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ThursdaY, 12th June, 1986

'l-he Houso trst at 'Ihree o'clock'

lMr- SPt'uker in rhe Chuirl

I'RAYERS

ARIIIVAL OI: IIIS EXCEI'I ENCY 1'I{E'
PRESIDENT

\Mr. Speuker nnnoutrt:el the arrivu! ol Ilis E'tcellenr"y' 
it,e iresirlutr rlrc Ilott' Duniel T'oroirich arop Moi'

M,P.)

(tlotr. lvlembers t.osc in rheir pkues -while His Ercel'

iii-i' ,tr" ir:rtidettt tottk his scat in thc Chair ol State\

PAPER LAID

The following Paper was laid on the Table-

1986/87-Vote on Account'

{By the Minister lor Finance \Prot' Saitotil')

COMMIT EE oF WAYS AND MEANS

MOTION

Ts,rr Mn SpB,rxen Do Now Le'rve THB Currtn

Thc Minister for f"itutrce (Prof' Saitoti): Mr' Speakcr

Mr, Spoaker Sir,

I bog to movo that Mr' Speaker do now leave the

Chair.

I. IrrrnoPucrtox

Ttro Modern Budgot occupies a distinguished placc

io tt" Cor".o.ent's Agenda for importa-nt activitics' It

ir an occasion that aftords the Minister for .ts-tnance 
an

toortunitv to inform thc flousc about the- Govern-*",:r 
*"iai"g Jr"nt for the coming year.' The annual

;;;;;;,il6 
-tn" 

Govornment's spending priorities

* *"U " h" fl*n"ing plans for such expendrtures as

;yf;p;;;; ,uv ea"tiamont' The presentation of

.# B;dc; is, thereiore, rightly regarded ar. the princi'

JJ .."'".-i. ".t of 
' 
Givernnrenrt-it sign'ifies the

;";;i;-;it.ction that the Government- in-tends to

i"ff"", i., 'the short run. But as }lonourable Memberc

ill*pr"irv 
"ware, 'the cconomic well-being of the

o*ioo o** far more to the vi'tality and political forc-

igti "iit"l*o"tthip 
and the stahitity of its^institutions

Olo t" any single act of the Government' 'howcver'

;;;"t. i *o"to, thererore, like to take this.opportu'

il;l;tt;"k fli's Excellencv the Presidont for his untir-

i-d ;tr"t; in nor onlv cnsuring that trc attcnds this

&t1.",-o"t alrc bocaut oi thc importancc he

ii*t.'a oconomic issucs of this nation' By hir pcr'

,-"iJr".pte, and throughthc philorophy 9f Nyayo'

hc has taught us how to facc and cvcroomc thc ecoDo-

ri" .i.f"itunes of a world charaoterizcd by political

rnd economic instability. The current economtc recov€ry

i.i"g 
"ip"ti"nced 

todai in trhe count'ry is-a remartkable

;ifi; tl the foresighi and courage of His--Excellencv

thc President. I am sure I speak for all Honourable

M.nd in stating that all of us should rcsolvc collec'

tivoly aod hdividually to support hir cfiorts'

Lytrrtr SQtr ',u

t,utlgcl Specch lA

Mr. Speaker, after 23 vean sinrc the attainmcnt of

,nJ"p.ni*,*. ilre main concern now rerts on economic

ui*itt,. 
-it 

is can only bo achicvod through cound

ilun"g.nl"nt 'titat stabitizes the ec(tnomy over tbe short

a,,n uid prrl;ttotos vi5()rotls tlr()wth over the long-tcrnl'

ii'it-o..out. of our Selief in this basic ec"'nomic philo-

ioptry tfr"t over the last three years' Kenya has undsr'

taten stabilization measures aimed at ensuriog steady

and less inflationary growth. ln pursuant of this policry'

i.ifi"*unt recently debated and endorsed Sessional

i,;;; N". t of itls6, which provided blueprint for
."""*"a growth. This Budget is a first step in implc-

nrenting that blueprint, and therefore, tak-es the same

theme is the Sessional Paper-"Frooomic Management

for Renewed Crowth"'

Mr, Speaker, I shall first review cventr in the intor'

national econonly that bear dircct'ion otl our ability to
achieve renewed growth and then describo Africa'l
q:onomic si'tuation' Following that, I will review

f*V";. econ'omy in 1985 and its prospeots for 1986

unJ'fr.yon,t. This will set the stage for ;r discrusion

oi nc pofi"y framework, within which this Budget will
.t.i"t L attain both short-term stabilization and

renewed long-term growth. FinaUy, I will present bud'
getary outtuins and announcc specific tax measurel for
1986 I 87 .

IL TIru Wott.o EcoNouY

Mr. 'Speaker, the forrtunes of cvery couotry are decply

affected by conditions in tbc world economy' Tho

state of intcrnationat markets profoundly ioflueoces our
ability to stabilize Kenya's economy and. to rcncw

o"onnm'i" groMh. It is for that reason, that it is impor-
tant,to r"uie* rcccnt tr€nds in thc international cconomy'

In 1985, cconomic grrrvrth in the industrial countricr
remained at satisfactory levcls. On average' the Grw
Domestic Produot of our m:rior industrial trading part-

ii"., udr"n""d by about 2.5 per cent in 1985' a fall
irom l98a wheo these ooitntries Srew at closc lo 4

p.i .,"nt. However, the tnore modest growth of 1985

wirg also acoompanied by a fall in the rate of inflation'
*t,i"t, i. runnini at about 3 per cent a year' With ioflE-

tion largely t:ndir control in the industrial world' there

is somc- hopc that incomo growth can be rnaintained

nr increase.i a bit 'in 19E5, with a resulting 'boost il
demand for the €rport! of dcveloping countries'

ffowever, the slow-down in G'D'P' growth during

1985 caused a more-than{roporuooate fall in thc
growth of world trarte. The volume of world cxpofl!

"LO 
i-poott expanded by 3 per cent in 1985' But 'tho

value of thir tradc fclt by t per cent, bocausc tho

dollar pricco of commoditicc fctl by 2'5 pcr ccnt' Both

agriculiural and mincral export! dcclined in valuc' so

tfr'at devetoping countries' cxport revenue also dccllncd'

For 1986, ihetominant news in world trade will con'
tinue to be the recent decline in petroleum prices' Prices

o,f cnude ,oil have fa{len from tr}re pre-Decomber level of
abotrt S2ti a barret to the current North Sea prioc

of about $15. The losseg are, of coune, conccntrated

in " te* exporting countries. It is estimatcd thrt thc

industrial 
"orntoi.t 

alone could gain by $60 billioo in

lr
ri
l.

I
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In summary. ths rr,orlrl ec()lt()nlic climatc has inrp-
rovetl for clcvcloping corttttries likc Kcnla' parl icrrlarll'
becattse of lower f.il prices an I rerlrtcc.l rvoi-!d irttlalion.
Flo'u,ever. the chnllenges of rvorld nrice instahil'ity and

of debt service will continue to re<;ttire crre'fttl economic
nranagement as 1ve scek to renew eco'nomic growth
in I(enva an<l <rther developint cotttrtries.

IIL Ar,nrc,rN Fcoxorttlts

Mr. Speaker, the economies of .Su,b-Saharan Africa,
hit so hard in the 1;rst ser et'nl t'eltrs hl fallirrg terms
of 1;1a1a an(l then h1' 5g1'g1" <lrlttgltt. arr' xlso ertinvillg
n spell of fiood ccontrmic nervs R:rins ha"'e heen plenti-
frrl throtrqhnut r\fri.:a <lttrinq the nxst vetr and agricltl'
ture is recovering. 'I'he F.A.O. estimales 111'1 16 lA86
ncricultrrral outpnt rvill exc€€rl prc tlrorrtht lelels. In
a recent sttrdv of Strh-Srrlrlrrn coltntries, ths Worid
Bank estimates that the le:ms oI trnde will recover
in 1986 to rorrghlv the lcvel of the lete se"'enties lhrrrrrh
still 20 pcr ce,n,t,helorv the;lcvel of 'l,hc elrrly seven'ties.

ffrnvever, the effecth of 'prst instability, of ttnfavour-
alrle world markcls. and of the drorrght slill linger on.
In 1985. C.D.P. for (itt!'r.STltrran African r(,ltnlries
scarcely gre$, at all rntl fter cnntrx in:ome is no higher
than the level achieved in tqr!O. Recrusc domestic snvinF
has fallen to onlv 'r per cent of G.l).P. an<l invest-
ment to onlv 1.1 per cc:rt, lt rr'lll hr.'rtillicult lo r€it€1v
economic prowth for lhe rer,i,'r'r ir.i I r,ihnle. though
intlividu:rl countrics are well placerl tn do so

Deht has grown tr) he a seri,,tts pr,rhlem for ,{frica
ar well. It norv takes ?'i ner cent of exnort earnintrs
irtst to service Afri,::r'" existinr: dchl. comnarer'l to onlv
I8 ner cent in lc)80. I lnless z\f:.ir::r can hrerk nut of
this vicious circle of .ln,:line an,f irrrlehtedttess. the re-
mnrkahle gains rvf lhe last.lO i'r'rr< in henllh. erlrtcalinn
and other social scrvic,rs will he n'rt in ie:rpardv.

To renew grorvth in Africr u,ill rerittire a nttntl.er
of favotrrahle conditions. Pirst, rve must prav thnt the
r:rins continrte to he e,rod ,n lho reqinrr rnrt that
nolhinq Iike the rccent <lrorrghts rcpe;rt themselves soon.
Secnn<1. rve nee<l n !r,nq ertenir'rn nf the favottrahl,:
internati6n;rl econ,'rr1ic clim:rte th:lt r.,'e firys 66f1, ittst
hequn to eniov. Thir<f. Africrn qnvernmenls need to
take hnld stens to strhilize an(l reslnrctrrre lheir econo.
mies. as. inrlee<|. n nrrnrher hlve:rlrel<lv rlrrnr..

Finallv, we neerl !'rcr rcr infrrsi,rrrs of foreiqn :tssist,
ance on mrrch more flexihln trrms. The \torlrl Brnk
estimates that. over the no\t five \:o;lrs. at lerst $-1.5
hillion of lrlrlilion:rl airl n ve:r. (leht relief io re,lrrirerl.
all on soft terms. f he inlernrtionrl dnnor commnnit!
recosnizes this need and is tn ins tn respond in a

nrtmher of wlrvs. in,-lrtding n nrnnospd srrhstrnfial re-
nlanishment of fhe lntrrnn'innrl f)5,r-.1,rp61,.n1 A<qncin-
tinn. The recent eitr:ror,linrrrr q.ssi.rn of the Ilnited
Nations Generat .1 s<enlhlv on A fricr's recoverv dis-
cttssed these and cther nlelslrrrs lo;s4g5r economir-
frroqress in Afric:r. Iirtl. rlesnite this qon.l-rvill. Africnn
corrntries will hnve ln rrlv nrinra:ilv on their own rc.
sottrces and snttrd ecnnomic mxnxcement tr aehiele
even mo<lerate grolvth targets in the foreseeahle firture.

[The lltinister for Finnncel
iedttced import costs. Non-oil del'elopina countries like

Kenya wi;ll also benefit, although the benefits are ttnlike-

ly to be Pelrnanent.

Mr. Speaker, over the past lifteen rerrs' the rvorld

economy has beco'me a less stable environment in which

to manage an economy like Kenya's' Exchange rates

have beir freed from their fixcd rate m()orings and

now fluctuate quite wictely over sholt intervals' The

ILS. dollar. for exampte, rost' by 34 per cent against

the S.D.R. from the end of 1979 t'r the end of l98J'
nfter rvhich it fell by lti per cent in the last l7 mtrnths'

Indtrstrial rrorld hils e\Ferience(l hictr rates ol infla-

tion during the !ate seventies and earlv eichties' Thr
rates of inflation have alsc vnried rvitlelv' \\'hole"nle
prices. which never rose by mtlre than I per cent a

ve.1r from l9-r5 to t963. shot up hy 7.5 per cent a

vear on average from t'J58 tr'r l()8'1. Intertrit rites
hnve responded with large slvings in response to changes

in inflation rates. They fixvg niso been at historit'allv
high levels in real terms. that is. net r'f the rate of
iniation. The Lonclon tntcrhank OlTe:'Rate for examnle'

reached a pealt( of 16 per cent on one-ye:rr Euro'dollrr
lonns in 1981. but has fallen to less than 8 Per cent

todal'.

Commodity pnices have ahval's flttctrtatecl rvidelv :rn<l

continue to do so. with the added htrrden that trte'p

Frices have heen tttrning steadily ngainst the nor"-oil

developing countries nntil verl' recentll'. Fven the drop

in 'oil-priies. which can be so beneficirl in promcting

more rapid growth for all oil imp,rrters. presents netv

challenges to countries like Kenva. Now thnt ma'ket
forces have taken over. petrotettm prices mav well he'

come unstable. As many develirpine cotrntries-imnor-
ters as wetl as exporters-depend 1,s1vily crn pelrol^tlm
taxation, this nerv price fleribility rvill translate into
adrlitional instahilitv in qovernme'rt revenltes. making
it more diffic"trlt to stabilize our economies.

The world economy is plnerred hv several se,ere
imha'lnnces in the brrdeets and foreicn rtavments nf lr

ferv industrial cortntries. As these governments stnrlgl'
to restore balance. the smlller economies nf the rc"'rl'l
cln onty watch and hcgre that internationnl co-ofter -

tion will prevail to make these a<litrstments (moollrltr.
withotrt too much fall-otrt for other cottntries. The
realignment of exchange rates now tak'ing place mnv
also dampen protectionist presst:res against the exports
of developing corrntrics.

The foreign deht of developing cortntries continrred
to grorv last ]'ear. approachine SN00 hillion Fnr snme

countries. default is a tlistinct possibilitv. But despite the
eonstant threat of ercessive deht nnd the continrrinq
drain of deht sen,ice. recent (levelcnments in lhe rv'rrld
economy Sive some hr,pe to borrowing cottntries. Roth
debtors and creditors recoqnize lhat mrior defattlts
n'ill harm el'en,one. anrl attemfrts are heins marle to
eRse repavment hrrrdens. ,{t the same time. the stthstan'

tinl decline in interest rates in recent m()nth\ rives
hrpe tha't refinancing can he accomplished on terms
that debtnrs c?n afford.
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lThe Minister for lilmnccl
IV. Trui Doue,srlc Ecoxot"tY

Mr. Speaker, having tlescribed the"international econo-

mic cliniate, I now tttrtt trt tltc dotnestic ecotromy' its

;;;";;; in 1985 antl its prospects for 1986 and

beyond.

(a) Et'ononic Per I or rrttt trce

As the lftrn. Membcrs will have seen from their

copies of the Ecouotrtic Survey, 1965 was a yeal of

*,,,l.iot. recovery from the severc dr()ught of 1984r

*itt ,utrtunOing results in employment creation' The

c'jonomy established a good base from which to launch

urr ,trive for renewetl ecurttomic growth' 'fhe quantity

of maize production was 7l per cent higher in the

iysila6 
"."p 

yoar, and othcr foo<t cnrps-whea{' beans

"nJ' 
p.rtuto.s-also rr:bt:unded strongly from the

.lr,rugitt. llut the tlunnlity of marketed coffee declincd

irv it p", cent due io the icllyeil impact o[.the drought'

Iir the, case of tea, the qrrrntity mrrke ted increased by

, ;; cent but worlJ price'' fel! clramatically by 35

per'cen,t. Trhe result was th3t agricultural value added

cxpanded by 3.5 per scnt drtring l9S5'

Agriculture's recovury made it possible.for gross

do#estic product to rise by 4'l per cent in 1985' which

is close to the trend of the past decaJe' Manufar'luring

value added grew by -1.5 per cent' while -construction
eipanrled Uy lust ottr ot)c per cent, the first 'increase
in'four yeais.- l't is gratifying (o see that finanoial and

uit.i t"iri."s continuecl to grow briskly, at 5'2 per'

."nt io 1985, whilo public utilities--electricil)' ald
*u,.t-"*ptnded by 4.b p"r cent. and domestic trade

enjoyeil a strong surge of Il per cerlt over the prevlous

ycar.

Government services continued to grow faste:' than

G.D.P. However, under t'ur blueprint for renewerl

".onorni" 
growth, in the nqxt few years the private

seitor will lhave to accelerate its expansion to surpass

the continued growth to Covernment services'

(i1 Inc<tme and EmPlttYnrcnt

The expansion of C.D.P. in lf i5 permitted a slight

improv"m.nt in average income, which grew by itrst 0'2

p.i ..nt per capita. But when we take into account

ihe efects of failing terms o[ trade--due substantially

in-O..tinlng tea pri-es-average income ltll by 4 5 per

ccnt. This lust oftse't a sinrilar rise in G'D'P' per capita

iri fq8a, adjusteO for tlre terms of trade' 1986 should

,." ttit in.ti.utot rising once again, due'to- falling oil

.nO .iuing coffee prices. Mr. Speaker, this dra'maticallY

iltustra,tCthe e{Iect on Kenya of the instab'ility in the

workl economy of which I spoke earlier'

One of the bright spols in Kenya's economy last

year was the creation of new jobs: wage employment
cxpanded by 4.9 per cent' 'I'his lmprovement was shared

Ui 
"ff 

puts of t-he country. Indecd, the ru.ral areas of
the country enjoycd above'avcragc expansion of wage

crnployment.

Averaged over the past two years in order to ellmi-
natc the;ffects of the 1984 drought, wage employment

grew by 3.6 per cent a year. Government is.responsible

ioi ,u.t of ttit growth: employment by Central

irou*n..*t, lncluding teacherg, expanded- by 7'2 per

*i u v.". from l98i to 1985' Some of this was due

i."it" i.quir"-.nt of the 8-1-4 system for additional

il"t".t. in ttre private sector. employment grew by

ot fV I p.t cent a year. To a:hieve the long'term $rt)wth
and 

"mployment 
targets of Sesrionlrl Paper No' l ' wc

ne.,l to' intrease the rate at which the private sector

;;;* jobs, so that employment expansion in Govern-

ment oo longer dominates the picture'

Tho urban'informal seutor continued to dcmtlnstrate

itt-^Lifitv io cr"ute iobs. Although statistics on the in-

i;r;;i i."to. "r" 
in-herentlv unclrtain, urban informal

joU, upp"". to have expanded by about.g-per cent last

V"".. On average since 1982, the urban informal sector

iras created additional jobs at the rate of over 7 per cent

a year. Continued rapid job creation in.'the informal

sector is a crucial element in Government's strategy for
renewed growth.

(ii) Saving und lnvestment

On saving and investmont front, tKenyans saved only

13 per cen-t of gross domestic produc't and invested

l9 per cent last year' Both levils were substaotially

below the performance of 1984 whcn, despite thc

drrrught, Kenyans saved 17 per cent and invested 23

p". 1""t of G.D.P. 1985 performance 
^ 

was also

well below the average folthe past five yearu'

Part of the decline was due to much lower investment

in 
-inr.ntory, 

a factor that should reverse itself in
a buoyant i.ononry during 1986' ln- rell- terms' gros-s

fixecl iapital formation grew by only 2'5 pe.r cent rn

1985 and all the grotnth was due to public sector

invcstment.

I anticipate a surge in both saving and investment

by the private sector in 1986, as the economy recovors

irrtr,"t and we begin to feel the effects of rising coffee

prices and falling oil Prices'

(iii) Money and Prices

Controlling the money supply to restrain inflation is

a central component of econlmi; management for re'

i.*"J- g..*ttr. tn tsAS, Govcrnment permjtted thc

;;;;; ti*i, to srow bv onlv 6'l per cent' Since 1982''

ih; ;"";t trpptv tut incieasel by only 9 por cent

;-;.;;;;;r..ug"' tn order to encourage private scctor

;.;;il, 
'a;";tr,"ment 

has reduced its budgetarv dcficit

i"a, iii"t"t.te, its claim on tlomesttc credit' In 1985'

the public sector as a whole borrowoC 3l per cent of

iotuf Jor".ttic crcdit, and since the entl uf 1982 has bor-

iowed only 2O per cent of the availrble new credit'

Covernment's cau'tious monetary policy did help to

restrain inflation <turing 1985' The average consumer

;;l;'i;d; ,ose- bv 10 per cent from December 1984

i" nu"rtnU". 1985, comparable to the rate for the pre'

;i";;r y;;; Taking a'll irices, ar reflectod- in the price

Oenaior for gross d'omestic produot, inflation during

1985 averaged 8.5 per cent, an improvement over pre-

vious years.
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(bl Outlook lor the Furure

Mr. Spcaker, a! Hon. Members are aware' good ncvs
is hard to oontain. Therefore, and as the public already
knours, the ortlmk for the economy is particularly
promiring in 1986 and 1987. Coffee prices. which aver-
aged Sh. 44 Wr kilo last 1'ear, have been holding at
70 or a,bove since January. It is estimnted that the
offects of a devastating drought in Brazil are likely
to keep prices above average levels well 1116 t987.
Moreo'rcr, the suspension of export quotas trnder the
Internatistal Coffee Agrecment will enable Kenya to
cxport larger quantities ttan orery before. Conseqrrently,
w! €f,peot novenues from coflee exnorts to rise by almost
90 per cent in 1986.

At the samo time, decl'ining world prices for crude
oil will redrce our expanditures on l-'etr()leum imports.
Even allowing frrr a rebound in the oil price, we cxpecl
to tpend at least 25 pa cert less cxr petroleum imports
in 1986 than last year. This, plus an an{icipated strong
improvemeril in our long-term capital acc(runt ahould
permit Kenya to meet its external debt obligations with'
out recoursa to additiona't external borrowing, and still
raise hef, international r€serves by almost 20 per crcnt

thir ycar.

We have been blessed with ample Long Rains again
in 1985, the second good year in a rorv. This should
enablo farmers to produco good crops once trlore,
ex,tending agriculture's recover!, from the drought and
stimulating the rcst of tho econcrmy.

Manufacturing ourtpnrt chould also grow falter this
vear, stimulated by irrcreated consumer demand, the
need to replenish inrrcntoriel, and export opportunitier
both within the P.T.A. and overseas. The strong balance
of paynonts porition will permit us to import sulllcient
inputs to support grwth in mantrfacturing and other
rGcton.

Thee favourable developmenu should ennble Govern-
mcnt to earn sumcient revenue to reduce dts budget
ddclt substantially in 1986/87, to below 4 per cent
of grm domestic product. The dectine in both oil

Dudgcl Specch lOE

plices and the budget deficit, along with continued
restraint in monetary policv, will help to counteracl

tlre ,inflationary impact of hrgher coflee pricres. Indeed'

rve al'ready have excellent neus to report on inflatirm:
during the first four months of 1986' the consumer
prico index rose at an ennual rate of only 2.6 per

cent--one of the lowest rates experieocod in roccnt
year3.

Mr. Speakor, we have :rot enioyed such o favourablo
comb,ination of economic evonts since 'the mid't970s'
But we must recognize precisrly the nature of thrs good

fortune: it is temporary and not permanent. CoIIoc
prices will probably fall somotime next year. Oil prices

could well rise within this Year.

What we are experiencing currently, and probably
in 1987, are windfall resourses that havc aflorded ur
a chance to work on our long-term structural problerm'
t.f tro can manage these resources well' and if wc are
lucky with good weather and r strong world economy'
1vo can avoid the cycle of a boom with inflaticm, fol'
lowed by stabitizati,cm and recession'

Mr. Speaker, having narrated our reccnt economic
performance and our econcmic pr{tspects for 1986/87'
in the context of this year's lludget Theme, I now
movc to the policy frarnework underlying the Budget.

V. Polrcv FR,rvewonx

Mr. Spcakcr, the theme of rny 1984/85 Budget
rvas "More efficient use of domestic resources." In
1985i86 the therne was "Mobilization of domertic re-

sources for renewod grrxrth." Both btrdgetr intnoduccd
poli:ies that made suhstantial progre!3 towards thtec
goals. But, as we have seen tlle dominant econ<rmic

reatities of thoee yeam, werc, fi13!, gavere drorght: tbeo a
sltisfactory recovery, and, today temp(.,rary windfallr.
The crucial task today is to hrrn theso windfalh into
tho beginnin'gs of sustainable. renewed oc(moln'c
growth. Mr. Speaker, the themes and thc tasks of the
previous two Budgets remain valid, and arc incor-
porated into the theme of lhe 1986 i87 Budgpt.
"Economic rnana'gement for renewed grrnvtt".

(a\ Long-tcrm Policies

Mr. Speaker, this is the first Btrdgot after tllc
approval of Sessional Paper No. I of 1986 by thir
Ilotrse. The basic thnrst of the Sessional Paper is that
economic grorvth must once again become the fulcrum
for all our cconomic policier. Only hv reaewed growth.
at rater approaching 5 per ccrtt I year by the t99or,
c&n wc generate the rtsourcet we need to foed, clothc.
house and educate our peoplc. Only rapid growth can
provide time for Kenya'* familie.s to decide on fe*Pr
children, and only rapid growth can provide iobo for
those chi;ldrea.

More rapid growth is essential to create tufficicnt
employment for anolher 7 millirrn q'orkers by the end
of the century. However, adequate job creation is abo
the only way to ensurc that mcqt of the populatioa
benefits from raPid growth.

[The Mlnlster for Flnonce]
(iv) Trade and Payment

Mr. Speaker, Kenya'r balance of trade worsened in
1985, a^s the total cost of imports rtxe by 9.5 per cent

while export revenues improvcd 'by onlv .3.2 per cent'

Allowinj for prico increases, the qrrantity of imports
actually fell by 7.5 per cent, indicating that the re'
oovery was oot yot fully un'Jer way |n lr)85. If produc'

tio,n aod incomes arc to grow substantially in the future'
rome real import growth is esential. The quantity of
exponts grew by 4.2per cent in 1985. It was a deteriora-

tion in thc terms of trade, which fell by tt5 per clnt'
that caused the balance of trade to worseo.

Not inflows of tong4srm capital also fell in 1985' ro
that overall the balance of payments suffered a larger
deffcit than in 198.{, by Kfl25 rnillion. Nevertheless'
Kenyab reserve position remaineJ comfortable: with
Kf,32t million in foreign resorves at the end of the
y!ar.
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'-Underlying both ectrnomic growth and-.iob creation

is thc need for inoreased productivtty' Kcnyenr rave

rn<lugh, but we do not invcst our savings productively

unough to gonerate rapid growth' More productive usc

,,f oJr lani, capita'I, and other tgsr)urcos will generate

,"t*-grr"tn, '*o." 
iobs, anJ higher incomes' The

trurdrn for iocreasing prodtreiivity Iies with evoryone:

i,i-"it, p.irate firmi, prlaslatats, i'ndividrr-al workers'

onJ Goui-rnent itsetf. Let nte start with Government'

Over the pasl several years, Gclvernmcnt 'has con-

eentratcd on reducing its ;xpcndittltes and reducing its

duficits. ln order not to e trrtail any itrvestments or

services, we tended to sprcad fewer resotlrccs across the

same number of activities. Inevitably, productivity

rulfcred. Devetopment proiects have taken 'l(nger to

e.impletc. Once compteted, many lacked funds t{) operate

at tull capacity, or to ()pcrate at all' In addition' the

;;,;i;t ;;.uens of civil scrvants have had to work

,ilth fewcr nexlourrcs.
'l'.r corrcot this situation, Cr'rvernnrent has adoptcd

" progio.." of Budget rutionulizatittn with the aim of

u,unoling its own rcsources irr order to contribute more

"ff*,irrfy to renewed economic growth' 'fhc first goal

"i Ur.fg"i rationaliza(jon is to concentrate development

,"rurra". on fewer projects, but to ensdrs that these

aro complaod in less 'timc and trhus bcgin contributing

tu .ler"io,pment much sroner' For this Budget' we

have enfoiced a rule that very iew new projects could

t" started until existing ones have been c'ompletod'

i; ,h. future, we will undcrtake fewer new projects

inun ln the past' Our second goal is to ensure that thc

p-ir.,t we do un<tenlake are the very best we have'

it.i ir,.y are highlv productive, contributing.directly to

""*o.t growih or delivuring public services at the

l()west Possible cost.

Thc third goal of budget rationalization is to ensure

that <lovelopment projects' once -completed' 
have

aJaluate reoourcexl to iunotion at full capaoity; and

ttl be certain that existing facilities also work up to
thcir capacity. It makes little sense to invest in new

p."r*,"'**f1, existing faoilities lie idle' Hence we will
dircot more revenu€s towards recuirent expenditures

iri" ti^r, until we have utilized fulty the capacity wo

alreadY have.

tf wc achieve {hese three goals of budget rationaliza'

tiun-fewer projects, better proje;ts' and more adequate

rccurrent fininciing-then Governmcnt will have impro-

*a it" productivity of its own expenditur'x' showing

tl,o way to renswed growth' fjuttrre budgets will move

i,.r.t"o*ingfV in (hese dircctiorrs as, Ministry by Min'istry'

ptogt*;t of budgct rationaltzation are worked out'

Ar part of Govornmeot's efforts to make all its

expenditures rnore pro<tuclive, we havc taken important

stcps within the pist vear to bring parastatal finances

uni.. "f*"t cmirol. All investmerr'ts by parastatals

ir* 
-"t" 

financod in an,v way by Government or by

i*i.*i"g under covernn,"nt guurantee must now bc

-r,ptor.a-*itt in the contcxt of 'the annual and forward

;;s"t.. Evon if parastatals are able to finance invest'

nronl .rut of tneii own resources, the projects must b'

Budsct SPoach \l$

ctrnsisten't with the stated prionities of {he paren,t Minis.

tries before they are authorized' As announced in last

vrti', fi-Og-t, we havs begun to brioS Paru-btal debt

unJer control by in"tir'uiing a computenized dcbt'

monitoring system and by the introduction last ycar

oi a sanlard parastatal loan agreement' Also as pt{''

-".if"ti-V."" the Office of the Audjtor-General for

c.if,lratil has 'been established and tlre auditor lias

;d;t begun his work Progress has been made in

,f-f,i,ig thi Gowrnment Corforations Bi'll' whis'tr will

formalizo and extend it" ""t*nn"ncial 
and managerial

controls over parastatals. The Bill will 
-be 

publisbed

;;;-ffi before'this House in the coming financial year'

Even 'though we wi'll improve the effectivcness of

Couenn'm"nt ixpenditure, it will be'necessary for Govern'

ment ,to raise more ,"r"'iu" than in recent years' Reve'

nues have fallen as a perc:ntage of gross domest'ic

nroduot f.rom 24 per cent during the early l9t{0s to

i6-p". ".nt 
in t9AS7aO. 'fhe Ses;ional Papet states a

p"rfl"v oi ieturning gradually to the higher level' As

i wiit announcc later, this Budget lnkes, a first step

in lhat direction. In addition, Treasury has begun e

;"i;;;;;i;e to review taxation policv and.administra-

ii.n witrr a visw 'to increasing i"uenue' Ac a result'

i""*p".i ttrat in future' the ratio of Government

i"rrrluo to grocs domestic product will steadily increasc'

The main objectives o6 " |righer revenu€ base are'

fi;: t" funa ,the growing dernand for Covernment

;;il;, especially in healr6, educattoo and other basic

;;;t ;;d, to rlo this whilo increasing the eharo

.i 
"i-p""Oittres 

going t'o i'mmediately-produotive act'ivi-

ii"t ;;"h as agr-icuttui€ anr'l rural infrastructure; and'

ilit4-i; accoirptistr all this while reducing Gorern-

;;;:t Jeficit as a share of gross domestic produu't'

Coverntnent has already commi'uted itsetf to gradual-

ly;;.*t; G deficit as a share of c'D'P' The tarset

it t" fr"ri a maximum deficit uf 2'5 per cent,of C'D'P"
;;p;;; to itt p.olooted 3'5 per Cent in.l986/87' A

fower aeficit will have a number of benefits: Govern-

^."i *lff be reducing itr lreed for domestic credit'

i't 
"r"uv' 

."aucing inflitionary pressur€s' The privatc

secto,r wi'll have . "ot "tpun&ogly 
larger. share of

domestic credit, consistent wlth irs expanding role in

i;;;;; loo'"."ution' Governrnent will be contribut-

il; ,; lncre'aseo domestic saviflg, helping to mobilizc

this crucial .oo.r."". 
-And' 

linally' a it'"""r deficit will
,n.u* f"r, external borrowing and a reduced debt servicc

burden.

Mr. Speaker, I mentioned earlier that employment

"r"uiion 
ifrough economic growth ir-the central aim of

i"tri.""l p"pJ. N". t ot t'lSO' Today' almost 80 pcr

cent of all lo,bs are in agriculture- a-nd in non-farm

.rt"p"if*" in the rural lreas Unless these kinds

of employment grow rapidly,,rve cannot avoid a major

;;;;i"y-"nt ciisis bei'ore' thc end of the cenrurv' In

trrit i"n"i"tion, Governmeot's long'standing commit-

*unt ro rural-urban balance becomes a crucial part of

oui ot."tegy for economic gro'nth and ..employmcot
.r""tion. niginning with lhis Budget' we will be moving

; l;;;;; ittit" "i Government resources towards the

rural economY.
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In future budgets, rural infrastructure will 'have a

high priority. But :it wil'l be infrastructure focused on
the expansion of rural centres and smnll towns that
serve farm communities. fhe maiority of non farm
jobs will emerge in such centres and small towns. Dis'
trict development commitlees will be encottnaged to
emphasize small-scale infrastructure'-such as urban
water supplies, rural electrification systems, and basic

site-and-service schemes-that will boost pri'rate econo-
mic aotivities of a:ll kinds in the rttral areas

As stated in Sessional Paper Nl. I of t986, Govern-
ment will also be seeking innovrtive uays to channel
finance into rural activities. One promising scheme'
soon to be implemented, will supply low cost loans
to commercial benks for on-l:rtrling to agrrt'based indus-
tries, including some quite smali-scale aclivities. Conces-
sionary interest rates will ht'lp the banks to cover the
higher ccxts of small-scale lending to a whnlc set of
customers who, until now. have never been able to
horrow from commercial banks. We hope that this
programme rvill become a model for aid d<rnors to chan-
nel funds into small scale, rural activitics, consistent
both with dislrict focus and with rural urban 'balance.

Earlier, Mr. Speaker, t pointed ou,t the rapid growth
crf employment in the urban informal sector. Well over
half of atl non-farm workers are engaged in lhe inf ormal
serror, consisting of most self-enrploiretl persons and
very small firms in manufactui'ing, trade and other
services. The rapid growth of this seotor in b'oth urban
and nrral areas ,is essential to our strategy of renewed
grorvth becartse informal activities nrust create more
than half of the new non-farm jobs between now and
the year 2000. The 'informal sector is important to
Kenya,ns' well-being in other ways as well. "Jua 'Kali"
rvorkshops procluce many essential manufactured pro-
ducts at prices that lrnver-income families can afford:
an'd informal soctor traders and consumers rrmh,o wortld
otherwise have to expentl nruch energy and valuable
time to obtain basic necessilies. We will take two im-
mediate steFx to promote informal seotor growth along
the lines suegested in Sessional Paper No, I' with
further measures to be developed dtrring the course of
the coming year.

First, Treasury, in consultation with the Kenya Com-
mercial Bank. rvill develop a crcJit pr(rliramme designed
lo reach very small-scale worksltcps, manufacturers,
traders and others. We expect a pilot scheme to begin
fairly soon. Kerr],a Comrnercial Bank rvill be making
loans to informal sector firnts using its own resources'
but backed by aid funds th;rt will provicle a guarantec
against default and will cover ertra administrative costs.
This approach will, we hope. get around the problem that
banks roquire collateral that very smnll firms cannot
olTer. If this scheme pr')ves successful, we intend to
channel more funds through similar programmes.

Second, Treasury will soon establish new tendering
procedures that favour informal sector firms in bid'
ding for all Government contracts. Theso proferential
guidetrines will apply to Central Gcrvernment pu'rchases

ai rvell as those of the district development com-
mittees.

Mr. Speaker, as Honourable l\{embers are aware,

Agriculture is the hiarr of (iovernment's strategy to
creato employment, through growth. Agriculture must
pump eufhcient income into the system to stimulrte
growth in o,ther seotors, create the bulk of all jobs, and
invigorate 'the mral econ)my. !n view of the fact that
good land is limited, Konya's large and small scale far-
mers rnust increase their productivity in ploducing
grains, dairy products and other foods' sufliciently to
conti,nue feedi,ng our rapidly-growing population from
essentially the same land arca.

The Sessional Paper endorses a long list of measures

to ensure 'that agriculture is truly the engine of Kenya's
growth. These range from aggressive e{Iorts lo grow
and sell more colTee an.l tca; ttl intensified researuh

and extension that will help to double the yields of
food and dairy crops. Tlhese prograrnmes 'will be worked
out in detail during the coming year. One measure whtch
falls within the responsibility of the Ministry of Finance
has already rbeen ,taken: 'fhe ceilings on expenditure
by the Ministry ,of Agriculture and Livestock Develop-
ment have been raised, partiy rvith the help of a new
agricultural sectnr facility by a major donor. Develcrp-
ment ex,pendi,tures on Agniculture and Lives'tock
Developmen,t will be Kf.lg.7 million-or 29 px cent-
above (hte original ceilings, consistent with the strategy
in the Sessiona'l I'aper of shift'ing expenditures towartls
rnore directlygroductive activirties of Govornmea't order
to renew econornic growth.

Within the Budget of the Ministry of Agriculture
and Livestock Devetopment, therc will be increased

emphasis on crop research and on improved extension
servic$ for dai,ry and r ther livestock production. Pay-

ment systems for the maior crt:ps rvill be reviewed and
plans will ,be ,mado t'o speed tr,p payments t'o fa'rmers.

I'he increased ceiling, also, contains 15 million to con-
struct grain storage facilities for the National Cereals
and Procluce Board, increlrrirrg storage capacity lor
cereals and thus improvrng food security.

As agriculttl're sti611ln133 growing incomes and

employment, we will have the opportunity to reinvigo-
ntte indu.rtry. I fiave emphasized the importance of in-
creased productivity in renr'wing economic growth.
Nowhere is this need Sreater than in manufacturing-
Part of the blame for poor procluclivity rests with
economic policies that over'protected oirr indrrstries
rluring the 1970s. lt is easy to overlotrt the high costs
o[ protection. After all p:'otection leads to investment,
to growth, and to jobs. t hat is hig.h cost to consumers
and to other firms, whose costs rise in turn; many
crf our protected industries add little value; they employ
rela,tivety-rfew ,workers for the enormous investments
made in them; few of these firms are capable of export-
ing; and yet, despite this, many of them are profitable.

In the past three years, we have substantially reduced
tariffs on imported inputs. Most of these goods have
been sh'ifted to priori'ty import schedules and are now
Iiberally licenged. This has lowtred tho cost of rnanu-
facturing. What noqr remains is to reduce duties on
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imporls that compete ii'i' out own products and to

licence these .orp.t'ng'-i*pottt n-tori.r-cg,Y.Trly than

is now the case. 'l'hc icxt stcp will 'introduce grea'ter

competition and entt'"'t-tg" "J'i t"O"tinn-by local in-

dustrv. After two ytu"''i tut"tantral changes in import

#i:,1;. i'il;;; ir," llu,.rg"t c.ntaitrs.uo nraior adirtst-

'.i"i,,i *"iitrh. ". ri.,""ti'i*'potitv This vear.of stock'

ffii,; ;il;i," 'u""r"i'it"it 
u tl''nt" to respond to

improved import ""ts';;";';; in';reasing their produc-

tivity and their compctttrveness'

(b) Sh<trt'T erm Policies

Mr. Speaker, I now turn to the short'term policics

which will be imptemcnt"J Ju'ing the course of 1986/87

Financial Year' I l'";':;t;;;; 
"ernphasizecl-the crucial

imporhnce of short-tcrnr ccr-'n"mic managcment to take

advantage or the *";i;;;i;;i;; ln'rn c-'rffee and oil'

The Government has **Xttf c;ut a short-term strategy

to save these wincllallt'i';t';; wlten priccs-lurn against

us once more. By not sp"nding our windfall incornea

right away we will "iut'ili'" 
tlre economy' keeping it

clurse to a gra<Itrally-risi"g-it""tf of cconomic growth'

'I'here are several *"v' thl! tfe. Guvlllment will

save windfall benclits t'"i t'"h'U of the erttire economy

and thus stabilize tlt""i;t';;;;; of all Kenvans' First'

wc shall recluce th" ;t';;;i;'t dtficit. from.,its current

lcvel, close to 4'5 pcr L-cirt "tt 
g""' 1]L::::" 

product'

lr'1.r"" + f"r."ni ba'ud tm cu'rcnt price and revenue

;;";;;"; 'Antl if ir'"" *inurtu bcneiits are larser

than we have prolu'etctl' wc will use the extra Salnst

not to increa." "*p""iii';;;' 
il; to rerluce the deficit

Recommendations of this studY

sidered bY the Governmen t and Plans are

make the rePort available to thc buginess

with the view to exchanging

recommendations can be imP

of these new C overnment bo

volunarY, I am ProPostn g to sell

announced interest rato in order to

indicate how high a return it expects from

ties. However , the TreasurY

ing on interest rates for these

in orcler ,to ensure that theY are

With theso measuresr it should be

inflation well below the

ly in light of the vorY

further.

Second' we shal'l accumulate forcign reserves' While

i"","#;;;';oJ,t,-*1^ffi iil#rXll,J.inu,,,-.,,i1,
fffi,'ff ;ff . 

"',11 

"*','iu,i,,';. * ;;; i oi i m p or t s i n I i no

with normal growth trcnds' The accumulated. rescl'ves

;fib;;;;;g-ed prucluntlv to enable the countrv marn-

tain stable growth in the future'

Third, Covernmcnt will continue 'its prudent mone-

tary policy in order.t'r insulate the econom-y from the

infl ationarv elTects or ni;lt ;;ff;" t"."".n'"1]1. I 986 / 87'

thc money ,uppty *iii'be altowed to gro'w by l3'4

Der cent over this rin",r"iuiv"ui. one way of off-setting

ffi ;;;-;d;rv ;;;i;it;n arising rrom the barance'

"i"";iii,i*-tiitplut 
it-io ttu meJium-term and [ong'

term Governr.n, ""'iities' 
Therefore' the public as

well as banks will t"''if"ttO' on a voluut"y !::::'
;;'.;;"il;iiv to invest excess liquiditv in such securr'

ties, to be called Tt";;;;- 
';;rn1"tt9, 

In this resard'

I propose to issue t*' titotutv Certificates; one with

a maturity of two V't"t uitf-ttt" other with a maturity

of five years. Tt'" '"tuiJ-ccntificatc 
is primari'ly desig-

ned for insurance "t'tpuni"' 
and other irrstitutions in

the long-term "opit'f 
ntotfet' wtritc .the first ris in-

tendcd for a broadcr *;t rn 
. 
of investors-banks'

il-i.*i"f instirutions and individuals'

White on monetary policy' it will. be rec.alled that'

in 1984, the Central nunl in collaboration with the lnter'

;;,t;;;i-iin"n"" coipirration' undertook a studv oo

far this Year.

Mr. Speaker, the oollee and oit windtalls wiU pump

additional growth into'-t-f'J'*-t"my.during. the next'

vear or two. tsy '^''ng 
u'iutg" n"1 b1 the^wjndfalls-

Iffi,;;il,ri,i'e tr'i;;;;;;i' the ways iust des-

cribed, Governntcnt. *iri-'i"--ittt'aining'that growth

somewhat. But the '"'"to- "f 
ti'it course will be borne

our in later y.urr, *n"i-*fel ptittt fall and til ?Il:^t
;;;;t. A;n' against the 'tendencv for a recesstou'

';;;;;*;;; wilt ie in a pooition to ?o:sl-t* 
economv

;r";ilil;mc or ttre 
-accumulaterl 

reserves and per'

mitting somewhat l"'gJt-intt**i in dut-otic credit'

The not resu'lt wi'll u" i'tnil"tn acccleration of growth

towards our targot rati "i-O 
per ccnt 

1-,y^:ut' 
instead

;TJ;;;J-v"ut foU,wed Lv a recession a vear or

two later.

Mr. Speaker, prioe conLrols are ooe element of our

incentive struoture thJ ;;J revision' . 
Experionce has

ilH' ;'i;I ; i..":'-:: * :U'.1-.::$"J:"i: i$ trffi s,:

i}:X"X,":;".ll,lf Iil ;*"i ve to p ro d uce such goods

and ultimately lead to scarcities instead' Yot there re'

mai'ns a role for Ptit";;;;;i;inKenva'i'f onlvtoavoid

large fluctuations in il;;;;t essentia'l commodities'

Three imporon, on""It''l^ :'l price control rcgime

*jii L 
-i",-pr"mented 

with this Budget'

First, a Bi'll will soon be tablod -in 
'this House to

establish a Monopoliel-ini-ptit"t -Commission 
within

the Ministry of ninarie' fh" nt* tlepartment will con-

iinue to administer ptit"-*(l"tftt Uut 1i11 
extend its

l,rrrurtr."-'it- pi""tiitt it'" i t"ttt"io competi tive f orces

in our econornv' at t'"Lt"-e proficront in halting such

oractices, compet'itive ft'"o *ilt emergo as the most

Iffiffi;ilii". "t 
prices in manv industries'

Second, certain non-essential r'tems will be removed

from price control' Wt;iii condnue to re-view the list

of control'led lt"*t uia'i"i" further action as i't be-

comes aPProPriate'

Third, the Determination of..C1sts 9]'1"-t' 
which is

the basis ro, ,*o.-"iJing "ajuttments 
in controllcd

orice has already'u""i-u*"'iO"i anC will soon be made

ilJ,iiln"i';t;'-;;;;;rb"tion or a- Legar Notice'

The formula ro, ti"ft"t'i'n! "ottt 
will be expandod

to include items that1-rl'l"giilt"utt costs of doing busi'

t-.*, uri tt""e been excluded until now'

Bwttct Sqccch ll4

Markets. The RePort and

have now been con-
der way to

c0mmunity
,deas on tiow best the

lemented. Since purchase

rrowing instruments t$

thern without a Pre'
let the nrarket

these securi

has Planned a n upPer ccil'
norrowing instruments
not undulY expensive.

possible to maintain

tevels of recent Years , especial'

low price incrcases reco rded so
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Finally, Mr. Speaker, we as I nation need to improve

Kenya's investment climato anrt attract both domestic
and foreign investment on lermg that contribute to
renewed growth and emplrymqlt creation. Three steps
will be takon during ,the coming financial year. First,
tho Investment Prornotion and Advisory Centre has

been directed to make recommendations on wals to
simplify and streamline the pr".cedures that rinvestoru
must go throrgh before they implemen,t their projeotr.
Second, foreign investors will no'rr have greater acces!
to loans from dometic banks. They will be permitted
to borrow up to rthe amounts needod ,to pay a'ny dtllies
on importod capital equipmentl and thcy will be permit-
ted to borrurw locally amounts proportionate to the
share of equity ownod by Kenyan citizens. The Govern-
.rncnt and, indeed all Kenyans, will expect foreign ,in-

vestoc to re-invest substantial portion of their proffts
for futurc grouth df Kenya. Third, an ,interministerial
oommittee under tho chairmanship of the M'inistry of
Finance will soon begin a th,.rouSh review of thc
Foreign lnvestment Protoction Aot t,o ,br,ing it ,up to, darte

in an cra of fluctuating €xctrange rates and rapid inter-
natrional irdatioo.

Mr. Speaker, this policy framework wi.ll guide
Kenya's eonornic and financial p.-rlicies in the yean to
oome. It is within this framework that the 1986/87
Budget has bee'rr formulated. And it is to this Budget
that I now turn.

VI. Ftxirxcrer. Orrr-rrnx 1985/86

(i) Recurrent Revenuc

This year's <ndinary r€curTent revemre was estimatd
at Kfl.t05.4 million plus Appropriation in Aid of
K48.1 mill{,on making a tortal of Ktl,l53.5 rnillion. Thb
rocurr€nt rovenuo wa! to oomprise of Kf270.2 millirn
from Customs and Excise; Kf350.0 mrillion from sales
tax: Kf290.0 mil'l'ion fro,m income tax and ,lhe trailance
of Kfl9-5.1 million from other minor taxes, dividends,
charges and fees. Mr. Speaker, I am glad to inform
thc House that the revised tctal rovonue witl now bc
Kt,139.5 rnillinn--,Kf,34.'t million or 3 per cent above
my last year's Estimates.

There witl, however, be a strbstantial shortfall in
sales tax, but this will be more than over-compensated
for by tho over-collection of incomo lax and export
duty. This shortfall is mainly due to the sales tax re-
missi<n granted last year to oil comparries because of
appreciation of the U.S. dollar, while the exces export
duty ir attributable to the high coffee prices which have
prerrailed since Dooqnber, 1985. I now expeot to rai3c
Kf267.6 milli<vn frunr Customs and Excise; Kf,290.0
million from rtales [ax: Kf355.0 million from lncomc
tax ,while other minsr taxes are expected to raise
Kf226.9 million.

(ii'l Recurreru Expenditure
Tirrning now to recurrent expendi,tu're, it will be

obserrrcd that this year's Printod Estimates of Recur-
rent Exponditure wero estimetod at Kf803,0 miltion
oxdudi,ng Appropriations t,n Aid. The Consolidated
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Fund Services were to take another Kt345.2 million
making a total Recurrent Expend;ture of Kf I 
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million. As the tlouse will recali, there were three issues

rdhich nece*sitated increased Covernment expenditure,
namely, the need to pay farmers on time in ligftt of
tho gpod harvest realiz.ed last yerar following the drrrught
of 1984; increaserl Civil Service emoltrmenls following
the acc€,ptance of the Ramtu Selaries Review Ccmmis-
sirm Report: and the introcluctirrn of 8-4-l syltem of
education. To meet these expen<litrrres this Horrre
approvod Supplementary Ilstinrates amoun'ting to
K823.4 million. I had also to finance Excess Votes and

Uncler Issues on prior y@rs amounting to Kf30.6
million. Furthermore, Consolidated Fund Services took
nn additicmal Kf68.6 mi'llion fnr increased debt amorti-
zation and interest payments. 1, therefore, expect thir
y.ear's not Recurrent Expenditure to be KX1,270.8 million.
However, issues from Re'current F,xchequer are now
estimatod at Kft,265.9 millioo compared to thc t'otal

revenuo of Kll ,139.5 million. I shall, therefole' have
n'o surplus in the Recurrent Exchequer Acoount to trans'
fer'to .the Development Exchequer.

(iii) D e velopment Expendirure

Tho 198-5/86 Printed Derrelrrpment F,stirnatcs pro-
jected gross expenditrrre of Kf388.8 rnillion including
Appropriation,s in Aid of Kf 10t.4 millicm. Recently' the
If ouse app roved Devel opmen t Sr I pPl omentary Estimates
of Kf7.9 million.'l expec,t addilional Appropriations in
Aid of Kf,l3.l million as detailed dn tho Derelopment
Supplementary [istimate.s, makin8 a t.otal grocs DeveloP-
ment Expenditure of K1409.8 rnillion. This additional
expenditure was occasioned hy the need to increase
Rural Devel<rprnent Fund and increased expenditure on
roads under oonstruction. Ifowever,'it is estimate.i that
only Kf273.6 million will be issrred from the Develop-
ment Excherltrer. (inclrrding Prior vears excess Votes and
undor issues amounting to Kf I 1.5 million).

The overall deficit 'rvill.l'hercfore, he Kf237.9 rnillion.
I expeotto reduce this deficit in 1986/8?t and it is to
this hopic that I now hrrn.
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Mr. Speaker, as Hon. Memhcrs *'ill have secn from
their copies of Printed Estimates already laid before
the House, gross Recurrcnt Ilrptnrlinttre of Ministries
is estimated at Kfl .459.2 million, composed of net
expenditure of Kf1.420.8 million and Appropriations
in Aid of Kf38.4 million. 'I'his e:tirnated Rectrrrent
Expendifure represents an increase of 15.3 per cent over
the revised e*timated issues for this financia'l 1'ear.

This increase is accounted for hy: first, the prrlrcsed
salary increases for civil servants and teachers as a

result of the nee<t to implement recnmmendations of
the Ramtu Commission Repol in phases: seon<|, the
need to provide increased teachers to cotrc with the
new system of edtrcation: and third. increased interest
and debt amortization charges.
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'-fi.ttl"p*tot Estimatcs for 1986/87 call for an

.-p-r"Jit,,i.- "i Kf488.t miltion including Appropria'

;;r;; Aid of Klt96.3 rrtilli*n' 1'his reprosents an in'

crease of l9 per cent over this year's Rcvisotl Estimates'
'Ihis increasi is accounte'l for by the high. budgolary

;;;; to Ministries of Agriculturc. a1d Livcstock

ii.r.i"pr".t and Energy antl Regiorttl. Development'

it," ton-r, for the .lev"lopment of the forests tea

i.ii, ""tt"n rehabilitati.,n and provision of adeguate

iii.nri* services and the latter for the development

of Turkwell hydroelectric proitrt'

Mr. Spoaker, I do not intcnd 'to analyse further the

rler,ailsofeitherrecurrcntordevolopmentexpenditurcs
f;;;;*. lItrn. Memtrers rvill discuss this in dotail whcn

it.r JrU.t" the Appronrialions Bill' Suffi:c it to say

t intend to finance a i"tal expenditure of.Kf,l'948'l
,riiiiln.-fn" rcst of trtl spcecllr will otttline how I

intend to do this.

lii) Extenol Revetuc

Mr. Speaker, we in Kcuya rcali;zc lqt y" cannot

.r.u"iop- rurtt,out the ,".t oi thc tvorld' tt is for thir

rcason that Kenya. undcr tlre wise guidance of His
'di""U.n"v the President maintains cordial relations

with inteinaticvnal commttnity' Every two years' Kenya

Government hol<ls consultation meetings with all maior

il; to review our devcl'rpnrent projects and develop'

ment assiaance requircment"' ff'" iast meeting nas held

;;;;it,illrs ,eelin Puri'' ln that meeting' we expla'ined

ilil;;; *ono-i. policies to tho donor community and

I am glad to r€port' Mr' Speaker' that the donor

commttnity trnderstands and agrees with the policies

ii"rv" it 'pr^uing for the betterment of its people' As

^ 
l.trft of tUis' 

-both 
foreign goveroments and donor

agenoies trave responded favourably to our requests

iJr increased assistance and I would like Hon Memberr

i"'i"ii ^" in expressing gratitude.ro ttre internatiooal

donor community for their posit'ive respoore to our

requests.

Mr. Spcakcr' I havc already inc!i';a-ted. that' 'in our

"ftorts 
to ra,tionalize thc lluclgct' wc shall give priority

;;"iil; pioieots which promiso hich 
-retu.rns' 

thing
this criteriion I expect to draw KIJ'i'l'8 million frorn

;;;tt;i sources' or tnit amount, 45 per cont will be

in the form of grants and 55 per cent in the form of

;;;til;;y prii""r anrt programme lo-ans' Thus' I
;;;; i" n*n"t l8 per csnt of mv t'rtal e>r'penditurc

from external sources' As usual' the main burdcn of

hnancing Government expendihrre will' thereforc' 
-reet

,rn Kenlans and I now ttlrn to how I propose to ralse

the balance of Ktl ,593'3 rnillion'

(iw) D omeslic Borrowing

As I havc already indicatod' money supply is expetcd

t(, grow by 13.4 p"i c"nt in 1986/87' I have also indica-

ted- that, while a major share cvf this 8'-rowth will go

to tho private sect.rr' Government will rely on tho

ir*rry Certificates I have described earl'ier to raisc

iunr.ts from the domestic marke''--mainly from non'

Uont in.titutions and individuals' Using this criterion'

i pt"p"*," raise Kfl69'5 million from locnl borrowing'

Out of thrs, some Kl50 million w'ill be- raisod through

ifi";il;Jcrs wnile the balance wi'll be raised bY

wuv o[ Treasury Ctlrtili;ros 0nd TrBasury Bills' An

]',iJ,,,rJ'*iri --iirit"-*ii be ratsed tnnrugh oalcs

ii"il R;;ve certincates' Thereforc' l-^llopot" t"

;* K[i;0.;- million bv borrowiog domesticallv'

(iv) InterruI Revenue 
projcctcd

As t haw already indicated' tho economy. ts

to grow by 5 per,toitttit year' On the basis of this

nroi.t,iun,'r Eitinrate that' oiilinary revenue'-at current

;;;;;-;;-ation will frvirle some Kf'l'343 million'

inir*ltl*J';, 
-in 

eio'-wili- provide- another Kf40'0

milli,on making a total of Kll']83'0 Tit!':^"' I havc

ffi;; ii&.1201r,"t i-st'au drat' sonre-Kf3e'8 million

;;;;;iiom arlditional taxation' 'l'he rest of mv

;il;-I, ";ll 
outline how l'intend to do this'

VIII. T,txerrox PnoPos'rts

-mmm:,'":: T.':':3',Y#; []lT .til 5"ffi1 I
ef.U,'-itt" statc of our @onomy aod its shont-term

fr;;il;;lire poricles we propo.e to pursue in l'isht

of the prevailing situaiion' t'havc also indicated lh&t

i-t"ri a nnanoing gap of Kf,39'8 miUion'-I now turn

to my taxation p,op*tL' -tl' "t 
usual'. I, would ask

Mr. Speaker, Sir, that 't't'-e r"tt of my speech te regarded

as Notice of a Motion io t" tr'o"uabJlore the Commit-

tee of WaYs and Means'

(a)Customs Tarifr

Ove,r the last 'three years, Governrnent has reduced

substantiatly tariffs on fito'c *t4 by Pe nr&nufacturing

sootor. Export "o*p"n*iioo 
has been increased and fler-

ili;;;;h";c" rate 
-has 

besn maintainod' These measuret

are considered adequate 'to promote our exports' I do

ncrt, thercfore, p.opo." f"ttt"t changes.this year' As

I 'have already indicatJ, we should consolidate and take

stock of tihe incentive. .t ttt aocordod 'to 'the manufac-

;;tt"s-i"a;trv. ffowever, I propocc to. make chanses

i;'ffi cr;a;; and Exoise Act mainly aimed at stream-

lining tax c,ollection.

F,iist, s€ction 16 (2) of tho Act provtidcs' intcr alia'

tha;-;il; looas impoiiod in uansit' or for tranship'

ment, or are as store for an aircraft or vessel are not

;riliillrar;. restricted, ihen thev thall -b1,5'exported
wi,thin such time and tuUi""t to iuch co-nditions as the

commissioner lnay prescribe' The period of 
-re-expoFta-

il"i'"i t*n goods'ta, bten presiribed.under Regula'

;il G i:i "'r 
the Customs and Excise Regularbions

"UV' ,ttt" Iriinirt", by virtue of section 2!4 of the Act'

t't 
" 

Oo.-itsionei's authority does not'- therefore' con-

f";;l; th" Minister's pre'"oib"d period under Regula-

iil"'s? iii. r 
"rn, 

theiefore, proposing lo amend thc

A; ;; Unform'*ittt tttu Regulations'--For similar

;;;;' i,t is proptxeJlo *"oa oection 6l (2) accord-

ingly.
Second, seotion 46 (2) of the Aot 

-requires 
duties

a-["--p"iJ immediateiy in respect of €srods which

will not have been re'ilrehoused once' Ilorrcver' thc

;; ;;; oot pre,criue how goods whic! hav.e not been

[-i*Jou."d shall be deal't with' The department'

srmxt'a: ru
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thercfore keeps on sending the importer demand notes
for duty on these goods. Where the importer does
not tespond within a reasonable time, 'the department
auctions the goods and pays lhe importer excess pro-
ceeds. This situation has occasioned some importers
to delibera,tely fail to re-warehouse the goods so that
Customs and Excise Department may unclertake the
selling of the goods for him after whicir he would simply
apply for the excess proceeds. Th'is is tantamount to
turning rtho depantment into a ,trading organizat,iom
with no prolits to be made.

Mr. Spea'ker, Hon. Members will agree with me
that selling of goods and giving the owners of these
goods excess proceeds is not one rrf the roles of Cus-
toms and Excise Department. In order t.r discourage
importers from acc.ording the departimcnt tlris role,
I prnpose to amend the Act to provide the foilowing-

(a) that where the owner fails to remit duty within
one month or within such period not exceeding
three months, as ,the Commissicmer nray allow,
the goods shall be auctioned;

(6) that all the proceeds realized from such aution
excluding Warehouse Keeper's 3torage charges,
shal'l be Governmen't revenue.

Third, the value of goods imported into Kenya has
been dofined by section 127 as read with the Sevonth
Schedule to the Act. Hmvever, the Act does not clearly
define the value of goods exported from Kenya. The
Act simply talks of f.o.b. value. I have receive<l repre-
sentations from tea exporteN to the eflest that, for
,tthe purposeo of export d,uty, the depantrnent charges
duty on the gruunds ,that f.o.b. value on tea .must
incl,ude tax because {he tea cannot ,be free-on-board
wi,thout export duty being included. Mr. Speaker, t
do not think it was Government's in(ention to charge
du,ty on duty on tea exports. In order to remove this
anomaly, I propose .to define explicitly f.o.b. value.
I also propose to define value for export duty purposes
to exclude the duty element.

Fourth, I have already pointed out that coffeo export
prices have been fainly buoyant since December last
year. In spite crf this, the Exchequer has not received
proportionate revenue from export duty on colTee over
the same ,period. One of the major reasons for this
delay in revenue receipts is the fac.t that the Act does
not specify the time within which export duty on coffee
should be remitted to the Treasury bv the Coflee Board
of Kenya. In order 'to reduce this time lag, I propose
to amend the Act to provide that duty shall be paid
within fourteen days from the time it was due and
collested. The 'tax rates, however, rennin unchangod.

Fif.th, the Kenya Post Office Regulations made under
the Kenya Posts and Telecommunications Corporation
Act prohibit the transmission and delivery of firearms
by post. Similarly, i,t is an offence under seotion 50
of thc said Act to transmit or Fost articles descrrbed
as prohibited by Post Office Regulations. Censequently,
where firearm or any prohibi.ted article ,is transmitted by
post, the Customs and Excise Department seizes it
and hands it over to the police. In order to make it

Budect Speech 120

easier for olTenders to be orosecittett rttrrler the Customs
and Excise Act, I propose to anren(l the Act to prohibit
posting of firearnrs and amntttnttion ot' all types and
other articles having the .rppearnrtce of lethal weapons.

Sixth, on Customs Tariff, I rvc,ulcl Irhc to nrake a few
changes ,on the rates of duty on certain items. First,
and as the l{ouse is aware, agri;ttltrtre is the mainstay
crf our economy. lt is, therefore, essential {hat its pro-
ductivity be boosted now tltat nnrmtl rnins have re-
sumed. In order to assist.in tlris reglrtl, I propose to
remove duty on agriculttrral sl)rtryers and agricultural
pes,ticides importcd in bulk. In arldit,ion, and in order
to boost rural development, duly rvill be removed
on solar modules ttsed to gener.rlc energ)' for irrigation
and nrral householcls. It 'is rtope,l that the public will
take advantage of sotar energy to retlttce depletion of
our forests. Second, provision of a(lequate health
services is essential to ,the prorlrretivity of the nation.
It ,is for this renson tha,t X-ray 'platcs and li'lms are
exempted from duty antl sales tax. Il,)wever, it has
come to ligh,t that some tlnscrttpttl.rtts intl-'orters of sens.i-

tized and unexposed plates and filrns for ordinary photo-
graphy have abused this provision by cleclaring their
films as X-ray films and thus ,tvotJ payment of duty
and sales tax. ln order to close this nr:rjor tax loophole.
all sensitized plates and films will he dutiable at 35 per
cent and suhjected to salcs tax at 50 per cent. llowever,
i,n order t'o ensure th:rt X-ray films continue to be
imported duty and sales lnx free, I propi)se t(, insert
them in the Third Schedule lo tlte Customs and Excise
Act. Thus, X-ray films wiill bo duty and sales tax
free only where the (lommissioner is satisfietl that they
are for use in hospita'ls or metlical institutions.

While still on heallh. there is one frrodttct which is
produced locally in large quantitics. 'I'his, Mr. Speaker,
is infusion solution which is usetl in itrrspitrls on patients
who cannot be fed in the nornral nranner. Kenya is
an exporter of this product. I have re':eived complaints
from domestic manufacturers of this product to the
effect that foreign manufactrtrers are dumping this
product into Kenya mainly becattse of their large-scale
operations. I nm. therefore. pronosinrl to raise duty on
infusion solutions from 30 per cent t,r 50 per cent.

Seventh, as l-fonorrrahle I\{emhl.s are aware, lime
and again. His [:]xcellcncy the l)rtiirL'nt has taken his
time to visit "Jun Krli" meclrrn:cs to trndcrscore the
important role thev play in the rlevelopment of this
nation. On the $h()le. this is an inrlic,rti.rn of Govern-
ment's commitment to improve arrl enc.rurage develop-
ment of the informal sector as nne of the tools of
emptoyment creation. In this rer';ri-<1, I have already
alluded to the financial assistance prouramme nnder
consideration. But in order to lssist this sector further.
I propose to remove drtty on rvel.ling electrodes used
by our "Jua Kal,i" mechunics fo,r srrltlering and 'welding.
I expect those wlro inrport antl sull these electrodes
to our mechanics rvill redrrce tlr,rir prices accordingly.

Eighth. one of the major items rrsed in the rural
electrification on proiccts in lhe c(lrrrrtrv ,is copper wire.
Although these wires are impurtcrl, their insulations
arr done locally. Duty on insulating varnishes 'is 75
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" 
order to r.,luce the costs of rural electrifi'

cution, I propose t() ru.ltlue duty on the varnishes to

30 per cent.

Ninth, bondctt w;rteltrrtt:es l'lresc havc been licensed

r., enatrle inrptlrters lo rlt:la',' l)aynlcnt t>f rtuties and taxes

until the go.rtls arr: e llturctl f1;1 rJrrlltcstic c()nsunlption'

As su"h, ii can be Al'rltl!:(l l'llat b''lr(lcJ wlrreltttuses are

ourtl,ft the normal .11.,,,:t''tt" ftrr ltotrte consumption

procedures which ( tl\l"nls and [ixcise Department

,r,Iers to all inrportcrs. 'l ltcrc[orc' tirosc intporters who

dcuicle to use a systcnl tlrltt is outsttle the normal pro-

uedure shoulcl be rctlttirctl to plry lor it' However' in

ipite of thc fact tlrat llre ctrst oi ()pcrating 'bonded
war,rhousc, control \y\tcirl is very lrigh to the depart-

nrcnt, liueflce fce is orrly .Sh' 5'000 !'cr atrnum'

Somc of tltcse borrtlc,l rvarchouses are mannod by as

ntilnVastw()cllst()lllsrllli.'cl;.tlvrrexatrrinittg<lfl.icersand
frrlt-iirne preventive oili.:i is it is. tllcrcfore' clear that

the Governmcnt is irr'trllirrli vcry hiSh cost in con'

trolling these bontlctl !v.tIcll()tlscs, n')t' tc mcntion the

cost oi delayed reverltlc t.r the tlxchetltter' Under these

circumsta.nces, it 'is orrly lrrgical to reqrtire the owners

of these bontted rrl,r.l,,',l,ei to mcet the tult cost of

their supervision. Iloti'cvr:r' since the cost of control

depends'on 'the sizc att.l nttntber of cntries of each

*nr"h,rur", it will tlrlc tittte tt'r work ottt specific cost

of each wareltrtusc. l'utttling the conrpletiotrof th;s

exercisc, I pr<rpose rir ittetcltsc liccttcc foes for bonded

warehottses from .Sh. 5,0i)0 to Slt' 40,000 per annum

with eftoct from lst JanuarY, 1987'

Finatly, duty on capital goods' In his address to the

nation on ,the occasiotr of this year's Madaraka Dal'
His gxcetlency the Prcsident 'i'ndicatecl that a set of
in*Jr"t wi'ti Ue given to industrialists who establlsh

small-scale labour'intcnsive inrlustries in area's outside

the maior urban centrcs. This sot of incentives will be

bv way of customs tlutv ancl other tax concessions'

Itis picettency thc President further emphasizetl the

need for Government policies and programnles to be

,implemented speedily. In furtherance of thesc obiectives'

I propose to grant duty concessi'ons 
- 
on industrial

madtrinery urp to a max'imum c' and f' value of
Sh. 1.0 rnittion intendetl for small-scale iodustries being

located strictly in the rural areas.

Mr. Speaker, this is a maior tax conce!'sion and thoce

who wili enjoy i,t nrust fulnl the policy obiectives for
which it is intintletl. It nrust be clearly understood that

thc main objective is lo create new industrial growth

centres acrrvss 'the country rin or<ter to reduce the

influx of jobseekcrs into the 'major urban certres whore

piornltion' of basic services is already constrained by
over-congestion.

ln order to ensure tha't thesc policy otrjectives arc

met. I am proposing that this duty concession be gradu-

ated into three levels as follows-
(a) no duty ooncession will be granted for industries

beingiocated within the 'municipalities of Nairubi
and Mombasa:

(b)a 5O per ccnt dutv remission u'ill be granted for
thosc industries being cstabl,ished within 20 km'

of the boundaries of Nairobi or Mombasa and

ior industries located in, and within' a l0 km'

radius of towns which had more than 20000

persons enumera'ted in the 1979 census; and

(c),industries locating thcmsdves anywhere else in
,the Republic will tnloy l0O per cent duty

romission.
,Mr. Spea,ker, a legal notice 'will be published giving

tn" l"i&Ling 
'remisiions. 

Those investors who would

like to take advantage of this ooncession will' however'

Ue requirea to appty to the 'freasury for each specific

"are. 
in order to ensure that this concession 'is not

"iutua 
by ,those who are intenrting to invest in the

major urban centres, the Gover,rmen't will work out a

,uir"itt"nce machinery which will incluJr: the respec'tivc

district developmcn,t commi't'tees.

Mr. Speaker, the measures I have announced on

.uoto.. iariff will provide an additional Kf,l million
tn revenuc.

(b) Excise Tarifr
Mr. Speaker. I would likc to make two minor changes

in excisc tariff. First, excise duty on spiri'ts is payable

beforo the spirik are compounded into the popular

dnin,ks of gin, whisky, vod'ka, etc. However, duty

on other excisable gr>ods like cigarettes, beer' and sugar

is payahle 2l days after thc end of 'the month

in which sales are made. I have received oomplaints

from spirit manufacturers 'to the effect tha't the current

law discrirninates against t'hem. I agree wlth them' I
am, therefore, urntnding the Aot to put spirrits on equal

footing with other excisable goods.

Second, cigarettes and tobacco. As I indicated last

year, revenu; from these luxurior-rs commodities rhould
Le kept in line with tfie domestic rate of inflation' I have

also indicated that the rate <rf inflation is declining'
With this in mind, I propose to raise the levels at which
current rates of excise app;ly by an overall weighted

average of I I per cent. In addition, and in order to
incrcase Covernment's share of the income accnring to

B.A.T. as a result of the former measure' I propose to
increase the rates of excise duty on cigarettes and

tobacoo by an average of 3.2 per oent. These measures

will have the effect of increasing the price of some

popular brands of cigarettes such as Nyota, Rooster

and Ten Cent by 50 cents per packet, Sportsman and'
Embassy by Sh. I per padket, and the expensive brands

cvf Rex ind St"t" Expriss by 2 and Sh. 1.50 respectively'
Out of the increased i'ncome arising frorn these messures,

the manufacturer and traders will receive 3t per cent

while the balance of 69 per cen,t will go to the Exchc-
quer.

These measures on cxcise tarift which take effect from
miclnigh,t will provide the Exchequer with an add'itional
Kf,7 million in revenue.

(c) Sales Tax
Mr. Speaker. I now turn to sales tax. First, unlike

the C\rstoms and Excise Aot, the Sales Tax Act has

no provisions enabling the Commissioner to seize tax-
ablc goods being sold without paymeot of tax. Indeed'
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tho C-ommi$ioner does not even have powers to seize

such goods as exhibits to be used as evidence when
prosocu,ting a manufacturer who does not co'mply with
the law. In the absexce of such powe6' compliaoce
with the'law depends on the goodwitl of the manufac'
trrrer. There have lbeen sittrations where sales tax in-
spectors have found wholesalerc in pcxsession of tax'
able goods but with no evidence that tax has been
paid. In order to enable Sales Tax Deparrment to deal
with ry'holesalers who connive wlth manufacturefll 0o

evadc tax, I propose to give the Cornmissic'rncr pou'ers
to seize taxable goods on which he has reasonable cause

to believe that tax has not been paid. This provision
will only be used for d'irect purc'l.rases from the rnanufac-
turer and not putchases from retailers. With thesc

.powers, I arn con{ident rthat the departmon't wil{ be a'ble
to onforce oorrpliancc w,ith the law by enabling it to
cotrntercheck the manufaotttrer's records with those of
their wholesaler's comparing the tax paid with the value
of the physical goods; and by being able to eeize taxable
goods sold withorrt payment of tax.

Socond, and unlike both the C\rstons and Excise Act
and Income Tax Act, the Act does not givc the Com-
missioner powers to compound offences even where a
manufacrurer agrees that he has committed an offence.

In order to speed up tax collection while meting out
appropriate penalties to offenders, I propose to Sive
tho Sa'les Tax Commissioner powers to co'mpound
offmccs.

Third, I have already alluded to the importance tho
Cr^ovemment attaches to the health of our population. It
is for these reasons that iruecticides are exempt from
alee tax. Hrrwever, mosquito onits are taxable. Hon.
Mernben will agree with me that, mosquito coilc aro
essential for the prevention of malaria. l. therefo're, pro-
po6e to remove tax on mcnquito ooils in order to put
them at par with other insecticides.

Fourth, fencing nails. The Horrse will recall 'that la."t

yanr. I removed tax on rocrfing nails in order to assist

ccmstnrction of classr<roms for the 8-44 cystern of
education. lfowever, fencing nails rematned taxablc.
In order to give some brmst to agriculture. I propose
to exempt fencing nails from tax.

Fifth' Mr. Speakor, I have alrrady indicated that
educati,on is taking a very largc share of Covernment
expenditure. It is atso equally true to say that it is

taking a large share of the parents' incomes. [t is
with them in mind that I propoce to abolish sales tax
oo tqro of the basic requirements in schools, oamely,
exerciso books and writing ink whioh are subiet to
tax at the general rate of l7 per ccnt.

Sixth. photographs. I am sure lfon. Members sill
asree with me that printing and developlng photo'
graphs is a form of manrrfacture. We also tnow that
some of the poprrlar etudicx have turnovers exceeding
not only tho S1r. 200'000 requirod to qualify for sales

tax registraticvlr, but also hieher than tlmt of small indus-
tries which pay tax. I. thercforrc, propose tr) make photo-
graphs tarablc. Howcvcrr, in order to cnilrc that
tourists and rcturning raidcnE are not inconvenienccd

by customs over phtrlographs of sentimental nature, no
tax will be charged on imported photographs.

Seventh, casscttes. Currently, gramaphono music re-
cords aro not taxed while pre recordod casettes with
the same music are taxed at the rate of 35 per cent.
flowever, there is widespread illegal recording popularly
kncnrn as piracy in ,the music industry and which makce
it di{ficult to collect tjax on pre-recorded cassottcr. Thul.
although there are numerous rec.orded cassettcs on
sa,le in the market, revenue from this industry is mini-
mal. To reverse this position. I propose to raise tax
on all types of cassettes' blank'or recorded to 100 pcr
cent.

Eighth, yarns. Mr. Speaker, the only yarn liablc to
tax is that which is pac*ed in retail packs of up to
125 grammes. Manufacturers have resortod to making
retail paoks of 126 gnrtmes and above in order to avoid
payment of tax. This is obviously a cunning way
of beating the law. In order to cloee this loopholc, I
propo6e to make all siz€s of yarn taxable.

Mnth, texti'le industrial machinery. Thoce who were
Menrberc of this Hon. 'House five years ago will rtcall
that sales tax was removed on capital machinery h
order to reduce ornts of investment la manufachrring.
Inadvertently, textile industrial machines were left tax-
ablE To put thcxe who want to invest in textilec on
equal footing with other tnanttfacturerg, salee tax on
textile industrial plant and machinery will be abolishe{.

Tenth, fruit juices. For sometimes now manufactlrrers
of frui,t juices srrch as Tree Top, Pineapple Ju'ice, etc.
have complafured to tbe Crornernment ttrat tre rate of
tax 35 per c€nt on tfrese juices is very high conridering
that these eIE not only price controlled hlt ellection
of fruit acrols the country fs a very expensive opcra-
tion to theso mamufactturem. T:l-riq situatioo has forccd
thein to rdy on imfiorted fruit onncentratet to maintain
their production. I have considered their re?reteotr-
do,ns, and partictrlarl! tltre need to encourage thern to
use domesticallv-produced frtrils as their raw materials
and I am. therefore, redrrcing the rate of satrer ta.:r from
35 per c€nt to tlre g.eneral ratc of 17 pqr cent. As a
re'sutt of this tax rttluction. lho price of a bcrttle of
Tree Top wil'l be reduced [v (r{) cents, wilh pro rata
redrrtions in the prices of crlher frrrit iuice.r.

Eleventtr, petrot, I 'have alrea<lv me'ntioned that thc
prico of cnrde oil hac consitlerahly dmpped from the
le,veb prcvailing Iaot Decem'ber. ln onler to ensure ttat
windfall gains accnring frorn this redrrction ,in crude
oil prices do not go to booet the profits of oil companioo,
Govemrnent has take,n firee actions: first, the sales
tax rcmission of 49 per celrt granted to oil cornpanies
last year to cornpensate {iem for ttre apprcon{im of
the U.S. dollar was redtrced hy half on l5th F'obnnry,
1986. Second. by 3lst 'Ma,rch, 1q86, the entire romis-
sion q,as revolred.

Finally, on tst April. 1986, consumer prices wcre
roducod end additional sales tax impnsed by way of
The Sales Tax (Amendment) Rill. 1q86. which *'as tabled
in thi,s House bu't ncvt detrated. Covemrrnent has con-
tinuod to monfto( tlrclo pricc, and, although tte citur-
tion codtinue! to be rcry flui<|. ttrerc has been e sllght
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'ffiJil.iii;;; S;l;; i'. (Amcndnront) Bill' Ie86'

.iJi, p*ri,tlonal Collcctio'n o{ Dubits and.Tuxoe Order

*"i" p"tiitfrctl. tn tigtrt of this. rtxtuction 
-in 

crude

oil prices, I proposc to 'i'ncrease salts tax on petroletutr

producm as fr,rllows:

(a) Irirutty, white oil products like..premium' regular

and illuminating kerosone wilt attract an addi-

tional sales tax of l5 cents per litre'

(D) Secondly, black oils like industrial diescl and fuel
' ' oil which are currently tax exempt .rpill now

altract tax at tllc rate of 75 ccnls an'l 38 cents

Per litre rcsPcctivelY'

(ct Thirdty, biturtterr will now be taxed at thc rate

of Sh. 500 Pcr tnctric tonne'

(rlt Finally, in view of the high qxt rssoc:iated with
'-' ii""ti-nation, st\;ragc anl marketing of L'P'G''

I ProPose to adjust tax on it'

In spite of theso incrcasos in salcs tax on Petrol'

ttei" iirr be no clttttrge 'in oonlumer pric.es' It q'ill

bo noticed that t tlirl nt't i'rcrcasc tax on dlesel' This

;;.';iib.;te. rt" incrcascd tax which would havc

;; ,; dieset will rr()w l)e passed on-to the constrmer'

i*"iJrngry' rctail punp pti99 "l diesel will bc rc'

ducod by 15 cenrc per liLe'with eflect from midoight'

iii.-sp*ri., let nr" ltastcn to add tha't should the price

of crude oil rise bcyorrd the current lwol' the public

should expa:t fo pay tnore for petrot'

Mr. Speaker, my last measure on salca tax will be on

beer. Those who are stilt with me must be wondering

;; i;;;;"se t. cl"se thc gap t mcntioned at the

L'"gi"itig tlth thc s"verat conccss'ioru r have ro far

;il;;.-fi view of the improved 
""ol:t',o.-*nditions'[* *oru-ption has in;icased oonsidcrably' I expect

.o*umption'to increase even furthcr in 1986/87' In

il;il-;I;hi;, and the need to cnsure that Exchequer
-ni.ioroint a fair share of this increased reveoue to'K;y; B;;.ries LinriterJ' I propose to-raise the rate

J- ;i* bx on becr bv 90 cents Rer li11e' No price

i*.""." will be givcn io the oompany' 'fhis measure

*iii t"r" tho effict of raising the price--of the half-

iiii. utttl" of Trrsker, White Cap and Pilsner by 45

cJs with pro rata increases in other aizes'

Taken together the ohanges in -lales. tax I have

"nno"t*"d 
i=his afternoon will pruvide the Exche<1uer

*iit ". 
additional KL24'75 milfion' They will tako

cffcct from midnight tonight'

(d) Income Tax

Mr. Speaker, I shall now turn to income tax rvhere

I havo four changes to makc'

What is worse is that tho law as presently worded

rsuires those assessmenls and tax so disputcd to re'

;ir'i; ub.yun. until such appeal is determined at

all possible stages.

Mr. Speaker, it is my detenninat'ion to .discourage
the; tar marripulationt. F-rom now on tax wi[ be etood

ovli utltif the first determination of thar asscsornent

Uy ine Local Cornm'i'ttee. After this stal e' the tax-payer

*rrt p"y all tax assessod even if ho wishes to sppeal

i"G" r,igtt court or the Oourt of Appeal' I'f he urins

his appea-I, the overpayment will be retunded to him

quickly and exPedi,tiouslY.

Secoad, investment deduction' Last year, I accepted

a proposal put to rne (hat investmont deduction which

i'giul"- to'lndustries sottiog up n9w fac'tories outsitle

i{it*l ura Mombasa be incieascd by raising the deduc'

,tion frorn 20 per cent to 50 por cent' The purpose.of

the masure was to en"out"go rural industrializatjon

"u.n 
*." vigorously. I hoped then and rtill do th&t in-

veston wiLl tike advantage of thio antendment'

One unfortunate offecl of ttre measure, howcvcr' is

that it rtsutts in a bias towards futvestors who choosc

assetc with short lives as opposed to those assetE with

iong-U"o. Obviously, I cannot allow such a bias to
aubsist. Investors must be enoouraged to shoosc the most

cfflcient investments and not the'least efficicnt in the in-

terest of our e(ptr'omy' Thje means I am afraid' that

I must remove the double doduction given both ar an

investment dedustion and regular capital allowance

on trhe same assets. Frorn now o'n, inveltmerlt ded'uc-

tion o,f 50 per cent will count towards'the determina-

ti,o; of 'the written-d'own value of 'these asscts that

qua'lity for normal wear and tear and, thcrefore no

"*"t 
'*n be depreciated over lfl) per ceot of its cost'

Third, interest deductjonc' Currcotly, interest chargee

on funds raised to buy debt or oquity investments to earn

dividends, interest, capital pins or annuity income can

be deducted withoui limi't. Ginen [hat maoy classes

J int"r"ut as well as capital ga'iru are exompt from tax'

itris untimit.d deduction can rtsul't in net subsidy at

considerable cost to tax revenues'

I propcre to restrict in'terest charges under section

f S-til tal to the amount of investment income being

inteiest'aod dividend included in the taxablo incornes'

i tttlf, however, allow any exccss interest- cherges to
Uc cariiea forward to lhe extent tha't lhis lirnit is not

met in future Years.

Finally, HousinS Developmcnt Bonds' For some years

n*,-i itlu" supforted th; idea of Tax Free Housing

b"*rcp-"", Sonds in the hope that this mcasure will

;; i; promote private housing' Any tax-payer' in-

oluding oompanies and trusts wero permitted to carn

i;;.-ff up io sh. 60,0fi) pcr v€ar tax free provided

that investment was made in Housing Dcvelopment

nonar. A recent study carried out to ffnd out how

"n".ti"" 
this tax inceniive has boen in promoting hous'

irrg a.r"toptnent tras produced dircouraglrng rcsults' It
il;"r, ;;t eiample, shown that irndividurtls are investing

io tto" tonds in variorx names in order to evadc

tax.- ind"ed. the study suggests ftx1 thc nteasurc ir
highly tax regressive.

. fitrt, rccolution of tax in disputc' Many tax tystem!

;"d; ih"; ;" annual roturn ;f income issued to ths

i.-i-p"v"i L returned to the department 'witfrin ttre

rtiprl"t"a pcriod of timc to enable timcly assesonents

"na 
p"yrnint of annual tax. Default in nraking such

i"turns'on time ctrtrtinues to be distressingly common

forcing the lncomc Tax Departmcnt to irsue numcrout

ostimatod assessments whic'tr ,in turn requirc such asscsr'

mcnt! to be rosolveil through thc appclatc rystcm'

.-il,r.dreo ffilrllt
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Ludgot rationalization; accorded increased fiscal in-

*rrti.res to labour-intcnsive indtrstries locating them-

colvec in the rural arcas in order 0o improve rural-urban
balense; given fisel and financial incentives to the in'
fornal sector in order to enoourage self-omployment;

and initiatod nroves towards the developmerat of money

end capital mankets.

I have also drawn the attention of the llouse to the

impor.tant role played by the stabilization progxamme

which Kenla has undertaken ovetr the last three years.

This programme has been very successful and i't is

mainly because of the stabili'zation achieved to date

that Kenp is in e position to take advantagc of the
now improved terms of trade. We must. thereforc,
continue to ensure that the underlying m@sures oeccs-

sry to maintain sustainable growth ar€ oot overl'ooked
in thc face of tcrnporary fawurable coaditions like
tho ops wc arc enirYing todaY.

It is ,because of our adhercnce to thb economic
philosophy that, in spitc of tho very difficult conditions
wo havc facod in neent yqarsr Kenya is still ablc to
provido its population with basic nceds at rees<rnable

cst. Mr. Speaker, wc could no{ bave achieved this

success without the understanding, rlodication and wisc
guidance of His Exceltcncy the Presidcnt. He has

demonstrated his commitrnent to serve thig nation and
we should ermrlate his example. We can only do this
if we are a'll committcd to work together to the best
of our abilities in the Nyayo Philosophy of peace, love
and unity.

Mr. Spcaker, I beg to move.

The Vice-Presidcnt anil Minister for Home Affalrs
(Mr.'Kibaki) seconded.

(Questiott proposetf

DEPARTURE OF HIS EXCELLENCY
THE PRESIDENT

Mr. Speaker: Hon. Members, it is now His Excel-
lency's pleasure to take his leave.

(Hon. Members rose in their places while ltis Exccl'
lettcy the President lef t tlrc Chamber)

ADJOURNMENT
l-Ion. Membcrs, it is now time to adjourn the House.

The House is (herefore adjourned unt,il Tuesday, lTth
June. 1986 at 2.30 p.m.

The Hou.se rose at lilty minutcs
posl Four o'c'lock.

I
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Those u,ho think that their occrupati.on may have been so declared should
{ loc-rk f or the Legal Not ice and make arrangements tc-r obtain the l- icence

f rc;m the MinistrY of Commerc:e.

Mr. Speaker, Imports, Exports and Essentj-al Supplies Act is the
law which controls the importation and exportation of goods. Where
an importer for one reason or the other cannot obtain an import
licence and the goods have already arrived in Kenya, he goes to the
Ministry of Commerce to obtain a free Letter of Release. This is
particularly so in case of returning residents who invariably have
always returned with personal cars. However, local importers have
to pay 7.5ok of the value of an import licence for a car as Exchange
Conirot Fee. This situation is inequitable. Therefore, in order
to put the two at par, a fee of Sh. 5,000 per car will be introduced
for every Letter of Release issued by the Director of Internal Trade.

These changes will provide the Exchequer with an additional
K[4.50 million in revenue.

8. CONCLUSION

Mr. Speaker, this budget will be the final one within the
content of the Fifth Development Plan which runs from 1984 to l-988.
Although the growth performance rel-ative to the PIan is satisfactory,
the precise mode in which it was attained was far different
This is not surprising because even as wewere finali-zi-ng that Plan
some four and half years &Bo, it became clear to us that there were
major issues which the Plan was unable to address fuI1y. The outcome
of the subsequent analysis of those lssues was Sessional Paper No. 1

of 1986 on Economic Management for Renewed Growth. In view of the
fundamentaf nature of that Sessional Paper, it is easy for us to
lose sight of the Development P1an, but that was not its intention.
It was not a mid-term revision to the PIan as had happened previousJ-y.
It was a hard look at our longer term future. It stated in no
unequivocal terms that we had to face the problem of creating jobs
for six and a half million nerv entrants to the job market over the
next 14 years to the end of the century.

In paralle1 with this increase in the work force, there will be
an increase in population which will need to be housed and fed. The
best estlmates suggest that the year 2000 will see somewhat over
3.1 r:ril-ilon Kenl'ans compared wirh the cullent 22 mi1 1ion. \le must,
rherefore, address ourselves to the questlons of where the-v- will
be located and what they will be doing.

trir'. Soeaker, as stated earlier, the Sessional Paper No- 1 on
Economic Management for Renewed Growth, has formed the basls of my
rwo previous Budgets. Tociay's buciget has 'a1so drawn heavily on
that comprehensive policy document and these three budgets should,
therefore, be seen as a consistent effort to improve on the
utilization of our scarce resources. Today, the main thrust-is to
provide a foundation for restructuring the economy while consolidating
the gains we have recently made. To this end, I have emphasized the
need for Government and the private sector to util-i-ze our scarce
resources efficiently for the benefit of all.

In conclusion,.Mr. Speaker, I have today reaffirmed our
commitment to ensure that the objectives of sta"bilization and
structural adjustment measures will remain in p1ace. I have further
expressed my optimism that, with efficiency and appropriate financial
discipline, we can ma-intain the growth already achieved 1-n our economy
As we progress towards these objectives we will be guided by H.E. the
Presidentis wj-se counsel that Kenya j-s on the run.

Mr. Speaker, Sir, I beg to move.

I
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