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REPUBLIC OF KENYA

speech delivered to the National Assembly on lsth lune, 1995, by
the Eon. w. Musalia Mudavadi, Minister for ^Finince,'nepuituiof Kenya,- pregnting the Budgret for the Fiscal year tigfOe tt*
IuIy to 30th Irure).

Mr Speaker, Sir,

I beg to move that NIr. Speaker do now 1eave the Chair.

1. INTRODUCTION

Mr Speaker, during the frnancial year 1994195 which is now ending, we have carried
the process of liberalisation anci structural adjustment of the economy several steps forward -
each step taiiing us closer to the goal oi opening up the economy to private enterprise and to
international competition. At the same time, we have impiemented shbrt term macroeconomic
management policies aimed primarilv at controlling inflation and stabitising the exchange rate.

These short-term policies have yielded the desired results. The 3-month-annuaiised
inflation rate has fallen to 4.2 per cent in May this year which compares with 19 per cent a year
earlier. Betu'een June and October last year the exchange rate appreciated rt rtily to restore
equilibrium and then stabilised for the next six months. ranging between KShs 44 and KShs 47
to the doiia:. Since May this vear. the shiliing has depreciated to around KShs 53 to the dollar
as the increased demand for hard currencies coincided with internationai pressures strengthening
the dollar' The present ievei is likelv to be nearer the longer term equilibrium rate and oni
which shouid provide greater encouragement to our expofters. import-competing industies and
tourism, without penalising the importers. This general stability in the exchange rate is truiy
gratifoing when we recali the steep depreciation and wide and rapid swings in the exchangl
value of the shilling to which we were subjected as recently as the middle of tqq:.

This House will be pieaseri to hear, Mr Speaker. that we have achieved these results
while at the same tirne being able to service all our official external debt on scheduie. Moreover,
we have repaid a portion of the accumulated debt service arrears as of December 1993 according
to the repavment terms agreed then with the donors. At the same time we have been able to
prevent a deterioration in our forergn exchange resen/es. and I am happy to report that these
reserves, inciuding the foreign assets of commercial banks still equal 5 months of imports
cover.
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Mr Speaker there are also clear indications of the upturn in the economy which I forecast

in my last Budget Statement. The Gross Domestic Product grew by 3.0 per cent in 7994, a
remarkable rebound from the practicaiiy zero growth which we had to endure in 1993 and 1994.

Food secunty was improved as the oulput of maize recorded a sharp increase ciuring 1994.

thanks mainly to adequate raintall following the drought conditions of the previous three years.

On the export front, expoil earnings from coffee remained high, and there was aiso a strong
growth in our exports of non-traditionai products especialiy horticultural items and manufactures.

Supported by these and other inflows. our baiance of payments recorded a health',' surplus of
about Kf 250 miliion.

Nevertheless, while these weicome deveiopments indicate that the economy has emerged
from the instabiiity and stagnation of the last few years, we cannot yet be certain that it is fuliy
back on to the path of sustainabie growth. A clear indication of that, Mr Speaker. will be

available oniy wiren we can bnng about a strong and susurneci recovery in the rates of saving

and investment.

Ahhough much has been done in recenr vears rLo encourage both domestic and foreign
direct inwarci investnrent, a great deai stiil remains to be done. For one thing, it is essential that

we establish a track record of sound trscal and monetary management evidenced b1' stabilitl' of
pnces, interest rates and the exchange rate. We cannot fbrce entrepreneurs into investing here -

we have ro encourage them, both b1' providing a conducive enabling environment and by

assuring theni that as a nation we are committed to carrying forward the process of structural
adjustment to completion.

It is now recognised by both the internationai and domestic business commuruties that we

have impiemented many major policy reforms already - in some instances introducing reforms
ahead of time and more extensively than originally envisaged in our programmes in order to take

advantage of improved economic conditions. Unfortunateiy, however, we have been slow in
implementing other parts of the adjustment process, the most notable and difficult among them

being the reform and/or privatisation of public enterprises. Another area which needs urgent
attention is the irnprovement in the efficiency and operationai costs of our infrastructural services

in transponation, teiecommunications. power, water and other production utilities. Furthermore,
investors need to have the assurance of a healthy and educated workforce, an efficient and

incorruptibie public administration anci a framework of licensing and other regulauons which

does not make them feel unweicome. All these factors are required to encourage investment
which is an essential precondition for sustainable long run growth and they will continue to
constitute the priorities for our poiicies in the coming years.

Mr Speaker, as is usual, I will flrst comment briefly on the major developments in the

international economic scene as these set the framework within which we have to operate. I wili
next turn to a more detailed review of our own economy and then specify the policies which u'e

intend to put in piace during the 1995/96 financial year and beyond which will continue to propel

the nation along the path of sustainabie long run growth.

2. WORLD ECONOMIC DEVEI,OPMENTS

Mr Speaker, the latest estimates show that in i994 the voiume of world merchandise

exports rose by 9 per cent, the strongest annual increase since 1976, while the value of world
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merchandise trade increased by 12 per cent. There was also a 6 per cent growth in world trade
in services. In GDP terms, the world economy in 1994 was characterised by a continuation and
indeed acceleration of recovery in the major economies, patchy growth in the rest of the world
and a better, but still disappointing, performance in Africa.

In general terms the growth rate in the GDP of the industrialised countries rose
significantly in 1994 as these countries continued their climb out of the 1990-93 recession. For
the OECD countries as a whole the average growth rate was around 3 per cent, which compares
well with the mere l.2per cent recorded for 1993. Growth was stronger in the United States,
Canada and the United Kingdom. more moderate in the rest of the European Union and
particulariy poor in Japan. In the developing countries, GDP growth in 1994 is estimated to be
close to the average rate over the previous two years, that is a respectable 6 per cent plus. Once
again, China set the pace with well above average growth, while in the other Asian countries,
growth was rather modest, averaging around 4 per cent even in the South East Asian "tiger"
countries. In Latin America, there was general progress towards economic stabilirv in 1994, with
growth rates averaging 4 per cent. but this was intemrpted towards the end of the year by the
looming Mexican peso crisis. Growth in the Middle East continued to be adversely affected by
the slump in oil prices, which mitigated the impact of the new structural adjustment
programmes, so that average growth in 1994 dropped to 3 per cent.

Mr Speaker, while many developing countries achieved commendable growth rates during
1994, once again performance in Africa tended generally to lag far behind, despite a general risi
in non-oil commodity prices. Growth was constricted by drought, and by a series of wars and
civil unrest, the most dramatic and shameful of these being the genocidal conflicts in Rwanda
and Burundi. Average GDP growth during 1994 has been estimated at around 2.7 per cent.
Although this was higher than the mere 1 per cent recorded for 1993, it was still way below the
minimum growth rate required to fuel sustainable development, as the population of the continent
continued to expand at around 3 per cent. Per capita incomes therefore fell again in 1994,
continuing the decline which has lasted now for nearly two decades. Nevertheless, there is clear
evidence now that countries which have been vigorously pursuing structural adjustment
programmes, liberaiising their exchange rates and increasing the degree of private ownership of
their economies have tended to grow faster and on a more sustainable basis than those countries
which have implemented these reforms halftreartedry or nor at ali.

The WorA Trade Organisation

Mr Speaker, before leaving this brief review of international developments, I wish to
alert the House to a major change in the world regulatory environment. During 1994, the last
hurdles were removed for the establishment of the World Trade Organisation as the successor
to the GATI. Kenya, along with the other countries participating in the Uruguav Round, signed
the Marrakesh Treaty in April 1994, and as a result, the WTO came into effective operation at
the beginning of this year. The implementation of the Marrakesh Treaty is of great importance
as it ensures that the advance of science and technology and the spread of economic liberalisation
across the globe will not be strangled by protectionist pressures of the type to which economies
like ours are highly vulnerable. The wTO is charged with the responsibility for overseeing the
permanent reduction in global protection through the resolution of trade disputes between nations
and adequate procedures have been put in place to enable it to enforce compliance even among
the major industrial powers.
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Agreements have been reached on all the significant areas of dispute in international trade
relations. These include safeguard provisions, anti-dumping and countervailing measures, the
liberalisation of trade in agriculture. textiles, clothing and all other products. trade related
investment measures, trade in most services, and the protection of intellectual property rights.
In addition, the negotiated reductions in tariffs have been substantial and irreversible. In the
industriaiised countries, the average tariff on a trade-weighted basis is to be reduced over the
next few years to under 4 per cent and almost all deveioping countries including Kenya have aiso
made substantial and binding tariff concessions which have consolidated the results of their
individuai structural adjustment programmes.

NIr Speaker, another area of opportunity for Kenya is contained in the provisions of the
Treaty which require the removal of restrictions on trade in services. On the whole, there is no
doubt that Kenya stands to gain substantially from these provisions. Although final agreement
has not ),et been reached, the eventual opening up of the COMESA markets, in particular, to
freer trade in financial services, especially banking and insurance services, will clearly assist the
Government in achieving its aim of turning Kenya into a regional financial centre. The
prospects of Kenya benefitting from regional cooperation in the provision of tourism services
are also very good and indeed we have already entered into some such arrangements.

While the programmed reduction in protectionist barriers under the WTO will open up
new markets for Kenyan products, particularly for agricuitural products and for labour intensive
manufactures, we must recognise that our obligations under the new arrangements will have
profound implications for the regulation of our own imports and for the collecrion of import
duties. Kenya has already invoked its entitlement to a 5 year grace period to prepare our
Customs Department and other agencies for the changeover to the new import valuation
procedures but it is the intention of the Government to complete these preparations well inside
this grace period. It is of great importance for Kenya to make these changes as early as possible
as the extent of our compliance will materially affect the inward flow of export oriented
investment.

Mr Speaker, we can take some pride in the fact that. in contrast to the great majority of
African countries, Kenya has no need to invoke a grace period under the WTO for the
liberalisation of its inward investment controls, as these have long been fully liberalised, with
the exception of inward portfolio investment, and as most restrictions have been abolished on
dividend and capital repatriation. An Interministerial Committee under the Ministry of
Commerce and Industry has now been set up to keep the various provisions of the Marrakesh
Treaty and the operations of the WTO under continuous review, in order to coordinate
implementation and to defend our trade interests.

3. THE DOMESTIC ECONOMY

N{r Speaker, Hon. Members will now have read their copies of the 1995 Economic
Survey so I will be brief in my review of the economy.

The growth of 3 per cent in GDP in 1994 reflects above all the generation of more funds
for productive investment by the private sector. This investment, in turn, has been made more
attractive not only by our macro-economic policy mix but also by the reduction in ethnic tension
which in iarge measure has been due to the personal and unremitting peace making efforts of
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His Exceilency the President. It cannot be stressed too strongly that politicai stability is the
cornerstone of the whole economic edifice

Sectoml GDP

The latest information indicates that most of the 3.0 per cent growth in the economy last
year reflected a 3.1 per cent upfurn in the real value added in agriculture (including forestry and
fishing), thus reversing the previous declines caused bv drought. For the first time in over three
years we were blessed with adequate rainfall, such that output of maize, wheat and beans went
up very substantially, and the food security situation improved dramaticaily.

As this House is aware. our cereal and pulse farmers have been suf'fbring from reduced
or slowiv growing incomes for several years. It is therefore a matter of particular concern to the
Government that this commendable performance by our farmers last year was not matched by
the growth in their incomes, as world prices including Kenyan prices were driven down by
bumper harvests in the main cereal producing countries. Indeed, several of these countries in
an effort to offload their surpiuses in the export market weakened the price further through
subsidies and other unacceptable incentives. With the liberalisation of our imporr regime, plus
the huge grain purchases by the agencies concerned with feeding the many thousands of refugees
still sheltering within our borders, producer maize pnces dropped to about Kshs 450 per bag in
December last year which is about half the pnces prevarling in eariy 1994. In order to stop this
decline. the Government instructed the NCPB to purchase over 6 miilion bags of maize at a
price of Kshs 950 per bag making up a totai cost of over Kf 300 miilion. This expenditure was
not fbreseen in our originai Budget projections and it has had a major impact on our financial
outturn which I will discuss later.

The situation as regards the performance of individuai sectors last year was very mixed.
A rise in world prices was responsible for the upsurge in export earnings tiom coffee while
export earnings from tea fell sharply with falling world prices. The strength of the shilling in
the second half of 1994 adversely affected the profitabiiity of horticulturai exports especially in
the more vulnerable vegetable sector. There was a better performance by the industrial sector,
with manufacturing output up slightiv and a resumptron of positive growth in the building and
construction sector. There rva.s also rapid expansion in the services sector. especially for
f-rnancial services and even in tourism. at least in shilling terms. Upswings were recorded in
mosi other services and even the senice ourput of the Government sector giew marginaiiy.

Investment and Saving

Iv{r Speaker, I am happy to note that gross fixed capital formation rose by 14.2 per cnnt
in 1994. and this was sufficient to increase the proportion of total gross fixeci capital formation
to GDP at constant market prices by about I.3 per cent to 15.3 per cent. Some 53 per cent
of this investment came from the private sector, indicating that both local and foreign investors
have responded positively to the recent incentives and with renewed confiderrce in the future of
our economy. It is worth noting that the proportion of totai investment finzurced by domestic
saving increased from 79 per cent in 1992 to 94 per cent in 1994.

5



Balance of Payments

Turning now to the trade area, while the surplus of the overall balance of payments fell
by 38 per cent to reach US$ 144 million in 1994, the current account balance recorded a surplus
for the second vear running at US$ lzt million which was 23 per cent higher than the
corresponciing figure in 1993.

As was to be expected foilowing the appreciation of the shilling and the recovery of the
domestic economy last year, commercial imports rose strongly, by 15 per cent to reach Kf
5,556 million. IVlost of this increase in imports, especiaily in the second haif of last year,
retlected greater imports of raw materials and capiai goods which augurs well for future
industrial expansion.

One would anticipate that the srengthening of the shilling would exercise a dampening
effect on exports, so it is gratit,ving to record that domestic exports also increased by 15 per cent
to reach Kf 4,171 million. As regards traditional exports, the rise in cot't'ee prices was
insutficienl to counteract the declines in tea and oil pnces and the earnings from these three main
traditionar export commodities t'ell bv 3.9 per cent to reach Kf 1,750 million. It is therefore
something of a reiief to find that our export earnings fiom non traditional, mainly manutactured
products pertbrrned very well despite the appreciation of the shilling. Overail. these rose by
34. i per cent to reach Kf 2,420 million and their share of our total exports rose rrom 50 per
cent to nearly 58 per cent Iast year.

The combined impact of these import and export developments was an improvement in
our visible trade deficit by 12 per cent in 1994 to Kf.785 million. This deficir. however, was
more than offset by an increase in our net total earnings from services and receipts of current
transfers. Hence the balance of the current account registered a higher surplus of Kf 291
million.

Money, Credit and Interest Rates

N{r Speaker, we have made major progress in restoring monetary discipiine during the
financiai year 1994195. The money suppiy on an annuaiised monthly basis grer"'tbr most of the
year at rates in the lower and mid 20 per cent range *'hich compares with an average monthly
annualised growth rate of over 30 per cent during the tlnancial year 1993194. However, these

rates still remain too high and they reflect the impact of special circumstances which should not
be repeated in the financiai year 1995196.

The shilling exchange rate for the dollar continued to fall during the second half of 1994

as a reflectron of both international and domestic economic fundamentals to which I have already
alluded. From a monthly average of KShs 56.2 to the dollar in June last vear the rate
appreciated to a peak of KShs 42.3 in October retlecting the large inflows of toreign exchange
from donor agencies and frcm increased cof'fee and tea earnings, together rvith other sources,
which destabilised the foreign exchange market for a short time and caused the shilling to
appreciate rapidly. There was however a reversal of trends beginning eariy May when the
shiiling depreciated rapidly to reach levels above KSh.50 to the dollar once again. This was
partly due to the appreciation of the dollar in the international market plus domestic factors
including massive increase in demand tbr tbreign exchange trom importers and retention of
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expoft proceeds abroad. Following the correction, the shilling exchange rate has started showing
signs of stability and now stands at KShs 53 to the dollar.

The impact of a high vaiue shilling on our monetary policy was unfortunately
destabilising. Despite the correction to end the October speculation brought about by vigorous
intervention by the CBK in the exchange markets, there was widespread belief that the exchange
rate remained substantially overvalued and that therefore an even greater correction was to be
expected in the near future. The result was a substantial net redemption of Treasury Bills
throughout the last quarter of 1994 (despite an improvemenr in their yields) which resulted in
sharp increases in the money suppll'. This grew rapidly at an annualised rate of 30 per cent
during the last quarter of 1994. Careful market intervention by the CBK in subsequent months
has now reduced the monetary expansion to more acceptable levels. From the peak growth of
30.8 per cent in December, the annuaiised monthly growth rate of money supply had already
fallen to onil' 27.3 per cent by April 1995.

Mr Speaker, substantial gains have been made in curtailing growth in the stock of
domestic Government debt. This stood at Kf 5,751 million by the end of December 1994.
Although this level is still high, at about 29.5 per cent of GDP, it nonetheless represents a
great reduction from the peak of Kf 7,328 million reached at the end of 1993. While the
reduction in the stock of debt was programmed, further reduction was hampered by the large
payments for the support of maize prices to which I alluded earlier. Indeed, these pressures
induced us to make a conversion of the overdraft in the cash book, amounting to some kt t, t00
million into a loan which was taken up by the Central Bank in the form of long term stocks.
Despite these extraordinary factors, however, appropriate measures were taken to redeem all the
resulting securities held by the Central Bank by the end of the year. At the same time, there has
been a substantial reduction in the stock of Treasury Bills brought about by large scale
redemptions beginning in November 1994.

Mr Speaker, the current volume of domestic debt is still very high and needs to be
reduced substantially. In pursuit of this objective, my fiscal policy has been to introduce more
stringent fiscal control and Budget monitoring measures targeted at eventually achieving a
budgetary surplus.

The need for prudence in the control of the money supply in the light of these
developmens reduced our ability to bring about a sharp reduction as we wouid have wished in
Treasury Bill rates and hence in interest rates generalh'. However, progress continued to be
made despite these developments and we have been abie to reduce interest rates and thereby
substantialiv increase the amount of credit available to the private sector. From an average of
33.6% in July last year, overdraft rates had fallen to under 22.8 per cent by April this year
while over the same period credit to the private sector rose by 4l per cent.

Nevertheless, the substantial difference between bank overdraft rates and savings rates
remains a matter of concern. The average lending rate during the financial year tgg4lg5
remained high at 23.3 per cent while the rates paid by the banks to savers averaged only 10.8
per cent, giving a spread of around 12.5 per cent. I appeai to the financial community to follow
the logic of events more closely and to reduce this spread significantly so that savings and
investment can both benefit.
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Inflation

Mr Speaker, in my last Budget Statement I regretted that we had not been able to achieve
our target of reducing the 3-rnonths-annualised inflation rate to below l0 per cent. In May
1994, Hon Members will recall that this rate was 18.7 per cent. In fact, I was overlv cautious
in my inflation prediction as the 3-month rate proved to be negative for the rest of that year.
Indeed, the annual inflation rate dropped from 4l per cent in May 1994 to a negative 1.9 per
cent last lnonth, while the 3-months- annualised rate has now been reduced to 4.2 per cent, well
within our larget of single digit inflation.

The struggle against inflation has often been likened to a war. If the former military
Members of this House will not mind my borrowing this analogy, it can be said that although
the 1994195 financial year battle against this enemy is nearly won, the war against inflation
remains continuous!

Mr Speaker, since the reduction in inflation is of critical importance for the
encouragement of savings and the reiease of funds from consumption to investment, it is worth
reminding this House of the principal reasons why the rare fell as it did. The main factor was
the reduction in excess demand brought about by stringent control over Government spending
which resulted in the sharp fall in the growth of the monev supply, despite the large provision
for the support of maize prices referred to earlier. Another factor was the encouragement of
savings through the maintenance of positive real interest rates and the continued enforcement of
the 18 per cent cash ratio. Savings were encouraged also by the perception of a more secure
banking environment through the actions by the Central Bank to discipline individual errant
banks. Yet another signifrcant factor was the slow, but fairly steady, appreciation of the shilling,
which, with the reduction in import duties in the 1994 Budget, sharply reduced the cost of
imported goods.

The resurgence of GDP growth in 1994 to 3.0 per cent owed much to the control of
inflation. However, we are aiming for even higher economic growth rates in the medium term.
The achievement of these targets will depend in a critrcai way on our continued success in
fighting inflation and thus reducing uncertainties and facilitating faster decisions on both savings
and investments. Accordingly, Mr Speaker, the measures I will introduce today will further
strengthen our weaponry in this war. The enemy has been substantially weakened, but he still
lurks in the shadows and experience has shown that he can regain his strength with frightening
suddenness. Continued vigilance is therefore essential. I assure this House that keen lookouts
have been posted at strategic locations in my Ministry, that the "sentries" are alert and that the
entire Government is determined that our economy will not again be invaded by this menace.

Financial S e cto r Developments

Mr Speaker, during the 1994195 financial year, the Central Bank continued to utilise its
powers effectively to ensure that our financial institutions continued to be prudently managed.
We all recall the worrying times during the financial year 1993194 when the soundness of our
financial system seemed to be in question as several banks and other institutions went into
liquidation. Prudent monetary policies, including the careful control of the money supply have
put those days behind us for good. While the subilin' of the monetary system has greatly
improved. continued vigilance is essential here too and the Central Bank is ready to intervene
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actively when required.

As a further means to the same end, non-bank financiai institutions have been encor:raged
to conven to full banks and or to merge with existing banks. Already four such institutions have
changed their status in this way. To facilitate this process, no new banking licenses were issued
during the 1994195 financial year. The steady growth of stock exchange business dunng the
1994195 financial year has been a cause of particular gratification. Hon. Members will recall
that in mt'last Budget I removed stamp duty from short-term commercial paper and this, with
the exemption of stock exchange transactions frorn VAT. has clearly contributed towarcis the
uninterrupted expansion in this business.

External Debt

Mr Speaker, at the end of the 1994195 financial year, the total outstanding public external
debt is expected to stand at US$ 5,545 million. The public sector foreign debt portfolio increased
by 4.2 per cent in dollar terms during the 1994195 financial vear, reflecting the rescheduiing of
the arrears agreed last year with the Paris Club donors. However, Hon Members should note
that we hat'e remained current since then in the payment not only of the arrears, but of the main
debt portrblio as well, Indeed. during the financial year 1994/95 we not only expect to have paid
out US$ 188 million in interest and other service charges. but also to have redeemed US$ 341
million of the c,utstanding external debt.

4. TIIE POLICY FRAMEWORK
Consistency with Equity

Mr Speaker, the ultimate goals of our policies remain those of a self sustaining high rate
of economic growth to be achieved through progressive liberalisation and structural adjustment,
together with the eradication of social injustice and poverty in all its forms. Kenyan and
foreign investors should note that the Government remains firmly committed to these policies
and it is our intention to continue to guide the nation on a steady course by maintaining policy
consistencr'.

Mr Speaker, in the coming financial year, our aim witl be threefold. First. measures will
be introduced to consolidate and reinrorce the fiscai and moneury disciplinary measures already
in place so as to eliminate any wasteful use of public resources and to ensure that the wananchi
get the best possibie retum for their tax payments. This is clearly the basis of all future
progress. Second, we will further expand the extent of economic liberalisation, anri press ahead
with the programmed restructuring of our economy in favour of private enterprise so that we can
all benefit fully and quickly from the trade and investment opportunities afforded by the faster
growth of the world economy. Third. while bringing about these changes in the control of
Government expenditure and in economic restructuring, special provision will be made to ensure
that the poorest sections of our national community share in these benefits in significant ways.
Over the iast three years, the iow income groups have suffered disproportionately from the
drought and the overriding requirernents of structural adjustment. Today, I *'ill introduce
measures to improve their lot.

Mr Speaker, in my last two Budget Statements my central theme was Economic Recovery
through Fiscal and. Monetary Discipline . It is now clear that we have achieved a rurnaround in
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the economy and that indeed both fiscal and monetary discipline have been substantiaiiy restored.

However, we must continue to give the highest prioriry to the maintenance of economic stabiliry

as it is only in this way can the recovery be sustained in coming years. That said, the improved

economic situation permits us to take further steps towards the alleviation of poverry and the

improvement in sociai equity. Accordingly, my Budget theme for today is Sus'taining

Macroeconomic Stabilityfor Growth witlt Social Equitl,. I will now describe in more detail the

particular poiicies which we intend to put in place based on this general theme during the coming
year and in following years.

Fiscal Policl'

Mr Speaker. our central objective of fiscal policy remains reduction of the Budget deficit
and its eventual elimination by the end of the 1995/96 financial year. This is so because a large

fiscal deficit usually means the excessive siphoning of investibie resources from the private

sector on which all growth ultimately depends and their allocarion to Government departments

which ofren are not able to utilise them as productively. We have been pursuing this goal of
fiscal deficit reduction with systematic vigour for some years now by improving tai collection
yields on the one hand, and by severe control of expenditure at every level on the other.

Mr Speaker, during the past financial year, these measures were largely successful. Tai
collections increased substantialiy last vear. despite the fact that in many cases the tax rates had

been substantially reduced. This increase therefore reflects, in large ma-asure, the greater

administrarive efficiency achieved by the revenue departments and by the Tax Policy Unit in my

Ministry, which the Government wishes to acknowledge here. This House recentlv passed the

Kenya Revenue Authority Act which will come into full force at the beginning of the new

financial year. The KRA will bring under one administration the collection of the major taxes

and provision has been made fcr it to employ high powered staff to minimise tax evasion. I am

contident that the revenue yields will increase in consequence and Hon. Members wili be pleased

to hear that rhe anticipation of these higher yields has been factored into my taxation proposals

today.

We have been able to sharpl.v- reduce expenditure on most recurrent items while
increasing the allocations for Operations and Maintenance expenditure (defined as non-wage

recurrent expenditure less current transf-ers) to better ensure that returns were maximrsed in other

expenditure areas. Furthermore, we continued to concentrate 75 per cent of total development

expenditure towards core projects and ensured their full funding, while mainraining this

expenditure constant as a proportion of GDP. Overall, Mr. Speaker, we were able to reduce the

Budget deficit (inclusive of grants) as a proportion of GDP from 6.4 per cent in the financial
year 1993194 to 0.7 per cent in the financial year 1994195. I remain confident, therefore, that

we are now well on the way to eliminating the deficit in the 1995196 frnancial year.

While the reduction in the budget deficit remained largely on target, there were major

changes in the allocation of expenditures within the total in directions which were nol originaliy
foreseen. Although interest rates on Government debt continued to fa1l, the actuai payouts were

higher than expected because of the requirement to purchase maize, and the need to compensate

civil servants with higher wages. These higher than expected outlays were accommodated in
part by delays and adjustments in some development expenditures and savings from lower than

anticipated payouts on behalf of the parastatals and for other debt servicing.
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Nlr Speaker. I would iike to outline now sonrc ot the strategi'es whicl: I rvill put in place
this corttrng tinancial vcAr to elirnrnatc the budget deticit altogether. Of prrnre inrportance rvill
be our comrnitntent to engrneer a rnajor reduction in the Governrnent's dornestrc debt bv
increasing the schedule oi repavmcnts. and by reducing our public sector borrowing requrrement.
This activitr'. in turn. will bnng about a further reduction in interest rates. Alreadr'. rhis poiicv
has had a signiricant Irnpact on the expenditure position srnce Januar)'this year and during rhe
1994195 rlnancial vear as a whole \\'e cxpect to have reoaid interest and principai on dornestic
debt amounting to KI 1.779 rnillion. This polrcv rvill be continued at a slightlv rnorc intensive
Ievel throughout the I995/96 rinancial _,-ear in order ro recovcr the ground lost dunng the marzc
price crisis.

Civil Sen'ice Reform

Nlr Soeaker. ail ernplovers have to manage the use oi their staif as eftlcienrlr' lrs possible
if they are to rnaintain their personnel costs within reasonable iimits. Being rhe iargest single
emplover in the countrv, the Covernment has a particuiar responsibility to do rhe sarnc. For
several vears now we have been rationalising ernployrnent in the central Civil Sen'ice w'ith a
view to increasing efficiencv in carn'ing out the essential tunctions of Government. while at the
same time reducing the tax burden required to meet overall salarv costs which in the last
f-rnancial vear constituted some 60 per cent of recurrent expenditure.

This exercise is to be completed in three stages by the end of the decade. with the
emphasis in the first stage on cost containment through reduction in staff numbers. shifting the
emphasis to pertormance improvement and the development of greater policy analytic capability
in the second stage. which in turn will enable us to inrroduce rnuch more rvidespread and
effective rrnancial and rnanagement delegation in the third stage. Mr Speaiier. we are now
entering the second year of the t-rrst stage. which is to be cornpleted in two vcars time. This
stage calls tor the reduction of at least 48.000 civil service positions by mid 1997. which is
equivalent to almost 20 per cent of rhe June I993 staftrng levels.

Retraining and terminai gratuities are being offered under the programme to ail retirees
so that the manpower resources to be released wili contnbute to our national development more
effectiveiv in the private sector. The retraining programme has proved to be a great success.
Spot checks have revealed that the majority of retirees have been able to apply their benefits
both to increase their earning capacirv and to generate employment.

By the end of the 1994/95 financial year, we will have been able to reduce statf numbers
by some 10.000 officers without coercion. which represents a tnore rapid reduction than
originailv envisaged. The total cost of this reduction in renlts ot gratuities. training provisions
and pensions came to Kf 187 rnillion which was nonetheiess close to the originat estimate. as a
higher than anticipated reduction was accor.lnted tbr bv natural wastage and redeplovment.
Similar reductions are to be expected in each ot the ncxr rwo tlnancial _years.

Mr Speaker. it has been our long standing poiicv to upgrade Civil Sen,ice pension
allowances in line with increases in salaries. IJntbrtunateiv. there have been delavs in making
the tull adjustments necessarv since the last salary revier,,'in 1991. It is rnanif'estlv untair that
the lif'etime etforts ot public servants in the cause ot our national development shouid not be
suitably rewarded. To remedv these anornalies, I arn now proposing an increase in the allocation



in the ltudgct by abtlut KI 40 ntillion to pay o[f thc accunrulation of arreitrs ot' pcrrsitlns
accruiltg to tlte end of tlte 199-l/95 llnancial year in thrcc annual instaltncnts. ln atltlrtrorr lo lhrs
irtcrcasc, with cl't'cct l)'ortt ist Jull' 1995, thc rttirtinrurn pcnsion will also llc iullustctl lnrnt tlrc
crlrrent lorv level of KShs 100 to KShs 500 pcr nrontli. Hon. Menrbers will bc gl:ul to hear tlurt
torrttcl'Hort. N{cttrllcrs will have thcir;larliantentary pensions ad.itrsted in thc salltc l)rolx)rtion
in rrcctttrlltttcc witlr tlrc llrollosctl I)crtsions (lrtcrctrsc) (r\rncnrlrncnl) llill, to llc ttrlllcrl slrortly.

Wltilc witlt tlre lall in inllaliort tlterc is no Justilication lbr conr;lclrs:rtiorr, I will bc
allocatirrg :t sunl ol'KI l(X) rnilliort, witltin tltc wagcs tlill, lirr a -50 llcr ccnl incrc:rsc rrr rncrlrclrl
allowattccs lirr civil scrvants attd tcacltcrs. liurthcnrtorc. scvcral enrllloynrcl'rt llerrcl'its, eslrccially
housirtg rtllowiutccs itrc bctttg lirlll' rttortctisctl. 'l'hcsc devclopnrents altd otlrcrs lo [re anrrtlurrcctl
liller, \'hiclt arc Ittiulc possitllc ortly lrccause wc havc a leaner civil scrvicc, will continuc to
ol't'sct llte savittgs irr salaries to bc obtained t'ront tlrc l'urther contraction ln slul'l'rrunrtrcrs
progranlnleil lor tlris ycar.

Mr Speakcr, tltc relbrrtt of tltc civil service is proceeding lrand irr hanrl u,itlr lltc
stre:ttnlirtirtg and restructunnB ol'rrtdividual Ministries.'l'lre two largcst Ministrics in cxllclrtliturc
tcnus itrc tllc Ministry ot' [{ealtlt .rrtd tltc N{inistry ol'Agriculturc, Livcstock l)cvclolltncnt antl
Mitrkctrrtg, whiclt togctltcr.rccount lirr rttorc thun tlrre rlrirtl of non-intcrest ccntr'.rl (iovcrnrncrrt
cxpcntlttttrc. l{cstruclttrirtg plurts tilr tltcsc lvlinistrics arc now conrplete anrl will hc inrple nrcntctl
durirtg lltc cutuittg yeitr. 'flte otltcr lrdinistrics due tt-r conrlllcte their rcstructuring inclurlc ( l)
Irittattce, (2) L.and l{eclatttittiort, Rcgiorurl & Watcr I)cvelopnrent, (.1) l)ublic Wurks irntl
Housing (-l) Lands & Scttlcrncut.

Re.lbnn of Stute Enterpises

lrlr S1rcakcr, lhc rcslruclunrtg arttl llrivatisatiorr ol'Stalc Ownctl l'}rlcrl)r'rscs is a cornplcx

l)rrrccss utttl it is worllr wlrilr: ltl l;rkc:r littlc tinlc t() l'cnrirrtl oursclvcs ol'tlrc l)lnlx)sc llclrintl tlrir
cxcreise. As tlis Iixccllcney llte I)rcsitlr:rtt statctl irt lrrs lvlaclaraka l):ry Sgrceclr, urrr lxrlicy:rirrr
is llrrcclirlrl, rtittttely lo rc(luec their l'irrancial llurtlert on lhc'l'rcasury, to rnrprtrvrJ tltc rlclivcry
cl'licicncy ol'llutlltc scrviccs provide<l tly tltcut, :urtl to restntcturc tlrc;lrtllic crrtcrllrisc sccl()r'

s() as t() crtlt:utcc tlrc ttpllorturtities lilr private iuvestnrcut. All tlrrec aiurs arc irnporlarrl arrtl

irttcrde llcndcnl.

Irtr Spcakcr, rcalisatrort tll'tlrcse airrts is a conrplex process as our llutrlic errlcrpriscs arc
sllreatl ovcr vcry nlany scctors artcl activities. 1'he nrultiple objectives ol' a salc ol' pulllic
ettterpriscs are tl'lat the rtatiort Elcts tllc llest value lbr nrorrey fronr the disposal tll'state ownctl
asscls, tlte corttritrutiort of thcse erttcrpriscs to tlre econonly is enlrancetl, antl that the scrvices
ttow provitlcd by tltese crttcrllrises will corttinue to be available reliably and at rcasonallle cost.
To tttcct tltese otr.icclivcs, u'c nlust ol'tcn tuxlertakc furrdanrental restructuring prior to thc salc
of tlrc litrgc crtter;lriscs lo cnsurc their lirturc its goirrg conccrns. 1'his llrocess ol'l'in:rncial arrrl

tttiutagerial rcstructttrirtg rettdcrs thc llrivatizatiort tinrc schedules long arrd uncert:rilr, esllccially
tirr sonrc rlt' tlre largo and coruplex cntcrllriscs.

Rcstructurirtg of ertterprises rcquires inrluclion of rrew ntanagerial arrrl tcclrrrical know-
how, artrl frcslt investnlcnt capttal. [:or this llurpose u'e actively seek ttllcigrr irtvcsltlrs wlrcrr
intplctttcuttrtg privatiz:rtirlrt. Whrlc wc wclcornc lilrcrgrr investors lirr:rllovc rcils()rls, it is orrr
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intention to dispose of government shareholding in enterprises in such a way as to provide
maximum opportunities to Kenyans to participate in the privatisation process. One constraint
to reaiization of wide-spread Kenyan participation that we have faced is the legal pre-emotive
rights of our co-shareholders. While the co-shareholders hold legal rights. I appeal to th.m to
forego theil rights when requested in the spirit of enhancing national participation. Thetr co-
operation wi-il assist the Government to sell shares through Nairobi Stock Exchange to Kenyans
on whose behalf the Government holds the shares.

It was for this reason, Mr Speaker, that I mentioned in my opening remarks that prcgress
in this area may have been slou'er than hoped for. Nonetheless, Horr. Members wili be aware
from recent public announcements that substantial progress has indeed been made over the last
financial year in the programme of privatising and restructuring of State Enterprises. At the stan
of the programme some two years ago, we had207 public enterprises avaiiable for privatisation.
including those in which the Go.,,ernment had a minority shareholding. By last month, 61 of
these had already been sold off, generating a total of Kf20 miliion to the Treasury and a further
Kf 100 miliion to the Industrial Development Bank, the Industrial and Commercial Development
Corporation, the Kenya Tourism Development Corporation and other holding corporations.

Among the major parastatais. Kenya Ainvays, with its subsidiary Kenya Airfreight
Handiing Ltd has been brought to the point of sale which should be completed before the end
of this calendar year. The restructurin g of Kenya Railways is underway, the fir.st stage of rvhich
will be the seoaration of passenger services as an autonomous business and the contracting our
of the maintenance of its locomotives early next year. The privatisation of its subsidiary, Gulf
Marine Sen'ices, is also imminent. The Kenya Pofts Authority has already contracted out
maintenance of its equipment and is in the process of further improving these contracting out
arrangements. A study to evaluate the potential for the privatisation of the container terminal
and other activities has been completed.

In recognition of both the vital importance of efficient telecommunication services for our
development and the huge sums needed for its improvement, the Government has made a
decision to privatise the telecommunications business of the Kenya Post & Telecommunications
Coryorutioz except for the core functions which pertain to national security. Accounting
procedures to separate the posts and telecommunication parts of the Corporation have been put
in place aiready so as to facilitate the operation of these two activities as autonomous businesses.
Separating of the two parts of the business of the Corporation wili ensure that rapid growth and
modernization of telecom services is not inhibited.

In the Power sector, an action pian for the reform of the organisation, management and
financial structure of all the power sector companies has been drawn up to facilitate the
organisational separation of the generation, transmission and distribution functions prior to
attracting private investment from independent power producers in new power generation assets.

Amon-g the smaller State Enterprises, three cotton ginneies have been sold off and a
further four have been brought to the point of sale. A study for privatising sugar factories has
been completed and plans are well under way to privatise the Mumias Sugar Company. The
transfer of Kenya Tea Development Authority shareholding in its 43 teafactoies to smallholders
is complete. Indeed, Mr Speaker. it is the Government's intention to dispose of one third of the
remaining State enterprises in the course of this year and. based on the progress made so far,
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I am confident that this target can be achieved.

In addidon to these activities. Mr Speaker. we have taken firm action to stem the drain
on the revenue from past inefficiencies. A cross-debt sfudy was completed to determine the
debts owed br Parastatals and Ministries and Government departments to each other. An
Arbitration Committee and a Clearing House to manage settlement of cross-debts is to be
established. Performance contracts have now been negotiated with the major parastatals setting
out in preclse cietail targets for services and for accountability the Government can expect from
them. The pertormance contracts also specify the level of compensation they are to receive from
the Treasurv towards the subsidised cost of socialiy n@essar)' services. By realising savings in
these corporations we will substantiaily increase budgetary, resources for health and education
services while their improved efhciency will also make our manufacturing enter.orises more
competitive.

Indirect subsidies to parastatals in the form of exemptions from direct and indirect taxes
have been eiiminated and steps have been taken to recover the large tax arears outsunding.
Since the introduction of the fee of 2 per cent lrnposed for new guarantees given by the
Government to public enterprises the number of sucn requests has been drastically reduced. In
addition, from January this year, the Government is charging market rates of interest on any
payments made by it on behalf of the parastatals. New loans onlent from Treasury to the
parastatais are already being charged market rates of interest since lstJuly 1993. Furthermore,
parastatals op€rating in competitive markets have been given a high degree of autonomy in
setting their tariffs according to commercial considerations.

Mr Speaker, in the case of agricultural commodities. Hon. Members will recall that the
monopolistic oosition of the Kenya Planters Cooperative Union in coffee milling, and those of
l.he Kenya National Trading Company'. the National Cereals and Produce Board and the Kenya
Cooperative Creameries in the distribution of sugar, muze and milk respectively, were
eliminated lasi vear. This liberalization of distribution and importation has regrettabiy resulted
in some cases of price speculation and dumping. Vigorous action is being taken against those
involved in dumping and importing sub-standard commodities, which I will refer to in a few
moments, but these are strictly temporary inconveniences and they wili not divert us from our
long term goai ol liberaiisation to strengthen competition.

Monetary Policl

Mr Speaker. as I have mentioned earlier, we have been very successful during the
1994195 financiai year in }owering inflation, reducing interest rates, controlling the expansion
of the mone), supply and stabiiising the exchange rate. However, continued success in these
fields cannot be taken for granted. Indeed, the increased instability in the world monetary
system, characterised by massive curency switches, severeiv limits our freedom oi action now
that we have liberalised the exchange regime. Another worrying factor is the expansion of the
money suppll'. which in some months last year was excessive and the average growth for the
year as a whole remained too high for comfort. We wili need, therefore, to consoiidate our
gains by maintaining a tight monetary position during the 1995/96 financial year in order to
provide suft-rcient leeway for the resumption of high rates of GDP growth. Nevertheless, as the
demands of the public sector on the economy are expected to contract during the 1995196
financial year. some reprogramming of the incidence of monetary stringency is possible, and
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some easing of particular elements of the very tight credit squeeze of last year is now desirable
so that maximum advantage can be taken by the private sector of the new growth opportunities.

Mr Speaker, the objective of monetary policy during the 1995196 financiai vear will be
to maintain the rate of inflation within the single digit range. Consistent with this objective, total
money suppiy is targetted to expand on average by 16% in the financial year. This will be
achieved mainly through a substantial reduction in credit provided by the banking svstem to the
Government. Moreover, with effect from July 1995, all Non-Bank Financial Instirutions will
be required in a phased manner to maintain with the Central Bank a minimum level of cash
balances in order to turther contain monetary expansion. In addition to enhancing the
effectiveness of monetary policy, this requirement will benefit the banking industry as a whole
because it will facilitate further reduction in the cash ratio imposed on a1l depository financial
institutions.

This ambitious programme, Iv{r Speaker is yet consistent with our firm intention during
the coming fiscal year to bring about both an increase in the domestic savings ratio and reduction
in real interest rates. As already noted, the overall method of achieving this will be by
engineering a fiscal surplus so as to bring about a substantial net redemption of domestic debi.
Furthermore. a higher proportion of the balance will be refunded in terms of ionger term
maturities. in addition, the terms on which Ministries can access the Government's prJt'erential
overdraft facilitv at the Central Bank are being reviewed in order to reduce such access and to
speed up repavments.

Financial S ecto r Refo rm

As Hon. Members will recall. in the 1994 Budget, I suspended all the regulations
pertaining to the Exchange Control Act. Mr Speaker, it gives me great pleasurJ now to
announce that appropriate modalities have been worked out to repeal the Exchange Control Act
in its entiretr'. Appropriate legislation will be tabled in Parliament before the end of the current
session. To move further on the road towards the complete liberalisation of the foreign
exchange sYs[em, the Central Bank is already issuing iicences for foreign exchange bureaui.
These will provide additional competition to the commercial banks in the determination of the
rate of exchange and of the spread between buying and selling rates which are presently high
by international standards. This development will be of particular value to our tourists, molt
of whom wish to exchange only modest sums at any one time.

As part of this progressive liberalisation, I am easing the restrictions on inward portfolio
investment. From today, the limit on portfolio investment by foreigners in Kenyan companies
quoted on the Stock Exchange will be raised from 20 per cent to 40 per cent and the limitations
on individuai portfolio holdings will be raised from 2.5 per cent to 5 per cent. These changes
will open up many new sources of investible funds for Kenyan companies and should help to
push down interest rates further. The limitation of individual portfolio holdings u,ili continue
to ensure that Kenyans are able to play their full part in the development of their own stock
exchange. These measures go far to complete the global integration of the Kenyan economy.

Mr Speaker, the capital markets sector plays a key role in mobilising both local and
international financial resources for productive investment. During the 1994/95 financial year,
there has been a substantial increase in the volume of stock exchange transactions following the
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improved regulation under the Capital Markets Authority. The Exchange has now deveioped
to a point where it is able to support the core financing needs of the Authority without recourse
to the Treasurl'. The Authority needs funds to train and retain a team of high calibre
professionals within a highly competitive environment. The stock exchange is operating in a

largely tax free environment so it is reasonable to expect those who benefit from these tax
exemptions to contribute to the further development of the institution within which they operate.

Accordingly, I am publishing today a schedule of the fees to be charged by the Capital
Markets Authonty for the services it provides in accordance with the Capital Markets Authority
Act which will thereby enable it to move rapidly towards complete self financing and also
contribute towards the establishment of a Compensation Fund for investors. In order to
encourage market turnnover, the current level of commission rates will be reduced with effect
from July, 1995. To further the development of this sector. the Government is encouraging the
establishment of an independent central depository for the mobilisation of financial securities,
which wili minirnise risk in clearing, settlement and regisrarion time and thereby help to
increase the tumover at the Exchange. I will table appropriate legislation for this as soon as

modalities for establishing such a facility have been drawn up. The private sector is aiso urged
to establish a Credit Rating Agency to improve risk assessment for debt securities and thereby
facilitate their trading in the Exchange.

Mr. Speaker, to streamline the collections of the Reinsuftmce Premium Ta,r and to ease

the cash florv position of insurance companies, I am allowing this tax to be paid on a quarterly
basis instead of monthly as hitherto. I am also directing the insurance Advisory Board to work
out the modalities for establishing a Policv Holders Protection Fund to protect policyholders in
the event of the collapse of their insurers. Finally, to further increase the soundness of the
financial system, steps will be taken to strengthen the powers and effectiveness of the judiciary
in enforcing conractual obligations. In this regard, two judges of the High Court have been
assigned specifically to handle commercial cases.

Policies on Emplnyment

Mr Speaker, it is encouraging to note that the resumption of growth last year had a
positive impact on employment generation. This demonstrates that our structural adjustment
programme is performing as intended by increasing job opportunities in both the formal and
informal sectors. During the 1994195 financial year, the number employed outside the rural
small scale and pastoralist sector grew by around 12 per cent to reach 3.36 million. Within this
total, the employment in the informal sector, excluding self employed and unpaid family
workers, rose by 22 per cent to reach 1.79 million while in the modern s@tor, wage
employment grew by 2 per cent to reach 1.5 million. All of this growth came from private
sources as public sector employment remained stagnant.

Mr Speaker, the goal of our employment creation policy is not only to increase the
number of jobs but at the same time ro bring about the improvements in the average productivity
of labour which are n@essary for us to maintain our growth momentum and to remain
competitive in export markets.
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Apart from providing increased resources to upgrade workers' technical skills, this policy
seeks to redepioy workers to more productive activities in different occupations and regions.
Our Civil Service Refbrm Programme is central to this poiicy of re-deploymenr. As the bulk
of our peopie earn their living from the land, our efforts to improve the productivity of the
agricultural sector through improved access to market centres and improved (,xtension and other
services have direct irnplications for employment growth. It is against this background that the
allocations in the Budget for primary roads and rural access roads is increased from Kf59
million this y'ear to KL7Z million in 1995196. In the industrial sector, we are improving labour
mobility bv reducing rigidities in the labour market while increasing the opportunities for both
technical and managerial training to provide greater career flexibility. To complement these
efforts, the Government is also reviewing the National Industrial Training Levy System and the
trade testing and certification system as a first step towards the radicai overhaul of our national
training strategy.

We will also continue our efforts to ensure that women participate and benefit equally
from the deveiopment and political process. Our consistent approach is to integrate women into
mainstream activities rather than to create special ernployment programmes for them. However,
speciai emphasis will be put on technical training and other skill enhancement programmes for
women and in recognition of their vital role in the rural areas.

Mr Soeaker, the Government places particular emphasis on the development of cost
efficient and market oriented jua kali enterprises, which of course often include women's groups.
The sector uses less capital per worker and the ratio of value added to fixed assets is higher than
in formal enterprises. The jua kaii sector also makes extensive use of recycled and locatly
available inputs and has extensive forward and backward linkages. The Government is already
implementing a major programme funded by the World Bank for improving productivity in this
sector.

However. the jua kali sector suffers particularly from low productivity, erratic quality
control and consequently from limited product and customer markets. It also suffers from very
limited access to credit, inadequate management skills and poor market organisation. These
factors have contributed to the very high rate of enterprise mortality. District Trade Officers
are now organising appropriate management training schemes and encouraging the amalgamation
of some enterorises into more viabie groups. This reduction in fragmentation has already yielded
positive results in terms of reduced enterprise mortality and improved employment.

Mr Speaker, the unemployment problem has particular poignancy in respect to our youth.
It is estimated that nearly 60 per cent of our population is under 20 years of age and so youth
unemployment is one of the most critical socioeconomic problems we face. Therefore, the
budget proposals I am presenting today include funding for our ongoing efforts to upgrade the
technical skiil of our youth through vocational training in our Harambee Institutes of
Technology. Youth Polytechnics and other higher education institutions for which a total of Kf
10.5 miliion is included in the Budget. Funding has also been provided to increase the annual
intake into the National Youth Service from 2,000 to 3,000 trainees each year. This will create
a larger pool for further training in specialized skills.
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Exporl Promotian Policies

Mr Speaker, the commitment of the Government to the promotion of exports is well
known, as is the fact that our prosperity depends in a unique way on our ability to export
profitably. Indeed, it is our consistent objective to remove all administrative constraints on
export competitiveness, and to encourage the transition of Kenya as rapidly as possible to an
export-oriented status comparable to that presently enjoyed by some of the South East Asian
countries. I have no doubt that Kenva is capable of achieving this transition well ahead of any
other COMESA country and, indeed, of any country in Africa, as our exporters have
demonstrated their resilience time and time again, especially in the face of the economic
difficulties we have experienced in rhe recent past.

In accordance with our steady progression towards sustainable export development,
sweeping changes were introduced in the last Budget to improve the enabling environment for
our exporters. Tariffs were substantially reduced and restructured, export duties were abolished,
capital allowances were improved and measures were taken to improve the provision of short-
term export finance. Major improvements were also introduced into the foreign exchange and
insurance regulations and local supplies to companies manufacturing under bond were zero rated
for VAT. It is clear from our export performance last year that these policies are already having
a positive impact. As I have noted already, exports of goods increased in dollar terms by 24 per
cent in 1994.

Mr Speaker, I have referred aiready to the recent destabilisation of the world currency
markets which has resulted in the appreciation of the shilling. Most of our export prices are
denominated in hard currency and competitive pressures put severe limits to the extent to which
they can be adjusted upwards to maintain shilling profit margins. The magnificent achievement
of our exporters in the face of the appreciation of the shilling deserves special commendation.
I wish to assure them all that the Government fully appreciates the difficulties rhey have
encountered thereby. We are committed to realizing a smooth transition to a more competitive
exchange rate as soon a possible, and we have moved some way in this direction in recent
weeks. However, it must be recognised that our ability to intervene effectively in the currency
markets is limited both by the need to preserve our current liberaiisation momentum and by our
very limited influence on global market pressures.

The recent fluctuations in the exchange rate for the shilling have had differing impacts
on manufacturing and other exporters. While manufacturing export companies have been able
to take advantage of the recent strength of the shilling to reduce their import costs and thereby
to maintain their competitiveness, the import cost element is comparatively small for
horticultural producers and for other exporters of agricultural products and of basic raw
materials, so that their export prof,rs have been seriously impaired.

The appropriateness of the existing export incentives to the current situation is being kept
under constant review. Today, I will introduce several measures to reduce the fiscal burden on
exporting companies including the reduction of tariffs on a wide range of raw materials and
capital goods. As the administrative capacity of the EPPO and other agencies improves, I will
consider introducing additional frscal measures in the coming months.
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Mr Speaker. I arn pieased to announce that arrangements have now been put in place
tbr the contracting out of the venr'ication tunctions ot the EPPO in connection wirh the vanous
dutv/VAT remission programmes and that the EPPO surf has been strengthened to supervise
this. This development will improve the attractiveness ot the various dutv/VAT remission
programmes as incentives to exporters and to other approved users bv speeding up the
reconciiiation process so as to reduce the delays rnanv of them have experienced in the
canceilation of their securitv bonds. At the same time. rhe new arrangements wiil tacilitate the
collection of residual duties accruing on imported matenais not utilised tbr the inrended purposes
and thereby sharply reduce the ievels of economrc sabotage.

The contracting out of the EPPO verit'ication tunctions has been extended to encompass
the manutacturing-under-bond companies. While rhe great rnajority of these companies are
dedicated exporters who expon 100 per cent ot their output. there is evidence that a f'ew
companies have abused their pnvileges to tacilitate frauoulent saies into the home rnarket. The
enhanced veritication capabiiitv will ensure that such cnminals are swiftlv and sureiv brought
to book.

Mr Speaker. the Treasurv is holding discussrons with potential private investors towards
the esnblishment of an export credit guarantee scheme. This wouid otfer guarantees against
both commerciai and non-commercrai exporr credit rrsks. However. Hon. \lemoers should be
assured that, in line with our policv, the Governmenr will not take any equity srake in the
enterprise when it becornes operational.

Trade Relations Policies

Mr. Speaker, I would like to turn now to the important area of trade relations. I have
already dwelt at some length on the implications of the World Trade Organisarion fbr Kenya and
so now I wiil deal with particular trade relations arrangements nearer home.

Chief among these is the East Afiican Cooperation Council composed of the three East
African countries. The importance of these discussions is highlighted by the tact that in 1994
Tanzanla and Uganda together accounted tbr over 5l oer cent ot our Atrican exports and tbr
Itbout l-t per cent of our total exDorts. Furtherrnore. our export traoe with Africa and with our
East Airican partners, in parucular. comprises a nrucn higher proportlon ot non-traditionai
products. especiailv high-added-vaiue rnanutactured products with good backward economic
linkaees.

Continuous discussions are raking place at the Councii Headquarters in Arusha on the
harmonisation of tariffs. \,1r Speaker. we are alreaoy thr down this road and I will be
announcing some measures todav in harmonv with rnv Tanzanian and U_eandan counterparts,
who are also presenting their Budgets today .

Measures which have been adopted already bv COMESA to tacilitate rnrra-regionai trade
include (l) harmonised transit road charges, (2) the adoption of the Road Customs Transit
Declaration Document and ot (3) the Single Goods Declaration Document. togerher with (4) the
impending adoption of the Customs bond guarantee scheme. Among the other measures which
are under active discussion that may be mentioned inciude double taxation agreemenrs and cross
listings on regional stock exchanges. The Governmenr will continue to press our COMESA
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partners for the speedy adoption of these and other measures required to achieve our aim of a
customs union with a common external tariff bv the vear 2010

Investment Pmmotio n Policv

Mr Speaker, our long standing investment promotion policy is threefold, namely (1) to
encourage tnward and domestic investment by removing fiscal and other regulatory constraints
which increase investment risk. (2) to give priontv in approvals in all sectors of ine economy
to job creaung, domestic resource utilising. infrastructural and export-oriented investments and
(3) to tacilitate the privatisation of the State Enterprises and other services ro which I have
aiready alluded.

I have aiso noted the encouraging upturn in private sector investment which took place
Iast vear and which indicated renewed confidence on the prospects for our resurgent economy.
The commitment of the entire Government to investment promotion was demonstrated in a
conclustve way last November when His Excellencv The President led a high powered delegation
of economic Ministers and other senior officiais to London for a speciit anO very succissful
conf'erence of the Confederatton of British industrv. His Excellency The President has aiso taken
the lead in addressing cont'erences of Kenvan companies and encouraging them to respond
positrveiv in investment terms to the improved economrc climate.

The message which is gtven at these and other tbra continues to be that Kenva's growing
internai market and rising manufactured exports to Africa and elsewhere provide a solid basis
for protiuble business. Moreover, the liberalisarion of the economy in teims of the tariff and
exchange regimes, the rationaiisation of trade licensing and the removal of discretionary clauses
in the tax laws have substantiallv reduced the level of business risk here, while oppo.tunities for
corruption have been reduced through increased transparency and greater vigiiance. At the same
time. the availability of over 200 State Enterprises for privatisation ptus tne high levels of
privatisation and competition now being put in place in respect of the infrastructural parastatals
means that there are ample opportunities fbr every investor.

Mr Speaker, these are indeed enviable components of an investment promotion strategy
but there are still areas of concern which need to be addressed and which directlv inhibit the
eft-ecttveness ol oLtr promouonal eftbrts. Arnons these is the delavs rn obtarning initial
lnvestment approvals and the vanous lrcences still requrred bv central and iocai governmenr
agencles. and the tirne lost in rnakrng inrtial and renewai pavments to the adminrstenng agencies.

To take the licensing issue tirst. while several licensing requirements have been reducecl
since ntv last Budget through the arnendrnents to the Trade Licensing Act. further work remains
to be done ln this area. Manv of the licences still requrred relate to environment or employment
requlrements where the scope tbr their further relaxation is iimited. Others reiate to communitl,
concerns of the local authoritres and rn some cases the licences required bv them simply
duplicate the licenses being rssued bv central government agencies and are imposed for financial
rather titan reguiatorv considerauons. I will shortlv ref'er to the important measures which I arn
now proposing to rrnprove tite organisation of locai authority financing which should reduce the
need fbr such duplicative iicenses. Eftbrts are also berng rnade to improve the administration
of those licences which need to be retarneci. A Special Task Force is being rormed of central
and local government aqencles to rnake recommendations for further relaxation and
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harmonisation of licensing regulations.

Further, Mr Speaker, the investment approval procedures currently applied include an
element of vetting the commercial viability of the proposals. While this procedure was
necessary in the initial stages, there is something invidious in the situation where civil servants
approve the commercial soundness of the investment decisions made by the private sector. To
ensure that in the competitive race for investors Kenya is not left behind, investment approval
procedures in future will be confined to environmental. safety and other non-financial issues.

Industrial Policy

Mr Speaker, the progressive reduction in our tariffs and the removal of exchange and
import restrictions is designed to improve resource allocative efficiency in our economy by
stimulating greater competition. As we have seen, there is ciear evidence that our industriei arL
now adapting to the less protective domestic environment by cost cutting and the adoption of
more efficient technology, rvhile at the same time there has been a sharp increase in the number
of companies actively engaged in production for export despite the high vaiue of the shilling.

While these developments are encouraging, an unfortunate side effect of trade
liberalisation has been the increase in dumping activity. Fair competition based on quality and
unsubsidised prices is to be welcomed as a stimulus to development. However, where
manufactured goods are being soid here at prices which are made artificialil' Iow by hiclden or
overt subsidies from the governments in their countries of origin, it is necessary to impose
countervailing duties to prevent permanent damage being inflicted on some industries for the
benefit of a f'ew. It is regrettable that some countries, including some in our own continent,
remain active in unfairly subsidising their exporters despite their solemn undertakings to the
contrarY. The Government has aiready taken action to impose countervailing duties where such
cases have been brought to its attention. I would like to assure this House just as we are
determined to stimulate competition, we are equally determined to stamp out unfair competition
derived from such subsidies.

Mr Speaker, a large proportion of the goods landed at Mombasa and other ports are
destined not for Kenya, but tbr transit to our neighbouring countries. Such gooris therefore are
not subject to the preshipment inspection requirements affecting most imports inrended for Kenya
and thev do not pay duty. Unfortunately there is evidence that a significanr proportion of the
transit imports are fraudulent in that they are actually intended for sale inside Kenya. This
practice has seriously affected the rnarkets for some of our legitimate industries, particularly
textiles. Discussions are now at an advanced stage with the customs authorities in our
neighbouring countries to tighten up controls to eliminate this menace.

Energy Sector Policies

Mr Speaker, the Government recognises the criticai importance of the energy sector in
our economy and has embarked on a major programme of reform to enhance the efficient
provision of petroleum and electricity through the commercial sector. Hon l{embers may recall
that petroleum prices and the supply of petroleum fuels were liberalised last October. Since then,
individual companies have been free to import and to ser their own prices, while the privileged
positions of the National Oil Company of Kenya and the Kenya Petroleum Refineries Limited
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in the supply of crude oil and retined products to the domestic market were removed.
Furthermore, in order to encourage the KPRL to restructure its operations, the refinery
throughput tax was abolished last year and was replaced by a temporary and diminishing dury
on imported petroleum fuels.

Mr Speaker, I wish to express the Govemment's disappointment that the retail price of
petrol and other products has not been reduced following the liberalisation. I appeal to all
consumers to exercise their new market power to bring about a moderation in these prices by
confining their purchases to the cheaper outlets.

At the time of decontrol there were no facilities tbr handling imported LPG used for
cooking. As a sirort-term measure to ensure adequate suppiies of this cruciai commodity, the
Government now requires the oil companies to process adequate amounts of crude oil into LPG
pending the urgent installation of adequate LPG storage and handling facilities by the Kenya
Pipeline Company (KPC). The KPC capital requirements for these developments are being met
from the Petroleum Development Levy Fund. However, the Government encourages private
investors to participate in this investment.

I turn now to the develoDment of the electncity sector, where in contrast to the
petroleum sector, the supply and distribution still remains under the control of the energy
parastatais. I have already outlined our privatisation and restructuring plans for this sector so
I will be brief. A comprehensive refbrm package to enhance the efficiency of this sector with
the participation of private investors has now been put in place. Etectricirv Bnffs are being
adjusted in a staged programme to better reflect long-run marginal costs and these costs in turn
are being reduced through major staff retrenchment, contracting out of non-essential services and
organi sational restructuring.

Private investors are being encouraged to participate in power generation. particuiarly
in the 64 NIW geothermal plant at Ol Karia and a second 75 MW generating plant at Kipevu,
and additional power stations are now being planned on the basis of private secror participation.
The generation tariff offered to the private sector companies will be determined through an
international competitive bidding process. In the meanrime, work is underu'av towards the
construction of the new 75 MW diesel powered faciiity at Kipevu, which will shortly be brought
on stream to ease the current generation capacity constrarnts.

Road Improvement Progmmmes

Mr Speaker, the infrasrructural area which requires most immediate artention from the
point of view of potential investors is our road nerwork. Kenya now has some 63,000
kilometres of classified roads ot which only some 1-t per cent are bituminised. Although
substantial sums have been allocated b;" the Government towards highway maintenance in recent
years, these have not been adequate to prevent a general deterioration in the quaiity of our major
and minor roads, not only in terms of surfaces and operational widths, but also in terms of
drainage tacilities and road signs. The poor condition of the great majority of our roads directly
limits the scope and increases the cost of our export operations and of our production activities
generally.
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It was to provide additional funding for this purpose that the Government introduced the
Road Marntenance l-evy in the last Budget as a surcharge on petrol and diesel saies in piace of
the road tolls, all of which was earmarked as Appropriations-in-Aid. During the 1994195
financial year I expect to have spent over Kf75.0 million derived from this levy in addition to
the allocation of Kf41.53 miilion for road works made available directly from the Treasury to
the Ministry of Public Works.

The Kenya Urban Transport project is introducing new finance and acrion orienled
construction, operation and maintenance programmes in the transportation sector in Nairobi,
Mombasa, Kisumu, Nakuru and Eldoret and many other towns. An amount of Kf 12 million
from the Road Maintenance Levy is being allocated to this project. The programme is designed
to enhance capacity and improve the deployment of technicai staff through the development of
more cost effective operation and maintenance procedures. It will also facilitate the confacting
out of cenain maintenance services to private operators. It is our intention to extend the scope
of such contracting out for road mainrenance functions in the near future.

Mr Speaker, to underiine our commitment to devote adequate funds for road
maintenance, I am now proposing to allocate Kf 156 miilion for this purpose during the next
financial year, of which Kf95 million will be derived from the Road Maintenance l,evy Fund.
Finally. I would like to assure this House that all the revenues from the Road Mainrenance Irvy
Fund are being dedicated to road maintenance.

Policies on Agicuhure

Mr Speaker, I have noted already that the agricultural sector provided the greatest
stimulus to the recovery of the economy in 1994. This is not surprising as the sector contributes
about 27 per cent to our GDP, accounts for about 60 per cent of our export earnings and absorbs
about 70 per cent of our labour force. Historically, the Kenyan economy has always been driven
by the agricultural sector and in recognition of this, the Government has given the highest
priority to its continued development. Our policy here since Independence has consistently
focused on three interlinked elements, namely the maintenance of food security, the generation
of rural empioyment, and the alleviation of rural poverty.

Mr Speaker, as I noted eariier. the Government took the extraordinary step of purchasing
surplus maize through the NCPB during lhe 1994195 financial year in order to prevent a serious
fall in farmer incomes caused by the combination of high domestic production on the one hand,
and huge imports for relief and commercial purposes on the other. The NCPB has now
embarked on a programme to dispose of these extraordinary' purchases as soon as possible by
selling maize both internally to aid agencies and others and also for export, The proceeds from
these sales will be used immediatelv to clear the arrears due to farmers.

It is possible that the current surplus will be maintained. To provide adequate .ctorage

capacity in the immediate term and thus help to maintain farmer incomes, the NCPB is now
taking steps to make availabie to the private sector the part of its storage capacity which is
surplus to our strategic reserve requirements. The private sector is also being encouraged to
enter the muze export markets in a major way so long as this does not c.ompromrse our food
security.
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I have already referred the need for countervailipg duties to prevent the dumping of
subsidised manufactured goods into Kenya. Unfornrnately. Mr Speaker the proviiion of
subsidies is not confined to manufacturers alone Agriculturai exporters from the major supplying
countries in N. America and the European Union have also been in receipt of massive sutiiaies,
particularlv in respect of cereals, suga.r and dairy products. Sometimes the benefits to the
consumer are greatly outweighed by the damage to farmers livelihoods. indeed, as \\,e have seen
recently with the attempted importation of contaminated milk, the benefits to the consumer fiom
cheap prices can be completely illusionary. Earlier this vear. it was apparent that the variable
duty system was being circumvented, and it is for this reason that we suspended the importation
of maize, u'heat, rnilk and sugar. Conscious of our commitments under the WTO, however, this
import ban rvill be replaced hy a new duty structure today which will facilitate the lifting of this
suspension.

Mr Speaker, the agriculturai sector has always been in chronic need oi credit on
reasonable terms, while the particuiar conditions of agricultural production have iimited the
availability and increased the cost of the credit provided by the banking system. In recognition
of tl're strategic importance of the agricultural sector, the Government has supported the
provision of such credit mainiy through the Cereals and Sugar Finance Corporation, the
Agricultural Finance Colporation and the Cooperative Bank. However, our experience with the
ioan recoveries of all these specialist credit institutions has been discouraging. Hon. Iv{embers
are aware that the Treasury has to guarantee these institutions against most defaults a.nd this has
had serious repercussions on our fiscal deficit. We are, therefore, presently reviewing the
situation to devise more cost effective financing.

Policies on the Environment

Mr Speaker, while giving deveiopment the highest priority, the Government is acutely
conscious of its grave responsibility to preserve our national environment for the benefit of
future. generations. Rising population pressures, migration and rapid urbanisation have increased
the need for urgent actions to address Kenya's environmental problems.

The National Environment Action Plan which details specific programmes in this area
was adopted last vear. Complex institutional modalities are now being put in place to ensure the
widest possible participation and consensus which is essential for the success of the
environmenal decision making process. When this process is completed, it will be our policy
to require all new development and investment projects, whether public or private, to be subject
to environmental impact assessment and monitonng. Such environmental assessmenr is already
in place for all energy sector projects.

I-occl Gove rnme nt Reform

Mr Speaker, it is estimated that almost 2l per cent of the population now live in towns
which compares with just over 18 per cent five years ago. Put another way. the urban
population has shot up in this period b1' 1.2 million or by 29 per cent. Further, Keny'a now has
143 Local Authorities comprising municipal councils, county councils, town counciis and urban
councils which are responsible to the public for the provision of a large variety of services.
These include primary and pre-primary edueation, health, housing, water, sewage diqposal, road
consruction and maintenance. Demand for these services has been rising rapidil, in recent
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years as there has been a continuous migration of population to the towns.

To finance these services, Local Authorities are empowered to collect land rates, licence
and cess fees in addition to the service charge. They are also entitled to borrow from donors and
from the Local Government Loans Authority. However, the existing sources of Local Authority
revenues are nalTow, and the Authorities have not been able to finance a service provision from
their revenues adequate to cope with this upsurge in demand. Consequently, they have run up
persistent deficits, particularly on their capital accounts. These budgetary pressures have meant
in turn that the quality and availability of the services actually provided has tended to fall far
short of acceptable standards. Moreover, the administration of several of these fees and cess
charges has sometimes proved to be a significant hindrance to the development of a
competitively efficient export-oriented businesses.

Mr Speaker, in addition to the sometimes disastrous impact this service deterioration has
had on ordinary wananchi, the poor state of local authority services acts as a significant deterrent
to potential investors.

The total debt owed by the Local Government Loans Authority now exceeds Kf 300
million, of which approximately two thirds is in arrears. This debt is considered uncollectible,
leaving the Treasury without an important source of revenue. In addition, Hon. Members wi-ll
be saddened to note that the Nairobi City Council itself has an outstanding external debt portfolio
of Kf 138 million, and the Treasury is obligated to shoulder the burden of paying off foreign
creditors on its behaif. The National Housing Corporation has also borrowed money from
external creditors as well as from the Treasury in order to build houses and to provide housing
loans managed by the Local Authorities. The inability of the Local Authorities to repay their
loans has severely affected the solvency of the National Housing Corporation, quite apart from
the added burden it has placed on the Treasury.

As has been recently announced, His Excellency the President has set up a Commission
of Enquiry to review and make recommendations on the structure, powers. legal framework,
functions, licensing, f,rnancing and staffing of local authorities at all leveis countrywide.
Moreover, the Commission will examine the modalities for upgrading t"-lombasa, Kisumu,
Nakuru and Eldoret to city status and for decentralising the management of the city of Nairobi
into boroughs.

The Commission will draw upon the work of the Kenya Municipai Reform Programme
which is already bringing about radical institutional and financial reforms in the major Councils
to start with. The KMRP is tbcused on the improvement in financial relations between central
and local governments and between the Local Authorities themselves. It wiil also enhance Local
Authority staffing and training and irnprove their revenue generating capacity both by a thorough
examination of their local revenue generating potentials and by overhauling their financial and
management procedures.

The financial and organisational restructuring of the Local Government Loans Authority
is aiready at an advanced stage and steps have been taken to upgrade the technical competence
of its statf. In addition, the Ministry of Local Government is now engaged in a radical review
of the relationship of property rates to site values so as to enhance local collections and it is also
examining the distribution of responsibility tbr the provision of certain services between
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neighbouring Local Authorities. Furthermore. the Ministry of Local Governmenr ,rriuc rr()ur(:i'
will be tabling legislation to establish a Local Authoritv Service Commission \r; !r r)1,r,:rs [u
recruit and discipline Local Authority staff so as to reduce corruption and maiatir,,r,ir.ri.:tit.rrr.

Pove ny Alleviation Policies

NIr Speaker, I turn now to the important area of poverty alleviation poiicie:. ,,,rrrci') rs afl
important aspect of my Budget theme for today. We are seeking to ensure that irrr 1,q.r1rr ?re
included in the growth process by orienting our policies tor investment and accetc,: i-l ,,:.owth
so as to encourage an emphasis on labour-intensive technologies and rural devetopr-',r:rrr subject
to the overriding need to improve productivity.

As Hon. Members are aware, the stagnation of the economy in recent years has had
particularly unfbrtunate effects on the poorest and weakest sections of our socitr\,. F,rr these
people, the resumption of growth is the overriding precondition for bringing ai-lor;: ir :iu,tj,lnable
improvement in their quality of life. It was to revitalise the economy throusl: ,-r,..,r. liicient
resource allocation using market forces that we proceeded as vigorously as wc rrr r, )i,(. in the
direction of structural change and liberalisation. Clearly the resumption of grorvrh ,, ,,r(.!r ,,/e are
now achieving will be beneficial to these marginalised groups in the long run throrr,.' .r ,. ,"tckle
down effect". In the short run, however, the adjustment process has meant rer-lr, ;\,rsion
in some areas of basic needs and services for the poor through the introduction ol cost sharing
in health and education, through job losses brought about by retrenchment and b1, ihrr rc:lrrction
or removal of Government welfare subsidies.

Mr Speaker, I would like to stress again as I did at this time last )ear rhnr ," ., :rr the
short term, the "trickle down effect" is having a positive impact in many cases.,i, llr- ,:,rlity
of life of disadvantaged groups, as the social improvements and safety nets lncuriri.ldlLu u^ Lhe
structural adjustment process itself have been targeted for their particular benetrt. i.., r.r rrclr sSr

much more remains to be done.

It was in recognition of the need to cushion the poor as much as p()( ri . :ir
particulaIshort-termdifficultieswiththeliberalisationprogrammethat}i
President convened and chaired the National Cont-erence on the Socrai !i1r11r1;,,.r;1;, cf
Development, which was held in October last year. This Conference brorr.-,h: ior., .:r ,he

Government, donors and NGOs and focused on practical steps needed to help';l:. .' ,al.(,, irr(lltps
to adjust to the reforms. He carried the sarne message to the World Confer(.'.,.' i)ir Sot ial
Development held in Copenhagen in lvlarch last year where he further highlighr,.r: ilrc lrrtrhlr'rns
we face in terms of health, education and population control and their ;,.r)A('t irr he
unempiovment situation facing the affected groups. These groups were idenr,,,,:,, rlie
landless. (2) women heading households, (3) children and school leavers, (4) rl;, r:1i,, r , r, or,
(5) pastoralists and some small-scale farmers, (6) the handicapped and abo.,e;,lr (t,) ihe
unemploved. These groups were also independently identified as needing sper:;al ait..nr,,1n in
the Kenva Poverty Assessrnent Reporr recently issued by the world Bank.

Hon Members will see tiom their Printed Estirnates that I have S€t &r,,,r., .,r--:
for these special poverty alleviation projects in the 1995196 financial year. ,r u

be allocated in later years to bring the total funding to Kf I , 175 million by the, ,,. \

year. This is about half the KL2,341 rnillion which was the estimated requ' ; ,;:nr

' |,on
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prolects. fhc Governnrent lras inrited tltc clonors and the private sector to contribute to bring
ilrese essential projects to a srrccesslul conrpletiort *ithin the programnred tirne t'rame. Hon.
\lernbers sirould note. how'ever. that in the interest of tlscal responsibilitv. existing budgetary
procedures will be adhered to and the Sector lvlinistries w'ill control the actual irnpiernentation.

The provisions included tor this purpose in this vear's Budget proposals include bursaries
to poor parents tor paynrent of school t'ees in secondarv schools and tirnds tbr the supply of
textbooks. tbr tlie school rnilk anci t-eeding progranrrnes. artd for the supply of school equipment.
Further allocations are provided tbr an increased supplv of drugs and other rnaterial for health
services in rural areas and in Nairobi. tbr improved rnaintenance of roads and water projects in
rural areas. tor site and sen,ice improvements in relation to housing for the urban poor.
Additional tunds are earmarked for rural industries, for employnrent generation programmes and
tor the development of jua kali enterprises. There are also provisions tor bursaries for poor
students in the universities and tbr severance payments tbr civil servants retiring under the Civil
Service Retbrm Progranrme.

NIr Speaker, the poor are alrvays with us! Actions to alleviate absolute poverty must be

continuous and sustained at the highest level consistent with our overriding need to ensure

economic stability and growth on which everything depends. The Government is determined that
the poorest sections of our nationai cornmunity will share in our renewed prosperity and be
assisted in their turn to contribute effectively to its further expansion.

5. PROGNOSIS

General outlook

Mr Speaker, we have seen that 1994 was a turnaround year for the Kenyan economy,
with GDP growth reaching an estimated 3.0 per cent following two years of stagnation.,. We
have seen too, that this recovery was accompanied by lower inflation, the recovery of
investntent. and the reduction of the fiscal deficit. The main sectoral features of this growth were

a rebound in agricultural production and a sharp growth in earnings fiom exports. particularly
of non-traditional products.

There is little doubt now that these favourable trends have been continued into 1995.

Rainfall has been adequate for the present growing season and the renewed growth in foreign
markets has stimulated exports particularly of non traditional products. Imports of capital goods

and raw materials have increased particularly rapidly in recent months and these will shortly be

translated into higher production.

These developrnents reflect the substantial easing of the rrtajor economic constraints which
have limited growth in the past. Indeed, on the basis of the most recent information, I now

expect that the rate of real GDP growth in 1995 will be higher at 5.0 per cent and that the

growth rate will accelerate further in 1996 to around 5.6 per cent.

Mr Speaker, I havealready,noted that we had achieved negative inflation by the end of
the calendar year 199.4 Nd that we are already well within our target range of single digit
inf'lation on a 3-months-annua.lised basis. Further progress downward will be difficult in the

imrnediate tenn as there have been increased prices tor cerLain items including cooking gas,
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petrol. tlrinks. lobncco and non nrarze food itenrs. tosether u,ith higher telephone and electricity
costs. Tire slow'clrift downwards rn the shilling exchange value w'ill also generate intlationary
pressures by increasing irnport costs. and the continuance of the global instabilitv in the currency
ntarkets sives cause tor concern. Nevertheless. I expect that the present poiicy framework,
together r'"'ith the nreasures which I ant announcing todav, will enable us to contain the 3-months-
annualised intlation rate within the single digit level during 1995 and beyond. The GDP deflator
is expected to tall frorn the calendar year 1994 level of 25 per cent to only 9 per cent in 1995
and fronr 16 per cent in the 1991/95 financial vear to only 5.3 per cent in 1995 96.

I expect the real GDP growth rate tbr the flnancial year 1995/96 to be slightly higher
than that tor calendar year 1995 at around 5.3 per cent. This assumption has been taken into
account in my projections of the t-rscal outturn for 1995196. Before turning to these, however,
I will review the expected revenue and expenditure outturn tbr the current year. I begin as usual
with the revenue situation.

Recurrent Revenue tn 1994/95

N{r Speaker. in the Printed Revenue Estimates for last financial year. collections of
ordinarv revenue were estimated at Kf 6.045 million. In fact, collections are now targeted to
be higher at Kf 6.330 million. despite the firel Lax cuts accompanying the liberalisation of
petroleum prices in October, and the discontinuation of the Refinery Throughput Tax from
November. The most important factor in generating this increase was the improvement in
collection efficiency tollowing the cornprehensive utilisation of the PIN, better than expected
yields from the PAYE tax amnestv, and the wider coverage of other enforcement programmes.
There has also been an improvement in employment and salaries, and increased tax collections
from the parastatals. At the same tinre, we have had the first full year of operation of the new
preshipment inspection procedures which have increased valuations, while the reduction in
import duties since in the last Budget has contributed towards a sharp reduction in uncustomed
imports.

It is now estimated that the yield from income tax in the financial year 1994195 will be
KL2,473 million or 39.1 per cent of total ordinary revenues. This compares with the previous
estimates of Kf 1,868 and represents an increase of neariy one third. I now expect to collect
Kf 1,063 million frorn import duties, which is 14% above the Printed Revenue Estimates of
Kf 935 million. Around three quarters of this will represent non oil duties. Excise duties are
now exp€cted to yield Kf 980 million or about l0 percent below previous estimates. Sales of
excisable goods have proved to be fairly stagnant in recent years, but are expected to pick up

in the coming year.

Collections from VAT are expected to fall sharply below the printed estimates. Domestic
VAT coilections are expected to show a shortfall of 18 per cent below the Printed Revenue

Estimates, so as to reach only Kf 680 million, because of arrears from a few leading parastatals,

particularly from the KP&TC. Strenuous efforts are now being made to recover this shortfall
within the next few months. VAT collections from imports are also expected to fall below the
Printed Revenue Estimates. I now expect to collect only Kf 570 million from this source in the
financial year 1994195, that is a shortfall of 15 per cent.
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Mr Speaker, in the Printed Revenue Estimates no income was expected from the diyidend
payable by the Central Bank of Kenya (CBK). Nevertheless, the CBK operations have proved
to be highly profitable, and I now expect to collect Kf. 42 miilion this year. On the othei hand,
ordinary revenues from all other sources are expected to show a shortfatl of 5 per cent to reach
only Kf 522 million.

Recurrent expenditure in 1994/95

Mr Speaker, as Hon Nlembers will see tiom their copies of the Estimates, the
suppiementary appropriations involved an additional expenditure this financial year of Kf 560
million in the recurrent vote, to provide mainly for additional salary and allowance payments
to teachers and doctors, and for the civil service retrenchment programme. However,
reallocations within the existing Budget provisions generated savings of Kf i06 million so that
the net increase in budgeted expenditures came to only Kf.457 million. However, the carryover
f,rnancing of the excess votes of I990l91and 1991/92 required an additional Kf 93 million.

For the consolidated fund services, I now anticipate a saving of Kf, 127 million from the
levels in the Printed Expenditure Estimates because of reduced interest payments on Treasury
Bills. and the high value of the shilling which lowered the cost of foreign borrowing

Further savings are likely to accrue from the strict limitation of issues to essential
expenditures narrowly defined. Taking account of excess votes and under issues, I expect gloss
recurrent expenditure this year to amount to Kf 5,448 million, or about 4 per cent more than
the Printed Expenditure Estimates.

Developme nt expenditure 1994/ 95

Mr Speaker, supplementary appropriations tbr development expenditures during the
1994195 financial year came to Kf 116 million, mosr of which was required ibr the financing
of the muze purchases by the NCPB to which I referred earlier.

Additional expenditures were also incurred under this vote for the settlement of a:rears
of payment on construction projects. However, the need to finance the maize support programme
without exploding the fiscal defrcit has meant that some KL 126 million of other deveiopment
expenditures have had to be posfponed. The overall impact of these changes has meant that net
development expenditures fell by Kf 10 miilion below the levels of the Printed Expenditure
Estimates.

Appropriations-in-aid in the development budget represent direct payments by donor
agencies for development projects. The budgeted expenditures increased by Kf 38 million
mainly due to faster direct payments on ongoing projects.

In summary then Mr Speaker, as a result of these changes I expect to spend Kf 875
million as net development expenditures in the 1994195 financiai year which is 8 per cenr below
the level of Kf 949 million in the Printed Expenditure Estirnates. In addition, I have made
provision for the carryover of excess development votes for i990/91 and 199i 192 in the amount
of Kf 26 million.
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Overall, I expect the gross development expenditure this year to be around I<f. 1,592
million

Financing in 1994/95

Interest payments on domestic borrowing are expected to amounted to Kf1,170 million,
or Kf 161 million lower than anticioated, while foreign interest payments (including arrears) at
Kf 520 million were slightly sma r than anticipated.

Deficit tn 1994/95

As a result of these deveiopments, I expect the total revenue including Appropriations-in-
Aid, during the 1994/95 financial year of Kf 6,638 million to fall short of total expenditures of
Kf.1,063 million. Therefore, the deficit on a commitment basis and including grants is expected
to be Kf 204 million, or 1.0 per cent of GDP. However, the Budget deficit financed from
domestic sources will be lower at around Kf 141 million or 0.7 per cent of GDP.

Expendilure 1995/96

Mr Speaker, our most important fiscal objective in the medium term is to eiiminate the
Budget deficit, or at the very least, to reduce it to insignificant proportions in terms of our GDP.
The objective is to reduce domestic and foreign borrowing so as to release more resources for
productive private sector investments and to hold inflation down to low levels. To achieve this,
we have to balance our expenditures and available resources so as to attain a sizeable surplus
which can be aliocaM to the reduction of the public sector borrowing requirement. Already tight
controls are in place to limit the overall expenditures by N{inistries and to ensure that their
expenditures are concentrated heavily on the financing of core functions of Government and core
projects.

Within the overall debt reduction programme, it is my intention today to give priority to
the contraction of domestic debt. I theretbre plan to reduce the stock of domestic debt by Kf,175
million and to this end I am currently negotiating funds with our donors.

Mr Speaker, I would like to assure Hon. Members that the reduction in our foreign
borrowing requirement is also a critically important objective. The flow of donor funds is
welcome in that it enables us to accelerate our development process and to overcome short-term
resource deficiencies. However, our fiscal absorption capacity is limited by the need to contain
inflation and to find counterpart financing. We have therefore insisted that donor funds be
allocated only to priority projects for the assistance of the poor and for the improvement of our
infrastructure.

Mr Speaker, although debt reduction remains our overriding priority, it is my intention
to achieve this in such a way as to improve social equity, which Hon. Members will recall is
one of my major Budget themes for today. Our return to the path of growth has meant that there
is scope for a greater reapportionment of expenditures in favour of the disadvantaged groups in
our society. In my Budget today, I have included important allocations for this purpose spread
over a number of Ministries. In making this provision, however, care has been taken to maintain
the soundness of our production base as only in this way can we continue to generate sufficient
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resources to sustain improvernents in living standards on a lasting basis

Mr Speaker, salaries and allowances for civil servants. tqrchers and university staff will
continue to dominate nly expenditures in the coming financial vear. We have been continually
compensating these groups to the extent perrnitted by our limited resources for the increases in
the cost of living. Since we have achieved a substantial reduction in the rate of inflation, and
as I fulll' expect to lnaintain it at iow levels during the coming financial year, there is little
justitication for further significant increases in basic salan' levels. However. substantial
provisions are being made for the monetisation of housing, health and other benefits and also
for improved pensions.

Finally. Mr Speaker. I would like to refer to the issue of donor participation in our
development programn'res, an issue which is often misunderstood and unnecessarilv politicised
bv some vested interests. We Kenvans should be mature enough to recognise that the flow of
bilateral donor funds to developing countnes is integrated with the trade and commerce flows
and u'ith the employment situation in the donor countries. It is aiso very much influenced by the
budgeurv constraints which are faced bv the donors themselves.

As for multilateral institutions such as the World Bank and the African Development
Bank. these are in a sense ()ur own institution.r and we as members are entitled to avail
ourselves of loan funds not onlv for development projects. but also for financing some of the
pasl loans. It is for this reason that the Government is in continuous dialogue with these

institutrons and arrives at an agreed policy framework for the disbursement of loan funds. As
far as specific projects are concerned. these institutions are governed by their own lending
procedures which we follow in implementing specific projects. l-et me also add that the
Government is very selective and careful to ensure that the funds available are allocated to the
most important projects, especially' to projects which will benefit the poor and improve our
infrastructure.

As usual. I will not go through the detail of the various votes in the Printed Estimates
which have been distributed to this House although I assure Hon. Members that ample time will
be provided for therri to air their views.

Mr Speaker, during the financial year 1995196. I expect the total gross recurrent
expenditures of Ministries to amount to Kf 4.?56 million of u'hich Appropriations-in-Aid are
expected to finance Kf 361 rnillion. The pro.iected total expenditure on consolidated fund
pavntents is expected to amount to Kf 1.618 nrillion. Developrnent estimates are expected to
conre to Kf 1.961 rnillion which includes an Appropriations-in-Aid of Kl l.l12 nrillion.

To surnmarise. Mr Speaker. I expect to have to tlnance a total gross expenditure during
the 199.5/96 financial year of Kf 7.882 rnillion. I u'ill now describe how I propose to finance
these expenditures.

External Revenue in 1995/96

N'lr Spanker. r'ny proposals todav rellect the substantiai increase irt donor funding which
I expecr during the conring financial vear. In a<ldition to the Kt 236 rnillion r,,u,hich is likely to
be dishtrrsed as prograrnrle finance lor Ecneral budget support. fundrng lor developntent projects
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exclusive of foocl aid for drought relief and refugee feeding is expected to increase from Kf
t,282 rrrillion in the revised estitnates for this year. to Kt 1,497 million, that is an increase of
nearly l7 per cent.

Internal Revenue in 1995/96

IVtr S;leaker. our revenue collection potential rlepentls first itnd foremost on the capacity

of our ..nn,i,rry to generate wealth through the provision of goods and services. I have noted

alreatly that t eipect real GDP to pick up tttotttenturn this cotning financial year and grow at 5.3

per cent. ]'he GDP deflator is expected to increase by at 6.2 per cent and the valtte of imports

io gro* hy 23 per cent. On the basis of these projections, I am expecting that the collection of
or,iinnry icue,rue will yielcl Kf 6.682 rrrillion which is expected to exceed 28 per cent of the

projectetl (;DP.

'I'he nrost rapid growtlr in revenue collections is expected to come from inrport dtrty and

Value A<ldecl Tax based on the increased irnport levels accompanying the economic recovery.

Accorrlingly, collections from irnport duty are now expected to come to Kf 1,189 nrillion. while
the total Value Added Tax yield from both tlornestic and imp,ortcd goods and services is expected

to be Kf 1,369 rnillion. As a proportion to total ordinary revenue in 1995/96. thereftrre, tlte

shares of these two taxes are expected to rise l'ront 16.8 last year to 17.8 per cent for irnport

cluties, and from 19.3 to 20.4 per cent for VAl'.

Mr.Speaker, despite the significant overall recovery in the econonly last year. there were

sorne activities, particularly in tlre export sector, which were constrained by the lrigh valrre the

slrilling. trr addition, growth in consurnption of iterns such as beer and cigarettes was slow

lrccause of the continuetl contraction in per capita incomes. ]'hese tlevelopntents are likely to

have a negative ilnpact in the corning year on the collections of excise tltrty and corporate tax

fronr tlre cornpanies concerned. While excise duty collections are expected to grow moderately

to reach Kf 1,045 rnillion in the 1995/96 financial year, tlte growth in inconte tax (excluding

Irn YF.) is now expected to lre rrrarginal with revenues only rcaching Kf 1,683 nrillion. PAYE

revenues are estirnated at Kf 735 million for next year. While tlre share of excise duty in total

collections is expecterl to rernain virtually unchangecl at l-5.6 per cent in tlre 1995/96 financial
year. the overall collection of irrcorne tax (including PAYE) is expected to fall fronr nearly 39

per cent irr 1994/95 to about 36 per cent in 1995/96.

I further estimate that receipts frorn the dividend payment by the Central Bank will conle

to ar<lund Kt 95 rnillion, while other divirlends and profits are expected to generate some

Kt 20 rnillion. Receipts fronr all other taxes and incomes in the 1995196 financial vear are

expected to atnount to Kf 545 rnillion.

ln acklition to the these revenues, I expect another Kf 343 million to be provided to the

Ilxchequer fronr Appropriations-in-Aid. Thus, Iexpect to collect a total revenue of Kf 7,025

lnillion which leaves a resirlual gap of Kf 150 rrtillion to be financed tltrough new nleasures.

I will now describe how I prolx)se to tlo tltis.
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