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GREETINGS FROM YOUR FINANCIAL ADVICE TEAM
We have begun the 
second quarter of 
2015 and the outlook 
across Global Markets 
remains uncertain.  

Although we have seen a significant 
recovery in local equities since 2009, 
over the past 24 months equity managers 
have become increasingly concerned 
about the overall valuation level of the 
market and many portfolios have been 
more defensively positioned. Despite 
global liquidity and investor exuberance 
driving domestic equities higher, over the 
past 6 months the market has struggled to 
gain further upside traction; we have seen 
sideways moves with increased volatility.

Many fund managers have advised 
that they seem to find more high-quality 
businesses offshore at more attractive 
prices than locally. This is evident in that 
many managers continue to hold their 
maximum offshore allowance. However, 
it is important to remember that there are 
always pockets of value and a long-term 
agreed strategic weighting between local 
and offshore assets is likely to benefit 
your portfolio over time. Both currency 
movements and hard currency returns 
affect the overall performance in Rands.

European policymakers would have you 
believe that the euro zone is at a turning 

point; emphasising faster-than-expected 
growth in the fourth quarter of 2014. The 
European Commission is forecasting 
growth in 2015 of 1.3%, which would be 
the euro area’s best outcome since 2010. 
However, France and Italy, the zone’s 
second- and third-largest economies, 
stagnated in the final quarter of the year. 
Greece’s return to the headlines has the 
potential to unsettle markets and fears 
grow that the area may fall into deflation. 
The ECB has adopted measures to boost 
prices and growth – most notably by 
agreeing to a controversial programme of 
quantitative easing, with the most recent 
figure at 93 billion euros.

Over the past year, South African 
bonds have benefited from slower-
than-expected local economic growth, 
falling inflation expectations, a switch 
away from Russian sovereign debt into 
safer emerging markets, and a general 
reduction in global yields as growth 
remains uncertain. Although we are at the 
bottom of the interest rate cycle in South 
Africa, substantial interest rate hikes, 
that would drive the prices of long-dated 
bonds lower, seem unlikely in the short 
term. The local economy can ill afford 
higher interest rates, and any hikes in 
sympathy with the US Federal Reserve 
are likely to be short lived. In fact, with the 
already strong dollar, weak global growth, 
and signs of disappointing US numbers, 
US rate hikes are likely to be minor.

In the 2015 budget, Treasury has again 
revised its growth forecast for this year 

downward and expects the economy 
to expand by 2%. The best prospects 
for growth in the short term lies in 
less-energy intensive sectors such as 
tourism, agriculture, light manufacturing 
and housing construction. 

South African inflation as measured by 
the CPI peaked at 6.6% in June 2014; it 
dropped to 3.9% in February and was, 
at the time of the budget, expected to 
average 4.3% in 2015. It is possible this 
may be higher given the rise in fuel prices 
over the past month.

Although SA’s fiscal position is constrained, 
there are three major strengths on which 
the country’s growth strategy can be built: 
Low interest rates; trade competitiveness 
enhanced by the weaker exchange rate; 
well capitalised banks and other financial 
institutions and strong legal and tax 
frameworks.

For some time we have warned that it 
seems that more realistic returns can 
be expected from investments in the 
near future, making diversification and 
asset allocation key in our investment 
decisions. This has proven to be the 
case over the past 6 months and is 
likely to continue into the future. In 
our construction of your portfolios, 
we retain a long-term outlook and 
make use of a diverse range of asset 
classes to reduce the volatility in 
attaining your objectives. 
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Taxable income
 
R0 - R181 900
R181 901 - R284 100
R284 101 - R393 200
R393 201 - R550 100
R550 101 - R701 300
R701 301 and above

Tax Rate
 
18% of taxable income
R32 747 + 26% of taxable income above R181 900
R59 314 + 31% of taxable income above R284 100
R93 235 + 36% of taxable income above  R393 200
R149 619 + 39% of taxable income above R550 100
R208 587 + 41% of taxable income above R701 300

Income tax
Individuals and special trusts
The tax brackets have been adjusted for inflation and income 
tax rates have been raised by 1% for all taxpayers earning more 
than R181 900 a year. The highest marginal tax rate for individual 
taxpayers has increased from 40% to 41%. The personal income 
tax rates for the 2015/2016 tax year are listed above.

Companies and trusts
The income tax rate for companies remains unchanged at 28% 
and the rate for trusts (other than special trusts) has increased 
from 40 to 41%.

Tax thresholds
Tax thresholds have been amended to: 

• R73 650 for taxpayers younger than 65  
(R 70,700 in 2015) 

• R114 800 for taxpayers aged 65 to below 75  
(R 110,200 in 2015) 

• R128 500 for taxpayers aged 75 and older  
(R 123,350 in 2015)

2015 BUDGET 
SPEECH UPDATE

THE MINISTER OF FINANCE ANNOUNCED 
AMENDMENTS TO TAX AND OTHER 
LEGISLATION THAT MAY AFFECT 
INVESTORS. THESE CHANGES, WHICH 
COME INTO EFFECT ON 1 MARCH 2015, 
ARE OUTLINED IN MORE DETAIL BELOW.

THE MINISTER OF FINANCE, 
NHLANHLA MUSA NENE
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Specific exclusions worth mentioning are:
• Annual exclusion of R30 000 for capital gain or loss granted to individuals and special trusts
• R300 000 granted to individuals in the year of their death

Rebates
Rebates deductible from tax payable have been amended to:

• R13 257 per year for all individuals (primary rebate)  
(R 12,726 in 2015) 

• R 7 407 for taxpayers aged 65 and older (secondary rebate) 
(R 7,110 in 2015) 

• R 2 466 for taxpayers aged 75 and older (tertiary rebate)  
(R 2,367 in 2015)

Interest exemptions
Interest exemptions remain unchanged: 

• The exemption on interest earned for individuals younger 
than 65 years remains R23 800 per annum.

• The exemption for individuals older than 65 years remains 
R34 500 per annum.

Medical tax credits
Monthly tax credits for medical scheme contributions will 
increase as follows: 

• From R257 to R270 per month per beneficiary for the first two 
beneficiaries

• From R172 to R181 per month for each additional beneficiary

Dividends tax
Dividends tax remains 15% on dividends paid by resident 
companies and by non-resident companies for shares listed on 
the JSE. Most foreign dividends received by individuals from 
foreign companies (shareholding of less than 10% in the foreign 
company) are taxable at a maximum effective rate of 15%. 

Interest withholding tax
A final tax at a rate of 15% is imposed on interest from a South 
African source payable to non-residents with effect from 1 March 
2015. Interest is exempt if payable by any sphere of the South 
African government, a bank or if the debt is listed on a recognised 
exchange.

Capital gains tax (CGT)
CGT inclusion rates remain unchanged but the maximum effective 
rate has increased slightly for individuals and special trusts, as 
well as for other trusts. The effective rate remains unchanged for 
companies.

Investor
 
Individuals and special trusts
Companies
Other trusts

Maximum effective tax rate on capital gains
 
0% - 13.65%
18.65%
27.31%
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TAKING 
APPROPRIATE 
RISK TO BEAT 
A BENCHMARK

ARTICLE BY CHRIS WOOD
HEAD OF EQUITY, PRUDENTIAL

In my article in the winter edition of 
Consider this, “Higher risk doesn’t 
improve the chances of outperforming”, 
I explained why a fund manager is not 
necessarily guaranteed to deliver higher 
returns by simply taking more risk as 
a result of taking large concentrated 
positions. Rather, at Prudential we 
believe that in order to consistently 
deliver above-benchmark returns 
requires taking appropriate risk. In this 
article, I outline our prudent approach to 
managing Prudential’s equity portfolios 
from a risk perspective – to ensure that 
we consistently adhere to the most 
appropriate level of risk for our clients. 
In so doing, we are confident that our 
equity portfolios can continue to deliver 
the market-beating returns we have 
achieved to date.

Diversification is key 

It is a basic principle of investing that 
diversification helps lower the risk of 
a portfolio, by spreading risk across 
many different investments instead 
of a few. At Prudential, we adhere to 
this principle – we believe it is a risky 
business to hold large overweight 
positions in only a few shares in trying 
to beat the underlying benchmark 
return. We are of the view that the 
size of the position should always be 
scaled in proportion to the expected 
return, both in terms of overweight and 
underweight positions (called active 
positions). When considering the size of 
the positions, the fund manager needs 
to be open to the possibility that an 
expected outcome
 

may not occur, which could result in losses 
associated with a mistaken overweight 
call, or miss out on gains in shares to 
which the fund has no exposure.

Rather, we prefer a diversified approach in 
which more measured positions are taken 
across many shares, such that in the event 
that our view is wrong, the associated 
capital loss is not detrimental to the fund’s 
overall performance. Our equity portfolios 
typically hold around 40 shares relative 
to the 160 shares that make up the FTSE/
JSE SWIX (Shareholder Weighted Index) 
benchmark.

Avoiding the “folly of 
forecasting”
When it comes to selecting shares to 
overweight and underweight, we aim to 
improve our odds of success by making 
that choice using our prudent value 
philosophy based on thorough, “bottom-
up” analysis of each company. We 
undertake detailed fundamental analysis 
of both the company and the industry in 
which it operates, in order to evaluate its 
intrinsic value and assess its underlying 
earnings cycle. We evaluate the share 
using valuation multiples (such as price-
to-earnings ratio, price-to-book value 
ratio and dividend yield, among others) 
both relative to its own trading history as 
well as relative to its peer group and the 
overall market.

While we do believe there is merit to 
using historic financial statements to 
evaluate a company’s sustainable profit 
margin or future return metrics, we avoid 
taking positions premised on forecast 

macroeconomic variables such as 
interest rates, the rand exchange rate, 
or commodity prices like oil or gold, 
since we recognise that these prices 
have proven impossible to forecast. 
Even the most respected global analysts 
have been badly wrong, such as when 
Goldman Sachs in 2008 famously 
forecast the oil price to rise from $100 
per gallon to as much as $200, only for 
it to halve over the following months. We 
also refrain from implementing sectoral 
positions in our portfolios based on 
forecasts, in which we would favour 
one sector of the equity market over 
another uniquely because of a forecast 
– for example, overweighting resources 
because analysts expect commodity 
prices to rise. Sectoral positions based 
on bottom-up analysis, however, are 
very much a part of our positioning.

Stock picking within 
sectors
Another important way in which we 
minimise risk in our equity portfolios is by 
“pair trading” within sectors. This means 
that we overweight one share (or more) 
in a sector, and underweight others. The 
logic behind this approach can be seen 
by considering two different pairs of 
stocks. First, take a gold share (Harmony, 
for example) in which you are overweight, 
and a bank (Standard Bank, say), in which 
you are underweight. Analysis of many 
years of data on share price movements 
shows that, should you choose to bet on 
one against the other, you are likely to lose 
a much higher portion of your investment 
should things go wrong, than if you were 
to pair trade within one sector.
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Telecommunication
 
Telkom
Blue Label
Vodacom
MTN

Benchmark (GENUT)
 
7.5%

0.3%
0.6%
12%
5.8%

Prudential

7.5%
 
- 
-
-
7.5%

Active 

0.0%

-0.3%
-0.2%
-1.2%
1.7%

This makes sense intuitively because 
gold miners and banks are very different 
companies – they sell different products 
and services, their industries are shaped 
by different factors and their share price 
drivers are very different. As a result, 
should your positioning be incorrect, you 
could lose a great deal of your investment 
because the share prices could move 
very differently against each other. So, 
should gold companies lose ground 
and banking shares rise at the same 
time (given that the share prices have 
historically been negatively correlated), 
both of your positions would have 
incurred losses in a “double whammy” for 
the portfolio.

On the other hand, two local banks sell 
very similar products and services to 
similar markets, and are shaped by 
the same factors in the same industry. 
Their share prices are driven by similar 
fundamental factors, and so are highly 
correlated (they generally move closely 

The Vodacom underweight position 
is reflective of our concern that the 
company remains overexposed to the 
increasingly competitive and mature 

together over time). By pair trading bank 
shares (for example, overweighting 
Barclays and underweighting Standard 
Bank), you stand to lose less should your 
call be incorrect, because the two share 
prices are not likely to move very differently 
versus each other. In this example, should 
the financial sector come under pressure, 
both share prices will fall, but the loss 
from the overweight in Barclays will be 
limited by the gain from the underweight 
in Standard Bank. We therefore prefer to 
pair trade stocks within the same sector, 
exploiting mispricing between companies 
with similar fundamental drivers.

The net result of this approach to stock 
picking is that our sector over- and 
underweight positions tend to be small. 
In other words, our overall sector weights 
in the portfolios are close to the sector 
weights in the benchmark (as shown in 
the accompanying example using the 
telecommunications sector). This is a risk 
reduction technique.

mobile telephony market in South Africa, 
whereas MTN offers more diverse 
exposure to a number of underpenetrated 
mobile markets throughout Africa, with 

The table below illustrates Prudential’s 
approach to mitigating risk in our stock 
selection for the Prudential Equity Fund. 
In South Africa’s telecommunications 
sector, there are four companies to 
choose from: Telkom, Blue Label, 
Vodacom and MTN. Here, our rigorous 
stock selection process resulted in 
a preference for MTN over Vodacom 
and the other shares in the sector. To 
implement this preference, the fund 
currently holds a large overweight 
(active) position in MTN of 1.7% above the 
benchmark (the mean of the Morningstar 
General Equity Unit Trusts category), 
that effectively matches the collective 
underweight position associated with 
not owning Vodacom, Blue Label and 
Telkom in our Equity Fund. As a result, 
the fund is positioned neutrally towards 
the telecommunications sector, while 
taking what we consider appropriate risk 
in terms of our MTN positioning.

South Africa contributing less than 20% 
of the group’s operating profit.

we have chosen not 
to own these stocks

Sector
positioning 
neutral

Large active 
position in 
MTN

QUALITY
Intrinsic Value Grows 
Stable RONA
ROE > COE
Positive FCF

VALUATION
PE, EV/EBITDA, Price to Book, DY

QUALITY SCREEN

VALUE SCREEN

HIGH

LOW

DISCOUNT RATINGPREMIUM RATING

Our investment universe
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Quality companies 
preferred
Another way we manage risk in our 
portfolios is to screen the quality of 
mispriced companies and, wherever 
possible, choose to own those that we 
deem to be of a higher quality. Some 
of the measures we use to evaluate 
whether a company meets our definition 
of “quality” include: 1) sustainable return 
on equity above their cost of equity; 2) a 
stable return on net assets; 3) positive 
growth in free cash flow; and 4) growth in 
intrinsic value. These measures indicate a 
company is using its assets and working 
capital efficiently, while demonstrating 
an ability to deliver healthy growth. The 
matrix above illustrates how we overlay 
our valuation metrics with this “quality 
screen”. The green shaded areas highlight 
the overlap we look for: high quality 
companies with discounted valuations.

Consider stocks excluded, 
as well as those held

The telecommunications positioning is a 
good example of how we also continually 
consider the impact on the risk profile of 
our portfolios of not holding shares. This 
could otherwise result in an unintended 
underweight position and added risk. We 
deliberately chose not to own Vodacom, 
resulting in a -1.2% underweight position 
versus the benchmark – the size of the 
underweight position in this case is a 
function of Vodacom’s weight in the index. 
This position is well within our self-imposed 
risk limits of ensuring an active position 
(both overweight and underweight) does 
not exceed 3%. As another example, if an 
asset manager had decided not to own 
media group Naspers in 2004, when its 
market capitalisation comprised only 1% 

Proof is in the 
performance
We remain confident that our approach 
will continue to deliver consistent, 
incremental outperformance for our funds 
over time. Indeed, the track record of the 
Prudential Equity Fund shows that so 
far it has been successful, with returns 
beating both the average performance 
of the general equity fund category and 
the Shareholder Weighted Index (SWIX) 
benchmark. The Fund has been one of 
only 11 general equity unit trusts (among 

of the JSE’s SWIX Index, that would have 
represented a -1% underweight position. 
Today, however, that underweight 
position would comprise a huge - 10% 
unintended bet, due to the astonishing 
value added by its 34% stake in rapidly 
growing Chinese internet group Tencent 
over the past decade.

Participative team structure and process
Core to our approach to managing risk 
within our portfolios is our equity team 
structure and process. In our team-based 
approach, we assign sectors to individual 
analysts who are responsible for 
conducting fundamental research on the 
companies within their sector. We believe 
this sector-specialist approach enables 
the analysts to rank the mispricing 
opportunities within their sectors. While 
the analyst is responsible for the analysis 
of each share, the decision to buy or 
sell idea is actively debated within the 
entire team before being put to a vote. 
The size of the active positions within the 
portfolios is also debated and decided 
on by the silo fund managers. As market 
prices move over time, we also monitor 
all of our active positions to ensure the 
portfolio remains within the appropriate 
risk measures.

Measuring portfolio risk

As I explained in my earlier article, there 
are several ways to measure risk in a 
portfolio, two of which are active share and 
tracking error. Active share measures the 
total difference between the weightings 
of companies in a portfolio compared 
to their weightings in its benchmark at 
a point in time. It indicates how actively 
a portfolio is currently positioned right 
versus its benchmark. A 0% active share 
would mean that the portfolio is weighted 
exactly like its benchmark (such as an 

them the Prudential Dividend Maximiser 
Fund as well) to have outperformed SWIX 
over the past seven-year period to 31 
August 2014. So, apart from simply picking 
the right stocks to own in a portfolio – the 
aspect of investing that captures all the 
limelight – it is also the fund manager’s 
approach to managing portfolio risk that 
plays a major role in the ability to deliver 
consistent performance. We place 
considerable importance on this aspect 
of portfolio management. Maintaining the 
correct risk/return balance in a portfolio 

index tracking fund), while a 100% active 
share would mean that the portfolio has 
no holdings in common with the index.
Tracking error, meanwhile, measures 
the degree of difference in returns 
between a portfolio and its benchmark. It 
measures the degree of variation of the 
active returns of the portfolio over time. 
Active return is the difference between 
the portfolio return and the benchmark 
return. Historical tracking error is 
calculated using standard deviation, 
using a time series (list) of monthly active 
returns. A portfolio with 0% tracking error 
would match the index return perfectly, 
with no deviation (something not even 
the best index tracking funds can do), 
while a high tracking error would mean 
the portfolio’s returns are very different 
from its benchmark (they are not highly 
correlated).

Prudential’s portfolio risk

The combination of all the above 
elements of our measured approach to 
portfolio risk results in a tracking error for 
the Prudential Equity Fund that is typically 
below the average of our peer funds in 
the Morningstar General Equity Unit Trust 
category. Currently, the average fund in 
the category has a tracking error of about 
5%, while the Prudential Equity Fund 
measures just under 4%. On an active 
share basis, we aim for our portfolios to 
have an active share of between 40% 
and 60%, and the majority of local equity 
funds sit within this range. Currently, the 
Fund’s active share is near 40%, at the 
lower boundary of our range, because 
of current market conditions – with share 
valuations elevated, there are fewer 
compelling value opportunities for us to 
take advantage of and, as a result, the 
size of our active positions has been 
reduced.

is a continual challenge for all fund 
managers, and what makes a manager 
consistent. Consistency is at the heart of 
Prudential’s investment process.
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TAX FREE INVESTMENT ACCOUNTS
PREPARED BY INDEPENDENT WEALTH MANAGERS

 
The introduction of tax-free saving accounts on 1 March 2015 could 
result in considerable benefits for long-term investors as investors 
utilising these accounts earn “tax free” income and capital gains. 

This means that local interest earned 
will be tax free, local dividends will not 
be subject to dividends withholding tax 
and gains made on disposal of tax-free 
investments won’t attract capital gains 
tax. The account does however, form part 
of your dutiable estate on your demise 
and is therefore subject to estate duty 
and executor’s fees.

The account offers investors a good 
way to maximise investment growth, 
but the applicable restrictions must be 
taken into account:

Restrictions
Contributions to these accounts are 
restricted to R30,000 per annum and a 
lifetime limit of R500,000; any contribution 
in excess of these limits will be subject 
to a 40% taxation. This limit applies 
across all tax free investment accounts 
held by individual investors. However, 
reinvestments of income (interest and 
dividends) do not count towards the 
annual or lifetime contribution limits.  
Investors who invest the annual maximum 
on a monthly basis (R 2,500 per month) will 
reach the lifetime limit after 200 months. 
While no new capital contributions will be 
allowed beyond this point, the capital and 

proceeds could remain invested to reap 
the benefits of compounding.

Existing investments cannot be converted 
to tax free investment accounts (unless 
redeemed and reinvested).

Withdrawals and 
accessibility
 
Investors have unrestricted access to the 
capital, which differs from the traditional 
retirement savings vehicles. However, 
these accounts are designed to encourage 
long term savings; replacements of 
contributions withdrawn do not reduce 
the contribution total, in other words, once 
you have withdrawn funds, you are not 
allowed to replace them, so you lose out 
on future tax-free growth from those funds. 
This provision is meant to discourage you 
from treating the account like a short-term 
savings account.

Applicable investors
The accounts are available to South 
African resident individuals only. They 
cannot be used by trusts, companies or 
other legal entities.

Parents can open accounts in the 
name of their minor children, however 
any withdrawal must be paid to a bank 
account opened in that child’s name.

Types of investment 
available
Accounts may be in the form of Unit trusts, 
bank accounts, stock broker accounts, 
retail savings bonds and life assurance 
policies. The accounts must be clearly 
designated as tax free.

Tax payers will receive the maximum tax 
benefit from investments that typically 
have higher income yields and/or greater 
chance of capital growth.

Compared to 
discretionary investments
 
In discretionary investments, interest is 
taxed at the individual’s marginal rate 
and dividend withholding tax of 15% 
applies. At the end of the investment 
period (switch or repurchase), capital 
gains tax is levied between 5.99% - 
13.65% on the gains.
 
In comparison, all proceeds on the tax-
free savings account are 100% tax-free.
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Daniel Wessels compares the benefits of 
investing in a tax-free savings account with 
a typical discretionary investment using 
the same assumptions for both scenarios:

• A monthly contribution of R2 500 
• An investment period of 200 months
• An asset allocation of 65% to equities 

and 35% to interest-bearing assets.

How to proceed

The expected return, tax saving per 
product relevant to your personal 
marginal tax rate and suitability relative to 
your overall portfolio should be carefully 
considered in your investment decision-
making process to ensure efficient use of 
the benefit of a Tax Free Savings Account.

Despite the introduction of the 
accounts in March this year, and our 
belief that they will be of benefit to 
our clients, there is still some lack of 

• A dividend yield of 3% on the equity 
portion of the portfolio applies while 
interest accrues at 7% per annum.

• A nominal return of 12%

The investor in a tax-free savings 
account would accumulate R 1,594,794 
over the period (12.68% annualised).  
The discretionary investor with a 

clarity and we have concerns that we 
are awaiting further response on.  

Some of which include

1 At this point funds with performance 
fees may not be included in the 

account;

2 A platform may not issue the 
product, therefore an investor 

would have to have a separate account 
for each fund they would like to include 
in the account;

marginal tax rate of 30% will only 
accumulate R 1,419,450 over the same 
period (after tax).

The table below illustrates the tax erosion 
effects at different marginal rates of tax 
over a 200-month period:

3 Transfers between Tax-Free Saving 
Accounts will only be allowed from 

1 March 2016, therefore an investment 
placed now may not be transferred to an 
alternative portfolio until next year

We will be in contact in due course 
over the next few months to discuss the 
option further. 

Marginal tax rate 

After-tax value in discretionary investment as 
percentage of final value in a tax-free savings account

18%   25%     30%       35%         38%          40%

93%   91%     89%       87%         87%          86%
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Despite all of the economic doom and 
gloom in our newspapers, South Africans 
are buying a lot of new cars. The graph 
to the right shows that new vehicle sales 
have been on an upward trend since the 
low of 2009. This is in stark contrast to 
the savings rate, which is moving in the 
opposite direction, declining to -2.2% in 
2013, according to the Finance Ministry.

Why is it so hard to save?
 
We have all sorts of long-term goals 
and dreams, but in the short term we 
often fail to take the action that will lead 
us to achieve them. This is particularly 
true when it comes to our finances. 
Behavioural economist Dan Ariely 
explains that saving is hard because the 
benefit is long into the future. Although 
we know that we should save, the length 
of time before we are likely to see the 
effect of our actions makes the promise 
of a future reward vague.

Any balanced fund is almost undoubtedly 
a better investment than a new car. On 
average, cars depreciate by about 17% 
each year. Over the past 20 years, after 
fees, the average balanced unit trust 
fund has delivered returns of about 14% 
per year. Although past returns are no 
guarantee of future returns - a really 
pressing need for transport aside - it is 
clear which decision is better for one’s 
financial health over the long term.

Consider future 
possibilities
A car is just one of many examples 
to illustrate that practicalities and 
emotions compete for pole position 
when we make spending versus saving 
decisions, with many of us finding it very 
difficult to direct money to tomorrow, 
rather than use it today. Various studies 
have looked at behaviour patterns and 
drawn conclusions about why we act 
the way that we do. One scale that 
has been developed by psychologists 
is called ‘Consideration of future 
consequences’ (CFC), which measures 
the extent to which we are influenced by 
imagined outcomes

At one end of the scale are individuals 
who consider future outcomes as a 
matter of course and are willing to 
sacrifice immediate benefits for future 
gains; on the other side are individuals 
who are more concerned with getting 
pleasure now, despite the impact on 
their future.

Individuals who score highly on the scale 
typically focus on the consequences of 
their behaviour as opposed to their short-
term needs. Individuals who think ahead 
to future consequences are more inclined 
to act in ways that protect their overall 
future well-being. If you have a high CFC, 
you are likely to, for example, not smoke 
or drink much alcohol, use sunscreen 
and recycle. You are also more likely to 
be inclined to save rather than spend, 
compared to your low CFC counterparts.

What can we do to 
change our behaviour?
Saving is good but it would make a boring 
existence to live only for the future and 
never spend your money: perhaps we 
should aim for the middle ground. Ariely 
suggests finding a compelling short-term 
incentive to get yourself to take the action 
that will get you a much larger reward 

further down the road. He suggests 
asking yourself the following questions:

• What long-terms goals do I want to 
achieve?

• What actions do I need to take on a 
regular basis to achieve those goals 
which are likely to cause discomfort 
or some unpleasantness?

• What ‘reward substitutes’ can I use to 
reward myself immediately, instead 
of trying to focus on a reward that 
is so far off in the future that it won’t 
motivate me to act now?

His advice works because we are 
motivated by short-term rewards but 
also because they can distract us from 
short-term sacrifices. Consider, for 
example, delaying the purchase of a new 
car, investing the money instead, and 
rewarding yourself with a much smaller 
indulgence. Or buying a good second-
hand car. Reward substitution can help 
you to make the strategic choices that 
allow you to enjoy the lifestyle you want, 
both now and in the future.

New vehicles sales: passenger cars

TOMORROW VERSUS TODAY
COMMENTARY BY CHRIS TISDALL, STRATEGIC MARKETS, ALLAN GRAY
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