
J. .Ee.~~a--. ( .eL): ~s fV(-~'~ ~~&'=
~ R~'4,.) fJ~~(/)c.-t-J'-J /178'.

IJ;.t :-
Fiscal structures in an alternative
constitutional model in South Africa

Summary
By

S.J. TERREBLA~CHE
Professor of Economics. University of Stellenbosch

Fiscal considerations have for centuries played quite a decisive role
in political, constitutional and economic development. In the thirt-
eenth century parliaments were created to facilitate the negotiations
of the kings with their landlords on tax matters. Subsequently tension
developed between king and parliament on the question of where real
power was vested,and it was fiscal considerations that finally decided
the issue in favour of parliament.

,l.!LJJ1_elast century and'a half the IVestern countries, have been ex-
periencing a more or less parallel process of political and economic
democratization, Two models can be constructed in an attempt to ex-
plain the possible causal relationship between these two urocesses.
According to the first model, political reform was a prere~uisite for
social reform and greater welfare spending on the unprivileged classes,
According to the second model,political and social reform took place
only after economic and organizational improvements had increased the
tax capacity to such an extent that the privileged groups could afford
the political reform and greater welfare spendings, Historical evidence
for both model s can be furnished,

The implication of the first model for the present South African sit-
uation is that an improved fiscal dispensation for the Coloureds and
Indians is not attainable before effective bargaining power is instit~
'ut iona Li zed for these t wo population groups. The implication of the
second model is that the ~x capacity of the relativel\' smalL modern
sector of the South .-\fricaneconomy poses in effect a structural enn-
straint on political and social reform If we assume a certain element
o~t truth i n buell model::.,the dilemma of the South African situation
boils down to the Fo llovi ng question: in wha t Iva)'can sufficient pol-
itical !Jargainin~ power be insti t ut iona liz cd for the Colour eds and
InJians to enable them to improve their fiscal and we lf arc positions
wi t hout glving them t lia t amount of political powc r that can be misused
to overstrain t he cap.i c i ty of the South l\fl'icBn('conoJil"and crcat o
ecoiom ic chaos?
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To avoid the fiscal implication of fuller citizenship for Coloureds
and Indians, some people have proposed that all the welfare and edu-
cational services reust be offered in the market and sold at a 'full'
price to those who can afford it. This is an impractical proposa~ given
the collective nature of these services and the necessarily redistrib-
utive effects of such services.

Those who see in the fiscal problems of a new constitutional model an-
other opportunity to propagate a 'return' to a more or less Laissez-
faire Capitalism have also lost touch with reality. It must be stated
categorically that the role governments are playing in modern polit-
icized economies has become irrevocably institutionalized. Because the
distinction between public and private sectors is becoming decreasingly
meaningful, the traditional 'free market 1 theories and ideologies have
become increasingly anachronistic.

lInthe democratic system of the Western World the necessary fiscal re-
straint and financial discipline is brought about by the tax capacity
of the economy and the tax willingness of the voters. In spite of
this, many Western countries are guilty of overspending. The fiscal
system to be introduced [or the Coloureds will probabJ y allow them to

• spend more or less th ee times more than their . ution to the
c..t_ntra u ge. aven that the Coloured Cabinet will not be respon-
sible to their own voters for the bulk of their spendings, it will be
difficult to bring about the necessary fiscal and financial discipline.
The Coloured Parliament will regard the amount the 'White Parliament'
makes availabl e to them as arbitrary, wh i ch can be an important source
of continuing friction.

According to estimates, the Coloureds paid R43,6 million in direct (per-
sonal) taxes and indirect taxes in 1972/3. To this an amount of R37
million can be added as their (indirect) contribution via company tax
and the loan levy. In the same year the departments of Coloured Affairs
and Community Development and the Hospital Services of the Cape Pro-
vince spent nearly R170 million on behalf of the Coloureds. The de-
partment, therefore, spent in 1972/3 2}2 times more than the Coloureds'
total contribution to the central budget.

In 1977/8 Coloured taxation amounted to Rl03 million, whereas the in-
direct contribution was estimated on R87 million. The total spending
of the same three departments was R457 million - 2,4 times more than
the total contribution by Coloured sources.

In the new constitutional model four budgets must be accepted by the
different parliaments and the Council of Cabinets, namel~ the budget for
the common area (for an amount of, say, CJ and one for each of the
separate areas of the Whites, Coloureds and Indians for the amounts
of B, K and I. The taxes T and loans L to finance it will probably be
determined by the Council of Cabinets and the parliaments.

Therefore (~ + ~) = C + P + K + L
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FISCAL STRUCTURES:SUMMARY

I-Iow,forexample, is the amount of K to be determined? In the first place
it depends on the demarcation of what belongs to the common area and
what to the separate areas of Whites, Coloureds and Indians.

First PossibiLity

The amount of K can be decided by the Council of Cabinets each year, b~t
that will cause chronic friction.

Second PossibiLity

The Coloured Community can be regarded as a development community to
whom a development subsidy 0 is given over and above their own direct
and indirect contribution kX to the central budget. It could be de-
cided that 0 increases each year by a certain percentage built into a
formula to be negotiated: K = kX + 0 (a+b+c) where a is a development
coefficient, b is the growth rate of national income in real terms and
c is the inflation rate. This formula could perhaps bring about some
kind of fiscal discipline and as a result also some political stability.

Third Possibility

Some kind of R-for-R formula can be arranged with the personal tax of
the Coloureds (kT) as basis. K = kX + 10k T

In this case the Coloured Parliament can perhaps also be granted limited
powers. to determine the level of the personal taxes of the Coloureds
as a method to increase the amount available for spending by the Coloured
Parliament.

Or one could combine the second and third possibilities in a somewhat
more complex formula K kX + 4kT + 0 (a+b+c)

The success of any
on the willingness
gaining politics:

of these formulas will in the final instance depend
of the parties to play the difficult game of bar-
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