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I. INTRODUCTION

As we now come to the end of the 1995/96 financial year, I am.pleased to confirm that

our natiOn has continued to make substantial advances on its road to development' I have-.no

doubt that this achievement has ueen oiiectly assisted by finn adherence to our established policy

of combining economic stability, liberalisaiion and ro.iul equity with the progressive release of

public sectoi resources for more productive use by the private sector'

The first evidence of this improvement is that we have been successftrl in bringing our

economy back on to the path of higher growth. During the calendar year 1995 ' real GDP growth

is now estimated to have been 4.g per Jent, which corlpares very favourabry with the 3 per cent

achieved in 1gg4, which itself was a pronounced recovery fiorn the stagnation of previous years'

As last year's growth was substantially higher than tlte growth in population' it represents an

increase-in the standard of living of every Kenyan'

Moreover, the econotnic fotrndations fbr further progress.are. substantial' we have

maintained the annual rate of inflation well within single Oigiit, with the rate averaging under

5 per cent for the lggslglfinancial year throrrgh to lasi,,onth' We have reined back the growth

in the money ,rppiy to levels consistent with stable growth' We have restored stability to the

exchange rate, while last December, this House ."p.il.d the Exchange Control Act to realise

the full convertibility of the Shilling. This providei a powerful assurance to potential.investors

that the structural ;djustment alrJady in ptace is irieversible and that our commitment to

liberalisation is Permanent.

We have also made further progress in reducing tlre budget deficit on a commitment basis

from its already low levels through 
-better 

revenue lecovery under the new Kenya Revenue

Authority anO tfrrough even *or" iigorotrs control of public expenditure in every department'

Moreover, despite rising servicing costs, we have continued toredeem substantial portions of

our domestic and foreign debt. I am particularly gratified by the resurnption in donor confidence

as evidenced by their agreement in April at trrl rrrar Boarcl to proceed with the IMF Enhanced

Stnrctural Adjustment Facility and related ftrnding'

Thus, without question Kenya toclay is rnuch better poised for sustainable growth in the

medium term. In my Budget today, I intend to ensure that the ground we have so painfully

regained in recent years is lecured itrrougtr the prudent adaptation of existing policies to the new

,n-rironrn.nt rathei than by the introduction of radical changes'

I am publishing the now farniliar Statistical Annex today to accompany the print*

speech. As is usual, 
-I will start by briefly reviewing the dornestic and foreign economic

developments which have affected ou, p.riottnance list year. I start with world economic

developments.

2. WORLD ECONOMIC DEVELOPMENTS

MrSpeaker,theworld"rono*ycontinuedtobedrivenbyarapidexpansionoftrade
during lgg5, despite the continued volatility of the major currencjes and the decline in

commodity p.i..r. According to the latest estinrates, the expansion of world trade in volume
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terms rernained encouragingly-
cent from the record 9

high, although there was some contraction" ln the growth rate,to8 per per cent recorded for 1994: A notable developnteht'was ,thecontinued weakness of the
of the year which resul
substantial fall in non-oil

ted in
dollar against the German mark an

ty prices
or currency flows. Another

d other
isturbing feature was the

major currencies for mostmaJ
dcommodi which caused balance of payments problems formost developing countries, including Kenya, especially as oil prices shot up

The slight contraction in the trade volurne growth and the more serious deveropments incommodity prices reflected the slow-ing oown- Ji .rono,ric activity in most of the majorindustrial countries' In the usa, flr9 9or growth iai-e srowed frorn aiound 4 per cent in 1994to an estimated 3'3 per cent in 1995.folliii;;' ;;;-.essive buildup of invenrories in theprevious year' while t-he contraction, in fl',. urf ;;:; ,u," *u, of the sirne order and for muchthe same reasons' There *u, u ,r.t', ,ror" proio;r.rd'contraction in the German growth rate,while that of France reduced ratrrei ress rh.,piy. ;iiriluer., rhe sihrarion ,.,ruirs unse*red, it isto be hoped that these contraction, oo no, ino'i.ate trr.-rr.ginning of a new recession so much asthe effect of deliberatt poticy *.air.es to counreract in.ipieniinfili";;ry pressures and thusto move these economies to *ott'rustainable t;;; ,.r"r. However, the srowdown was notuniform' with some industrialisedcountrie, ,u.'h ur laiy actuauy experiencing higher growth,so that the Eurooean union u"tug.-growth rate decrined onry slighfly to;ust under 3 per cent.*'rffi:".'r.'**r ,x 
;;;;';# st,r persis;;, 

-;;;"ver, 
as bot-h consumer and investor

For the developing countries as a group, the rear average growth rate remained fairryconstant at around 4'5 per cent, but as one hai now .o,n. to expect, the growth rate amongmany of the Asian countries was much higher. rrluini*o china, soutrr'xo.ea, Maraysia, andThailand maintained.nurti.ul*[ ilirl ,;th ,rrc;";ile the growth rares were srill aboveaverage in India ' Pakislan' Hong l:* .ro ,r,"-piirippines. By way of conrrasr, the growth
iffii;J,ll,t f* Developed coi'-nt,i., was just o*r'i'i", cent, werr berow their growrh rates

In Africa' there was a slight recovery in growth rast year, but onry to around 3 per cent.The non-oil countries in the t"giin-*-rr" udr.rriyrri..Ld by the decline in the prices of theirexport commodities, while somi countri.r, in.iuor'nf so,ire oir e*porr.rr, *# atso beset by civilwars and political uncertainty' The rood r..u.i,, r**ii"n in'rtre corijnri, is arso causingconcern' as the harvests in most of the sub-saharan cou,rt.ies tave ueen i"au..o by drought orunreliable rainfall, resulting in increased reliance 
"r--i"oa 

imports to stave off famine. Thecontinued slowdown in net t'ia aitui,t*ments was arso a growth depressing factor, together withthe burden of debt repayments which still rernain .*.Jrrir". once again, African economic
ff;Xt[?i1il:i#: orworld traoe trave not outpaced its popuration grJ*tn so that real incomes

sectomt GDp: 
RECENT TRENDS rN THE KENYAN ECONOMY

Agricultural output rose by 4.8 per cent_last year despite a l0 per cent shortfall in themaize harvest fromrhe'Ptwiorsleai;, p*t, artrroulrr iis share of Gpp remained constant at25 per cent' Apart from unfavourable climatic ,..t"rf i,* fail in maize production reflectecr theswitch by some farmers to- other crops lll:;ig-^tll;il fail in prices in the previous season.Hon' Members will recall tr''tr ruti'fear the NCPB accunrurared large stocks above its food
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security reserve requiretnent. However, the NCPB soltl ol'f all its sttrpltts stock by Deceltttrer

mainly to export markets, and it has macle full payrnent uf tlte an'ears (ltle lo lhrttlcrs lbr the

1994t95 season for the first tinre in rnany years without recoursc to tlre Exclteqtrer.

Manufacturing output rose by just under 4 per cerrt last year. 1'his growth is the ltighest

recorcted since l99l and bodes well for the continued resilience of this sector as a whole in the

liberalised economy.

The construction sector grew slowly in 1995, rel'lecting the slowdowtl irt ptrtllic sector

building activity, although there was an encouraging rise irr [ruiltling approvals nrtd tlte output

of the cement industry atso grew rapidly. In tlre power seclor. tlte increase in elcctricity

generated failed to nratch consuntption denrand resulting in witlespreatl rationiltg. llt tlte transport

sector, the secular switch frorn rail to road continued althouglr tlrc freiglrt ctlttt;lttttcttts tlf both

sectors grew strongly reflecting sharp itnprovetttents in protltrctivity.

The financial services sector continued to expand rapidly in 1995 and nttrv acctlttnts for
just under l0 per cent of GDP. The prolits of tlte banking sector have lreen irnprcssive and

reflect to some extent the very high tevel of interest rate dil'l'ererttials which still prevails despite

appeals for greater moderation.

On the other hand, 1995 was a particularly lrad year lirr tottristtt rvitlr the sector's

earnings falling by arouncl I I per cent in shilling lenns rellecting llolh stroltger ctlntpctition and

lfte cumulative effects of aclverse, if unjustifiecl, international criticisttt of tlte doltlestic scctlrity

situation.

Balance of payments
Mr Speaker, after the encouraging perfornrance of tlte grrcvious two years, last year's

outcome was a disappointing one for our extgrnal position, with the contbinetl ca;lital and cttrrent

account in 1995 worsening to a deficit of Kf369 rnilliorr frorn tlte previous year's strrpltrs of
Kf265 million.

While there was a comtnen(lable increase in our exports by as ntuch as l4 per cettt in
valtre terms, there was a sharp deterioration in the terrtts of tratlc ancl itttport valttes rosc by

alnrtrst 35 per cent, so that our deficit on rnerchandise accourtt reached Kt 2.9llillion rlr altttost

tlouble the merchandise deficit in 1994. However, the proportiort of ilttporls tlevotcd to non-

consunler goods, including capital goods and raw rnalerials rerttairterl ltiglt, so I arn ltopeftrl tlrat

this indicates an eventual and correspon(ling rise in exptlrtecl otrtlltrt.

Export volunres of tea rose by allnost 25 per certt and Kertya's sltare tlf the world tea

market increased significantly. However, the forex earrtings frortt lltis cottttttentlable eftilrt did

not grow proportionately as world tea prices fell slrarply l'ronr tlte previtltts year's level,

reflecting both adverse exchange rate fluctuations antl the corttinuatiott of uttlavtltlratrle

consumption trencls. In the cofl'ee sector, tlre volurrte of exports rose lty sttnte I I pcr cent last

year and there was an encortraging rise in forex earnings which u,ould ltave treert even greater

but for the eventual collapse of the lnternational Cofl'ee Agreernertt antl the cottseqttent easing

of stock disposal regimes. Delnand for our horticultural exports lrettl up very u'ell, for both ctrt

flowers and vegetables, as our exporters were able to atlapt quickly to the new qtrality

regulations and favourable changes in dernancl in the Eurollean tttitrkets, btrt again prices tcnded
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to ease. Manufactured exports rose by almost 20 pu cent in value terms but suffered a slight
fall in volume terms, which was particularly sharp in the textile sector.

Mr Speaker, I am pleased to note that Kenya's exports are becoming increasingly
diversified, with the share of non-traditional products reaching 59 per cent in 1995. It is also
gratifying to record that the share of African countries in our export markets has continued to
rise and stood at 49 per cent last year, while our two East Atrican Cooperation partner countries
took 29 per cent.

The current invisible balance fell by over 12 per cent last year to only Kf945 million,
reflecting the depression in the tourism industry, which more than offset the fall in net royalty
and dividend outpaymens.

The adverse balance on the current account was offset to some extent by the restoration
of the capital account to a surplus of Kf637 million as compared to the slight deficit in the
previous year. This reflected both greater repatriation of investible funds held by Kenyans

abroad and other capital inflows, both of which illustrate the return of investor confidence.

Investment & saving
While progress continued to be made in this area during 1995 consequent upon the upturn

in GDP growth and the improved tax allowances for savers, the scale of the improvement was

disappointing and the increase was far too modest to sustain growth at a comfortable rate. As

a proportion of GDP, gross fixed capital formation rose from 19 .2 in 1994 to 21 .6 per cent, but
this was still well below our minimum medium term target of 30 per cent. However, it is
encouraging to note that all of this increase came from private investment which rose by 54 per
cent in real terms as against a fall in public investment of 25 per cent so that the ratio of private
investment to GDP shot up from l0 percent to nearly 16 per cent.

During the same period, the ratio of gross national savings to GDP actually fell to 16.6
per cent in 1995 as compared with the 18.5 per cent recorded the previous year. This drop in
the savings ratio came entirely from the private sector while the Government savings ratio more
than doubled.

Mr Speaker, despite the very great difficulties of altering ingrained consumption and

saving patterns, especially during the personal uncertainties generated by the current structural
adjustment process, there can be no doubt in this House or indeed outside that our future
prosperity depends not only on reversing this shortfall as quickly as possible, but also going far
beyond that to substantially and permanently enlarge the share of private savings and investment
in our economy. In this context, I note with concern that, despite my many pleas for moderation,
the differential between the overdraft rate and the savings rates offered by the commercial banks

remains excessive.

InJlation and money supply
Mr Speaker, fiy consistent policy over the last two budgets has been to contain inflation

at single digit levels. As I have noted already, this urget was achieved during the 1995/96
financial year, with the year-on-year rate averaging below 5 per cent for the year through to last

month. During the same period, the 3-month annualised rate averaged 7.5 per cent.
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Moreover, the strict liquidity controls we liave rnaintained last year have limited the
growth of broad money supply over the financial yeitr as a whole to within our target range of
15 per cent.

Credil & interest rMes
During 1995196 financial year to April, the total clontestic creclit aclvanced by the

commercial banks and NBFI's to the private sector tbr iill purposes rose by l9 per cent and its
share of the total credit provided increased tront 66 pcr cent to 69 per cent, with corresponding
reductions in the share of the public sector. The growrh in private credit was particularly rapid
during the last months ol 1995, prollptir.lg tlte Centrurl l3ank of Kenya to intervene firnily and
successfully in January and subsequent nrontlrs to ward off inflationary pressures.

Despite the containtnent of inflation, overdraft rittes rose sharply during the latter half
of last year reaching the levels last seen at tlte end of 1994. The yield on 90 clay Treasury Bills
crept up to a peak of 26.7 per cel'tt in March, but it has since tallen to around 20 per cent.

Domestic and exterttal debt
Mr Speaker, in the 1995196 financial year, \^ie not only renrained fully current in our

external debt interest payments, but we were able to recleetn sorne Kf 1.1 billion of this debt,
much of which had been borrowed on non-concessionrrry tentls in the 1980's, while refunding
the remainder on more concessionary ten'ns. In consecprence, the ratio of exten'lal debt to GDp
dropped from 86.0 per cenr to 16.l per cent.

We have also been successful in reducing the burden of dontestic debt. During the
1.995196 financial year, redemptions of donrestic clebt anrountecl to Kf4ll nrillion. We have
reduced the outstanding dornestic debt as a percentage of GDP to 2-5.9 per cent front the27.4
per cent reached at the end of 1994195.

4. THE POLICY FITAN,IEWORK
Mr Speaker, it is vital now to ensure that grow'th cun be increased ancl sustained at a rate

which is sufficiently high to provicle greater enrploynrent opportunities tbr our growing
workforce. Already, nearly half a nrillion Kenyarrs are aclclecl to the work tbrce each year and
the present GDP grorvth rate of 4.9 per cent ncccis to bc increased as soon as possitlle to (r per
cent and beyond, and be ruaintainecl at thirt level tbr tn:uty vears to conle. if the current and
unacceDtably high rate of unentployrttent is to be first contairrecl ancl then recluced.

As I have reiterated many tirtres, tlte GoverrrrnenI rernains steadtast in its cornrnitment
to the nraintenance of econonric stability as the fundarnental basis upon which real growth must
depend. However, experience has shown that success in ecor.rornic stabilisation and liberalisation,
while clearly vital to the ntaintenance of selt'-sustaining growth, rs no guarantee that the growth
thus achieved will be sufficiently high to nratch the growth in the labour supply and to enable
us to devote greater resources to poverty alleviation.

The intentions of the Govenlnent in respect ot'orrr twirr ainrs of ernployrnent creation and
poverty reduction through dertrocratic corrsensr.ts werc sct out in Febnrary by HE The President
in the Policy Frantework Paper which cletails our prosrilntntes until tlte encl of 1998. At the same
time, HE The President established att Ecortontic Cunrntission uncler his clwn chairrnanship to
oversee the implementation of these progranlnes. Ivlv preseltt growth-orientecl Budget is set
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explicitly within this framework

As we are all aware, the rate of econorr.ric grorvth ltinges critically on the level of
domestic and foreign investment. Foreign investment is alr,vi-rys r,velcorne arrd we have done much
in recent years to encourage this, but we need also to encoLtrage a rnuch greater rate of
productive private investment frorn our own resources. The process of regaining economic
stability and growth over the last three years has not bccn easy. If the mornenturn achieved is
to be maintained and enhanced, all leaders nrust do everything possible to encourage investors
v,'herever they can be found.

In this context, and in consonance with the entire Governrnent, I condernn strongly and
without reservation the irresponsible tlireats against the economic role of particular races and
communities. Kenya is proud to be a rnultiracial society where the property of all communities
withoutex-ceptionisfullyandequallyguaranteedundertheli.rw. H.E.ThePresidenthasrecently
underlined the Government's cornmitrnent to the rule of law by appointing a Presidential
Commission on Human Rights and providing it with adequare funding.

Therefore, as our econonry becornes rnore cornpetitive, I urge every Kenyan race and
ethnic group to join hands together to contribute to the renewal of investment growth which is
so urgently needed. An upward shift in dontestic investrnent is the clearest indication of
confidence in our country's future, and this in turn, will powerfirlly enhance the attractiveness
of Kenya for foreign investors.

Foreign investment will also be encouraged by our strict adherence to the protocols of
the World Trade Organisation. Legislation will shortly be presented to codify rules on
antidumping measures, subsidies and countervailing duties in confonnity with our \[TO
obligations, while the Kenya Revenue Authority is being prepared to cope with the changes in
the customs valuation systern in good tirne.

The rate of growth also depends on the clegree of internal econornic security.
Unfortunately, Kenya's generosity in accornrnodating the influx of refugees in recent years

arising from civil strife in neighbouring countries has been abused by well armed criminal
elements among them, who regard our stable, peaceful and relatively prosperous country as a
tempting target for violent crime. The Government is tleterrnined to stamp out this criminal
invasion and defend Kenya's retlown as a haven of peacc and security.

Mr Speaker, in rny previous Budget Statenrents, I have stressed the importance of
economic stability and poverty alleviation. I have not changed nry niind on the irnportance of
these factors. However, the economy is now prinied for taster growth and to take maximum
advantage of this situation, I will introduce further lneasLlres today to encourage the tirnely
expansion of dornestic savings and their nrobilisation tbr private productive investment.
Accordingly, my Budget thenre for today is Macroecortomic Stabiltty for Investment and
Growth. I will now outline the policies which will be inrplernented in the various sectors of the
economy in accordance with this therne, both in 1996191 and in subsequent years.

5. FISCAL POLICY
In the coming financial year I intend to rnaintain a tight fiscal policy regirne. This will

encourage growth by ensuring economic stability and by releasing ltlore of our national
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resources to the private sector to provide the wherewithal for their productivO investments. At'-
the same time, however, through the rnaintenance and indeed enhancement of budgetary
controls, and through the increased rationalisation of spending structllres, I propose to set aside
additional funds for the net redemption of our dornestic and foreign debt and for the
improvement of social services and poverty alleviation progranlrnes.

Wrile maintaining financial rigour, Hon. Men:bers will be glad to hear that I do not
intend to increase the proportion of revenue to GDP, but rather to reduce it to encourage private
investment.

Kenya Revenue Authority
Mr Speaker, because of bureaucratic delays and necessary staff changes, the Kenya

Revenue Authority did not become fully operational for sorne months after its establishment in
July last. Nevertheless, considerable progress has been inade and there has been a significant
improvement in tax yields over the past year. The rneasures being put in place include more
effective penalty administration and other controls in respect of retail VAT assessments and the
collection of VAT arrears. Tighter controls have also been introduced on import duty
exemptions, particularly for diplornatic rnissions and agencies, and transit trade controls have
been intensified in collaboration with the Custolns authorities in neighbouring countries. The
instalment payment system for corporate income tax has now been fully phased in and a better
reporting system for tax assessment and collection has been put in place. In addition, the KRA
is now streamlining the flow of statistical infornration on tax compliance and revenue trends
which will generate ever more sophisticated fiscal adnrinistration tools.

Ce ntml Governme nt budgetary co ntrols
Mr Speaker, while every effort is being rnade to irrrprove revenue collection, it is

apparent that we have also to exercise the utnrost vigilance in the monitoring of public
expenditure if we are to rninimise the Budget deficit, and ensure that funds are allocated on the
most cost effective basis and strictly in accordance with national developrnent priorities. In this
effort, we have had considerable success. While nraintaining the provision of essential
Government services, we have continued to inrpose cost saving measures, particularly through
the Civil Service Reform Prograrnme and by the contracting out of public services which can

be provided more efficiently by the private sector. We have also pressed ahead with our
parastatal divestiture programme and with the refbrrn of local government finances.

Furthermore, I anr determined to erlsure that all Central Government expenditure,
whether for recurrent or development purposes, is strictly lirnited to the provisions approved by
this House. The diversion of funds from established priorities, which regrettably has sometimes
happened in the recent past because ofinadequate expenditure control, can no longer be tolerated
if we are to maintain macroeconornic stability and preserve both dornestic and fbreign confidence
in our commitment to fiscal retrenchrnent and refonn. To rnaintain even unforseen expenditures
within.,the overall fiscal targets, I am rabling anrerrclrnents today to Section 4 of the Civil
Contingencies Fund Act to increase the capital lirnit ot'the Funcl frorn Kfl.5 rnillion to Kf,I00
million. There will be no exceptions to this lirnit.

The present system of rnonthly and quarterly ceilings for recurrent and development
expenditure will be enhanced by tighter control of reimsburseurents at District level. On the
other hand, to accelerate the issuance of developrnent funds to Ministries, within the fiscal
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limits' I am now considering the modalities for the transfer of some ordinary revenue ,o theDevelopment Exchequer uJtount. As an .*p..rrlon of nry determination to eliminateunauthorised expenditure, as from next month I intencl to publish the preliminary Budget outturnon a quarterly basis' so that Kenyans can assure thenrservis that our r,r.oi ,u.g"ts are being met.
I now turn to a more detailed review of fiscal policy under the three principal headingsof (a) cost savings, o) expenditure priorities una i.jirr" ,""io.,, or ta* alrninistration. As Hon.Members are able torefeito ttre oltails ir-rh#.opi", or trre printJprtirut.r, I wilr rimit myreview to the areas of particurar concern for growih and fiscar stringency.

rhe crltest 
^scope 

ro. .ji {ii:ri:ii:j#,f,Tdl$itar divestiture and rerorm,local government reform, rcro., tr the;ivii se*ir,.ro Ministry outsourcing.
(a) Pamstuals dtvestiture and refonn

Mr speaker' Hon' Membirs will be glad to learn that r43 public enterprises have nowbeen disposed of or brought to trt" point of sar., u,ro that the divestiture rearised to date hasyielded Kf249 million to-the rttaru.y, and KfI25 to the pubric,r.toitoraing companies. Inaddition' major savings have been realised in recurrent and deveropment expenditures asprivatisation extinguishis debt t"JTiiq ,.g3,rr"r 
"Liigations 

of the Treasury on beharf of theenterprises concerned' A further Kfl0b million ir or.L,ry expected a u..ru" to the Treasuryin the immediate future from privaiisations trr^t .r.'.t an advanced stage of preparation. Thebalance of 64 non-strategic iaratstatals re.rnaining out of the original 207 scheduled forprivatisation will be divest& ouringitre r"rrulni.g firr"o| rqqo and during 1997. we arso inrendto enhance the opportunities for-broad-based KJ;t;; participation in-the parastatals beingprivatised' This wiil be accornptisrreo by divestinj iir.""gr, pubti. flotarion wherever possibre,
:J,H,|,1ilffi,'JT."H,tfi'r*;ncv or the lrivati,ition p,;;;;;-;;d by strengthening

During the last financial year' we have successfully divested more than 76 percent ofthe Government stock jn x"ny."ruiways and its subsicliari"r, urio . p*ira of far-reachingmanagement reform which has turned the carrier i.r". prrntaure or!ani;.li;;. other major saresof public shares planned.durin! irr" rgqo calendai-yIo, trrough pubric flotarions incrude thegovernment holdings in the Naiional. nant oii-*yi-oro the Kenya commercial Bank. TheNyayo Bus corpotutiol will be ptirutir.o or.. tt,. ,i.*t'few rnontrrr, *rril" oivestiture plans areunderway in respect of Governir"ni stock in rhe chemelil and Mumi;; r;gu, companies andKenya Reinsurance corporation. r'uittrerrr-", 
:+ KJnyu rorrist Deveropmenr corporation isalready disposing of its share loldi;;s- in.severar rodges and hoters, incruding African Tours &Hotels and the Serena properties oni uog.s, again though pubric flotation.

Mr speaker' the Governrnent is determined to ensure that those parastatals rvhich arebeing retained in public ownershif L.tuur" of their strategic significance, ire rationarised so asto enhance their productivity ano quarity ;i;;;;r" o.il;"r, while ar rrre same time reducingtheir drain on our fiscal resolu.."r. 
-Mulor 

i,nprovenrori, hur. ueen eireciej aready by way ofrestructbring and rationalising their managements. Severar non-core ,a*ia., or these parastatarsare being contracted out-to ir',. ptiuui. sector, to enhance cost efTectiveness, encourage newprivate investment and better ,^nog.,r"nr. As the list of the initiatives to reform theseparastatals is long and to avoid irnpoiing on the-paii.*. 
"r 

this House r *i1 refer here onry
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briefly to the more significant among thern.

The assessment of parastatal cross debts and tax arrears is now complete and the process

of settlement is well under way. Performance contracts have been developed or are at an

advanced stage of preparation in respect of the Kenya Post & Telecommunications Corporation,
the Kenya Railways Corporation and the Kenya Ports Authority. The Kenya Ports Authority and
the Kenya Railways have contracted out the maintenance of their equipment to private
maintenance contractors. Other operational restructuring activities in progress include the
separation of rail passenger services from freight services in Kenya Railways; the separation and
liberalisation of post and telecommunications services in the Kenya Posts & Telecommunications
Corporation; the private management of container terminals of the Kenya Ports Authority and
the separation of electricity generation, transmission and distribution in the Kenya Power &
Lighting Company and other power sector parastatals. The Kenya Power & Lighting Company
is also in the process of inviting private investment in the new power generating capacity. The
complete commercialisation of the activities of the National Cereals & Produce Board is in
progress. We will be introducing legislation to provide fbr the clearcut separation of regulatory
and commercial functions and to elirninate monopolies in the parastatal sector where it makes
economic sense to do so. To commercialise the six large parastatals, they have been exempted
from the provisions of the State Corporations Act. These exemptions will enhance the autonomy
and accountability of their management through performance contracts.

(b) Contmcting out of public semtces
Mr Speaker, in addition to the contracting out of rnaintenance and other services by the

strategic parastatals, there is considerable room for the outsourcing of non-core services hitherto
provided directly to the public by the Ministries and other central government agencies. As well
as contracting out maintenance operations, all Ministries are now committed to relaxing their
restrictions on private sector provision of services relating to marketing, training, extension
work, research, auditing, inspection, computerisation, publishing, etc.

In the coming year, I intend to use my powers under the Stamp Duty Act to contract out
the selling of revenue stamps so as to irnprove their distribution throughout the country and
thereby minimise the loss of revenue from unpaid starnp duty.

(c) Iacal govetnment reform
Mr Speaker, the Commission of Inquiry on Local Authorities made its Report to H.E.

The President at the end of last year. In making its recornmendations, the Commission devoted
particular emphasis to methods for improving the tinancial viability of local government, an

issue which is of vital importance to the Treasury because of their large debts to the Exchequer
through various agencies, the great bulk of which is deemed to be irrecoverable.

Over the last decade, the Central Government has been shouldering directly an ever
increasing proportion of the financial burden of providing services at the.local level, including
education, health, environment protection and agricultural extension work, while carefully
scrutinising the budgets of the local authorities themselves. This trend has come about precisely
because the financial management of the local authorities was found by painful experience to be
inadequate to the task. In general, this finding was amply confirmed by the Commission.
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It is also clear that the inability of the local autlrorities to r:rise sufllcierrt local rcvenuc

to pay for their residual serviccs while paying ol'f tlreir acculnulalctl tlcllts is nol sirtt;lly a lnatlcr
of the lirnited scope of the local revenue sources. It is rnuch nrore the case tlrat llrcse sources arc

not exploited efficiently. Furtherrnore, unfortunately, sorne councillors and civic officials have

betrayed their trust and exerted pressure to favour their personal arrd political ends.

The present situation is most unsatisfactory, but rnajor irrrprovenrents are already in hand.
The rernedial measures now being taken under the Local Guvernrnent Relbrrtt Progratnme
include activities to increase the efficiency of local authority service delivery nranagenlent, to
improve their revenue assessnlent and expenditure controls, antl to provide g,reater capacity for
revenue recovery, together with a crash training progranrrrre fbr revenue and slrcnding officers.
The l-ocal Governnrent Reforrn Prograrnme provides a sound basis for the ratiorralisation and

harrnonising of central and local governnrent fiscal relations. Furthernrore, the successful Urban
Transport Infrastructure Project is being used as a nrodel both to rlevelop progranrnes for all
key infrastructural sectors, on the one hand, and to increase the capacity of tlre local authorities
for project planning and financial rnanagement generally. The duplication of local and central
Government licensing, which is a significant irritant to investors, is being rerlucetl pcnding
eventual elimination. In the meantirne, to rninirnise the licensing burden on lrusinesses, the local
auhorities should consolidate their own licenses so that only a single paynlent is required.
Moreover, the application of cessage on agricultural crops will bc restructured to rninirnise its
effect on exported produce while yet generating additional revenue.

(d) Civil semice reform
As Hon. Members are aware, we are now completing tlre tlrird year of tlte seven year

programme of Civil Service Refonn, which has resulted in a 20 pcr cent recluction in staffing
nurnbers from the base level of June 1993. I would like to stress, lrowever, that the reductiort
in civil service nunrbers is far fronr being a sinrple across-the-tro:trd exercise, with a rule of
thurnb reduction percentage being applied indiscrinrinately. It is inclced a thorouglt relbrrtt of thc
entire provision of civil service functions throughout Governrnent. lt is based on the tleveloprttent
of staffing norms derived frorn nreticulous task analysis at every level, togetlrer with radical
organisational and financial restructuring. Furtherrnore, the progranlnle takes explicit accourtt
of the potential for nrore efficient service delivery through private sector contracting. Contrary
to misrepresentations in some quarters, the objective is not to recluce the provision of essential
Government services, but actually to irnprove services througlr a nrore rational use of scarce

resources.

Retrenchment expenditure since the start of the programtne on directly related pensiorrs,
terminal grants and retraining costs has now alnounted to solne Kf279 nrillion and this
investment has already yielded annual net savings in salaries ancl allowances of the order of
Kf72 million, which inrplies a present payback period of well unrler 4 years. lrr the corning
financial year, as we complete our programmed reductions in civil service nunrbers, I anticipate
that the net savings will increase further and the payback period to contract correspon(lingly. I
propose to set aside sorne Kf50 ntillion for this purpose cluring the next linancial year.

Mr Speaker, we have taken special care from the start of the progranlnle to safeguard
the availability of key cadres at both junior and senior levels in priority staffing areas. These
priority areas have now been identified throughout tlre civil service arrd a skills retention
programme is being implernented with special enrphasis on training and perfonnance relaterl pay.
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- Intleerl, it is our interrtiorr to instittrte perlirrrnirrrc. lslntr:tl l)ly structures througl'rout tlte putllic
sector over the next t'ew years wlrerever tlris is arlntirtistrutively lcasible. 'lil this etttl, we are

currently introducing a nrore sopltisticatetl cornlluteriserl pavroll ntortitorirtg systenl. u,lticlt sltoultl
be Jxrt into tull operation during the corning l'irrancial yclr.

Tlte restructurirrg of tlte Ministries arrd tlre agertcics lirr u'hiclr they are responsible is

proceerling on scherlule, with tlre ratiorrnlisatiorr lllarts lirr tlrc l'irst six N'linistries clue lirr full
inrplernentation rltrring the 1996/97 t'inancial ye:rr, rvlrilc tlre exercise has be'en initiatetl alreatly
in rnost other IVIinistrics.

B. lluin expcndilure piorities
Mr .S;rcakcr', tlrc Ciovcrrtrnent nlusl rrot only rctlrrcc tltc costs ol'its ollcnrtiotts its rttttclt

as is possitrle, btrt tlso crrsure that thc slructure ot'its expcrrrliture is in full cortt'orrrtity witlr its
dcveloprtterttal priorities. Tlre reccntly concluclctl l'ublic [:xlrcrtrlittrre Itcvicw rvas lrascd on tlte
principle of shitiirrg tirrrrls lteavily lowartls the rnairrtertarrce ol'tlte csscntial (ioverrtrttent functiotts
oI sectrrity, sociirl services. ilrfrastrrrcttrre. agricultrrral tleveloprttent artcl eltvirontttelttirl
protectiorr. 'l'lris lteview tirrrrrs tlte basis of nry proglosuls lirr tlte corttirtg llnnrtciirl ye:rr an<l its
scol)e has treen extenrlecl to cover the rest of tlre cen(ury.

As a restrlt ol' the l(eview, thc sharc ol' tlcvelollnlcnt exl)erttliturc irt tlre totul will be

irrcreased and further nreasures will be tirken to l)reserve the priority alltrc:rtiort lilr the 75 per

cent of this wlriclr is cornnrittetl tilr the core pro.iecls. We are illso tirkirrg steps to ensure that all
ptrblic sector llro.iccts, includirtg those ol'thc parirstalals, pass ntrrclt rttore stringertt tc:sts of
econonric viability tlrarr in the past.

The apportionnrent of Governnrcl)t exl)entlitures anrong tlrese core lirnctions also depertds

on the extent to rvlrich the benetlciariescirrr contribute sorne of their own nloney without untlue
hardship. Tlrc rnost ollviorrs arcas lor strclr cosl slurring irritiativcs ul'cottrst'ilre Ihose rvlticlt are

wirlcly usetl lly tlrc gerreral ptrblic, eslrccillly llrosc relating to thc socill scrvices arttl agricullurc,
rvlriclr in thc reccnt past lrave alsocorrstittrtcrl orrr prirrcilral cxpcrrtlittrrc priorilics. l)cbt servicirtg
exllcrtrlitrrrcs also brrlk largc irt our l'isc:rl progr':ullllc. Unlorltrrtalely. thcrc is ntttch lcss scoltc
Ior cosl slrarirrg irritiatives thr.'re!

o) l'ovefly alleviuliott
Mr Speaker, visible povcrty ulleviatiorr is esserttial [roth irt ils owrt riglrt arrtl to create n

rtaliortal consensus irr support of structural arljuslrnent nreasures. Over tlre last llnarrcial year we
have tbstered a nrore rapirl grorvth in nricro enterprises through the National Jua Kali
I)rograrnnre. Vigorous training progrilnltnes lrave been initiaterl for the benetit of both the urtrarr

antl rural poor, arttl tor increasing the econolrtic status of wornen. Hou,er,'cr, I arn rlisa;rpointetl
witlt tlte degree ol'progress achieverl, especially as tlris is the Uniterl Nations Year lilr tlte
Rcdttctiott of Absolute l)overly, wltose otljcctives we lirlly sul)lx)rt.

In part tlte unsatisfirctory outcornc rellects tlre poor responsc ol tlre clonor conrnrurrity to
our carelul evaluation of priority neerls, rvhiclr nreiurt tlrat nruclr greater strains were put on our
own lirniterl resources tlran we coultl accornrnodate without violating our overall econornic
otrjectives. Nonetltcless, progress lras beerr rnarle,:rnd larrt contlrlerrt that all the prograrnntes
we irritiated last year rvill yield rnore tarrgitlle arrtl positive results this cornirrg year and next.

11



In the conring year, Ianr prol)osirrg to ntirke a spr'cial allocatiort of Kf 160 rnilliort firr
particular poverty targetecl progranuncs as well as irtcretsinil llre gcrteritl prtlvisiorts tbr the social

services. To spreatl the flnancial burrlen as equitallly as possiblc. nry proposuls torlay irrclutlc
botlr direct interverrtions and tlre active encorlragernerrt ol'local irritiatives tltrough tcrcltnical arrtl

other assistAnce, thus nraxinrising the crnllloyrnent cruttirtg irttltact.

ln the rural nrcils, increitscrl lirntlirrg is beirrg ;lxrvitlctl lilr priority itttcrvcttlitlts lo
rehabilitate rrrinor roacls and stock routes; to irtcrease the availatrility of low-cost crogr storiqle
facilities; to inrprove access to unpollutecl water tbr hurrrirrt lnrl livestock use; to expancl tlte
school t'ecding ancl inrnrunisatiorr progrannres; to enhilncc tlistrict iutrl locatiort:tl ltealtlt care alttl

to encourage workshops for artisans. especially in wornert groups. Irt tlte urtratt ilreas, I prttpttse

to fund greater public eftbrts relatilrg to the irtstallatiort ol' rvater treatnlent plants antl water
kiosks. 1-he Cooperative Societies arrrl otlrer irrslittr(iorts rr ill lle er)cotlragc(l to tirtance ltrrv cosl

housing developrnerrts. Financial anrl technical assistance s'ill also be provitletl to alleviate the

educational and other problerns of street childrert, jua kali cntcrl)rises antl wottten grottps.

While these nreasures are oIcritical inrportance, lo bc l'ull1, ef1;.1ive tlrey tttust take;llace
in tlre contcxt of taster ancl sustnirred ccorrornic grou,tlt. 'l'ltus, we ltnve tleett carel'ttl ttl tttaxitttise

ernploynrent and tr:rining opporttrrrities irr orrr ;loverty irlle viutiort l)rogranulles so ils ttl lttitxitttist'
thcir corrtributiort to GDP growth tltrouglt sustaittitblc scll hclp.

(h) Employment creatiott
Mr Speaker, the private sector corrtirrues to leacl irt erttploynlent generation while ptrblic

sector enrployltrent is being contained. While the growth in overall ettrployttterrt is gratitying,
it is apparent that the pace rnust lre slrarllly acceleratecl if it is to tttake a rttaterial clift'erence

witlrin the next t'ew years to our excessively lriglr levels ol'urternPloyrttertt arttl poverly.

Tlre existirrg enrploynlent gcncrating progrilnunes. ovcr :lnrl ittrove lltosc assttciated witlr
tlrc (livil Service ltctbrrn l)rognrrnrrrc, inclutle nrclsrrrcs to irtt;lrove lroth gcugrallhical arltl

occupttional rnobility generally llrrough crtltartced corttrttttnicitliotts arttl entprloyltlent-locttsetl

tcchnical and tnanngelllent trainirrg, tog.c'lhcr rvitlt slleciirl cretlit artd exteltsiott scltetttes oriented
towarcls the developlnent of artisiural \\'onrcn groul)s, .jua knli ol)crators artd ottr yottth.

I aln rnakirrg irrcreased btrrlgetary ;rrovisiorts lor all of these progranulles in the coltting
llnancial year. As the ernploynlcnt gcnerating poterrtial is grealest irt tlre irrtorrttal secttlrs, I

propose to rnake a substantial increase in the furrcling of the public institutions which have been

estntrlished specitically to provide crerlit to srnall scale ancl rrticro enterprises. To tirrther
encourage these enterprises, speciirl el'lirrts will be nra<le in tlre conting year to increase their
ability to contpete tilr Governrnelrt prrocurcruent contracts at lroth District and Central level, by

sirnplitying red tape without sacrilicirrg cltrality stuntlards.

l'he Natiorral Yorrtlr Developnrcrrt l:urrtl is alreatly rrtakirtg ir vrluatlle cortlritrutiott ttl tlte
fun<ling of scheltres to pronlote youtlr ernploynrerrt. I propose to sct asicle Kf l0 rnillitln initially
to supplenrent the Head of Stilte's eflorts towar<ls the establisltrttent of tlris Fund, whose

o$ective is to prornote enrploylnent lirr the youth througlt tlre Selt'Help Ciroulls. This Fund will
be rrrarle operationll througlr tlrc DD('rncclrtnisrn. I wotrltl llso like to reitcriltc here that this
progranrne does rtot lrear tlte tace of arry llolitical party.

L2



(c) Educution
Ivlr Spcakcr, it lras l.lccn rrotetl rn rn.rrrl'tlccrrsiotts..rrrrl rvilh trttth. th:tt ittvesttttcnt in

eclgcation is the ntost inrp()rt:rnt sirtgle l:relur trttderlriiittitti:, gr()',\[lt. lt rs tilr tltis rclstl?t tltltt tltc
CovcrnntenI has alu'avs rnadc gcricrolrs l:rrd.vet;u\ J)r(''\i\rutt ii;t" tltis scctor. [)trrirrgl tltc cotttittg

llnancial year, I ant proJ)osirrg to iiiurc:t:r' tltc orcr:.rll etlrte;tlirttt lltrrlsel tlY l0 J)(r cclit lo KIl.7
billion, of r,r,hich sonre Kll.5 billiorr rrill tre lirr s;rllrries ittitl otitcr rccrlrrent crpctttliturcs.

Our budget priority continucs to be tlrc irrtprorcd proiisiot, of bitsic educ:ttiott itt tlrrler
to eft'cct a signiticant reduction in illitcracy ratcs in thc ncrlr tcnn antl to tttakc lirrtltcr progress

towards our goal of universal prinrary education. 'l'hc sc;.tle ol'tlte el'tbrt r(:qttircd is enorttttltts

and our policy has bec'n to supplernent public funds by crteountgit'tg cost slraril:g initiatives by

parents wherever possible in the hararttbce tradition. H()\\'cvcr, irt rnany rttral rtrcas:tnd in thc

urban slums, thc dependence on ptrblic ftrncls is ltllllost totltl.

In the conring ycar, the nunrbcrs artd subjcct nutge ot'tite te\tbooks bcirrg strpl>licd to

schools fronr public funcls will be increitsecl, rrhilc tirrtltcr ct'lirrts rrill bc tttttcle to tttttdcrate tlte

costs of books and othcr school iterns paid tirr b1'prlrerlts. Ftrndirrg, lirr tlrc scltool nrilk and

feeding prograrnrnes is being incrc:rsed in tlrc ASAL areas, and the schtlol bttrsary progrelllllle

for secondary eclucation is being doublecl.

The polytechnics ancl institutes of technology constitutc uttotltcr arclt whe re cost sharing

initiatives hav'e been successful. About onc third of thc irtstittrtiorts are alrctttll'erltirely sclf
supporting, but nruch rnore neecls to be ckrrte, artcl I attt rtutkirtg it sttbst:intiitl atltlitional prtlvision

today for the rernainder.

During the corning ycirr, as part of the ortgtring l)roeess of cleccrttralisittg l-rrtancial

responsibility, these boclies will have contplcte authority ovcr thcir fees. Horv'evcr, tltc
Government will continuc to rnonitor the situatiorr carcfully itttd itttervenr' rvhetlcvcr there is

evidence of exploitation, especially in tlte poorcr ttreAS.

Expenditure decisions are also being decentnrlist:d in the te rtiilry edttcatiort scctor. Dtrriltg

the corning tinancial year, the University Councils u'ill ltitve cotttl)lete arltollortty in tlte

deterrnination of their tuitiorr, accontnrodatiort utd caterirrg ti'cs. l'o reinfirrctl llnancial

discipline, the Higher Educatiorr Lo:urs Board ltus bcert sivert it(lcquitte [)()\\'crs to step ttp its ltrart

recovery rate and conrrnercial banks are invited to particiltittc rttore lctively itt sttttlcttt tirlarrcing.

(d) Ilealtlt
Mr Speaker, thc Governnrent has becn progressively irtcreasing the btrdgetary prtlvision

in this sector to irnprove both fitcilities antt the proportion ol'critical rttetlical staif in the

population. The corning financial year u'ill lre rto excelttion. Ipropose to ittcrcltst: tire hcalth

budget by 19 per cent to Kf669 rnillion.

The Govenlltlent intertcls to keep tlre grorvtlt ol this expertditure within realistic botrnds

through increase<I t'iscal rltionalisution. To tltat crtd, \\'c ilrc introdtrcing 8rL'ittcr tlnltrtciarl

autonoll'ly at District level and rnore sell tirutrtcirtg througlt ittcrcused ttser chargcs. Nltlrcorcr,
we are reorienting funding priorities torvlrds prevcntive carL'rittltcr tltart ltosllitltl care, and

targeting a nruch higher rate of trc:.ltntent cost recovcry frortt tlte Natiorurl Hc'tlth It'tsttr:rnce

Funcl. Arrangenrents arc now in lriind to irttprove tltc cost ct't'ectircttess ol hospitltls, both by
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increasing the degree of specialisation in the use of tlrcir equiprnent and ltultran resources and

by allowing their Boards nruch greater freedoru to relate charges to costs. In particular, sweeping

restructuring progranlntes are being irttpletttented at tlre KNH and otlter referral hospitals to

allow them to concentrate nlore cost eft'ectively on their ret'crral functions rather than on the

provision of general healtlr services.

We are also conrrnitted to tlre errcouragcnlcnt ol'irttprrlved insurance co\rer provision for
curative care, both through the Nationirl Hospital Irtsur:rrtce Fund and through private insttrers.

Theoperational autonorny of the NHIF is being ittcreasc'd attd atttendlt'tctlts will shortly be tablcd

to the Act to extend its coverage to the self enrployed artd to jua kali workers. To encottrage the

wider utilisation of private insurance schernes, parlicularly for hospitalisation, I ant now

directing the Cornrrrissioner for Insur:ince to ensurc that tlte lrcalth and Itteclical organisations

concerned operate uncler the provisions of tlte Ittsttritltce Act.

(e) Agiculture
tr{r Speaker, I propose to increase tlre furrdirrg lbr all agricrrltural activities in the cortting

financial year by a further 7 per ccrlt to Kt'109 nrillitln.

Our policy errrphasis has concentratccl on irttproving the lot of the snrall tanner through

:rnproving marketing and purch:rsirtg arrangcntents, by providing trpgracled seeds and other

inputs for enhanced prclductivity, and by dcveloping specialised credit facilities. We are also

deternrined to ensure that Kenya's lbtd security is tttaintained by strategic stockholding and by

the prudent regulation of subsidiscd inrports. Tltere can tre little doubt that the ttteasured and

progressive liberalisation of this sector over recent l,cirrs lras contributcd sttbstantially to the

attainrrrent of these ertds.

Over the years, the Covernnlent has sut:sidisetl thc provisiott of seeds and other inputs.

In line with the pursuit of fiscal efticiency, it is our itttentiott to gradrrally phase out these

sullsidisect elentents anct to organise researclt urtd extertsiort u,ork increasin-gly on a cost sharing

basis. The first steps in this clirectiort have lrccn takcrt already suclt that Iexpect to otfset

agricultural support costs in 1996197 by savings l'rortt cost sharirrg nrriulgenlents. Hcln. Menrtrers

should be reassured, hou'ever, that these nreasurcs u'ill take tirlly into account tlre at:ility-to-pay
and that they will not be inrplernented in ASAL attd otlter disadvantaged regions.

A Debt sen'icittg
N{r Speaker, rve hAve bcerr consistcntly prtrclcrtt irt corttairting tlre cxpansion of our dcbt

to levels supportable u'ithin our nlcAlls, rvhile ntcetirrg all our repayllrent obligations on tittte.

At the end of the 1995/96 financial )'car. our totiil public sector debt stood at soll'le

Kf24.8 billion and o[rhis, sonre Kf 18.-5 billiorr or 75 1>er cer]t rcprcscnted foreign debt. To put

things in another pcrspcctive, thc lirrcign clctrt antountccl to rtearll'tirur titttes our ttlerchandise

export earnings in 1995, and 2396 of thosc cxport e:rrnirtgs \\'crc cottttnittcd in advance for
prolnpt settlcn'lent of our external clebt intcrcst :utd rcpirYnleltt cltargcs.

Although tlrese figurcs arc huge. thcr, .rrc ,tot al:rnttitts. Ovcr [i0 pcr ccnt of this dcbt is
on a collccssional [:asis. Thcsc llgurcs:rlso re llccl it rlcltttcrutc 1>olicv ol'trorrosiltg to accelerittc

<lcvcloprrrcnt and tlrus riclcl a srrrplus ovcr rlctlt scrvicittg. irrcltrtlirtg rcl):t)'lllcnts. In this eililrt
u,c have bcCn strcccssitrl. tn tlrc l;rsl t\\() \'c:rrs. $c ltirVc crll:,rntletl tltc ectltt0ltrf uhile at the
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same time reducing our external debt burden from over 9l per cent of GDP in 1993194 to only
76 per cent in the current financial year. Moreover, the rneasures now in force are expected to
reducetheexternal debt-to-GDP ratio to sor.ne 68 percent by 1998 and the export earnings ratio
to below 20 per cent.

Mr Speaker, I have affirrned many tinres that the redenrption of our domestic debt has

the higher priority as we seek to release rnore of the nations resources for private sector use.
Nevertheless, the redemption rate of our domestic debt is constrained by the need to control the
expansion of the money supply to non-inflationary levels. I have already noted our success
during 1995196 in reducing the donrestic debt-to-GDP ratio by fully I .5 per centage points, with
corresponding savings on interest costs. Monetary considerations permitting, I intend to make
further reductions in the domestic debt-to-GDP ratio during the corring financial year.

C. Main areas of tax administrution refonn
Mr Speaker, I have already noted the improved rate of collections under the KRA

reflecting the greater internal efficiency of the tax departnrents, albeit with some delay. This has

permitted the development of more cost efficient collectiorr and refunding methods. The PIN
system is now in operation. This led to the introduction of tlie incorne tax instalrnent payment
and self assessment systems. These rnodernisations have brought Kenya into conforrnity with
best international practice and at the sanre tinre simplitted the assessment difficulties faced by
the taxpayer. The PIN system also facilitates the taster administration of tax refunds, particularly
by the VAT Department where the backiog of the past is now being reduced to rroderate levels.
Additional funding is being eannarked to perrnit further reductions this coming year.

The verification services of the Export Pronrotion Programmes Office have been
contracted out to a trade survey company to enhance tlie collection of residual revenues,
eliminate economic sabotage, and accelerate the cancellation of the security bonds taken out by
exporters and other eligible persons. The volunre of work involved is very great as there are
now some 350 companies regularly using the various EPPO duty/VAT rernission programmes.
They benefitted from remission of duties and taxes to the order of Kf 200 rnillion last year.
Despite some initial delay necessitated by the staff recruitnrent problerns of the contractor, the
verification exercise is now being pursued urgently on a crasli programnre basis.

Hon. Members will be aware ol'the stc;ls takert irt Februarry to reduce the cortgestion at
the Port of Mombasa by the imposition of a penalty of 20 per cent on iniports of cars without
proper preshipment inspection docunrents and a l0 per cent penalty on all other such imports,
in addition to the normal preshipnrent inspection charge of 2 per cent. I can report that these
measures have had a dramatic irnpact on the congestion levels while increasing the collection of
revenue. They have also substantially irnproved the detection of corruption by both officials and
companies and enabled the authorities to take early ancl clecisive action.

To further enhance the eft'ectiveness of the PSI systenr, con.lpr,rterised procedures are now
being implernented to irnprove the speed and accuracy of the reconciliation afier shipment
between the preshipment inspection and Custonrs valuations and the irnport entry (loculnents to
make it even harder to defraud the revenue at the point of entry.
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6. MONETARY POLICY
Money supply and inflation targets

Mr Speaker, the tight fiscal policy which I intend to maintain during the coming financial
year will be complemented by an equally tight moneury policy, focused as before on the control
of inflation. My objective, as before, will be to restrain the annual inflation rate within single
digits, that is to the levels which we have experienced throughout the 1995196 financial year.
In the higher growth economy which I now predict, the rnaintenance of this low inflation rate
will be no mean feat, but in my view it is an achievable one.

To monitor monetary policy more effectively, the CBK will utilise various benchmarks,
particularly its own Net Domestic Asset level. This has already been reduced from its peak of
Kf3.3 billion in December last to some Kf2.5 billion now and further reductions will be made
in the coming financial year. These reductions will reflect the tighter controls now in place
restricting the use by Ministries of the CBK overdraft facility.

Refonn of the financial sector
Mr Speaker, the Central Bank of Kenya is the principal agency charged with maintaining

the soundness of our currency, price stability and the integrity of the financial system. The
importance of this activity to our econornic wellbeing and economic survival has been

demonstrated dramatically in recent years and requires no emphasis in this House. The
Government is determined to provide every facility necessary to enable the CBK to work
effectively.

To reassure investors and the general public that our anti-inflationary policies will
continue with unremitting vigour, I will be tabling amendnrents to the Central Bank Act which
will increase its statutory powers in these areas and render it answerable directly to Parliament.
The amendments clarify the monetary management functions of the CBK more precisely and
loosen its relationship with the Treasury.

I have expressed my concern many tirnes about the failure of the financial sector reforms
to bring down commercial bank interest rates to acceptable levels and to narrow the large gap

between overdraft and savings rates. Nonetheless, the banks have proved resistant to appeals
to make substantial and sustained changes in the desired directions. To encourage cornpetition
in this area and provide saving opportunities for the general public, the CBK is encouraging the
development of new financial instruments. Already, tlie minirnum purchase values of Treasury
Bills have been reduced. Secondary markets for Treasury Bills are being developed and steps

will be taken soon to allow their trading on the Nairobi Stock Exchange. To further widen the
range of short-term instruments available, during the conring financial year, the CBK will
introduce Repurchase Agreement (REPO) facilities fbr Government securities and facilitate their
widespread availability throughout the financial system.

The CBK is also tightening its prudential controls to enforce more adequate resen'es
provision by the commercial banks against non-perforrning loans and to ensure that they
progressively reduce the proportion of these loans in corling nronths to no more than 5 per cent
of their total portfolio. At the same time the rninirnurn capital requirernents for banks will be

raised from the present 7.5 per cent of deposits to 8 per cent in conformity with the Basle

Com mittee recom mendations.
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The Insurance Act now enforc.es higher levels of prudentiar management and brings the
industry fullv into 

'r,' 
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To further strengthen the financial soundness of the insurance industry, the bankfxtril?,:H, [1f ?i ffi:,iT,,?" jXi.ti 
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Kf 200'000 and ti''ev too *ili ;;;.quiiei to il;;;'. nrinimu:n bank guaranree of Kf25,000.on the other hand' 
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I am also tabling an amendment to Section 67c ofthe Insurance Act to give adequate
powers to statutory Managers to dectare u *oroioii,,ir'in .o,rf.;;;;';';;anciat ditficulries and
also to safeguardir'. irt"Trrl"lip"ri.y rrora"rr."ln',r.,i, *d";;,] ^,,ur"'roouy 

authorised rhe
commissioner of tntt'tuntt to-"ip5ir, J s"trt.v ,unur", to take over irnmediatery the KenvaNtio-Lq a-slqrange co'puny *t[n i. *t"iry'"rir.a il1 ts el"ernment. This decision shouid
now remove any unc.rtainty o'ver the status litha-to1i,puny.

The pensions sector is a major component or-^ln. financiar system, and to prevent
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As part of the general reforrn of this sector, I will shortly be tabling amendments to the

NssF and Income tai ettt 1" 
""t'*rt the NSSF inio .'more autonomous-tax-exempt agency.

However' to prevent a recurrenc. oi *,, .ori.u*iit ]nr.rt,nent activities of the past and io
better secure its financiaL ott", i# NssF wi, ue orriiged to invesr ii, 
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' The capital markets sector continues to develop at a.rapid pace following the reformstntroduced over the tast rour ye;'-B;-ri##il'oott, uo.ro*ing and investment it has
materially undeminned the s'cclt, 

"irrrl lu...rir"iiin-irog.urme. prans for the inrroductionof a central Dep'ository roi thJ;ffig and settren',*, oir..urities are we, advanced. Furtherdevelopments' which ut" no* t irg'i.rir*.g 
.igrloJriur" int.oauciior-in-,r.." coming year,

include increased competition i' uio[.rage activiti., urJir.,. use of brokers to trade in Treasury
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Bills. I am also giving consideration to the prornotion of venture capital funds.

7. OTHER POLICIES
I ndust rial and i4fmst ru ctu rul dev elo pm e nt po lic y

Mr Speaker, the structural adjustment prograntrne has already improved the cost

efficiency and export competitiveness throughout the economy, particularly in the manufacturing

industry. The contribution of the manufacturing sector to exports has risen year by year along

with its employment contribution. Nevertheless, industrial productivity remains low and the

share of manufacturing in the economy has remained stagnant tbr some years at under 14 per

cent. It is clear that much more needs to be done if the sector is to be relied on to underpin our

targeted GDP growth rates on a suslainable basis and thus enable us to attain the status of a
Newly Industrialised Economy within a reasonable tinre frarne. The programme for achieving

this is now being elaborated in a Sessional Paper which will be presented in due course.

Mr Speaker, the Government is sometimes accused of neglecting infrastructural
improvement. In fact, nothing could be further frorn the truth, and I would like to take a little
time to demonstrate the seriousness of our commitment here. During the 1996197 financial year,

over Kf 1.1 bitlion is to be spent on new infrastnrctural developrnent in education, health, water

development, agriculture, road building and other public works, which constitutes nearly 60 per

cent of the entire developnrent budget. Moreover, this surn does not include the vast sums to be

spent on the maintenance of existing infrastructural tacilities by the strategic parastatals and other

agencies.

In the coming year, expenditure on routine road maintenance will be increased by some

20 per cent and major improvements will also be undertaken to the main Nairobi/Mombasa
Highway and other trunk roads, while funding will be restored for all the new road projects

which were suspended last year. A strategic plan for the road sector has now been prepared

which will fully finance routine and periodic road maintenance by the turn of the century,
improve funding and priority setting in the irnrnediate term, and involve greater use of the
private sector in both road maintenance and construction.

The locomotive rnaintenance requirement of Kenya Railways is being contracted out to
the private sector to improve locornotive availability. I lrave budgeted Kf 15 million next year

to support this. In addition, the marine services operated by Kenya Railways at Lake Victoria
are to be privatized. To improve the financial viability of the Corporation, the Board and

management of Kenya Railways is now free to detenrtine tariffs, routes and services on a

commercial basis.

Kenya's position as the hub of East Africa in air services for both tourists and freight has

come under increased cornpetitive pressure in recent years fiorn neighbouring countries. A
critical factor here is the quality of the infrastructure at our rnajor airports, particularly as

regards navigation aids, cold storage facilities, and cargo and luggage handling equipment. A
modernisation and rehabilitation of these facilities has just been contpleted at Moi International
Airport in Mombasa. These facilities will also be upgraded at the Jorno Kenyatta International
Airport in the coming year, while the early cornpletion of the new airport at Eldoret will open

up western Kenya to international trade and tourism.
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Following the personal initiative of HE The Presirlerrt, intcrrtatiorral expertise is being

acquired for the irnproved managenlent of the Container 'l'ertnittitl ut Motttbasa l)tlrt.

ln 1996197, the Kenya Posts &'l'elecorurnunications Oorlxrnrtiorr will b(r rcstructurcd into

three separate entities dealing respectively with the postal sector, thc teleconttttunications sector,

and the regulation of public and private operators in these sectors. The proposed rclortns are

expected to attract new private investnrent and technology to these sectors in the illunediate tenll.

Mr Speaker, to improve the cash flow of the Kenya Power & Lighting Corporation in

the coming year while providing greater resources for rnaintenance artd new investnlents, steps

are being taken to adjust electricity tariffs as soon as possible to tlte equivaleltt of 75 pcr cent

of long-run rnarginal cost. The new 75 megawatt diesel ;lowered station at Ki;levu will soon be

brought into full operation. Plans are at an advanced stage to contract att ilttlellendent power
producer to supply an additiorral 50 rnegawatts as a stop-gap nrcasure, wltile lrids have becn

invitecl for the construction of the Ol Karia and Kipevu power stations witlr a corrtbincd capacity
of sonte 140 nregawatts. Plans are also being finalised tbr the establishrrtent of tlrree rttore large,
privately owned and operated generators before the end of the celltury.

Major developments are taking place also in the petroleurn sector. Antong otlter
developments are the proposed facility tbr inrporting LI)G, the prtxluct testing laboratory, and

the early extension of the Monrbasa-Eldoret oil pipeline to Malaba and ort to Karttpala in line
with our regional cooperation.

With the decontrol of oil prices now well established, I anr proposing anrendrnents to the
Petroleunr Developnrent Fund Act. First, as tlte National Oil Corlloration ol'Kenya is now a
nrarketing company, it is no longer appropriate fbr it to collect the Petroleurtt Developntent Levy
fronr its competitors. Effective frorn lst July 1996, this levy will be collected by the KRA.
Second, the objectives of the Petroleurn Developnrent Fund will be changed to reflect the new
market realities. Funds will be restricted to activities that do not cornpete with, but ratlter
support the private sector.

I propose to increase the buclget for water developrrtent next year by 8 per cent to Kf282
rnillion, with rnajor allocations for water irnprovernents in Nairobi, the Coast ancl rttany otlter
areas. Our target is to ensure that at least 75 per cent of our people have easy access to
organised clean water points by the end of next year.

Bxporl prumotion policies
Mr Speaker, a major developnrent in the trade relations arer, which was again initiated

directly by HE The President in conjunction with his Tanzanian and Uganclan colleagues, was

the forrnal resuscitation of East African cooperation in March last through tlre establishnrent of
the Secretariat of the East African Cooperation Council, wlrich is lreatled by a Kenyart. In rtty
last Budget Statement I ret'erred to sorne of the harrnonisation nreasures already in place. I arn

pleased to announce that an agreenlent has been reaclretl on lirll regional convertibility of our
currencies. This will be irnplernented frorn July lst this year, witlr trade and other transactions
among the three countries able to be settled in national currencies. Tlre Central banks of the
three countries will annouce the rnodalities. Other trade cooperatiorr nreasures will inclurle: tlte
exchange of detailed infornration tbr policy coordination, and agreernent on the lrannonisation
of tariff structures and rates in preparation for the early eliminatiorr of intra-regional tariffs,
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together with the standardisation of country of origin criteria; cooperation in the prevention of
transit trade and export fraud; and the preparation of income tax treaties for the prevention of
double tanation.

Kenya has fully implemented the programme of COMESA tariff preferences and further

reductions in these duties will be introduced in the course of next year. We are committ€d to the

maximum cooperation with our COMESA partners and it is a matter of regret that while Kenya

is fully current in its subscription obligations etc., our promPtness in settlement has not been

copied by many COMESA States. Urgent diplomatic efforts are now being made to address this

shortfall.

Mr Speaker, because of the undoubted importance of the tourism sector in our economy,

we have consistently devoted substantial sums to its advancement. The establishment of the

Tourism Promotion Board respresents a major step forward. We can look now to much more

effective focus of our promotional efforts under its professional guidance.

Envhonment poltcy
Mr Speaker, the Government attaches great importance to the harmonisation of rapid

growth and industrialisation with environmental protection, because all Kenyans have a right to
live in a country where rapacious exploiters of natural resources are kept at bay, where

renewable resources are in fact renewed and where the beauty of our scenery and wildlife is
preserved for themselves and for future generations. Moreover, the viability of our tourism
industry which is our largest single earner of foreign exchange is completely dependent on the
prevention of environmental degradation..

As the detail of the environmental programmes are set out elsewhere, I will limit myself

today to confirming that I propose to set aside substantial funds for projects specifically rclated

to environment development. To make the taxpayers contribution stretch as far as possible, I
expect to r@over a higher proportion of these funds than in the past from increased lourist
charges and more effectively targeted cost sharing measures.

E. PROGNOSIS
Geneml outlook

Mr Speaker, the resumption of real per capita growth last year was a welcome

development for us all. It was accompanied by, and indeed facilitated by a very low inflation
rate and a high degree of exchange rate stability, combined with lower direct and indirect, taxes

and the maintenance of monetary discipline. Moreover and not least, it was accompanied by a
further switch of resources from public to private use, and yet another reduction in the Budget

deficit. I expect the economy to perform even better in the current year as the implications of
the present policy mix complete working themselves into the system.

Even now there are signs of a significant recovery in both domestic and foreign

investment, particularly in export-oriented manufacturing industries. Exports should be further

encouraged by the expected recovery of the industrialised economies. They will also be

stimulated by the improved trading iurangements both globally under the World Trade

Organisation and regionally through COMESA and the revived East African Cooperation.

Agricultural production of tea, coffee and horticultural products this crop year is already high

while the cereal and dairy sectors are also recovering with the resurgence of world prices. There
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$e cooo prospects too for a moderation in petroleurn prices. Tourisrn earnings shourd arsolmprove with the higher levels of prornotlon ancr tire nlore favourable exchange rate.
*:ffiXiHi; ?r!?'ilr'i, T,,""ffiI',r,; ;;' ou.'i,,,'on ce or puy,,",t, .an be con n dentry

over the 1996 calendar year, the GDP growth rate is now expected to reach 5.5 per centwhile in the 1996197 financiar i,.ur'ii i, forecist ,o u. .J.n higher at 6 per cenr.

Revenue in 1995/96
Mr speaker' during the 1gg5lg6^financial year-_.the total gross revenue colectionsincreased by some 16 per Jtnt ou"i'lggqtgs to xiz.1 rrituon. This is also some Kfgg m,rionhigher than amount in the Printed-Est,-,r1.,.: inrr rrigrriy. satisfactory outrurn reflecrs both theupturn in economic activity, the wider tax base and The'increased .fri..tr* efficiency of theKenya Revenue Authority' it ul.o ."n..t, . r,igrr"rlra,i expected clividend from the cBK andexcess Appropriations-in-Aid from vario,s Min'istri.r. or this total, income tax amounted toKf2'3 billion' vAT to Kf 1.4 uiition lnd custor* urJ .*.ise cluties to Kf2.zbillion

Recurrent expenditure in 1995/96
Total recurrent expenditure in 1995/96 is now expectecl to come to Kf6.r billion, ofwhich Kf 1'6 billion represents interest payrnents on both domestic and foreign debt. Net issuesshould amount to Kf3'9 billion' oi*'lri; Kfz.4 biiio; represents the alrocations for salariesand the civil service reform prog*nirr..

The Supplementary Appropriations this year involvecJ an increase in recurrent expencritureof Kf260 rnillion' gowever, ,i,ingent economies in. other areas, including considerableexpenditure rescheduling, enabled us to offset this acrditionot .*p.nJ;;,,;';y savings of Kf 193million, thus reducing t[e net increase in recurrent expenditure to Kf67 rnillion.
Payments under consolidated Fund Services are now expected to be significantly higherthan the Kfl'6 billion in the p,inio esti,nates uy"rl.,u" of higher than anticipated inreresr

i#ffirrTm:#r:ll: ,'" the carrv-over or e*cess vores and under issues daring back ro

Developm ent expenditure in lggs/g6
Developrnent expenditure this year is expected rrow to amount to Kfl.7 billion. Therewas an increase of Kr 173 rnillion ,, t*.3-:^r.:1T;;;,;i;;.rditure a,thorisations for agricurturarsupport services' for the national registration exercise, and for the construction of ErdoretAirport' This increase was offset iql," 9-y r"rirgi' through deferrars elsewhere in the

l,:ly:|il:::i: ffiliffi;!;: ; irr32 nr,iion ,o ,fi., trre nIt ,uppr",.ntary appropriations

Deficit anticipated in t99S/96
Mr speaker' as a result of the *9": developrnents, I now anticipate that I will have tofinance a total exoenditure in the lggstgo rinonri"i!.or'or xez.s bilii";.'it is irnplies that thedeficit for the u""t o' a cornmitment basis, uut .^.ri,Jinggrorr, will arnount to some to Kf4r4million' This is substantiallt l.;;; inan anticipilJ ;; rasr year,s printed Esrimates and itrepresents a significant reduction in the deficit tt cop ratio to I qp";;;;; frorn the 2.6 percent prevailing in the previotts year' Inclusive or gro,rtr,'the deflcit 

-on 
a commitrnent basis is
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expected to amount to Kf68 million. The net dornestic financing requirement will allow a 'reduction in domestic debt of KfZg4 rnillion.

Defictt target in 1996/92
Despite this carryover, the Lgg6tgT budget will airn at an even smaller proportionate andabsolute deficit (on a commitment basis.and 

"*Ituain! 
gr.nrr; of Kf3g9 rnillion or l.1per centof GDP' Including grantsr the budget will have . ,nloil st,rplus of Kf42 million. This projectionincludes the settlement of some KIl6g.million orp"roing bills accumulated in previous years.the net domestic finance requirernent is expected io slirink by Kfl2 million.

Revenue in 1996/97
Mr Speaker, totial revenues in the corning financial Jear are targeted to increase by afurther 4per cent to Kf7.6 billion. This reprer"itr ro,n" 28.1 per cent of GDp, a significantreduction from the total revenue ratio of 29-.g per cent of GDp in 1995196.

Income H y]:ldt-"re expected to decline slightly ro Kf2.3 billion, while vAT collectionsshould increase to Kf1.5 billion, and custorns and'exc"ise duties should also increase to Kf2.5billion' These estimates take account of a revenue loss of Kf405 rnillion which is expected toresult from the conversion of the NSSF into a tax exenrpt pension fund, the accelerated paymentof vAT refunds, and the completion of the phased introduction of the instalment payments oftaxes on business income. Privatisation proceeds accruing during tggl6j{4. are expected toamount to some Kf 150 million. These will be used tbr 
-debt 

re"cle*ption to lower interestexpenditures rather than for current expenditures.

External revenue bahnce tn 1996/97
with the strengthening of donor support, I expect a substantial increase in grant incometo Kf430 million of^which programme grants are expected to amount to some Kf 103 million.The disbursement of programme loans should u,rount to a further Kf1,73 million. By way ofcontrast, total external repayments in 1996/97 are budgeted at Kf L I billion. During the year,the Government will not contract any non-concessional debt, and will seek to improve theconcessionality of its roan portfolio thiough rescheduling and retinancing.

Ovemll expenditure plans for 1996/97
Mr Speaker, 

-total 
gross expenditure in the 1996197 financial year will be limited to someKf7 '9 billion ot 29.5 per cent of GDP, proportionately nruch less thin the 3l .5 per cent of GDp

:P:11in the previous year. of this, recurrent and developrnent expenditures will be limited toKf6 billion and Kfl.9 billion respectively,-representinj in reases of under 2 per cent for theformer and fully 10 per cent for the latter. rhi uuoget ivitt reflect the ou.y..tir", set out in therelr.uarr Policy Framework Paper by preserving tnJattocations for operaiions and rnaintenanceand development expenditures, 
-by 

ensuring full iunainj fbr the core projects, and by improvingthe allocations towards the social sectors and poverty aileviation programmes. The developmentexpenditure estimates include specific provisions ror trre funcling needed to fully commercialiseNCPB by the end of 1996.

(a) Recutent expenditure
Mr Speaker, the recurrent expenditure estimates tbr the L9g6lg7 financial year includedomestic interest payments of Kf 90d rnillion and foreign interest payrnents-of Kf5l0 rnillion.
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Wage and salary costs are expected to increase by sorne 7 per cent over last year's le;el

to some Kt 2.5 billion, which is the equivalent of 9.2 per cent of GDP, a some\ilhat smaller

ratio than the 9.5 per cent of last y.u.. thit estimate is trased on the target civil service staffing

of 212,400 by June lgg7, a reduttion of over 20,000 frorn the December 1995 level' It t'akes

into account both normal drift and the refonn of the pay structure to incorporate performance

related elements. Even so, there will be no general wige increase during the 1996197 financial

year, and no further geneial increase in rnedical or housing allowances' except to the extent to

which housing costs a-re switched from governrnent provided to owner occupied housing' on the

other hand, the allocations tbr pensioniat Kf 185 million are estitnated to be 42 per cent higher

in 1996197 as compared with last year. This takes into account the retroactive adjustments

envisaged in my nuOget last year, *i-,i.tl are expectecl to atnount to Kf30 million in the coming

financial year and a lurther Kf30 rnillion ."rryor", in the tollowing year' Hon' Members will

be happy to hear that I will shortly be tablingihe Pensions (lncrease) Arnendrnents Bill, 1996,

to give 
"ff".t 

to these changes.

other recurrent expenditure includes an allowance of Kll5 rnillion for drought relief' It

also includes a substantial increase in operations and nraintenance expenditure, an e-stimated

Kf,16 million for the registration of voters for the forthconting elections, plus some KL75 million

for the funding of the Kenya Revenue Ar.rthority, and another KL15 million for the settlement

of pending bills from the recttrrent budget'

Within the recurrent budget, specitic measures will be taken to improve the quality of

the expenditures. Thus, routine road maintenance expenditure will be increased by some 20 pet.

cent to Kf2l5 million in line with our cornrnitrnent to achieve tirll funding of all road

maintenance requirements by the year 2000, while a further Kf50 million will be sqelt o11P"\

roads and rural access roads. Some Kf 130 million will be earrnarked for the Nairobi and coast

Water Supply projects while another Kf95 million will be budgeted for major water projects in

other areas.

Mr Speaker, there will also be a substantial increase in the allocations for those

programmes which directly affect the poor. Special poverty alleviation allocations over and 
'

above the poverty targeted allocations in tfre regular sgcial spending budgets will amount to

Kf160 miilion in the 1995196 financial year. Experrclitures tor school rnilk and feeding

programmes and for the provision of schooi books ancl equipment in disadvantaged areas will

be increased by 47 per cent to Kn4 rnillion over the 1995196 level, and funding for the

secondary school bursary programlrle will be doubled to Kf20 mitlion' In the health area' the

share of spending of preventive health in the rural areas ancl in the deprived urban areas will be

increased. Moreovei the poverty aleviation budget will include an estimated expenditure of

KnO million for the maintenance of roads and water projects in the rural areas, an allowance

of Kf6 million for site and service improvelnent for iow inconre housing in urban areas and

allocation of Kf 10 million for youth developtnent progrtlmlnes'

(b) Development expenditure :-^ a:r ^-r ^rl nr*ar
Mr Speaker, the estimated expendittrr" of^ -Appropriations 

in Aid and all othet

development issues together will corne to some Kf 1.9 uiition-or 7 per cent of GDP in 1996197

line with our commitment in the Policy Fratnework Paper.

23



The development expenditures in the 1996197 flnancial year will include a provisiorr of
Kf 15 million for the maintenance of the strategic rnaize stock, central government payments of
Kf80 million in respect of guaranteed loans to parastatals, an allocation of Kf t5 million for the
first stage settlement of outstanding payrnents under the Exchange Risk Assumption Fund, an
estimated expenditure of some Kf100 rnillion for the completion of Eldoret airport and the
national identity cards project, and a further Kf 100 nrillion for the contingency fund.

(c) Residual financing
To achieve the revenue and deficit targets a residual gap of sorne Kf 128 million will have

to be financed by additional rneasures in the cotning year, of which sorne Kf85 million will be
met from increased ordinary revenues and Kf43 million frorn additional appropriations in aid.
I will now describe how I propose to achieve this.

Mr speaker, berore, i**,,T$1lJ[:IJ'[:'T':tf-t to make some observarions
about the performance of the revenue system. Prior to 1993194, ordinary revenue collections
were typically below 23% of GDP. However, for three years now, including 1995196, orclinary
revenues have been around 28% of GDP. This high revenue burden has been necessary to bring
the deficit under control. Now that we have been successtirl in stabilising the economy, I am
pleased to inform the Honourable Members, that I anr able to ease the planned revenue burden
for L996197 to about 26To of GDP. This should provi<Je the private sector with more resources
to invest and create jobs. This is consistent with rny Budget theme.

Despite the successes in revenue raising, the modernisation process of the tax system will
continue. To improve the efficiency and fainress, it is still necessary to continue the process of
lowering and rationatising Lax rates and expanding the base. Particular ernphasis will continue
to be put on strengthening the adrninistration in order to bring those who have managed to evade
taxes in the past into the net.

Mr Speaker, the financial resources for the KRA in are being brought closer to their
target level of l.5Vo of the estimated revenue collections. The organisational structure of the
Authority is being put in place. New professional and technical stafT are being hired. I am
expecting, indeed I am demanding on behalf of all Kenyan taxpayers, that the KRA raise the
efficiency and effectiveness of tax collections, and also irnprove the service provided to
taxpayers in order to make compliance with the tax laws simpler and cheaper. At the same
time, while the KRA is responsible for adrministration of the tax laws, the Ministry of Finance
remains responsible for tax policy and, in fact, the overall revenue system. In the context of
the Civil Service Reform Programrne, the strengthening and rationalisation of the Ministry of
Finance is an urgent and important goal that will receive priority attention in the course of next
year in order to support the tax policy and other econouric rnanagement responsibilities of the
Ministry.

Mr Speaker, following convention, I would now ask the rernainder of rny Speech be
regarded as Notice of a Motion to be rnoved before the Committee of Ways and Means.

f. Customs Measures
I will first present proposals that affect Custorns procedures and other technical matters,

and then I will turn to proposals with direct revenue consequences.
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IFirst, the KRA is now working in close co-operation with the Kenya Port Authority to
introduce a new cargo control system at the Port of Mornbasa to facilitate the movement of
cargo, to increase cargo security and to prevent cargo from leaving the port area without the
payrnent of proper duties and taxes. As part of this systenr, shipping agerlts shall be required
to supply all bills of lading in addition to ships' rnanif-ests to Custonis and the Port Authority.
Customs shall be applying the penalties alreacly in the law for failure to supply complete
documentation ahead of cargo being off loaded.

Second, as an extension of this cargo control systern and to encourage rapid clearance
of imports, I am proposing to tighten the control of goods not entered for clearance within 21

days of discharge after arrival at the port. Two public notices will be made of such unentered
goods in place of the current single Cazette notice. The first will be a notice in the press
warning importers to clear their goods within 2l days of this notification. Any goods still
remaining unentered after this warning period will no longer be available to the irnporrer, but
will be Gazetted for auction with the proceecls going to duties, [axes, sale expenses, port
charges and general customs revenues. Provisions are also being made tbr the contracting out
by the KRA of the auctions of such unentered, abancloned and seized goods to professional
private auctioneers to increase the revenue yield. ln adclition, custolrs warehouse rents at the
port will be raised to discourage unnecessary delays in entering and clearing goods.

Third, I propose to introduce new legal provisions explicitly covering the preshiprnent
inspection programme. In so doing, I am also introducing sonre changes to the PSI programme.
Effective on lst July 1996, the two percent f'ee charged fbr processing the hnport Declaration
Form will no longer be collected by conrntercial banks. lnstead the KRA will be responsible
for fee collection when the goods are entered and the t'ee will be charged on the full customs
value at that time. In addition, the irnport declaration torm (lDF) will be sent directly by the
importer to the preshiprnent inspection conrpany to initiate inspection. IDFs will be required and
the fee payable on all types of imports requiring preshiprnent inspection. The PSI cornpanies,
however, will only inspect shiprnents above a rnininiurn value. This rninimum inspection limit
will be raised from an f.o.b. value of $500 to $1,000. These measures will speed up the
processing of import documents and inrprove the collection of the IDF fee. I anr ntaking a

separate press release that will explain these changes in rlore detail. Furthermore, the
Treasury, KRA and PSI cornpanies will w;.;rk jointly over the next year to enhance the
reconciliation of all PSI docunrents with Custorus errtry docunteltis to ensure full compliance with
the programme.

Fourth, Mr Speaker, the bonded warehouse provisions for irnports have beerr abused and
have contributed to speculation on inrports. While the KI{A will continue to irnprove its controls
on warehousing, I propose to expand the restrictions on the types of goods allowed into bonded
warehouses. Goods that are not identifiable by nrarks such as serial or model numbers and
cannot be readily accounted for will not be enterecl into bonded warehouses. Iterns that are
inflammable, corrosive, explosive or perishable are also excluded. In addition to these general
principles, I am also arnending the regulations to explicitly exclude goods such as vehicle and
dry cell batteries, tyres, used motor vehicles, otflce supplies (including stationery), and food
products (including maize, wheat, powclered rnilk. rice and sugar).

Fifth, the effort to tighten controls on duty exenrptions that has been ongoing since 1992
will continue. This year the focus is on official aid funcled projects. To ensure that duty free
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equipment is being used as intended on the aid-funded project, the bonding of equipment will
now be followed up by investigation and verification on site befbre the bond is released. Where
motor vehicles or earth moving equipment are purchased duty free with aid funds, these will no
longer be permitted to be registered in the contractor's nanre. They can only be registered in
the name of the project funded by an aid agency, the Covernrnent or a non-profit organisation
specified in a Gazette order. In addition, autorlotive fuels and lubricants will only be exempted
where a specific provision is made in the legal notice covering the project.

Mr Speaker, early this year I ntade an announcenrent. that donated nrotor vehicles would
no longer receive duty exemptions unless after rigorous exarnination it could be determined that
these vehrcles are truly intended to serve strictly charitable purposes. This policy will be
followed cven more vigorously irt future, and to ensurL' that the vehicles used are for the
intended purposes, the KRA will follow up with investigations.

Sixth, to improve controls ort imported vehicles the Certificate of Clearance issued by
Customs is being redesigned to strengthen controls on the registration of nrotor vehicles that
have cleared Customs.

Seventh, to prevent leakage of goods inrported fbr the Navy, Arnry and Air Force
Institutes (NAAFI) and the Armed Forces Canteen Orgarrisation (AFCO), all such goods shall
be required to bear the mark of NAAFI or AFCO to identify the intporting organisation.
Henceforth, only AFCO shall be allowed to clear goocls inrported for AFCO use.

Eighth, to irnprove controls over transit trattlc, licensed custonls agents clearing goods
in transit will be required to have an additiorral licence.

Ninth, in international trade certain containers are used repetitively and hence are allowed
to move duty free. I propose to allow specially desigrrecl corrtainers supplied by foreign buyers
such as those used for flower exports to enter duty free. I anr also proposing to allow containers
designed for transporting semen for artificial insemination to be inlported free of duty subject
to the approval of the Director of Veterinary Services.

Tenth, to widen the range of agencies, in addition to the Farnily Planning Association,
Lhat are approved to import contraceptives duty free, I propose to also include the Ministry of
H.ealth and any other agency approved by the Treasury.

Eleventh, I am proposing to allow spor.rses of returning diplornats to ir:rport a motor
vehicle duty free under the same conditions as tlre diplontatic officer.

Twelf
to allow tran
the Commi
revenues.

:o provide greater competition in cargo lranclling services, I arn now proposing
,neds to be located outside of the traditional air-side and port areas provided that

oner is satisfied that suft'icient security arrangentents are in place to protect

T .eenth, where the Minister has the powers to restore seized goods to their former
owners, )ropose that these 6'rn oqly be exercisecl tbllowing receipt of a written application
made thr .rgh the Commissioner.
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Fourteenth, I intend to clarify the tirne periocls of ownership of lnotor vehicles of
returning residents where the vehicle was purchased under hire purchase terms.

Fifteenth, where application is made for motor vehicles specially designed for the

disabled to be imported duty free, the case will tirst be reviewed by the Commissioner to

determine the validity of the application before Ministerial approval is granted for an exemption.

Sixteenth, I propose to remove the limit on the duty free value of cars over 2,500 ccs

imported by returning residents in light of the lower rates and liberalised market conditions.

Seventeenth, to assist in the promotion of road sat'ety, I am proposing to allow the duty
exempt importation of speed recording and ignition key recognition devices.

Finally, in recognition of the removal of foreign exchange controls, I propose to amend

the provision requiring goods exported by manufacturers required to show that payment in

foreign exchange was received.

Mr Speaker, I now turn to my customs proposals that have direct revenue consequences.

First, the rationalisation of irnport duties will be continued to improve the effectiveness

of customs collections and to make domestic businesses more competitive. I am proposing to

lower the top rate of 40% to 35%. ln addition, the l\Vo band will be lowered and merged with
the 5Vo band. Items in the l0% band are mainly capital goods items and primary raw materials.

A few items in the t0% band thatare not capital goods or prirnary raw materials will be shifted

to the 15Vo band. These cost-saving measures should give a significant boost to local industry.

Second, Mr Speaker, in line with the broad rationalisation changes just announced, I am

proposing that the import tariffs on certain capital equipnrent items still remaining in the25Vo

band be reduced to l5Vo. These include items such as hand tools and wheel barrows widely
used in the rural and informal sectors. The tariff on a nurtiber of primary raw materials used

mainly in theplastics and the spinning and weaving sectors will be reduced frorn 15Vo to5Vo.

In addition, where goods in the 25Vo band are generally exported or do not require import
protection, I propose to lower their rates to llVo.

Third, I propose to increase the protection offered to sorne specific sectors to provide

transitional assistance to improve their efficiency to face international competition in the future.

Import duties on some lines of paper and paperboard will be raised, while the import duties will
be lowered on the lead mix used in making motor vehicle batteries, and on plastic bottles for
the cosmetic sector.

Fourth, Mr Speaker, Kenya is a sports loving nation. I propose to lower the tariffs on

sporting equipment to l5Vo where the rates are currently in higher tariff bands.

Fifth, to improve customs compliance on used clothing imports, I am proposing to drop

the alternative specific duty rates. Only the ad valorem customs and VAT rates will apply.

Sixth, to allow local manufacturers to cotnpete with imports, I am proposing to allow
local makers of shading netting or reinforced plastic sheeting for agricultural or horticultural use
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to apply under EPPO for duty free irnportation of their raw lnaterials. To further facilitate
EPPO operations, I ant reducing the rttinirnurn anlount of raw nraterial irnports per application
under the Essential Goods Production provisions fronr one rlillion to two liundred thousand
shillings.

Seventh, I arn proposing to set the tariff rates on rnajor agricultural cornrnodities at the
following ad volorem rates. The irnport duty rate on rnaize and wheat will be l5%; on
powdered milk,25%;and on sugar andrice,35o/o. ln addition, alternative specific dtrties will
be retained, but at lower effective rates, to protect against undervaluation. As already
announced, these comnrodities will no longer be allowed into bonded warehouses in order to
Iimit speculative hoarding.

Eighth, with the lower intport duty rates now applicable and significantly lower prices
of jet fuel prevailing since the decontrol of oil product prices, Ir{r Speaker, I am proposing that
the value of custorns duty for air freight again include one-half of the freight charge as was the
case prior to 1991.

Finally, Mr Speaker, kerosene has been free of duty for the last few years. While the
duty'-free status of kerosene has been beneficial to the poor, it has also resulted in a diversion
of kerosene into industrial uses; into lnixing with diesel or petrol as an autornotive fuel; and into
smuggling into neighbouring countries. Honourable Mernbers will be interested to note that
Tanzania charges a total of about l6Vo in duty and taxes, while Uganda charges a duty of ll5%
on kerosene. The expansion of alternative uses of kerosene have resulted in a enormous increase
in kerosene sales at the expense of alternative dutiable petroleum products with a huge loss of
revenue and increased pollution of our atmosphere. I arn therefore proposing to charge an
import duty of Ksh 3.00 per litre (which is an effective duty rate of about l8%\ on kerosene.

Mr Speaker, the import duty rate changes that I have just announced will b.rome
effective from mid-night to-night. These custon'rs measures, on a net basis, will reduce revenues
to the Exchequer by Kf 1.8 million in 1995/96.

II. Value Added Tor and Excise Measures
Mr Speaker, since the introduction of the Value Added Tax in 1990, the VAT has

undergone a systenratic expansion of its base and rationalisation of its rate structure. I am
proposing to take a few further steps in the developn'lent of the VAT. First, to continue the
rationalisation of the VAT and move towards a rnore unifonrr rate structure, I propose to lower
the top rate from 25% to the standard rate of L5Vo, and at the sarrre time to raise the lower rate
from 6% to 8Vo. This will markedly simplify VAT adrninistration. Traders will have fewer tax
rates and refund claims will be reduced.

Second, I am proposing only minor expansions to the VAT base. Taxable services will
now include actuarial services and material testing services, but excluding testing for medical,
dental and agricultural purposes. To harnronise the taxation of goods at the retail level, certain
additional types of juices will become designated goods so that they are also taxed at the retail
level like other beverages.
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Third, I am proposing to raise the VAT rate on hard fats frorn the lower rate to the
standard rate of 15V0. At the same time, the VAT rate on vegetable oils will remain at the
lower rate in order to encourage the consurnption and production of vegetable oils.

Fourth, I propose to charge the lower rate of VAT on oil cake. This will allow the input
taxes arising in producing oil cake to be deducted which should help lower the costs of animal
feeds made from oil cake.

Fifth, to ease VAT administration problerns, I am proposing to exempt from VAT a

number of basic commodities including wheat, wheat flour and bread, rnaize and maize flour,
rice and milk.

Sixth, to help combat malaria, I propose to zero rate lnosquito chips and coils

Seventh, Mr Speaker, fiom time to tirne groups of prof'essionals in the travel and tour
business visit Kenya to learn about the tourist attractions of our country so that they can promote
tourism to Kenya. To encourage this valuable tourisrn pronrotion, I am proposing to zero tate
the hotel and restaurant services provided to such visiting groups where their tours have been

organised with local associations and approved by the Director of Tourisrn.

Eighth, to speed up tax collections, I propose to bring fbrward the rnonthly VAT payment
date from the 27th to 20th day of the nronth tbllowing tax collection by a registered business.
Similarly, excise duties will be payable on the 20th instead of the 21st day of the month
following collection.

Ninth, when a business that is registered for VAT is sold but continues its oper4tions,
the VAT Act allows its stocks to be transferred without incurring VAT. I arn proposing to
extend this provision to the transf'er of other assets of the business to simplify the sale of
ongoing registered businesses.

Finally, Mr Speaker, a rnajor concern for many businesses, particularly exporters and
makers of zero-rpted goods such as pharmaceuticals has been the back log of VAT refunds that
has built up over the past year. This back log arose following a temporary suspension of VAT
refund payments to deal with some fraudulent dealings uncovered in the refund system. The
KRA is now working to strengthen the VAT veritlcation and audit capacity for both refund and
regular VAT traders. I have made provision of Kf600 nrillion in the VAT revenue estimates
to reduce the back log in VAT refund payments during tlscal 1996/97. I, therefore, want to
assure the export and other businesses affected that they should invest and conduct business in
the confidence that these refund paynrents will be rnet over the corning year. At the same time,
I would warn any intended evader of VAT that the chances of being caught and penalised are
rising by the day as the KRA strengthens its audit and enfbrcernent capacity.

Mr Speaker, the changes in the rates of VAT that I liave just announced wili take effect
from midnight to-night. The measures that I lrave introduced into the VAT and excise duties
will raise an additional Kf5l.2 million in revenues.
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Income tax measures
Mr Speaker, fairness and efficiency are two hallrttarks of a good income tax. An

important way of achieving this is minimising the nurnber of low income earners directly

involved in the income tax. My tlrst new measure, therefilre, is to increase and simplify the tax

reliefs offered to individuals. I propose to replace the tarrtily, single, and insurance reliefs with

one personal relief of Ksh 7,200 that will be available to all individual taxpayers. Men and

women will now receive equal reliefs for equal incottte - the income tax is finally becoming

gender sensitive! Individuals with rnonthly incornes up to Ksh 6,000 will be free of income tax.

ihis will remove about 140,000 low income workers fiom tax paying status next year' It will
also significantly simplify the Pay-As-You-Earn systenl as it will no longer be necessary for

employers to certify the marital stattls of their workers.

Second, to protect against inflation-induced bracket creep, I propose to expand the tax

brackets by 5Vo from Kf3,9@ to Kf4,104. In addition, a new 30Vo bracket will be inserted to

reduce the number of middle-incorne earners falling into the top rnarginal tax rate bracket.

Third, I am proposing to lower the final withholcling tax rate on qualifying dividends paid

to residents from 7-.5% to in in order to reduce the clouble taxation on income derived from

equity investments.

Fourth, interest income has not been eft'ectively taxed, especially that earned by

individuals. To rectify this and simplify the administratiorr, I arn proposing to raise withholding

fax on interest income from LOTo to L5Vo. At the sattte time, however, interest earned by

individuals will become qualifying interest such that the l-5 % tax will be a final tax where

interest is earned from a nnanciat institution. The tax rate on housing bonds will remain at L0%

to encourage investment in these instrulnents.

In addition, it has come to rny attention that large sutns of money are being held in bearer

certificates of deposit by high income earners. To ensure that they pay their fair share of tax,

the withhotding iax rate on these bearer instrunrents will be set at 20%. Again this wili be a

final tax where individuals earn interest on these instrutnents froln financial institutions.

Fifth, to encourage the developrnent of the equiprttent leasing lnarket, I proposc to lower

the withholding tax on equipment supplied by non-residents fron 30Vo to l5%. The withholding

rate on immovable property such as land and buildings, ltowever, will remain at 30Vo.

Sixth, to throw the tax net wider, I am proposing to introduce a withholding tax of 5%

on royalty payments to residents. This withholding tax can be offset against the tax assessed on

the annual return of the recipient of the royalty.

Seventh, with the increasing value of ernployer-provided nlotor vehicles now required to

be recognised as employee benefits, I arn proposing to raise the lirnits on the capital expenditures

on passenger cars quatifying for wear-and-tear allowances trorn Ksh 100,000 to Ksh 500,000

in 1997, and then further to Ksh 1,000,000 in 1998.

Eighth, to speed up tax collections and to hanrtonise with the payment dates for VAT and

excise duiy announced earlier, I propose to move tbrward the payment date for quarterly

instalment payments from the end of the rnonth to the 20th day for instalment payments in the
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(rth, gtlr iurd l2th rrrorrtlrs ol'thc currcrrt yeitr. 'l'hc paynrcrrt irt tltc 4tlt ntorttlt rvill rctttitirt itt tltc
cntl of thc rnonth to coincide with tlre final self-assessnrenl tilx l)ilyntertt lirr tlte year. Itt

arltlition, to sirnplily tlre llaynrerrt ol'irrstalnrent tilx u'lriclr is rtorv u'cll irrstittttiuttalisctl, lattt
;lrolxrsilrg tlrtt irrstalrncnl lux rctunrs rvill no lottgcr bc t'ctlttirctl. l'ly-irr slips rvill llc ttsctl lttttl
irrslalrncrrt tax l)itynletrts will [lc rccortcilcrl ut tltc litnc ol'sultntissiott ol'tltc crttl-ol-ycltr scll:
asscssnlent rctunl.

Ninth, the principle of taxing ernployee berrel'its :lt thc higher of the cost to tlte etrtployer
of provitling the benet'it or the prescribetl v:rlue is alre:uly estatrlislred irt the Ittcottte'l'ax Act.
I arn prolxlsing an arnendnrent to clarily that tlris llrirtcilllc altlllies to all types of treneflts.

'lenth, last year I introclucerl the ability to set-ol't'the irrrport cluty;;aicl ott a;lproved
callital equiprnent irnports tbr large scale investnrcrlt proiccts aguirtst the sutrseqtteltt tax paid

frorn tlre irrconre tax earned l'ront tlre project. Iartt prollosing trvo antcttdtttettts. "l'he llrst
clarit'ies the carry-tbrwarcl provisit'rrrs tirr irrrport tluties irt exccss of tlte incctttte tax paitl itt tt
year, arrd the secorrcl allows tlre ot't:set against tlte irtcorrte tux gcncrilletl f'ront rclate<l or sitttilar
invcstnrents wlrere the irnportctl capititl erpripntcnt is irtvcstetl in utt exllitttsitttl or re;llitcetttcttt
pro.iect.

F.lcventh. litst ye:rr I irrtrotltrcctl :rrr arlvancctl l:tx to bc glltitl lry owttcrs ol'pitssetlger-
carrying I'ublic Service Velricles. l arn rrow prollosing to exparttl this to cover gtltltls-citrryiltg
Ircavy cornrnercial velricles.

'l'wcll'th, ovcr rccent ycars ne\\,s1lccil'ic l'irres antl ;lertaltics ltuvc lrcctt itttrtrlttcctl to c()vcr
thc ncw prrtrceclures suclr irs sell'lrsscssrnertt arttl irtslitlrnertt l)ityntellts, lltrt lltc gcncritl t'irre litr
ot'l'ences trrrder tlre Incorne J'itx Act lrus reru:rirtetl urtclr:rngctl. lartt, tlterelirre. proltosittg ttt

increasc tlre nraxirrrunr llne tronr Kslt 4,000, it lcvcl uttclrtngctl since 1974, to Kslt 100,(-)(X).

l:irrally, lvlr Spcaker, I llrn llroposirrg a rttrrrttrcr ol'rrtclsurcs al'll'ctirrg tlte lrcttsiort'icclor.
As llrontisetl last yerr, Ianl prol)osing to nrise lhe rletltrctilllc conlrilltttiort lirttils lirr registeretl

pension arrd proviclerrt fundsarrrl rcgistcrcrl irrtlivirluirl rctircrttettt ftttttls frtlrtt Kslt 60,000 peryear
to Ksh 90,000 per year. In atltlitiorr, to rcrnove tlre tlorr[rlc taxation of tutregisteretl pettsions,

I arn pru;tosing arnencllnents to rnake rrnrcgistercrl lrrtsiort l)itynlcnts free of tax wlterc tltey are

paid by non-exelllpt conrpanies antl u'here rro clerluctiorts ucrc titkert firr tlte corttritrtttitln attcl tlte

incorrte earned by the fund has beert strb.iect to tax.

lanr also proposing arneltrln'rcrrts to tlre pcnsiort lrenel'its rules. First. Iattt relitxirtg tlte

contribution lirnits to clefinerl benel'it llension lllans in cuses u'ltcre art acluitry tletertttirtes tltat

iriglrer contributiolls are recltrircrl lirr rc:rsorts utlter tltan errriclttncttt of the protttisetl berrel'its or
arltlitional past service liabilities. Sccontl, wltere a tlel'inetl corttribuliort l'urttl ltas it reset've tittttl,
tlris turrcl rvill not tre counted as trnllloculcrl surplus as lortg us tlte rcserve furttl is less tltatt lett

l)crccltt ol'the ntarket value ol'the lirntl. ln iuldition, rvhcn it rttcttttrer ol'the l'ulttl rcccives
relirt'nrr.trl lrencl-rts, the nrenrtlcr nlust llc awitrtlctl t sltlrc ol'tlte rcscrvc l'trrttl irt ;lrttllorliotl ttl
Iris or her current share of tlre accururrlaterl furrrls allocatcrl to all tlte rtterutrcrs. As I attnottttcetl
carlier, I intend to bring to Parliarnerrt a I'cnsiort Scltertte l{egttlatiott Act wlrich will go t'trrllter
in prescribing and protecting the pertsion rights o[ Kettl'ltns.
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Finally, as already announced the National Social Security Fund will undergo reform.
In light of this reform, I am proposing to change the tax treatment of NSSF effective from the
l.st January 1997. First, both employer and ernployee contributions will become tax deductible
under the limis for defined contribution registered pension funds. Second, lump sum benefits
will qualify for an exemption on the first Ksh 360,000 of the payment bring them in line with
other registered pensions, and any pensions that the NSSF rnay pay in the future would also
qualify under the annual Ksh 150,000 limit for registered pensions. Third, the income earned

by NSSF will be tax free as long as the NSSF complies with rules relating to the publication of
its audited accounts and the full allocation of income to the accounts of its members.

Mr Speaker, the measures that I have just announced will raise an additional Kfl5.l
million in revenues.

Aher measures
Mr Speaker, road maintenance is a clear priority of the Government. To bring the state

of the road system back to a satisfactory level demanded by Kenyans requires increasing
amounts to be dlocated to road maintenance. Expenditures have risen each year: in 1994195

Kf102 million was spent, this year Kf l8l million is expected to be spent, and next year Kf2l5
million is budgeted. These higher expenditures unfortunately require corresponding increases

in the road maintenance levy. To raise 74 Vo of lhe total revenues required for road maintenance
expenditures, or Kf 159 million, through the road maintenance levy requires that I raise the levy
by Ksh 0.7 per litre. Therefore, the levy on petrol will be Ksh 2.7 per litre, and on automotive
diesel, Ksh 2.2 per litre.

Mr Speaker, the various fees for the registration and licensing of motor vehicles, for
drivers' licenccs, and thosc relating to the sale and transfer of motor vehicles have remained
unchanged for a number of years. I propose therefore to increase the fees under the Traffic Act
and the Transport Licensing Act, and to bring amendments to raise ta:res under the Second-Hand
Motor Vehicles Purchase Tax Act.

Finally, to ensure that our nation gets better returns from the employment of expatriates,
I am proposing to increase the fees charged for entry permits under the Immigration Act as well
as fees charged for issuing identity cards under the Aliens Registration Act.

Mr Speaker, these miscellaneous measures will raise an additional Kf63.5 million in
revenues.

IO. CONCLUSION
Mr Speaker, in reviewing the mersures I have outlined, Hon. Members will be aware

that thesc rcflect a consistent pattern of policy dating back to the mid eighties. I am gratified
with the positive reaction of the donors to my presentation of our policies to the Consultative
Group in March this year. I now renew my call to the donors to further support our
development efforts.

While we recognise that the last few years have been difficult ones for investors, thesc

are now behind us. Accordingly, I call on dl Kenyan enterprises to shake off the past and

exploit the new opportunities to the full and I warmly extend this call to foreign investors to join
with us in wealth creation.
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In this context, I ciill on thc llrurnciirl ilrstitutiorrs ()l'lrll tr'1.rcs ttr urtttcrpirt ittve.sttttcttt ltttd

savings by developing innovative and custt-rrrtisctl llrt:.trte ilrl 1;:re krrges. cslleci:rlly' lilr cxportcrs ;,tttd

the expanding jrra kali sector. I also call ort orrr I}rst ,\l'r'iclrrt l)lrtncrs to join rvltolcltc;trtccll_r'

with us in the developmcnt of our regiorr thror.rglt tlte lurntrortislttiott oi policies ort rnulc.

investnrent and the rnovernent of pcoplcs,

The Budget I arn presenting to this House is a sutlcr uncl rculistic lltsis rtlr rnaintairting

econonric stability ancJ encouraging the investnrcnt rv'lticlt rrll of us dcsire tnd so I at:r cortlitlent

that it will cornmand all party supporl. Thc corning lirt:utuiul yexr, thc econotttic seedlings we

have so carefully nurtured will grorv into fruit bearing trccs - l rvltole torest of thent! TItus I call
on all Hon. Members to ntake their personal contribution.s to this husbandry so that the nation

can reap an abundant harvest.

Mr Speaker, I beg to ntove.
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