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Engineering Competitive 
Advantage.   

Compounder’s 
Law shows that winners 

aren’t out-strategizing 
rivals—they’re out-

pacing them by 
engineering loops 
that reinvest gains 

(G), shorten loop-refresh 
half-life (LRH), and 

amplify speed 
via PsyCap, tracked by a 

single board-grade 
metric: CAR. 

 

 

Compounder’s Law: Engineering Competitive 
Advantage with Endogenous Loops and 
Psychological Capital  
You are not being out-strategized; you are being out-paced.  

Competitive advantages today decay faster. Most misses on growth, time-to-market, margin, and 
cash conversion come down to two root causes: refresh time is too long (it takes weeks or quarters for 
a lesson to change and have an impact) and gains leak (improvements aren’t deliberately recycled 
into the next run). Those two forces flatten growth, compress EBIT, and delay cash. Quietly destroying 
value. Shipping a product six months late reduces five-year profit by about 30%, whereas being 50% 
over the annual (R&D) budget cuts profit by only 3-4%. If knowledge and skills create advantage, the 
practical question is simple: why do so many companies struggle to spread and reinvest them? 
Compounder’s Law is the answer and shows how persistent outperformers manage both. It says that 
the advantage is engineered inside the firm. Treat the business as a set of loops. These repeatable 
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cycles improve themselves each time they run and pull two levers on each side: increase loop gain 
(G), the share of each improvement recycled into the next pass; and shorten the loop-refresh half-life 
(LRH), the time it takes for new learning to change behavior at scale. Culture is the accelerator on 
time. We track the entire effect with a single, board-ready metric, the Compounded Advantage 
Rate (CAR), so speed aligns with profit, cash, and ROIC. Install CAR, run a 90-day pilot on one critical 
loop, and if CAR doesn’t rise, redesign the loop, not the idea. What gets measured compounds. 
 
Exhibit 1: What is different? 
Criteria Classical Flywheel Dynamic Capabilities 

RBV 
Compounder’s Law 

Origin of 
advantage 

Exogenous momentum 
from market position 

Asset discovery & 
reconfiguration 

Endogenous creation via 
engineered loops 

Unit of analysis Business momentum 
metaphor 

Capabilities & resources Feedback cycles that 
self-fund & self-learn 

KPI None (metaphor) Capability audit 
(qualitative) 

CAR (board-visible, 
finance-grade) 

Culture’s role Enabler Context Quantified accelerator 
(PsyCap → shorter LRH) 

Manager levers Push harder Sense-size-transform Raise G, compress LRH; 
amplify via PsyCap 

 
 
A Loop: The Firm’s Atomic Unit of Competitive Advantage 
 
What do we mean by a “loop”?  
 
Exhibit 2: Compute CAR in 5 steps 
CAR = (1 + G)^(T / (LRH / f(PsyCap))) – 1 
1. Pick a loop (e.g., idea → build → run → learn) 
2. Estimate G = % of gains reinvested next cycle (budget, time, data) 
3. Measure LRH = median time for new learning to change behavior at scale. 
4. Pulse PsyCap (PCQ-12): use team mean to drive LRH (e.g., +1.0 PsyCap = -10-15% LRH) 
5. Calculate CAR with the formula and track quarterly; report next to ROIC/FCF 
 
Definitions: 
G (Loop Gain): part of realized gains reinvested into the next cycle 
LRH (Loop-Refresh Half-Life): time for learning/design changes to adjust the behavior of scale 
PsyCap: Psychological Capital (HERO) acting as an accelerator that reduces LRH. 
 
A loop is a repeatable causal circuit (input → work → output) where the outcome is measured and 
a pre-committed reinvestment path feeds that signal back into the next loop, so the circuit improves 
its future performance. A valid loop has closure (output changes the following input), cadence (a 
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named iteration interval), telemetry (numeric signal), agency (the team can act on learning), 
and refreshability (learning propagates quickly). That is the unit where Compounder’s Law applies, 
regardless of the industry; otherwise, you have a process, not a compounding loop. Compounding 
loops hide in plain sight; every company, even those with project-heavy environments, has critical 
loops, and nothing looks urgent until the curves go vertical. Whether it is consumer goods (branding), 
retailing (merchandising), B2B (projects), bio-manufacturing, or agentic operations, the key is to have 
the feedback and reinvestment paths explicit. Define them this way, and any company / CEO can 
identify the loops that matter, measure G and LRH, and start compounding by continually reinvesting 
gains (G) into their core capabilities and improvements; small gains, relentlessly repeated, will 
compound (LRH) into exponential performance gains over time. 
 
Think of a “lily-pond”, where each day the number of lily pads doubles, and on the 29th day the pond 
is still only half covered. This highlights the importance of focusing on measuring doubling time more 
than on today’s visible coverage. 
 
 
The C-A-R Law: Measuring Compounded Advantage Rate 
 
At the heart of Compounder’s Law is a simple formula capturing its essence. We call it the CAR 
formula, where C-A-R stands for “Compounded Advantage Rate.” This concept is analogous to the 
compound interest rate, but applied to performance metrics rather than money. The formula can be 
expressed as: 
 
Future Performance = Current Performance × (1+CAR)T; where CAR = (1 + G)^(T / (LRH / f(PsyCap))) – 
1, and T is the time horizon in years (or a consistent period). 
 
CAR is the fractional improvement per period. In plainer terms, if your compounded advantage 
rate is, say, 10% per year (0.10 in the formula), then each year your performance (whether it’s 
revenue, productivity, speed to market, or any key metric) is 1.10 times what it was the year 
before, provided you reinvest gains to fuel the next improvement. Over time, this has a cumulative 
and explosive effect. A 10% CAR means approximately a 61% cumulative improvement after 5 years, 
about 2 times after 7 years, and about 6 times after 20 years (still needs confirmation; illustration 
based on compound math). Even a more conservative 5% CAR, perhaps achievable in a stable, 
mature industry, yields roughly a 28% return in five years and about twice the initial investment in 15 
years. The key is consistency: the formula assumes you keep that improvement rate steady by 
continually feeding the progress back into the system. 
 
Exhibit 3: Definition and Implementation 
Loop Gain (G): percent of realized gains (savings, yield, quality, trust, revenue lift) reinvested in the 
next loop iteration 
Loop-Refresh Half-Life (LRH): the time it takes for new knowledge/design changes to run the next 
iteration and change behavior at scale (weeks, months).  
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PsyCap (HERO): assessed/measured with a short survey; treated as an accelerator that reduces LRH 
through faster iteration, knowledge sharing, etc.  
CAR (Compounded Advantage Rate): the %-rate at which advantage widens; CAR > WACC creates 
economic value. When CAR is applied to financial performance, sustained CAR above WACC 
implies positive EVA; for non-financial metrics, link CAR to value via cost curves or revenue 
conversion. 
 
Implementation: In practice, we compute baseline G from finance and time-allocation data; LRH 
from cycle-time stamps; PsyCap via PCQ-12 or similar. Quarterly cadence is sufficient for most 
companies. 
 
It’s essential to note that CAR can be applied to various domains of performance, including 
operational efficiency, innovation output, and customer satisfaction, among others. Regardless of 
the area a company chooses to focus on for continuous improvement, CAR provides a yardstick to 
measure the effect. For instance, a biotech R&D team might track the number of drug candidates it 
can develop per year. If they set a goal to improve that output by 15% annually (CAR = 0.15) through 
better techniques and knowledge sharing, in five years, they’d be roughly doubling the number of 
new candidates they generate each year (hypothetical projection for illustration; real-world results 
would vary and need validation). 
 
Crucially, the CAR formula brings clarity and rigor to the concept of compounding. It enables leaders 
to conduct scenario planning: What happens if we increase X by 3% each quarter for the next three 
years? It also imposes consistency, because the formula only holds if the team doggedly pursues 
improvement every period. Sporadic gains followed by stagnation won’t achieve the same result. In 
practice, CAR becomes both a metric and a mindset. Leading companies might even tie executive 
incentives to maintaining a target CAR in key areas, institutionalizing the Compounder’s Law 
approach. Paramount in this context is, of course, the importance of the Psychological Capital 
(PsyCap), where culture becomes a lever, not a poster. We can quantify PsyCap1 and tie it to 
learning velocity, shorter LRH, and faster compounding. 
 
Of course, as with any emerging management concept, we must acknowledge that the CAR 
formula’s impact in real organizations is still being studied. Early case data is promising. Still, 
comprehensive longitudinal studies are needed to confirm the exact relationship between 
maintaining a high CAR and long-term competitive advantage (which further requires research 
confirmation). In the spirit of transparency, leaders should view CAR as a guiding heuristic, backed by 
illustrative evidence, rather than a precise law of physics, at least not yet. 
Before applying CAR, it is helpful to understand why this lens differs from flywheels, capability audits, 
and other classical strategy theories. 
 
 

 
1 Prochazka, J., Kacmar, P., Lebedova, T. et al. The Revised Compound Psychological Capital Scale (CPC-12R): Validity and 
Cross-Cultural Invariance in an Organizational Context. Int J Ment Health Addiction 23, 2025 
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Distinctiveness: How Compounder’s Law Differs from classical/static advantage Theories, Flywheels, 
and Capability Theories 
 
It’s crucial to clarify how Compounder’s Law stands apart from existing concepts, such as 
the flywheel effect, traditional capability-building theories, and market-based theories, to explain its 
advantages. While all these ideas recognize the value of cumulative effort, Compounder’s Law 
makes the compounding mechanism explicit and measurable, offering a distinct paradigm for 
strategists and leaders: 
 
• Beyond the Flywheel Metaphor: Jim Collins’ famous flywheel concept describes how consistent 

efforts in a business build momentum, causing the flywheel to spin faster over time. The flywheel 
effect indeed highlights how “each turn builds upon work done earlier, compounding your 
investment of effort”2. However, the flywheel is a narrative metaphor; it captures the feeling of 
momentum but doesn’t provide a formula for it. Compounder’s Law takes this principle a step 
further by quantifying it. Instead of just saying “momentum builds,” it asks how much improvement 
per year we are compounding. It introduces a concrete metric, the Compounded Advantage 
Rate (CAR), to gauge how rapidly a company is compounding its gains. In short, the flywheel tells 
us what happens qualitatively when we build on small wins, whereas Compounder’s Law tells 
us how much it matters quantitatively. This distinct focus on the rate of compounding makes 
Compounder’s Law a more straightforward guide for decision-making. For example, two firms 
might both have “momentum,” but one with a 15% CAR will far outpace another with a 5% CAR 
over the long run, an insight the generic flywheel metaphor can miss. 

• Augmenting Capability Theories: Strategic management has long emphasized building unique 
resources (like the resource-based view)3 and dynamic capabilities, a firm’s ability to “integrate, 
build, and reconfigure internal and external competences to address rapidly changing 
environments”4. Unlike market- or industry-based views that highlight the importance of 
positioning, these theories stress having the right skills and assets. Yet, they often treat capability 
development as qualitative or binary; you either have competence, or you don’t. Compounder’s 
Law shifts the focus to how capabilities are grown and leveraged over time. It posits that how 
consistently and aggressively you improve a capability is just as important as the capability itself. 
In other words, it’s not enough to build a strength; you must continually reinvest in enhancing that 
strength so that your advantage compounds. Traditional capability theory might 
explain what firms need to do (e.g., innovate, learn, adapt)5. Still, Compounder’s Law describes 
the dynamics of accumulation: even a slight edge, if amplified year after year, can turn into an 
overwhelming lead. This addresses a gap in existing theory by providing a time-based, 
quantitative view of competitive advantage. It helps leaders answer questions like: Are we 
improving our core metrics by a few percent every quarter? Is our organizational learning rate 

 
2 https://www.jimcollins.com/concepts/the-flywheel.html 
3 Barney, J., Firm Resources and Sustained Competitive Advantage. Journal of Management, 1991 
4 https://www.davidjteece.com/dynamic-capabilities# 
5 https://www.davidjteece.com/dynamic-capabilities# 
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accelerating or plateauing? Capability frameworks don’t explicitly measure that; Compounder’s 
Law does. 

• The invisible engine – culture as an exponent: the idea that psychological capital (PsyCap; 
encompassing quantifiable hope, efficacy, optimism, and resilience; HERO6) can drive 
competitive advantages, innovation, creativity, and productivity is not new7 8. It is assumed that 
culture is hard to replicate or transfer, while most classical competitive theories assumed that 
culture is a more or less mobile resource, hard to quantify; therefore, it belongs outside serious 
strategy discussion, and at best, its role is seen as an enabler to execute the strategy more easily. 
In our model, culture is not “soft”; it is time. The Compounder’s Law introduces PsyCap as a 
quantified accelerator of refresh rates and thus velocity and links it to CAR or the compound 
feedback loop, which is distinctive. In other words, higher PsyCap correlates with shorter LRH. 
There is solid evidence that higher Psychological Capital (PsyCap) strongly and positively predicts 
individual and team performance9. There is also evidence that Psychological Capital can be 
effectively and efficiently developed and increased through micro-interventions, producing 
measurable gains in both subjective and objective productivity. At the firm level, aggregated 
“organizational PsyCap” enhances performance and resilience during exogenous stress (e.g., 
COVID-19). According to a survey, a high HERO score is positively related to the ability to 
generate groundbreaking or improved business models and competitive solutions10. And finally, 
for linking leader/organizational psychological capital (PsyCap) directly to firm-level outcomes, 
the evidence is still thin but growing11. Most relevant for the Compounders Law, however, are the 
studies showing that PsyCap shortens the feedback loop (LRH), quantifies it, and shows how to 
manage it actively1213. To solidify these initial findings, we have started a dedicated longitudinal 
study that directly links PsyCap interventions to operational cycle-time data, aiming to establish 
the magnitude of this effect and subsequently model its downstream impact on gross margin and 
EBITDA. Boards and CEOs who still view culture as an HR cost center are overlooking the rate-
limiting constraint on their compounding loops. Culture sets the time+tone for strategy. 

• From discovery to creation – the endogenous scarcity paradigm: The Compounder’s Law is 
shifting attention from static assets to compounding processes. The notion of “transient 
advantages” is not new; it was introduced by Richard D’Aveni14 and gained more popularity with 
Rita McRath’s book (“Most leaders are using frameworks that were designed for a different era of 

 
6 https://positivepsychology.com/psychological-capital-psycap/ 
7 Luthans, F., & Youssef, C. M.. Human, Social, and Now Positive Psychological Capital Management: Investing in people for 
competitive advantage. Organizational Dynamics, 2004 
8 Luthans, F., Youseff, C.M., Avolio B., Psychological Capital: Developing the Human Comppetitive Edge, 2006 
9 Carter JW, Youssef-Morgan C. Psychological capital development effectiveness of face-to-face, online, and Micro-
learning interventions. Educ Inf Technol (Dordr), 2022 
10 Shan Y, Chin T, Mutsvene N. The Varying Effects of Four Components of Employee Psychological Capital on Sustainable-
Business-Model Innovation in the New Normal. Sustainability. 2023 
11 Grözinger AC, Wolff S, Ruf PJ, Moog P. The power of shared positivity: organizational psychological capital and firm 
performance during exogenous crises. Small Bus Econ (Dordr), 2022 
12 Avey, J.B., Nimnicht, J.L. & Graber, Pigeon, N.G.. Two field studies examining the association between positive 
psychological capital and employee performance. Leadership and Organization Development Journal, 2010 

13 Robert John Cesaro. Psychological Capital as a Mediator Between Team Cohesion and Productivity 
14 Richard A. D’Aveni. Hypercompetition – Managing the Dynamics of Strategic Maneuvering. Free Press, 1994 



the loophole letters 

 
 

business”)15. In classical theories, advantages were assumed to erode slowly and tend to be 
sticky, lasting. This led to the notion that business “opportunities” exist out there, are inherent, and 
it was all about discovering those opportunities before anyone else could, and occupying them. 
However, in a new economic reality (Agentic- and Bio-Economy) characterized by emerging 
technologies and realities such as GenAI and energy transitions, these classical assumptions no 
longer apply. Exogenous opportunities disappear in no time; they are almost perfectly “transient”, 
there is complete transparency, and know-how is available to everyone anytime. Companies 
that focus on creating opportunities, rather than simply discovering existing ones, tend to perform 
better16 17. Therefore, the idea of flywheels and capabilities theory is in the right direction. Still, it 
falls short by not realizing that these capabilities do not have to exist per se, but can be created. 
The Compounder’s Law integrates the idea of creation instead of discovery to build endogenous 
scarcity of resources. 

 
By making these differences explicit, Compounder’s Law establishes itself as a new paradigm, solving 
a puzzle that earlier frameworks left partially answered: how exactly do cumulative improvements, 
loops, and PsyCap translate into dominance? Classical strategy hunts for scarce assets “out there”. 
Under Compounder’s Law, scarcity is manufactured inside (endogenous scarcity). Each turn of a 
well-designed loop generates proprietary data, know-how, and trust that feed the next turn. Two 
firms can start with similar exogenous assets; the one with high G and lower LRH, amplified by PsyCap, 
creates a widening moat from the velocity of learning, not merely the stock of assets. The loop is the 
unit that matters and is the source of a sustainable competitive advantage. 
 
Yet, abstract theory is only as good as its real-world application; proof is essential. We looked into 
successful companies across different industries (for instance, Moderna, Amazon, Costco, ASML, Nike, 
Intuitive Surgical, Coca Cola, UNIQLO, Palantir, Toyota, Netflix, or Lego), looking for signs and 
evidence of the Compounder’s Law at work.  
 
So, let’s look at two mini-cases to show the compounding math in practice. 
 
  

 
15 Rita McGrath. The End of Competitive Advantage. Harvard Business Review Press, 2013 
16 Mauren do Couto Soares, Marcelo Perin. Entrepreneurial orientation and firm performance; un updated meta-analysis. 
RAUSP Management Journal, 2019 
17 Sharon Alvarez, Jay Barney. Discovery and Creation: Alternative Theories of Entrepreneurial Action. Strategic 
Entrepreneurship Journal, 2006 
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Case Examples and Proof: Compounder’s Law in Action 
 
Compounder’s Law is already evident in how some of the world’s best companies operate, often 
without explicitly stating it. Below, we explore two examples, one from manufacturing and one from 
medtech, to see how compounding advantage works in practice. 
 
Mini-Case: MedTech Compounding Loop during COVID  
 
The Challenge. Vaccine development and scale-up typically span years. In early 2020, MedTech 
faced the need to compress the entire design → test → manufacture → learn loop to respond to 
COVID-19, without sacrificing quality or trust. 
 
Baseline (pre-COVID, early 2019): 
• Loop-Refresh Half-Life (LRH): ~18 months (time from sequence to clinical-readiness for a single 

candidate). 
• Loop Gain (G): ~5% (incremental efficiency/quality improvement carried into the next cycle). 
• Psychological Capital (PsyCap): ~70/100 (baseline). 
• Using CAR = (1+G)^(T/LRH) – 1 with T = 12 months, baseline CAR ≈ (1.05)^(12/18) – 1 ≈ 

3.3% annualized.  
In other words, the loop added compounding advantage, but slowly. 
 
Crisis response (late 2019 – 2020): 
• Leadership practices and mission clarity raised organizational PsyCap from ~70 to ~90. For this 

case, we assume an elasticity of ~0.5 months reduction in LRH per +1 PsyCap point (to be 
validated). That implies LRH compressed by ~10 months (from 18 → 8).  

• Operational learning and platformization increased G to 10% (from carry-over of clinical, 
regulatory, and manufacturing know-how). 

 
Resulting compounding velocity (with G = 0.10, LRH = 8 months, T = 12 months): 
CAR = (1.10)^(12/8) – 1 ≈ 15.4% annualized. That is a ~4.6× lift vs. baseline CAR (from ~3.3% → ~15.4%).  
 
Practically, this means each year of operating the loop at the new cadence delivers materially 
greater cumulative advantage, faster candidate qualification, quicker tech-transfer to 
manufacturing, and steeper learning curves in quality systems. Importantly, the PsyCap-driven LRH 
compression is the throttle: halving LRH has a non-linear impact on CAR. The higher G then locks in 
gains by reinvesting a fixed share of improvements (time, budget, data) into the very next cycle. 
 
Managerial learning: Two levers (raise G, compress LRH), one cultural accelerator (PsyCap), 
transformed a long, fragile R&D program into a high-velocity compounding engine. The firm 
also manufactured proprietary assay data, process recipes, and regulatory know-how that 
accumulate with each iteration and are challenging to replicate. 
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Notes. PsyCap score and its elasticity to LRH (0.5 months per point) are assumptions for illustration; 
executives should validate with internal data. The CAR calculations follow the paper’s standard form; 
numbers can be recomputed with observed G/LRH to create an auditable case file. 
 
Mini-Case (Hypothetical): Alpha Motors’ Compounding Productivity Loop 
 
Challenge. In a price-pressured auto-parts market, Alpha Motors needed to lift productivity without 
blunt cost-cutting that erodes quality and morale. Leadership chose to engineer a repeatable 
improvement loop; measure → learn → reinvest, rather than chase one-off savings. 
 
Baseline (pre-program, Year 0). 
• Loop-Refresh Half-Life (LRH): ~12 weeks (time from a plant improvement being learned to being 

adopted across shifts/lines). 
• Per-cycle Loop Gain (G): ~1.2% improvement per iteration (training, standard work, small 

automations). 
• PsyCap (PCQ-12 team average): 3.2/5 (adequate but fragile under pressure). 

With T = 12 months, cycles/year ≈ 12 / 12w = 4.  
• Using CAR = (1+G)^(T/LRH) – 1: Baseline CAR ≈ (1.012)^4 – 1 ≈ 4.9% annualized. 

This matched the company’s historical “~5% per year” unit-cost improvement, a slow compound 
that competitors could replicate. 

 
Intervention (90-day pilot followed by roll-out). 
Alpha instituted three moves: (1) Auto-reinvestment rule earmarking 25% of realized savings to the 
next iteration (jigs, sensors, upskilling), (2) LRH compression by removing one approval layer, codifying 
wins as micro-playbooks, and pushing them via a weekly “loop stand-up,” and (3) PsyCap 
routines (clear near-term goals, visible win-tracking, structured recovery debriefs). Over two quarters: 
• PsyCap rose to 3.9/5 (+0.7). 
• LRH fell from 12 → 8 weeks (≈ −33%), consistent with the idea that higher PsyCap speeds adoption 

(assumption: +0.5–0.7 PCQ-12 ≈ −20–30% LRH; to be validated). 
• Per-cycle G climbed to 2.5% as standardized work, IoT telemetry, and training compounded small 

wins. 
 
Resulting compounding velocity. 
With G = 0.025, LRH = 8 weeks, cycles/year ≈ 6: 
New CAR ≈ (1.025)^6 – 1 ≈ 16.0% annualized; ~3.3× the baseline compounding rate. Within 12 months, 
the plant saw first-pass yield +1.8 pp, OEE +3.4 pp, and unit cost −11–13% (illustrative ranges); the 
compounding curve, not a one-off cut, funded the next round of improvements. 
 
Managerial read-through. Two levers, raise G (auto-reinvest gains) and compress LRH (faster 
propagation of learning), plus one cultural accelerator (PsyCap), turned routine kaizen into 
a measurable compounding engine. The loop also created endogenous scarcity: proprietary work 
standards, sensor telemetry, and supplier changeover expertise that accumulate with each turn and 
are challenging to replicate.  
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Notes. All figures are illustrative; firms should compute CAR with their own G/LRH/PsyCap and audit 
results. 
 
Both cases underscore a vital lesson: the temporality of advantage. In fast-moving industries or even 
slow ones, the company that keeps improving a little bit, all the time, will eventually eclipse the 
company that makes one significant improvement and then rests. Compounder’s Law provides the 
language and logic to articulate that phenomenon. It’s not luck or a one-off effort; it’s a 
deliberate process of accumulating advantage. 
 
What does this mean in terms of actionability and agency? Start measuring G and LRH on one loop, 
then run the next pilot, and report CAR next to ROIC. 
 
 
The Playbook: from idea to action in 90 days 
 
To get started, we use a structured playbook that turns Compounder’s Law into action. Use the CAR 
Canvas to map your critical loop and baseline G, LRH, and PsyCap; choose from a catalog of micro-
interventions; calibrate and benchmark against reference (typical CAR/LRH/PsyCap ranges by 
sector); and track progress on a board-ready scorecard aligned with corporate governance. Run a 
single 90-day cycle: Week 1: diagnose and set targets. Weeks 2–8: execute interventions to 
raise G and compress LRH, with PsyCap routines as the accelerator. Weeks 9–12: verify the CAR lift on 
the scorecard and, if achieved, scale the loop to the next unit. 
 
Exhibit 4: 90-day Pilot 
Objective: deliver measurable lift on one loop within 90 days. 
Scope: 1 business unit, 1 loop (e.g., time to market; first pass yield). 
Moves: 
• Raise G: auto earmark 20 30% of realized gains for next iteration. 
• Compress LRH: remove one approval layer, implement a weekly learning ritual, codify wins, and 

enable simple automation at the longest wait state. 
• Boost PsyCap: manager routines, clear near-term goals, visible win tracking, recovery debriefs 
 
Metrics (baseline → day-90): LRH (weeks), G (%), PsyCap (PCQ 12), CAR, plus one business KPI (e.g., 
+bps margin, -days cycle). 
 
Decision: if CAR increases and LRH decreases, scale to a second loop next quarter 
 
Exhibit 5: Board Scorecard 
• CAR (by loop, rolling by quarter) 
• Loop Gain (G) trend + reinvestment compliance 
• LRH distribution (median) 
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• PsyCap by team (with target deltas) 
• Value capture linked to loop (e.g., impact on EVA/OEE/gross margin/FCF) 
• Risk: negative CAR hotspots (churn, tech issues, etc.) + remediation 
 
If the acquisition of knowledge and its application are key to competitive advantage, what then? 
 
 
Implications for Leaders and Investors 
 
Creating endogenous scarcity that competitors can’t easily copy is the essence that CEOs, board 
members, and investors are looking for.  Compounder’s Law offers a practical playbook rooted in 
analytical thinking: 
 
• Set a Clear CAR Target and report it: Define what Compounder’s Annual Rate of improvement 

you aspire to in critical metrics (e.g., 10% annual increase in customer satisfaction, 15% annual 
reduction in time-to-market). This provides the organization with a concrete goal and a means to 
measure progress beyond the typical year-by-year budgeting outlook. 

• Actively manage Psychological Capital through micro-interventions: in this model, culture is time; 
it is the most critical driver of loop feedback velocity. Higher PsyCap correlates with shorter LRH. 
Using management tools such as Psychological Capital Questionnaire (PCQ-12) and specific 
measures, PsyCap can be increased within a very short time. Research on the Psychological 
Capital Intervention (PCI) has repeatedly shown that targeted micro-interventions can 
measurably increase PsyCap in as little as a few weeks, producing gains in hope, efficacy, 
resilience, and optimism that translate into higher performance18. The most effective short-cycle 
levers are: (1) Guided goal-pathway sessions, where employees define meaningful objectives 
and map multiple routes to achieve them, building willpower and waypower; (2) Mastery-
experience micro-projects, small, achievable stretch tasks that deliver visible quick wins and 
strengthen confidence; and (3) Reframe-and-recover drills, rapid exercises to reinterpret 
setbacks, focus on controllable actions, and accelerate recovery. These interventions, tested in 
field and experimental settings, consistently produce statistically significant PsyCap gains and are 
among the most time-efficient methods to improve workplace productivity through enhanced 
human capital. 

• Reinvest Relentlessly: Embrace a reinvestment mindset. Just as wise investors reinvest dividends, 
wise companies should reinvest a portion of their gains (cost savings, profit, new knowledge) into 
further improvement. For example, if a production unit finds a way to save $1M in waste this 
year, plow a significant part of that $1M into next year’s improvement projects (new equipment, 
training, or process innovation). This creates a self-fueling cycle of improvement. Leaders should 
communicate that today’s win is tomorrow’s baseline, not an endpoint. 

• Measure and Celebrate Incremental Wins: To keep the compounding flywheel turning, the 
culture must value small wins. Every 1% gain matters. As Dave Brailsford, the famed British cycling 

 
18 Carter JW, Youssef-Morgan C. Psychological capital development effectiveness of face-to-face, online, and Micro-
learning interventions. Educ Inf Technol, 2022 
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coach, said, “Forget about perfection; focus on progression and compound the 
improvements.”19. This attitude, when instilled in teams, encourages continuous effort. 
Celebrating a half-percent process improvement may not sound exciting, but when people 
realize it’s part of a bigger compounding picture, it becomes significant. Use dashboards and 
storytelling to make the accumulation of gains visible across the organization. 

• Think Long-Term (Patience Pays): Compounding is slow at first. There is a J-curve effect; initial 
iterations might show only modest upticks, testing everyone’s faith in the process. Leaders must 
set expectations that Compounder’s Law is a long game. Investors, too, should understand that 
a company following this approach may not experience a significant spike in a single quarter; 
however, over several years, the trajectory will bend sharply upward. It requires a bit of patience 
and conviction, bolstered by interim metrics indicating the CAR is on track. As one management 
adage goes, “If you improve by 1% every day, in a year you’re 37 times better” (a well-known 
approximation of compounding)20. While businesses can’t improve 37x in a year, the spirit is to 
illustrate how dramatic the payoff can become if you stick with continual improvement. 

• Avoid Complacency – Negative Compounding Exists (decay): A flip side for leaders to note is 
that compounding can work against you if ignored. Just as capabilities and processes 
compound positively when nurtured, problems can compound if left unaddressed. Technical 
debt in software, minor quality issues, and customer churn, if you allow a 5% decay in any of 
these areas each year, it also compounds into a severe decline. Compounder’s Law thus implies 
a defensive stance as well: seek out and address minor issues early, because a small leak today 
can sink the ship tomorrow if it grows exponentially. This reinforces the need for vigilance and 
continuous improvement; stagnation is effectively regression in a world where others are 
compounding forward. It is crucial to identify and neutralize negative CAR hotspots early on. 

 
In summary, Compounder’s Law arms leaders with a mindset and a metric. It says: treat improvement 
like an investment with compounding returns, measure it diligently, and organize your strategy 
around feeding that compounding engine. For boards and investors, when evaluating companies, 
this paradigm suggests looking beyond this quarter’s results to ask: Does this firm have the 
mechanisms and culture to compound gains year after year?  
 
In 90 days, you can see the curve bend. Measure G and LRH on a single critical loop, run a PsyCap 
micro-intervention, auto-reinvest a fixed share of gains, and report the CAR to the board alongside 
the ROIC. If CAR doesn’t rise, the loop design, not the idea, needs work. This is how you actively 
manage a loop. 
 
 
Conclusion: Embracing the Compounding Paradigm 
 
Compounder’s Law represents a paradigm shift in strategic thinking, one that is original in its framing, 
distinct in its focus, methodical in its approach, and clear in its implications. It passes the Kuhnian test 

 
19 https://www.tribute.com/distribute/the-impact-of-1-improvement-in-your-industrial-distribution-business/# 
20 https://roseninstitute.com/double-productivity/# 



the loophole letters 

 
 

of a new paradigm by not only challenging older models (like static capabilities or simple growth 
hacks) but also by providing a better explanation for how enduring greatness is built: through the 
mathematics of continuous improvement. 
 
For leaders, the appeal of this concept lies in its blend of analytical rigor and practical guidance. It’s 
not an academic theory for theory’s sake; it’s a working model any organization can deploy. The 
explicit CAR formula provides consistency and clarity, allowing you to plug in numbers and forecast 
the payoff of persistence. The differentiation from existing theories ensures this isn’t a repackaging of 
well-worn ideas, but a distinctive guide for those aiming to create the next Toyota or the next 
breakthrough biotech firm. 
 
Ultimately, the message of Compounder’s Law is optimistic and empowering: You don’t need 
miracle leaps to achieve extraordinary success; you need the discipline to leverage the remarkable 
power of ordinary improvements. What gets measured compounds. Businesses that internalize this will 
innovate more quickly, operate more effectively, and build competitive advantages that continue 
to accelerate with each passing year. In a world obsessed with the next big thing, the real secret 
might be the next small thing, done again and again, a little better each time. Compound that 
mindset, and the sky’s the limit (evidence of this pattern is accumulating, although further research 
will confirm its full impact). 
 
As you consider your own organization’s strategy, ask yourself: Are we set up to be 
“compounders”? If the answer is not a confident yes, it may be time to adjust your approach. The 
companies that master compounding advantages will be the ones writing the next chapter of 
business history, one 1% improvement at a time. Make compounding a key part of your operating 
and strategic discipline. 

 

Authors: Böhi, Daniel and Shenhav, Raanan (2025): Compounder’s Law: Engineering Competitive Advantage with 
Endogenous Loops and Psychological Capital; 
https://www.researchgate.net/publication/395442105_Practitioner_Manuscript 
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We are just a coffee away from sharing more information and discussing how you can engage with our experienced 
executive managers: 

Dr. Daniel M. Böhi; based in Switzerland; with a long track record in the international food/FMCG industry, find out more 
through LinkedIn (linkedin.com/in/daniel-m-böhi) 

Raanan Shenhav; based in Israel; with an extensive background in deep tech startups and scaling, find out more through 
LinkedIn (linkedin.com/in/raananshenhav) 

 

 

 

 

 

 

 

 

Get in touch! 
To sign up for the “Loophole Letters” or if you would like to discuss a specific topic in 

greater depth, please get in touch: info@pond29.com 

 

Disclosure: During the preparation of this manuscript, the authors used Grammarly and ChatGPT 4. AI assistance was 
employed for the following purposes: Conducting literature searches on specified topics (e.g., competitive advantages), 
identifying gaps in the existing literature (e.g., the existence of KPIs to measure loops), refining, correcting, and editing text 

to improve clarity, and finally, for editing schemes and diagrams. 

 


