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Electronic Components | Japan

Investor Visits in Singapore &
Hong Kong

We held 31 one-on-one meetings with institutional investors in
Singapore and Hong Kong during June 22-26, and a group lunch
meeting with institutional investors in both Singapore and Hong
Kong, mainly discussing MLCCs and ABF package substrates.

Key Takeaways
B We expect Murata Mfg's MLCCs to continue to see ASP growth driven by

improvements and changes in product mix; our rating remains OW.

B The gap in corporate value between companies that implement price hikes
readily and those that continuously enhance product competitiveness is likely to
become more pronounced

B While we expect Ibiden to continue expanding earnings, market consensus
appears too high. Our rating remains UW.

Discussions focused mainly on MLCC and ABF package substrates: We assign
investment ratings to 20 companies engaged in electronic components. In
discussions with investors in Singapore and Hong Kong, the main topics included (1)
the positioning of Murata and Taiyo Yuden in high value-added MLCCs for Al servers,
(2) supply-demand and pricing of commeoditized MLCCs, (3) differences between the
MLCC market in 2018 and 2026, and (&) Ibiden's technological competitiveness and
valuation in ABF package substrates.

Murata's MLCCs to see significant ASP growth even without price hikes due to
increasing sales of high value-added products for Al servers: We expect that in Al
server accelerator boards, the total capacitance required of MLCC increases at
roughly twice the rate with each new generation of GPUs, while installation space
remains limited, supporting continued growth in demand for compact, high-
capacitance, high value-added MLCCs. Murata has advanced miniaturization and
higher capacitance of MLCC not only by refining and homogenizing the particle size
of barium titanate (key material) and increasing the number of layers, but also by
narrowing the width of external electrodes to increase volume of dielectric layers. It
plans to increase sales to Al/data centers by 85-90% Yo in F3/27, assuming volume
growth of ~40% and ASP growth of ~50%. The ASP increase does not assume unit
price hikes for identical products, but rather reflects a roughly 50% rise driven by a
higher mix of high unit price, high value-added products. Investor interest in our
meetings was almost entirely focused on the extent of price hikes in commoditized
products, with little attention paid to the likelihood of earnings expansion driven by
growth in high value-added products. We expect the gap in corporate value between
companies that raise prices indiscriminately and those that continuously improve

product competitiveness to become increasingly evident.
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UPDATE

Market share ranking for Al server high value-added MLCCs is 1) Murata, 2) SEMCO, 3)
Taiyo Yuden: We estimate MLCC market share in 2025 at 40.8% for Murata
Manufacturing, 22.5% for SEMCO, and 11.3% for Taiyo Yuden. We estimate MLCC sales for
Al/data centers accounted for 10-15% of Murata's total MLCC sales in F3/26, and forecast
this will increase by 85-90% YoY in F3/27 to account for 20-25% of MLCC sales, and
continue growing at a similar pace from F3/28 onward. For Taiyo Yuden, we estimate Al/
data center MLCC sales accounted for 5-10% of total MLCC sales in F3/26, and will
increase by 82-83% YoY in F3/27 to around 15% of MLCC sales, and continue expanding at
a similar pace from F3/28 onward. Demand for MLCC such as 1608 size 100uF, 1005 size
47F, and 0603 size 10pF is increasing significantly in Al servers, but it appears that only
Murata can stably mass-produce all of these products. While the timing of when Taiyo
Yuden will achieve stable mass production of all these MLCCs remains unclear, by the
time it does so for products comparable to Murata's, we think Murata is likely to be mass-
producing even smaller, higher-capacitance MLCCs. Although we expect Taiyo Yuden's
earnings to benefit from increased sales of MLCC for Al servers/ data centers and higher
utilization rates, we believe Murata remains the only company capable of stably supplying
high value-added products, and thus the contribution of high value-added products to
Taiyo Yuden's earnings will likely be limited. In addition, as Taiyo Yuden froze capex in 2H
2024, we estimate MLCC production capacity growth was limited to around 5% in F3/26,

constraining its ability to capture new business.

The gap between companies that implement price hikes at each opportunity and those
that continuously enhance product competitiveness will become more evident over
the medium to long term: Many Japanese electronic component companies, including
Murata, combine strong technological competitiveness with cost competitiveness. Many
of these companies earn high levels of profit supported by their advanced products, while
also maintaining strong cost competitiveness in commoditized products. Prices fram
distributors to customers for commoditized MLCC appear to be rising. We infer that
Murata adjusts prices flexibly in line with market conditions for commoditized products.
Murata does not proactively implement price hikes for commoditized products because
while such increases may maximize short-term profits, they risk lowering barriers to entry,
facilitating entry by companies from China, South Korea, and Taiwan, and ultimately
leading to share erosion over the medium to long term. In contrast, many companies in
China, South Korea, and Taiwan that pursue short-term profit maximization through
indiscriminate price increases appear not to allocate sufficient resources to R&D or to
improving production technology to enhance product competitiveness. While rising prices
for commoditized products may boost short-term profits for companies focused on these
products, we argue that they are unlikely to contribute to medium- to long-term market
share gains or expansion in corporate value.

While we expect Ibiden to continue expanding earnings, market expectations appear
too high: We estimate Ibiden began volume shipments of ABF package substrates for
NVIDIA's Rubin in 4Q F3/26, and expect sales of ABF package substrates for Rubin to
exceed those for Blackwell in 1Q F3/27, driving continued earnings expansion through
growth in high value-added ABF package substrates. We expect ABF package substrates to
continue to become more value-added, driven in part by increases in SAP size. That said,
we forecast OP at ¥94 7bn in F3/27 (company forecast ¥90bn, FactSet consensus
¥997bn), ¥128.5bn in F3/28 (company forecast ¥150bn, FS consensus ¥151.5bn), and

¥242 6bn in F3/31 (company forecast ¥300bn). While we expect continued earnings
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growth, we believe market expectations for Ibiden are too high. We expect earnings
expansion driven by EMIB-T; however, we believe meaningful contribution to Ibiden's
earnings will materialize from F3/29 onward. While we expect pricing to significantly
exceed that of existing ABF package substrates, we see it as difficult for EMIB-T products
to achieve profit margins comparable to NVIDIA's existing offerings.

Exhibit 1:  Electronic Components Industry: Gaps between recent share prices and PTs
{base, bull, bear case fair value)
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Exhibit 2: Sales and OP for coverage electronic components companies
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Exhibit 3: Current valuation comparisons
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Exhibit 5
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Exhibit 4: MLCC market share
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UPDATE

Sensitivity of OP to forex for coverage electronic components companies

FX sensitivity

(JPY bniyear) Assumption:¥150/USD

Assumption:¥160/USD

USDIJPY OP (JPY bn) Change (%) OP (JPY bn) Change (%)
90.7 4% 987 4%
1.0 1532 -3% 163.2 3%
15 1140 £% 129.0 6%
0.3 25.7 6% 287 6%
20 3258 -3% 3458 3%
12 431 -12% 551 12%
01 42 9% 50 9%
01 381 -1% 391 1%
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03 74 -17% 10.4 17%
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03 210 -T% 240 7%
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1,468.3

Exhibit5: MLCC market share (CY25)
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