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Marks & Spencer is one of the most obvious dividend-paying stocks in the UK market. With 

so much attention from investors a company like this should be priced correctly (or so the 

theory goes), with shares that have no chance of generating market-beating returns other 

than by pure luck. That may or may not be true, but what I do know is over the last 15 years 

investors would have done very well buying M&S shares when the price fell below 300p and 

then selling within a few years for a gain of anything between 50% and 100%.

Of course there is far more to investing than simply buying at some historically success-

ful price, but with a current price of 333p and a dividend yield of 5.6% I do think Marks & 

Spencer is worth looking at in some detail.

“I DON’T THINK IT 
WOULD BE TOO HARD 
FOR M&S TO HAVE A 
TRULY PROGRESSIVE 

AND CAUTIOUS 
DIVIDEND STRATEGY 

SIMPLY BY KEEPING ITS 
TEN-YEAR DIVIDEND 
COVER RATIO CLOSER 

TO TWO AT ALL 
TIMES.”

A cyclical company with 
a track record of highs 
and lows

have fallen below 300p more than 

once over the last 15 years and then 

time. In fact the shares have traded 

-

company is cyclical.

about as mature a business as you'll 

-

population.

I've included a chart which shows 

over the last few years and it more 
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or less covers one business cycle. 

thereabouts) the economy stabilised 

and the dividend was increased, 

then held for a few years and then 

an economic bust and a slow recov-

ery, but that recovery has yet to turn 

into a boom.

as 200p and was below 300p for 

must have been very attractive for 

those who know that recessions do 

-

ery investors were much more opti-

500p. In fact at one point that year 

share.



THE DIVIDEND HUNTER

24 | ISSUE 23 – FEBRUARY 2017   Master Investor is a registered trademark of Master Investor Limited | www.masterinvestor.co.uk

Boom, bust, repeat

its dividend and then cut it by almost 

doubled its dividend and then cut it 

been unable to sustain its dividend for 

(the ratio between the company's cur-

-

-

ten-year dividend cover to a more rea-

in 2008 when the dividend was pushed 

-

idend cover ratio of 1.1. Over the next 

two years the dividend was rebased 

-

tainable ten-year dividend cover ratio 

of 1.8. 

-

-

ten-year dividend cover ratio closer to 

two at all times. I think this would be 

recession.

Is a dividend cut on the 
cards?

Currently the company's ten-year aver-

-

ous zone of 1.5 or less, so I don't think 

a dividend cut is very likely anytime 

-

tious dividend cover because we hav-

en't had a boom period to follow the 
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“I WOULDN’T BE 
IN THE LEAST BIT 

SURPRISED TO SEE 
MORE THAN 70% OF 

M&S’S REVENUES 
COMING FROM FOOD 
WITHIN THE NEXT 

TEN YEARS.”
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yet to become overly optimistic about 

the company's future. Start to worry 

when you see several years of dou-

-

sive exuberance from the CEO.

Slow growth fails to keep 

So the company is cyclical and has a 

somewhat bumpy track record, but I 

most recent cycle (the period covered 

-

stock market as a whole. 

-

homewares and another which sells 

food. Not only are these two busi-

turn of the millennium.

M&S's future may lie 
primarily in food

and household revenues were around 

were less than £3 billion. Lay out the 

years and you'll see two completely 

-

-

-

lion, almost exactly double their 2000 

level.

entire book could be written about 

now come from its food business. 

and non-food businesses is impor-

-

may be able to roll the idea out inter-

some franchised Simply Food stores 

last couple of decades, but here's my 

very much condensed version: 

their traditional older customers as 

those customers depart this mortal 

but none have succeeded in any mean-

perhaps to slow the decline. 

-

railway concessions in 2002. In that 

year there were only a handful of each, 

over 222 Simply Food stores owned 

-

stores. Yes, the Simply Food stores are 

typically smaller than the company's 

urbanbnbuzz / ShShututteterstock, Inc.
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“MARKS & 
SPENCER’S HABIT 

OF CUTTING ITS 
DIVIDEND DURING A 
RECESSION EXISTS 
IN NO SMALL PART 

BECAUSE OF ITS 
HEAVY DEBT LOAD.”
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international expansion.

Of course this is pure speculation, but I 

wouldn't be in the least bit surprised to 

years. And this isn't simply idle spec-

ulation because I, like most potential 

possibility for this company or simply 

massive impact on what sort of share 

price and dividend yield make sense 

today, but before I talk about the share 

price I'd like to mention one of the 

Large debts and pension 
liabilities make M&S 
riskier

traditionally chosen to carry a heavy 

part because of its heavy debt load.

billion are exactly four-times the com-

-

because that is exactly my preferred 

upper limit for cyclical companies. In 

relatively defensive for a cyclical com-

pany, but I would still prefer to see 

those debts come down by perhaps 

an overoptimistic and probably short-

term increase in dividends.

-

liabilities that are more than ten-times 

-

this test as its pension liabilities are 

is currently in surplus, but if that were 

or more could easily be on the cards, 

away from shareholders and towards 

the pension fund (the company is 

year into the fund to defend the sur-

plus). One positive point is that the 

is not such a positive point for the 

Normally this massive pension would 

be a deal breaker for me, but perhaps 

because I do think the business is fun-

damentally sound. But what price is 

333p could be good, but 
300p would be better

At its current price of 333p and with 

Each week I build a stock screen of div-

-

would have to drop below 300p, at 

yield as well.

-

2) Reduce those pension liabilities 

-

pany; 3) Institute a cautious and pro-

food's UK success overseas.

About John

-

based, rather than speculative.

 

John is also the author of The Defensive Value Investor: A Complete Step-By-Step Guide to Building a High Yield, Low Risk 

Share Portfolio.

 

His website can be found at: www.ukvalueinvestor.com.


