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Editor’s letter El

Plus ca change...

Will the DuPont-Dow mega-merger go ahead and what are the implications?

months in the chemicals industry and

downstream, with some of the most
intensive M&A activity in many years. As
so often, when companies cannot grow
through the marketplace, at least not
enough to shine on Wall Street, they
grow by buying each other.

In oilfield services, three may become
two when Halliburton acquires Baker
Hughes (page 6) while in pharma,

Pfizer is poised to acquire Allergan in a
staggering $160 billion deal. In agrochemicals,

the long anticipated consolidation among the six
remaining R&D-based giants was finally kick-started
by the announcement in early December that DuPont
and Dow were planning to merge into a single
company with a market capitalisation of $130 billion.
And agro is not even close to being the half of it.

DuPont and Dow, lest we forget, are two of the
US’s oldest chemicals companies as well as the
largest. For all that Dow CEO Liveris Andrew Liveris
portrays this as something that was many years
in the making — | personally doubt that a defunct
collaboration in elastomers really counts and it is
hardly surprising that there were existing connections
between them - this comes as a seismic shock.

What came next, though, was entirely predictable.
DuPont had already announced a $700 million
global cost saving and restructuring plan that will
be implemented in parallel, with some 10% of the
54,000-strong workforce likely to go. Its home state
of Delaware, inevitably, will bear the brunt.

Shortly afterwards, news leaked out that the historic
DuPont Central Research & Development organisation
will shortly pass into history (page 42). Whilst details

I t has certainly been an interesting few

, are still sketchy, there seems no doubt that there

will be an impact on the laboratories at Chestnut
Run and Experimental Station in Wilmington, which
have delivered many of the innovations on which the
company’s fortune was built over the last century.

There is also no doubt, whatever PR clichés are
spouted about ‘synergies’ and ‘innovation’, that
this merger was driven first and last by financial
considerations. And if you won't take that from a
cynical British left-winger, take it from the Wall Street
Journal, which described the announcement of the
merger as “the sound of corporate America:giving up”
or Fortune’s Adam Murray who said “Unless you are
an investment banker, it's hard to feel good about
the deal”.

Both firms had been labouring under pressure from
‘activist’ shareholders trying to force through short-term,
shareholder-pleasing changes to the board and
strategy over the past years. Both seemed to win the
battle but lose the war, particularly at DuPont, where
Ellen Kullmann saw off Trian Partners’ attempts to
foist their nominees onto the board at the shareholder
AGM but still had to retire abtuptly a few months later
ahead of bad news on the dividend.

Predictably, neither ‘activist’ was that gracious
about the end result. Third Point’s Daniel Loeb

complained that the announcement
came a day before the end of a
standstill agreement preventing him
buying more shares or criticising the
firm and called Liveris's appointment
as chairman of the combined

firm “a slap and an insult to Dow
shareholders”. Clearly he didn't like
a taste of his own medicine...!

More depressing, however, was
the response of Trian’s Nelson Peltz,
who said that DuPont’s “strategy to
leverage ‘integrated science’ capabilities has, in our
view, led to speculative corporate R&D investments
and lacklustre return on invested capital”. Um, Nelson,
that’s the nature of research. You really should know
that by now.

Most of the analysis, inevitably too, has been
from a financial point of view, with analysts arguing
about what the upside is for shareholders. The rest
has mostly been about whether the deal will get the
go-ahead at all. Certainly regulators will want to take
a very close look at it. Shareholders — or to be more
precise, those who claim to speak in their name -
may also shape the process.

What is genuinely new and interesting is the plan
to split ‘DowDuPont’ into three separate firms focused
on material science, agriculture and speciality products
(in order of size). Assuming all this proceeds, will they,
as Dow and DuPont stated (and as their nemeses
said, albeit in a somewhat different context), be able
to operate better outside a corporate structure?

The claim is that each new company will be more
‘streamlined’ and ‘focused’, yet with a higher market
share in the specific areas in which they operate,
meaning greater purchasing power and higher
margins. They would also have a better financial
position, which would enable them to grow and
innovate. Assuming, of course, another ‘activist’
doesn’t latch onto them...!

What is also certain, it seems, is that the proposed
merger will have a big knock-on effect among
competitors seeking comfort in size. In agro, a
sector troubled by the recent brake on its impressive
growth and shedding jobs rapidly, it was already only
seemingly a question of who-buys-who.

Will Monsanto finally do a deal with Syngenta which

 rebuffed it several times already, as noisily advocated

by a group claiming to represent the shareholders?
The Syngenta chairman admitted in late December
that they were in touch and that “going it alone is
hardly possible”. Or will ChemChina, flush with cash,
return to up the ante?

And, as and when that happens, what about BASF
and Bayer? And, on a wider scale, will BASF, itself
rather quiet after an uncharacteristically aggressive
shopping spree a few years ago, seek a major
acquisition to bolster its still world-leading position
in chemicals? It's going to be a wild ride.

Dr Andrew Warmington
Editor — Speciality Chemicals Magazine
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