
Measuring the Moat 
 

2 dimensions to sustainable value creation:  
1) magnitude of spread between ROIC (return on invested capital) and CC (cost of capital) 
2) duration of the positive spread (CAP – competitive advantage period) 

 
 
3 Parts of Industry Analysis 

1) Lay of the land 
 

a. Mapping 
 
Example for Airlines 
 
 
 
 
 
 
 

 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



b. Profit Pools 
 

- Profit pools reveal value creation by industry.  
- X-axis is invested capital or sales as a % of industry  
- Y-axis is (ROIC – CC) (Mauboussin uses CFROI – cash flow return on investment) 

 
Airlines Example 
 
 
 
 
  
 

c. Industry Stability  
 

- Market share stability and pricing stabillity 
- Absolute average changes of 2.0 or less over five years reveal a stable industry 

 
Automobile Market Share Example 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Pricing Stability  



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2) Industry Structure  
 

a. New entrants (barriers to entry) 
 

- Entry and exit rates (most entrants don’t survive 10 years but those who do, thrive) 
- Minimum efficient scale (for high fixed cost business, there is higher barrier to entry b/c 

economies of scale) 
- Patents 
- Learnings curves 
- Network effects 
- Expected payoff 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

b. Rivalry  



 
- Herfindahl-Hirschman Index: 10,000 * sum(market shares)^2 
- Higher the number, the more concentrated the industry is 

 
 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
3. Likelihood of innovation – look for disruptors 
 

- The point of Disruption Theory is that passive over disruptive innovation appears 
completely rational 

- Three types of innovations  
 

a. Sustaining (not disruption) 
b. Low-End disruption (Southwest Airlines) 
c. New-market disruption (streaming) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Firm Specific Analysis 
 

1) Value creation = willingness to pay – opportunity cost 
 

a. Value Chain – at which point is a company strong/weak? 
 

- R&D 
- Supply chain management 
- Operations 
- Sales and marketing 
- Customer support 

 
 

b. Production Advantages 
 

- Supply-side vs. demand side 

 
 

- 4 Areas of supply side advantages 
o Distribution  
o Purchasing 
o R&D 
o Advertising 

 
 
 
 
 
 
 
 



c. Consumer Advantages 
 

- Horizontal differentiation: consumer preferences 
- Experience goods: reputation, credibility, image 
- Switching costs 

o Contracts 
o Training  
o Databases 
o Search costs 
o Loyalty programs 

 
- Network Effects 

o Radial is less powerful than interactive 
 
 
Power of Consumer Advantages 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2) Firm Interaction 
 

a. Game Theory 
- Capacity Addition 

 
b. Brands 
- Best way to consider brands is by the amount of value added 
- Usually consumer surplus vs. production advantages 

 
c. Management Skill vs. Luck 
- The two things that matter: 

o Better over cheap 
o Increase revenue over decreasing cost 

 



Checklists  
 
 
 


