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Develey, Session Chairman
The next presentation will be on value proposition of compounds by Timothy
Laughlin from Dow Chemical. The subtitle of the presentation is
„Performance, Costs and Regulatory Drivers for Innovation in a Flat World“.
Tim joined The Dow Chemical Company in Midland, Michigan, in 1984. He
had the following positions in that company: First in Specialty Chemicals
working in Technical Service and Development as well as Sales and
Marketing, then as Global Raw Material Purchasing Director, then as ChlorAlkyl and then Ethylene Oxide and Derivative Product and Business
Manager, then as Building Solution Commercial Director, then as
Hydrocarbons & Energy Global Business Director and finally now as
General Manager for Wire & Cable in Dow Chemical.
Tim graduated from Indiana University with a Bachelor degree in chemistry
and he also g
got an Executive MBA from the University
y of Michigan.
g
Tim, please take the floor.
Timothy Laughlin
Good afternoon!
Thomas Friedman wrote the book „The World is Flat: A Brief History of the
Twenty-First Century.“ The first edition came out in 2005.
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There are a lot of dynamics in the world taking place in the
telecommunication and software industry. But looking at our industry, it
moves very slowly. I look at our product offering and some of our products
have been around for 15 or 17 years and still have a relatively low
penetration rate. This industry is extremely slow in innovation and
adaptation in terms of commercialization of new technology.
In the context of this presentation I would like to reference some of
Friedman‘s comments in his book, because I believe the world is becoming
flat for us as an industry. The other point I would like to reference in my
discussion is us as an industry. We as Dow Chemical feel that in order to be
successful we have to be industry participants. Part of this industry is much
more than selling pellets of products like polyolefin's or a thermoplastics to
this wire and cable industry.
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As we look at some of these regulatory issues
issues, we believe that they are truly
becoming consistent around the world. If you take a look at the dynamics in the past,
of what transpired either here in Russia or in China and India there were very
different standards than what existed in France or North America. But the world is
becoming flat and governments are getting intimately involved. We have an
opportunity to drive innovations as these governments or regulatory bodies set the
need for higher standards because of the cost of non-reliability.
First of all let us talk about mega trends. From a Dow perspective this is driving our
company. The Dow Chemical Company has historically been a product push model.
In this particular business it was taking polyethylene and pushing pellets. But now we
are looking at industries. Our key drivers are: First, health & nutrition. We see
dynamic changes going on and a great need for innovation and investment. Second,
energy. There are tremendous gaps between energy supply and demand. The other
issue is the climate change and the carbon tax. We are very strong promoters of the
carbon trading. It is absolutely necessary to bring transparency to this discussion.
The investment strategy of utility companies depends strongly on this issue. As we
look at transportation & infrastructure there is a great need for investment, not just in
the developed countries but even more so in the emerging markets. Finally when we
look at consumerism, as the net quality of life increases for people all around the
world there is a drive for consumerism, i.e. what these people will truly need. I think,
our industry falls right into the heart of these mega trends. When I look at the
businesses of Dow Chemical only our agricultural business has as an attractive
landscape, comparable to your business. But we have to work collectively together to
benefit from these mega trends. I would challenge ICF as a community to drive these
changes and innovations.
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We are all aware of the fact that in the emerging markets the demand for power and
telecommunications is growing. But it is also rapidly growing in the mature markets.
We see a drive away from transportation fuels to hybrid cars. That is the future we
are going. If you look at the telecommunications. Penetration for high bandwidth
products is low. Within Dow Chemical, I often have to explain why wireless will not
kill our business, because the more we go with wireless the more we need
sophisticated products for cell-phone
cell phone towers,
towers for integration in buildings like this
one. As a consequence we have to innovate.
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This is a survey done in North America with over 50% of the major utilities.
But as we look at our market research, it is very applicable to the
telecommunications industry. So I use this as a proxy. When they think of
key issues, they think in terms of reliability. That is their number one issue.
When we surveyed them, they did not talk about price, but we know in the
market we are in, it is something we have to address.
Many of the surveyed companies are worried about the CO2 issue.
issue But
many of them are looking for ways to put green or sustainability in their
annual reports and their communications to their consumers. This is being
marketed in terms of green renewable electricity today, but it is a
tremendous issue, and also an opportunity.
As we look at the aging infrastructure, this is an issue that relates to new
technology. The corridors are filled, to get new corridors is difficult in any
country.
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As we take a look at demand and reliability in emerging markets, particularly
in China, but also here in Russia as well as in India – and I will use this data
as a proxy – you can see the relative degree of failure in terms of
distribution and transmission of electricity compared for instance with North
America. This is also very similar to the telecommunications industry. There
has been a forego of reliability and technology for price. If you look back
y in p
place for
over the last 10 or 15 yyears,, a lot of the infrastructure was only
10 to 15 years because of the growth. But now you see these mega cities
evolve, the corridors are full, the existing infrastructure that is there was not
produced of the highest quality materials. This is key information we have to
give out.
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We have to look at health and sustainability concerns as opportunities and
not as barriers. Once again this collaborated effort that Friedman talked
about is something that we have to consider when we look at this
opportunity.
In terms of sustainability, one of the dynamics that is taking place is in
emerging markets, it is the true need for indigenous production. You know
this as a fabrication entity within your industry
industry. But from a raw material
perspective this creates significant challenges, because countries like
Russia or China want us to have the capabilities to produce our products.
This is very contrary to the scale we have to build facilities to make them
economical. As a consequence you have seen goods produced with lower
quality materials for lower demanding applications.
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Now let us talk about polyethylene in the trade world. We are in the midst of
a major change here. There is mass migration of new and additional
capacity into the Middle East. Therefore we looked at the industry and drive
the lowest base economics.
Now, the Middle East has obviously the gift of raw materials, but there is
g that capacity
p
y in the Middle East and that is jjob
another factors driving
creation. The capital intensity of these projects is going up significantly and
this cost will be subsidized by the natural resources that exist. It is also a
way to monetize natural resources outside of the context of OPEC quotas.
As these assets migrate to the Middle East, you will see two drivers:
Monetizing the raw material outside the typical OPEC quotas as well as the
deployment of jobs.
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If you look at the capacity, that will be added in the Middle East, it will only be
about 15% of the overall production.
The naphtha base polyethylene production core will still set the standard price
around the world. Incrementally you will see volume exported out of the Middle
East around the world. In order to understand the capacity that is being added, it
is important to know, that it is all commodity or fungible plastics.
Within the wire & cable industry we consume less than 3% of the polyethylene
produced in the world. The production requirements for this are quite different
from film applications or injection molding applications, which represent over
70% of the overall polyethylene production in the world.
We will see rationalization of capacity. It will take place primarily in Europe.
There will be some in Japan, potentially some in Korea. With this we will see
significant producers go by the wayside. We see trade flows continuing in the
direction of Middle East to Asia/Pacific, we will see North America continue to
move material to Latin America, but much less to Asia/Pacific.
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Let me now talk about some performance criteria that have come to the
forefront when we look at our requirements. There are a host of issues in
terms of sustainability of the transmission and distribution network. Those
will play out again as the cost of carbon becomes more transparent. We see
a lot of discussions on the smart grid, the reliability of the system and the
economic consequences, a high interest in low volatile organic compounds
((VOC)) materials,, fire retardancyy and moving
g awayy from PVC. Manyy in the
industry are driving these types of standards, personal electronics is a
perfect example. Steve Jobs came out 2 years ago saying: My Apple
computers will not have any PVC in it! Our indication is that once Apple
goes, the whole consumer electronic industry will follow.
There are some major trends happening in our flattened world and these
represent opportunities beyond our core capabilities that we have today.
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The cable cost compared with the installation cost is very low. If you take a
look at the cable itself, the vast majority of it is metals as conductors. When
we look at the economic impact in the context of a value proposition it is
very important that you market and sell what we are providing. We provide
durable products, that provide significant functionality. The economic
consequences of failure are dramatic. If we do not mark our value in the
g
to price.
p
In the situation today,
y, where demand
market,, we will be relegated
has fallen off, our margins have become very thin, therefore this value
proposition is of great economic importance for us.
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Looking at the standards and regulatory issues, we do see some work going
on. In Europe there was an attempt by the EU to standardize the standards
for electrical cables. That was not a very productive exercise. Every country
in the EU document came out with its own standard again, which made it
very difficult for you to optimize what is the highest value proposition.
In the emerging markets, the state grid or the governmental bodies get
intimately involved in taking control of the specification standards
standards. This is the
case in China, Indonesia. It has taken place in India, but it is a very difficult
process to understand and influence.
As these standards are generated, you definitely will see a higher
requirement of the quality products we sell.
As we look forward, we see a tendency at times to homogenize very high
standards and that is not a bad thing.
g But we have to bring
g transparency
y to
what the value proposition is and then move that forward.
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At Dow we push the concept of branding called „Dow INSIDE“. This concept
is based on the pretence that one aspect of your purchase is that this cable
contains the highest quality raw material that exist in the industry.
This is particularly important in the emerging markets. Today there are
fabricators in China and parts of Latin America that have offered cables for
sale that have “Dow INSIDE“ or “Sinopec Inside“ at 20% differential in price.
The cable that has “Sinopec Inside“ will not pass any standard and does not
meet any qualification.
The issue here is again, how do we provide value down the value chain. We
try to improve those standards in an attempt to make the most amount of
money, not only for ourselves but also for our customers, who are buying
our products.
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As we look at the value chain, the critical part of our assessment is not only
to have a look at how we produce materials, to get materials to yourself and
you fabricate materials and you get materials to the market place. One of
our biggest concerns is brand leakage. In certain markets, in particular in
some of the mature markets, there are distributors homogenizing all
suppliers and sometimes they become huge customers. They have been
t t d like
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A a consequence,
they are homogenizing standards to even lower levels. This is of great
concern for us, because this is contrary to selling value for long-term
valuable products.
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We see great opportunities in this flatter world. The current economic crisis
has got us all into a situation that we are in survival mode. As a
consequence it is very difficult to think how we are going to innovate to meet
these new trends. But the reality is: These new trends are significant. There
will be new regulations that will create new demands on us. If we want to
exercise them, the profitability and the growth prospects are there.
We look forward to continuing to try to innovate to meet this growing
demand as well as to make you profitable.
Thank you!
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