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Bekaert

BERTt.BR / BEKB BB

Engineering & Machinery
Belgium

Current price ~ €88.70
Target price €92.00
Market cap €1,910m
Free float 57%

EPS (€) P/E
FY05 6.97 9.4
FYO6E 6.48 137
FYO7E 6.82 13.0
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Capturing Chinese growth

Bekaert increased its tyre cord capacity in China from approximately 45k p.a. in 2003 to
125k p.a. at the end of 2005. The total investment of approximately € 200m entailed the
construction of a new plant at Weihai and the expansion of the Jiangyin and Shenyang
plants. At the end of 2005, Bekaert announced a follow-up investment programme. By the
end of 2006, tyre cord capacity will have expanded to approximately 200k tonnes p.a. With
these expansions, Bekaert has restored its market share in the Chinese tyre cord market to
over 30%. The Chinese tyre cord market is expected to continue growing at spectacular
rate. From a capacity of 368k tonnes p.a. at the end of 2005, the market is expected to
more than double to 765k tonnes p.a. by the end of 2010. As we expect Bekaert to defend
its market share and capture a slice of new growth, the group is unlikely to throttle back on
capacity expansion. In a first phase, we would expect Bekaert to raise capacity at the
Weihai and Shenyan plants. In the medium term, Bekaert will have to decide whether or not
to build a fourth tyre cord plant. We believe the decision to expand in China was the right
move at the right time. However, we should also realise that the market is shifting
production capacity from North America and Europe to China. Hence, Bekaert has to
capture growth in China in order to compensate for lower demand in its mature markets.
Nevertheless, we believe Bekaert will have gained substantial market share over 2005 and
2006 and expect management to defend or even expand this position. We have adjusted
our scenario to take into account more aggressive expansion in China and decided to
increase our target price by € 5 to € 92 per share.
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