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Summary

Strategy – Companies in the mining and construction materials sector with 
above 30% gross profit that remain undervalued relative to peers

Data Source: Quality Factor Investing with materials industry tailwinds

Historical Performance – 1y Performance: 65.80%, Sharpe 2.40, 10y 
454%, Sharpe .75

Recommendation – Buy $30k, In School Fund using cash

Effect on Portfolio – Slightly increases beta, exposure to new sectors



What is Quality Factor Investing

Pros: 

• Strong resilience and defensive characteristics during market volatility

• Low correlation with value factors and negative correlation with market 
beta and size helping smooth out performance of a multi-factor portfolio

• Historically performs best during periods of stagflation and slow growth

• No risk premium dilution after adoption

Cons

• May experience long periods of underperformance during bull markets 
(risk appetite increases -> capital reallocation from defensive assets)

“Quality Investing” is a strategy that targets “safe” companies with 

robust financial health, consistent profitability, and low debt 



Our Quality/Value Factors

• Gross Margin
• Quality Premium – Asness (2014) and others found gross margin generated statistically 

significant alphas for both U.S. and global
• Represents the most fundamental profitability metric without capturing manipulated accrual 

accounts or overblown assets/liabilities in capital intensive companies

• EV/EBITDA
• Industry-Specific Advantages

• Preferred multiple for capital intensive industries, especially materials
• Capital neutral evaluation method
• Adjusts for non-cash expenses

• High Valuation Accuracy – More accurate value estimates and higher valuation 
performance than EBIT, net income, or sales

• Combined
• Extensive research supports a combined value/quality factor strategy extremely well due 

to their ability to target high-quality assets without overpaying for a premium

MSCI, Alpha Architect, Ma, Yang, Ye

MSCI, Alpha Architect, Ma, Yang, Ye

https://www.msci.com/documents/10199/4c5bd381-5b29-453e-ad73-6df24290a172
https://www.msci.com/documents/10199/4c5bd381-5b29-453e-ad73-6df24290a172
https://alphaarchitect.com/cross-section-of-returns/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4282010


Mining & Metals, Construction Mtrls Tailwinds

• U.S. government policy 
and public financing are 
increasingly prioritizing 
and supporting domestic 
supply chains

• Anticipated growth in 
demand across almost 
all raw inputs ranging 
from 1-6% CAGR 
through 2035 – fueled 
largely by “AI buildout”



Mining & Metals, Construction Mtrls vs Other Segments

• Demand growth higher than for containers 
& packaging and paper & forest products

• Superior price performance in the past 
year

• Excluded chemicals specifically due to 
recent industry erosion and un-
compensated risks in their outlook 
• Weak consumer sentiment, demand only 

expected to remain suppressed
• Over-industrialization globally leading to 

oversupply



Risks:

- Cyclicality:
o Minerals & construction are very subject to macroeconomic shocks such as interest rate 

fluctuation and supply chain bottlenecks

o Current macroeconomic threats include supply chain shutoffs, recession risks, interest rate hikes, 
and AI bubble risks

- Production Costs Rising
o Mineral extraction on commodities such as copper is only increasing – Deloitte reported that copper 

extraction is 2x more expensive in the US than in other countries

o Current labor shortages in manufacturing and shipping sectors are forcing production slowdowns 
and inflating operational costs

- Volatile Policy Environment
o Policies supporting tariffs are subject to reversal, creating uncertainty around pricing and supply 

chain advantage of domestic producers

Counterargument



Mitigants

Mitigants:

- Margin Resilience
o Though revenues in materials have decreased for the past two years, McKinsey has reported that 

margins have stayed consistent, signaling operational sustainability amidst macro shocks and 
cyclicality

- Investment in Efficiency:
o Heavy investment is being made into tech and AI, with the highest growth being in process 

optimization, which is forecasted to help firms shoulder rising production costs and decrease 
reliance on labor

- Screening for Fundamental Leaders
o Equity screen filters for firms that are enabled to absorb increasing cost pressures
o Will be defensible against any unhelpful shifts, which is proven because firms in our screen were 

already performing efficiently before favorable policy tailwinds were enacted
o Onshoring trend is bipartisan and supported – making it defensible even if tariff policies fluctuate



Backtesting Implementation Details

# OF STOCKS 6

MIN MARKET CAP $500M

WEIGHTING SCHEME EQUAL

REBALANCING FREQUENCY QUARTERLY

TIME FRAME 10 YEARS

CURRENCY USD



Backtest Criteria

Gross Margins - NYU Stern

EV/EBITDA - NYU Stern

https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/margin.html
https://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/vebitda.html


Backtesting Results

10-Year Analysis Mean Min 25% Median 75% Max

Market Cap ($Billions) 33.27 1.30 1.59 3.68 67.74 111.00

P/E Ratio 16.57 12.16 12.54 16.61 20.06 21.54

Monthly Trading Volume
(Millions)

3.43 .04 .60 2.06 5.93 11.29

Share Price ($) 72.37 9.88 35.4 102.01 103.12 122



Recommended Purchases

Name Ticker P/E 
Ratio

Monthly
Trading

Volume ($M)

Market 
Cap ($M)

Share Price # of Shares Total Value

Newmont Corp NEM 15.98 245.45 110,260 $103.12 41.56 $4,286

CRH PLC CRH 18.46 123.45 68,020 $101.91 42.06 $4,286

Tecnoglass Inc TGLS 12.42 14.02 1,900 $43.14 99.35. $4,286

Natural Resource 
Partners

NRP 12.41 0.73 1,650 $122.55 34.97 $4,286

Nexa Resources NEXA 10.04 13.79 1,330 $9.88 433.81 $4,286

AngloGold Ashanti 
PLC

AU 17.48 73.76 45,030 $90.56 47.33 $4,286

Trex Company TREX 19.89 37.92 3,690 $35.40 121.07 $4,286



Backtesting Results 10yr

Annualized Return α* β* σ Sharpe Treynor Max DD Info Ratio* Idio. Risk

10 Year 453.78% 7.12 1.09 30.66 0.75 0.17 -19% 0.28 24.43%

10 Year SPY 286.78% - 1.00 17.0 0.60 0.10 -39% - -



Backtest Results 1yr

Annualized Return α* β* σ Sharpe Treynor Max DD Info Ratio* Idio. Risk

1 Year 65.80% 55.28 0.94 28.95 2.4 0.68 - 1.96 24.2%

1 Year SPY 16.96% - 1.00 18.5 0.71 0.13 -10% - -
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Effect on the Portfolio

Existing Portfolio New Portfolio

Beta 1.01 1.02

Sharpe 1.02 0.98

Alpha 5.59% 5.90%

Standard Deviation 0.88% 0.88%

Expected Return 10.24% 10.94%



Idea – Invest into profitable mining and construction materials companies

Strategy – Companies in the mining and construction materials sector with above 
30% gross profit that remain undervalued relative to peers

Historical Performance – 1y Performance: 56.73%, Sharpe 1.96

Recommendation – Buy $30k, In School Fund using cash

What to Sell – Use cash

Effect on Portfolio – Better diversification reduced exposure to tech

Recap



Exhibits



Materials Tailwinds



Materials Tailwinds



3yr Backtest



5yr Backtest



10yr & 1yr vs MSCI Materials ETF



COVID Backtest



2007-2011



25yr Backtest



10yr Backtest - 25% GM & 11x EV/EBITDA



10yr Backtest – Annual Rebalancing



10yr Backtest – Semi-Annual Rebalancing



10yr  & 1 Week Backtest



10yr  & 1 Month Backtest



Security Count History
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