
I

REPUBLIG OF KENYA

PARL IAM EN'I
OF KEN YA

IBRARYL

Budget Speech

Fiscal Year 2OO2|2OO3

({st July - 30th June)

Hon. Ghristopher M. Obure E.G.H, M.P.
Minister for Finance

by

for the



I



SPEECH DELIVERED TO THE NATIONAL ASSEMBLY ON 13TH JUNE, 2O()2' BY HON.

CHBISTOPHER MOGERE OBURE, EGH, MP, MINISTER FOR FINANCE, REPUBLIC

OF KENYA, WHEN PRESENTING THE BUDGET FOR FISCAL YEAB 2()()Z2O()3

.ISI 
JULY, 2OO2 TO 3O]H JUNE, 2OO3

Mr. Speaker Sir,

I beg to move lhat Mr. Speaker do now leave the chair.

Mr. Speaker, the economy began to recover in the year 2001 during which it grew

by 1.2% alter the unprecedented negative growth of 0.2% in the year 2000. The recovery,

although modest, was a positive and welcome development that our economy was

beginning to emerge lrom the poor performance of the last few years when our income

per capita declined, leading to increased levels of poverty and causing considerable

suflering and hardship amongst most of our people.

Mr. Speaker, despite the rising levels of poverty, we have good reasons to be

encouraged now that our economy has began to grow. We are encouraged by the

resilience ol our economy and resourcefulness ol the Kenyan people. We have emerged

from one ol the severest droughts to have hit the country in recent memory, the eFfect of

which continued in 2001102. ln addition to the consequences ol the drought, the economy

suffered from the adverse effects of a serious down{urn in the world economy and the

resulting drastic decline in commodity prices, particularly coflee and tea prices.

Mr. Speaker, we were lurther aflected by the continued withholding of Budget

support by the lMF, the World Bank and the main donor countries.

Mr. Speaker, we are encouraged that our economy, our people and our

Government were sufficiently resilient to withstand those very severe and adverse

economic events and external shocks. We sustained the economy through the admirable

determination of the hard-working Kenyans who courageously weathered the hardships

and re-doubled their efforts to produce bumper agricultural harvests and other goods and

services.

Mr. Speaker, the Government facilitated these heroic etforts of hard'working

Kenyans by making timely and eltective interventions. The Government implemented

prudent economic policies and undertook difficult but necessary political and economic

reforms. This disciplined approach enabled the country to achieve excellent macro'

economic stability as demonstrated by low inflation, stable and declinlng interest rates, a

stable exchange rate and a comlortable level of foreign exchange reserves.

Mr. Speaker, we could not have weathered lhese adverse conditions without

peace and security in the country. I salute all Kenyans for their contribution lo peace and

stability which we have all enjoyed. As we all know, the survival of our Naton, ils

I



progress and prosperity is firmly linked to peace and stabllity in our region. H.E. President

Daniel Toroitich arap Moi has championed peace and security in our own country and has

been on the torefront in the efforts to resolve conflicts and achieve peace and stability in

our region so that, together with our neighbours, we can lead our people out ol the

present hardships and humiliating poverly. Through you, Mr. Speaker, I thank H.E. the

President for his steady stewardship of our Nation, for his tireless efforts, his strong

commitment to political and economic reforms and his unwavering commitment and

leadership on regional peace initiatives.

Mr. Speaker, I would also like to thank my colleagues in the cabinet and Hon.

Members in this august house for the support and co-operation they have given me since

I took over the stewardship at the Treasury. Without the support and underslanding ol
you Mr. Speaker and Hon. Members, wlthout the co-operation and strong encouragement

of the various committees ol this House, particularly the Finance and Trade Committee
and the guidance and advice of H.E. the President, we could not have overcome the

challenges which our nation faced in the past year. This patriotic spirit made it possible lor
the Gove.nment to mobilize resources and promptly meet our linancial obligations as they

became due. We all look forward to building on this positive relationship and sense of

nationalism in facing the challenges that lie ahead.

Mr. Speaker, most imporlantly, I would like to thank all Kenyans tor their hard

work, tleir willingness to sacrilice and tighten their belts and their strong beliel in the

luture oi this country. It is the farmers, the workers everywhere, in lactories and offices,

the busiress fraternity and the Jua Kali entrepreneurs who work day and night to produce

goods and services which create real wealth for this country. lt is from their taxes that we

are able lo run the Government, deliver services, finance our infrastructure and invest in

our future. I commend all our hardworking creators of wealth for their continued

commilment and dedication which combine to build a strong and competitive economy.

Mr. Speaker, lwould like to thank our Development Partners for their continued

project support. Their assistance has enabled us to implement many developmenl
projects which help us sustain our infrastructure including roads, hospitals and

educational facilities. We continue to work very hard to strengthen our partnership with all

our Deveiopment Partners. We shall continue to ask them to increase their support and

understarding to assist us 10 implement our reforms in order to tackle effectively issues

which inrpede productivity and competitiveness of our economy.

Mr. Speaker, the domestic economy has began to recover and is showing brighter

prospe(fs lor renewed growth. All sectors ol the economy, except Building and

Construction, recorded positive growth in the year 2001 .

Mr. Speaker, several factors have contributed to the brighter economic prospects.

These irclude: lavourable weather conditions, economic recovery in the rest of the world,

stable rlacro-economic condltions in the country, increased demand for inlormation and

commu ricalion services, favourable tax relorms, expanded access to regional and

,)



Mr. Speaker, during the next financial year, we shall ensure that the economic
recovery benelits all Kenyans in order lo address the increasing poverty and widening
income inequalities. Achieving a higher rate of economic recovery requires taking
efleclive measures to promote higher productivity, competitiveness ol our tradable goods,

and improved enabling environmenl ior investmenl. These measures will accelerate
growth, create employment opporlunities for our people and reduce poverty.

Mr. Speaker, our underlying and fundamental objective in this yeais budget is

achieving overall improvement in the quality of life of all Kenyans. The theme ol this
budget is Ellicient Resource Mobilization and Utilization for Acceleruted Economic
B*overy. During fiscal year 200212003 and in the medium term, we shall locus all our
energy towards:

(i)

(ii)

(iii)

(vi)

(vii)

This will be achieved by:

(i)

(ii)
(iii)

(iv)

(v)

centralizing revenue collection in Kenya Revenue Authorily;
broadening the tax base;

improving revenue colleclion through improved tax administration;
achieving revenue collection targels;
allocating expendilures strictly on the basis of the highest priorities

eslablished through the consultative process as outlined in our Poverly
Reduction Strategy Paper (PRSP);
maintaining lirm and strict budget discipline;
achieving etficient and eflective utilization of all Government revenue and
olher resources; and
setting realislic measurable benchmarks which will be continuously
monitored and evaluated.

(viii)

THE CHALLENGING ENVIRONMENT

Mr. Speaker, I would like to oulline scrrie oi the main challenges we face.

Mr. Speaker, as stated in last year's Budget Speech, the last six years have been
very challenging. lt was a period during which Kenya experienced extreme weather
conditions with both damaging E/ Nrno rains in 1997 and severe drought in 1999 and
2000. El Nrno rains damaged our road network and other infraslructure and caused
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international markets, and the enabling domestic business environment which is steadily
improving. We must now move with speed to consolidate our political and economic
reforms and take the necessary measures to put our economy on a higher and more solid
recovery path.

etf icient revenue collection;
targeting expenditures to the highest priority activities; and
eliminating wastef ul expenditure.



serious lood shortages. The drought drastically reduced our water supply, decimated our

hydroelectricity supply by aboul 41% and caused severe lood shortages. This negative

impact on physical inlrastructure adversely atfected productivily in all sectors of our

economy, but particularly in the agricultural and manufacturing seclors. We propose to

start the process of reducing our vulnerability lo weather conditions and slart harnessing

rain water and storing it in dams to sustain our crops and livestock during the dry

seasons. This we must do because exlreme wet and dry weather conditions will always

be with us and may get worse. ln this budget, we have made provisions to begin t0

address this problem.

Mr. Speaker, our economic perlormance was made worse by capital outflows

lrom the country. Both Official Development Assistance and Foreign Direct lnvestment

have conlinued to decline and are now negative on a nel basis. Our economy was also

negatively afiected by the strained relations with IMF and other development partners

who, as you know, suspended disbursement of committed Budget support funds in 1997

and again in November, 2000. Despite intensified dialogue and strengthening ol our

governance and anti-corruption efforts, the IMF has not lifted the suspension ol
disbursements. We plan lo continue our dialogue with the lMF, World Bank and other

Development Partners wilh a view lo resloring their Budget support during the year.

Mr. Speaker, high real interest rales in Kenya continue to be a maior disincentive

to the private sector. The private seclor continues to have ditficulties accessing the lunds

it needs lor investment in expansion prolects and new businesses needed to create jobs

and improve economic activity. The need lo borrow from the domestic markel in order to

maintain Government Expenditures has exacerbated this problem. Unforlunately, the

Governmenl uses its funds mostly lor recurrent consumption. The economy is denied

investment resources each lime lhe Government borrows the savings of the private sector

and uses them lor recurrenl consumption. During the coming year, we propose to

minimize Government bonowing from the domestic markets,

Mr. Speaker, insecunty in certain parts of our country, has contributed to
undermining investor confidence and tarnished Kenya's image as a sale tourist

destination and a sale and secure place to invest. Government is aware that this panly

accounts for the decline in Foreign Direct lnvestment in Kenya. Despile our revenue

constraints, this yea/s budget has maintained the necessary resources to deal with

security requirements adequately.

Mr. Speaker, incidences ol poor management of public expenditures and

corruption are also major causes of poor performance in the public sector and the

economy. Returns on public investments are very low as a result of mismanagement and

inflated prolect costs in public prolects. Misappropriation ol lunds jeopardises

Government proiects and denies us good service delivery. This is one ol the reasons the

Government is unable lo adequately maintain roads, buildings and other lacilities.

Without adequate infrastructure, our people and private sector enterprises are unable to

compete etfectively with imports and are disadvanlaged when they try t0 export t0
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regional and international markets. Slow implementation ol public seclor projects, even

when funding is available, also adds lo our poor economic perlormance. The

Governmenl will intensity its anti-conuption campaign and will ensure thal procurement

regulations are rigorously and lransparenlly applied and projects are implemenled with

greater financial discipline.

Mr. Speaker, low and declining savings have become a major constraint to
economic growlh. High consumption and low savings have led to declining public and

private investment. The poor rate ol capital lormation over an exlended period of time

has been a major contribulor lo our very low economic growth. Last year, our national

capital lormation declined to about '14% ol GDP. We need a gross investmenl ralio ol at

least 25% of GDP on a suslained basis to accelerate economic growth to the desired 7%

needed to significantly reduce poverty. To linance needed inveslment, gross national

savings as a ratio of GDP must rise from the current dismal level ol 8% lo over 25olo. ln

this budget, we shall introduce measures intended lo encourage long{erm savings.

Mr. Speaker, our low economic performance has aggravated unemployment and

poverty. The low growth has led to an increase in the percentage of Kenyans living below

the poverty line from 52% in 1997 to about 56% currently. The Budget includes provisions

to finance some core poverly programmes.

Mr. Speaker, we must address immediately the urgent and serious challenges of

revamping our economy by:

(i)

(ii)

(iii)

(iv)

(v)

restoring our physical inlrastructure in order to lower the cost of doing

business in Kenya and enable economic activity to pick up;

maintaining stable macro-economic condilions, including low inflation, low

and stable interest rates and stable exchange rates;

restoring investor confidence in order to attract new investments and

create jobs lor our young population;

restoring security, rule ol law and prompt delivery of justice;

promoting and restoring the image ol Kenya as lhe premier and safe

tourist safari destination;

rebuilding our lourism infrastructure and reclaiming the high paying

upscale tourists; and
restoring disbursemenl of funds from IMF and other development partners

in order to regain access to international capital.

(vi)

(vii)

Mr. Speaker, the Government is committed to undertake measures to create the

necessary and sufficient enabling condilions to pul our economy on the highest

sustainable growth path as quickly as possible. To the extent possible within our revenue

constraints, this Budget attempts to address all the constraints I have just enumeraled.
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Mr. Speaker, as I stated earlier, our economic perlormance was adversely affected
by the slow-down in the world economy. Global economic output recorded the lowest
growth since 1991. The growth rate ol the global economic outpul declined from 4.0% in

2000 to 1.4% in 2001. This was occasioned by the decline in equity prices, the lagged

impact ol the rise in oil prices, conlraction of world trade and the fall in consumer and
business confidence.

Mr. Speaker, the slowdown in economic activities and contraclion in consumer
demand in major economies during 2001 adversely alfected world trade volume, which lell
from a record groMh ol 13.3% in 2000 to 1.0% in 2001. This decline had adverse impact on
all the major regions ol the world. Exports from developing countries grew by only 3.0%
compared to 15% in 2000. Agricultural commodity prices remained low mainly as a result ol
good harvests and weak global demand.

Mr. Speaker, there are now signs that the global slowdown, which began in the
middle of 2000, has bottomed out and recovery is underway. The events ol September, 11

had only a shorl-term impact on economic activity. Signs of economic recovery are evident
in the United States and the Euro area while in Japan the outlook is beginning to look
brighter. Consumer and investor conlidence have strengthened and industrial production is

levelling off . Signs ol recovery are also evident in the emerging markets, especially the
emerging Asian markets as a result of improvements in the lnformation Technology (lT)

Sector.

Mr. Speaker, despite the weak external environment, growth in Africa held up

relatively well in 200'1. Real GDP recovered to 3.7% from 3.0% in 2000. Kenya's economic
performance was below the average perlormance in Africa, and signilicantly below the
growth rates achieved in Uganda and Tanzania. Conditions and prospects lor growth vary
widely across individual countries depending on the developments in commodity markets,

the conduct of economic policies, peace and security and the level of external donor
support.

Mr. Speaker, global economic growth in 2002 is projected a|2.8% and is expected
lo rise to 4.0% in 2003. The US economy is projected lo grow al 2.3%in2002 and 3.4% in

2003, while growth in the Euro area is projected to be 1.5% and2.9ok in 2002 and 2003
respectively. Average economic growth in OECD countries is projected to be 1.7% and
3.0% in 2002 and 2003 respectively. ln developing countries, the forecast is lor a growlh ol
43% in 2002 and 5.5% in 2003. Africa's growth is projected to be lower at 3.4% in 2002
and 4.2ok in 2003. We project a growth rate of 1.8% in 2002 and 2.8% in 2003 in our own
ec0nomy.

(,

BECENT ECONOMIC DEVELOPMENTS

lnternational and Begional Economic Environment



Mr. Speaker, whiie mosl of Akica has been adversely atfected by the slowdown,

primarily because of lower commodity prices and falling external demand for Alrican goods

and services, groMh has in general been sustained. The reduction of conflicts and the

increase in lhe resources released under the Highly lndebted Poor Countries (HIPC)

initiative will help to sustain economic recovery in some African countries in 2003.

Domestic Economic Environmenl and Developmenls

Mr. Speaker, I now turn lo the domestic economy. The decline in eclnomic growlh

witnessed over the last five years was reversed in 2001. The economy recovered lrom a

growlh rate of negative 0.2% in lhe year 2OO0 to register 1.2% growlh in 2001. This

iecovery was made possible by many lactors, including: good weather condilions, which

boosted' agriculture production and power generation; increased demand lor information

and communication seNices; lavourable tax reforms and expanded regional and

international markets for Kenya's exports. As a result, agriculture and manufacluring

sectors, which contribute 37olo of GDP, grew by 1.2% and 0.8% respectively in 2001

compared to negative growth of 2.1o/oand 1.4% respectively in lhe years 1999 and 2000.

Transporl, storage and communication sector registered a growlh ol 3.1% in 2001. Building

and Construction sector had the lowest groMh ol negative 0.5%.

Mr. Speaker, a number of constraints hampered full economic recovery during

2001. These include:- the continued decline in domestic savings to finance capital

lormation, dilapidated infrastructure, subdued credit expansion, low commodity prices

especially coffee and tea, lack of donor funding and declining inveslor confidence.

Domestic savings to finance capilal formation dropped by 5.5% in 2001, to about 8% of

GDP.

Mr. Speaker, in 2001, the Government pursued a tight fiscal and monetary poliry.

This coupled with stable world petroleum prices and exchange rates and low food prices

ensured that inflation declined 1rcm6,2% in 2000 to 0.8% in 2m1. Broad money supply

expanded by 2.4o/o. During the same period, domestic credit to the private sector dropped

by 6.0% r'rhile credit to Public Sector increased by aboul 20%.

Mr. Speaker, the shilling remained reasonably stable at Kshs.78'6 to the US$

through December 2OO1 compared to Kshs.78.0 to the USS through December 2000.

lnterelt rales, as measured by the 91 day lreasury bill rate, came down steadily to the

current rale of about 7%. The macro-economic stability iS attributable to the sound

economic management and prudenl fiscal and monetary policies pursued by the

Government.

Mr. Speaker, our Balance of Payments showed a worsening Perlormance in 2001,

driven more by increased imports and marginal increase in exports. Total exporls volume

grew by 6.8%. The sluggish export performance is explained by weak international demand

and lower international commodity prices. Total imporls recorded a 17.1% increase, largely

due to substantial rise in imporls of non.food industrial supplies and transport equipment.
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These deveropments resurted in an increased deficit on the current account to Kshs.2sbillion in 2001 up trom Kshs.r5.5 bilrion recorded in eooo. tne oeticit on rhe current accountwas, however, furry offset by a surprus on the capitar accountind financiar account. The netinlernationar reserves of the country increased io xsns. r i. r' bittion trom xrnr.gi oiriion,2000. The exchange rate remained stable throughout the period.

Mr. Speaker, the Government wiil focus on accererating economrc recovery in orderto reduce poverly among our peopre. This wirr require aooressing tne chattenges facini'oui
::yrly t:9.y with urgency and seriousness ro remove the obsiacles to higier ..oni,ri.groMh. The immediate action has to include:

strengthening governance measures and public Sector Reforms;
accelerating Local Government Relorms;
restructuring and privatization of public Enterprises; and
locussing on seclor priorities and strengthening supporfing poticies.

I will now outline the action we propose to take in these areas.

(l) strengthening Governance Measures and pubric Sector Beforms

Mr' Speaker, you wirr recail that rast year lhe Government, through the poverty

lT-u^:.t]o1 
Strategy Paper, committed irceff 16 impfementin! a numuer of measures tormpr.ve g'vernance. I am happy to report that we have made signiticant p;;g;.;; ;;implementing rhese measures. inive taoteo a detailed ,.i* ortrining progress to date.

Mr Speaker, the most important governance issue in the minds of Kenyans today isthe comprehensive review of the constitition. rnis imporrant exercise, *nirn i, ,nlr*'.y,is.perhaps the single most important gou.rn.n.r '.a.sure 
to be underlaken sinceindependence. rn addirion to rationarising ino strengtheninl gorurnun.u instirurions, a newconstitutional dispensation wiil provide us with the" r..nirior. and toors with which tobetter manage the economy lcr greater prosperity ot our peoftL.

Mr. Speaker, the concrusion of this process wril consoridate our democracy and therule ol raw. we have marie adequate uudget provisiont to .orpt.t. this very importantnational undertaking.

Mr. Speaker, the Government is committed to conrinue consoridating reforms in thepublic sector. we recognize thar a rean, erticienr anJpioressionar crvir seryice which is weil

et#..;;:|1: 
is necessary in order ro improve the tevel of service orrir.ry iV 

'ii.

Mr' Speaker, strcng instirutions are arso.necessary, not onry for generation ofec.nomic weatth but alsc to ensure that the benefits of grotn accrre to aliiei;;i, ;;society in an equitable manner.

(t)

(lt)

(ilt)
(tv)



Mr. Speaker, Iegal and judicial reforms are necessary lo create the required

business climale for inveslment and.improved economic activily. The Government is

committed to formulating sound policies and revierving existing laws with a view to

slrengthening the rule of Iaw and crealing the legal environment which will encourage
business activity and economlc growlh. These reforms when underpinned by a new

constilution and slrengthened elecloral laws will solidify our democracy and create an

envrronment for free enterprise to flourish. Budget provisions have been included to

facilitale the necessary reforms.

Mr. Speaker, we shall conlinue lo slrengthen our oversighl and walchdog

institulions including Parliament and its Departmenlal Commitlees through enhanced
budgetary allocations. Similarly, strengthening of our Judiciary through enhanced budget
provisions will conlinue to allow the Judiciary lo implement, on a priority basis,

recommendations of various Comrrissions, This rvill accelerate lhe dispensation of justice,

Mr. Speaker, the Governmenl vrill aggressively implement measures aimed at

improving transparency and accountabilily. The Anti-Corruption Police Unit is operational
and its budget provision has been increased to build its capacity to fight corruption. Budget
provisions have been made to help implernent the Bills establishing Kenya Corruptlon
Ccnlrol Aulhorily and lhe Public Code of Ethics and to support the special anti-conuplion

Courts in Nairobi and similar courts lo be set up in other regions of the country. ln addition
lo supporting lhe on-going comprehensive legal sector reforms, this year's budget makes
provision for slrengthening the office of the Atlorney-General to accelerale proseculions.

Mr. Speaker, the imporlarrl role that governance instilulions play in economic
growth and poverty alleviation cannot be overemphasized.

(ll) Accelerating Local Governrnenl Reforms

Mr. Speaker, lack of capacity in local authorities has impacted negatively on

delivery of services, Specific reforms currently being undedaken relate to financial
managemenl, transpaiency, accountability and responsiveness to public demands ,or
services. Beforms in local authorities will conlinue lo focus on rationalizing operational
relationships between local authorilies and the central Government, communities and the
private sector. ln addition, strengthening technical capacities and widenlng the revenue

base ol local authorities will be given high priority in our reform eflorts.

Mr. Speaker, Local Authorilies Transfer Funds (LATF) have been disbursed to
Local Authorities as slipulated in the law. However, the impact that these funds have had

in a number of Local Authorities has been less than satisfactory. Although LATF is an
excellenl policy instrument for funding Local Authorities, we need to instilute more etfective,
lransparent and accounlable service delivery arrangements. ln the last three years, lhe
Government has disbursed a total of Kshs. 8 billion under the LATF programme. We are

aware lhal in many Local Aulhorities these lunds have not had significant impact because
ol abuse and misuse. our priority in lhe next financial year will be to ensure proper
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management of LATF lunds and strict adherence to all conditions in the LATF programme.

ouring zoozlos, the Government will distribute a total of Kshs,3,3 billion through this

mechanism to improve local service delivery.

Mr. Speaker, reforms are necessary to change Local Authorlties and the way they

,,e ,.nug.d. The local authorities are expected to deliver services and make the

investmenis most needed to light poverty and improve conditions at local level.

Mr. Speaker, to meet this challenge, the Government circulated a preliminary draft

Bill, which was discussed by malor stakeholders in January, 2002. The Bill delines a legal

framework within which local a,tthorities will in future operate. lt promotes citizen

parlicipalion in the management of the alfairs of Local Authorities and provides for revenue

sharing mechanisms with the central Government. ln addition, Mr. Speaker, the

Goveriment is also currently preparing a decenlralization policy which will define powers,

lunctions, roles and duties of local authorities and the reporting relationships with the

central Government.

(lll) Restructuring and Privatization of Public Enterprises

Mr.Speaker,mostpublicenterprisescontinUetobeamalordrainonexchequer
resources fiouer.nrent has already undedaken a review of all public enterprises to

deteffine their relevance under lhe cr-rrrent economic circuntstances Arising from this

revieil it is evidenl lhat major reform is required to rationalise these enterprises and

streamline their operations with the objective of retaining in public ownership only those

enterprlses that perform critical roles. corporate governance will be enhanced to ensure

protessional and accountable management of these enlerprises'

Mr.speaker,toattractthemaSsivefinanciaIresourcesrequiredtoupgradeour
inlrastructure, it will be necessary to invite private seclor to participate in the provision ol

these critical services.

Mr.Speaker,during2002/2003,theGovernmentwillcontinireitseffoflsto
concession the operations ofkenya Bailways Corporation, invite private sector parlicrpation

in various services at the port of Mombasa and initiate the implementation of a Privale

Sector Participation (PSP) option for the Nairobi Water Supply Service. ln addition,

Government will continue studies to establish oplions through which the plivate seclor can

participate in the provision ol water and sewerage services in other cities and towns. A

ieview to establish the viability and modalities of concessioning roads is undenvay and a

market design and pre-privatisation study lor the power sector is al its complelion stage

During this procesr, the Governntent has and will continue to consull widely with key

stakeholders to formulate the preferred stralegies.

Mr. Speaker, last year we sold about 30% shareholding in Mumias Sugar

conrpany we also progressed the preparatory process for lhe privatization of Kenya
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Reinsurance Corporalion to the final bidding stage. ln 200212003, we will complete this

transaction and lhe sale ol our remaining 35% shareholding in Kenya Commercial Bank.

Mr. Speaker, I must emphasize that privatisation, as a policy strategy is only a tool

for achieving our economic and social objectives. Where the achievemenl of these
objectives is in doubt, as was the case with the offer made by the private sector bidders for
49% of Telkom Kenya Limited, lhe Government will explore alternative PSP strategies to

achieve its objectives. The Government will ensure that the objectives of any proposed
privalisation are clearly delined prior to commencement of each transaction. The
Government will also mainlain its presence lhrough clearly defined regulatory frameworks
lo ensure lhat consumers are adequately protected and that agreed slandards of service
delivery and access lo services are met.

Mr. Speaker, Hon. Members will recall that last year, we promised lo table a
privatisation Bill aimed at streamlining and accelerating the implementation of the

Programme. I am pleased to report that we now have a draft bill which has been subjected
to extensive consultations with a broad seclion ol stakeholders. We will be tabling this bill

shorlly.

(lV) Focussing on Sector Priorities and Strengthening Supporting Policies

Mr. Speaker, a critically important part of our poverty reduction efforts is the
identification of national priorities, which conform to the aspirations of Kenyans. The PRSP,

identified national priorities through consultations at the national and community levels. All

the districts identified core priorilies that must be tackled as a malter of urgency. ln

200212003, we have allocated resources based on lhe priority ranking established under

the PRSP.

1. Agriculture and Bural Development
Mr. Speaker, despite our tight revenue constraints, we have increased the budget

provision for Agriculture and Rural Development. This is because the agricultural sector
continues to be the dominant sector in the Kenyan economy accounling lor 25o/, ol our

GDP and is thus critical to accelerating growth and achieving a positive impact on poverty

alleviation, Last year, growth of lhis sector improved from a negalive 2.1% recorded in
2000 to a positive 1.2% in 2001. ln order lo sustain this growth and etlectively improve lhe
lives of the majorrty of Kenyans, we have to invest more resources in the rural areas and in
agriculture.

Mr. Speaker, we must implement specific measures to increase crop and livestock
produclion and improve supporlive inlrastructure in rural areas, including access to credit
and markets. Our priority for crop development will be on building etfective and efficient
participatory extension systems.

Mr. Speaker, we musl ensure a faster recovery of the agricultural sector and lhe
overall rural economy. 0nly then shall we be able to tackle effectively problems of poverly.



This will require improved extension services and.maintenance and upqrading ol rural

access roads Community '*o-I"-rneni' 
road maintenance will be encouraged and made

il:#;;ii.rir,. oi t' ,.r access mainte nance plans'

Mrspeaker,g':tllif. j[.'-fl :']:'H';1,:.[:f il#l*!:*:!{.'*i[,]*ii
ffJT[il:]:l..r:tl:ll''11:';l;;*i.i*-.oi,j.ti,eisro 

taciritate rhe creation 0r a

national rural agricultural t"o*Ltiiiv'tto tloiron''r micro'finance institutions'

Mr. Speaker, Co-operalives remain viable me9n111ms tor smallholder producers
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Mr. SJ ker, it is e;, :cled that the Commission of lnquiry appoint ito examine
lhe land law syl, 'nr will complete its work during the next financial year. Once this is done,

Government vrill strive to ir, ,lement its recommendalions.

l,lr. S,,eaker, environmental sustainability is a key objr iivn of the I rvernmenl.
We plan lo lund adequately th( 'lational Environmenlal Managenrr Aulhority (NEMA) to
prtrvide it with the c; pacity to develop and enlorce environmental standards and creale
broad n;rtional awarren( ls ol the importance of environmental management and
conservation.

I/lr. f eaker, we must be vigilant to identity the opporlunities and challenges posed

by gloltalii;i ,on. We musl seek to exploit the beneflts arising from globalisatir, r, while
ntinlntiziirg rrny adverse effects. To this end, the Goven tent wiil continut, within the
franrcwork of the World Trade Organization (WTO), lo press for: lhe reduction of high tariifs
levied by the developed countries on agricultural products imported fr,'rn Kenya; the
renroval of agr ,rllural subsidies in developed countries; and the r, noval ot olher non-tariff
barriers. We shall intr;nsify our efforts to achieve,air lntenlaiional Trar, which cannot be
realized vi ithoul eflective reduction of agricultural sul'sidies in indrr(rialized counlries.
These srrbsidies urr.l.)rrn;rr. tlre competitiveness of our agricullural s ilor anJ our agro-
based iridusiries.

Mt. S; r, the Government will intensify surueillanc and, wherc necessary,
institul.c safec,:'rrd I ;r;urcs to ensure that our dornestic mari.uts are noi flooded ytith

subsidir,,d p, iucts. We sliall strengthen our c, , acity to treal n, e eifectively with
drrntpir

2..

(t
llum; r:s
Edut"irtn

'rev( pmenl

l! Spea! r, eclrrcation empowers people to imptcve lheir weliare and participate

actively in ,ration L,uil,iing. As wc move toward the goal o[ univr ..al prirnary edr 'ltion, re-
orientin,.l ( ,0ation lo nral<e i! urore relevanl to the necds of lhe economy reniair,s a crilical
cirai;.,irge. L)urini.r lhe 2002 13 financial year, the hiirhcst prlority in ihi: I t.r-ser ,r will
continir: to be lo irnprove: ac,::('ss to basic education, including special eciucai,cn; retenlion
anrJ crrripleiion rates; arul, tlr Qualit! of education. lhis v,rill b3 achicved through
.o11661,r'11io,r with otirer stake:iolders in enh rcing provision ol textbocks and other
teachi, materials.

Mr. Speaker, during the fiscal year 200403, I propose to provic!r Kshs.500 million
lowards purchase ol school text books, The manageincnt and provision of bursaries to the
poor irnd the vulnr:rable, such as the girl child and pcople with disabilities will also be
erihanced. I also propttlss to provide Kshs.600 million in lhe comirlg fiscal year for
ser;ondary school bursaries, grants to schools for the handicapped, and other school
aclivitics.
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Mr. Speaker, the Government will enhance grants provided to secondary schools in
poor areas by Kshs.140 million. The development budget for the school feeding programme
will also be increased. I have set aside an initial allocation of Kshs.'l 50 million for this
purpose in the 2002/03 fiscal year.

Mr. Speaker, we shall mobilize other stakeholders, including NGOs, the private
sector and other development partners, lo provide additional educational facilities. The
review of the curriculum will continue at all levels to ensure flexibility, affordability, quality
and relevance. We have made provisions to help institutioni catering for children with
special needs.

Mr. Speaker, the HIV/AIDS panCemic poses a real threat to the survival of this
nation. The Government will intensity its awareness campaign on HIV/AIDS in schools
while ensuring that orpiians of HIVTAIDS victims receive priority in the allocation of
bursaries.

(b) Health
Mr. Speaker, good health is a must for the socio-economic development of this

counlry, and must be given priority. The declining health standards and re.emergence of
diseases, the unavailability of health care due to high cost, and the HIV/AIDS pandemic
need immediate action. ln order lo guaranlee availability, accessibility and aflordability for
those most in need, the Government will collaborate with relevanl stakeholders to increase
funding for preventive healthcare and rural health services, To facjlitate access to
healthcare services, the Government will continue lo waive fees for the treatment ol certain
categories of people and diseases and improve enforcement of the waiver system. The
maintenance ot health equipment and facilities will also be improved.

Mr. Speaker, efforts wrll be intcnsified to implenrent high priority activities in health
services, with particular emphasis on women and children under 5 years. The fight against
HIV/AIDS remains a big challenge. The prevalence rates are reaching disastrous
proportlons and threaten to reverse our hard-won gains in health, quality of life, and overall
socio-economic development, The capacity to respc,,rd to the HIV/AIDS pandemic will be
improved through increased funding for education, sensitization and creation o[ awareness.

3. Physical lnfraslructure
Mr. Speaker, the poor slate of our physical infrastructure remains a major obstacle

to investment and enhanced economic activity. lt has significantly increased the cost of
doing business in Kenya and reduced the competitiveness of our goods and services in the
regional and inlernalional markets, We must improve lhe state of our infrastruclure in order
to eflectively combat poverty and unemployment. The Government will, during the fiscal
yeat 200212003 and in the medium-term, institute measures to develop, maintain,
rehabilitate, reconstruct and upgrade existing facilities necessary to lower production costs,
enhance competitiveness and improve access to markets. Enhancement of competition in
tire sector and attracting private capital will also be given high priority.

l-l



Mr. Speaker, special attention will be given to redesigning existing facilities to meet

the needs of people with disabilities.

(a) BoadsSu0-sector
Mr. Speaker, the road sub-seclor has major influence in economic activity. lt

accounts lor over 80% of the country's total passenger traflic and 76% ot treight tratfic in

our country. The road sub-sector has faced a number of challenges, among them,

inadequate lunding, lack of enforcement of standards in road construction and usage,

corruplion in tendering, lack of coordination of roads development and poor maintenance.

To meet these challenges, the Governmenl established the Kenya Roads Board aboul two

years ago to manage the Rcad Maintenance Fuel Levy Fund, and to coordinate road

development and maintenance.

Mr. Speaker, although lhe Kenya Roads Board took long lo start full operations, I

am happy to report to Hon. Members that the Board is now lully operational. As at end ol

May 2002, a total of Ksh.7.5 billion had been disbursed by KRB directly to road agencies

for implementation ol approved road programmes. This included the Ksh.5.5 million

disbursed to each constituency lowards rural access roads. During 200212003, a total of

Kshs.8.4 billion will be disbursed for road nelwork development and rehabilitation

throughout the country. To ensure quality ol lhe road network, the Board will appoint audit

teams to monitor and evaluate the roads under construction lo ensure technical

compliance.

Mr. Speaker, the Kenya Roads Board will, during 2N212003 continue to coordinate

with District Roads Committees (DRCs) and local authorities to maintain all roads lalling

under their jurisdiction. The Board will also emphasize a labour-based strategy on all rural

access roads to create employment and reduce poverty. I will later in my speech announce

measures to encourage private sector parlicipation in road mainlenance.

(b) Transport and Communication

(i) Telecommunication
Mr. Speaker, the demand for lixed telephone services has continued to lar outstrip

supply. This has accelerated the growth and demand lor cellular phones which became

available when the Governmenl licensed private seclor mobile phone operators. ln the

medium term, the Government will continue to encourage modernisation of our

telecommunication network by licensing more private sector investors in the sub-sector t0

enhance competition. I appeal to mobile telephone providers to supporl our efforts towards

regional integration by providing atfordable roaming services within East Africa.

(ii) Railways
Mr. Speaker, an etlicient rail system will result in lower transportation cosls of

goods, improved transit lime and a boost to the regional economies. our rail system has

not been etlicient. ln spite ol the progress achieved so far, the Kenya Railways Corporation
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remains unviable because of outdated and ineffrcient locomotives and old railway lines,
which impose high maintenance costs. The Corporation is currently involved in repair,
overhaul and rehabilitation of wagons and locomotives and has been retrenching excess
staff. To improve the performance of Kenya Railways, the Government will allocate
Kshs.1.6 billion in this yea/s budget to assist in preparing Kenya Bailways for
concessioning.

(iii) MaritimeTransport
Mr. Speaker, Maritime Transport offers a cheap and suilable means of lransport for

heavy and bulky goods. The operations ol our ports have however been hampered by the
limited capacity of the container terminal, poor and outdated equipment and poor linkage to
the hinterland due lo poor perlormance of Kenya Railways and lhe poor slale of our road
network. ln order to improve service delivery, the Government will facilitate relurbishmenl
and expansion ol port facilities, improve and strengthen lhe management and operation of
our porl, privatise certain operalions, and replace and modernize equipment and facilities.

(iv) AirTransprt
Mr Speaker, Air transport is essential for lransporting tourists, high yielding exports

and perishable goods. The industry has malured, as is demonstrated by the privatisation ol
Kenya Ainuays, commercialisation of some airport operations, and the on-going ettorts lo
delink the Directorate of Civil Aviation lrom the civil service.

(c) Energy
Mr. Speaker, high cost of power remains a major disadvantage to Kenya's

manufacturers. A number of firms have closed down citing high cosl of doing business in
Kenya in general and the high cosl of power. ln addition, electricity supply is often
inadequale and unreliable. As a matter of priority, the Government is implementing reforms
in the energy sector in order to lower cost ol doing business and make our products more
competitive.

Mr. Speaker, the Government will expand the Rural Electrification Programme
and increase private sector participalion in power generation, kansmission and distribution.
Emphasis will be put on improved collection and utilisation ol the rural electrification levy.
The Governmenl is also negotiating access to cheaper electricity lrom East, Central and
Southern Alrica in addition to implementation of all planned generating prolects in Kenya.

Mr. Speaker, lhe Governmenl will continue to encourage and promole fuel-wood
plantation and forestry. lwill also announce today removal of duty on all wood and semi-
finished wood products,

(d) Waler Provision and Sanitation
Mr. Speaker, majority of Kenyans currently do not have access to safe and clean

water and sanitation. Poor management ol the existing water works and sewerage systems
is partly to blame. The Government and the Local authorities will intensify etforts to provide
safe and clean water and sewerage systems.
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Mr. Speaker, to meet the objectives of providing safe and clean water and
sanitation, priority actions will include the protection and management of water catchment
areas, the promotion and encouragement ol community based water projects, and the
expansion of waler undertakership by private entities. The Government will seek to
rehabilitate existing water and sewerage systems through cost sharing and other measures
in the new Water Act.

4. Manufacturing, Trade and Tourism
Mr. Speaker, Manufacturing, Trade and Tourism contribute significanily to the

economic well being of Kenya. However, the great potential of lhe seclor remains inhibited
by varlous lactors including circulation of counterleit products; high cost of inputs;
challenges of globalisation; poor infrastructure; cost of financial services and credit. To
revitalize the sector, the Government will endeavour to provide an enabling environment for
lhe private sector. I have already highlighted a number of measures the Governmenl is
undertaking under energy, lelecommunication and roads sectors in support of this sector.

Mr. Speaker, the active participation of the country in bilateral, regional and multi-
laleral trade arrangements has greatly benefited the sector. The regional markets, EAC
and COMESA, and our major internalional markets, EU and AGOA account lor g0% of our
exports. We will continue our supporl of these arrangements.

(a) lnternal Trade
Mr Speaker, the Governmenl will continue lo create the necessary enabling

environment for lraders and the business fraternity. work is cunenily going on to review the
thirleen trade-related Acts of Parliament in order lo harmonise them with a view to making
transactions easier and cheaper. Measures to improve etficiency ol the commercial courts
have also been instituted. A full secretariat on Counterleil control was established recently
and has made significant progress in ensuring that imports adhere to quality standards and
pay correct duty. Further, strict enforcement measures of transit goods have been instituted
to avoid diversion of lransit goods inlo the domestic market.

(b) Micro and Small Enterprises
Mr. Speaker, Promolion ol micro and small enlerprises will enable us to lighl

poverty. To support the sector, lhe Government will redirect ils assistance towards
removing laws and regulations constraining lhe sector to enable it realise its full potential.
During 2002/2003 financial year, the Governmenl will finalise the Sessional paper on the
development of micro and small enterprises.

Mr. Speaker, lhe Government is committed to improving access lo credit,
especially micro{inance; linking financial services to skill development training and;
providing exlension services, especially on technology and marketing. Special programmes
will be targeted at lhe poor, especially women, to enable lhem lo access credit, technology
and marketing lechniques to facilitate entry into viable self-employment.
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Mr. Speaker, in line with the Government commilment to poverty reduction and
considering the number ol families suppoded by hawking activities, lhe Government has
embarked on a review ol the hawking and vending activities with a view to designating
certain specilic areas lor this business to avoid disruptions and constant harassmenl.

(c) Manulacturing
Mr. Speaker, in spite of the fact that our manufacturing sub-sector has experienced

very ditlicult economic times over the lasl three years, it has remained a pillar of our goal
lowards industrialisalion, groMh and poverty reduction. ln view ol the challenges facing the
sector, especially competition from CoMESA products, lhe Government, in this yeais
budget, has proposed a reduction of all raw malerials and capilal goods that are currently
taxed at 3% and 5% to 0% in order to lower the cost of production and enhance our
competitiveness in the region. The Government furlher recognises the need to improve
value addition to our locally produced commodities meant for export. To realise these
objectives, lhe Government has inslituted various measuresl

(i) Providing the necessary support to the textile industry to enhance its access
to AGOA. I will announce measures under VAT to support agriculture and
specilically the cotton sub-sector.
lnvoking anti-dumping and countervailing measures where dumping is
proved. Towards this end, I have already gazetted the appointment of an
Anti-Dumping committee comprising the private sector and the Government
ministries concerned. This measure will ensure a level playing ground for
agricultural and industrial goods produced in Kenya.
Enhancing support lor Research and Development for industries through
investment on development, acquisition and dissemination of appropriate
technology by Kenya lndustrial Research and Development lnstitute (KlRDl)
and public universilies.
Partnership with private sector especially in negotiating trade prolocols.
To support capilal investment, I have recently published the Leasing ruies,
which will enable manufaDturing and jua-kali cperatcrs who cannot atford to
purchase capital equipment upfront to acqiiire them on atlordable leasing
lerms.

(ii)

(iii)

(iv)

(v)

tvlr. Spcaker, our economy cannot grow in the absence ol injection of new and
additional lccal and loreign oapital. The Government has instituted measures that would
attract and secure investment. Towards this end, the lnvestmenl Code wil! soon be tabled
in Parliament. ln addition, etlorts will be made to reach out to our neighbours in the sub-
region to standardize investment practices in order to create a level playing field. We will
oursue this through the bilateral and multilateral arrangements.

(d) Begionallntegration
lilr Speaker, lhe Government will pursue regional integration arrancer,gnts in order

lo acceleratg economic and socral benelits to our.people. The Governrnent has actively
pariicrpated in several trade lacilitalion initiatives uncjer C0MESA. (enya actively
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participated in the trade facilitation proiect whose principal goal is to provide guarantee
against political risk on imprts and exports into the region. The implementing agency of
this project is the Aldcan Trade lnsurance Agency (ATIA) whose headquarters is based in
Nairobi.

Mr. Speaker, as Hon. Members will recall, lhere has been outcry over importation
of some agricultural commodities lrom COMESA especially sugar and wheat flour. The
Govemment, through Kenya Gazette Supplement No. 12 dated 1st March 2002, invoked
safeguard and remedial measures to protect the two agricultural sub-sectors. As a result,
wheat flour imports are subject to duty rates of 60%. Sugar imports ol up to 200,000 metric
tonnes can be imported into Kenya from any of the COMESA member,states duty free.
lmports ol sugar after the 200,000 metric tonnes have been imported would be subject to
100% import duty and olher levies ol equivalent effecl. The sateguard measures are
effective for twelve months, lrom 1st January to 31sr December 2002. ll is expected that
within this period sugar and wheal production would have undergone subslantial
restrucluring, enabling them to be regionally competitive.

Mr. Speaker, signiticant progress has been achieved under the East African
Community with regard to the establishment of a single market and investment area. The
Council of Ministers under instruclion from the Summil of Heads of State has taken
decisions to increase Cross-Border trade. These include the achievemenl of tull
convertibility of the three East Alrican currencies, harmonization of standards and
specitication of goods, automatic lree 6 months entry visas lor East Africans, and
eliminalion ol double taxalion, among others. The lhree parlner slates will soon announce
measures to eliminale VlsA fee requirement on EAC students.

Mr. Speaker, the New Parlnership lor Africa's Development (NEPAD) is a new
initiative aimed at suslainable development, poverty reduction, promotion of greater income
equality, rehabilitation of infrastructure and bridging the digital divide between the North and
South. NEPAD is based on a shared vision, a comprehensive developmenl agenda and
programrne ol action. For NEPAD to succeed, there musl be parlicipalory consullations and
genuine consensus building based on lhe uniqueness of each counlry and regional
peculiarities. Kenya will soon estabfish a secretariat to coordinale and spearhead the
activities of NEPAD.

(e) Tourism
Mr. Speaker, despite recent decline in tourism, the seclor continues to play an

important role in employment crealion, direct inveslments and indirecl linkages with other
sectors of lhe economy.

Mr. Speaker, lhe Government will institule measures lo promole tourism, diversify
the tourisl packages, products and circuits, and improve and rehabilitate tourist facilities. To
facilitate investment in the sector, we will improve security, lourist roads and our airports.
More aggressive marketing of the country as a lourist destination will be intensified to
increase the number ol tourists entering the counlry. The Governmenl will host several
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tourism promotions, the highlight ol which will be the Tourism Week scheduled for

September 2002.

5. Public Admlnistration
Mr. Speaker, etficient and etfective public administration will continue to be our top

priority. The Government recently launched the Strategy lor Pertormance lnprovement
in the Public *wice, whose aim is lo move from the phase ol "cost conlainmenl', to that

of etticiency in service delivery.

Mr. Speaker, to facilitate ministerial rationalization, guidelines have been developed

outlining how to develop ministerial strategic plans, priorities, minislerial core functions and

strategic obiectives. Ministerial ralionalization is expected to identify over-manning and

eliminate non-core functions.

Mr. Speaker, the Government recognizes the need lo make lhe public service more

ettective. As Hon. Members will recall, on 4th October 2001, H.E, the President directed that

a policy to guide public sector training and capacity building be developed. The

Governmenl has now linalized the policy which will soon be released to the Service. The

Government has increased budget allocation for training and capacity building lor the

Public Service.

Mt. Speaker, the Government has undertaken an acluarial study to facilitate review

of the currenl pension scheme. The objective is to replace the non-contributory pension

scheme with a contributory scheme that will allow beneliciaries to draw benefits

commensurate with lheir contributions. The Government will also introduce a

comprehensive health insurance scheme to provide quality medical care to civil servants.

6. Public Salety, Law and Order
Mr. Speaker, public safety, enforcement ol law and order and the protection of

property rights is necessary to maintain an investmenllriendly environment. The security of

our people will continue lo be top priority and make our counlry attractive to investment.

The Government has made provisions lor equipment upgrading and capacity building in the

disciplined lorces.

Mr. Speaker, additional capacity and resources have been mobilised to support the

administration of justice. The congestions in our courts and prisons will be addressed

through additional budgetary allocalion to upgrade infrastruclure in our courts and prisons.

7. lnlormationTechnology
l,lr. Speaker, lnlormation Technology is today the world's fastest growing economic

aclivity, lranslorming resources-based economies to knowledge-based economies. Our

locus is nol so much about technology, but about using lechnology to improve the lives ol

Kenyans by improving productivity and efficiency. lt will help us lind new ways of creating

and delivering products and services to a global market. The Government has made

provisions to exploit the tull potential of lT.
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Mr. Speaker, lT must be incorporated into all spheres of Kenya's core activities,
including parliament, cabinet and public servants many of who are notlT literate. The
Government will support initiatives to integrate lT in education to create a large pool ol
technically competenl manpower. The Government will take steps to make lT accessible
and affordable. This sub-sector has the potential ol being a major export earner in the long-
term.

MONETABY POLICY AND FINANCIAL SECTOB REFORMS

Mr. Speaker, during 2002/03 the Central Bank of Kenya will continue to implement
a monetary policy aimed at mainlaining the slability of prices of domestic goods and

services. The Bank will conline growth in the money supply at rales to support growth and
low inflalion.

Mr. Speaker, in view of the 2% projected growth in real GDP and the objective of
keeping inllation rate below 5% target, lhe Central Bank projects broad money supply to
increase by no more than 6.3% in 2002/03, while the banking system is expected to expand
domestic credit by around 12.0%.

Domestic Debt Restructuring

Mr. Speaker, Hon. members are aware thal since lhe suspension ol exlernal donor
support, the Government has relied on domestic borrowing. lnterest on domestic debt
currenlly slands at aboul 12o/o of the Governmenl's recurrenl expenditure. Since
Governmenl's domestic debt has been highly concentrated in short term Treasury bills, the
Government will continue lo reslructure the domestic debt away lrom 9l-day Treasury bills
to longer-term Treasury bonds of more than 1 year maturity.

Financial Sector Relorms

Mr. Speaker, allow me now to address lhe linancial seclor reform measures, which
the Government plans to undertake in the course ol lhe financial year. As Hon. Members
are aware, a sound, vibranl, and eliicient financial sector is important to the mobilisation ol
savings, investments and growlh. The Governmenl is developing appropriate incenlives for
long-term saving. This will include appropriate laxalion systems for co-operalives, housing
and developmenl finance as well as the insurance seclors. lwill be presenting the
necessary amendments and legislation to this House belore lhe end of this year.

Mr. Speaker, the stability ol the linancial sector will depend on how we effeclively
deal with lhe huge non-performing loan porllolio and weak supervision and regulation o, the
linancial seclor. Many countries around the world have granted their Central Banks
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more powers and aulonomy to supervise and regulate the financial seclors and particularly
banking operations. ln order to enhance lhe autonomy ol our Central Bank and harmonize
our banking laws with lhose of olher countries within the East Alrica Community, I will in the
course 2002/2003, cede to CBK the powers ol the Minister with regard to licensing and de-
registration of financial institutions. This is inlended to enhance further the supervisory
eflectiveness of the Central Bank.

Mr. Speaker, I also intend to issue regulations to strenglhen the operalions by the
DPF and provide protection to depositors and institutions under liquidation.

Mr, Speaker, over the lasl few years, lhe Government has been pursuing universal
banking policy with the objective of providing level playing field to various financial seclor
slakeholders. we have now made il possible lor banking instrtutions and building societies
t0 be subject to similar regulalions because they do similar business. To make it legally
possible for a building society to merge wilh either a bank or a non-bank financial
institution, the Government has proposed amendments to the Building Societies Act to
allow lor such mergers.

Mr. Speaker, to light money laundering and the financing of tenorism, Kenya will
continue to co-operate lully with the international community and regional counlries. ln
order to strengthen our laws and regulations on money laundering, the Government is
currently working on appropriate legislation to be tabled in Parliamenl within this fiscal year.

Mr. Speaker, the use of technology in transacting business has become
widespread in the country. A regulatory framework for this rapidly growing mode of
transacting business is needed. The Government will table in parliament the Eleclronics
Funds Transler bill tor consideration, and il found appropriate, enactment into law.

Mr. Speaker, micro finance institutions and the Savings and Credit Co-operatives
societies play a vilal role in our economy. There is need to encourage and promote them by
crealing a conducive and enabling environment as well as setting up a regulatory
lramework. The Government has developed a Micro Finance Bill, which shall be tabled in
Parliament soon.

lnsurance and Retirements Benefits lndustry

Mr. Speaker, since the full commencement of the Relirement Benelits Act in the
year 2000, major changes have laken place in the retirement benetits industry. Belirement
benefits schemes have now largely come into compliance with the Act, resulting in
improved administralion, professionalism, transparency and accountability.

Mr. Speaker, in order to enhance the supervision role of the Retirement Benelits
Authority, I propose to inlroduce a fine of Kshs.500,000 or imprisonmenl lor a term of two
years or both for any Trustee of a scheme that lails to submil audited accounls to the
Authority. ln addition, to bring equity in the sub-sector, I propose to harmonize the
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registration fees for both managers and custodians with those ol Capital Market Authority at

Kshs. 50,000.

Mr, Speaker, I propose lhe maximum limits on investmenls by the Betiremenls

Benelits Schemes in corporate bonds and commercial papers be raised from l5% to 30%.

Additionally, I propose to reduce the minimum levy payable for the registration ol retirement

benefits schemes from Kshs.6,000 per annum to Kshs.2,000 per annum.

Mr. Speaker, in order to protect the employee benefits in case of the winding up of

companies, I am proposing that employee retirement benefits be ranked equally with

unpaid wages and salaries.

Mr, Speaker, to enhance the supervisory role of the Retirements Benelits Authority

and to deter falsification of information, I propose that penalties charged for giving talse

information or hindering lhe work of an inspector appointed by the authority be increased

lrom Kshs.50,000 to Kshs.500,000 in line with other penallies in the Act.

Mr. Speaker, the majority of workers in the informal, agricultural, and professional

sectors are not able to join occupational retirement benefits schemes, including the

National Social Security Fund. ln order to provide such workers with a channel lor saving

lor retirement, lam proposing to extend all lax incentives given to registered occupational

reliremenl benelils under the lncome Tax and Value Added Tax Acts to apply equally to

individual retirement benefils schemes registered by the Retirement Benelits Authority and

lhe Commissioner of lncome Tax.

Mr. Speaker, in order to enable the Retirement Benefits Authority to judiciously and

expeditiously apply the Betirement Benefits Act and protect lhe interesls of scheme

members, I am proposing an amendment to the Act, to give the Authority power to directly
prosecute offenders as is the case with other regulatory bodies.

Mr. Speaker, Health Management Organisations have continued to transact medical

insurance business in Kenya wilhout any form of regulation and supervision. To ensure lhe
sector is regulated, I am proposing that all Health Medical Organisations, Medical Aid

organisations and similar bodies that are involved in the provision ol medical insurance be

brought under the ambit of the lnsurance Act. This measure will protect the public from
potential lraud and improve lhe quality of service lo Kenyans seeking medical care.

Mr, Speaker, the premium paymenls handled by lnsurance intermediaries on behalf

of insurers has resulted in huge outstanding non-remitted premiums thereby undermining

the linancial viability ol insurance underwrilers. The sixty-day credit period accorded lo
insurance brokers under the lnsurance Act has proven to be loo long jeopardising the
interests of the insured and the general public. I propose lo reduce the credit period to thirty
days from the commencement date ol the policy with a view to moving towards a policy ol
cash and carry in the next fiscal year.
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THE FISCAL STRATEGY, 2OO1/02 - 2OO3/04

Mr. Speaker, the economy is pro,iected to grow, in real terms' by between 1.8 and

2%in2002. in the medium term, lhe economy is projected to grow by 2.8olo and 3.9% in

2003 and 2004, respectively, owing mainly to expected increase in investment, sustained

macroeconomic slability, and the measures I have outlined so lar.

Mt. Speaker, the current tiscal strategy draws lrom the experience of implementing

the past 2 years of the Medium Term Expenditure Framework, and has the following key

objectives:-

(i)

(ii)

(iii)

(iv)

Mr. Speaker, to achieve these objectives the Governmenl will improve revenue

collection primarily through modernization ol tax collection institutions, setting optimal lax

rates to realize improved compliance, and expanding the tax base. The revenue target lor

the MTEF period is lo increase collections from Kshs.210.3 billion in 2001/02 to Kshs.257.1

billion in 2004/05.

Mr. Speaker, the Government will seek to shift expenditure from recurrent to

development. lndeed, over the 2001/02 to 2004/05, development expenditures are

expected to grow by an annual average ol 9.9% while recurrent expenditures will grow by

an annual average ol 3.8%.

Mr. Speaker, domestic debt is expected to stabilize at below 24% of GDP over lhe

medium term while the external debt, on the other hand, will rise lo about Kshs.409 billion

by 2004/05 or 35% of GDP. Total public debt will decline lrom 62.8% of GDP in 200112002

to 57.1% of GDP in2004/2005.

Mr. Speaker, as a matter of prudence and conservatism, the Government has not

included the likely external receiptsin Budget support from our development partners in the

budget linancing strategy, Our cunenl torecasls include a conservative target for

privatisation proceeds of Kshs.3.S billion over 2002103'2004105. The Government also

plans to sell non-institutional Government houses in 2002/03 and expects to realise a total

of Kshs.2 billion.
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to reduce the share of public expenditure to Gross Domestic Product (GDP);

lo achieve a sustainable level of domestic debt relative to GDP in the medium

term;
to shift Government expendilure to more efficienl public investmenl and to

operations and Maintenance (0&M) in the long run; and

to maintain Government taxation at a level that achieves a gradual reduction

of domestic debt wilhout overburdening taxpayers.



FINANCIAL OUTTURN FOR 2OO1 I2OO2

Bevenues

Mr. speaker, let me now briefly review the financial outturn for the 2001/02 fiscal
year. As a result ol lower economic growth, we project a budget deficit on a commitment
basis and before grants ol 4ok ol GDp or Kshs.34.2 billion, This compares unfavourably
with a deficit of 1 .8% of GDP in 2000/2001. tn the absence of external budget support, th;
Governmenl bonowed about Kshs.32 billion through the issuance of addiiional ireasury
bills and bonds.

N;r. Speaker, total revenues (including LATF) were originally estimated at
Kshs 218.6 billion comprised of Kshs.t94.8 billion in ordinary revenue and kshs.23.9 billion
in appropriations-in-aid. Due lo the lower than expected economic growth rate, total
revenues are now estimated to be about 3.9% below target, I now expect a total of
Kshs.186 5 billion in ordinary revenues and Kshs.23.g billion in appropriations-in-aid, giving
us lotal revenue of Kshs.210.3 billion.

. . Mr. Speaker, the Supplementary Appropriation Bill, which was approved by this
House reflected a net increase of Kshs.5.0 billion, which was made up of kshs.4.g billion
and Kshs.1 90 million of recurrent and development expenditures respectively.

FINANCIAL OUTTURN FOB 2OOZ2OO3

Mr. Speaker, let me now turn to the 2002/2003 budget.

Revenue

Mr. Speaker, the total revenue target for fiscal year 2002i03 is Kshs.21g.9 billion or nearly
222'kol GDP. This is composed of Kshs,198.6 billion in ordinary revenues and Kshs.20.3
billion in Appropriations-ln-Aid.

Recurrenl Expenditures

Mr. Speaker, as Hon. members have already noied from their coples ol lic printed
Estimates, gross recurrent expenditures tor 2002/200J are eslirnated at Kshs.2/7.7 billion.
This includes Kshs.18.5 billion to be financed through Appropriation-ln-Aid and payments to
be financed directly lrom the consolidated Fund services, amounting to xsns.itrj.s bittion.
This will leave Ks.148.8 bittion for discretionary expenditures. consolidated Fund services
comprises of Kshs.29.9 billion lor domestic interest, sh.8.5 billion for foreign interest;
Kshs.11.7 billion for pensions and gratuities; Kshs.1 1 biuion for constilutional bffices and
Kshs.132.6 million for subscriptions to internalional organirati,r,ns. ln ac(Jiiion, I am
expecting to finance external redemptrons amounting to Kshs.20.lz bilt.,on ancl domestic
redemption amounting to Kshs.36.9 bjllion.
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Development Expenditure

Mr, Speaker, the gross development expendilures lor 200212003 is estimated at

Kshs,46.5 bitiion, This will consist of Kshs.26.7 billion, which will be financed through

Appropriation-ln-Aid. The Appropriation-ln-Aid includes direct proiect financing of Kshs.10.7

billion in loans, Kshs.14.2 billion in grant commitment and Kshs.1.8 billion which will be

realised as Appropriation-ln-Aid from domestic sources. I am therefore expecting lo finance

net development expenditures amounting to Kshs.19.B billion during the financial year

200212003

Mr. Speaker, I shall now co lnto how I propose to finance those expenditures

Exlernal Financing

Mr. Speaker, I have received commitments of project grants amounting to

Kshs, 15.9 billion lrom bilateral and multilateral development partners to f inance

development expenditures. ln addition, I have received commitments for project loans

amounting to Kshs.16,4 billion.

Mr. Speaker, in an effort to maintain service delivery, maintain our inf rastructural

assets, respond to PBSP priorities, meet the high citizens' expectations raised by the

PRSP consultative process and to meet the high costs ol constitutional review and

elections, it has not been possible to shrink Government expenditures Substantially. AS a

result, we expect to run a deficit equivalent to about 4% of GDP. We shall finance this

deficit either by additional domestlc bonowing or from external Budget support if the lMF,

World Bank and other donors resume disbursements during this financial year.

TAXATION PROPOSALS

Mr. Speaker, based on the proposed macroeconomic forecasts and the cunent

taxation structures, we are able to realise total revenue of Kshs.209.9 billion in 2002i2003.

However, Kshs.21B.9 billion is required to linance government expenditure requirement.

This leaves a revenue gap of Kshs.9 billion.

Mr. Speaker, the rest of my speech outlines the tax measures I intend to take to

raise revenues required to bridge this gap. I now request that the remainder of my Speech

be regarded as a Notice of a Motion to be moved before the Commiltee of Ways and

Means.

Customs Duties

Mr. Speaker, let me now turn to amendments to lhe Customs and Excise Act that

have direcl revenue implications.
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First, Mr. Speaker, as a final phase ol Government commitment to eliminate duty
rales on raw materials in order to reduce the high cost of production, make manufactured
goods competitive in the regional market and affordable to Kenyans, I propose lo reduce
across the board duty rates on all raw materials not produced locally, which are currenlly
taxed at 3% and 5% down lo zero. Mr. Speaker, in addition, to support the manufacturing
sector furlher, I propose lo reduce duty rates on all capital equipment, which are currently
taxed at 3% and 5% down to 0%. Although these measures will be very costly lo the
exchequer in the short{erm, I am confident that they significantly reduce lhe cost of doing
business in Kenya and spur lhe continued growth of industry. More imporlantly, the
measures will support the agricullural sector, which will now be able to obtain all lheir
capital goods, fertiliser and chemicals for agriculture, and other input requirements duty
free. I expect the concession relaling to capital goods, to encourage more investment in
agro processing industries to take advantage of the available raw materials, enhance value
addilion and subsequently increase earnings for farmers.

Second, Mr. Speaker, in order to encourage local assembly of motor vehicles and
make the Kenyan motor vehicle industry more competitive in the region, lpropose to

reduce duty payable on imporled Completely Knocked Down (CKDs) kits for assembly of
motor vehicles down to zero from lhe current 3%. Mr. Speaker, I expect that local
manufacturers will pass on the benefit from this measure to consumers through lower
prices for locally assembled molor vehicles. I expect lo see the re-emergence of a
flourishing motor spares and fabrication industry to support the motor vbhicle assembly
sub-sector.

Third, Mr. Speaker, in order to discourage the importation of very old and

uneconomical vehrcles which are not only expensive lo run and maintain but also cause
pollulion to our environment, I propose lo amend lhe Customs and Excise Act to prohibit

lhe importatron of motor vehicles older than 10 years, in line with the requirements
stipulated under the Kenya Bureau of Standards Act. ln addition, I propose, lo modify the
existing 20% surcharge on second-hand motor vehicles between live and eight years and

make it subject to a minimum surcharge ol Kshs,30,000. Similarly, vehicles over eight years
old will be required to pay a surcharge ol 20% subject to a minimum of Kshs.60,000,

Fourlh, Mr. Speaker, the removal of duties previously charged on raw materials
has negated the need for maintaining the duty/VAT remission provided lor under lhe Export
Promotion Programmes Oflice and Essential Goods Support Programme (EPPO and

EGSP) I propose, therefore, lo amend lhe Customs and Excise Act to delete the provisions

relating to the EPPO/EGSP duty/VAT remission scheme altogether. Kenyan exports will
remain competitive since duties on raw materials have largely been eliminated. This
measure will eliminate lhe abuse and leakages of uncustomed goods which have caused
considerable damage to our agriculture and industry. Mr. Speaker, I have ensured thal
manufacturers of medicamenls and other pharmaceuticals, which are duty free, will have
an automatic exemption f rom payment of duty on their raw materials.
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Fitth, Mr. Speaker, I propose lo reduce the excise duty rate on residual fuels used

lo run energy generation turbines, boilers and furnaces lor tea factories by 50%. Mr.

Speaker, I expect that this measure will be translated into lower prices for electricity,

cemenl, paper and paper products and lower cosl ol goods whose manufacture requires

the use of fuel oil. This measure will also support conservation inttiatives by reducing the

use ol wood for fuel.

Sixth, Mr. Speaker, the poor performance of the steel industry and the introduction

of protective duties by USA and other countries is likely to lead to major steel

manufacturers diverting their products to young markets in Alrica. lpropose to protect our

infant steel industry by reducing duty on all inputs used by this sub'sector while maintaining

a maximum imporl duty rate of 35% on all manufactured steel products. This measure will

assist not only the steel industry but also the construction and allied industry.

Seventh, Mr. Speaker, while our leather and sleel industries have been adversely

attected by insufficient raw materials, countries in the Far East are purchasing raw animal

hides, skins and scrap metals lrom Kenya at low prices. To discourage lhe exporl o[ such

raw materials, encourage value addition, and enhance capacity utilisation of our industries I

propose to introduce a development levy of 20% on raw hides, skins and scrap metal. I

expect this measure to assist in the revival of existing lanneries and value addition using

local raw materials and recycling of scrap metal.

Eighth, Mr. Speaker, in order lo widen the tax base and bridge lhe revenue gap, I

propose to introduce an additional excise duty of l0% on all motor-vehicles, except

commercial vehicles, tractors, passenger motor vehicles and buses of a sitting capacity of

at least 26 passengers. Mr. Speaker, Kenyans who can atford to buy a molor vehicle can

also afford lo make a modest conlribution to their country's development. Furthermore, this

measure will encourage operators of passenger vehicles lo invesl in bigger and more

economical vehicles. lt will also help to decongest our roads,

Ninth, Mr. Speaker, while the mobile phone industry has witnessed tremendous

growth, it faces a multiplicity ol taxes, a situation which has encouraged tax evasion and

complaints of unfair competilion. ln order to simplify taxation structure of the mobile phone

industry, I propose to remove duty on mobile telephone handsets, SIM cards and scratch

cards and in their place introduce an excise tax of 5% based on lhe rate of the value of

airtime usage. Mr. Speaker, this measure will raise an additional revenue of Kshs.B50

million, which I propose to spend as follows:-

(i) Kshs.300 million will be allocated as revolving fund to microJinance

inslitutions to provide credit to small'scale enterprises, larmers and those who

would not normally access credit f rom formal financial institutions;

(ii) Kshs.200 million lor rural electrification;
(iii) Kshs,300 million for treatmenl of HIV/AIDS patients and purchase of anti-

retroviral drugs; and
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(iv) Kshs.S0 million towards a bursary fund tor HIV/AIDS orphans and children

wilh disabililies. This excise tax will be collected along the same lines as the

VAT and lor ease of administration will be collected by the Commissioner of

VAT.

Tenth, Mt. Speaker, lately the Government has experienced a drop in excise

revenue colleclion owing to marketing techniques adopted by some excise manulacturers

which have etfectively lowered the excise value and the excise tax paid. lndeed the decline

in excise tax revenue has not been because ol drastic reduction in consumption but due l0

tax avoidance techniques adopted by some manufaclurers. This practice is unfair and

unequitable to other excisable entities and should be discouraged. I propose to amend the

Customs and Excise Act lo require thal where an excise manulaclurer sells only to an

associaled company or a sole distributor, the value for tax purposes shall be the price. at

which the goodi are sold lo a retailer. ln olher words in such cases the excisable value

shall be the selling price at the distributor level.

Eleventh, Mr. speaker, to discourage wanton destruclion of forests and conserve

the environment, I propose to reduce to zero duties on all wood and semi-linished wood

products.

Tweltth, Mr. Speaker, to address increasing cases ol smuggling, tax evasion and

under-declaration that has characterised tobacco industry in the recent past, I propose t0

levy a hybrid excise duty of a minimum specific tax ol Kshs.400 per 1,000 cigarettes or ad

vaiorem-rale of 130% on domestic cigarettes and similarly, Kshs.500 per 1,000 cigarettes

or ad valorem rate ol 130% on imported cigarettes, whichever is higher. This measure

deals with the persistent problem of under-declaration of taxable values.

Thirleenth, Mr, Speaker, the Government has been concerned about perennial

tloods that not only disrupis people's lives but also make them vulnerable to diseases and

poverty. ln addition, a number ol districts continue to sutfer waler deficit for both animal

and domestic use. To alleviate this problem, the Government proposes to set up an annual

fund to be linanced by an additional levy of Kshs.1 per lilre on kerosene. This measure will

raise Kshs.600 milli'on, which will specilically be targeted lo water harvesting and

conservation, floods control as well as construclion ol dams, boreholes and wells in ASAL

Districts. This will secure the livelihood of Kenyans living in marginal areas and suppgrt

inigation farming.

Mr. Speaker, lhese adjustmenls in customs and Excise Duties will raise an

addilional Kshs.3.2 billion.

Mr. Speaker sir, I now turn to amendments to the customs and Excise Act that

have no direct revenue implications.

First, Mr. Speaker, in order to keep pace with electronic commerce and lo serve

importers and exporters more efliciently through laster clearance of cargo, the Customs
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and Excise Department will, in the course ol fiscal year 2C0,212003 accept importers' and

exporters' returns and entries filed through eleclronic means. To this end, I propose to
make amendments to the Customs and Excise Act to support application ol electronic

commerce in conduct of Customs business. This measure is intended to facilitate laster
and more efficient customs transaclions

Second, Mr. Speaker, in order to streamline Cusloms warehousing of goods, I

propose to expand the list ol goods thal may be warehoused and at the same time remove

the Commissione/s discretion to allow warehousing ol prohibited goods.

Third, Mr. Speaker, lhe Government has progressively liberalised cargo handling

business over the years encouraging private sector participation. Before the liberalisation,

legislations governing cargo handling was mostly aimed at protecting the Government from

claims relating to loss of cargo. One such provision in the Customs and Excise Act states

that importing ships or aircraft remain accountable lor goods landed even when such ships

or aircralt have long left the country. ln order to rectify this anomaly, I propose lo amend lhe
Customs and Excise Act to make transit shed operalors responsible tor goods landed in
their go-downs.

Fourth, Mr. Speaker, in order to improve conlrol of ex-warehouse exports and

minimise diversion into local market, I propose to introduce a requirement that exports by

sea be restricted only to vessels ol over 250 ton register.

Flfth, Mr. Speaker, the adulteration ol petroleum products continues to be a

menace nol only to Governmenl revenue but road safety and public salety in general. I

propose to introduce a custodial senlence lor offenders.

Seventh, Mr. Speaker, ln lhe past some people have lormed companies to commit
offences by circumvenling the Customs and Excise Act only to close those companies and
vanish. To discourage these "lly by night" companies and improve compliance, I propose

amendments to the Customs and Excise Act to enable the Commissioner to charge all
officers and directors ol a body corporate who have been privy to such an offence.

Eighth, Mr. Speaker Sir, as you may be aware, Kenya granls a g0% preferential
tariff discount to both Uganda and Tanzania. This discount was given on hvo conditions;
first, that neither Uganda nor Tanzania were to charge Kenyan exporls either suspended or
excise duties or any other taxes ol equivalent effect and secondly, that the two countries
were lo extend to Kenyan exports a prelerential tarilf discount of 80%. Mr. Speaker,
Tanzania and Uganda have continued lo charge some Kenyan goods a suspended duty ot

l0

Sixth, Mr. Speaker, to harmonise the Cusloms taritl nomenclature with the
nomenclature ol other countries in the world, I propose to review the nalional nomenclature
and harmonise it with the current version ol the World Customs organisation Commodity
System by implementing the Harmonised Commodity Description and Coding System 2002
version (commonly referred to as HS 2002).



20ok and an excise duty of 10% respectively. To give our manutacturers an even playing

ground, I propose to charge reciprocal duties of equivalent effect on the respective
Tanzanian and Ugandan goods should our sisler partner stales continue to do so.

Ninth, Mr. Speaker, last year we began the ralionalization ol duty remission with a
view lo reducing them and improving administration. This year, I propose to further
rationalize them by:

(i) e'minating the provision for direct exemption with respect to goods imported
for the oflicial use ol the Kenya Police and the Kenya Prrsons. lnstead I have
provided adequate additional lunding to the institutions to cover the cost of tax
payable; and

(ii) specifying monetary limits for taxes in respecl of motor vehicles imported by

Senior Civil Servants, judges and university lecturers and professors.

Mr. Speaker, in line with duty remission rationalisation within the East Alrican
Community, I propose to delete direct exemplion provisions in respect to the Armed Forces
Canteen Organization and all the Armed Forces and instead provide additional funding to
the lnstitutions to cover all taxes payable; and delete direct exemption provisions in respect
to motor vehicles imported by Members of Parliament and instead provide additional
funding under the National Assembly Budget to cover all taxes payable. I propose that all
the above changes take etlect lrom lsrJuly, 2002 wilh the exception of the changes relating
to Members of Parliament which will become etfective afler the end of the cunent
parliamentary term.

Tenth, Mr. Speaker, the Customs and Excise Act provides the minimum collectable
duties and taxes at five Kenyan shillings. Mr. Speaker Sir, due to inflationary trends over
the years, this limit is currently unrealistic. lndeed, even the Customs receipt issued in

exchange for a payment ol Kshs.6/-, costs approximately Kshs.70/=. I therefore propose
that the minimum collectable duty and lax amount under the Customs and Excise Act be
raised to Kshs.100.

VAT Measures

Mr. Speaker, the measures I am proposing under VAT are aimed at strearitlining
tax administration, exp:inding tax base and improving tax yield in order to compensate for
revenue loss arising from the reduction in duty on raw materials and capital goods already
mentioned earlier in my remarks,

First, Mr. Speaker, to bring more businessmen into the culture ol contributing to
development by paying tax, lpropose to reduce the minimum turnover limit for VAT
registration from Kshs.3.6 million to Kshs.3 million per year.
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Seeondly, lilr, Speakl , to enhance recruitment and follow-ur of non{ilers, I

prnpose lo remove turnover limit for reg,strertion of taxable services rendered by

F rofes5iona!s.

Thiroly, Mr. Speaker, to simplify VAT administration and to expand tax base
lurther, I propose to extend laxation of all taxable goods to the rctail level. This will make it
easicr for taxpayers to charge and account for VAT while at the same time tenefiting from
Ceciurlion of the input lax they pay on purclrase of these goods ..nd other expenses. lvlr.
Speaker, this prop9561 will also enablc trariers rlho are dealing in zero rated goods,
especially feriilisers and medicine, to claim rc[unds. lexpect that the savings realised wrll
be passed on lo consumers in the lorm of lowci prices.

Fourih, llr. Speaker, I arn, also proposirrg to introduce VAT on sonre prepared and
preservej food products, which are cunently atfcrJable by the higlt-income members of our
scciety. I arlr sure this modesl increase is likely to go urinoticed.

Fifth, Mr. Spcaker, revenue has been lost ti,rough refund to business people who
conslrud buildings, warehouses or go-dowrts for their own use but sell them after receiving
refun'l ol VAT. To ensure that the Government recoups the revenue losl through such VAT
reiunds, I am proposing lo impose VAT on srrle of bullCings, uiarehouscs or go-downs in
oases \,,lere the developers claimed and received VAT refunds.

Sixth, Mr. Speaker, to curb diversion ir,to ti : local market of goods intended for
export, I propose to introduce a regulatioil to en lol .i the Commissioner of VAT to require
lha: speciiied goods meant for export be apprcp tely marked "FOR EXPORT ONLY'.

-eevenlh, Mr. Speaker, KRA is sluck w'ih a number of cases where lax arrears
cannot be collected because direclors interttionally closed ompanies to avoid paying tax
arrears. To curb this practice, I am proposing lo make such directors and otlicers liable to
pay such tax after closure of their registered companies.

Eigh:h Mr. Speaker, there has bcen substantial rcvenue leakage through
rentission of tax and duty to Non-Governmental Organisations. ln order to close this
loophole while leaving a windolv fr:r the deserving Kenyans, I propose to reslrict remission
t0 only the poor and deslitute persons.

Mr. Spea'<er, lnow turn to VAT measures that will revamp our industries and
slimulate econonric activity.

Fi,'st, Mr. Speaker, lo revive the ailing Cotton and Textile industries, I propose to
remove VAT on all Cotton ginning and t.ixlile manufacluring rnachinery. Further, Mr.
Speaker, I propose to remove tax on all supplies of taxable goods and services to Cotton
Einning factories.
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Mr. Speaker, there is urgenl need to support our Cotton and Textile industries by
encouraging local production. The strategy is to progressively raise duties on imported
second-hand ilems, so lhat we can encourage lhe production of these items locally using '

our own resources. 0ur future lies in the number and diversity ol productive aclivities we
can generate locally. we should avoid degenerating into a mere consumer counlry; rather
we must intensify our efforts to produce goods using our own raw materials. ln this way,
we shall help to creale jobs in this counlry instead of creating jobs elsewhere, where our
people cannot benefit. For this reason, I propose to increase duty on imported second-
hand clothes and other used items from the current Kshs.15.o0 per Kg. to Kshs.25.00 per
Kg. in order lo discourage imporlation of such items and promote locally produced goods at
competitive and affordable prices.

Second, Mr. Speaker, to encourage the private sector participalion in rehabililalion
of our dilapidated infrastructure, I am proposing to grant remission oi vAT on custruclion
services supplied to approved public road rehabihtation proiects funded entirely by private
sector conlribulions.

Third, Mr. Speaker, a number of taxpayers have lost substantial amounts in time
barred input tax because of the current reslriction on deduclion of input tax to six months.
ln order to ensure thal our valued taxpayers get their due benefits, I am proposing lo
extend the input tax deduction period to 12 months.

Mr. Speaker, these adjustments to VAT rates will raise an additional Kshs.2.3
billion.

Fourth, Mr. Speaker, lo suppod the lishing industry in Kenya and improve lhe
wellare of those whose livelihood depends on this industry, I propose to zero-rate fishing
nets.

lncome Tax Measures

Mr, Speaker, let me now turn to proposed amendmenls under lhe lncome Tax Act

First, Mr. Speaker, to encourage savings, I propose that collective inveslment
schemes set up by employers on behalf of employees which invest in shares traded on the
Nairobi stock Exchange, be exempt lrom income tax. ln addition, dividends received by
shareholders will be subject to a final withholding lax at 5% while interesl received from
deposits or Governmenl securities will be subject to a final withholding tax at 15% and any
gains arising from sale of shares will be exempt from tax.

Second, Mr. Speaker, t0 further encourage activity in the Nairobi stock exchange
through mobilization of savings, I propose that with etfect from 1st July, 2002 any newly
listed company with an initial listing of at least 30% ol its share capital be allowed to enjoy a
corporation tax rale ot 25% for a period of five years.
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Third, Mr. Speaker, in line with the Government commitment to improve the

wellare of workers and lo encourage employers to provide decent meals to employees, I

propose that the expenditure incuned by the employer on account of meals provided to all

categories ol employees wilhin the business premises be tax deductible.

Fourth, Mr. Speaker, I am proposing a number ol measures to harmonize the

lncome Tax Act and the Hetirement Benelits Act and in the process ensure lhat the

provisions tor the regulation of Relirement and Provident Funds be consolidated in the RBA

Act. ln addition, theiule limiting the maximum conlributions to pension and provident lunds

by both employer and employee to 30% ol pensionable income or Kshs.210,000 be

removed lrom the lncome Tax Act.

Fifth, Mr. Speaker, to encourage groMh in the insurance industry, and to mobilize

savings, I propose tb give life insurance relief lor Lile Policies and Education' Policies ol not

less i'han ten years it the rate of 15% ol the premium paid subject to a maximum ot

Kshs.3,000 per month.

Sixth, Mr. Speaker, To widen the tax net, I propose to increase the rate ol

withholding lax, currently at 2% to 1O% in the case of consultancy and agency lees and to

5% in the case ol contractual fees.

Mr. Speaker, these adjustmenls in lncome Tax will realise an additional Kshs.2.6

billion.

Miscellaneous Measutes

Mr. Speaker, turning to miscellaneous measures, I am proposing the following

changes.

First, Mr. Speaker, to ensure strict protessionalism is upheld, I am proposing. an

amendment to the [ocal Governmenl Act to require that any prolessional or member of an

occupation regulated by any other professional law must first satisty such olher

prolessional laws before the issuance ol Single Business Permit by the Local Aulhorities.

Second, Mr. Speaker, to strengthen the role ol the Kenya Bureau of Standards in

controlling imports ol counterleit goods and substandard goods, I propose to increase the

penalty to Kshs.500,000 and a daily penalty of Kshs.20,000. I lurther propose the

destruction of such goods be done at the cosl of the importers.

Third, Mr. speaker, to adjust lor inllation and cater lor increasing administration

costs, I propose to raise various fees and charges under the Traffic Act by 15%.

Fourth, Mr. Speaker, the objective ol TLB licence lees as a measure ol regulating

the transport industry and, in particular reducing the congeslion on our roads has nol been
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realized. lnstead, the lee penalizes the Transport lndustry. I am proposing the withdrawal

of TLB fees.

Fitth, Mr. Speaker, lasl year, a proposal to transler collection ol Catering Levy to
Kenya Bevenue Authority was made, bul amendmenls to lhe relevant Acls were not

etfected. To correcl the situation, I propose amendmenls to the Kenya Bevenue Authority
Act and Hotels and Restaurant Acl.

Sixth, Mr Speaker, a number of taxpayers have complained ol ill advice given on
lax matlers by tax consultants. To protect taxpayers from lraudulent tax consultanls, I

propose thal tax agents be regulated by the Kenya Revenue Authority.

Seventh, Mr. Speaker, taxation ol free lumpsum payments has always been limited
to occupational pensions and provident fund schemes and not to individual retirements
benefit schemes. ln order t0 ensure equity in the lrealment of benelit schemes, I am
proposing to exlend the tax-free lumpsum payments lo individual retiremenls benefit
schemes.

Eighth, Mr. Speaker, insurance companies are required to deposit a specilied
amounl ol money with Central Bank to discharge policyholders liability when an insurer is
unable to pay. To match this amount with inflation, I propose to increase the deposit to 5%
ol the admitted assels.

Ninth, Mr. Speaker, to enhance the powers of lhe Commissioner ol lnsurance in
carrying out inspeclion of all registered persons under the lnsurance Act, I propose to
impose a penalty of Kshs.200,000 payable by persons found dealing with or carrying on
insurance business without registration or aulhorization.

Tenth, Mr. Speaker, to give the lnsurance industry the credibility it requires, I

propose to increase the margin ol solvency lo 5% ol lhe admitted assets in excess ol the
admitted liabilities.

Elevenlh, Mr. Speaker, to protect policy holders, I am proposing to increase lhe
bank guarantee required for lnsurance Brokers to Kshs.10 million or 5% ol the premium
written whichever is higher.

Mr. Speaker, these miscellaneous adjustments will raise an additional Kshs.870
million.

CONCLUSION

ln conclusion, Mr. Speaker, I would like to atfirm my strong conviclion that il we
implement the proposed budget with maximum discipline, we can face the future with
conlidence and optimism. This will require all Kenyans lo marshall their collective energies
and skills to squarely and boldly face the challenges confronting our nation. We have the
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capacity lo mobilize the required resources to determine our destiny. We should seize the

opporlunity lo unile under a common vision and objeclive to realise the lull potenlial of our

counlry.

Our economy has began lo recover. Let us each rededicate ourselves to make a

positive contribution lo suslain our economy on a higher recovery palh'

Mr. Speaker, I beg to move.
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