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Introduction 

"The defensive investor must confine himself to the shares of 

important companies with a long record of profitable 

operations and in strong financial condition." – Ben Graham, 

the father of value investing 

What is defensive value investing? 
Defensive value investing is an investment strategy for investors looking 

to build high quality, high yield portfolios. It focuses on four clear goals: 

1. High yield – Have a high dividend yield at all times 

2. High growth – Produce high long-term dividend growth and capital 

growth 

3. Low risk – Have low volatility and small bear market declines 

4. Low turnover – Buying or selling no more than one company each 

month 

To achieve those goals the strategy follows four basic steps: 

1. Buy above average companies at below average prices  

2. Hold each company for an average of five years  

3. Sell occasionally in order to take profits on winners and weed out 

losers   

4. Diversify across many companies in many industries and many 

countries  

Why did I write this guide? 
I wanted to publish a quick and accessible introduction to this investment 

strategy which is suitable for many active investors. I have boiled down 

the most important ideas into short summaries so you can take away the 

most information in the shortest period of time. 

Who is this guide for? 
If you’re looking to build a high yield, low risk portfolio of shares then this 

guide is for you. It covers everything from deciding which companies to 

invest in, when to buy them and when to sell them, through to portfolio 

management and diversification. 

http://www.ukvalueinvestor.com/
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What should you do after reading this guide? 
Once you’ve read this guide you might want to visit ukvalueinvestor.com 

and take a look at the free resources available there. They will help you 

understand the ideas in this guide in much more detail. 

If you to apply some of these ideas to your own investments then 

remember to take it slowly, start small and work up from there. And don’t 

forget to read the important notes on the last page of this guide.  

  

http://www.ukvalueinvestor.com/
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Contents 

A long track record of growth 
Growth is the friend of the long-term investor as without it, the value of 

any business and the income from it will be eroded by inflation. 

A long track record of consistency 
One major difference between defensive value investing and traditional or 

“deep” value investing is its focus on high quality, relatively defensive 

companies. 

Consistently high profitability 
A company’s long-term rate of return – or profitability – is one of the first 

things you should want to know before you invest. 

Debt and pension obligations 
No matter how prosperous a business may be, if it has large financial 

obligations it can be like a time-bomb waiting to go off when something 

goes wrong. 

Competitive advantages 
Companies that produce high rates of return over long periods must be 

doing something that can’t easily be copied by their competitors. This 

something is the company’s competitive advantage. 

Value traps 
To reduce the odds of buying a value trap, it’s a good idea to drill into any 

potential investment with a series of questions designed to uncover 

hidden problems.  

High long-term dividend yields 
Dividends are a major component of stock market returns so it’s clearly a 

sensible place to start any discussion of value. 

High long-term earnings yields 
The Graham and Dodd PE (more commonly called PE10) uses ten year 

earnings average, and it is a far more powerful measure of value than the 

standard PE ratio. 
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Investing for the long-term 
Investing in the stock market works best when you take a long-term 

view. Generally “long-term” is taken to mean five years at least, although 

ten years is even better.   

Proactive rather than reactive selling 
Rather than using selling as a way to escape bad news, it should be used 

as a critical part of your toolbox for boosting returns, increasing your 

income and reducing risk. 

Multi-dimensional diversification 
The answer to an uncertain future is to diversify, which means putting 

your eggs in many different baskets and then keeping those baskets as 

far apart as possible. 
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A long track record of growth 

“The stock of a growing company, if purchasable at a suitable 

price, is obviously preferable to others” – Ben Graham, author 

of The Intelligent Investor 

Growth is the friend of the long-term investor as without it, the value of 

any business and the income from it will be eroded by inflation.   

In defensive value investing what matters most of all is a company’s 

ability to pay a growing stream of dividends over a long period of time. 

This is as important for capital gains as it is for income, because long-

term dividend growth is the primary driver of long-term share price 

growth. 

The importance of long-term growth 
Growth over a year or two is not a good guide to future growth, so growth 

should be measured over a longer period of time such as ten years. This 

will help you to focus in on those companies that have proven themselves 

over and over again. 

Revenues, earnings and dividends should all be growing 
Sustainable long-term dividend growth is the ultimate goal, but long-term 

dividend growth is only possible if earnings are growing, and long-term 

earnings growth is only possible if revenues are growing. 

That’s why it makes sense to look for growth at every level, from 

revenues through to earnings and dividends, and in each case over a ten-

year period.  

Any company that has managed to grow its revenues, earnings and 

dividends significantly over a ten year period is far more likely to be a 

sustainable, successful business than a “flash in the pan” growth story. 
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A long track record of consistency 

“Time is the friend of the wonderful company, the enemy of 

the mediocre” – Warren Buffett, CEO Berkshire Hathaway 

One major difference between defensive value investing and traditional 

“deep” value investing is its focus on high quality, relatively defensive 

companies. 

Instead of looking for “cheap” companies, it looks for high quality 

companies first and attractive valuations second. High quality companies 

have two main features – they produce consistent results over many 

years and they are highly profitable. 

Quality companies are consistent companies 
A reasonable definition of both a quality company and a defensive 

company is one that has been consistently successful in the past.  

Companies that have been consistently successful over many years are 

more likely to be consistently successful in the future. That applies as 

much to cyclical sector companies as it does to defensive sector 

companies, so defensive value investing does not have to completely 

exclude cyclical companies. 

There are many aspects of a company that could be checked for 

consistency, but here we’re looking for consistent dividend payments, 

consistent profits and consistent growth. 

Companies that have consistently paid a dividend, consistently made a 

profit and consistently grown their revenues, earnings and dividends, are 

very likely to fit the description of a “quality” or “defensive” company, 

capable of consistent success in the future as well. 
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Consistently high profitability 

“Leaving the question of price aside, the best business to own 

is one that over an extended period can employ large amounts 

of incremental capital at very high rates of return. The worst 

business to own is one that must, or will, do the opposite – 

that is, consistently employ ever-greater amounts of capital at 

very low rates of return.” – Warren Buffett, CEO Berkshire 

Hathaway 

Imagine you had a savings account with a £1 million balance. You could 

not withdraw any of the savings, but you could withdraw the income. You 

could also choose to keep some or all of that income in the account to 

grow the account’s balance and its future income.  

In that scenario the account’s most important factor would be its interest 

rate. 

If the account’s interest rate is 1% then it would be a bad idea to retain 

any of the income within the account. After all, £100 retained in the 

account would only provide you with a £1 income boost, which isn’t very 

much. You would be better off putting that £100 into another savings 

account with a higher interest rate.  

If, on the other hand, the £1 million savings account paid interest at 

20%, then any money you did not need in income today should probably 

be retained in the account. It would be almost impossible to find a fixed 

income account paying anything like 20% a year, so in this second case 

retaining more of your income in the account is a very sensible thing to 

do. 

In many ways companies are similar to this £1 million savings account. 

Most of the time only the income is withdrawn (as a dividend) while the 

original capital invested stays within the company, as factories or 

equipment, for example. Also, virtually all companies retain some income 

in order to fund current operations and future growth.  

Retained earnings are like an automatically reinvested 

dividend 
As we saw with the savings account example, the rate of return on those 

retained earnings is highly relevant. This is especially true when someone 

http://www.ukvalueinvestor.com/


 UKValueInvestor.com 8 

else (i.e. the company’s management) is deciding how much of your 

income should be retained. 

Retained earnings which generate a return of 1% should probably have 

been paid to shareholders as a dividend instead, as shareholders could 

easily get a higher rate of return than 1% by investing that dividend in an 

index tracker.  

Alternatively, a company that can generate 20% on its retained earnings 

is one where shareholders should want it to retain as much of its earnings 

as possible, because shareholders are unlikely to be able to reinvest their 

dividends elsewhere for a 20% annual return.  

So a company’s long-term rate of return on existing capital and retained 

earnings – its profitability – is one of the first things you should want to 

know before you invest.   
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Debt and pension obligations 

“I do not like debt and do not like to invest in companies that 

have too much debt, particularly long-term debt” – Warren 

Buffett, CEO Berkshire Hathaway 

No matter how prosperous a business may be, if it has large financial 

obligations it can be like a time-bomb waiting to go off when something 

goes wrong. 

Too much borrowed money is a dangerous thing 
Debt is one of the main corporate killers.  Fortunately, many of the best 

companies don’t need to use a lot of debt to generate outstanding returns 

for shareholders. 

It’s also true that some companies can handle more debt than others.  

Generally, the more cyclical or volatile a company’s earnings are, the less 

debt it should have.  Stable companies, like supermarkets or utilities, can 

handle more debt.  Although this doesn’t mean that they should handle 

more. 

Interest-bearing debt can be measured against a company’s five-year 

average earnings. This is a sensible approach as both interest and the 

original debt must be paid out of earnings, and comparing debts to the 

average earnings of several years can smooth out the ups and downs of 

any one year. A debt to earnings ratio of more than five to one may be 

excessive. 

Large defined benefit pension schemes can be risky 
Another major financial obligation for many companies is their defined 

benefit pension scheme. With these schemes the company is obliged to 

pay out a particular pension, regardless of how well an employee’s 

pension pot has grown. If the pension pot is not large enough then the 

company has a legal obligation to make up the difference.  

As with interest-bearing debts, it’s a good idea to compare defined benefit 

pension obligations against a company’s five-year average earnings. In 

this case a ratio of ten to one is a reasonable maximum. 

http://www.ukvalueinvestor.com/
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Competitive advantages 

“The most important thing to me is figuring out how big a 

moat there is around the business. What I love, of course, is a 

big castle and a big moat with piranhas and crocodiles.” – 

Warren Buffett, CEO Berkshire Hathaway 

Because of the competitive nature of capitalism, any company that 

consistently generates high rates of return will attract a lot of 

competition. After all, if someone at the end of your street started selling 

1,000 bananas a day with a 100% return on every banana, you’d 

probably start buying and selling bananas as well.  

Of course, you’d sell them at perhaps a slightly lower price, giving you a 

99% return and a price advantage over the other guy. That wouldn’t last 

long though, and you’d soon be in a price war until your margins were so 

thin – and your profits so low – that at some point one of you would give 

up. 

So companies that can produce high rates of return over long periods 

must be doing something that can’t easily be copied by their competitors, 

and this something is the company’s competitive advantage. There are 

four main categories of competitive advantage, as laid out by Pat Dorsey 

in his book, The Little Book That Builds Wealth. These are: 

Intangible assets 
An intangible asset is something which boost profits but which you can’t 

touch or fell. This includes brand names, as long as the brand name leads 

to more customers buying, or buying at a higher price. Other examples 

are patents, which effectively bar competitors from competing on equal 

grounds, or industry regulation, which can act as an effective barrier to 

new competitors. 

Switching costs 
This is where it is expensive, in terms of time, effort or money, for 

customers to move to a competitor. Examples of high switching costs 

include bank accounts and computer software, where switching to a new 

provider can involve lots of work and potentially expensive mistakes. 

Network effect 
This occurs when a company’s product or service becomes better as more 

people use it. It often leads to “winner takes all” industries and good 
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examples are Facebook and eBay, where competitors who have fewer 

users find it very hard to compete. 

Cost advantages 
The classic cost advantage is economies of scale, but better processes, 

better locations and unique locations (such as the world’s cheapest oil 

field) can also help. 
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Value traps 

“I’ve always believed that above average, long-term 

performance in the stock market is highly correlated with 

avoiding serious errors, so I always focus on what can go 

wrong first” – Robert Olstein, Olstein Capital Management 

Value traps are companies that look cheap but then turn out not to be, 

usually because the company’s revenues, earnings and – most 

importantly – dividends decline dramatically.  

Value traps can usually be avoided by sticking with consistently growing, 

high profitability low debt companies. However, this is not always enough 

and some value traps can still fall through the net. 

To reduce the odds of that happening it’s a good idea to drill into each 

potential investment with a series of questions designed to uncover 

hidden problems.  

Here are a few of the questions you may want to consider in your next 

investment analysis: 

 Has the company been in the same industry, doing the same thing, 

for a long time? 

 Is the company in the market-leading group? 

 Does the company have a highly successful and profitable past? 

 Does it rely on large contracts which must be periodically renewed 

or replaced? 

 Has it made any large acquisitions, or acquisitions in areas where it 

has no expertise? 

 Has it been free of major crises in the last decade? 

 If there were any crises, were they successfully resolved? 

 Is the company facing any obvious threats to its future in the short 

or medium-term? 

 Is there any chance that its economic engine could become obsolete 

in the next decade, or that its industry could be massively 

disrupted? 

http://www.ukvalueinvestor.com/
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High long-term dividend yields 

“A cow for her milk. A hen for her eggs, And a stock, by heck, 

for her dividends.” - John Burr Williams, author of The Theory 

of Investment Value 

So far we’ve looked at the quality and defensiveness of a company in 

terms of its growth, consistency, profitability and indebtedness. Now it’s 

time to look at the value side of the equation. 

In investment theory, the value of a company is the “discounted” value of 

all dividends and other cash returns to shareholders, where the discount 

rate is the rate at which cash in the future becomes equivalent to cash in 

your hand today. So if you had a 100% daily discount rate, receiving £2 

tomorrow or £4 the next day would be equivalent to you receiving £1 

today. 

The discount rate is a natural phenomenon where we prefer to have 

things today rather than tomorrow. It is different for each person and so 

there is no “correct” discount rate, which is one of the reasons why it is so 

hard to value companies. The value of a company depends on when it will 

pay its dividends and how much they will be; all of which is also very 

uncertain. 

One thing is certain though – If all else is equal, a lower price today 

usually means higher returns tomorrow. So if we want shares that are 

better value we need to look for those where the price is low today 

relative to the cash the company will return to shareholders in the future 

(i.e. its dividend). 

Dividend yield is a good place to start 
The obvious way to measure price in relation to dividends is with the 

dividend yield. However, on its own the dividend yield can be misleading 

as it only looks at last year’s dividend payments. 

If last year’s dividend was abnormally high or low then it may bear little 

relation to the dividend that will be paid in the future. 

Looking at dividends over a number of years is better 
One way around this problem is to compare a company’s current share 

price to its average dividend payment for the last few years.  This 

http://www.ukvalueinvestor.com/
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“smoothed” dividend yield will – in most cases – provide a more stable 

and accurate measure of value than the standard dividend yield.  

Combining both the standard dividend yield and the “smoothed” yield is 

an even better idea, and looking for quality companies where both yields 

are better than the market average is a good way to begin your search 

for potential investments. 
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High long-term earnings yields 

“Buy stocks like you buy everything else – when they are on 

sale” – Christopher Browne, author of The Little Book of Value 

Investing 

Comparing price to earnings is probably the most common way to value a 

company’s shares. It makes sense even for a dividend-focused investor: 

dividends are ultimately paid out of earnings and so – on balance – the 

more earnings you can get for you money the better. 

The PE ratio is far from perfect 
The PE ratio has its problems though.  Earnings from one year to the next 

can be volatile. The changes in earnings from year to year are unlikely to 

reflect the changes to the underlying earnings power of the company, 

where earnings power is an estimate of the kind of earnings you might 

expect the company to make under normal conditions. 

If, for example, Marks & Spencer’s earnings declined by 50% from one 

year to the next, it would probably not be reasonable to expect that the 

company’s earnings would stay at that lower level forever. Of course they 

might do, but a more reasonable expectation would be that the decline 

was temporary, and that Marks & Spencer’s earnings power is probably 

roughly the same as it was before, because it has the same number of 

stores, employees and product lines.  

This underlying earnings power is what investors should base their 

valuations on, rather than the level of earnings a company happens to 

produce in one particular year. 

Looking at earnings over a number of years 
A good way to estimate earnings power is to look at a company’s average 

earnings over a period of years, as we did with dividends. We can then 

calculate a more stable and accurate ratio between earnings and price by 

comparing the current share price to those average earnings. This is 

exactly what Benjamin Graham suggested back in the 1930s. 

The Graham and Dodd PE ratio (more commonly called PE10) uses the 

ten year earnings average, and it gives a far more stable number to 

compare the share price against. This in turn provides a more reliable 

guide than the standard PE as to whether a company’s shares are 

expensive or not.  

http://www.ukvalueinvestor.com/
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Investing for the long-term 

"In the short run the market is a voting machine, but in the 

long run it is a weighing machine." – Ben Graham, the father 

of value investing 

Stock market investors should focus on a long-term time horizon. 

Generally “long-term” is taken to mean five years at least, although ten 

years is probably a better minimum. 

If your time horizon is one day then share price movements are 

essentially random. There is about a 50% chance that they’ll go up and a 

50% chance that they’ll go down from one day to the next. 

The same is pretty much true over one week or one month. 

But if you assume that each investment you make is going to last five 

years or more then you begin to place the odds of success in your favour. 

There are three main reasons: 

Dividends make a big difference in the long-term 
Over the course of a year a defensive value stock will almost always pay a 

dividend.  The typical dividend yield can be anything between 3% and 

5%, so over a five year period that will add up to between 15% and 25% 

or even more.  

At that point the dividend starts to become the main component of 

returns, drowning out the ups and downs of the share price. 

Long-term dividend growth drives share price growth 
If your time horizon is five years or more then you are likely to see your 

dividends grow, assuming you’ve bought into high quality companies. 

Good companies often increase their dividends by more than the rate of 

inflation, and increases of 5% or more in a year are surprisingly common.  

5% dividend growth each year for five years will lead to total dividend 

growth of more than 25%, which is good for your income. But it is also 

likely to be good for capital gains, as a 25% higher dividend will – all else 

being equal – lead to a 25% higher share price.  

Again, this dividend-driven share price increase is likely to drown out the 

sentiment-driven ups and downs of the market. 
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Market sentiment can take years to change 
Speaking of sentiment-driven gains and losses, one aspect of buying good 

companies at low valuations is that the companies are often going 

through a bad patch. This is preferably a small problem that can be easily 

fixed, but one that has driven other investors away through fear and 

uncertainty. 

If your investment horizon is five years or longer you will find it far easier 

to hold on through these tough periods as you wait for the company to fix 

its problems. Once the problems are fixed, and sometimes even before, 

market sentiment may change for the better. At that point other investors 

will start buying, which drives the share price up and valuation back up to 

more normal levels.  

Although these changes in market sentiment are unpredictable, they do 

occur frequently enough – and with a large enough impact on the share 

price – that they’re well worth waiting for. 
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Proactive rather than reactive selling 

“Our results more specifically attribute much of the advantage 

of value strategies to the acts of reconstituting and 

rebalancing and their side effects on dividends.” – Denis 

Chaves & Robert Arnott, from Research Associates LLC 

After you’ve found a high quality, relatively defensive company, bought 

its shares at an attractive price and held them for a number of years, 

there may come a time when it makes sense to sell. And how and why 

you sell is just as important as how and why you buy.  

You probably wouldn’t dream of buying a company in a knee-jerk fashion, 

with no thought, just because it posted record profits or signed a new 

contract. But that is exactly how many investors make their sell decisions, 

selling in a panic just because one of their investments missed its 

earnings target, made a loss or cut its dividend. 

Selling should not be driven by fear. It should be used as an important 

part of your investment toolbox in order to boost returns, increase your 

income and reduce risk. 

Taking profits on winners, increasing income and reducing 

valuation risk 
The best reason to sell shares is when the company has performed well, 

but the shares have performed far better. If, for example, you own a 

company’s shares for five years and in that time it grew its revenues, 

earnings and dividends by 50%, then you certainly picked a good 

company. If during the same period the company’s share price increased 

by 100% you would probably be very happy. 

But the fact that the shares have gone up by 100% while the dividend 

had increased by “only” 50% means that the dividend yield will now be 

half what it was when you purchased the shares. 

Let’s say the starting dividend was 5p and you bought the shares for 

100p, giving you a yield of 5%. Five years later the divided is 7.5p (a 

50% increase) but the shares have doubled to 200p. That’s a good result 

but the yield is now just 3.75%.  

If you found shares in another company, where the underlying company 

looked just as good but where the dividend yield was 5%, you may be 
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better off selling your existing shares and buying the ones with the 5% 

yield. You would immediately boost your expected dividend income from 

7.5p to 10p (a 5% yield on a 200p investment) and lock in your previous 

capital gains as well. 

Taking profits on winners like this can also reduce risk as – all else being 

equal – a share with a lower yield has less price “support” from its 

dividend, and therefore has further to fall if anything goes wrong. 

Repeatedly moving to higher yield, lower valuation shares in relatively 

defensive companies will help you keep this “valuation risk” to a 

reasonable level. 

Proactive selling is pre-planned selling 
This process of selling deliberately and proactively, rather than reactively, 

can be achieved by selling the least attractively priced holding on a 

regular basis. 

Rather than reactively waiting for disaster to strike, or for a company’s 

shares to hit a particular price, a better approach is to have a fixed time 

every other month in which to make your next sell decision. This takes 

away much of the stress of investing, because you always know when 

your next sell trade is coming up, which means if it isn’t “sell week” you 

can more or less ignore your investments. 

Once an investment is sold you could then replace it the following month 

with a new, more attractively valued company. If your portfolio consisted 

of thirty holdings then you would sell and replace six holdings each year, 

selling one every other month. On the alternate months you would 

replace them with better companies at cheaper prices. This one-trade-

per-month approach would result in an average holding period of five 

years for each investment, which is a suitable period for a long-term 

investor. 

  

http://www.ukvalueinvestor.com/


 UKValueInvestor.com 20 

Multi-dimensional diversification 

“Our advice to the defensive investor is that he let it alone 

and emphasize diversification more than individual selection” 

– Ben Graham, the father of value investing 

No matter how much research you do into a company, you cannot know 

for certain how it will perform, or what the share price will be in the 

future. The answer to this uncertainty is to diversify by putting your 

investment eggs into many different baskets and then keeping those 

baskets as far apart as possible. 

There are multiple dimensions to diversification: 

Diversifying across many companies 
The first and most obvious route to diversification is to invest in many 

different companies. Twenty is a commonly cited minimum, although 

thirty may be better for investors who don’t like stress. 

Just as important as the number of companies is the amount invested in 

each one. There is no point holding thirty companies if one company 

makes up 80% of the portfolio, so position size is the next thing to watch. 

Your preferred maximum position size is a personal matter, but 10% is 

probably a reasonable maximum and 6% may be a better suggestion for 

investors who like to avoid company-specific risks. 

If one holding does particularly well and grows like a weed beyond 6% or 

even 10% of your portfolio, you can easily cut it back down by selling half 

the position. 

Diversifying across many industries 
Companies within the same industry are often affected by the same 

issues, so diversifying across many industries will help to reduce a 

portfolio’s risk.  If a portfolio is diversified across many industries, 

anything that affects one particular industry will only have a relatively 

small effect on the portfolio. 

Rather than specifying the number of industries to invest in, it’s easier to 

specify the maximum number of companies a portfolio should hold from 

any given industry.  

Using that approach, one reasonable guideline would be to hold no more 

than one tenth of the portfolio’s holdings in any single industry. So if you 
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hold twenty companies then you would allow no more than two 

companies from an industry, and if you hold thirty companies the limit 

would be three. 

Diversifying across cyclical and defensive companies 
Defensive value investing is of course a relatively defensive investment 

strategy. However, this does not necessarily mean a defensive value 

portfolio must invest only in companies that operate in defensive, non-

cyclical industries.  

A more balanced approach between defensive and cyclical sector 

companies will probably yield better results, allowing the portfolio to 

maintain its defensive roots whilst also capturing the more aggressive 

swings in value that cyclical companies provide. 

One way to maintain this balance is to aim for a 50/50 split between 

defensive and cyclical sector companies, where a portfolio of thirty 

companies would target fifteen defensive sector companies and fifteen 

cyclical sector companies.  

The table below shows the official FTSE Sectors split into defensive and 

cyclical, as defined in Capita’s Dividend Monitor newsletter.  

Defensive FTSE Sectors Cyclical FTSE Sectors 

Aerospace & Defense Automobiles & Parts 

Beverages Banks 

Electricity Chemicals 

Fixed Line Telecommunications Construction & Materials 

Food & Drug Retailers Electronic & Electrical Equipment 

Food Producers Financial Services 

Gas, Water & Multiutilities Forestry & Paper 

Health Care Equipment & 

Services 
General Industrials 

Mobile Telecommunications General Retailers 

Nonlife Insurance Household Goods & Home Constr. 

Personal Goods Industrial Engineering 

Pharmaceuticals & Biotechnology Industrial Metals & Mining 

Tobacco Industrial Transportation 

 Leisure Goods 

 Life Insurance 

 Media 

 Mining 

 Oil & Gas Producers 

 Oil Equipment, Services & Distribution 
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 Real Estate Investment & Services 

 Software & Computer Services 

 Support Services 

 Technology Hardware & Equipment 

 Travel & Leisure 

Diversifying across many countries 
The same approach to diversification can be applied to geography. The 

goal here is to reduce the impact that a localised problem – such as a 

recession, an earthquake or an epidemic – has on your portfolio. 

If you are a UK-based investor then you have easy access to many 

companies that operate internationally. Most companies in the FTSE All-

Share index will have significant operations in the UK, so the key concern 

for geographic diversification is to make sure the overall portfolio is not 

overly dependent on the UK economy.  

One way to do this is to make sure that – on average – companies in the 

portfolio generate more than 50% of their revenues from outside the UK. 

So while some companies will generate 100% of their revenues from 

within the UK, others will receive most of their revenue internationally. 

The average across all of them should be above 50%. If it falls below 

50% you can easily adjust this by selling a UK-focused business at your 

next regular sell decision, and replacing it with a more international 

company.  

This is an easy way to make sure the portfolio is not too UK-centric. As 

well as reducing the impact of a UK recession on the portfolio, this will 

also allow the portfolio to invest significantly in faster growing 

international markets. 

Taking the next step 
If you like the sound of defensive value investing you’ll find a huge 

amount of information and practical resources at ukvalueinvestor.com. 

  

http://www.ukvalueinvestor.com/
http://www.ukvalueinvestor.com/
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IMPORTANT DISCLAIMER: The author and publisher are not registered financial 
advisers, do not provide individual investment advice and are not regulated by the 
Financial Conduct Authority.  
 
No information provided in this document should be construed as investment advice. 
It is for information only. The specific needs, investment objectives and financial 
situation of any particular reader have not been taken into consideration and the 
investments mentioned may not be suitable for any individual. The information 
contained in this document is not intended to be an offer to buy or sell or a 
solicitation of an offer to buy or sell any securities.  
 
Investors must not base any investment decision solely on the basis of this 
document and if they are unsure of any investment decision they should consult with 
a regulated independent financial advisor.  
 
The information in this document and any expression of opinion by the author have 
been obtained from or are based on sources believed to be reliable but the accuracy 
or completeness of any such sources or the author’s interpretation of them cannot be 
guaranteed although the author believes the document to be clear, fair and not 
misleading.  
 
The views reflected in this document may be wrong and may change without notice.  
 
To the maximum extent possible at law, the author does not accept any liability 
whatsoever arising from the use of the material or information contained herein. 
 
INVESTMENT RISK: The value of shares can fall as well as rise. Dividend payments 
can fall as well as rise. Any information relating to past performance of an investment 
or investment service is not necessarily a guide to future performance. You should 
not buy shares with money you cannot afford to lose or which you will need back 
within at least five years. 
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