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Before I proceed any further, I should first
of all like to convey my thanks to all the
Treasury ottcials who not only had the task of
preparing the Estimates in their present form and
coping rvirh unusuaily high bids submitted by
Ministries and Departments, but also had to
spend manlr hours adjusting the Estimates ro take
account u-rf the recent Ministerial changes. A
word of thanks should also go to other Govern-
ment oticials who co-operated wirh the Treasury
in containing the Estimates at their present level
and to the .A,ftornev-General's Department and
the Government Printer who had to deal u'ith the
drafting *,ork and the printing of the Estimates
now before the House.

In the Budget debate last year, one hon. .\lem-
ber was kind enough to say that I caused the
House to listen for over two hours just ro hear
two small changes in taxation. I can assure him
that my speech this year will not be so long but
I hope rhat he and other hon. Iv{embers will
accept thar a Budget is more than a mere state-
ment of laxation changes. For example. I could
perhaps announce that I intend to impose an
extra charge of Sh. 5 a seat whenever a James
Bond fitm is shown and that all members of the
K.P.U. will have to pay double personal rax and
income tax. I could then sit down. However, I
do not inrend to do this, and it is necessary that
we should once a year review the financial
position of the Government and of the country
and take stock of our progress and future
prospects.

One dar'. perhaps I, or my successor may be
able to present a Budget with no taxation
increases and in fact some concessions Io tax-
payers. \1'e have now absorbed the extra
expenditure which we had to take over ar the
time of Independence and have published a
Developn':ent PIan which gives an indicarion of
what the Government proposes to do over the
next few rears. The implementation of this plan
has recur:enr implications particularl). for public
debt and .-ducaiion which we have to accept. If
we are tur grow economically on the lines sug-
gested in :he plan the Government must restrict
the annual growth in recurrent expenditure to
about 7 per cent or not more than about f3 to

The House met at thirty minutes past Four
o'clock.

lThe Speaker (Mr. Slade) in thc Chairl

PRAYERS

PAPERS LAID

The iollowing Papers were laid on the
Table :-

The \filitary Forces (Service Pension and
Gratuities) (Soldiers) (Amendment) Regula-
tions. 1966.

The Pensions (Amendmentl t)\io. it Regula-
tions.1966.

(Bv the Minister lor Finance (.lIr. Gichurull
!laize \farketing Board, Annual Report for

the Financial Year ended Slst July 1965.

tBt tlte ,Vinister lor Agriculturt urtd Aninral
Husbandry (Mr. McKenziel)

Treatment of Offenders Annual Report. 1964.

(Bv rhe Minister for Agriculttue and Animal
Husbandry (Mr. McKenzie\ on behall ol the
Minister for Home Afiairs (.Vr. arap Moi))
The Speaker (lvlr. Slade): Before proceeding

*,ith the next Order, I think we will just await
the arrival of His Excellency the President.

.{RRIVAL OF HIS EXCELLENCY
THE PRESIDENT

tThe Speaker announced the arrival tti His
Excellency the President, the hon..Vzee lomo

Kenyatta, M.P.)

tThe H,.tuse rose while His Excellency, the
President, took his seat on the Front Bench)

CO\I\TITTEE OF WAYS AND MEANS

MOTION

THrr \{n. Spearen Do No* l-r*'E rue
CneIn

The \tinister for Finance (Mr. Gichuru):
\'tr. Speaker. Sir, I beg to move that Mr.
Speaker do now leave the Chair.

The House has already had the Estimates of
Expenditure for 1966 167, and the Economic
Surver' :': 1966 which has been so ablv com-
piled unrer the directions of ml colleague the
\'linister ror Economic Planning and Develop-
ment. I :row present the Estimates of Revenue
for the lear ending 30th June 1967. together
with the Financial Statement.
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f,l million per year. This means that the annual
Budget will take its proper place in the plan
period and will not, I hope, contain any major
surprises or major shocks. Unless we are to
adopt the course which has led many other coun-
tries along the road to bankruptcy and
devaluation. we must accept reasooable limita-
tions on the rate of growth in our recurrent
expenditure.

Chapter 8 of the Economic Survey deals with
public finance in a clearer aod more detailed
manner than in any previous -v-ear. The first table
shows that taking recurrent and development
expenditure together, we did in each of the four
financial years from 1961162 to 1961165 manage
to do a little more than cover our expenditure
either from taxation, local loans. or what we
could get or borrow from overseas. The surplus
figures must, however, be considered against the
background of the growth in the public debt
which increased from f69 million in 1961 to
t95 miilion in 1965. The service of the public
debt is now the largest single item in our
expenditure and we will have to be very careful
to see that loan money is spent on productive
purposes which will generate suthcient income to
enable us to meet our obligations. The figures in
fact suggest that we have found too little money
from taxation towards development expenditure.
As stated in the Development Plan we must aim
by 1970 to be in a position to find an increasing
annual sum from taxation torrards development
costs.

The last figure in the table to which I have
referi'ed suggests that in 1965'66 there will be an
.rverall deficit of over f7 nrillion. The position
rvill in iact not be quite as bad as this. Last year
when I presented the Budget, I forecast that we
u'ould at the end of the 1961 65 ,.'ear have a
credit balance taking the recurren! and develop-
ment exchequer and tax reser\e certificates
together of about f100.000 and that we would
cnd the Iear with an overall dencit of f3 million.
.A,lthough, therefore. technicaill' and f rom the
accounring point of view I budgeted for a deficit
of about f2.2 million on the year. I had it in mind
that '* e had accumulated sutlicient money to
enable us to repay contractor tinance and certain
other debts totalling about this amount without
fresh L,orrowing. We have in fact during the year
repaid tl.7 million of contractor finance and have
also repaid to the Uganda Government a loan of
t333.0tO fcrr the Mombasa \\':ter Supply. My
preseni e)timate is that we wrll end ihe lear with
an orerall deficit of f3.5 miilion. Or. in other
words. the position will be about ll.5 million
worse than I expected. We started the year with
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a credit balance of €900,000 and the true deficit
on the vear is, therefore, f4.4 million. This we
have been able to carry without undue srrain and
only for a short period did we have to use our
facility to borrow money on Treasury Bills from
the Currency Board. But we cannot aliow this
deficit to increase and it is essential that I should
produce a balanced Budget for 1966'6i.

I do not propose to go into anv gre]t detail
on the revised estimates of revenue and expen-
diture for the present year but brieflv I expect
to end the 1'ear with a credit balance lrf aboul
1600,000 in the recurrent exchequer anci a debit
balance of about 16 million in the deveiopment
exchequer. The balance at the end of the year in
the recurrent exchequer would in fact have been
almost exactly my target figure of {,1 miilion if it
had proved possible to recover in full the amount
due from African settlers on settlement schemes.
The shortfall was about f400,000 and it is essential
that recoveries should be improved and that the
arrears due should be paid up. On the .ecurrent
side, expenditure is up in accordance uith the sup-
plementary estimates which have been approved by
Parliament. but we have also got an additional
fl million in income tax mainly ouing ,o u

special drive by the lncome Tax Department for
collection of outstanding arrears. On the develop-
ment side both expenditure and receipts are
down on the estimate and it is in fact possible
that the published deficit at the end of the year
will be slightly higher than my forecast of
f6 million o\r'ing to delays in the receipt of aid
for which the negotiations have been only
recentll' concluded. But this position will correct
itself early next year. We have succeeded in con-
verting a local loan of over f3 million and have
also rai:ed a further sum of about f7l-<.000 on
the local market towards development expen-
diture. Our refinancing problem is less fo;midable
in 1966 67 and ue will be able to make a si,eni-
Iicant contribution to development erpenditure
from money raised locally.

There is one more matter to which I should
refer before I leave the present year's Estimates
and oul-turn. u'hich is that u'e have received
f540.000 from the Currency Board to*ards the
expenses of the Central Bank which wili not be
paid ovei' to the Central Bank until 1966 67. but
I do not regard it as necessary in order to balance
the Buciget to cover this payment by taration in
1966;6: .

The Economic Survev rvhich I hrve just
referre.i lo has. aI great length, anallseci the state
of our 3conomv in the calendar !'ear i965. and
has also siven a iorecast of the likell economic
picture in 1966. Although this document is now
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ivailable to the House and the country, there are

certain aspects of it which I would wish to touch

upon before I proceed to other parts ot my

speech.

The 1965 Economic Survey forecast rbat'

in that year, our Gross Domestic Product

would risi by 't per cent over the 196'1 figure'

Our limited uUility ro prophesy, however' could

not have allosed us to foresee that the main

iains would fail and that one of our \r'orst dry

*"tn.tt would Persist right up to the end of

the year. \{ainlv because of these factors' there-

fore. a rise of only 2.3 per cent in our- Gross

Domestic Product at currcnt prices as against the

i per cent forecast was achieved' In the circum-

ttJt*. prevailing in 1965. when the principal

industry' of the country, namely agriculture'

;;tr;t.; severell' from drought conditions' this

overall increa- cannot be viewed as entirely

unsatisfactor !'.

However. looking at the two years 196'l and

tsil togettrer. tht Gross Monetary Domestic

Product of tl. economy had an average growth

rate of 7.5 per cent as compared with a rise of

7.1 per ..ni for.."tt in the Development Plan'

ni"it ftorn the agricultural sector, the rest of

thl economy *es sufficiently strong to continue

to move for*'ard and to sustain, overall, the level

of the Gross Domestic Product' Except for the

off-setting effects of the increases in the value

of subsiitence livestock, fishing and hunting,

the fall in subsistence agriculture in 1965 *ould
have been 8.3 per cent as against the actual fall
by 4.6 p.. ..nt. Dry weather conditions signi-

ficantly affe"t.d the production of our main crops

such as s66g6. *hich was also hit by the incidence

of CotIee Berrl' Disease, and tea. u'hilst prices

for sisal remained low.

One other encouraging aspect is ihat the

estimated cash income of small farmers continued

to rise during lhe )ear although at a slower rate

than in past )ears. It is significant to note that the

small faim sectlon of the agriculture and lir.estock

sectors accounted for fl3'4 million equivalent to

31.4 per cent as against lhe 27.9 per cent for 1964'

In our smali mining industry, copper production

benefited from rises in prices, and manufactures

had a good lear in spite of very severe restric-

tions imposeci bt' Tanzania on our exports'

Notably ihe \lombasa Oil Refinery expanded its

production and also increased its exports over-

seas and tLr tte rest of East Africa. Industries

other than fc"d industries recorded a ri-'e in
production anJ the construction sector had a

12.6 per cent increase-an increase which repre-
:euts a useful stan towards the target set in our
Development Plan.

The wholesale and rerail trade and service

industries maintained tbe 1964 level of pro-
duction and there rras a recorded small increase

in production of electricity although consumption
remained the same as in 1964. In our transport
industry, importation of bulk commodities partl\'
accounted for a il.5 per cent rise in the trans-
port, storage and communications product.

Wage earners as a w'hole were better ot1 in

1965 than in 1964 since they received higher

incomes which include a rise of 7'8 per cent even

though consumer prices probably rose by '1 per

cent or 5 per cent during the period. This means

that self-emplol'ed farmel5 who are the great

majority of our population were relatively uorse

off'during the 1'ear and taking into account the

growth in population, the national income per

head in 1965 fcll. It will be one of the major
aims of our Development Plan to ensure not

onlv that the target increase in national income

is achieved but also that the increase goes tLr

those who need it most. This will involve con-

taining increases in the level of wages to ensure

that self-emploled farmers enjoy their fair share

of the growth in the national income. It will also

involve a major etfort in land consolidation' farm
planning, agricultural extension services, the

use of improved seed and fertilizers' irrigation
schemes and range management schemes for the

ranching areas. It is on these lines and not from
prestige projecrs that economic growth beneficial
to the whole country will be achieved'

Our 1965 capital formation target of f38
million was just achieved and reflected a rise of
8 per cent over the previous year. As a per'
centage of Monetary Gross Domestic Product.
the achievement was higher than the previous two
years. As for the future, it looks likely that tbe

present rate of growth of capital formation will
continue and that consequently it will be possible

for the revised Development Plan annual target
of f65 million to be reached by the end of the
plan period. In farming, capital spending on large

farms was in i965 higher than in the previous
year, and on a per-acre basis the highest since

1960. As regards the value of our exports. there

was an improvement by {2 million which :s

mainl-v- attributable to expansion of manufactureo
exports and re-exports. particularly petroleum
products even inough there was a sharp drop in

export prices:.rr srsal and a shortlall in the

quantity of codee avarlable for export. I have
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already made reference to the effects of drought
on our agricultural exports and I would now
wish to turn to our imports.

Importation of abnormally large amounts of
foodstuffs notably maize plus a 25 per cent rise
in the import of intermediate goods. for process-
ing purposes, such as crude oil and iron and
steel explain for the unusual rise in imports
during the period. In our export and import
fields perhaps I should briefly refer to the fact
that while the United Kingdom remained our
principal trading partn€r, .\frican countries
supplied 14 per cent of our imports while '13 per
cent of our exports were sold within the
Continent of Africa, mostly to our Common
Market neighbours. As for exPort prices, these
showed a small improvement over 1964.

The gap between the rich and the poor coun-
tries is getting wider while the value of aid being
given for the development of poor countries
seems to be shrinking in relation to their require-
ments. I bave for some lime felt that the spate
of economic advice and economic publications
on how developing countries should order their
affairs gives insufficient weight to the problems
arising from continuing deterioration in the
terms oi trade between industrial nations and the
rest of the world. [n fact in some cases the aid
given may only be a small proportion of the loss
sustained through deterioration of the country'J
terms of trade. I know that this problem has
been considered at international conferences. but
there is no point in industrial countries claiming
to want to help and ,then failing to provide
markets for the produce of the poorer nations
wbo frequently have seen the benetits of greater
production lost through falling prices. lack of
markets and increases in prices of imports.
Indeed, rr-,.rictive trade measures against goods

f rom devetoping countries are becoming quite
widespread in the industrial nations. This inter-
national problem requires re-examination of aid
and trade policies, for what underdeveloped
countries need is not only aid but also trade.

Some hon. Members may have been alarmed
to see from the published figures and from the
Economic Survey that we had a deficit in our
visible balance of trade in 1965 of some !36
million and that after taking into account our
credit balance on inter-territorial trade that there
was an overall deficit of tl9 million. However,
the balance of payments table in Chapter I of
ihe E;..nomic Survey shows that the position
ol'erall rvas satisfactory, and that the current
account as a whole was more or less balanced.
There was also a sharp rise in tourist income and

Budqet S;;eeclt

mainly owing to the imposition of exchange
control the net outflow of private capital which
had taken place in 1964 was converted into a

small net inflow.

If I mav. Mr. Speaker, I would now like to
turn to the finance and banking matters. In my
last Budget Speech. I announced a number of
important issues which have influenced rnd will
continue to play the same role in our economic
activities. I touched upon the likelv future of our
common currency in East Africa and on the
position which events in East Africa had forced
us to assume in the management oi our medium
of exchange, namely the currency. Our two
partners in this field, namely Tanzania and
Uganda. have already announced the dates
on which their respective Centrai Banks will
commence their operations. and many of )'ou
will remember that the date announced bv
Tanzania was the 14th of June which was
yesterdar'. The Central Bank of Uganda. I anr
told. is Iikelv to open its doors to its customers
some time next month. I am aware ihat this
House, the country and the interested worid have
been expecting a similar announcement from me,
but before I give it, I will give a brief
r6sum6 of the progress the Government has made
in the process of establishing the Central Bank
of Kenya otherwise known as the Baniii kuu ya
Kenya.

From the time the Government. became aware
beyond reasonable doubt that the future of our
monetary association in East Africa had a limited
life. preparations for the setting up of our
national bank were set in motion. Work is just
about to be completed in converting the former
Army Pay and Records Office into premises
befitting this national institution. I am indebted
to His Excellencv the President and the Minister
for Defence who. at very short nolice. were
agreeable to my proposal that the building should
be made available as a temporary measure for
conversion into our Central Bank premises. A
nucleus oi stall mainly for planning purposes has
been at work for the last few months and the
selection of additional staft is currently in
progress. Initiallv, the stalf of the bank rrill com-
prise 100 members. many of whom will be experts
in their own fields of work. His Excellency the
President has already appointed the Governor of
the bank and four Directors on the board of the
Central Bank rvhich had its first meeting on the
-lrd June this 1ear.

Con':;:nmen!s \)f notes forming paii ,)f ()ur

national currencv are already in the countrl' and
it is mv belief that sutlicient ground s.rrk and
preparation will have been completed by the 14th

l8
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of September which is the date t intend to publish
in dui course as the date of commencement of
business in our Central Bank.

From the date of its opening, the bank will
accept the East Af rican Currency Board's

shilling notes and will exchange them for Kenya
shilling notes of the Central Bank. It will also

deal both in sterling with the commercial banks

and the Covernment within published limits on a
commission basis. The new coins of the Central
Bank rvill not be ready until at a later stage and,

to begin *ith. the Central Bank rvill use East

Af rican Currency Board coins under a special

arrangement. The period needed to accomplish
the eichange of the currency can be estimated

as one !'ear for bank notes and another two -vears
for coins. In the meantime, the Currency Board

shilling will still be legal tender in Kenl'a'

I am conlident that the initial ioreign cover

of Kenya currency will be about 80 per cent

rvhich represents a slightly higher ratio than that

now applicable in the case of the East African
Currencv Board. The denominations and size of
the bani<. notes and coins will generally follow
those used hitherto, but there will be a new note

of 50 Kenva shillings and new coins of Sh' 2

and of 15 cts. The second change will be that

all denominations will bear the replica of the

head ol our President Mzee Jomo Kenyatta'

Hon. \Iembers: Without lhe kofia''

The Minister for Finance ( \l r. Gichuru):
I can assure the hon. Members the lrotia is not

there.

One other change will be the elimination of the

hole in the l0 cts. and 5 cts. coins' These two
latter coins will be a bit thinner but \\ill be able

to be used in existing slot machines in the country
so that neither the Post Otlicc. thc Railw'ays' the

City Councit or any other organizetion will
reqirire to repiace their slot machines as a result
oI the int:-oduction of our national currency' I

have thus avoided the possibility crf being called
upon to pay compensation for replacement of
siot machines which might have been unable to
accommodate our new coins. I hal'e not investi-
gated ,,r'hether the new coins will fit into machines
known as one-armed bandits or amusement

nrachines--l sincerely hope the-v sill not!

I would like also to say a few words in relation
to ivhat might be termed the guiding principles
on w'hich our Central Bank will op€rale. since I
i:cl rhrt'.his cught to be undcrstL)od ir(rnl the

r)utset in order to tlbviate any nlisconcepti()ns
that ma-v be held in certain interested quarters'

The principal aim of a Central Bank is to take

care of the money supply of the countrf it
has been established to serve either directll by

issuing notes and coins or indirectly through the

control of the country's banking system. lt must
be borne in mind that by opening customers'
accounts '*'hich can be drawn on by cheques. the

banks are in fact providing means of pe) ment
to a large sector of the country's economy.
Because this is an additional source of money
supply, the banks have to be placed under the

influence and supervision of the institution
responsible for the monetary s) stem in the
country. It can. therefore. be said with justinca-

tion that the credit activity of a Central Bank
is a control by which the bank influences the
volume of money in circulation with the ultimate
aim of a proper monetary policy which is to keep
the value of the currencv stable both in relation
to the internal price level and to gold and prin-
cipal world "reserve" currencies. A Central Brnk
is certainlv not a source of automatic ertension
of the volume of credit in a country. \either
could it make additions to or supplement the
credit volume based on savings of the pubiic. It
can only serve as a cash reserve for commercial
banks which keep customers' moneys or prt-rvide

these banks rvith incidental or seasonal credit
facilities of a temporary nature to improve their
liquid position. lt will also provide banking
services to the Government. The Central Bank
will take into account that the volume of
Government funds can fluctuate heavily according
to seasonal movements or economic clcles and
that the holding oi such large and flucturting
funds as Government would have in commercial
banks mav cause abrupt changes in the latter's
disposable funds and expose the normal credit
activity of the banks to considerable strain by
shifting it from undue expansion to harmful
restriction. By banking with the Central Bank
the Government rvill insulate its funds fr.-rm lhe
undesirable role of a factor determining the
r olume and price of credit.

It is atso material to refcr to the fact thrt the

maintenance o[ the external value of our currency
as expressed bv its par value is no:mally
guaranieed by the continued readiness rrf the

Central Bank to sell to commercial banks sterling
or other "reserve" currencies at a fixed rale of
exchange. In order to provide an effective backing
fttr Such p.'licr'. ln adequate amount.'f io:eign
currencies must be held by the Centrai Bank. In
this connerion and in the case of our Ceatral
Bank, a t:r:get has been provided bv the Central
Bank of Kr'o\'1 .\ct ri'hich requir;s lhlt our
Ccntral Brnk rrill hold at any gil'en tim. i.r;eign
convertible currencies equal to the value oi iour
months' imports. It might be considered that this
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iarget is high and that it ma!' take some time
to ichieve. but I am satisfied that it allows some

ttexibiliry and is also related to prudent policy

in addition to being appropriate in the actual

conditions prevailing in Kenya' In the long run'

however, the maintenance of a sullicient cover

for the currency can only be assured by the

absence of inflationary tendencies caused by

excessive expansion of credit either in the

Government or in the private sector' We must

avoid. rs indeed we have don: in the past' poli-

cies aimed at pumping into our rconomy a

monev supply rvhich would exceed t e value of
the mateiiil resources available. \\'e can only
achieve this by tr-"-ing as f ar as is possible to

match up our imports with adequate exports and

thus avoid a deficit in our balance of pay-

ments. the balance of plyments which together

with the bank's foreign reserves are the indicators
of stability of the currenc-v or of inflationary
conditions. Borrowing from the Central Bank by

the GLrvernment will be restricted to a level con-

sistent rrith the stability of our currenc)' and thus

forestall inflationary conditions which experience

has shown elsewhere occur through excessive

borrorring by the Govcrnment' The Government
has undeltaken not to embark on inflationary
spending in relation to the Development Plan'

With these declarations, the country can look
forward to having the services oI the Central

Bank of Kenya which wilt plal' the role of fiscal

agent and financial adviser lo the Government'

Tbe application of Exchange Control regulations

..ue. tt.iling area transactions introduced in June

1965. has lrad very satisfactory results on bank

deposrts and advances, currency in circulation,
shire quotations on our Stock Exchange and on

our balance of payments' In June last 1ear, private

bank deposits rose from about !-l-1 million to just

under !57 million while advances rose from 146

nrillion to just under !53 mrilion. The private

advances/private deposits ratio *hich was at a

peek of 109 in January 196i. eased to 93 by

March 1966. This latter ratio must be regarded

as stiil high compared with tbe normal ratio of
about 70. and I ought to urge income earners to

deposit more in order to make it possible for
fuither improvements to be made in the credit
c-,peritions of our banks'

Th: currcncv in circulalicrn rrhich was 156'3

million at 30th June 1965. rose 10 f6-i.5 miilion
bv lh: end of the -v-err. Durrng ihe lear 1965'

lhc' i::st African Currency' lJtrtrru rssJls corering
ihe currency in circulation in;reased 11'r .iust over
t73 nillion so that the currencl in circulation
ha<t a backing of more than 100 per cent. The

external assets of the Currency Board rose from
f46.8 million to f49.1 million and the external
backing of currency reached the 7-s per cent
mark as compared with the previous hgure of
73 per cent.

It will be recalled that the East '\frican Trade
and Industr-v- Share Index stood at 9l S at the

beginning of 1964. At the end of 1965. the

Index uas 111.1 and by the beginning of \Iay
1966, the Share Index stood at ll-<.5. There can

be no doubt that improvement in these monetary
fields owes a great deal to the appiicali.rn oi the

Exchange Control regulations over the sterling
area other than Tanzania and Uganda and also

to the increasing confidence in our economy and

the policies of the Government. lt is also clear
that the ar aiiability of money in the country
together with the shortage of scrip in the Stock
Eichange market explains the unusually hich
quotations in the market. The Governnlent Stock
and Conversion lssue of L3.5 million was sub-

stantially over-subscribed in December 1965 and

subsequently' three small issues totailing about
1775.000 were successfully floated. The recent

City Council Stock lssue of ll50.0tl0 \\'as over-
subscribed on the same day it uas announced
while in fact the Stock w'as closed a iew hours
after the announcement. One of the conclusions
that can be made out of all this is that we should

be in a position to raise a reasonable amount of
money internally to support expenditure on our
Development Plan Projects.

As a result o[ the decision to establish

separate Central Banks in East -{frica and the

consequent break-up of the common currency'
rhe commercial banks have in ihe last few
monihs been adjusting Iheir assets liabiiities so

that the banks in each country are tow very

largelv independent of the banks rn the rest of
E.ast -\frica. I am told that in rtrlrl€ cBSeS

balances are being cleared between branches' say'

in Kenra and Uganda through Londtrn instead of
directlv as previously. Our commercial benks

continue to be in credit with banks in both
Tanzania and Uganda and at the end oi \larch
1965. the)' were in credit of over !-< million with
banks abroad. This I venture tLr s:1\ must be

viewed as a good atmosphere within rihich our
commercial brnks will enter into busrness with
the Ccntral Bank of Ken1a.

I n()\\'iurn 1o the developnlent cs:tmalcs for
1966 (t7. .\t l:l million they are lar hrgher than

ever before. They include only ab()ut rl nrillion
of re-tinancing 3s conlp.rrcd rvith t"'er :l million
in the present )ear. and I am g:i.i l" slr that

we *ill be making the final palment uncier the

contraclor finance road project. The es:imates
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I am sure mY hon. colleague the \linister for
Economic Planning and Development will, in

speaking in the Budget debate, exPlain ln some

detarl our Programme for the Year wh ich will
undoubtedh ide considerable amount of

additional ovment a

on or further on the ioad to a more
to go intopr<jsperous Kenya. 

.I do not propose

mrrcir-detail myself on the proiects

[The Minister for Financel
iontain a iittle over i4 million for settlement

schemes and land transfer, but the maior increase

is on rhe provision for general development

*hi"h totals nearly fl7 million' Tbe estimates

correspond closely to the suggested- programme

io. tte -vear in the Development Plan' I.hope
that hon. Members will find time to read this

olan and we can now for the first time claim to

tr"u. " 
plan which is very much more than a

mere catalogue of Government capital

expenditure.

tions, this may involve some slowing down ot'

development expenditure. Our two largest sources

of aid will be the British Government and the

Internationai Development Association' As a

side effect of the disastrous drought in 1965' \1e

have obtained a ioan from the United States

Guu.rn..n, covering the cost of the maize wbich

we had to import. t would like to make it clear

that the mone-v so generated is to be repaid over

twenty years ind as for other development loan

rnon.yt, we uill have to use it for productire
projects.

Before I leale rhe question of develo.pment

una-in. raising of money to cover our planned

"*p""ai,rt.. 
t would like to draw the atlention

of'our friends overseas. particularly our donor

countries. to cerBin aspects of our development

;;J;. I' have alreadv mentioned that rapid

J.u"iop*.n, of developing cou-ntries . requires

U.,n uia and trade. In the field of aid the donor

countries have ]et to appreciate the full signi-

ficance of the problem of local costS' lo urur
'O"r.fop..n, Plin. it has been calculated rhat

G; ilA cost element is about 80 per cent' There

i..-ri,.1.1"*. a limit on the extent to *hich aid

,i.O to the purchase of imports. f rom donor

countries concerned can be used' It is uniortunate

;;; i; that aid is increasingly becoming tied

to i.por,t and that the balance of pal'ments

"i"Ufeir,t 
in a developed country arising from her

Ii"n*.tiont wirh other industrialized countries'

ur. no* being used as an argument for raising

tt " ptopottio-n of tied aid to the developing

couniriei with r'rhom the developed country con-

;;;; may have substantial trade surpluses'

There is the likely danger of aid programmes

being used as export pr-motion devices' and. it
*ould upp.^r that some countries want to glve

wtrat thly call aid without any real cost to
themselves.

As far as Kenl'a is concerned' we believe that

the development strategy which we have ior-

*rf.*O in'lhe re,ised plan is appropriate' lnd
*" .ip." our donors not only to give us aid

,.i"tini to the capital imports but also aid to

supptement our resources in undertaking those

i.Jif .ot, expenditures without which the im-

ported capital rxould contribute little in our deve-

[pr.", ther.fore. although rve understand the

p1'Jr".t of some donor countries' we hope that

i",'-*iri U. generallv accepted that g:L)si in-

.quuli,i.. of u ealth between ditTerent countrics

i;-i;. * o: il .r:e incompatible s ith 'r h":ithv
international societr' in much the same \\ 3\ as

gioit in"qu"lities in the distribution of * eelth

within a country are inconsistent with the require-

ments of a happy and contented national soclety'

included in
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the estimates but we can note that the provlslon

ioi gor.ution has more than doubled on the

present figure of some L937'000' tbat we are
'noping to spend 

, 
over f5 million on transport

and communlcatlons' that the provision . for

egii.rttur. is significantly up and,that we trave

inlreased the provision for Housing f rom

f;;0"000 to ll.4 million. My main responsibility

; t; ii, to find the money and.[ am reasonably

.onfia.il, that I will be able to do so' I fear that

it"r. *rU be under-expenditure but this is more
-t-it.iv 

,o arise from lack of executive capacity thau

lrom lack oi moneY.

It will be seen that, out of the f22 million' I
t uu" una.t,^ken to find, nearly 17 million is

from internal resources' This mav seem very

".Uiri.rt 
but I hope to achieve this target in

three wavs.

The Centrat Bank will be purchasing srerling

s..uiiti"t f rom various Government funds and

iro. ,f," Post Ollice Savings Bank' The Govern-

,."i *iff ihen issue local stocks to absorb the

rnon.r- prttuced in this way' The sterling invest-

.Jnir' .'o"..ined will remain with us as part of

the overseas reserves of the Central Bank' [n

"OOi,i"t, 
substantial contributions will flow into

i["-Nrion", Social Security Fund and will be

in".tt"d in local stock. I have also been en-

..rr"g.O i:om the success of recent public issues

""-tnJ 
local market. to believe that further issues

":itt U. rb...rbed. ln these three *avs it should

be possible to raise most of the 17 million'

The probiem of negotiating the remalnin,g f l5

million reouired from overseas sources will not

;;-;;;i and if there are delavs in these negotia-
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In addition to the problem of finding money

f"i"a"t=fop-ent, the greater.part .oI .which 
will

L. ir ,t. iorm of loins which will have to be

r*ri."J ."0 repaid, t will have a new problem'

;;i;;;-il ;teation.of a Central Bank' automatic

.n..f.. aod balances operated' *hich limited.the

"-i."i t" 
which our eionomic position could be

A"."gJ by balance of payments dittculties',but

in fuiut. tiris will not be the case' On the best

"0"i.. 
iU", I have been able to obtain' I believe

,tt"i il. proposed borrowing for development

;lii ;;; .'ause inflation and a balance of pav-

,.",t .riiii provided development money is used
't*-p."au.tiue 

projects which add to our.income

and overseas earnlngs. But this is something that

*itt tut. to be very carefully natched and on

wiiictr I hope to receive the advice oi the experts

of the Inteinalional Monetary Fund'

I no* turn to the recurrent estimates of expen-

diture ior the year 1966 i 67 * hich amoun-t to

f 52.805.70O as compared rvith t+9'670'012 in

lsZi:io including the first Supplementarv- Esti-

;;:a; additional expenditure in 1966/67 has

U."n n...ttltated by the need to provide more

i"i'-,t. Kenya Armed Forces' Social Services

noiaUf l Education, and Health and improve-

,""" .t security measures in our Prisons' There

i;-;it; a large element representing- commitment

i" .r. pruuJ Debt. out of the f759'200 increase

in in. yloittry of Education' !500'000 will go

into ,..ond"ry education to linance 177 new

t."".0".V iaucation forms' Provision has also

;;t ;re. for additional students at the Teacher

i;"il Colleges, Adult Literacy' Teachers'

S"."i..-C"-miiion and for a nucleus of staff

toi u 
-r.ai"^l 

school at tbe University College'

i.f "i-Ui- 
Under the vote of the Ministry of

ii;;lil.' ,h; additional provision is mainlv

..""r",.0 for by the need to provide more staff

^"J 
--.qrip.ent in relation to the already

announced free medical treatment'

Under the Ministry of Commerce and Industry'

a sum of f26,000 has been provided as a.grant

io-it" Export Promotion Council in order to

^rriit 

-"* 
industrialists to advertise and look for

*ot" ,"tt"ts for our industrial products' It will

U" nor.a that other smaller increases have been

"ti 
i.i u:, less provision for the Ministry of Local

Government.

Our expenditure estimates ftx 1966/67 taking

recurrent and development together total some

t75 million. This is a frighteningly large sum'

and airhough I hope that it tJoes frighten hon'
y-*"ro.rt. I fear that in the debate their main

.ornpi.rnt will be that the Estimates are not large

.".rgi, They in fact represent as high a level

of Government expenditure as can possibly be

justified io relation to our resources' A recent

publication of the International Monetan' Fund

itates that while the share of the Government
sector in Gross Domestic Product in developing

countries generally exceeds 10 per cent' it is

below that-level in most less developed countries'

In our case. as the Economic Survey shows'

Government expenditure in 1965 /66 \\'as over

lS p., cent of tbe monetary sector of the Gross

Domestic Product and over 27 pet cent of the

total. This illustrates the very important part

which the Government plays in development and

in the generation of the national income and

also derionstrates that we are doing more on the

Governmeot side in relation to the total resources

of the country than many other nations'

The 1966167 Estimates ot recurrent erpendi-
ture, as compared with the printed Estim3tes for

1965/66. show that they exceed the l'rtter b-'"

€4,221.1tX1. This is an enornlous sum all cti which'

in our present circumstances, could not be raised

from ne*' taxa'tion without damaging the economy'

The addirional expenditure. however' must be met

and I have a number of ways in which I intend

to balance the recurrent expenditure'

When I announced my interim Budget measures

last April. I stated that they would rield about

Il.2 million per annum. My present assessment

oi ,f,".. .our... indicates that the sum will be

realized in the 1966/67 financial year' I rm also

hopeful lhat growth in revenue at existing rates

of 
'tu*ution wi-ll produce t1.716.100' and in addi-

,ion u .".ry'ovei of f540,000 out of a sum^ allo-

."t"0 ,o the Central Bank by the East African

Cur..n.r. Board in 1965 166 will be made towards

meeting the excess exPenditure.

This L'rings me to my new taxation measures'

and in accordance with our normal pr3ctice' I

would ask. Mr' Speaker, this speech be taken as

a Notice of Motion to be placed beiore the

Committee of Ways and Means which i: to deal

with the measures I am about to announce'

Firsrl). I wilt deal with the new Excile Duties

which in addition to the need to rslse more

revenue have been necessitated by the efects of

i.por, substitution consequent upon ()ur. policy

of protecting our young industries until lhey are

in a position to compite wlth similar imported

.unri".,ur.r. The raising of dutl on imported

goods ior this purpose hut. out' a number ot

i.uo n't."n, ttrai teis of such manufactures have

entered the country and that' therelore' less

fevenu!- has accrued to Government' I hrve care-

l'ulty I.roke<l into the operations r;f thesc tndustties

ancL I hale been convinced that some tti them can
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no longer invoke the principle of inability to com-

;;,"-ari; that their financial state does now iustify
my calling upon them to start making some con-

iriUution t-ooards the public purse' From midnight

i";"h;, therefore. the following measures will

become effective.

The present duty on matches will go up from

Sh. 3 to Sh. 5 on every l'14 boxes of matches

;;.h "i rvhich is in packing of less than 50

"r.i.fr.i. 
inctuding other quantities of matches

.;;;i;.J in the A1t. This increase is equivalent

to about I cents Der one ordinary box of matches'

lli""i"f waters and similar beverages' aerated and

non-u"r",.d. bottled ready for consumption with-

,rui frtttr.t preparation or dilution' will have dut-v

thereon raised-from 80 cents to Sh' I 60 per

imperial gallon. which means an extra 5 cents per

il"iri..-1,=it not much. one other commodit-v- I

n"". i" mind in this series is biscuits' on which

i'fr.r. *,ff be excise duty of 25 cents per lb' The

Jui-v *ifl not. however. apply on biscuits made

in baker:es ior direct retail sale without being put

in .n.lot.d packages. There will also be duty at

thc rate of Sh. 25 per 100 lb' on soap' soap

powders. so3p extracts and substitutes Iherefor'

The Budget proposals also contain additional

m3asures :imed at protecting Iocal industries

which manufacture soap, biscuits and mineral

waters.

\ly import duty revenue measures relale to two

it.mi. Complete radio receiving sets' including

television ,cis and motor vehicle radios not else-

*f,.*-.p..ified in the Customs Tariff Schedule'

will caril dutv at the rate of 50 per cent 4d

,'r)l-rrr",r,-instead ol' the existing duty ot' 30 per

cent <.rr,/ r'rti<trent together with a suspended dut-v

;f ii p.t cent. The present specific :uspended

Jr,y oi Sh. -<0 will become specific import duty'

The second proposal is in connexion rvith

p.,i"f ."*. crude 
-or 

partly refined lor further

ierining. including other motor spirit on *hich

the duii *ill go up from Sh' l' +0 per imperial

g"ir* ", 
,r: F. to Sh. l/50 per imperial gallon

at 6l F. The present Consumption Tax on. petrol

of -15 cents will go up to 55 cents per gellon' so

ihat th. overall increase on petrol *ill be l0 cents

;;;';.ji.r. I am hopeful that less pressure on the

..."Lr",..r' bl motorists will not onll minimize

tha elfecl) !)f the measures I have taken on petrol

hut w'ill alro lessen the number of ghastlv sights

',ve hrve >een in our local newspapers ind on our

r',rads m'tinly because oI speeding'
-fhe Ie:. \peed. rhe more petrol )otl :r\e'

planes land ar our airport. they pay l0 cts.' exlra

I^ ,tL fuel thev take-on which there wiil be a

charge of l0 cts. per gallon' My colleague' the

\'linister for Powerund Communigsllon5' -*ill
ioJuf puut;th a Gazette Notice to this effect'

Aviation ftrel charge paid by the East African

Airways w.ll be shared equally amongst Tanzanta'

Ugand'a and Kenya. because this is an bast

ii;;;; service and. for the time being' this is

the agreement.

Some hon. \lembers would have liked to see

rn" l"...n-o.t s:rvice charge imposed instead of'

,r. in ,aaiiion to. the chaige on aviation fuel' I

rm aware th3t a number of countries' including

*onl" ,n Africa. have a passenger service .charge

^,'in.ii "i.p.ns. 
but I must point out that besides

being a possrble source of irritation to passengers

;;; =,;'catse of delav in getting them through

th" ,irport. '.he proposal would not' at w'hat I

would consicier a reasonable charge' lield as much

revenuc as I hope to obtain from the charge on

,*i",i." fuel. I am also convinced that it rrould

not have been prgper to impose the two charges

concurrentl\'.
The Financial Statement and the Finance

Bili. 1966. rnclude both protective and f ormal

piopotuft shrch will also be effective from mid-

nigtrt to-nignt. The protective measures have been

taken on the recommendation of the East African

Tariff Committee. and are intended to protect'

"rno"gr, 
others. Iocal industries manufacturing

uarna 
-au"i, 

as electric wires and cables' electric

iigf,t UrfUt. round steel bars and rods' and liner-

biard lor nraking corrugated cardboard'

The formal changes to the Customs Teriff

S:hedule are meant to minimize aCrninistrative

difficulties <tr far erperienced bv the Commis-

sioner of Customs and Excise in the adminittra-

tion of the tariff.
I estimate that the new taxation measure will

prorJ*. t:t,.000 f rom biscuits' €30'00O f rom

match.s. : l50.0CO f ronr soap' t90'000- from

;;;;;;i \\:rters. ti0o.m0 from petrol' !s0'O(rc

lrom radt.rs and similar receiving se!s' and

tSijJOO fr(rnl aviation ftrel: all making a total

of t766.rX\-). I anl advised that as a resuit of

these meastlres. the Nairobi Wage Earners Cost

of- i;uing Index *ill not go ttp bv more than

tl.-l ol a- point. and that the Nairobi \liddle
Income Inier is Lrnlrkelv to rise bv more than

().5 of a F.rtnl.
There a:e nvo criticisms of the Btrdget *h-ich

f .*o.., "r'ril be made in the debate The first

l.; li'ui-n.., .nor-,gh has been done and Ih:lr the

Estintates r-l\e not gone up sutii:icntlr ' This

.'1;ii.i.* c.in herdll stand r'rp in relltion. lo the

ij.r.i.p.,"n, Estimates which are not Iikelv to be
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\lv lasi ie\enue measure relates to 3 servlce or

rhroughput charge on aviation fuel-that is' when
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fully spent for physical rather than financial
reasons. I admit that on the recurrent side, there
:s not as big an advance for the social services as

I u ould have liked. but we had a big and
r:nar.'ridable bill to meet for the Armed Forces.
and I am hopeful that next )ear we will be able
to ,io a little more for the sociai and economic
servlces. I hope it wilt be accL-pted that we cannot.
*ithout departing lrom the prlnciples of sound
finance management. cot'er :r !re3ter increase on
the recurrent side in :iny one rear than about
1 per cent. The proponion oi the national income
taken in taxation has risen. and including
Craduated Personal Tax. rt is n..w well over l0
per.ent.

The second criticism wrl[. I im strre. be that.
3c.e:!ing that we nceded to ralse an additional
ll m:llion in taxation. I should h:r'e found other
means of producing this sum. There are several
ans\\'ers to this. The items chosen are those from
wh:ch I am reasonably confident that I will get
the aJditional money for rvhich I have budgeted.
\\'e have increased our taxation on luxury goods
considerably to a point where in many cases they
ma'. be r ielding a lesser return than if our taxa-
tion was more modest. It is. I think. interesting
that following the increased charges on cigarettes
earlv Iast year. the consumption ol cigarettes in
Kenia was lower in evcrv month in 1965 alter
the rncrease as compared with the corresponding
months of. 1964, Another reason for choosing the
items that I did. was that I *as able to reach
general agreement with mv colleagues in Uganda
end Tanzania and have. therefore. been able to
maintain the common external tariff which is

basic- to the common market.

There are two criticisms which mey not be tllade
rn rhe Budget debate but may iiell be made bv
other critics and which do h:r e considerable
weight. The first is that I have been too hopeful
ln assuming that revenue at the eristing rates of
taxaiion will bring in about tLI million ntore
rhan my original Estimates for last year. I admit
that I have been hopeful. For example. I was
edvised bv the Commissioner of Income Tax and
b,,' rhe Kenva Statistical Department that
com.Dany profits in 1965 are likelv to be at least
l0 per cent down on 196.1. and tha[ revenue from
the taration of companies which w'ill be received
in i956 67 will probably be at ieasr f I nriilion
lcss ::ln the corresponding figur.' ior the previous
1ear. I must admit that mv esumate is on the
high side. but I am hopefuI that ihe introduction
of P..1,.Y.E. will bring in some more money.
With regard to customs and excise. I have
assumed greater prosperit;- and greater purchases
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of goods liable to import duty and ercise. This
in turn assumes that we wil[ have a good agricul-
tural 1ear. as the Minister for Aerrculture has
promised me I

I have assumed that Graduated Personal Tax
will be eticientlv collected and rhat local
ruthr.r:ties will not rcquire the r,, htrle of the
spe:rel assistance which they had from the Gov-
ernment this r ear. I have assunted th,t it rvill be
poss:t'le lo recover in full the sunrs due from
ssttlers on settlement schemes. I har e assumed
that iollowing the Philip Commission Report. the
East \irican Common Market will be mainrained
and.tr!'nrrthened. As I hare r'\pl.r:ned. inrer-
Lcrril,rrial trade rs rnost irnportanr io our
cconorrr!'. !l'" general justification itrr doing this
is ihrt as stated in the Economic Su:-rey- and as

1-rianned ftrr in our Development PJ'in. \r'e should
hare r good lear and I hope rhri I rvilI be
proved right. But I have left little or iro ntargin
l'or Supplementarv Estimates-mav rhe \linisters
please note-and if things do not g.r es well as
I hope. it may be necessarl' for me lo impose
some iurther taxation during the tear.

The second valid criticism that can le made is
that I am relfing too nruch on loan lunds to
llnance development expenditure r:tl that in
pari,cular. instead of seeking to find :7 million
Iocair,, in borrowed monel-. I should have
increesed taxation by {2 or t3 miliion rowards
the financing of the Development Esrrmates. The
onlv answer is that I believe rhat the projects on
wh;ch loan funds are to be spent are in seneral
sL:tliciently productive to gcneraic a !ro$'th in
the e:onomv and will enable us to service the
ven larqe increase in our public det,t vote in
1967 t,S lnd that there are sutficient L:nused
resoUi-ces to enable us tr: incur thii additional
expend:ture on the basis of loan funds without
leading to infiation. The situation urll. however.
have to be carefully watched.

In .-onclusion. I feel that I otrght to :emind the
countiV that nlore demands for additional services
ineviiably' mean additional taxation. iarticularly
in reiation to our recurrent expenditure which can
no ltrnser be financed through externai sssistance.
I can trnll' hope that this additionlrl :i:rden will
be l--cepted. realising that the Ccr ernment is
beinq continuallv called upon to nr..r ide more
services. rnd that the concept of ntL:iual social
resprr:iibilit\ enunciated in orrr polic', .rf African
Soc;ai .m w ril guide those * ho are :nore for-
tunate. in accepting that it is more than our
morrri duty to sacrifice a proportlon of our
indiridual wealth to aid the less fortunate citizens
of thls countrv-.

\Ir. Speaker. Sir. I beg to move.
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-ll Departure ol His Excellency the President

The \Iinister for Economic Planning and

tl.r"irpln"nt (Mr. Nlboya) seconded'

(Qtrcstion ProPosedt

r.LP.\RTUR-E OF HIS EXCEI l E\CY THE
PRESIDENT

'fhe Speaker tMr' Slade): Now' hon' \'lembers'

ir:iore '* e r.d jotrrn according to Lrur- common

;.;.;::. .,; ,;i; point. I think that His Excellencv

-iathlr '.rhen he slts on the Front Bench' Mr'

K.nru,ru-*ould like to take his leave'

( Hrtit. .\lt'tttilcrs t'()se itt their pla-ces ^x'hile 
His

"'t.xce!lr',,rr. 
rhe Prcsitlent' lelt the Chanrber\

ADJOURNMENT

The Speaker t\l r. Slade): The House rs-now

,r.ttor-,rn"l tint,l tomorrow' Thursday' l6th June'

.rt 1.3() P m.

ilte H'trrse rose ltt filtt-ei*ltt tttitltttes

Past Fit'e 'itlttck'
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