Protecting a
portfolio in
difficult markets:
CHALLENGING
YOUR ASSUMPTIONS
– Investors may need to reassess longheld beliefs on portfolio protection.
– Larger, high growth companies with
predictable dividends may not be
more consistent.
– Investors need to be more nuanced
in their approach.

I

nvestors have enjoyed benign stock
markets for much of the past decade. It
is clear that this is changing. In a new,
more fragile, environment, investors may want
to build greater resilience in their portfolios.
However, they may also need to reassess longheld beliefs on how to protect a portfolio.
The old rules suggest that tricky times called
for ‘defensive’ companies, those with predictable
revenues and cashflows, plus consistent dividends.
While some of these qualities will still be important
today, we believe it is important to take a more
nuanced view.
For example, there is a long-held view that
larger companies will prove more resilient in a
tricky climate. Certainly, large companies are
often more diversified, but if a company is in a
difficult area, or poorly managed, its size will
provide little defence. In reality, we see little
correlation between a company’s size and its
resilience. The right companies with the right
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characteristics can be found across the market
capitalisation spectrum. In recent years, we
have been moving the FTSE 250 and SmallCap
holdings in the Dunedin Income Growth Trust a
little higher – to 30% from 17%.
Equally, consistent dividends are important,
meaning investors are paid to wait out any market
volatility. However, it is not enough on its own. It
is important not to neglect the potential for growth
in dividends, for example, not least because those
companies growing their dividends are often
delivering stronger capital growth as well. Over
the past three years, we have raised the amount
of companies growing their dividend at more than
5% per year from 21%, to 44%.
Companies that can grow their revenues in
difficult market conditions are often seen as more
defensive. We are looking for companies with
non-discretionary demand, with sticky customers
and recurring earnings, such as healthcare
or software providers. However, again, this
is not enough on its own. Recently investors
have overlooked high share prices as long as
a company appears to be delivering strong
earnings. In our view, a company ceases to have
defensive qualities if investors pay too much for
it. In the same vein, the importance of proper
governance is often underestimated.
Within the portfolio, this leads us to companies
such as Just Eat. Its online platform is uniquely
positioned and it has many more restaurants on
its books than its competitors. Aveva is a software
company selling to the oil and gas industry. It is
a structurally-growing area as the industry
becomes increasingly digital.
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We maintain an underweight to domestic
UK companies, not because we believe the UK
domestic economy is likely to be weak, but a
recognition that areas such as emerging markets
are growing more quickly. A side effect of this
positioning should be that the portfolio will be
more resilient if the Brexit situation does not
achieve resolution.
In building a portfolio fit to withstand more
troubled markets, investors cannot rely on old
rules of thumb. Sticking to a portfolio of large
cap, expensive growth companies may not protect
against volatile markets. Quality is important,
but it must come at a reasonable price.

Important information
Aberdeen Standard Investments is a brand of
the investment businesses of Aberdeen Asset
Management and Standard Life Investments.
Risk factors you should consider prior to investing:
• The value of investments and the income from
them can fall and investors may get back less
than the amount invested.
• Past performance is not a guide to future results.
• Investment in the Company may not be
appropriate for investors who plan to withdraw
their money within 5 years.
• The Company may borrow to finance further
investment (gearing). The use of gearing is likely
to lead to volatility in the Net Asset Value (NAV)
meaning that any movement in the value of
the company’s assets will result in a magnified
movement in the NAV.

• The Company may accumulate investment
positions which represent more than normal
trading volumes which may make it difficult to
realise investments and may lead to volatility
in the market price of the Company’s shares.
• Movements in exchange rates will impact on
both the level of income received and the
capital value of your investment.
• There is no guarantee that the market price
of the Company’s shares will fully reflect their
underlying Net Asset Value.
• As with all stock exchange investments the
value of the Company’s shares purchased
will immediately fall by the difference between
the buying and selling prices, the bid-offer
spread. If trading volumes fall, the bid-offer
spread can widen.
• The Company invests in emerging markets
which tend to be more volatile than mature
markets and the value of your investment
could move sharply up or down.
• Yields are estimated figures and may fluctuate,
there are no guarantees that future dividends
will match or exceed historic dividends and
certain investors may be subject to further tax
on dividends.

Find out more at
www.dunedinincomegrowth.co.uk
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