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Some of the biggest gainers from the UK's decision to leave the EU were internationally- 

focused consumer defensive stocks. This comes on the back of what has already been a 

multi-year bull run for consumer defensives as investors look for low risk yield in a post 
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“SELLING PRODUCTS 
WITH STRONG 
BRANDS AND 

SLIGHTLY HIGHER 
PRICES ALLOWS THE 

BEST CONSUMER 
DEFENSIVE 

COMPANIES TO 
MAINTAIN WIDE 

PROFIT MARGINS.”

Like most dividend investors I am a 

fan of these often boring but steady 

growth companies. However, the 

value investor in me is always wary 

of sharply rising share prices and 

general enthusiasm from other in-

vestors. And now with so much post-

Brexit popularity, cheerleading and 

soaring share prices going on, I think 

the time is right to ask whether con-

sumer defensives have become the 

latest bubble.

Strong brands, wide 
 !"#$%&'!()*+%'*,%-"*-
sistent growth

Consumer defensives are often 

summarised with the phrase "small 

ticket, repeat purchase". That's be-

cause they sell products that are 

inexpensive for the customer and 

are bought on a regular (but not nec-

essarily frequent) basis. So think of 

for many people it is more important 

that the result of their purchase will 

be as expected – i.e. that the beer 

tastes nice and the washing-up liquid 

 !"#$#%& '#(")*#+"%,+! !&#+%-",.",/&-

come is more important than price 

many people will just choose a prod-

uct they have used before, or know 

is used widely by other people. This 

leads to products with well-known 

brands such as Pepsi or Dettol being 

consistent top sellers, even if they 

are more expensive than function-

ally equivalent products with unfa-

miliar brands.

Selling products with strong brands 

and slightly higher prices allows the 

best consumer defensive compa-
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That in turn allows them to invest in 

advertising which drives more brand 

awareness and loyalty which leads 

to more sales at high margins.

things like beer, washing-up liquid, 

headache tablets and so on. These 

are all small items which are pur-

chased on a recurring basis.

With low price products price is not 

always a key factor in the customer's 

decision-making process. Instead, 
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The result of this virtuous circle is 

18,'#" 1'#517#" 45,6&18 9 &-:" 75,2&*"

and consistency over long periods of 

time, which is of course very appealing 

to those of us who are partial to pro-

gressive dividends.
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ing at a collection of consumer defen-

sive companies which focus on these 

strongly branded and higher margin 

products. These companies are: A G 

Barr (LON:BAG), Britvic (LON:BVIC) 

and Diageo (LON:DGE) from the Bev-

erages sector; Reckitt Benckiser 

(LON:RB.) from the Household Goods 

sector; PZ Cussons (LON:PZC) and 

Unilever (LON:ULVR) from the Per-

sonal Goods sector; and British 

American Tobacco (LON:BATS) and 

Imperial Brands (LON:IMB) from the 

Tobacco sector.

Estimating future returns 
from yields and growth

One way to check for a bubble in a par-

ticular group of stocks is to look at div-

idend yields and historic growth rates, 

combine them into a simple estimate 

of future returns and then compare 

the result against the market average. 

If the group's estimated future returns 

are far below the market's, then we 

could be looking at a bubble.

In terms of dividend yield, those eight 

companies have an average yield of 

2.8%. The FTSE 100, as a reasonable 

market benchmark, has a yield of 3.8% 

at the time of writing (with the index at 
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On average then, these companies are 

relatively low yield and almost every 

one of them has a lower yield than 
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those companies can produce enough 
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ative lack of yield today.

Turning to growth, the average ten-

year growth rate of those companies 

(measured across revenues, earnings 
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comparison, the FTSE 100's growth 

51&#"*1!"8##+"0/%*"9,2#5"1&"J/!&"F(@I"

4#5"-#15(";*1&" !"1"!&5 > +7"3 $#5#+%#("

However, the FTSE 100's ten-year 

growth rate is impacted somewhat by 

the volatile booms and busts of recent 

years which haven't impacted con-

sumer defensives to anything like the 

same extent. In other words, ten years 

ago the FTSE 100's earnings were rid-

ing high on the back of a commodities 

and banking boom and now both of 

those sectors are at low points in their 

respective cycles. Measuring growth 

from a high point ten years ago to a low 

point today may not be the best way to 

estimate the index's future growth.

One way around this is to look ex-

clusively at the FTSE 100's dividend 

growth rate, which has been a more re-

spectable 4.8% over the last ten years.
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of consumer defensives as low yield, 

high growth companies (2.8% yield and 
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growth market average (3.8% yield and 

4.8% growth). 

Adding those together gives a simplis-

tic estimate for future total returns 

of 10.1% per year for that basket of 

consumer defensives and 8.6% for 

the FTSE 100. Of course the future is 

unlikely to be so easy to predict, but I 

Company Index Sector Price (£) Yield 10-Yr Growth

Barr (A G) PLC FTSE 250 Beverages 5.15 2.6% L(@I

Diageo PLC FTSE 100 Beverages 20.98 M(@I @(HI

Britvic PLC FTSE 250 Beverages 6.13 3.8% 8.4%

Reckitt Benckiser Group PLC FTSE 100 Household Goods @N(@N 1.9% @(HI

Unilever PLC FTSE 100 Personal Goods 35.84 2.5% 4.4%

PZ Cussons PLC FTSE 250 Personal Goods 3.22 2.5% 6.6%

British American Tobacco PLC FTSE 100 Tobacco 48.35 3.2% 6.2%

Imperial Brands PLC FTSE 100 Tobacco 39.92 3.5% 9.8%
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think that's a reasonable way to build 

a big picture overview of the situation.

So what does this mean in plain Eng-

lish? Well, if this basket of consumer 

defensive stocks keeps growing for the 

next 20 years as they have over the 

past ten, then investors could see dou-

ble-digit annualised returns despite 

low current yields from these stocks. 

In contrast, FTSE 100 investors might 

see long-term returns of around 8-9%, 

which is slightly above average for that 
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fairly close to 2%).

Given that a reasonable argument can 

be made that consumer defensives 

might outperform the wider market 

over the next decade, I don't think 

there's a bubble. To get into bubble 

territory I would expect these defen-

sive stocks to have much lower yields 

than the almost 3% average we see 

today; perhaps as low as 1% or 2%, I 

don't know, but certainly lower than 

they are today. 

Having said that, as a group these 

stocks are clearly not in bargain ter-

ritory either and nor should they be. 

Instead the group seems to sit some-

where in the middle between bubble 

and bargain, being neither a no-go 

zone for sensible investors nor akin to 
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is no obvious bubble we may instead 

have a Goldilocks situation; some of 

these companies are expensive, some 

are cheap and some are priced just 

right. So a good follow-up question to 

the bubble question is: which are ex-

pensive and which are cheap?

Too expensive: Unilever 
and PZ Cussons?

According to my stock screen, two 

stocks which appear to be closer to 

bubble territory than the others are 

Unilever and PZ Cussons, both of which 

operate in the Personal Goods sector. 

These companies epitomise consumer 

defensives with products like Domes-

tos, Dove and Surf (from Unilever) and 

Imperial Leather, Carex and Original 

Source (from PZ Cussons).

Both companies have produced con-

sistently excellent results for share-

holders over many years. However, 

recent share price gains seem to have 

7,&&#+"1*#13",."#1%*"%,041+-=!"6+1+-

cial results.

For example, Unilever's current share 

price of just over 3,500p has increased 
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in that time its revenues, earnings 

and dividends have only increased by 
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grown faster than the company, even 

when measured from the previous val-

uation peak.

This leaves Unilever with a dividend 

yield of 2.5%, even though its growth 

rate over the past decade (averaged 

across revenues, earnings and divi-

dends) is just 4.4%. If it continues to 

grow at that sort of pace then Unilever 

investors might see annualised total 

5#&/5+!" ,." 1445,O 01&#9-" @I" PM(SI" U"
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cantly better than the return from an 

index tracker. On that basis I would say 

that Unilever is the most likely of these 

stocks to be overpriced. 

The story for PZ Cussons is slightly 
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rent price of 320p has improved on 

its pre-crisis peak of around 200p by 

60% or so, but that increase has not 

outstripped growth in revenues, earn-

ings and dividends over the same pe-
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So unlike Unilever, PZ Cussons' share 

price hasn't leapt ahead of its funda-

mental performance despite the grow-

ing popularity of defensive stocks. 

Its expected return is also much better 

than Unilever's. The dividend yield is 

low at 2.5% but the company's average 

growth rate has been a respectable 

6.6% a year over the last decade. Using 

the previous yield-plus-growth model 

this produces an expected future re-

turn of around 9% a year, which is not 

too bad. There are downsides though, 

not least of which is that revenues and 

earnings are down from their peaks of 

a few years ago and dividend growth 

seems to be inching towards zero.

“TO GET INTO BUBBLE TERRITORY I WOULD EXPECT 
THESE DEFENSIVE STOCKS TO HAVE MUCH LOWER YIELDS 
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glance it does seem that a 2.5% yield 

from these companies is probably too 

low and their share prices probably too 

high.

Too cheap: Britvic and A G 
Barr?

At the other end of the scale are A G 

Barr and Britvic, both from the Bever-

age sector. Their brands include IRN 

BRU and Tizer (from A G Barr) and 

Robinsons and R Whites (from Britvic). 

Although not exactly screaming bar-

gains (their yields are no better than 

the market average) my stock screen 

suggests they are the most attractively 

valued companies in this group.

A G Barr, for example, has a yield of 

just 2.6% which is barely better than 

Unilever's, but it combines that yield 

with impressively consistent and rapid 

growth of almost 9% a year. This gives 

a simple estimate of future returns of 

almost 12% a year, which would be 

very welcome from such a defensive 

stock. So why has the market assigned 

A G Barr a dividend yield equal to Uni-

lever's even though its historic growth 
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One reason could be that growth has 

been slower more recently, although 

the dividend was still increased by 10% 

at the last annual results. The current 

trading environment is described by 
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pected to substantially change", partly 

as people move away from drinking 
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towards healthier options. A newly 

proposed sugar levy to nudge people 

away from high sugar drinks is not ex-

actly welcome news for the company 

either. Despite these issues I think A G 

Barr is worth investigating in more de-

tail if you're looking to add some div-

idend growth stocks to your dividend 

portfolio.

Britvic is more obviously cheap as it 

has a dividend yield of 3.8%, almost 

exactly matching the FTSE 100's yield. 

However, unlike the large-cap market's 

growth rate of 4.4%, Britvic has man-

aged to grow at 8.4% a year, giving it 

a yield-plus-growth estimate of returns 

some 4% a year better than the market 

average. Of course, whether or not that 
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but that is exactly the sort of attractive 

picture I like to see before diving into a 

more detailed investigation.

Of course Britvic has issues – other-

wise it wouldn't be attractively priced. 

Growth has been slower in recent 

years and the company has a consid-

erable debt pile of more than £600 

million compared to average post-tax 

45,6&!"  +"5#%#+&"-#15!",." J/!&"]^A"0 9-

lion. Despite these issues, with a 3.8% 

yield Britvic is clearly not at bubble val-

uations.

So while consumer defensives have 

recently enjoyed a run of some con-

siderable success I don't think that as 

a group they're in a bubble. Instead 

some are expensive, some are fairly 

priced and in all likelihood some are 

cheap enough to be worthy of invest-

ment.

“I THINK A G BARR IS WORTH 
INVESTIGATING IN MORE DETAIL IF YOU’RE 
LOOKING TO ADD SOME DIVIDEND GROWTH 

STOCKS TO YOUR DIVIDEND PORTFOLIO.”


