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Summary Chemicals 
This is commodity business where it is impossible to have a durable competitive 
advantage. Competition is high and the cycles are ugly. 

Shareholder returns are mostly from dividends in good times. 

However, from a cyclical perspective, riding the cycle upturn can be profitable and 
perhaps even save. 

It still seems overcapacity is the name of the game now, if there is a global slowdown or 
US recession, things can still get uglier. Don't get confused by 2021 and 2022, those were 
post pandemic times, not to compare to normal business reality. Oil shocks, input 
prices... 

Related to timing, value and a hidden catalyst, Laxness remains the most interesting 
value risk and reward option. 
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Dow Inc. NYSE: DOW - A bet with an uncertain yield! 
Let's start with the stock that best explains the situation, then see whether there is value. 

DOW Stock 
The situation with DOW stock looks ugly. We are at historical lows compared to the 2019 
Dow DuPont split. The dividend has been recently cut and there is no profitability at the 
moment. The market capitalization is $16.4 billion which is extremely low compared to 
the above $50 billion levels in 2021. 

 
The Dow company has always been knowns as a good dividend payer, and if we return to 
previously paid dividend levels of $2.8 per share, we are looking at a potential yield of 
12%, which is unlikely to be that high for long, and thus for a 2x upside if things just return 
to historical averages. 

On the risk side, we have to see whether this downturn is just temporary, or it is a bigger 
issue with more dividend cuts ahead, and other issues that might arise. 

Let's look at the business. 
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Dow Inc. Business Situation Sept 2025 
There was a recent Morgan Stanley Conference and the CEO presented the business 
situation in 3 shorts slides. 

As a chemical business, you depend on general economic activity. The macro situation 
doesn't look great from that perspective. The market is exuberant about AI, crypto and 
other speculative assets inflated by financial engineering, but all the other things seem 
leaning towards the side of ugly, we'll see how it will end. 

 

 
Given it is a commoditized business, when demand drops, prices drop, margins get very 
low, and businesses try to survive the downturns. In that line, DOW is reducing capex, 
closing facilities and selling assets. 
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In short, the business is in rationalization mode with shutdowns, focusing on what is 
profitable, selling the Americas as focus and perhaps key, PRAYING FOR LOWER RATES 
AND A REVIVAL IN HOUSING AND DURABLE GOODS as shown on the chart below, 
bottom line right. 

 
I know I can't anticipate what will happen with the economy, but I know what is a key 
factor when it comes to investing in Dow Inc.  

Let's take a look at the financials and estimate what happens if the economy rebounds, 
but also what happens if it doesn't.  

From the conference call, it is clear, the company isn't competitive and needs regulatory 
protection to survive: 

 
This is not anti-competitive activity, this is purely competitive activity :-)))))) 

Given the legacy position the Dow Inc. company has been enjoying, I get a feeling of 
entitlement and ego, that is usually bad for business. When a CEO accused everything 
else, it is a small red flag so to say.  
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Financials 
With chemicals, it is pretty simple. When times are good, companies are investing and 
getting exuberant. As the business cycle turns, there is overcapacity and prices collapse. 
In packaging, sales dropped 9% while volumes stayed stable. This resulted in the 
operating margin falling from 12.7% to 1.4%. Practically the business is losing money 
now. 

 
Here are the summary financials: 

 
At best, things should remain like this going forward or there could be a recession and 
then things would look even uglier. With operating margins in the low single digits, it is 
ugly and it might look even uglier. With the interest expense of $840 million per year, the 
profit is zero at best. 
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With almost $3 billion in depreciation, they need that amount just to keep things stable. 
That means given the operating cash flows, they are underwater when it comes to capex. 

 
Plus there is the 2 billion dividend. Alongside the negative $2 billion FCF, the DOW needs 
$4 billion just to keep up. 
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For now they have managed to keep debt stable through value unlocking activities and 
asset sales, but the debt is now close to the market capitalization, which is never a good 
sign. 

 
In short, the company is not profitable, it is not known when it will be, as soon as the non-
recurring cash flows stop flowing, it will need to intensify the borrowing to keep things 
running, cut the dividend again and hope for a US economy revival. It looks ugly, but ugly 
is the time to buy cyclicals, not great times! (those buying this in 2022 for the 5% yield 
have hopefully learned their lesson). 

The investing risk and reward 
It is simple, if there is a recession, a proper one, where the FED's tools stop working, we 
enter stagflation, the company is not set up to survive that in the current form. This is 
because of 15 years of loose financial markets allowed them to borrow, to boost dividend 
and to invest heavily into capacity, like everyone else did. When the cycle turns, it looks 
ugly and there is risk of total loss here. The bond holders are now at $15 billion, let's say 
they need to borrow another $5 in the coming year or two, that is $20 billion, if they cut 
the dividend again, the market capitalization could go to $12 billion. At that point there 
could be default, recapitalization or a cheap takeover. We haven't seen ugly since 2009 
so what I am saying might sound crazy, but let me stick to being crazy when it comes to 
risk. 

On the reward side, any kind of guidance where things somehow return to normal, would 
push the stock up 50%... 

Conclusion: Dow Inc. is too risky for value investing. 

REWARD: FED cuts, FED prints, revival of US true economy for a while, DOW is better. 

RISK: Recession, two year chemical downturn, more debt, dividend cut, uglier... 

MARGIN OF SAFETY: Given the debt, none! 
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BASF - a bit expensive for a margin of safety...but... 
Great times for BASF as emerging markets were booming and the old economies were 
still doing ok. Now, alongside more expensive natural gas as an input in Europe, those 
economies are declining while global competition is intensifying. 

 

BASF Business & Financials 
A little bit more diversified, so not all that bad. 
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But the outlook, except for agricultural solutions is not that great. 
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They are also selling assets: 

What I don't understand is why would you sell assets in a downturn; you are getting cents 
on the dollar now ?!?!?!?!?! Oh, but Sven: "it could improve margins and make the 
company look better to analysts, plus the investment banker gets a nice fee on the deal 
and they always invite us to these cool Wall Street parties......"  

The outlook seems positive for the company, and it also assumes growth ahead. 
However, free cash flow will not be existent.  

 
A key factor for BASF is their 10 billion EUR Verbund investment in China, a bet on higher 
economic activity there for the next decade. (From conference call:) 
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However, if the new plant is ramped up in a weaker market, the profits might not be there, 
but the debt is already there. Cash flows are negative, and Q2 was also bad for net 
income. 
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There is 22 billion of debt on the balance sheet. 

 

 
With EBITDA of 7 billion, 5 billion for capes, more than 1 billion for interest, add a bit of 
other costs that are always there, and you are at zero value creation.  
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BASF Stock Valuation 
BASF's plan in 2024 was for 12 billion of distributions or 3 billion per year between 2025 
and 2028. 

 
From a value perspective, there can be IPOs or sales: 

 
Verbund should then add 1 billion of EBITDA by only 2030. 
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But it all depends on how the cycle will go: 

 
On the cycle, analysts see we are close to bottom, but not yet out of the woods... 
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Here is where Dow will have it hard given that the growth is expected to come from Asia, 
for practically everything in the future. 

 
A significant decline in CAPEX will allow for better cash flows. 

 
But, for this to happen, the cycle needs to improve too. If not, it is all about survival.. 
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Another risk with these old businesses are pensions, if the markets crash, obligations go 
up.  
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BASF Stock Valuation 
Market capitalization is 37 billion. In a good year they can make 4 billion of cash flows for 
distribution which means at peak cycle, the current yield is 10%. To buy a cyclical, the 
yield needs to be 20%.  

 
There is not yet enough paid, a DOW Inc. situation is something to look for.  

All in all, if chemicals grow over time, it looks interesting, especially for the Asia exposure. 
The diversification lowers the risk a bit, as there is value. So, it is interesting... 

 

Apart for economic activity, the key is also the chemical cycle. Here is BASF's CEO 
explaining the current situation and focusing on the long-term. Whenever an investment 
doesn't go as planned, one always turns to the long-term :-))))0 

But, there is higher competition even than expected, you don't have a moat, and therefore 
you have to accept the margins given by the market... 

It is not a great business, just an ok, necessary business... 
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I'm thinking that the developed economies lived above their standards the past 15 to 25 
years. That might put a strain also on emerging markets and things might be just a bit 
slower than in the 2010s, plus interest rates are not at zero anymore...  

From a pure value investing perspective, I must look for better... it is as simple as that... 
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LyondellBasell LYB - looks good, which means risky 
The stock is down like DOW, the dividend seems to be still there, $15 billion market 
capitalization. 

 
LyondellBasell is one of the world’s largest chemical / polyolefin / polymer companies. 

Outlook is for stability, but might have to be updated: 

 
A note on chemicals to keep in mind: 

Historically, in the 2008–2009 financial crisis, LyondellBasell did file for 
bankruptcy / reorganization under Chapter 11. 
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It seems the dividend is not sustainable in case of longer chemical downturn: 

 
The debt is $11 billion: 

 
The debt is more than 5 times operating income: 

 
a longer downturn, US recession, and we are back to 2009. 

The time to look at the sector will be when there is capitulation, where there are no 
dividends, and most have left the building... 
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Lanxess ETR: LXS - ENVALIOR... 
Lanxess stock also shows the same cyclical weakness. The dividend has already been 
cut. Let's see what is going on. 

 

The Envalior situation 
In practice, if EBITDA goes down, so does the purchase price for the company. 
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We don't know what the EBITDA of ENVALIOR will be in the 12 months preceding the sale, 
but here is a possibility: 
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The Envalior stake is already on the balance sheet, so it will not change equity or things. 
But, they will use the proceeds to lower debt. I see debt below at EUR 2.4 billion. Minus 
1.2 billion it would lower things to 1.2 billion. 

 
From a valuation perspective, they have lowered their EBITDA guidance, based on an 
improved 2H of the year: 
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let's say 500 million in EBITDA, minus 250 million in investments, minus 100 for interest, 
minus, other... we are left with 100 million, which should not be bad. Not great, but not 
bad. Here is the cash flow: 

 
Perhaps this is the chart that perfectly explains the sector, utilization is down from 80% 
to 65%. 
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When and if they get 1.2 billion for their Envalior stake, and also get their 200 million loan 
back, that could bring net debt to below 0.5 billion. That would create a dividend 
reitroduction and other... 

 
So, as a clean company, if they do 600 to 800 million of EBITDA in a good year, deduct 300 
of capex, 100 or less for debt, that leaves between 200 and 400 in FCF. If I take 300, that 
is 15% yield on the current market capitalization. 
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Risks: debt is high now, any delays in Envalior, recessions, buyer financing issues, could 
make the situation uglier. 

Reward: with a clean slate, some kind of economic rebound, this would look nice and be 
a 2x. If they manage to clean things, and then take advantage of a possible rebound in 
2027/2028, this could be a 2 to 3x... 

 
From Einhorn's presentation 

This remains interesting... 

 

 

 

https://www.google.com/url?sa=t&source=web&rct=j&opi=89978449&url=https://www.greenlightcapital.com/Download.aspx%3FID%3Db38bf3a5-3a99-471b-bd63-6eb1577dfbf2&ved=2ahUKEwjloYqk6vWPAxXMg_0HHd3eG3AQFnoECBsQAQ&usg=AOvVaw0y3fScZvY1s05wv8AP7kc7
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Evonik 
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Their target is go add 1 billion to EBITDA. But, at 7 billion marke cap, 2 billion of EBITDA is 
also good.  

 
Dividend plan, plus more when and if things improve: 
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Ok, there is a lot of debt: 

 
If EBITDA is 2 billion, times 8, is 16, minus 5 billion in debt, is still 11... which is where the 
company used to trade. 

Guidance has been lowered: 
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Buy maybe they still reach 800 million in FCF. 

 
 

Hm, not bad, nothing special... could be interesting, like all chemicals in a revival... but 
for that, given everybody has extra capacity, we might need to wait... 
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Celanese - Highest upside! 
Auch... 

 
Celanese acquired DuPonts Mobility and Materials for $11 billion on debt in 2022, at the 
peak of the cycle. The cycle turned, all what is left is debt and no profits. 

The current situation is more than $12 billion in debt which results in 5.6x EBITDA.  

They say free cash flow is still possible: 
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Also to reach $2 EPS per quarter. 

 
They still make $1 billion from operations, that might be even lower in the future if the 
downturn persists or if we have a recession. $400 million for necessary capex leads to 
$500 million. Just to lower the debt to less than 2 times EBITDA it would take more than a 
decade... 
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A lot of things could improve but also a lot of things can go wrong. 

This stock has the highest upside, because if things improve and go back to 2022, you 
have more than a 2x easily. If not, you can also have a zero in case of a recession.  

Too much debt for value investors. 
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Eastman Chemical 
if you look at these charts, there is no real value creation, it is mostly just getting lucky in 
a cycle, and dividends when possible... a very higly competitive environment with no 
moats. 

 
Another huge debt pile: 
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Du Pont - Different game... priced so.. 

 
Differentiated business, but also expensive, promising growth.. 
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