Micron's Windfall, Not A Moat

Idea In Short

Micron Technology just posted the best quarter in its history: fiscal third-quarter revenue of
$41.46 billion, up 346% from a year earlier, with gross margin near 85%. The stock rose
more than 236% in a month and briefly overtook Meta and Tesla in market value and Wall
Street has started calling Micron the next Nvidia. The comparison misses the point. Nvidia's
pricing power rests on a software and architecture moat competitors have failed to cross for
a decade. Micron's pricing power rests on a memory shortage that Micron, SK Hynix and
Samsung are all racing to fix with new factories. Micron did something smart with its
windfall: it locked in roughly $100 billion of contracted revenue through long-term customer
agreements. That protects the business. It does not turn a commodity into a monopoly.

A Memory Maker Joins the Trillion-Dollar Club

Micron Technology, the Boise, Idaho, chipmaker known for decades as a steady but
unglamorous supplier of memory chips, had a quarter that rewrote its own history. The stock
climbed more than 236% in a single month and briefly pushed the company's market value
above Meta and Tesla, a first in Micron's history.1 Wall Street responded by reaching for the
closest available comparison and started calling Micron the next Nvidia. The label sounds
like a compliment and it is also the wrong way to underwrite the stock, because Micron and
Nvidia make money from two very different kinds of scarcity.

The Numbers Behind RAMageddon

Micron's fiscal third-quarter revenue hit $41.46 billion, up 346% from $9.30 billion a year
earlier and gross margin reached a record 84.9%.2 Generally accepted accounting
principles (GAAP) net income jumped roughly fifteenfold to $28.24 billion and management
guided fiscal fourth-quarter revenue to about $50 billion with margin near 86%. The driver
behind those numbers has earned its own nickname, RAMageddon, the shortage of both
dynamic random access memory (DRAM) and NAND flash memory created by the artificial
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intelligence (Al) data center buildout. High-bandwidth memory (HBM), a form of DRAM
stacked vertically next to an Al processor so it can feed data fast enough to keep up, is the
tightest and most profitable slice of that shortage. Nvidia and hyperscale cloud providers
including Microsoft, Amazon, Google, Meta and Oracle are absorbing available supply,
which leaves PC makers, phone makers and everyone else fighting over what remains.

Take-or-Pay Contracts Are the Real Bull Case

The simple version of the bull case, that Al demand is large, explains nothing on its own,
since that was equally true during every previous memory boom right before it collapsed
into a glut. The sturdier version rests on 16 strategic customer agreements Micron has
signed, carrying roughly $100 billion in minimum contracted revenue and about $22 billion in
upfront customer cash, with Nvidia and Anthropic among the counterparties.3 These
agreements use take-or-pay terms, meaning customers commit to buy a set volume or pay
for it regardless, which turns a spot-priced commodity into something closer to a contracted
backlog. Micron's chief financial officer (CFO) framed the logic bluntly on the earnings call.

Committed volume lets Micron invest with confidence

That is the argument worth taking seriously, not that Al demand is big, but that Micron may
have built a contractual seatbelt against the boom-bust pattern that has defined memory for
forty years.

Why Nvidia and Micron Play Different Games

Nvidia's pricing power comes from a software and architecture moat, built around its CUDA
programming platform, that rival chipmakers have failed to cross for a decade. Micron's
pricing power comes from a supply shortage that three global manufacturers are actively
racing to close.4 Those are different assets with different lifespans, since a shortage is a
clock counting down to the day new capacity ships, not a wall competitors cannot climb.
Nvidia holds something close to a monopoly position in Al training silicon, while Micron
ranks third among HBM suppliers, behind SK Hynix and Samsung, in the very segment
where the Al story is supposedly rewriting its business model.
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SK Hynix Still Holds the Best Seat at the Table

In the highest-value corner of the memory market, HBM built for Nvidia's Al systems, SK
Hynix supplies the lead position and has for multiple product generations running back to
the A100 and H100 lines. Samsung and Micron compete for the remaining share, with Micron
recently narrowing the gap on Samsung but still trailing the category leader. Calling the third-
place vendor in its own most important product line the next Nvidia describes ambition, not
the current market structure. Micron's own HBM4 design win on Nvidia's upcoming Vera
Rubin platform is real progress, but progress toward second place is not the same claim
Wall Street is making.

Margin Is the Tell, Capacity Is the Clock

Investors are watching the revenue line, but the number that actually matters is the 84.9%
gross margin, because memory businesses have historically run gross margins between
20% and 40%. An 85% margin on a commodity product is not evidence of a moat, it is a
scarcity rent and scarcity rents get competed away once supply catches up. Micron, SK
Hynix and Samsung are all adding capacity at the same time, including Micron's roughly
$100 billion fab complex in Clay, New York, which broke ground in January 2026 but will not
deliver meaningful output until around fiscal 2028.5 Micron itself flagged a slowdown in the
pace of price increases in its fourth-quarter outlook, a small early signal worth tracking
against the more bullish narrative. Micron's chief executive officer (CEO) told analysts on
the same call that the shortage is locked in for years to come.

The tightness is locked in beyond calendar 2027

History's Verdict on Memory Cycles

Memory has been one of the most cyclical corners of the technology industry for four
decades, with periods of shortage-driven profit consistently followed by gluts once new
fabs came online.6 Every previous up-cycle looked permanent to the people living through it
and every one of them ended the same way. The take-or-pay contracts genuinely change
the risk profile this time, since they convert some future revenue from a market price into a

fixed commitment. What they do not change is the underlying manufacturing economics:
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three companies still know how to build the same kind of chip and capacity still eventually
catches demand.

Key Partners

Micron relies on semiconductor equipment makers such as ASML, Applied Materials and
Tokyo Electron for the lithography and deposition tools that make advanced DRAM and HBM
possible. Government partners, including the US Commerce Department under the CHIPS
Act and New York State's Green CHIPS program, co-fund new fab capacity in Idaho, New
York and Virginia. Long-term Al customers such as Nvidia and Anthropic function as
partners as much as buyers, since their take-or-pay agreements fund capacity expansion in
advance. Assembly, packaging and testing partners across Asia handle the final steps of
turning finished wafers into shippable memory products.

Key Activities

Micron's core activity is manufacturing DRAM and NAND flash wafers at advanced process
nodes across its global fab network. Stacking DRAM dies into HBM modules and packaging
them for placement next to Al processors has become the highest-margin activity in the
portfolio. Ongoing research shrinks node sizes and improves stacking density, while a multi-
year capacity buildout, anchored by the Clay, New York, megafab, adds future supply.
Negotiating and administering long-term take-or-pay agreements has become as important
as manufacturing itself, since committed volume now shapes how much new capacity
Micron builds.

Key Resources

Micron's most valuable resource is its network of fabs across Idaho, Taiwan, Japan,
Singapore and, eventually, New York, representing decades of accumulated manufacturing
capital. A deep portfolio of DRAM, NAND and HBM patents protects specific process
innovations even without a software moat to lean on. A specialized engineering workforce
capable of running cleanroom fabrication at nanometer scale is difficult for a rival to replace
quickly. Balance sheet capacity to fund tens of billions of dollars in annual capital spending
lets Micron commit to multi-year expansion plans.

Value Propositions
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Micron's central pitch to Al customers is HBM that sits next to a processor and feeds it data
fast enough to keep the chip from idling. For traditional customers, it offers a broad DRAM
and NAND portfolio spanning data center servers down to mobile phones and industrial
devices. Its 16 strategic agreements offer large customers supply certainty in a shortage, in
exchange for locked-in volume commitments. Leading-edge nodes deliver better
performance per watt for power-constrained data centers and expanding US-based
manufacturing gives customers a supply chain alternative to Asia-concentrated production.

Customer Relationships

With its largest customers, Micron now runs long-term, take-or-pay supply contracts rather
than pure spot-market transactions, a structural shift from how memory has traditionally
been sold. Joint roadmap planning with hyperscalers and Nvidia aligns Micron's HBM
generations with customers' chip release schedules years in advance. Dedicated account
teams work inside customers' design cycles to qualify new memory products before mass
production. Smaller original equipment manufacturers (OEMs) and consumer electronics
makers still largely buy through transactional, spot-priced relationships.

Channels

Micron sells directly to hyperscale cloud providers and large system builders, who account
for the bulk of its highest-margin HBM revenue. OEM design-in partnerships with companies
such as Dell, HP and smartphone makers embed Micron memory into finished products
before they reach consumers. Distributors handle sales to smaller electronics manufacturers
that lack the volume to buy direct. Public earnings calls and investor communications
function as a channel to capital markets, shaping how Wall Street prices the stock.

Customer Segments

The highest-value segment is Al and hyperscale data center operators, including Nvidia,
Microsoft, Amazon, Google, Meta and Oracle, who compete for scarce HBM supply. PC and
server OEMs make up a large, steadier base of DRAM and NAND demand. Smartphone and
consumer electronics makers represent a third segment, sensitive to both price and the
memory shortage. Automotive and industrial electronics customers round out demand, often
on longer qualification cycles than consumer markets.
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Cost Structure

Fixed capital expenditure dominates Micron's cost base, led by the roughly $100 billion,
multi-decade Clay, New York, fab complex alongside ongoing investment in Idaho, Taiwan
and Singapore facilities. Research and development spending on next-generation nodes and
HBM stacking technology is large and continuous, since falling behind on either erodes
pricing power quickly. Raw silicon wafers, chemicals and specialty gases add a substantial
variable cost layer tied directly to production volume. Skilled labor and cleanroom operating
costs round out a cost structure built for scale rather than flexibility.

Revenue Streams

DRAM products remain Micron's largest revenue stream, sold across data center, PC,
mobile and automotive markets. NAND flash memory forms a second major stream, used in
storage devices from smartphones to enterprise solid-state drives. HBM sales carry the
highest margin in the portfolio and are currently the fastest-growing stream, given Al
demand. The 16 strategic customer agreements add a new layer of contracted minimum-

revenue commitments that reduce Micron's exposure to pure spot pricing.
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Summary

Micron deserves credit for turning a historic windfall into a decade of contracted demand
instead of just riding the spot market up and down. That decision is the one part of this story
worth studying closely, because it shows a management team trying to break a forty-year
cycle rather than just enjoying it. But the underlying economics have not changed. Micron
sells a commodity that three global manufacturers know how to make and pricing power
built on scarcity fades the moment new capacity ships. Nvidia sells an architecture nobody
else has replicated. Executives weighing their own bets on this demand cycle should copy
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Micron's contracting discipline, not its stock chart and should ask whether their own margin
gains come from a moat or simply from a market that has not caught up with itself yet.

Think Insights - thinkinsights.net -7-


http://www.tcpdf.org

