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As a dividend-focused investor I am of course looking to buy companies with a good yield 

and a sustainable and preferably growing dividend. However, I am also very much aware 

that dividend cuts and suspensions are a fact of life. I can try to avoid them by sticking with 

relatively defensive companies, but in the long-run it is inevitable that some of my hold-

ings will reduce their dividend.

So what is a dividend investor to 
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stick with companies that are more 

likely to sustain or even grow their 

dividend. In my case this means 

looking for companies that are well 

established, have little debt, good 
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of dividend payments, among other 
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weapon in the war against dividend 
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reduce the risk of a single holding 

carrying out a dividend cut, it can 

seriously reduce the risk that a cut 

will occur in a portfolio's overall div-

idend. After all, investors shouldn't 

really care too much about what 

happens with the dividend of any 

one holding; instead they should be 

focused primarily on their portfolio's 

total dividend income, and on that 
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In order to reduce a portfolio's 

overall dividend risk, a portfolio's 
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age every aspect of my own portfo-

lio's diversity.

Diversify across lots of 
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Having a relatively large number of 

holdings is probably the most obvi-
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ent companies is simply a means to 

achieving the true end, which is to 

keep the size of each holding rela-

tively small. For example, a portfolio 

with 30 holdings may sound diverse, 

but if one holding takes up 90% of 

the portfolio then in reality it isn't 

diverse at all. So rather than focus 

on the number of holdings, I prefer 

to focus on the size of each holding 

and, more importantly, the maxi-

mum size that I'm comfortable with.

Many years ago I used to have just 

ten companies in my portfolio, with 

some positions taking up almost 

20% of the total. I think that degree 

of concentration is fairly common 

among private investors, but having 
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approach I now think such large po-

compass more than just how many 

stocks it holds. The underlying com-

panies should also be diverse in 

terms of what they do and where 

they do it, and in the rest of this arti-

cle I'll explain the rules I use to man-
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sitions are extremely risky for most in-

vestors.

The risk of losing a lot of money from 

a single bad investment is much higher 

in a concentrated portfolio, but that 

isn't the only risk. Perhaps a more im-

portant risk is the impact such a port-

folio can have on investor behaviour. 

Highly concentrated portfolios can lead 

to elation or worry when a single hold-

ing's share price goes up or down, be-
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cant part of the portfolio's total value. 

For most people, if a large holding in 

their portfolio goes down in value their 

natural feeling is worry and pain and 

their natural reaction is to escape that 

pain by selling. This often leads inves-

tors to sell at low valuations, which is 

the opposite of the "buy low/sell high" 

principle.
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actual riskiness of the portfolio, but 

also the risk that movements in any 

one holding will cause the investor to 

make a bad knee-jerk decision.

There are no hard and fast rules for 

what is an appropriate maximum po-

sition size, but personally I start to feel 

uncomfortable if a holding gets much 

above 5% of the total. If it hits 6% I'll 

reduce exposure to that one company 

by selling around half of the position 

and in most cases that means selling 

high rather than selling low. With 6% 

as my upper limit for each position I 
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at around 3% to 4% of the portfolio, 

which gives them room to grow before 

they hit that 6% limit. That 3% to 4% 

starting position means that in practice 

my portfolio has around 30 holdings at 

any one time.

For me 30 holdings is about right and 

provides a nice balance between di-
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with each investment on the other. 

You might prefer to hold more or less 

than 30 stocks, and if you hold some 

of your investments in funds rather 

than shares then you may not need 

anything like as many individual stocks, 

but it's still a good idea to put an upper 

limit on the size of any one stock.

Diversify across lots of dif-
ferent sectors
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the biggest step an investor can take 

towards diversifying their portfolio, but 
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on a maximum size for each holding 

and the approximate number of hold-

ings in the overall portfolio, it's a good 

idea to think about how many holdings 

should come from any one industry or 

sector.

Sector diversity is perhaps the biggest 

driver of inverse correlation among 

holdings – in other words that some 

will go up as others go down. This is 
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opposite ways by the same economic 

environment. For example, low oil 

prices may be bad for companies that 

extract oil because although demand 

for oil may go up it might cost more 

to extract each barrel of oil than it can 

be sold for on the open market. How-

ever, if demand for oil goes up as oil 

prices go down, companies that ship 

oil around the world may see their rev-
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Defensive sectors

Aerospace & Defense; Bever-

ages; Electricity; Fixed Line Tele- 

communications; Food & Drug 

Retailers; Food Producers; Gas, 

Water & Multiutilities; Health 
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bile Telecommunications; Non-

life Insurance; Personal Goods; 

Pharmaceuticals & Biotechnol-

ogy; Tobacco

Cyclical sectors

Automobiles & Parts; Banks; 

Chemicals; Construction & Ma-

terials; Electronic & Electrical 
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Forestry & Paper; General In-

dustrials; General Retailers; 

Household Goods & Home Con-

struction; Industrial Engineer-

ing; Industrial Metals & Min-

ing; Industrial Transportation; 

Leisure Goods; Life Insurance; 

Media; Mining; Oil & Gas Pro-
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& Distribution; Real Estate In-

vestment & Services; Software 

& Computer Services; Support 

Services; Technology Hardware 
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“SECTOR DIVERSITY 
IS PERHAPS THE 
BIGGEST DRIVER 

OF INVERSE 
CORRELATION AMONG 

HOLDINGS – IN 
OTHER WORDS THAT 
SOME WILL GO UP AS 
OTHERS GO DOWN.”
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In the real world the impact of the 

economy on each industry or sector 

is incredibly complicated and com-

plex, so rather than trying to work out 

exactly how each sector will behave 
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simply focus on holdings stocks from a 

diverse range of sectors.

As with the number of companies in 

a portfolio, how many sectors you in-

vest in is a personal matter. In my case 

I don't like to have much more than 

about 10% in any one sector, so with a 

portfolio of 30 stocks that works out to 

no more than three per sector.

How you diversify across sectors will 

depend to some extent on which sec-
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use. I get mine from ShareScope, which 
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other data providers. You can see a list 

of all the defensive ICB sectors in Table 

1 and all the cyclical sectors in Table 
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Diversify between cyclical 
and defensive sectors

As well as diversifying across many dif-

ferent sectors I think it's also a good 

idea to control how your portfolio is 

split between cyclical and defensive 

sectors. If you're obsessed with re-

ducing income and capital risk then 

you may want to have your portfolio 

invested primarily in defensive sector 

stocks. On the other hand, if you're 

willing to accept greater risk in pursuit 

of greater gains, then a focus on cycli-

cal sector stocks would make sense.

I prefer the middle way and so I try to 
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stocks in both cyclical and defensive 

sectors. In practice the exact split may 

not be 50/50, but generally I aim to 

have at least half of my portfolio in de-

fensive sector stocks.
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tions then your data provider may cat-

egorise each of their sectors as cyclical 

or defensive, otherwise you'll need to 

split them into cyclical and defensive 

using your own judgement. 

Diversify across many dif-
ferent countries 
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I take into account is geographic di-

versity. I live and work in the UK and 

so I don't want my investments to be 

overly impacted by this country's eco-

nomic ups and downs, or in fact the 

economic ups and downs of any one 

country. To avoid excessive exposure 

to a single country a truly diverse port-

folio would generate its total revenues, 
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international sources as from the UK, 
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countries as possible.

To work out the geographic spread of 

a portfolio you need to know the geo-

graphic spread of each individual hold-
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times be a bit tricky if not downright 

impossible. In their annual reports, 
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state what percentage of their reve-
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ographic regions, including the UK. For 

example, a company's results might 

“I LIVE AND WORK IN THE UK AND SO I DON’T 
WANT MY INVESTMENTS TO BE OVERLY 

IMPACTED BY THIS COUNTRY’S ECONOMIC UPS 
AND DOWNS, OR IN FACT THE ECONOMIC UPS 

AND DOWNS OF ANY ONE COUNTRY.”
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state that revenues are generated 

35% from the UK, 50% from the USA 

and 15% from Germany. Other com-

panies may simply state that 50% of 

revenues came from Europe and 50% 

from the USA, while other companies 

may be even more vague than that. If 

you look through a company's annual 

report and there is no explicit mention 
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from, then an educated guess is prob-

ably the best option.

One alternative to looking through 

annual reports is to use a data pro-

vider such as MorningStar Premium or 

SharePad, both of which show the geo-
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for many companies. However, their 

data is still based on data from annual 

reports and so vague information such 

as "50% of revenues from Western Eu-

rope" is still possible, as is the need for 

the occasional educated guess.

Once I have a number for the UK rev-

enue percentage for each holding (I 

tend to focus on revenues, although 

you could focus on the geographic 
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calculate the average of that value for 

the portfolio as a whole. That average 

UK revenue percentage gives me a ball-
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to the UK economy and – as a general 

rule of thumb – I like to keep that ex-

posure below 50%. I invest primarily in 

FTSE 100 and FTSE 250 companies and 

for the most part they are relatively 

UK-focused indices, but so far I haven't 
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portfolio's UK exposure below 50%.
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cation, if for some reason my portfolio 
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percentage of more than 50%, then 

I'll just make a small adjustment with 

my next buy or sell trade. If I was look-

ing to sell one of the least attractive 

holdings (which I do on a regular ba-
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more UK-focused holdings rather than 

one with a more international busi-

ness. Alternatively, if I was looking to 

buy something new then I would try to 
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its revenues came from the UK in order 

to reduce the portfolio's UK exposure.

None of this is rocket science, but by 

taking position size, industry, cycli-

cality and geography into account, a 

dividend portfolio can be made much 

more robust and much less risky, with-

out necessarily reducing its potential 

returns.
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