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INTRODUCTION
Company analysis is the analysis of an individual company, and it requires 
understanding a company’s industry and identifying its peers.

- An industry is a group of companies offering similar products and/or 
services, whereas a sector is a group of related industries.

- A principal business activity is a source from which a company derives a 
majority of its revenues and/or earnings.

- A peer group is a group of companies that are engaged in similar business 
activities, and whose economics and valuation are influence by closely-
related factors.
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USES OF INDUSTRY ANALYSIS

• Stock selection
• Credit analysis

Understanding a company’s business and 
business environment

• Security selection
• Industry or sector rotation

Identifying active equity investment 
opportunities.

• Performance attribution
• Industry or sector selection

Portfolio performance attribution
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<RRG>
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APPROACHES TO IDENTIFYING SIMILAR 
COMPANIES

• Similar products and/or services
• Industry and sector classification
• A company’s principal business activity

Products and/or 
services supplied

• Cyclical companies have profits correlated with 
the overall economy

• Noncyclical companies’ performance is 
independent of the economy

Business-cycle 
sensitivities

• Groups based on correlations of security returns
• Based on historical returns, but relationship may 

not continue in the future
• May associate firms based on chance or may 

exclude important relationships

Statistical 
similarities
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SECTORS

Basic Materials and 
Processing

Consumer 
Discretionary Consumer Staples Energy

Financial Services Health Care Industrial/Producer 
Durables Technology

Telecommunications Utilities
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<BI>
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CLASSIFICATION SCHEMES

• Produced by private enterprises, such as analysis firms 
and financial services firms.

Commercial industry classification schemes

• Produced by government agencies
• Goal: facilitate comparisons over time and across 

companies

Governmental industry classification 
schemes
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INDUSTRY CLASSIFICATION SCHEMES

• Developed by Standard & Poor’s and MSCI
• Classifies companies for developing and developed countries
• Based on business activity, classifies each company into a sector, 

industry group, industry, and sub-industry

Global Industry Classification Standard (GICS) 

• Classifies companies by products and services
• System has sectors, sub-sectors, and industries.

Russell Global Sectors (RGS)

• Developed by Dow Jones and FTSE
• Classifies companies by source of revenues
• System has supersectors, sectors, subsectors, and industries 

Industry Classification Benchmark (ICB)
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GOVERNMENTAL INDUSTRY CLASSIFICATION 
SCHEMES
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International Standard Industrial Classification of All Economic 
Activities (ISIC)

Statistical Classification of Economic Activities in the European 
Community (NACE)

Australian and New Zealand Standard Industrial Classification 
(ANZSIC)

North American Industry Classification System (NAICS)



IDENTIFYING PEER GROUPS
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Examine classification systems

Review subject company’s annual report

Review company’s competitors’ annual 
reports

Confirm comparability with potential 
peers



<RV>
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<RV>
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DESCRIBING AND ANALYZING AN INDUSTRY
• Analysts examine statistical relationships between an industry and business 

and economic variables
• Analysts develop forecasts, often developing scenario analyses
• Analysts may examine strategic groups, which are companies that share 

similar business models or specific market segments.
• Analysts often classify an industry based on its stage in the industry life cycle.

- The experience curve is a representation of how the direct cost per unit of a 
good or services produced or delivered declines as a function of cumulative 
output.
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FRAMEWORK FOR INDUSTRY ANALYSIS

Intensity of 
competition

Demographic 
influences

Macro-
economic 
influences

Governmental 
influences

Technological 
influences

Social 
influences
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EXTERNAL INFLUENCES ON INDUSTRY 
GROWTH, PROFITABILITY, AND RISK

• Macroeconomic influences include the level of production, interest rates, 
availability of credit, GDP growth, and inflation

• Technological influences include new products that change how companies do 
business and enhance productivity

• Demographic influences include the distribution of consumers by age, location, 
and gender

• Governmental influences include tax rates and regulations
• Social influences include how people work and spend. 
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STRATEGIC ANALYSIS OF AN INDUSTRY

Porter’s “Five Forces” 
Framework
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Rivalry 
among 
Existing 

Competitors

Threat of 
Entry

Power of 
Suppliers

Power of 
Buyers

Threat of 
Substitutes
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FACTORS AFFECTING PRICING POWER AND 
PRICE COMPETITION

• Barriers to entry are obstacles or hurdles that limit or restrict the entry of new 
competitors in the market
- These barriers keep or discourage new entrants, hence reducing competition 

• Industry concentration is the degree to which some companies may 
dominate the industry in terms of market share.
- Generally, the more concentrated an industry, the less competitive it is

• Industry capacity is the maximum amount of a good or service that can be 
supplied in a given time period
- The more limited the capacity, the greater the companies’ pricing power

• Market share stability is the degree to which market shares change over time
- The more stable the market shares, the less competitive the industry
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INDUSTRY LIFE CYCLE
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Shakeout

Mature

Decline

Growth

Embryonic



CHARACTERISTICS OF INDUSTRIES

Major 
companies

Barriers to 
entry and 
success

Level of 
concentration

Impact of 
industry 
capacity

Industry 
stability Life cycle Price 

competition
Demographic 

influences

Government 
and regulatory 

influences
Social 

influences
Technological 

influences
Growth vs. 

defensive vs. 
cyclical
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ELEMENTS OF A COMPANY ANALYSIS

Company profile

Relevant industry characteristics

Demand for the company’s products and services

Supply of products and services

Company’s pricing environment

Financial ratio analysis

31



SUMMARY
• Company analysis and industry analysis are closely interrelated.
• Industry analysis is useful for analyzing portfolio opportunities, strategies, and 

performance.
• There are commercial and governmental classification systems, although 

determining a company’s peers is challenging because of different business 
activities even within defined industry groups.

• The analysis of the competitive environment of an industry includes Porter’s 
five forces, assessment of barriers to entry, capacity, market share stability, 
and the industry’s life cycle.

• External factors must be considered, including technology, demographics, 
government, and social factors. 
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SUMMARY, CONTINUED
• A thorough company analysis requires investigating the company’s corporate 

profile, industry characteristics, demand for its products or services, supply of 
its products and services, pricing, and financial ratios.

• Spreadsheet modeling can assist the analyst in analyzing and forecasting 
revenues, income, and cash flows, as well as assessing the sensitivity of the 
analysis to the analyst’s assumptions. 
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