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l',I$sffiid{bi,
I beg tii'li1ov t lr{r, Speaker cio now leave the Chair.

STAT}.; OF ,IiITi EC:ONO]IY

ilir'. Speaher, the c'r"nnui)l pl"esettt.rti.on of tiie budgct is
rlglrtly regardcd :r:; tlte principal ecotiomic act of Gr-rt'urnmenL.
Bu', as ]Ionoura.ble llr.rrnllers vciy liell rtntiersta.nd, ttre ec.ottotnic
well be j ng of tlte nlrticitt o\','es lar tro-L' to tlir: .rital j f r: of its
leadelsirip, tho spirit of its peoplc, and tlie coheo j-veness of
its ins;t ji;ut jons, than io ai1:v' sing;1-e acl: of tire Gove,'ilrnt-ilt,
ho\ve \rr.,.;" 'l p11,rCl7 f,;i.r'i, l.{:: . S1.rr:a!.,c't- , f []i]1, rjltrC I si;erk f i -' ::.1. i
Ilonourabie Menibcls, and itrcte:ecl the tr:r'u ion , in paying tr j bute
to that vi.1::.J-i1;y of lezr"dei':;hj.p thaL r.:harac'beliscs llis; Ii;xcellency
the President'S unceasiltg collcern f or the rvt:l--1- beitrg cf zt ll
Kenyans. By his personal o>remp1e, arrci Lhroug,ii tite pt.riosopitl'
of NyaSrg, he ha.s taught us horv to fsrce alld ov/.)rcome ilte ecolrcnlic
misfortunes of a rvorl-d c.hara.cteriseri by polltlcr:.1 aucl ec.ononnic
instability.

Thrr:ugh his examplr: and inspir:atiott, he has r'or1;ed our'
politica.I and economj-c iristitut j.ons into a f i::m f abr j.c.
Mr. Speaker, I therefor,: speak rvitli conf idenc-.e rvhen 1. sa-v titat
though the econolrj-c en\/r.rouneni ani the cutl-ooli for thc r';or1d
econoin_v* might appear Unl:,1:Omi.sing, t:/'c in Kenva have nC cioUbt t):at
under i-Iis Exceli.eucy's leadership, tve shail prevail ovcr our
dif f icul..Lies.

lvlr. Spea.kr.:r, Si,r, si.rrce my Buclget Speech last yea.r the
Governmeirt i:as, in acldition to the Devr:1-opment Plan end Sessional
Ptper No. 4 on llc:onornie l'rospects anci PoIicies, also pril.llislted
a. Sessj.oual Paper on Food Pclicy. Tiris pziper clearly articuiate:.;
Government's oitje ctives ancl strar-cgics in this; crit.ical etrea, and
I would urge a1-1, Ilonourablt: It{embers to study and cornment on it
thoroughly'.

A6;ain, RS I did last year, I iiould 1j.ke to rt:itcra.te titat
thotrgh c-:xterna-L r,;'i::cunnstanc€s a.nd the i nternai ec.otroittie conci j'; jons;
have uhangcd si;rce the ;rubl j.cation of *uire l)cvclcpnent P1lr.n, the
gcals atr,:i nirjec.t:t ves cutli:i;cl tnet'ei-n st j I i l'e'rla j,n va.1-j.cl " And
so too is 1"he ne,lrun tertn s,;llRtegy or:tlinecl jn the S'-r,;s;iotral
Paper i{o. ,i of 1!)80. I stlr)r.:s ti:is. },1r. Soeal"er, beca'.:se in
dealin;1 rvj.th th:; altnual Corieri-rinerr t. lliuancial orogratntite, lve inust
never 1os;e srglht of the br.:ader pcrsl:ective o-[ our e'cclrtornic
problenLs and pros;1:ects. Incler:d as \t'ci coritenrlrl.ate-cite tnagnji;ucie;
of the ;:.r'obiems anc.l prL):ipec1;s f aciiir-J rts tcdalV, r,,'(-- must sLllrulon thc
vri1l tc succeed and the firith in orlr caltac:t5, to do so.

hitr. S:)rtakr.-lr, Si:', it i s riiy iri:1rc lhat I{c,it.ourahl-c Ntermber':;
rv.ill:leniiljz--risc tIenns;c1vr:s; p'it,it ti;c t'r:c'.'ni,!),issutect 1.!)[11 ].lccilcl::ic
Survr:.v zr.s rrcil tis tirc Pi'i;iicrl llsti.rrrr.-Les r-rf JI:,.,':lr,rt iat;.t'c fo::-t-i-rc'r
next .Li.lat:cial yeill:. In t'i-c,rv of tLr-, rlcl.a j l.i:,'-rl liiirtritel: .i-n xirir:l-r i br.:

econom.i c si-b'"ti.tii,rt iras; iri;{',', r.}.r:sr:t'i}:c11 in 'i. Iri:,';r: :.:ub-!-:ir:il't,:ons; , T

shall :rc1. :;1..rcnci il',rcit t. jrnt: cnurlrct'at. :::r, s.l-1 tirr: cccnrl'n:j c: cit'c.itl:-L:-i ''.{}.!:-

that ',,,'i:j i.'ace ai. -r iie iito;l:r,'i,i . Stti.iir:r: it ';,c) s;aji 1.ilri.t . [rli I f o1'gq;[:; l.

ctur:ing; l,i, 1er.si. i-'rrril;ct. Spi-':'cit, tire f i s;,-'nl- \,ei;il.' 1330i tll li;:-ri r-L:rt::.:i

crrt- to [;r: a di f L-icul-t c'no , T']re r:onf. irrr-ted I'eca:s:ion iii rievei-t;i;r.:d
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corr.ntrier-j, c:t-\upleti rvith evor-' :'ising incleo-ses iu price of crncle
peUroleurn, tcECrthcl r';ith a cictcrioral;ing baJanccr of paymeiitc,
have intcr":r.,-:teci to l-i-rnit our: cconomic lqrowth. Inf Iatior has
pcrsisted, r'is;i ng f rorn 8.4 llc:r cent in 1-g7g to 12 . B per cent 1'

in 198C; [rr]d olrr tr:r'ms of traclr: Irlrve furtl:er u,orsened for the
tllird consecutive )rc'.t1". As -i-:t all tliese setbaclis; \uere uot
enough irnpedirne:nts t() our cconornic grovi1,h, dr<;ugirt for most. part
of the year has furtlrer cor,llroiinclecl our pr"ob.1ems. forcing us to
intport foc.r.-1gra"i.ns to Ii:ep ottr'" lti)()pIe a..dcquate1rr,, fed in an
ex'f remely c'if f icui i .[oicigu r:.r.\:(]l.lange s j tuation. Iu short ,

Mr. Speaker, a1l thcse forccl; liave resu.lted in a GDp rate of
gro;th of only 2,4 per cent. a1, ccnstzr.ut prices cornpe,-red to
4.7 per cent jn 7979. Girrell oLrl' rate of populati-on grOwth of
about 3.4 per- cent, this g;::o.,i,th in GDp represcnl.s au actuar
clecline in average ller: capil.a output, a.ncl by i-mp1i-cation, i'ailing
per capita incomes.

Bub to put thjs in its i)r:oper perspectlve, rve should bear
in mind that carl)iugs; in wage eniploylrc)llL increasecl rnuch ,f aster
in 1980 than irr lrrevious yeaIs.:. IIc,rr'<.r\rer, our f i.tst rate of
1.ro1;rrlatiorr p,r'ohlth nieatrrs tltat 1:he burcielt on those f ew u,ho u'otkj.s increased cii-sproportionat(.,'y, It is for: thi s rea.son,
L{r. Spca}<er, that I rvould orice more cal"I on Ku.n5,ans to heeC the
aclvice of IIis Exer:I1.c;ncy thc Pl'.'esident to practice f anriiy grlannlug

Hon<rurable l\lembcrs are a\\'are tha1 agrisuf l,lile is tire
backl-ione o.[ our ecor)omy. Il tire:lr:fore exerts a pervasive
inf lucnce cn the pLrrformarlcc of tite rest of the economy. Last
y.i:rr, Mr . Speaker , output in l:..9r:iculture dccl i necl by f . il pel'
ceut in relrI terms. Increa:icsr lecordeci in the outputs of coffee,
sisal , cotton, sugftrcane ancl. 1.11'rethrurn welte unfortunatelSz nrore
tirarr offset l;y decrcases ,rl tl."e produc'r-icr1 of rnaize and tea.

The rna.nuf ac:turiug sector also registu.red a lorver gro,,vth
of 4,6 per cent couipared to 7.7 per cen'b in 197.c); largely on
account of sluggislt detnand duc lo slo.,\,er grorv'ch iu incornes g"nd
shortages of eloctr:ic powet' ttt the beginning of the year.
Furthermore, activjtJz jn'Uhc l-,ui1ding and constrnction jndust.ries
also ind-iciltt,:d dccl.iue in gl'o'.,'itl ratr: 1.ire sector gretv b-v only
0.9 per ceuL in rcal ternns c.(',lllpirred to 1'.5 per cent i'egisti:recl
iti 7979. A nta-ior f ac1;or f oi' tl. i s redrrec-rci late or. grolth rvas
tlie comparatively tJght c:'cd j I situation obtaining for mur:h of
1980.

The tourist industr5, itl contrast, recorded a significant
increase in activity. Both the nurr':ber of visitors a.nd the
a\/erage lengtir of sLay incrczrscd. As a rcsult, era-rnings fronr
this sector amounted to Kf82.5 million, connparcd to KL62 niilion
for 1979 irn increas;e of 33 ]-)e:: cenl;. In the f ield of ellergy,
1:rices of crude con-Lj.nued to rj.se, but ag;ain as a result of the
drought, collsllrnption of petroicun proclrr.<:bs ros€) by 5.6 per cent
dtte to the need to s;r-rstain tlreli:ral power gene:"al,i.on during tiie
drought. Ttre r:cst o.f importin;; pt--troleunr prcducts took 36 ller
cetrl. of our tot,al cx-prort eal'nirrgs (cxcluding er1;orts of petroleum
products).

Mr. S1:ea.lier', thr: pictlrlt-. on the e;;t;elnal trade front ',yas
a1 so grirn. Ti:e l.evc.L of inrports rose sharply rvhj.le exports
i.ncreasecl onl;l maTgini"ll;2, r'.:s:'-rlting in the largest trade c'leficit
ever recorcicd soir)e Iii330 rrri.l-Iion. Exports covered on1 5,55 per
cent of irnports. As indicatcd before, the main rcasons for thrs
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unprecei3nted tradr: defici't. rvere tl-lc soarin.3 oiI prices, the
need to import food q::rr;-it lrit,J tiie clt-'<'..l.ii,e iti tea and coffee
ree.eipts. The i-arge dcr ii c. j I was covt;r.ecI by i1f lorvs <-rf
long-tet:m capi.tal, borrorv:'-ngs fionr the f ut,eluational l,{onetary
Fund, and a reduetion in ottr foreign exchan5e reserves.

l{oney Supply arrcl Credi t.

ir notable featule ciuring 1980 r'as the trbsence of grcrvth
in thc) nioney supplv. Iu f act it deci jrrcd lt;'i slightly more
than 1 per cen1, over the ycal' a clear bt:cak with past trends
This was brought about .1.e,..;--'gt,ly by the unfavourable balance of
payments and an a.sscciateri I(t66 million decliue of net foreign
assets cf the banking systern. As a result, the ra.tio of mottey
supp15, to GDP declirred front 4L.4 lrer cent to 36.5 per cent
between !979 and 1980.

Total donestic crerlit provicir:ci by the banlling s;zstem
inr:'reased by 12 7 per cent during I980, virt.ually the same
rate as for L979. Credlt to the private secrtor grerv l:5,r L4,6
per cent whilc c.redit to Government increas€,ri by only 6.4 per
cent. The lrquidity ratio crf the corrunercial banks stood at
L8.2 per cenc at the end or 1930 (2 per ccnt above the 16 per
cent legal mitrj-munt) as colnpareu to 23.4 per cent a yer.r earl:ier
The enci-1980 ratio was the l.owest for many ]'ears and ind-Lcated
a major constraint on the abilit5r 61 banks to expand lencing
in the absence of an inftts jon of additioual liquidit5z.

Balance of Payments

An unusual feature of 1980 s,as the dramatic jump in it::ports
from a total of KL62O.2 mjllion itr 7979 to K9936.1 million, or
by 51 per eent, l.argely as a result of build up in stocks in
retail a.nd rvholcsale trade, rnanttfacturing and oi1 . Exports, on
the other hand, grew less rapidly fron KL4t2.B miIlio:r in 1979 to
Ks513.8 million last year, or by 24 per cent. Improved earnings
from 'i.nvisibles and torrrisnr, horvever, reduced the overall balance
of payi,rents def i<: j-t to Kt68.9 mil1ion, cotnparerl to a sttrplus of
Kf.74.l mi1l.ion in 7979. hs I have po.inted out earlier, the
recessi-onary cond j tions in the industr j.aI c.outrtries har/.' af f ec:tccl
our pr.rlrrr.Lr! exports oI coffce and tea, although the perfornarice
of hcirticultrire has, in th:Ls regarcl, Lreen c.ncouragiug.

IYe, in Ketrya, as in almost ai1 oil importing developing
eountrics, havc been going through a. particularly difficult period
in internationa.l trade anC payments situatic;n, but wh(-'I) a1l- is
said arid done, Kenya has irr fact conie out mucir better than rnost
developing counl;ries. Although our bal-ance of payments r:ositi,-)n
\,,'orsencd during ttte year, tve mAnagecl to maintain 'a level oL
reservcs on average of K1216.75 nij-l I ion per nionth orz€rr czr1endar
year 1980. At tlre e-'nd of lvlay this year, forr:ign excha.nge
reserver: stoocl a.t Kt168 .2 n:,itl ion, and everly' ef f ort tvi 1.J- thele-[ore
have to be macle to restore bhrs f igure to a prudent ].evel .



4

ouri,ooFa lioR 1981

\i'hat then i,.re the prospects for 1981? L'[r. Spealier, &s
Hon. It{c-:mbers are a\vare, 't}r-- crss€in I i a]. d-uty of Governme nt i-S

to provicle the fra,mervork lor prucient managerncttt of the nationrs
resorlrccs.. I I i.s.; , f urther'trlo::e , t l--re part Lcttlal duty of the
Treasnrl, to proviclr: tkre .ilji:,ancial, f rirmeworii fo:: such mallagemett'[.
That duiy l''1r. Sr'l i:al<er, m'riSb start. f rom a sobr,,r and r(-'rl--l.istic
assessntcnt of 1.Le rr a.Lionr,.; trconoi.ri.c prospects. Rel-r.,'- jsrn in 1-.urti
demands t[at FIon . ii-'rnbers xeep i.t, pc:rspect. j,ru e the i n bt,r'tia'Lional
context wltiriti lvit i ch we nialritgc oull cconomy.

I'irst j-rrclj.c:rt jons rl-i'c tlia-r, tho sluggish economj.c fo::ces
f acing the itrcius;r:.i:ia1 ccutrt.Ties will persi.s t , and worict 'brade
rVi1.] .i.i:n-ri,i 6 sOr-,, "."],r.J' rlCt''',. -L;t'rc!. l-leiiranC'l fOf a.,i1' T)1' ifnlr v nroClllniii.:
J.$ tJ.r i)-,-'u-l.uL'L: J I .j.i u(r '-. -,),'. -( ,u. i/. u u() uJ.l, r-.ull LiirU-\. - .,.i *. .-'-!.,

the pu.rclrasiirg lr()\ter of oiti' cxpor'1.s, tl:e grqil'th in our imports
in 1981- u,iI l. irai;'e bo b^ mocll:l'atc:ci. Dilf icr.rlt Lhoueh t.lle prosl:eci-s
of orir balance of 1ra-rrmetrts i.,Ie. our Concel'I) in the Cu;ni-ng year
shalI br: to facjlitate iml-',ort,s of cs;sr:ntial goods on {L scale rvLrjcll
wijl su1)port tr:ociesl econor,iic g-r:orvth. I shalI say mo1'e on this
in the l-atr:t p'"trL of my sp<:ech. In the rneiirttime, it is my
expecr--ation that p:loclucer:i; rvi.Ll. ctrntiitue tr-r dr':lw dowrt on Ihe
accumul r.tcci sl.cciis I have alreacy referred to in older co sustaiti
econor;:ie gro\ytIr, ri,tthout lrt tl,e srnle time crcating drastic
demand on ()ur f orc:-gn exchirne;c resc.t'vcs.

On the tjcn-.esLic front, f ivortld expect that with nore
assured rainf aII in 198l-, we shali ntlt be lolced to ititl:ort.
food grains t,-) i;he Same e)iLcnt iIS iu 1980. IVi'th j.mprove,cl
rainf all , agri.cr-rlture shoulct recover', anci rvj t,h ltecovclt)7 of
this sector, rnariu:.acturing prcspect:; shoul.d intprove. [iinti1err1y,
I expecL recei.pt:-s f rom tott"cistn to j-rrcrease.

lfith rega::ci to oil atlcl pet::olcr-tm producl,srrve paid KL277.2
million in 1gti$ cr;rnpared to I(t145.7 million -r]] 7979 ' As a
result of the r';r>i..1 d. rccessjii()ri zr.nd -i ntensivr,- c'.rJilservat jori, there
are indjca.tions i.i:a.t ntarlt,'-r" pricos al'(i r:a.s:in5;, bul- it is
unlillely the,t \\Ie i:ltnl.i ptr5'-l.ess f'-:r oil- irt i9fi1 or 19S2 thau
lve dici in 1980. It is cl-r::t:: thercf'or:e that \ric canuo-L a.s a
Connt::y continue to spcttcl so tnt:.ch ofl ot,.I':fore.!.gn excllttllge on
one conuriocliLy, iu'ri:ori.ant as it ma.y J-.ro. 1'!'e thcreforc-' have to
make great efforts 1.o conse]rve our use of pt:tr:oleum proclucts
and I slral:l- ajulc',-.irL)(,' one neastll-e bot'iards this end later on
in my Specch.

A11 in all , DIr. S1rr.'aker, I expcct on t:alance. a late of
growth rt-[ bet'.,,'ee;tr 3 and 4 pet cent ln real tcrrrs. Conipared
rvith our perforrnilnce last year, tLris wiIl ca.I1 for g::eat
ef forts on the part of tl,c Goverttiucnt ancl tire private sector,
and agaJn, I shal-.1 divel-1 on the llactors artrf rreasures I propose
to bring this up*'l;urn in the econcmy. But llefore I do ti:at
I{r. Spczuker', let ne turn irr;.ef iy to a revierv of the f j.nancial
out-trr-r'n for 1980/81".
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I'I ILANC r AL OUT-Tlrriit _ lgB0/B l
Recui'rent itevenue

in my last Budget Spc,-ech, I estjr:rai;ed ordinary recurrenb
r:evenue of K!641 mil.lion plus Apprc,l;liat j.ons-in-Aid of I<9.32
million totall ing Kf 67.1 rn:1l.ion. f ii-i..,: .;recurrent revenue was
to compri.se of Kl2O9, rniilion ,lrom Cusiorns ancl Excise; Kq185
million frorn Sales Tax, Kl77C r:nillion .f rom f ncome Tax and tire
balance of Kg78 niillion ct-ruri.iril froro oi,irer sour"ccs of 1'e\:cnue.
llr. Spealicr, I an glad to reltort that o\.eraJ r-, Liris targct
u'j-11 be acltieved, alrhouglh tl-r.e::c rvjll be a sig;'riiican'l drop
in expecteci revenues from ;sales 'cax ar-r-sing out of the
re:-ntrocluc:tion of refunds of sales ta>l under Sc:c.tjon 22(t)(b)
of [he Sa'Les Tax Act foIl<.rrvirrg the enact.mcnt of the 1980
Finance Act (llo.2) and generally poor perforn:anc.e of doniestic:
manuf acturing. Tzrken togetirt r rvith Appropriat rons-in-Aid,
the gross revenue for 1980/Bl wi11, therefore, be slightiy
above my prediction, i.€., KL675 mi1lion.
ilecurrent ll,xpenditure

Turning to expendrture, the 1980/81- PrintcC EstimaLes
indicaIed grcss Becurrent Expenditure of Kf.581 mil]-ion. This
figure, holever, has had to be adjusted, with the authorit5z
of Parliament under the Supplcmentar\z llstimate (passecl by
Parliament last v,,eel<) to ta-kc jni.o ,)ccount the cosi;s o:[
i-mplernenl;ing the recon)mendat jr:iis of thc Repcrrt cf the Civil
Service Review Cornnrittee (\l'aruhiu R,eport); increased
e>lpenditirlc on internal securitS'; ferrr-':-ne:'e1ief, and the O.A.U
Summit due tc.r open in Nairobi next weeir, all ai:rounting to
11968 mil1ion. An additional sum of Kf15 million was also
required to meet increascd commitments in public debt. 'I'hus
it is estjnzuted tirat gross recurrent expcnditure for 19'30/81
will be KS665 mi11ion. Taking the rc.vised rcrvenue coliecti.or:s
estimarted at KL675 miilion into accotint, I expect to trarrsfer
a sum of Kg10 million to Development Exchequer.

Devel-opment Expenditure

L'he L980/81 PrinLed Developrnent Estimates projec.teci an
expenditure of Kf258 million and Ap1;roprra.tions-i-n-Aid of
IiS30 mi1.1ion, makirrg a gross development e:;pcnri.Ltti::e o.f
K1.288 mi1l j.on. This f igure ivas a.l-so a.djusted <lul'1ng the
Development Supplementary Estimate pas,.;ed by PzLri i-ament last
rveek. The revised ,levelopment expenditure for' 1980/81 is
therefore expected to be I<1244 million plus Appropriations-in-
Aid of KS60 million, making gross development expenditure of
K9304 million. In spite of this revision, it once again seeims
likely that lve shall only spend K9.L97 million on development
by tLe end of this year.

Mr. Spea.ker, I must dral the attention of trfembers to this
persistent probleln, namely, that in tL yeanr when Suppler:rentar5,
Estinrates are 1arge, there rvi1l nevertheless bc underspending
on the part cf sorlre ltlinistries. As IIoir. Members are aware,
supplementaries alise mainly for two rcasons to finance
essential expenditures lvhjch $/ere not anticipated when tire
budget v,/as prepared ::.nd to enable trlinistri-es ',vhose record of
implementation of cie.,,eloprnent projec.-s has exc.ceded expectations
to move development riven further ahead.

i
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UnderspenCing might, however, arise at. times when savings
must be founcl for supplementary expenditures that are.given a
higher prior:rty than something already in the budget. More
usually, underspending results rvhen budgeting has reflected
over ambitious requests for furrds or wtre-n bottleneclr.s occur and
are not quicJ<Iy corrected during the course. of lmplernentation,
and vrhen the monitoring of implementation is conducted in a
casual or haphazard manner.

For whn"tever reason llr Speal<er, undersperrding must be
reduced. \{hen excessil,e funds are allocated to one },Iinistr5,,
e>lpenditures by others are unneccssaril.y reduced thus denying
to the \Tananchj- essential servj-ces and opportuniti.es for
Ceveloprnent. I would 1j.ke to assure the l{ouse that the buclgeting
process is being strengthened- to ensure that allocati.ons for
devc-:Iopment expenditures reflect feasible implementation
scltedules ancl lhat external funds available for projects in the
budget are dr"arvn upolr pronptly. 'Iola::ds this end, ef forts ere
being made by both the Tr:eaSUri: aud the l,iinistry of Economic
Planuing and Devclopment to strengthen procedures for monitoring
implementation, ancl def iciencies j-n programming and otirer
bottleuecks sh,ould hencel'olth l.le iclentificd more quickly ancl
correctirre action taken <.rn time.

Before I turn to the revicr,,' of the projected budget
out-turn for 198L182, I want to rJepart from tradition and drvel1
at sorne length on the economic and secto::aI policies rvhich rve
intend tc pur'sue in the coming f inancial year. rt j.s important
to do this itr order to place into proper context the measures
r sha1l be outlining on that parb of my speech that rerates to
taxation.

PRO,SPECTS FOR FI}JANCIAL YEAR 1981/82

The Economic Framervork

Mr. Spc-zrker, the Balance of Payments, the rate of int.er€)s1 ,
money and credit, the 1cve1 of s;avings anc.l investrnent as well.
as the sjze of the Government buclgct defjcit are all economic
aggregates iviticir affect the perfoi.miunce of the econotny. Of
these, the balance of payments and the size of the budget deficit
are of critlcal coltcern to our prospects for growth in the coming
financial year. Mr. Speaker, AS tve enter fiscal year tg81/22, I
feel optimistic that the economy lvilI pick up momentum for tr,vo
reasons. Fir:st1y, because there is now general recognition
withitt Governrncnt of the need to contain expenditure to
managea-b1e 1eve1s; and secondly, because of our deterrnination
to rest"ructure our economy ttrrough tariffs and an j-mport anci
trade poli.cy aimed at pr:omotion of export 1ed industrialization
and }ess relian,ce on quant it at ivc restr ict ions .
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As we do So, however, we face trro olrr:r-.rj.ding constrai-1tsthe short and medir:m term. Fjrst11z, ilre contirrued incrcase
Eite budget clcf icit and seconcll5z. ,,tiie cori-Lirrued rvcak balzrrrr:e
pa-yments situatlon. t slia.l-.1 cieal rvith eiich of these cc'rnsi;raintshighlight 

"r'hat 
actiott Government intencis to takc to amelioratesituation.

Government Expenditure

Mr. Speal<er, because Go':ernment revenues have been groyringless rapidly cornpared to expenditure, the buclget clef icit has
been j.ncreasing ove:: the last ferv years. Ttre buclget cleficitMr. fipeaker, represents the gap betrveerr Government revenues andthe annortnt thc Gcvernment woulci rvish to spr:nd in arly currelt, ),ea:-.Thc' larger the'gap bctleen these two, the rrrore l.esources aresipiloned off fror:r the rest of the economy, and. the more inflationarythe financing al:rangemen'Ls for the gap are 1ike1v to be. pruclent
economic mailagentent therc.{ore clemands titat the size of the buclgetis maintaincd at sustainabre levels. rn this connection,Iflr. Speaker, I a-rn glad to report to the House, that the Governmenthas t:Lken decisivc action and has issued clcar d.irectives toIt{inistries to contain expenditure. Our expend.iture programme forthe ne;<t fj.nancial year will therefore invo-'l-ve severe e-onomy
measures.

An Economy Comm.ission sha1l be establrslted within Governmentto Iook into thc' prese-'nt structure of assignments of responsibilitieswith a vierv to s.i;reit.mlining functlons arlcl eliminating OupI j.cations.
The Cjovernnent l.,.as also clecided that there shall be [reater andstr]Lct cotrtrol on the ex1-.airsi.on of tire civil service. A largerproportion of sbaf f recluiremenl;s shal1 be meb from recieploymeptof existing staf f and j-nercases in product.iviLv. \yananchi havea ju:stif ieo e:<pectati.oir that zr.fter the consiclerabler imlrrovemontsj-n (:'nioiuments as a rcsul.t of the lllir.ruhj-u Report, civil ser..van.bs
shottlcl improve their ef f iciency and deliver goods to Lhe lyalalchi.
As a parL of thcse eeonomy measures rvithin Governmenu, we inLencito dr;rstically curtail foreign travel by tr{inisters alcl cirril
Servii"ntS.

similarly, \ve shart limit the pui:chase of new vehicles or
ma.jor equipment l:y the Governrnent cl'-Lring Lhr: next fiscal year..
ltie inust ins+'eacl, rely un ollr exj-.,{;ing st.ocli of inoto.r vehicles
rvhose repair and main'lcrra.nce must iulso be greatly irni:r,oved..

Fina11y, tr{r. speaker, r must enrphasize: that Mi.nistries
must corrflne themselves to the p;'ovisions conLainecl in printed
Estiulates of tireir votes by pranning actr-ra.l clisburse:nrents ina tational manner ovel' thc- whorc financial year and ,rot expectany supplement.:lry estirnaf es. over'-comnrjtrn.:nt of fuircs byit{irii:1,rles in i;he f irst part of the f iscal year in expectationof suppl-emenLary votes l,he followir,g lrlarch rvi11, r :rm afraicl,
be tncre fanciful titinki.ng on the pir.rt o:[ r\ccounting Officers.

trlr. Spcaker, over tire next fiscal year, f rntencl toj-ntroduce more st:.'ingent rnonitoring of the buclget p{.-.rformance
within Treasury, and, sholr1d trends indicate that ivc risk
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Mr. Speake.r, 1et me say a few words about the role of
parastatals in this cc,ntext. ,rust aS the Governrrent intends
to control the erpendi [ure of ]'linlstries, wc shall take an even
more stringent rrlew on -bhe expenditure pr:cgrammes of paraslatals.
Hon. l,iembers ivil1 sglee with me tti:rt the cit:gree of f irtancial
responsibility in certain r)arastatals; leaves a lot to be'desired.
Despite the recrJntrnenclatior,s of the Report of the Reviet'; Commit.tce
on Statritory i3oards (Phil:-p Ndel;it,a Report), managemenl, of solllc
parastatals rer;tzrins inef f ect j-\,e, public accountabi,l i iv is of ten
lacking, anct orle perceives an ove:r dependencc on tlte 'freasurS'
even in circutnstances where operzitions are potent ja11y
commerciall.y vlable. trir. Speak,:r', the conmj bment of resouL'ces
to non-growth projects anci rel ii:iice on subs j.dies by parastaf als
must stop. Torvards th j s end . tirerr:f ore, the Gorrer:ntttent iuteuds
to impose strict finarrcia.l discii;1.ine wlthin parast,aLal-s by
imposing severe sanctious on t.hoso ntanagers who dev jate from
laicl clorvn policy guidelines. f u doing th j.s, I\'lr. Speaker, I
knorv rve shall have the su1:port of all Honotrrable ltlembers.

Balance of pa cirt s

Ir[r. Speaker,1 r have alreacl;r remarked that licr s1'art the
1-gBL /EZ Financial year f rcm a r,vcal< balance of paynients situa.t ion.
Holerrer, if ouli grorvth anci f iirance targets al:e achieved, our
balance of p&..rrrnonts should improve margitrally in the ne:<t three
years. For the moment, we must d.o all \,vc can to st.rengthen
our balance of puymenls becausc a. s'eak bal:rnce of pa)/ments
position limits our scope for gt:orvth to thc extent that it
denies our ma.nuf acturers and tlre economy it-r general suff icicnt
imports of esscntial rari'ntate::ia"ls aucl capital goods, tllus
reducing ernploytaetrt aud incomes. A weali balance of payments
position also constraints our grou,th by lirniting our roont for
manoeuvre rvith rcgarcl to strucLlirrul ehangc,s in our n:anuf actu::ing
sector which ale essential- if we are to movc away fr'om import
sul:sLitution t<-: export .l ed industrializatiotr.

exceeding our authorised estJ-rnatcs,
seck the autirority of this tlouse to
the concerned llinistrY.

f , thercfore, now I'lr:. Spcalier, u'ant
some of the action which is necessary to
of payments.

I shall not hesi tate to
freeze the expenditure of

to briefly highlrght
bolster our balance

First, rve inust reduce thc l.eveI of our irnports. Last
year, during the Buclget Speech, i announcecl a 10 per cent incr:ease
in all customs rjuties, and this rrleasure mzrdc imports more
expensive anO 'Lhus helped to eoi-iserve our foreign exchange.
Some of the tneasures I shall altnounce in the late:: part of rny

speech should. alsc help in conscrrving foreign exchange. To shorv
our seri.ousnes;s of purllose in this matter, LIr. Speaker,
instructions h:tve been issued to Llinistry of \Yori<s and the
Central Tencler Boarcl to gi.r,e pre{'erence to those tenders which
have less f ore.i gn excltauge impi icat ions . It is my hope that
the private sector will sl-rolv the same concern and respcnslbility
in this area.
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Secondly, w€ must increase exports. During my Budget
Speech last year, I introduced certain measures which ryere
designed to give strong incentives to our exporters. Ilore
specifically, we doubled the rate of export compensation
frorn 10 per cent to 20 per cent and later: on in the fiscal
year, there was a further exchange rate adjustment in favour
of exporters. Taken together, these trvo measures give, in our
view, very generous cornpensation to exporters, and I would
urge our exporters tc take advantage of these considerable
incentives.

Thirdly, we should increese the share of grants and
concessionary loans in our financing of the budget. This,
Mr. Speaker, ive are pursuing vigorously lvhile at the same
time making contingent plans to avail- ourselves of special
credits from bilateral and multilateral donors consistent
with both our balance of payments and deficit financing of
the budget.

External Borrolin

Mr. Speaker, I know that IIon. Itlembers are often rightl5z
concerned about Lhe prospect of over reliance on external
borrowing, particularly on coranercial terms. The Government
is not excessively burdened at present by external debt. But
we must never forget that present borrorving must be financed
out of future production and a judicious balance nrust alrvays
be nraintained betlveen the benefi-ts of such current borrorvings
and the future repaymerlt costs. At present, our debt servicing
ratio the amount of export earnings rvhich goes to repay
our external debt as a proportion of total export earnings
stands at 15 per cent, compared to 1,2 per cent in 7979. It is
expected that this will rise to L7 per cent in calendar year
1981, and given our present weak balance of payments auci
tight budgetary circumstances, dLI efforts must be rnade to
contain this f igure. Torvards this end, the Governrnent is in
the process of working out a detailed external borron,ing plau
vrithin which all Government externai borrorving wiII be monitored
and supervised. This pIan, Ii{r. Speaker. will also encompass
borrorving by parastatals as well as corirmitments by private
sector undertakings for rvhich tlie Government may be c.a.11ed
upon to give guarantees.

Money and Credit

On the monetary front, the Government reduced the liquidity
ratio required of commercial banks from 16 per cent to 15 per'
cent in March, 1981 in order to enable banks to advauce more
credit to thr: private sector. The increase i-n interest rates
provided for in the last budget, together rvith a more flexible
interest rate policy to be pursued in the coming year, should
ensure that domestic credit goes to those v;ho use it more
productively, and to re'"vard those who save. The Government
also intends to pursue an upr,va.rd interest rate pc1ic5, which
should make it more attractive to hold Government stocks and
Treasury Bil1s as well as djminishing the differential betlec.n
domestic anci foreign interest rates in order to retain domestic
savings within our economy. To this end, bank deposit and
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lending rates wili be increased
these rates will now be 8 and 13

by 2 percentage points so that
per cent respectively.

Savings and fnvestment

f now want to outline further measures which are
to reinforce these policies in the form of incentives
savings and investments.

designed
for

Save As You Eartr

Mr. Speaker, besides pursuing a flexible interest rate
policy, w€ ini.end also to introduce a Save As You Earrt
Scheme througtr ttre i(enya Post Off ice Savings Bank. Through
this scher:ne, SaverS rvil1 voluntarily enter into 4 contractual
agrecment with tire Pcst Office Sav.Lngs Bank to save a iixed
amount of one's monthly salary, (not more than 10 per cent),
or a fixed monthly remittance ou the part of self empl-oyed
persons for a fixed period of not less than 24 months. After
this period, 1O per cent of the normal interest earned
shail be paid to the saver as a bonus, thus bringing the
overall rate of interest to at least 9 per cent per annum.
As in ttre c:ase of all interest income from the Kenya Post
Off ice Savings Bank, thjs incone sha1l be tax exetnpt. \l'here
there are meny ernployees rvilling to enter jnto the scheme
the Kcuya Post Office Savings Bauk rv:-11 enter iuto an
agreement vrith the emplo5,ers to dccluct the savings and renoit
the same to the Savings Bauk directly.

The Savings Rank has undertaken research on the scheme
in the past f erv months, aud I ato assureC tltat the scheme has
substantiat support alnoiril employees, employei:s and -'l-'rad.e
Unions. Arrangc+ments aro, therefore, in h:.nd to mal<e the
scheme operational as of 1st October, 1981. and it is my
irope that all errployers will give l,he Schcme their nne>limum
su1:port . Thi s, together v;ith the Eank' s otlter act ivities
in nrob j l izatj on of savi ttgs, partic.rrliLrly iu rural al:ees
shoul-d contlibute sign:if icantly to our eapacity to fund
investment projects.

Housing Bonds

l{r. Speaker, }Ion. itlembers have of ten spoken in this
Elouse on the need to provide adeqrtate and reasonably priced
housing for the lYananchj . Floulsing prices have continuecl to
rise to such 1el,e1s that ma.Iry lvanatrchi cantiot contenlplate
the prospect of orvning a, house. One rvay to encourage the
suppl.y of housing is to give jncentives to house developers
and hr-rusing f inence iustitutions as; well as prospec.tive
house owners by rvay of increasecl f tinds f or housing development.
I , theref ore, pr:opose to create llottsittg Bonds to be held by
an incljvidual saver or instibutjcn lvith the liousing Financ.e
Company of Ken1,,a or rthe Savings and Loan Kenya Ltd., upto
a maximu.n: of half a mj-l1jon shillings whose interest, once
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again sha11 be tax exempt. The two housing finance insti.Lutionsplay a very important role in this sector and it is my hope,
once again, that individuals a.nd companies will place theirsavings with these institutions in order. to increase the stockof housing and employment.

A11 in arl, Ilr. speaker, the economic framework r have
inst outlined is de:;igned to create the climate for growth.
B;' relying more on policy instruments rather than aclministrativedirectives, the Government hopes that the private sector rvirltake up the challenge of grorvth by undertaking measures lvhi-eh
complement the Government's efforts to strengthel our balanceof payments and the restoration of grorvth to the economy.

SECTORAL POLICIES

fn addit-ton to the measures
rubric of the econornic fra.nework,
some sectora.l polici-es which are
strategy of rev:;ving the economy.

f have outlined under the
I also want to highlight

central to our irrunediate

Import Policies

During my Budget Speech l_ast year, f l_aid out thedirection of our new import policy by abolishing quantitati.verestricti-ons. However, becatr-se of our tight toieign exchangeposition, rve have had to rvork out our: pr.iorities i; impor.ts
more serectivery in the last year. Mr. speaker, it isimportant that -lraders and mannfacturers under:stand therationale ulderlying our new in:port poricy, and r rnight be
excused for repeating ttris to the House and urging ourindustrialists to be supportive of our objectiies in this
area.

An import policy based on quan'Litative restrictions
trh'. speaker, would have been jr:s:tif iable cluring the early
s'Lage of our industrjarization, rfurtherrrrore, such a policy
rvouLd have been exc.usable if its adninistraLion ha.cl beenrational anc consistent with the econom.lc objective ofcreating an efficient industriar sector. Hcwever, as alrthose who are faniliar with trie history of our import policy
would readi.ly adrrrit, the system had by rast- year evoived j-nto
a series of ad hoc measures affording arbltriry Ievels ofexcessive protection anci shertering industries rvhich were
c1-earry grossly ineffieient. The resurt was a stunted, i-ni,.ardoriented industriar sector, unprepared to take on competitlonor risk entering exp,crt markets. By its focus on protection,
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it stifled the growth of new industries by imposing high
cost raw materials and goods on the captive domestic
market, and forestalled ihe development of a capital goods
industry. Because the system was also not pr.operly
synchronized with customs and tariffs classifications,
a series of tariff anornalies and distortions crept iD,
leading to substantial loss of revenue to the Exchequer.

In addition to these structural deficiencies ar ising
out of our past import policy, the foreign exchange burden
which this pattern of industrial-i-zatjon has imposed on the
economy has further weakened our balance of payments through
excessj.vely high import content of most domestic manufacturing.
Mr. speaker, r said rast year, and r think it bears repeating,
that the opportunities for further industrialization Iie not
in import substitution but in manufacturing for exports. rt
is now also becoming clear that vre must encourage domestic
produetion of capital goods.

For these reasons, w€ still believe that the direction
we took last year was the correct one. since tten however,
a great deal of analysis has gone into the rvhole import
licensing system, and I now wisli to appraise the House of
the proposed changes in this area.

A11 import corunodities have been classified into three
schedules schedule r, schedule rrA and scheclule rrB.

Schedule I : will consist of essential priority imports
such as raw materials, capitaJ- goods, spare parts, medicines,
and agricultural equipment. These goods rvill be freely
importable, following automatic licensing by l,,Iinistry of
Commerce and expeditious issue of foreign exchange by the
Central Bank

Schedule IIA: will comprise of other priority items for
use by industry or agricurture, as well as petroleum products,
for which speciflc allocations on a regurar basis rvill be
made. The total foreign exchange available to these items
might be l-ess than for Schedule I, but efforts will be made to
ensure that genuine manufacturers and assemblers using goods
in this category do not go without the necessary imports.

Schedule I IB: this wi11 comprise of those goods which are
currently produced dornestically or rvhose substitutes are
equally availabre from dornestic industry, as well as ruxury
items. This category of imports will receive the residual
foreign exchange after satisfying the needs of importers
of Schedules I and IIA goocis.

a,
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Mechanisms to monitor the trend of :mports wilr alsobe instituted to ensu.re ttrat there is proper co-ordinationbetleen the l,'linistry c:f commerce and tire cen.tral Bank whowill be largely responsible for aclminister.ing thc newsystem. IVe intend that the schedules rvilI be useclexperimentally for sorne time before p::inted copies are madeavailabre to the publie so tha.t we cin have proper feedbackon the classification of items in the vario.,ri sthedulesand operational proceclures.

rn addition to these administrative changes, therestructuri.ng of tariffs, with which r shall dezrl shortly,is arso designed to reflect this scheme of prior:ities. rtis my hope that given ilris new system of import licensing,which should make ral ma.'reriars more readi.ly available,together rvith 1;he inrzestment incentives r srrarL soonannounce, manufacturers will seize the opportunities createdfor new industrial investment.

Aericultural PoIicy

No review of our sectoral policies would be cornpletewithout mentioning agricurturar policies, tro matter howbriefly. rn this sector, w€ need to boosc our food.product:Lon to restore nationar self-suff:_cienc;.2 once more.
Measures towards that end, Mr. speaker, are very weI-r-articulated in the recently published sessionai paper onFoocl Policy. rn ilra". paper e cogcnt case for improvedagricultural pianning i-s made, and so too is the need toimprove rural infrastructure including rura.l access roads,marketing of agricultural products ano inputs, agricurturalcredit, agricultura.l- extension servi_ces ano pric6s. To dothis, ive need to revi-erv the pricing structure of agricultural
commoclities, and r rvoulcl hope that Honourable lr{embers wiricontiirue to supl:ort the Government's poJ_icy of passing cnthe fulr cost of pr.'oducti-on of agricuitural pro-duc1.s to theconsumers when this becomes necessary. Thus the annualagricultural price review must be unciertaken on a timerybasis so that farmers can know r,ve.11. in advance the prospecti.veprices of their outputs in order to prepare their randaceordingly.

From a fiscar perspective, horvever, the centra.l role ofagriculture in our economy i.s recognized by the 1orr,-or ni1duties impcsed on most raw materials, capiial gcocls and importsintended for use by agriculture. rn aclclition, the Governmentcon.tinues to bcar a large proportion of the cost of crerlitto farmers, not to mentlone the elements of subsicly inherentin food irinpor:tat ion. For Lhe inf or.mation of tlon. i{embers ,last year we spent Ks3s m:,lIion in foreign exchange for fooiimportation an amount which could have consideiably boosteclour industrial. investment, and thus raised our capacity forfuture production.
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Insurance

Ivlr. Speaker, anottrer area rvhere \,,'e intend to introduce.
some reforrns is in the insurance itidustry. The insurance law
of Kenya is based, ?s Hon. I{ernbers are aware, largely on the
Uniied Kingdom statutes whic.h reflect, in many ways, the
concerns of a. net exporter of insurauce. Kenya, like many
developing countries, is an itnporter of insurance servic.es
and our lrtiv must tirerefore reflect this.-concern, &S well as
create the basis for a tnrly Kenyan insurance industry. The
insurance industr5r plays a very significant role in the
mobilisation of savings and tiie creation of investments, nct
lo mention its impact on our balance of payments through
remittances of fees, etc. It is important therefore that the
industry as a whole reflects our concerns in development a.nd
j-t is my intention to i-ntroduce, during this session cf
Parliament, an Insnrance Bill rvhich responds to our needs in
this area.

Mr. Speaker, one could go on and outline measures fc-rr
near1y ever:y sector of tlte econorny. But that clearly is not
the purpose of the Buclget. lVhat I have done in the 1ast. f ew
rninutes is to remind IIon. Ilenbers of some of our immediate
concerns in the field of economic and financial management.

PROJBCTEIT OUT-TURN L987182

Expenditnle L987/82

Mr. Speaker, I rvoulC norv lj-ke to turn to the expenditure
estimates for L981/82. As ilou. Members will no cloubt have
seerl from their copies of the f'}rinted Estimates, Gross
Recurrent li.rpenditure of Minrstries i.s estimated at KL702
rnillion conrprising of net exllunditure of KL667 lr,li11ion and
Appropria'tions-in-Aid of Ke35 mil1ion. In addition to this,
there is a carr:y-over of a sum of Kg58 million of Excess Votes
and Under Issues from previous years lvhich constitutes a
financing comrnitment as reflected in the Financiat Statemet:t
for the year. Thus the Estirnated issues from tlie Recurrent
Exclrequer Are expec:t.ed to be Kt760 miIl.ion. Considering Lhe
rate of ciornestic inlilation, a"nd the aunual increase of
salari.es and ruages of Civ:'-1 Servants, the proposed recltrrent
expenditule for next financj.al year is in real terms, less
than this ),ear's. This j-s in line rvith our deternnination 'to
increase elficiency zrnd control- of Government expenditure.
Ministrics wi ll therefore have 't o exercise strict economy in
their expenditures if they are going to provide the same IeveI
of serviees as this year.

Mr. Speaker, 2s I have a.lready noted, our revenues are
no longer so buoyant but despite this, Ir{inistries have
maintained an independent spcnding momentum quite unrelated
to our capaci.ty to f inance all the commitments. \l'e have,
therefore ou occasion been forced to borrow, often at high
interest rates to finance Government expenditure. Sooner
than later therefore, our czrpacity to servi'ce previous
borrowings lvi11 be sericusly over-stretched. For the moment,
llr. Speaker, w€ have been for:ced, because of a hostile regiona
abmosphere ro increase our expenditure on defence to guard
our territorial integrif5,. Interest and debt riepayment from
the Consolidated Fund Serviccs wilI ti'rerefore rise to K9156
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million in the next financial year. Developnnent Estimates for
L98Ll82 call for an expenditure of KL254 mi11ion, exciuding
Appropriations-in-Aj d of KC28 million and Excess Votes and
Under Issues from pre'rious years of Ke35 miltion. Thus
total issues from Developrnent Exchequer are estimated to be
KS317 miIIion.

I do not intenci to analyse further .the details of either
recurrent or development expenditure for now. Suffice it to
say that I expect to finance a tota.I e:<penditure of K|IOTT
million. The rest of my Speech wilt outline how I intend to
do this.

External Revenue

Mr. Speaker, during the last few years, a number of
friendly donor countries and institutions have not only
increased their aid to Iienya but irave arso converted project
specific loans and g:r:ants to balance of payments srrpport
programmes in order to ease our balance of paymenrs problem.
May I I{r. Speaker',take this oc.casion to thank aII these
donors. I am sure I{on. Members join me in expressing our
thanks to all those who have come and continue to come to our
assistance in our cievelopment effort. Allow me also Mr. Speaker,
to extend my own pel'sonal appreciation and indeed the
appreciatj.on of the Kenya Government to Mr. Robert tr{cNamara,
the retiring Presidcnt of the lYorld Bank, for his persistent
support to our cause and that of all derzel.opj.ng countries over
the 13 years he was President of the Bank. He has been a
source of inspiration in the important sphere of development
to a1I trs over this time. Many of his ideas and his humanitarian
commitment to uplifting the standards of living of the
developi.ng countries shall long live after his retirerrcnt frorn
the l{orld Bank; and we in Kenya shall miss h1s presence at the Bank
greatly. On behalf of the Government and the people of lienya,
I wish him success in his f uture career. Iee also look f orrvard
to continued co-operation from his successor Mr. A. IV. Clausen.

fn the next financial )rear, I estimate that rve sh:rlI draw
some KLL67 million from external sollrces, in the form of cash
grants, collcessiouary loans and other external assistance frorn
bilateral and multilateral sources. Thus, f expect to finance
15 per cent of Kg1,a77 million from external sources. I am
therefore Ieft to raise K9910 mil.lion 1ocaIIy.

Internal Rc.venue

I estiinate that ordina.ry revenue, including 1oca1
Appropriations-in-Aid should provide some KL744 miilion at
current rates of taxation. Government Stock Issues should
provide another KS50 mil-lion from the non-bank sector,
making a total of K1794 million. I the::efore have a gap of
K9116 mil.lion to finance.
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NEIY TAXATICTT'I PROPOSALS

Mr. Speaker, I have appraised the House on general ."onooi"
policies which r think rve should pursue in the context of the
prevailing economic situation. r have also indicated that r
have a financing gap of K9116 miIl1on. r have, &s on previous
occasions, warned the nation of the dangers inherent in trying
to finance such deficits from the banking..system. I sha1l
therefore have no alternative but to introducc further taxation
measures, and as usual I would ask that the rest of my speech
sha1l oe regarded as bei::g Notice of a Irlotion to be moved
before the Conrmittee of rfays and il{eans.

CUSTOMS AND EXCISE

The 1981 Finance 8i11, contains several amendments to
the customs and Excise Act necessary for restructuring our
industriai sector and j-ncrea.sing Government revenue. r wourd
first like to deal with some trvo amendments which have no
direct revenue implications.

Firstly, SectJ-on 177(1)(a) of the Act allows the proper
officer who receives ir,formation on uncustcmed goods to
require the owner of such goods to produce documents rerating
to the goods on15,'if the proper officer has received informationrrin writing and on oath". trlr. speaker, as all of us are aware,
information is not necessarily given in "writi-ng and on oath"
and may be obtained from any source including sout'ces outside
Kenya from informers who normally seek anonymity. It is
therefore proposed to amend the Act by cteleting the words
"in wr: ting and on oath". This will not give the Commissioner
any additional Boivers in view of the fact that he has porvers
of entry and
of the Act.

search already conferred to him by Section LT4

Secondly, goorls which are the subject of court cases,particularry cases taken to court by poli-ce, are often disposed
of without payment of dutlr and taxes after being condemneci by
the court. The porice occasionally dispose of these goods
vrithout reference to the Customs Department.

r am therefore proposing amendments to the 1aw to provide
that, rvhere such goods are liable to duty, then they can onry
be rereased or otherrvise disposed of after duty has been pald,
and, in cases where duty cannot be paid, then such goods shall
be handed over to the customs Department for disposal under
the provisions of the Customs and Excise Act.

L1r. speaker, r would noiv like to turn to those amendments
whieh have revenue lmplications. rn making these tariff
changes, f have been primarily concerned with the need to
rationarize our tariffs anc import poricies, &s well as t,he
traditional purposes for raising revenue and protecting local
industries. I have also lowcred duties on some items to
promote exports and to reduce excessive protection in certain
industries where the effective rate of protection is in some
cases as high as 300 per cent.
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Mr. Spe.raker, ifi the 1i.ght of the above principles, I wculd
now like to summar'ise brieflv the tarj.ff changes contained in the
8i11. I have consistenii"v r'<:cluested lienyans t,o reduce consumption
of imported luxury iterns in orrler to conserve preci-ous foreign
exchange and promote locill juciustries. I :.egret to observe,
Mr. Speaker, that most of us still do not respond to this call and-
it has therefore been deeneC necessary to increase duty on some
luxury consurner goods. Conseqnently, duty.on sna and aerated
waters and other flavor:red beverages, a1I of which could be easily
manufactured in Kenya, wi-Il be ralsed frorn 5O per cent to 80 per
eent..

Likewise, duty on imported cigars, cigarillos, and cigarettes
will be rarsed by 30 per cent. Duty on imported soap, washi-ng
preparations and shampoos rvill be raised fronn 50 per cent to 70 per
cent.

Duties on wooden items, glass and glassware as well as other
finished products of iron and steel rvi1l be raised from an average
cf 30 per cent to 40 per cent.

Duty on unassembled colour T.Vs., unassembled video recorders,
and other ltrxury items outlined in the Second Schedule of the
Finance Bill rvhich currently attract duty at 30 per cent will have
their duties raised to 50 per cent.

In the area of textiles, duty on silk, silk yarn and some
artificial fjbres will tre raised from between 10 and 20 per cent
to 30 and 40 per cent.

IVhereas our Customs Officers have always done their best t<>
verify the classification anC duty payabte on various imports,
some importers Lrarre recently tended to declare their imports under
the lovrest duty chargeable ln the part:cular class. \Yhile such
misdeclara-tion is illegai, it has nor alrvays been easy for the
Customs Department to verify whether such imports are for the
purposes declared by fhe importe:'. For example, it is not easy
to verify whether items declared as "drying machines, industrial"
or "refrigeration equipment, industrial" are for industrial or
domestic purposes.

This has not only resulted in loss of revenue but has also
made the work of the Department much more difficult. To elose
this loophole. dutv on j-tems which are difficult to iifferentiate
will be made uniform ab the higher 1eveI of the duty involved.

It has been our policy to promote srnall scale r.ndustries
and industries whose products are mainly exported. In pursuance
of this policy, I prolpose to reduce duty on raw materials for
these industries.

Accordingl.y, duty on waste paper and paperboard used mainly
to make packaging materials, will be reduced from 50 per cent to
20 per cent. Duty on skins and other parts of birds used in the
fishing fly inctustry for export::larkets',vi11 be redueecl from 20 to
10 per cent.

Duty on fibre El.ass rvill be reduced from 20 to 10 per cent in
order to encourage locaI boat lraking industry.

Further, in order to encourage use of coal where it can be
substituted for oi1, I arn pr:oposing to retluce duty on this product
f rom 20 per cent to 1.0 per ccnt.

f also propose to :raise duty on a nunber of items rvhich are
manufaetured domes'bjca11y in order to glve more protection to local
industries. The details of these changes in ciuties are outlined
in the tr'i.nance BiII 1981.
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Mr. Speaker, tro customs tariffs can ever be a L00 per cen,t
correct at any time. rt has therefore been necessary to make
amendments to rectify previous typographical errors and
omissions and to streamline and harmonize tariff numbers and
descriptions. This has been so particularly in the area of
raw materiars and certain intermediate inputs. Iye have arso
made amendments to remove tariff anomalies which have been
pointed out to us by manufacturers.

. In addition, in order to implement the changes f prcpose
'in sales tax, r intend to raise duty on very capital intensive
goods which are eurrently i:axed at 10to 20 per cent. Mr. Speaker,
Eon. Members are aware of the many problems that we are
experiencing in the industrial sector due to excessive
escaLation of costs of machinery as a result of over invoicing.
Given the present rate of duty on plant and equipment of
10 per cent, the incentive to over-invoice is great. with the
new rate of 20 per cent, this j-ncentive is considerably reduceci,
and wliere it occurs, it will now be taxed.

In addition to these changes, Mr.Speaker, I also want
to briefly dweI1 on some administrative measures which should
improve the'collection of customs as rvell as eliminate smuggling.

Hon. Mr-'mbers may have observed the considerable increase
in container traffic in the last few years. containers by
their nature are difficurt to inspect, ancl r am afraid. to say,
it has come to our notice that some operators of container
traffic are using this handicalr to smuggle goods meant fcr
neighbouring countries into our domestic market. To close
this loophole, w€ intend to institute more strict regulation
and supervision of the operation of container terminals to
ensure that they do not breach customs regulat'ions. To this
end, r intend to introduce a small "destuffing" charge on all
containers to cover the cost of physicar examination of
containers.

Mr. Speaker, under Sections 160 and 161 of the Customs
and Excise Act, the Conr"nissioner is enpowered to require
security for goods under bond or in transit to cover the
revenue due from customs and Sales Tax. At present, however,
carriers of goods in transit or for warehousing ha';e no
incentive to comply with Customs regulations, B.s they act
according to instructions from owners or agents of the goods.
Since they have no liability, they may readily comply rvith
instructi-ons for 111ega1 de1ir,'er1r. It is therefore proposed
that the Commissioner will require transporters to post
sufficient bond for them to havc self interest in effectingproper delivery in aecordance with Customs regulations.

In order to strengthen the control of smuggling, thepreventive staff of Customs shal1 be strengthened and.
administrative measur€'s to improve efficiency in the Department
will also be undertaken.

f estimate that, considered together, the revenue nteasures
r have announced on customs duty, all of which take effect from
midnight ton:-ght, rvilI provide an additional Kt2b million ro
the Exchequer.
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EXCISF

As Hon. Members are alvare, inflation has not only etffectedprof its made by B.A.T. (I(enya) Ltd., but has also seriously
reduced the prof it margins of ciealers anci traders of cigarlttes
and tobacco. The Gorzernment has also been impressed by the
commendable efforts of the BAT in promotin.g rocal production
of leaf tobacco and reafforestation by prbvicling tiee nurserj.es
and encouraging tree-pLanting in tobacco grorving areas cf thisRepublic. By the same token, w€ rvourd like to iake thisopportunity to thank al1 those industries uhich have unciertakensignificant progranmes in promoting production of raw materials
such as barley, wheat and ci1 seeds. Furthermore, r would
urge the textile industry to take a keener interest in theproduction of cotton to ensure self sufficiency in this importantsector. rn order therefore to conpensate those engaged i;the tobacco industry for eroded trading margins and-to pr.ovide
additional revenue to the Exchequer, r propose to make a srnall
change in the excise tariff on tobacco. The rates of exciseduty on cigarettes and tobacco wilr remain unchangeci butthe leve1s at which these rates become effective *iff be raisedby an average of 19 per cent. This measure lvi11 raise the price
of some popular brands of cigarettes such as Sportsman by Z-A ceutsper packet, Embassy by 50 cents per packet, Nyota by so centsper packet, and the more expensive brands of Rex and state
Express by ihs. 1/- per packet. out of the increased receipts
occasioned by this measure, the company wilr receive 30 per
cent, traders 26 per cent and the barance of 44 per cent willgo to the Exchequer as revenue.

Finally on excise duty, Mr. speaker, r propose to raisethe ratr: of excise duty on spirits from shs. 4s-/- per proof
litre to Shs. 47/5O per proof 1itre.

These nleasures, which take effect from midnight, wilI provi.dethe Exchequer with an additional Kg1 mirlion in revenue.

SALES TAX

r rvould now like to turn to sales 'rax. The Governrnent
has for some time noiv been aware of the clifficulties experiencedby importers of capital equipment who have cften found it higirl5,expensive to pay sales tax on the ecluipment after payj.ng tl:eappropriate import duty. r therefore propose to abolisn salestax on importeci capital equipment vrith efiect from midnight inorder to provide a net reduction in cost to importers andmanufacturers. Since we are a1l agreed thau there is a rimitto the extent to which labour can be substituted for capltal,this gesture shourd not be construed as encouraging capltatintensive industri_es.

Taken together rvith the changes in rates of customs dutyr have just outlined, this change rvilr mean that even afterthe increase in duty on plant and equipment from 10 to zo per
cent, industrialists rvil1 benefit by a net reduction in effectivetaxation of between 8 per cent and 2L per cent. lJore specifically,
{o. those importers of capital goods currently dutiable at
10 per cent, the recluction in tax shall be g p., cent, at
15 per cent the reduction rviIl be tb.zc per cent, dt io percent the reduction will be 1g.b per cent and at 30 per cent

I
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the reduction in taxation will be 2t per cent. These reductions
Mr. Speaker, are in keeping with cur objective of promoting
i-ncreasing industrial investments and hence employment.

IUr. Speaker, it is clear that the elimination of sales tax
ou capital goods will cost the Exchequer a substantial amount
of revenue. I estimate a loss of Kg10 nnillion. In order to
reduce this loss, I propose to increase the rate of sales tax
on a number of products.

l-irstly, the rate of sales tax on beer and stout will be
raised by 10 cents per litre Similarly, the rate of tax on
cider will be raised by 50 cents per Iitre. Hon. Members will
remember that it is now two years since I allowed an increase
to the manufacturers of beer and stout. During this period,
j.nflation has not only seriously affected their profits but also
that of their distributors and retailers. Accordingly therefore,
there will be an additional increase of 45 cents and 65 cents
per bottle of beer anri stout. respectively.

With these changes, the surrent prlce of a bottle of Tusker,
Pilsner or l{hitecap shall go up by 50 cents with pro-rata
increases in the prices of other beers and stouts.

Secondly, the rate of tax on mineral waters, carneras,
television and radio recorders and receivers will be raised from
the present 25 pet cent to 40 per cenr;. Cinematographic films
and gramophone records will now attract tax at specific rates.

Finally on sales tax, illr. Speaker, f have already drawn the
attention of the House to the serious threat posed to our
balance of payments by increasing consumption of petroleum
products. To supplement other measures aimed at reducing oi1
consumpti-on, I today propose to rai.se the rate of tax on petrol
and petroleum products by 20 cents per litre. The retail price
of premium in Nairobi wi1l, therefore, be Shs. 6.35 per litre,
regular Shs. 5.91 per litre and diesel Shs. 4.L3 per litre.
There will., hosJever, be no increase either in the tax or price of
kerosene.

Considered together, I estimate that these measures,
come into ef fect f rom midnight tonight, will provide the
with an additional Kt7 million in revenue.

which
Exeheclu

INCOIUE TAX

I!lr. Speaker, I would now like to turn to income tax. As
we are all arvare, the rate of inflation has risen considerably
during the lasr few years, thus eroding the real income of wage
earners. This reduction in people's incomes is of considerable
concern to a Government concerned with social welfare like
ours. It is therefore timely to make some adjustment in income
tax in order to increase the disposable income of tax-payers.
It is in the light of this that the law rvas amended last year
to provide that r,vif e's employment income shall not be added to
the husband's ineome in assessing the tax payable by the husband.
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This change was also occasioned by the recognition of the
Government of the increasing financial responsibility of women
ln our society. Notwithstanding the vehement demands of
Certai-n women groups, it is regretted, however, that complete
separation of income be;ween husband arrd wife corrld not be
extended to other types of incomes as this would have opened
a major loophole in the tax law. Nevertheless, the present
separation of wives employment incomes represents a very
substanti-al relief to employed persons and especially to the
Iou{ income tax-payers. This measure, IUr. Speaker, will cost
the Excirequer some Kcs milIion.

The Finance 8111 published today contains further amendments
to the fncome Tax Act intended to tackle other areas of tax
relief. I would like to deal with these tax concessions
individually.

Firstly, it has been our practice in the past to review
tax payable by individuals in order to reduce the tax burden
on people with fixed incomes together with those whose incomes
do not increase as fast as the rate of domestic inflation.
The last time that we did this was in L978. In pursuit of
this practice, I am proposing to widen tax brackets hy K9300
while leaving tne rates of tax unchanged. This will have the
effect of ::educing personal tax payable by individuals sueh
that those at the lower income tax brackets will have their
tax reduced by about 25 per cent, while those at the upper
j-ncome tax brackets will have a tax rellef of 15 per cent.

Secondly, I propose to change the threshold, i.e., the
point at which individuals start paying Income Tax. I shall
effect this change by increasing the Personal Reliefs to aIl
categories of individuals by Shs. 120 per year. Thus a married
man will not become liable to income taxation until his income
reaches Shs. 18,000 per year or Shs, 1,500 per month. The
single person will enter the tax net at Shs. 7,20O per annum
or Shs. 600 per month and for that category of tax payers
known as Special Single because they are single persons supporting
a chiId, the threshold is raised to Shs. 8,400 per annum or
Shs. 7OO per month. Although these changes sound small they
have the effect of eliminating a siguificant number of eligible
tax-payers from taxation while giving substantial reli-ef to
those who are 1ef t r-n the tax net.

Third1y, iD view of the rising cost of insurance premiums,
and as a measure to boost savings, f propose to increase the
statutory maximum insurance pronitrn claimable from the present
Shs. 4,800 per annum to Shs, 7,2Oa per annum. For similar
reasorls,and as I harre already mentioned, interest earned on
Housing Bonds shal1 be exempt from tax.

Fourthly, I propose to make some changes in capital gains
tax as it affects individuals and companies. Firstly, I propose
to reduce tax payable by companies by half . OnIy 5i.t per cent
of the net gains rvill from now on be subjected to Corporatton
Tax. At the currenf, corporate tax rate of 45 per cent, only
22L per cent of net gains wil-I therefore be paid as ta:< by
companies. Secondly, taxation of gains accruing to individuais

.l



22

will be subjected to a lower but progressi-ve rate of tax
starting at 10 per cent upto a maxiraum of 3b per cent
since, &s in the case of compauies, the first b0 per cent of
the gains wirl not be taxable, this means that individuals
will not pay more than t7\ per cent of the net galns
realized on sale of property. Thirdly, in view of the
reduced rates at which gains witl be taxed, it would be
unreasonable to withhold too much money fiom the transferor.
r am, therefore, proposing to reduce the rate of rvithholding
tax on gross consideration fron 10 per cent to s per cent,
Finarly, otr eapitar gains, Mr. speaker, and. in order ro boost
our stock Exchange, the withhording tax on investment shares
si11 be reduced from 35 per cent to 15 per cent.

My last amendment Mr. speaker, refers to private vehicles
employed in busj-ness. Paragraph 15 of ttre second. schedule to
rncome Tax Act limits to shs. 30,ooo the amount of eapital
expenditure that is subject to allowable wear and tear
deductions on private motor: vehicles employed in a business.
By private vehicle, I mean to distinguish this type of a
vehicle from the ordinary commercial vehicles used in the
business. commerciar vehicles are of course subject to the
normar wear and tear deductions but the private vehicle is
limited to a cost of shs.30,000 regardless of the amountpaid in the purchase. Ylhen compareci to the current prices of
cars, this limit is obviously too 1ow and r propose to raise
it to sirs. 75,000. \Yhile this amount may rook smalI to some
of us, r am compelled to limit it to this figure in order to
discourage use of big luxury cars at a time when rising
petroleum eosts constitute our biggest constraint to economic
recovery.

Beforeconcluding my remarks on private cars employed in
business, I would like to make one other point. Irihile
recognizing that cars are necessary to run businesses success-
fully and that their costs have rlsen considerabty, it is an
open secret that senior business executives and other senior
employees use these cars for private purposes and. indeed this
has become recognized as one of the most popular business perks.
r am, therefore, requesting the commissioner of rncome Tax to
look into these benefits and see to it that these executives
are taxed fuI1y on this benefit in the interest of equity.

Mr. Speaker, it is well known that nnany prosperous
farmers and businessmen escape tax altogether. In or.der to
make those eligible to pay tax to come into the tax net, we
are instituting tax measures to eliminate tax evasion. i,lle
also intend to open an fncome Tax Office at Eldoret, ir
addition to the existing regionar offi-ces at l{ombasa, Nyeri,
Thika, Nakuru and Kisumu.

At the moment, Tax Reserve certifieates are issued by the
Accounts controrrer Treasury; but it is clear that many tax-
payers do not know of this scheme. In order to bring the
scheme closer to tax-payers, the issuance of Tax Reserve
certificates wilr now be administered by the rncome Tax
Department. I would,urge businessmen to take advantage of
this scheme for, while doing so, they will be earning themselve
tax free interest. =l
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I have today proposed tax measures almed at lightening
the tax burden on individuals. I have also announced
measures intended to provide incentives to investors wrth
the view to imnroving the tax base f cr -tuture taxat ion. Ar1
of us should therefore be ready to face our fiscal
responsibilities if we cherish stability .and socj_ar justice.

IUr. Speaker, the measures I have announced today on income
tax chang€s, the effecti',-e dates of which are spelt out in
the Finance BiII, will cost the Exchequer apprcximately Kg13
mi11ion.

LOCAL I\,IANUFACTURBRS EXPORT COIVIPE}TSATION ACT

Mr. speaker, the proposed changes to the sales Tax Act
arso necessitate changes tc the Local lrlanufacturers Export
compensation Act as outlined in the Finance Bilr. on the
whore, these changes are purely procedural and wirl have nonet revenue effect.

MISCBLLAMOUS TAXBS AND FEES

The Financei Bill arso includes a proposal of a minor
amendment to the Entertainment rax Act to exempt stage prays
from the operation of the tax. This proposal, Mr. speaker, is
designed to encourage 1oca1 drama and culture. This measure
will cost the Exchequer a smal1 price of Ktzl, o0o every year
a very small sum indeed for the promotion of arts and culture.

Other Legal Notices have also bee
with the Finance Bill to effect change
pumps; wholesale and retail licenses
stock trading and eourt brokers. Take
measures will bring an extra KE2O,00O

imultaneously published
n fees for petroleum
liquors and spirits;

ogether, these
the Exchequer.
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CONCLUSION

Taken as a whole, the new taxation measures rntroclueed
today wirl bring a net addition of revenue of Ktzo miIlion.
r shaII, therefore, be left with a residuar deficit of some
Ks96 million to finance from short term borrowing. rt should,
however, b€ noted that of this amount on1.y I(93 nnirlion is
attributable to fiscal year L981/82 operations; the barance
of Kl93 million represents Excess votes and under rssues
carried over from previ-ous years exLending back to fiscalyear 1977 /78. The financing for these c&rr5z-eyers will need
to be regularized in the coming financial year and it is
anticipated that authorization will be received from Parliament
for disposing of most if not a1r of these items during the
coming year. It is our intention to achieve this regularization
of financing for these carry-overs in a rnanner which will not
have adverse monetary consequences nor Iimit the avail.ability
of banking system credit to the private sector.
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Ur. Speaker,' I beg to move-

)

t

In effect Mr. Speaker, oY proposals today are almed
at girzlug new impetus to the investment process by
maiiltaining a better balance between public and the private
sectcr; by creating incentives for savlngs; by.lowering the
cost oi michinery iud facilitatlng rational utilization of
our limited foreign exchange through restrircturing of tariffs;
ty-"n.orrraging housing development, and final1y, but by no

mlans the least, by providlng substantial tax relief to
Waaauchl. I hole ttrat Keuyans will take advantage of these
insentlves to selze the challenge of revltalizLng our economy
by further investments and creatlon of employment,
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