
Personal income taxes in 

South Africa
10-07-2018



Overview of structure of personal 

income taxes in South Africa



Personal income taxes are the largest 

contributor to tax revenues



Individuals face a progressive income 

tax table

• Individuals are taxed on their 
own incomes, there is no 
reference to joint incomes
– Equitable

• Rebates lead to a tax free 
threshold for different age 
groups

• Residence based approach to 
taxation
– Broadened the tax base

– Limited opportunities for 
avoidance

– In line with international standards



Where average tax rate at each level of 

income is continually increasing

Average tax rate



Salaries and bonuses make up the largest 

portion of income



Retirement fund contributions and travel 

expenses are largest deductions

• Fringe benefits are added to 
taxable income (medical 
scheme contributions paid by 
the employer, acquiring an 
asset at less than market 
value, etc.)

• Assists in broadening the base

• Allowances can also be taxable

• Largest deductions are 
contributions to retirement 
funds and travel expenses

• But income from retirement 
funds taxable



Large share of personal income tax paid 

by those with the highest incomes

• Around 7.5 million expected to pay personal income tax in 2018/19

• Largest portion of personal income tax paid by those earning over R1.5 
million, who contribute over a quarter of personal income tax revenues



South Africa shields the majority of its 

population from personal income taxes



But personal income taxes still do little to 

reduce the high levels of inequality



How has the system changed over time?

• Personal income tax changes since 1994:

– Reduction of the number of personal income tax brackets from ten to six;

– Introduction of capital gains tax and a move to the residence based system 

of taxation

– The top marginal rate decreased to 40% and then increased to 45% in 2017;

– Reform of the system of fringe benefit taxation, travel allowance and 

company cars to ensure a greater degree of equity;

– Closing loopholes by limiting or eliminating certain deductions;

– Reforms and simplification of the taxation of lump sum payments from 

retirement funds and also withdrawals from retirement funds.

– Introduction of medical tax credits in place of medical tax deductions

– Recent amendments to simplify the taxation of retirement contributions

• Two earmarked payroll taxes were introduced:

– The skills development levy: employers contribute 1% of their payroll 

expense towards training facilitated through the Sector Education and 

Training Authorities.

– Unemployment Insurance Fund: employers and employees each contribute 

1% of earnings up to a cap towards funds which serve as an income 

protection in the case the employee becomes temporarily unemployed.



How is income from capital taxed? 

• Savings can be taxed at three stages: Contribution, Accumulation, or 

Withdrawal

– If only taxed on withdrawal this is shorthand as Exempt, Exempt, Taxed 

(EET)

• Interest income is added onto taxable income and taxed at marginal rates (TTE)

– But the first R23 800 is tax free for those under 65 and the first R34 500 is 

tax free for those above 65 (TtE)

• Dividend income is taxed at a flat rate of 20% (TTE) – increased from 15% in 

the 2017 Budget

• Capital gains are taxed at taxed at an inclusion rate of 40% - maximum rate is 

18%

– Annual exclusion of R40 000, primary residence exemption for first R2 

million

• Assets in retirement face an upfront deduction, pay no tax on returns but then 

pay income tax on withdrawals (EET)

– Although there are separate tax tables for lump sums (EEt)
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Differing tax rates per savings vehicle 
(before 2015)



Tax free savings accounts

• National Treasury introduced ‘Tax Free Savings Accounts’ to encourage 

household savings and improve household resilience

• Individuals can contribute up to R33 000 per year and all investment returns 

within the account will be tax free (TEE which is the same as EET). 

– The annual limit is to put a ‘deadline’ on savings – if you miss it you can’t 

catch up in later years

– Withdrawals can’t be replaced (must stick to annual limits) – individuals will 

hopefully ‘think twice’ before withdrawing funds to spend on impulse 

purchases

• Lifetime limit of R500 000, individuals can open two accounts per year.

• Intended to replace the current interest exemptions – they are to be frozen in 

value

• Individuals can invest in ETFs, unit trusts, bank deposits, single premium 

insurance policies
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Retirement reforms

• Pre-retirement: Many people withdraw their entire pension pot if they resign or 

move jobs

– Looking to encourage preservation by changing the defaults and amount 

individuals can access

– Vested rights are completely protected, won’t be affected if over 55 and all 

previous contributions can still be withdrawn

• Post-retirement: Many people do not annuitise and leave themselves at risk 

(provident funds can take the entire amount as a lump cash payment)

– New contributions to provident funds will be required to be annuitised

(2/3rds)

– Same protection of vested rights (no change to people over 55)

• Harmonisation of the taxation regime

– Pension and provident funds are now taxed in the same manner

– Employer contributions are now a fringe benefit to avoid excessive benefit by 

some

– Greatly simplified down to one percentage and monetary cap across all 

funds



Estate duty and donations tax

• Estate duties apply to the estate of a deceased person. The duty is levied at 

20% on the value of the estate, with a number of adjustments and deductions. 

Three important deductions. General deduction of R3.5m

• Additional deduction of up to R3.5 million for the value of property that is 

transferred to a surviving spouse. 

• All debts due by the deceased can be deducted.

• Each individual is allowed to make donations (or casual gifts) exempt of 

donations tax up to a value of R100 000 per year. Donations in excess of that 

amount attract a tax of 20%. Donations to public benefit organisations and 

donations between spouses are exempted.

• Estate duty assists in raising revenues by expanding the tax base 

– Brings in transfers of wealth (and capital gains on ‘disposal’ of assets at 

death)

• However, estate duty does bring in a small amount of revenue 

• Use of vehicles to avoid estate duty may be diminishing revenues further 

– such as trusts, and marketing to use retirement annuities 

– Very wealthy may spend more effort in avoiding estate duty (art, foreign property, etc.)



Potential areas for future reform of 

personal income taxes



Contribution of personal income taxes 

have been increasing over the past decade



Much of the increase is due to policy 

changes to raise revenues

• One percentage point increase in 2014/15 across all the brackets, except
the bottom bracket (to keep tax free threshold from dropping)

• Four percentage point increase in the top bracket, from 41 per cent to 45
per cent, for 2016/17

• Minimal relief for bracket creep in 2013/14 (3.5 per cent), 2016/17 (1.8 per
cent) and 2017/18 (1 per cent)

Compared to a scenario where the personal income tax tables had been
increased by inflation over the past five years,

an individual earning R350 000 now pays an extra R6 200 per annum in tax

while an individual earning R2 million pays an extra R50 000 in tax in real
terms

Progressive changes to the personal income tax system in recent years
include

moving from a medical tax deduction to a medical tax credit

limiting the deduction available for retirement fund contributions

increasing the effective capital gains tax rate from 10 per cent to 18 per cent



Can revenues from personal income tax be 

increased further?

• Over past two years, the largest shortfall
has been due to PIT

• Budget 2018 took a difficult choice by
increasing the VAT rate by 1 p.p. to 15%,
raising around R22.9 billion

• Close to R7 billion was raised from PIT by
not increasing the brackets fully for
inflation

• Could be due to more retirement fund
contributions, or lower work effort or
increased avoidance

• Will raising PIT further (if necessary)
generate revenues, firstly, and do so
without having a substantially negative
impact on growth?

Tax year 2016/17 2017/18

Deviation from forecast

Personal income tax - 16,495 - 21,133 

Domestic VAT - 970 - 8,544 

Import VAT - 14,748 - 9,522 

VAT refunds 3,625 3,306 

Corporate income tax 6,139 - 1,280 

Fuel levy - 1,716 47 

Customs duties - 8,464 - 3,454 

Specific excise duties - 2,226 - 2,515 

Dividends withholding tax 5,880 - 6,998 

Other minor taxes 232 2,211 

Skills development levy - 2,325 - 629 

Electricity levy - 110 - 140 

Transfer duties 124 - 700 

Ad-valorem excise duties 119 142 

Withholding tax on interest 228 185 

Total - 30,707 - 49,023 



Is there space to increase the top rate?

• Top personal income tax rate now at 45 per cent for incomes above R1.5 million

• The move from 41 per cent to 45 per cent was expected to raise R4.4 billion

• Hugely dependent on the taxable income elasticity at the top

• Further increases unlikely to raise large amounts, but would increase progressivity

• What about impact on growth and avoidance?

• But are avenues for avoidance all maxed out? E.g. already at R350k cap for retirement
contributions?

• To generate large amounts
of revenue, increases
would need to be targeted
at the middle of the
income distribution



Options for more micro adjustments

• Previous micro reforms mainly focused on expanding the tax base (capital gains 

and fringe benefits), simplification (retirement reform) and improving equity 

(medical tax deductions to medical tax credits)

Further possible reforms could have similar aims, for example:

• Dividends withholding tax is charged at a flat rate of 20 percent (and withheld by 

the company before getting to the individual). Could this be made more 

progressive by allowing a credit to be paid back, or additional tax to be paid, on 

assessment? Is this too administratively cumbersome for small amounts?

• At the moment there is little support for taxpayers with a family. Tax is all done 

on an individual basis, and the only benefit for families is the child support grant 

(and a higher medical tax credit if contribute for more family members). Most 

other countries assist taxpaying families through higher credits – should this be 

explored to improve equity?

• Travel allowances: Currently quite complicated (need for a logbook in most 

instances) and uncertain of benefit to individuals. Could this be simplified to only 

have reimbursive travel allowances? But then will employees be out of pocket? 

• Capital gains tax has a lower effective tax rate due to the impact of inflation. Is 

this still fit for purpose?



Should the medical tax credit be 

discontinued to pay for NHI?

• Around R25 billion in tax expenditure for medical tax credits

• What would be the distributional impact?



Universalise grant and remove rebates?

• The current tax and benefit system provides support for the elderly with
the lowest incomes (through an old age grant for those over 60) and
support for elderly taxpayers with the secondary and tertiary rebate

• However, less support for those in between (can only take advantage of
some of the primary rebate)

• Could universalise the
old age grant and
remove the secondary
and tertiary rebates

• Remove disincentives to
save, and improve
equity



Potential options continue…

• The Davis Tax Committee have recently completed their work and published a
number of research reports with policy options

• For personal income taxes the pertinent papers are

• The Macro Analysis Report, which puts the role of personal income taxes in
context

• The Estate Duty Report, which says that estate duty should be continued but
more work needs to be done on closing loopholes. A lot of changes have
taken place in recent years to stop avoidance through the use of trusts
(interest-free loans). Further proposals include removing the exemption on
transfers to your spouse

• And a Wealth Tax report, which states that initially all taxpayers should be
forced to fill in their wealth on their tax assessments to assess the level of
wealth inequality (Piketty had a similar suggestion for SA, implement a small
wealth tax to gather data and then re-examine).

• And the list goes on, amending tax treatment of employee shares schemes,
airmiles and other benefits, gifts from employers, etc. etc.

• All ideas are welcome!



Thank you and enjoy the week!


