemical production uneconomic 

for large portions of the European footprint. Dow, LyondellBasell, BASF, and INEOS are all 

closing assets. The closures at Bohlen, Schkopau, and Barry are part of a broader retreat that will 

not be reversed by temporary energy cost relief. 

The energy transition cuts in both directions. Silicone thermal materials for EVs and data centers, 

polyurethane insulation for energy-efficient buildings, and polyethylene backsheets for solar 

panels create new demand pools. The same transition fuels the regulatory and brand-owner 

pressure against virgin plastics that threatens Dow's largest segment. The net effect depends on 

how regulators weigh decarbonization against material substitution policy. 

Industry Dynamics 

The global petrochemicals industry generates hundreds of billions of dollars annually and 

is expected to grow at mid-single-digit rates through the early 2030s. Demand drivers vary by 

application. Packaging tracks consumer spending and urbanization, with developing-market per 

capita plastic consumption still climbing. Construction tracks housing starts and infrastructure 

spending. Automotive demand tracks vehicle production and the EV transition, which uses more 

silicones and adhesives per car than internal combustion. Electronics tracks semiconductor capital 

spending and consumer device refresh cycles. 



Polyethylene grows at roughly 5% annually, led by flexible packaging in developing Asia. 

Silicones grow at a similar pace, with electronics and EV thermal management as the fastest 

applications. Polyurethanes grow closer to 4%, driven by construction insulation and automotive 

lightweighting. Asia-Pacific consumes over 52% of global petrochemicals, with China as the 

single largest market. North America is the second-largest producing region, retaining a shale-gas 

feedstock advantage that is narrowing but not gone. Europe is third and shrinking. 

Regulation operates as both demand pull and demand push. Extended producer 

responsibility legislation in Europe, single-use plastic bans, and carbon pricing put pressure on 

commodity plastics. Building codes mandating better insulation pull polyurethane demand higher. 

Electronic waste rules requiring safer materials support silicone applications. The net regulatory 

effect is segment-specific rather than uniformly negative. 

The defining industry feature is cyclicality driven by capacity addition timing and demand 

variability. Margins expand when demand is strong and capacity is tight, then collapse when new 

plants come online or demand falters. The 2023 to 2025 downcycle has been severe because three 

years of sub-3% global GDP growth coincided with the largest capacity wave in industry history. 

Dow's CEO described it as "one of the most protracted down cycles in decades" on the Q1 2025 

call. The assessment was not exaggerated. 

Asymmetry in the cycle is what makes capacity rationalization the key analytical question 

for the next three to five years. Announced closures total 9.3 million tons of ethylene globally, 

with the possibility of an additional 13 million tons if Chinese anti-involution policies take hold. 

If the closures execute and demand returns to trend, utilization could tighten to 87 to 88% by 2028 

or 2029, restoring something like cyclical-peak margin economics. If the closures slip and Chinese 

export volumes continue to rise, margins stay depressed past 2027. 

Growth Catalysts and Strategic Initiatives 

The forward-looking catalysts in Dow's reported strategy fall into three categories: cost 

reduction, capacity optimization, and decarbonization commitment. Each represents a strategic 

choice with specific game-theoretic content. 

Transform to Outperform, announced in Q4 2025, targets at least $2 billion in near-term 

EBITDA improvement through operating model simplification, AI and automation deployment, 

and cost structure reset. Two-thirds is sourced from productivity, one-third from growth. The $1 

billion annualized cost reduction target by end of 2026 escalates from the $1 billion announced in 

Q1 2025, of which $400 million was delivered in 2025. Workforce reductions escalated from 1,500 

announced in Q1 to 4,500 announced in Q4, representing roughly 13% of the company's global 

workforce. 



The Poly 7 polyethylene train at Freeport, commissioned in Q2 2025, is fully sold out and 

aimed at higher-value specialty packaging. The Seadrift alkoxylation facility came online in 2025 

to support specialty surfactant and polyurethane intermediate growth. Both projects represent 

capacity additions that lean into Dow's structural strengths (Gulf Coast feedstock economics, 

specialty product differentiation) rather than competing on the commodity end of the catalog. 

European asset rationalization (Bohlen cracker, Schkopau chlor-alkali/vinyl, Barry 

siloxanes) is expected to deliver $200 million in annual EBITDA uplift by 2029, with benefits 

beginning in 2026. The Diamond Infrastructure Solutions partnership with Macquarie generated 

approximately $3 billion in total proceeds as Dow increased the Macquarie stake from 40% to 

49%. The partnership now targets third-party customers in energy, environment, and pipelines at 

the Gulf Coast sites. 

Path2Zero in Fort Saskatchewan, Alberta, has the longest time horizon and the most 

complex strategic content. Phase 1 has been delayed two years to late 2029. The project will triple 

the site's ethylene and polyethylene capacity and will be the world's first net-zero Scope 1 and 

Scope 2 integrated cracker, relying on Linde's autothermal reformer technology to convert cracker 

off-gas to hydrogen with carbon capture and sequestration. Roughly 30% of total CapEx has been 

spent. Management has guided them to 8 to 10% returns, down from earlier targets. 

Path2Zero functions strategically as a costly signal of decarbonization commitment and as 

a real option on regulatory tightening. If the EU and other jurisdictions impose binding emissions 

costs on virgin plastics, Path2Zero output captures the resulting premium. If they do not, Path2Zero 

capital is impaired against polyethylene grades that compete only on cost. The expected return 

embeds an option value that depends entirely on regulatory outcomes Dow cannot control. 

Other catalysts include downstream silicones momentum (seven consecutive quarters of 

growth through Q2 2025), capacity rationalization globally (management framed as "line of sight 

to more than $3 billion in near-term earnings uplift potential" if announced closures execute), 

polyethylene demand resilience (record domestic and export volumes in September 2025, with 

flexible packaging described as non-discretionary), and the NOVA Chemicals litigation settlement 

(Alberta court awarded Dow compensation exceeding $1 billion related to a jointly-owned 

ethylene asset dispute). 

Risk Assessment 

The risks facing Dow are predominantly external and game-theoretic in nature. Each is best 

analyzed in terms of how rival players respond to incentives rather than in terms of operational 

failure. 

Chinese overcapacity persistence is the single largest risk. The 40+ million tons added 

since 2020 have not been absorbed by demand growth or rationalization. If Chinese producers 



continue running plants at high utilization despite negative margins, supported by state subsidies, 

employment mandates, or sunk-cost economics, the global surplus persists past 2027 and margins 

stay depressed. Management's repeated use of the phrase "anti-competitive oversupply" is an 

accurate description of the strategic environment. The risk is not whether this is happening (it is 

the current reality) but whether it gets worse. 

Path2Zero execution risk is concentrated in a single multi-billion dollar capital project that 

is already two years delayed with roughly 30% of capital deployed. The autothermal reformer 

technology is first-of-kind at commercial scale. Further delays, cost overruns, or technology 

underperformance would leave Dow holding a major capital commitment earning single-digit 

returns in the best case. The worst case is a stranded asset if polyethylene margins do not recover 

or if cheaper decarbonization paths emerge. 

European deterioration continues despite three asset closures and a strategic review of the 

European polyurethane business. The remaining European assets, including the large Terneuzen 

complex, face the same structural problems: high energy costs, carbon regulation, and Chinese 

import pressure. If conditions worsen, further write-downs follow and Dow loses regional market 

presence it will probably never rebuild. 

Trade fragmentation is a meaningful risk for a company whose model depends on global 

supply chain optimization. US-China tariffs on polyethylene redirected trade flows in 2025. North 

American polyethylene prices fell $0.03 per pound in April 2025 on tariff uncertainty alone before 

recovering by June. Over 95% of Dow's North American volume is USMCA-compliant, which 

buffers near-term exposure, but export markets remain vulnerable. 

Transform to Outperform execution is itself a risk. Cutting 4,500 jobs (13% of the 

workforce) while deploying AI and automation across 104 sites in 31 countries is operationally 

complex. Restructurings at commodity chemical companies have a mixed record. Cost savings are 

real but often partly offset by lost technical talent, customer service degradation, and 

organizational drag. Delivering $1.2 billion of the target instead of $2 billion changes the 

investment story materially. 

Another dividend cut would be a damaging signal. The 50% cut in Q2 2025 already cost 

Dow its income-oriented investor base. A further cut, while possible if the downcycle extends, 

would trigger forced selling among the income mandates that remain. 

Plastic regulation acceleration is the slowest-moving but most structural risk. EPR 

legislation, single-use bans, and the UN Global Plastics Treaty all threaten long-term demand for 

Dow's largest segment. Chemical recycling and bio-based polyethylene are not at scale. A binding 

treaty with production caps or virgin plastic surcharges would impair the entire PSP earnings 

stream. 



Management Execution Quality 

Four quarters of earnings calls in 2025 produced a consistent picture of management 

quality. Dow's leadership team, headed by CEO Jim Fitterling, has been candid about the strategic 

environment, disciplined on execution, and consistently too optimistic about how quickly 

conditions will improve. The pattern is visible in the quarterly cadence. 

Q1 2025 (April 24, 2025): Fitterling set the tone, calling the environment "one of the most 

protracted down cycles in decades." Management announced $1 billion in targeted cost reductions 

by 2026, 1,500 job cuts, and a $1 billion CapEx reduction. The Path2Zero delay was framed as 

cash flow discipline. Q2 guidance was for EBITDA "roughly in line" with Q1, with caution about 

"uncertain trade flows." Q2 came in at $703 million versus Q1's $944 million, a meaningful miss 

against the guide. 

Q2 2025 (July 24, 2025): Conditions deteriorated. Management cut the dividend 50%, 

citing "prolonged earnings pressure and the absence of clear recovery signals." The cut was not 

flagged in Q1. Cost savings guidance rose from $300 million to $400 million for 2025 (delivered). 

The Macquarie deal closed at $2.4 billion as promised. Q3 guidance was set at $800 million 

EBITDA. 

Q3 2025 (October 23, 2025): Q3 EBITDA came in at $868 million, above the $800 million 

guide. Cost savings remained on track. Macquarie exercised its option, bringing total Diamond 

proceeds to $3 billion. Record domestic and export polyethylene volumes in September. Q4 

guidance was set at roughly $725 million with clear seasonal caveats. 

Q4 2025 (January 29, 2026): Q4 EBITDA at $741 million, slightly above the $725 million 

guide. Management announced the Transform to Outperform escalation: from 1,500 to 4,500 job 

cuts, from $1 billion cost savings to $2 billion EBITDA improvement. Path2Zero Phase 1 was 

confirmed at late 2029 with reduced 8 to 10% return expectations. 

The pattern is escalating action chasing a deteriorating environment. Management did not 

get ahead of the cycle. The Q1-to-Q2 EBITDA guide was optimistic. The dividend cut was reactive 

rather than proactive. Path2Zero progressed from a vague delay to a concrete two-year pushback 

over three quarters. Cost savings, by contrast, came in at or above target every quarter, asset 

monetization executed on schedule at or above stated values, and management did not spin the 

competitive environment. 

The framework for evaluating this team is straightforward: credit execution, discount 

forward-looking optimism. Dow delivers on what it controls (cost cuts, asset sales, operational 

execution) and overestimates what it does not control (demand recovery, margin normalization, 

competitive dynamics). The dividend cut functions as a costly signal: management revealed 

information about its own revised expectations, but the timing of that signal matters for credibility. 



Reactive signals are worth less than proactive ones in repeated-game communication with the 

market. 

Scenario Analysis 

The scenarios that follow are not forecasts. They are descriptions of how the strategic 

interactions analyzed above could resolve, with implications for Dow's earnings power, capital 

allocation, and equity value. 

(1) Bull Case 

The bull case requires capacity rationalization to actually execute. The 9.3 million tons of 

announced closures proceed. Chinese anti-involution policies force another round of shutdowns. 

Global ethylene utilization tightens from 80% to 87 or 88% by late 2028, and polyethylene margins 

widen accordingly. Transform to Outperform delivers the full $2 billion EBITDA improvement, 

with AI-driven process optimization and headcount restructuring producing a permanently lower 

cost base. Poly 7 and Seadrift contribute incremental earnings at optimized costs. Housing and 

construction recover as interest rates normalize, pulling polyurethane and coatings demand higher. 

Downstream silicones continue compounding above GDP on electronics and EV tailwinds. 

Path2Zero construction restarts on the revised timeline, and first-mover advantage in net-zero 

polyethylene makes Dow the preferred supplier for global brand owners chasing Scope 3 targets. 

European operations stabilize post-restructuring. Dow exits the downcycle leaner, more focused, 

with mid-cycle earnings materially higher than the prior peak. 

(2) Base Case 

Recovery happens slowly. Chinese capacity additions decelerate without stopping. Some 

announced closures proceed; some do not. New Middle Eastern and Southeast Asian projects keep 

coming online. Global ethylene utilization improves to 83 to 85% by 2029, enough to pull margins 

off the trough but not enough to restore 2021-era peaks. Dow delivers $1.2 to $1.5 billion of the 

$2 billion Transform target, with the rest slowed by operational complexity and organizational 

friction. The dividend stays at its reduced level. Path2Zero Phase 1 starts up in late 2029 or early 

2030 and ramps slowly. Europe stabilizes at a lower base. Downstream silicones grow; upstream 

siloxane pricing stays challenged. Housing and automotive recover modestly from 2025 lows. 

Dow generates positive free cash flow but the equity story is grinding improvement, not inflection. 

The company exits with a smaller workforce, fewer assets, lower costs, and the same commodity 

exposure that has defined it since the 2019 separation. 

(3) Bear Case 



Chinese overcapacity fails to rationalize. State-owned enterprises and local government plants 

keep running regardless of margins. Export volumes swell as Chinese domestic demand 

disappoints. Trade policy fragments global markets, raising friction costs across regions. Ethane 

and natural gas prices rise on LNG export demand, eroding the Gulf Coast feedstock advantage 

that has been Dow's structural edge for a decade. Transform to Outperform delivers $800 million 

rather than $2 billion as deep cuts hurt customer service, technical talent walks, and organizational 

friction eats the savings. Path2Zero hits more delays. The autothermal reformer struggles at scale. 

Cost overruns push returns below the cost of capital. The European polyurethane business sells at 

a steep discount. A binding UN plastics treaty imposes production caps or surcharges on virgin 

polyethylene. Dow takes another leg down, cuts the dividend again, and enters the next decade 

smaller, less profitable, carrying a multi-billion dollar Alberta project that ran into reality. 

Synthesis 

Each scenario depends more on rivals' choices, regulatory outcomes, and counterparty behavior 

than on Dow's own actions. Management can execute cost reductions and asset rationalization with 

high confidence. It cannot force capacity rationalization in China, cannot mandate plastic 

regulation outcomes, and cannot rewrite the energy transition economics that determine 

Path2Zero's value. The investment proposition rests on a judgment about the underlying games 

more than on a judgment about the management team. 


