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Plant Closures May Boost Dow's Pricing Power

Scott Reeves, 09.05.06, 7:55 AM ET
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A recent decision by Dow Chemical to shut down certain plants could have a positive pricing impact for the
company, according to a recent report from UBS Investment Research.

Dow Chemical (nyse: DOW - news - people ) announced Thursday that it will close certain operations,
including two plants in Canada and one in Italy, in an effort the company said will ultimately reduce structural
costs by about $160 million annually.

The decision will reduce capacity in polyethylene, polystyrene and some chlorine and derivatives. Dow
Chemical will take about a $600 million charge to shut down plants.

Jeffrey Cianci, an analyst at UBS Investment Research, said the closures could impact pricing power for the
industry by further tightening supply in certain industry sectors that are already running at relatively high
operating rates.

"In particular, polyethylene and caustic soda could see the most immediate improvement in pricing power,"
said the analyst in a report.

UBS Investment Research restated its "buy" rating for Dow Chemical with a $50 price target that is equal to
ten times peak earnings.

"This is also a slight premium to the smaller cap and more leveraged peer group,” Cianci said. "We feel
warranted given Dow's superior balance sheet, growth returns and liquidity."

Dow's competitors include BASF, DuPont (nyse: DD - news - people ) and ExxonMobil (nyse: XOM - news
- people ) Chemical

Dow Chemical's stock has a 52-week range of $33 to $47.21.
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