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I'hursdaY, l5th June, 1972

'l lrc llrtuse mc't alt thirty minutes pa'st 'nhree o'clock'

f'fhe Speaker (Mr. Mati) in the Chairl

PRAYERS

AIlI{IVAL OF }IIS EXCEI,LENCY 'IHE
PRESI.DENT

('lhe Speaker anttounced the atrival ol IIis
ExcellencY the President, tlrc hon'

Mzee Jonro KenYatto, M'P')

(llon. Mentbers ruse in their places n'hile His
llxccllency llrc I'rcsitlcnt took his seat iil lhe

Chuir ol Stue)

COMMITTEE OF WAYS AND MEANS

MOTION

'I'rtr'r Mn. St's xF-x Do Now l-r'rve ttte CuatR

Tlre Minister for Flnance and Economic Planning
(Mr. Kibaki): Mr. Spcaker, I beg to move:-

Trlat 'Mr. Speaker do ntvw leave tthe Chair'

Mr. Spaker, Sir, with {,he growing s,ophistication of
tlrc Kcnya economy,;tlte anntral Budgot becornes a

mr.b mot. complicited affair tban it was a f,ew years

ugo,-^nO in ordir to avoid havirng to -st'and 
here and

niut. . speech of sevcral hours duration, it is noces'

sary that I rnutt assume that hon'. Members will have

girin . close study to tbe Ecoocvmic Survey 1972' and

ifr.- n."rit*t and Devslopment Estirnates for lhe

;;;il Fi";;cial Year tglilTt' It will be impossible

in -V-tp.ot, today for me to rofer l'o these documents

i; ;A^ii although'I sball draw attention to a number

of tbe higblights contained in them'

I tlwelt at some length on the state of the Kenya

"*no-y 
when I introduced the Annual Economjc

Survey last week and I do not propose to repeat to
the House what I said then' There are, however' some

aspects of the present state of the economy which

bear particutarly on the financial situation of the coun-

try and which I must discuss this afternoon'

During my speech, hon. Members will recoive in

their pigeon'holes, a copy of the Financial Statement

for the- coming year, together with a copy of the

Revenue Estimates. All these tlocunrents I have men-

tioned must be consitlered together with my speech

toctay for a futl assessnlent by the House of the Annud
Budget, which althotrgh primarily concer,ned with the

finan-cing of Central Government expenditure' is also

"on"".ni,i 
with the maintenance of equilibrium in the

economy as a whole and the attainnrent of Plan targets'

Last yoar at the beginning of nly Budget Speech l
spoke about the improvernents we have 'been trying to
intro<Iuce in the layorrt of the Annual Estima'tos, so as

to nreet the wislres c;f the Housc that they should be

bctter infomreti regarding the purposes to which
(lovernment moneys are sPcnt' This process of improve-
nlent has continrred jn the ctlrrctlt year and' in

particular, improvenlenls have been tuade towards the

i,rr,lgtlirrg of Govcrltrllcrrt expenditrlrc two or three

years ahead. This ls already apparent in the Develop-

ment Estimales: but such forward planning will also,

we hope, gradually give us much greater confiol over
our recurrent spending than we have had in the past.

Our efforts are still being directed towards obtaining
these inrprovements in the presentation of Estirnates

and the House will, I feel, reap the bcnefit frorn them
in the form of much more detailed information and

much more control over the spending undertaken by
Government departments.

Recurrent Expcnditure gross of Appropriations in
Aid in l97l 172 will, as I announced in last year's

Budget Speech, turn out to be a record. Total Recurrent
Expenditure, I ex,pect, will reach a levol of Kfl26
million compared with a comparable figure last year of
approximately Kfll0 million. Tbis incroasc of some
Kf l6 nrillion represen,ted, deliberately, a more relaxed
atlitude by the 1'reasury in processing Recurrcnt
Estimates of Expcnditure last year, in order to ensure
that the progress of developnrent was not being held
back by shortage of recurrent funds. Such a rate of
increase in recurrent spending-I3 per cent-however,
is not one that can bc maintained every ycar.

Although strong feeliogs were voiced in the House
regarding this year's Supplementary Estimates of
Expenditure, some Members will have recognized that,
in fact, the Treasury has had much more success than
for some time 'in controlling Government expenditure
to within ,the limits of the estimates originally approved
by Parliament. I said last year that the Treasury
proposed to take a much tougher attitude towards
Supplementary Estimates and this has in faot, been the
case,

It ,is not possible altogether to avoid some requests
for supplementary provision; but Ministries and depart-
ments must now adopt the psychology that the amount
of funds dhey are originally voted by Partiament during
the annual supply debate is the limit within which
they must work during the financial year. If they wish
to change their priorities for spending during the year,
they are entitled .to ask Parliament's permission to do
this, but the ceiling of the estimates approved by
Parliament niltsl, as ctosely as possible, become the
ceiling for each ,individual departnrent throughout the
financial year.

Untess the Treasury is able to determine the ex'
penditure ceilings of each Ministry at the time I come

io Parlianrent to present my Budget, the process of
budgeting becomes meaningless. And now that Govern-

-"nt fintlt itself ,in a very much tighter financial
situation than has ruled over the Iast few years' a

sih:ation I shalt 'talk about at some length later, it is

imperative that Ministries and departrnents should
aciept that the ceiling originally approved by Parlia-
nr"ni ir thc ceiling within which they must work in the

coming financial year. New schemes of expenditure,
however exciting, must either be introduced at the ex'
pense of some other schenle or delayed until the follou''
ing financial year.

Developnrent spending will also achieve a record
during thl current yoar and I expect the gross value of
projects implemented to reach a level of approximately
keiO -iUi"n, quite close to the original estimatcs. The
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big change that has taken place during the year is

that, whereas, in earler years our problem has been

to encourage Ministries to increase development spend'
ing to take advantage of unutilized resources available,
the situation this year has been that the development
spending capacity of Ministries and departments has

far outstripped the ability of the Treasury to find
resources to finance them. I shall talk about this matter
,n more detail later. For the moment, it is suflicient
to say that, whereas we have increased the level of
development spending each year, starting with 1967/68
as follorvs: KIl5.6 million; Kf26.8 million; Kf3l.8
million; Kf48.6 million and now Kf56 million; in the
current year, the financial situation in Kenya has

changed radically and we cannot so long as this situa'
tion persists. expect that annttal ,increases in devetop'
ment spending can continue indefinitely at this sort of
rate.

When I introdtrced my Budget last year, I indicated
to hon. Members that I was deliberately under'
providing finance against the level of expenditure
budgeted. I advised hon. Members that I expected to
cover the difference by drawing down cash balances
and/or making greater use of short term finance. In
the event, although recurrent revenue has fully come
rrp to expectations, the financing of the development
budget has turned out more difficult than I had reason
to expect.

Aid receipts have fallen short of ,the level that wc
hoped to obtain. The tightening of the local money
nrarket has restricted my ability to cover the shortfall
by additional long-term issues on the local market. At
the same time, the tightening of the I'ocal money markot
has nrade it more difficrrlt to borrow short-term, al-
lhough I expect the total Treasury Bill issue to be
raised from KflO million to Kfl6 million by the
end of the year.

The problem of financing the Government ex-
penditrrre has also been rnade more difficult for me by
the rvithdrawal of loans made by the private sector
to the Cereals and Sugar Pinance Corporation and the
necessity for the Corporation ,to finance higher
levels of cereals production and sugar imports. The
Excheqrrer has had to ensure the availability of
suflicient funds for the corporation to fulfil its
responsibilities. However, in spite of supplementary
estimates of recurrent expenditure increasing the total
expenditure I have to finance, I expect that the surplus
on Recurrent Accotrnt will be nearly as greal as fore-
cast in the Financial Statement last year, and I proposc
that the rvhole of that surplus, approx.imately Kfl4
million. will be ,transferred to the Development
Accorrnt on 30th lune, 1972.I would ask hon. Members
to take this as notice of my intention to do so.

Cash balances as at 30th June, l97l were higher
than ex;rected, and I have been able to draw down
cash to a greater extent than forecast. As hon. Members
are au'are, however, one can only draw down cash

balances once and the levol of msh in the Exchequer
at the end of the linancial year will be signiflcantly
Ios'er lhan on 30th June, 1971.

Although the Annual Economic Survey described in
contiderable detail the trends in our economy in l97l
and I endeavoured to interpret tiese trends for the
genenal public in a Press Statement last week, I feel for
the benofit of hon. Members, I should explain at some
length just how it is that the economic situation facing
the country today is so very much different from what
it was twelve months ago. Let there be no mistake
about this: the situation facing us i.s very different
indeed and, whereas, ,twelve months ago, I was able to
be confident, in spite of a number of cl,ouds on the
horizon, that I could envisage a continuing expansion
of the development programme, I must say quite
frankly that I cannot say the same at the presen.t time.

The reasons for this are several, some of which I
have mentioned in the flouse on a number of occasions
recently. The performance of the Kenya economy in
,971 was really very remarkable and demonstrated
wsll the resilience of our economy in adverse circum-
stances. Agricultural receipts were lower following
inadequate ra'infall for the second year running and
lower export prices. Yet in spite of that, manufacturing
had a record year and ,industrial production in real
terms rose by some l3 per cent. Other non-agricultural
industries also did very well and if agriculture had
been able to achieve favourabte levels of production
and prices, l97l would have turned out to be one of
the very best years in terms of growth in the country's
history.

But this was not the case. ColTee prices fell, ,tea
prices fell and overseas export prices, as a whole, rvere
2 per cent lower than in the previous year. At the
eame time, raging inflation in the industrial countries
meant that rve had to pay, on average, prices l0
per cent higher than in 1970 for the goods the country
imported from overseas. As a result, what had been a
very reasonable balance of payments surplus in l97l
of Kfl6 mi,llion, turned round to a defcit of approxi-
mately K{28 mill'ion. Some Kf2O million of this swing
in the balance of payments can ,be explained by the
drop in export prices and the increase in import prices,
i.e. the change in the terms of overseas trade. Thus,
the very fine performance of the Kenya economy in
l97l was, to a great extent, vitiated by changes in the
terms under which we trade with other countries. We
have to produce and export grea.ter quantities .of our
own produots in order to purchase the same volume of
impor:te from countries overseas.

At the same time, the pace of development btrilt rrp
over the previous few years reached a new peak and
additional imports were drawn into the economy which
had to be paid for in foreign exchange. This increased
pace of development is demonstrated hy the statistics of
capital formation which, as hon. Illembers will have
seen from ,the Economic Survey, increased from Kf I l3
million in 1970 to Ktl40 million in 1971. This increase
in capital spending of Kf27 nrillion or 24 per cent
should also be considered in conjtrnction with an esti'
mated increase in lhe value of stocks in the economy of
nearly Kf23 million. In l97l gross investment in Kenya
was equal to 26 per cent of Sross domestic product, a

rate higher than has ever bcen achieved before.

-,!-. ,..1', ..,*rn.
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Normally, evory yeer, I say something in tho Budget

Speech and in the annual Economic Survey regarding
the influence of international events on the domestic
economy. Members may have felt sometimes that these

remarks are thrown in rather to make weight, but the
importance of these international influences was never
greater than during 1971. The speculation in inter'
national monetary markets arising from the growing
Uniled States balance of payrnents deficit led to long
periods of currency speculation from ;rvhich Konya was

not exempt. Currency rraluos were changing from day

to day and decisions ,were hoving tto'be taken on a dhy
to day 'basis.

Procedures under which international financial
decisions, in these circumstances, were eventually taken'
were very unfair to the poor nations of the world'
These procedures are now being improved and I hope
that the developing countries in particular will have a

stronger voice in the monetary councils of the world
than has been the case hitherto.

As you know, the decisions on the realignment of
.rrr*'"i", following the devalua'tion of the United
States dollar in tcrms of gotd wcrc takeo quitc iodcpen-

dennly of ourselves or any other derreloping ccrunltry'

We wcre faccd *,ith a loit ucompli. Wc had to make

adjustmenrs to the new situation crealtod by the doci'
sions of the "Group of Ten" nalions of the world' In
the light of our bilance of paymenrts deficit, and the

deterioration in our tnading rtenrns with othor counttflies,

we came to rthe conolusion, rwhictt Trras strared by our

colleagues in Tanzania and Uganda" thatt o.u1 country's
best i;lerest lay'in the Kenya shilling remaining aliened

to he Uni,tod Sta[es dollar rwhictr, in practioe, m€anrt

(hat ,we dct/alued, vis-a-vis a nunrrber of other lmportant
tradi.ng currenoios. The extentt of dra,t deva'luat'ion

varied from country to cotmtry, falling by some 18 per

oont againet the Japanese Yen, 16 per cent.again'st the

Gsrma-n Mark and 9 'per oent apinst British Sterling'

bllt ,bearing in m'ind, that a nurn'ber of other countries

a*iO"O rtoioltcvw a sim'ilar proceduro rto oursolves' and

rt.V-p"gg.a to the dolrlar, 'the average dsvalua'tion cvf

the'Ken-ya shtlling was approxirnatoly 6 por cent on the

basis of the pattorn cvf tt'aCs existing a( that tirne'

This decision had the effect of turning the terms of
traie against us even further than had already occurred

as a relult of international price movements' Even so'

my judgement was that the idditional income afforded

to our Jarmers as a result of 'the devaluation and the

i-pior"O competitive position- of- industry. vis-i-vis

imoorts. *as suih as to justify the Kenya shilling being

;iil;; to devalue with the dollar' It is sometimes

thought that the effects of devaluation become apparent

"r.iiigtt, 
and, although this is true in-respect of

immed'iate cash payments the more fundamental

economic cffects of a change in the value of the

currency are not normally seen for at lea-st a year or

two, and I do not expect the situation in Kenya to be

,ny',fif.t""t. InrJeed, if anything, I would expect the

inliuence of a change in the value of the currency to

lake longer to work out in an economy such as ours

than in a more developed economy.

' cause of this, rve could not contintte open trading

with an adverse balance of payments of the scalc
experienced during 1971, for wo would very quickly
have exhausted the foreign exchange reserves that we
have so carefully built up over the previous five years.
Hon. Members will be aware that during thc year, I
introduced a number of measures designed specifically
to restrict the loss that was then occurring in our foreign
exchange reserves.

Iruternational speculation against the Unjted Sta,tes
dollar led also, as I hane said, tto some speculation
against the Kenya shilling which made the situa(ion
worse and it was neces6ary for me to .introduce
measurcs ,to li.mit the ortent of ,th,a[ speculattion, by
tightening exchange con(rol regula,tions. Bank credit
was also rlghttened.

But the main thrust of our foreign exchange pro-
gramme was to introduce, in conjunction with my
colleague, the Minister for Commerce and Industry,
sonre fairly stringent restrictions of imports into Kenya.
This was undertaken with the greatest reluctance, since
I am awarc that measures such as these can distort the
pattern of production in the country and lead to high
domestic costs with considerably adverse consequences
for the economy over the longer term.

An axe with an immediate effect to safeguard the
foreign exchange reserves was, however, imperative and
I felt that I could not experiment with the more
academic solutions that were being suggested to me at
that time. We had to make a choice of our priorities
and decide what we could afford to import and what
we could manage to do without so Iong as we were
short of foreign exchange. Although it is too early to
form any firm judgement on the success of import
control in arresting the decline in our foreign exchange
reserves, I am happy to report to the House that, on a

liquidity basis, the country enjoyed a balance of pay-
ments surplus in the first four months of. 1972 with an
increase in its foreign exchange reserves. Some loss of
reseryes has occurred since then but I hope that the
half year figures will broadly show a balance overall.

I would like to say a little more about Government's
policy towards import control. A number of local pro'
ducers seem to regard this as an excuse to assert the
monopoly position import control can provide them in
the tocal market, and to take advantage of the con-
sumers, in spite of price control, to charge prices not
justified by normal commercial criteria. For this reason,

I do not see the maintenance of import control in this
country as a long-term solution to our problems, and as

soon as I feel that it is safe to do so, I shall propose

that we should relax the quotas and leave local pro-
duers to withstand cornpotition from overseas im-
poflters. ilnflartion is still rampant in the l'ndustrial coun-
irien and rlocal ,producers have been provided wi'th an
additional advantage as a resuh of deraaluattion. I am,

therefore, convinced that local manufacturers must be

prepared to compdte 'in price and quality with imports
frorn or..t..s, and to do so without continually coming
to Government for additional protection.

The Govemment has provided highly protected

markets to local industrial producers in this country
since independence. I do not believe' however, that it
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lrlii'rr.'i^'irr" i-nterests of the country to maintain this

i"""f 
"f 

'p..iection 
indefinitely, and I give due warning

in o,,t t"onrfactttrers that the Government proposes to

i"l*t tii. protective barriers around domestic industry

and require our manufacturers to compete on more

;;;"i;;;; ivitlr producers from overseas' Indeed' I

.r'rrla g" further und ,uy that our manufacturers must

e"-;rt';ra-.ompete in ihe oxport markets with those

ir"tr"", producers. This will be the only long-tenn

,nr,u., to our balance of payments problem and the

mantrfacturers, the Government, and the Export Pro'

motion Cotrncil. must together seek ways to bring this

about.

For the present, however' it will be necessary to main'

t^in"if,"-ry.t"m of import quotas set up at the end of

last year until we are sure that controls can be relaxed

rvithotrt danger to otlr foreign exchange re'serves' Stocks

;il;-,il;;'commodities iere built up to high levels

;.r,";;;;,';; ir'.r"", from tl're figures I-qtroted earlier'

;;; i;-;.;;'al it will take somJ time for these to be

run dorvn. Even so, wo must face the fact that some

;;;;;"t are likely to occur in the economy' par-ticu-

;;;;-:;- "o-roaitl"t-mainlv 
consumer durabtes-

rvhich are subject to control and are not produced in

ii;;;;.-w.rtrail tate.siefs to adjust quotas to avoid

,u.fl .ttort"ges but I mttst also take steps to- restrict the

gr.*ii'"f a.-and for a nutnber of import items in the

luxury and semi-lux,.y "tutt' 
I will speak about this

again 'irr trvo minutes 'time'

Our recent problems with regard to our balance of

navnrents lrave not been made iasier by ,the difhctrlties

l'-i.ti.r"",i..ny o,,. to""t manufacturers in maintaining

tfri 
- 

f.u.f of tlteir trade with our East African

""lgr,t.r*. 
tanzania and Uganda.have.also had their

difllculties and like tts have naA to introduce policies to

i.r,.;.t imports. We c"n sympathize yith them' But it is

not going to help any of us in the East African Com-

munity if we try to pass the balance of payments buck

to each other.

The East African Community is now fully functional

btrlt {tere nre still restrilorions nn tt'"rn*'ts of people'

;;J;';;,i";on"v' rr" Communitv cannot dtand etill

ancl hcc<rtne restrrctrve-for if it did the pressures f'rom

those re'strictions woulct bring lt down' We in Kenya

helievc tha't the C.'rn""i'tV ih*fa move fnrward and

in ,this connexion nut *otild like to suggest thatt the

;.A:';,,;;;;iv shorrld direct thart rthe five vears' revierrv

of the Transfer Tax tyJtrn provided for under Article

il;; t;;'il''t arri"^'n irea'tv shotrrld ncnv be oarried

out on time.

Since I have spoken about import controt' I would

lik;"i;*y ro*"ihing about-our poticy towards Price

;;;,; *t',i.t t^'. I know' become a subject of con-

siderahle dehate ^-ongst 
the business commtrnity' It is

,oi'.,l, pofl.y to i-pot" a rigid price constraint in the

[a,:e of unavoidat'te cost increasei: but experience has

shou,lt tts thal. traders t'kt ""ry 
possible advantage in

neriotlsofttncertaintyandcurrencychangetoincrease
il.:i:";1.'.,h;; in.,. ,rt justified bv actual cost in'

crenses or not.

It \\'as for this rcason lhat at the time we adjr'rsted

the value of our currency and introduced import quotas'

I felt it necessary to imposc a blanket restriction against

atl price increases' This provided us with breathing

space until we were able to examine the effect of de-

vatuation on each individual product in depth' The

process of tha,t exarninartion has been a rtremencltru's task

and has ted to delays in giving decisions on applications

for price increases. This 'rvas parrtly rrnavcridable'

Where, however, the cost of raw materials has in-

creased as a result of devaluation or other reasons' antl

excessive profits arc not being made in. the sale of

these item.s, the Treasury are now allowing price in'
creases to be put into effect. Decisions on sttch applica-

tions, if they have not been received, can be expected

soon. Br-rt I must state firmly that it is 'in the inttereds

of atl of us ,that price i'ncreases in the economy should

be held 'to a minimum and I am not convinced that

busine'ssmen are doing all they might tto absorb eveo

prit of [heir cost increases through greater e{Ticiency'

too often they fcrltow the pra'otice 'that if costs have

gone ttp 5 per cen't''pr'ices mtrd go up by art least 5 per

I.n,t .,i the same rtime and almcrst automatically'

Compared with other countries' we have. been re'

fu,IJv"""."ssful in Kenya in recent years in restrict-

inl in.t."t"t in the cost of living' To Eome extent'

t ol*"u"., this relative success has been at the expense

oi pioriiirg our farmers with justifiable pricg increases'

,ril, tf,. l-ast year there has been a more rapid increase

ir-1t" "ot, 
of living, Iargely as a result.of increases

"n*n."a 
by the Govern-ment in farm prices' Notahle

;;.;;;i these were increases in the price 
, 
of strga r'

.riri *;ff., beef and whealt' All of these farnr price

;;;;;"; had an immediate impact on the cost of livins

.i"." itr"V all had to be passed on to the fiial consumer'

iin-ttt" *tol", t think, the farme" have done very uell

"ri 
.f price reviews over the last twelve months and

they must be prepared now to increase their incomes

il;;r;h t,igt.t'yiilds and higher productivity if we are

io m^]nt"in' , giip on the cost of living of people living

in the towns.

lNcotles PoulcY

It is appropriate that I should turn from priccs to

incomes, 
'for 

ihe two are closety connected' The prices

paid to the farmers affect tLe prices paitl by the

workers and, therefore, the real incomes of the workers

in the towns. The wages paitl to the urban workers

,n"", ,n" prices paid Uy tttt farmers for their farnr

supplies.

Naturalty everyone in the community is trying to

ir"..or. his own- income but there is a limit' tlefined

Uy ttre countryb rate of real income growth' to the

extent that everyone can increase their income at the

..." tir.. Theie is, therefore, a tluty on the Govern-

ment to intervene to ensure that tJecisions relating to

both incomes antl prices are taken on the basis of

equity for everyone.

As a restrlt of orrr efiorts to Af ricanize tlte ecottonly

as iapidty as possible after independcnce' the inconres

oi tfi" ig11s1-qua'lilied citizens' the new large-scale

farmers and sonle traders have lendetl to move ahcarl

-"i" t"piaiv than the average incom-es of the people

ua n *trote' The tirne has now conre for us to reRssess

i:1:



I5TH JUNE, 1972

l)9 Bulget Speech Budest Speech 130

[The Minister lor Finance and Economlc Planningl
r-lur policies towards the growing gap in the incomes
of the richest members of our nation and the poorest
nrembers. AII of us in this nation must make a more
determined eflort to bring those below a certain mini-
rnunt standard of living up to a higher standard. We
rnust define a mininrum poverty line. We must then go

all out with total commitment to ensure that everyone
below such a minimum poverty line is brought up to
at least that minimum standard. If you agree with me

in tlris objective, has not the time come to freeze all
incomes above, say, K1700 per annum to enable us

achieve it? It is all very well to talk about the widen-
ing gap between the rich and the poor but if something
is to be tlone about it, sacrifices will have to be made,
sacrifices by the richer members of our nation which
includes every one of us in this House today.

ln airning to bring the very poor up to a minimum
srandard of living we must keep in mind the impor-
tancc of regional balance. In particular, the rural sector
must receive even more attention that it has in the
past. During the last few months, a highly-qualified
UNDP/lLO mission has been examining our unemploy-
nrent problem in great depth. This mission is now
linaliz.ing its report which I await with great interest
antl which I aim to lay in the House. Its recommenda'
tions should be of great assistance to us in drawing up
rrew plans to tackle the unemployment problem.

llcoNoprrc Ou'r't.oox

Our ability to tackle the problems of incomes and
employment will still depend to a great extent on
thc maintenance of our development impetus. My
Budget for the coming year will depend on the per'
formarrce of the economy in 1972 and 1973.

It is too early to say whether the recent rainfall
received by the country is sufficient to provide the
farnrers with a. normat crop year. In many areas the
rains were late and in some areas the rains have been

spasnrodic. Preliminary estimates do, however, show
that farnrers' receipts in total may, perhaps, be l5 per
cent higher in 1972 than in t971. In the non'agri'
cultural sector, the building industry is likely to remain
at a high level of activity. Manufacturing is expected
to continue on its recent remarkable growth path, with
a number of new products coming on to the market.
Overatl, we expect that the level of growth in 'total
Cross National Produot in 1972 may 'be as h'igh as 8 to
l0 pcr cenrt at current ,prices.

'l.he rate of inflation in the industrial countries over-
scas has lessened only to a limited extent and import
prices can be expected to continue to rise. Some
irnprovement can be seen in the outlook for export
;:rices but onty to a limited degree. It is essential that
we operate the cconomy without a balance of pay'
nrcnts dcficit and a continuing drain on our foreign
exchange reservcs, and in this situation it is, therefore,
nccessary that we tlo not rush ahead with economic
sclremes which nray endanger this delicate balance. In
the conring year, therefore, it will be necessary to hold
back on some schemes which we would like to go for
rvard and to conccntrate more on consolidation rather

ll 5---16 pp.

than a great new leap forward in terms of capital

spending.

Directives issued to the commercial banks will I hope'
move some of the funds presently used to finance
imports into more productive activities. At the same

time, the Central Bank is endeavouring to limit any

further increase in the level of commercial bank
advances to the private sector to a level I 2 per cent

above that of February, 1972. Tttts means that although
the banks should not need to impose any severe squeeze

on the financial system, they will not be in a position
to take such an expansionary outlook towards advances
such as they have had over the last few years' During
l97l alone, commercial bank advances to the private
sector increased by 38 per cent.

Similarly, Government itself will have to take a

more cauLious attitude towards an expansion of ex-
penditure, and, whereas, last year, I was abte to say

that the Treasury had taken a more relaxed view of
applications for increases in recurrent expenditure, in
the current year, we have examined all proposals
closely and endeavoured to persuade Ministries to hold
back all schemes for expansion which are not abso-
lutely essential at the present time. In particular,
Ministries must try to use their vehicles more efficiently
and more economically, and, for the time being, a

much tighter attitude will be taken towards the alloca'
tion of finance for new buildings. As a result of the
very rapid expansion in Governn.rent buildings over
the last few years, this should not, however, create
serious problems in most departmcnts.

Tne FrN,rNcrer- OUrnoOr

Although the economic outlook at the moment
appears very good indeed, the continuing need to main-
tain equilibrium in the balance of payments through
import control and some restriction on the growth of
the money supply causes the financial outlook to bc

less favourable. The present level of import restric-
tions will cost the Exchequer between Kl7 miltion and
Kf8 million alone.

As Minister for Finance and Planning, I am, there-
fore, faced with a most serious dilemma. On the one
hand, there is the need, indeed necessity, to n.raintain
the developnrent impetus achieved in recent years. in
order to achieve our plan targets and provide employ'
ment for the growing labour force. On the other hand,
in so far as the development drive consists of new plans

and new projects, they have to be financed, and
financed in a way that will not upset the precarious
balance we have now, in the last few mon'ths, achieved
in our overseas payments.

One thing I am sure we can do is to obtain better
value for every shilling of public funds we spend. I
am far from convinced that we get full value for our
expenditure at the present time. Poor financial con'
trol, misuse of Government vehicles and, in the light
of the Controller and Auditor-General's report, it
would seem also occasionally nrisappropriation and

waste of Governntent funds, all prevent the people of
Kenya obtaining the full value they have a right to
expect for the taxes theY PaY.



q':
It

I I ll: NA I IONAI- n:isl:N4 lll'Y
Budget SPeech 132

llf Btdgct SPaeclt

lThe Minisler for Finance and Economic Planningl
'-l *^, appalted to read the Controller and Auditor'

c;r;;;i"-;;p.rt on the accounts of the l-ocal Autho-

Jti", *f,i.tt'have demonstrated major weaknesses in

ir"r.i"f .o"trol and control of establishrnenl' admini'

;;;;i;;; of loans (such as from the National Housinrt

c"lp"irti"rl-;;d', lack of drive in exploiting their

["o'*n ,oua.aa of reventle' Drastic nlenstlrcs arc

required to correct these weaknesses'

Financial control mttst become more stringent u'ithirr

the Central Covernment, within Local Covernment'

within statutory organizations and indeed ''vithin the

;;;;;r; as a whole. cases of fraud and corrupt prac-

ii"". u.ior" our courts are far too common and anyone

i^.titg ."-plete financial probity. must be.weeded ottt

;;;'".;; ilLty btfot" 
'an 

epidemic of corrttption

pulls our economy down'

Yet, even if we achieved the stantlartls <-rf linancial

U"t"uiout I woutd like to see throtrghout the economy'

irl-- ir,',*.airte dilemma for the coming year will

;";r;;."';;-i .ul u^'t expenditures. to the level of

;;;";;" of which I can be completely sure and risk

;;rr;;; a sharp check to the development impetus we

;;;; ;'.; uuii[ upr Do I plav safe witn our finances

"na- 
."rt. a drop in the level of employnrent as a

r.trfi J .rts in Government expenditure-? will the

;;;;;;t;^ei""tt of the economv in 1972 .cause 
the

;;;;;;" ti rise above our pr"seni estimales in. spite of

the loss of customs revenue caused by import restnc-

;;;-"ti" Th;t; qtrestions represent n1y present dilemma:

i.,ri lu the time I have to remember that now rvc lrave

;r;; ;;*; our cash balances we cannot spend what we

do not earn by rvay of revenue without inctrrring seri-

ous risks for ottr economy' This' I firmly believe'

would be wrong.

Esrru,rtr,o ExPrNol-rune 1972 I 73

ln this very difllcult sittration' I have tatrled esti-

mates of explnrtiture for 1972173 which on a gross

t"ri.-,",rf Kt20l million or nearly l0 per.cent higher

ttrrn ttre estimated expenditure of Kf l8l millit'rn in the

crlrrent Year.

The Recurrent Estimates are influence<l hy rtstng

.ori. of salaries and strpplies but at Kf 132 million have

t.." f,.lO to a level ieis tharr 4 per cent above the

.tti.ti.,f final expenditure for the current year' Bear'

i"g i"'.i"4 in"t'ol per cent of the total increase is

re"Dresented by increases in the Votes for the Ministries

;f;;;;;,L; and Health vou will see just how finnlv

i,'t.r."r., to the other Ministries have been restrictetl'

i .^""., cut back the Recurrent Estimates harder tlran

ifrir *ittrout causing overall cttts in the level of Govern'

-""t t"iri".s, beaiing in mind the increased nttmber

li-l.nlor"rr;lir.n "^"h 
year and the increased popula-

,ion. Srt in order to permit these increases in vital

,olirt r.rri".s it has been necessary to ntake overall

.ri. i^ the Votes of a nunlber of Ministries'

As I saicl earlier in my Speech' I .shall cxpcct all

Ministries to operate within the linrits set hy their

,"ilJ pi""ition.' In addition, they will be reqtrired to

follow the rules I have just listed'

The Development Estimates for 1972171 shou' atr

in.r..r"-nn ^ 
grn., basis of some Kf l3 rnillion or 2J

per cent above the expectecl level of expenditure in the

turrent year. On a net basis the increase is also approx'

imately Kfl3 million.

I{owever, owing to the tighter financial rituetion' I

have to say that after these Estimates are approved by

ite nouse, their implementation must be made subject

to certain conditions. Although all on'going develop'

nrent projects, not yet started, wilJ only commence after

if," ft"rrurv'has given its specific approval of such

.o.-"n.".Lnt. No approvat witl be given for-the com'

ni"n.l"-.nt of new aidid projects until an aid commit'

nrent has been firmly obtained and a project agreement

signed with the donor.

An inrportant reason why external -revenues 
have

[allen short of the sunls estimated in the past is that

Minirtri., have inctuded projects in the Estimates

which have been suggested to donors as being worthy

of their attention but which have not been completcly

agreed witlt the donors' This has meant that projects

,h'o*n in rhe Estimates as being financed from aid

sources have in the event fallen to be financed from

nu, o*n resources' The budgetary proc€ss has been

nra<Je much more difficutt as a result and I must now

insist that aided projects do not go ahead until a pro-

ject agreement has been finalized and signed'

I{on. Members will, I am sure, appreciate that the

reason I have laid down conditions for the spending

oirnon.Vu provided for in the Estimates is so that the

ii""tir.y can control the level of spending throughout

tir" y.., in accordance with the finance we can bc

srrre of ohtaining in the Exchequer during the year'

Accounting Ofllcers will be advised that the Treasury

will orrly lsr.re cash to them in accordence with the

availability of cash in the Exchequer and. thcy are

being instiucted to control their expenditure in accord'

arrce with the cash issued to them.

I clo not. this year, propose to discuss the detailed

content of the dstimates of individual Ministries' I
shall leave it to my colleagues to explain the proporals

[or their particular Ministry in the Committee of

Srrpply. I propose now to turn to the problems of

financing a buiget some Kf l8 million higher than the

.*p".t"i level oi spending in the current year' Accord-

ingly I would liki to request, Mr' Speaker, that the

foTfo*lng part of my Speich be taken as a Notice of
Motion io' be placed before the Committee of Ways

and Means.

PAPERS LAID

197?173 Esrllt,rtes oF REvF-NUE oF TIIE

covBRNvr:nr * 5ffi:i;: 
,nt Ye/'R ENotNc

lg7 2 | 73 FtN,rNcleL Sr'r.rer'{eNr-

(By thc Mini.tler frrr Finance . a,nd Econotnic
Plunning (Mr. Kibaki))

(R e.s t t r t r p t i, t t r,,, r,;),;::,:r:i,lu rc n o n F i no n ci a I

I'lon. Mem'bers have seen already' from their etudy

of rthe Dwelopment Estimates, that I hope to obtain

somc Kf27 miitiOn from aid sources to help us finance

specific projedts in 1912173.
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Ex,ternal grants and loans to financo development

should ,total a'pproximatoly Kl34'5 million or a'botrt 50
per cent of ,the {otal of the Development Estirna;tes,

taking in{o account non-a'id exrterna[ finance.
'l'his, Mr. Speaker, Ieaves me with the need to find

a1>proximately Kf35 mil'lion of dovelopment finance
fiom local sourc"t, a higher amount th'an ever be'fore'
I e.-timate {ha,t half [his total can ,be raisod'by way of
long tterm 'bond issucs on rthe local market, wi'th the
helfi of 'the Na,tional Social Security Fund tto whitctr I
am very grateful and ,the East Afrioan Community
pcnsion-funds. In addirtion, I propose to 'borrcrw Kf,l0
nrillion from ('he Centml Bank of Konya a'fter the

Gntral Bank of Kenya A'ct has besn amended.

'I'his ncrw sti,ll leavos me with a shoitfall of develop-
nrenrt financo of Kf7.5 mitlion. If I 'were rto expect that
tlre lovel of rocurrent surplus next yoar was 'likely to be

about rthe same as this year, then there wourld be no
problem. Unfortunately Mr. Speaksr, ,ttris i's ndt the

tase. Tho Recurrent Estimatss havo risen 'by Kl5
million on o net ,ba,sis, wh'ile art rthe sarne tirne, my
estimites of Recur,ront Revenuo suggwt a drop of
approxim,ately KI5 million at existing rates of tax' On
ttrii Uasis, 'thi surplus on recurrent acccvuntt would be

insuffioien( to covei developmen( defioit. I a"m convinoed
that I cannot, rthis year, present a budget to the Houss
with an overall deficitt and I arn afraid, thereforo' that
increases in taxartion are inevitable. I'n order to ba'lance

overall rev€nue against cvverall expend.i'turo, I decided
I rnust,'in fuct, ral'se an addi'tional Kl5 rnrillion'

As I indicatod earlier ln my speech, I fosl ttra't I
ought ,to take gteps 'to restriot the growt'h of dernand

foi a nunrber of im'port items in tbe luxury and semi-

luxury class and', aocordingly, I proposo that im'port
duties will be raised to provide me witb additional
revenue on a fa'irly wide ranging list of irrlported corn-
moditios. The fulrl l'ist is sdt out in tho Finance Bill (hat

will be made .ava'ila'be rto hon. Msm'bers as I am speak-

ing an<I I shall merely summarize these changes hele
th[ afternoon ra,ther tian road out tach indiv'idual
item bocause (hat woutd 'take us up to seven o'clock'

Mr. Speaker, plaster and 'paper floor coverings, in-
cluding itotr"t ,tiles and linoleum 'will haw'thoir duty
raiscd-frlm 30 per cenlt to 4O per cent; a'nd by im'ple-

menting pa,'t of the suspended duty already avail-
uble. to rne, the total duty imposed on motor tyres

and inner ttr,bes will be increasod 'by 45 ots' a kllo'
'l'his will, of course, apply merely to those tyres wrhiclt

are now importe<t, not'those which are produced in the
local tyre factory, Mr. Speaker, about uhich we are

going rto speak lator'
'l'he <tuty on most paper and paper products will be

increased. Where the existing duty'is currently l5 per

ccnt, they are generally raised to 17l per cen[, where the

cxisting iuty ts 30 per cent, the duty is pushed up to
J0 per cent, except in the case of ruled paper and box

liles where the total duty is increased from 30 per cen't

to 33{ per cent by the imposition of suspended duties

alrca<iy provided. The duty on envelopes i-s increased

f,y imioiing the suspentted duty which has rtbe effect of
,,iiting the total duty from Sh. 5i 25 or 33* per cen't pcr

tlr,rusind lo Sh.6/15 or'40 per cent per thousand'

Other duties !o be increased are those on carpets and

tapestrics from 30 per cen't to 40 per cent; footwear
where the fisoal entry is now to be raised 'to 4O per cent
and the specific duties to Sh.3 and Sh.7/50, an increase
of Sh. I per pair of imported shoes and footwear.

The duty on iron bars and rods will be increased to
.Sh. 200 per tonne or 30 per cent. Square and flat bars
and rods will carry a duty of 25 per cent aod otbers
l0 per ccnt.'I'he fiscal entry for iron sbeots and pla(es

wi,ll be increased, in tbe case of corrugated sheets to
Sh. l/25 per square metre or 35 per cent, aod in tbe
case of flat galvan,ized sheets to Sh. I per square metre
or 25 per cent.

Perhaps I should interiect here that I do not consider
either iron bars or rods or iron sheots and plates in the
luxury or semi-luxury class but these are all products
whicb are produced in Keoya and East Africa and can
be supplied from losal factories.

Ooe item which nlight be considered in tbe luxury
class which is at the present time completely untaxed is
pleasure boats and sports fishing boats. If, Mr. Speaker,
I tax motor-cars, I feel I should also tax (his ,item, and
I propose that duty shall be imposed for the first time at
a rate of 33:} per cent.

We have in the past taken a rather lenient view of tbe
customs duties on cameras and photograptlic equipment,
watches and clocks. But since we are now sbort of
f,oreign exchange and bave felt it necessary to restrict
their importation, I feel tbat it is not r.r,nreasonable to
increase tbe duty on these items from 30 per cent to
40 per cent.

By the same process of reasoning, we arc, Mr.
Speaker, rest,rlcting the importation of passenge,r cars to
a levol significantly below,the recent volume of imports,
I feel tha,t it is only right for me to increase tbe scale

of duties imposed on all passenger cars imported. I
emphasize here, .Mr. Speaker, that we are talki,ng about
the passenger cars, not u(ilirties like lor'ries.

The new scale of duty will be as follows: whe're the
cu.bic capacity of the vehicle does not exceed I'200 c.c.

the duty will bc 40 per cent; from 1,201 to 1500 c.c. tle
duty will be 50 per cent; from 1,501 to 1,750 c.c.55 per
cent; from 1,751 to 2,000 c.c. 60 per cent; from 2'fi)l c'c-
to 2,500 c.c.75 per cent, and from the very largest cars
exceeding 2,500 c.c. the'tax will now be 100 per cen't of
;;; ;.i.i.;ire. Thus, the duty on the sma[est cars will
go up f,rom 33| per cent to 40 per cent and on the vory
l-argest cars from 80 per cont 'to 100 per cent. Un-
asimbled vehicles will be taxed at the existing rate of
15 per cent, so that if any industrialist wishes to come

and set up an assembly plant in Kenya, he will have the

opportunity of producing behlnd these relatively hiSh

rates of duty on impor'ted cars.

Mr. Speaker, there is a fairly long list of items whore

the fiscai entry is raised'to 30 per cent. It includes yeast,

pul,ty, geta,tin, safety glass, glass mirrors, weighing

.."i,in"., typewriters, calculating and accounrting

ma"hin.t, otfiir officc mechines, electric fans, electric
shavers, lenses and measuring rods and so on'

There is also a fuir,ly long list of items where tbe duty
is ,raised to 50 per cenrt. It inoludes microphones and

anrplifiers, ratlio and television sets, toys, portabte
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lighters, scent sprays, malt, olive oil, prepared and pre-

se-ived fish, sugar confectionery' chocolate and other

footl.
Finally, IVtr. Speaker, I propose that the specilic duty

on-g*-'"'pt one iecords shall be increased from Sh' I /25

i.5f'. r/i0 and the ad valorerrr duty from-.32] per cent

i;;; ;.;;."nt. rnl. is something which all can afTord'

Taken together, these changes in Customs duty are

"rti."i.a tJ earn just cver Kf2 million of lhe Kf5
.iiii., f am seeking to raise' They will' I arn afra'id'

lead to some increase in p:'ices but I hope not imme-

airr.fy, since they will only affect new imports'

Before turning to other matters' I would like to men-

r'ion that there are a number of administrative changes

-f",i"g ," tt,e wording of the Tariff which are set out

i;';;ii;";ce Bill- In addition' the Third Schedule to

i'i.-Cutt.-. Tariff Act will be amended to provide that

"."ttr.t"it 
to the Government will no longer be able

;;';;;;;;; machinerv, plant and materials free of dutv'

nttiougtt the present syittm of Government contractors

il;;;;i;;;:; io dutv iree supplies has been convenient

;; ;;? borirnrn.nt. it h"' i fear' been abused bv the

."ror*,"", .nJ t f""l that this is a tax loophole we

must close.

There is one major customs concession which w'ill be

"f i;;;;";i 
i; ';;"v businessmen' I propose that' with

immediate effect, customs duty will only be charged on

io'""r "..t of the air freigli charges when. goods are

i'i.I*.a i"t. r"nv, by airl At the present time duty is

";;;";',h"-iuir ,riu. of all freight charges which

;; f;;; tt" .n.J"r discouraging importation of goods

;;;;; b;;;rse air freight charges are relativelv more

"io.*f*ii.n.", 
ft"ig-nt' lt wili, I feel' be of benefit to

,d-"."""rnv if impoiters can bring in- go-ods more

;;'.ni;';;';r,-rin.. it will allow the level of stocks in

;;;;'ir;;r"., to b" reduced and will allow such items

;; ;;;;';;;i wbich mav not be available in the countrv

to be obiained more quicklY'

This customs concession on goods impo-rted by air

fr";;;; th""l;. by increasing the volume of 
.goods 

im-

;;;; iv "lt. alst ensure that there is a greater volume

of snace available on aircraft returning to Europe for

;;.d. ;;p*J itorn Kenva than.is the case al the pre-

;'"Jiir". I hope. thereforl, rhat this measure will be of

;t1;;; io tir" horticulturalists and others who need

i.-.ip"tt their products overseas by air'

.VV l"rt proposal lelating to the Customs Tanifi is to

^rt 
i'ti, tonourable House-to agree that the- Act should

t.'.t"ig.A to provide that the Minister for Finance'

*lti irr.".pptova'l of the Parliament' may va'ry any fiscal

;;i;; ;; "'"ii". i" 
the Gazette bv an am.o,nt ncrt exceed-

i"r lo r"t cent o[ the rate of duty ruli'ng at the time'

il'r"i, 
"m"nament 

w'ill mean that if I feel it necessary on

;.;;;;; "; economic grounds such as the recent devalua-

;i";;.-i oan vary the rate of duty up to 
-10 

per cen't of

;;;i:h.;; in the Tariff Book' provided ! -coJne 
to Par-

iirrn"r., and obtai'n your approval bv Motion in the

ii;,;;;;ihi, 20 davs-from the dav on which the House

n"ii ,itt. The ultimate control of the use of stlch a

r.grf ri". wiil. therefore, rest with the House' ?erhaps I

.tirf].."tion that both Tanzania and Uganda a'lready

lrnve provision for such a regttlator within their laws

and if they were to implement the regulator at any time,
Kenya woul<t not be abte to ad.iust quickly and a

common ex.terna,l t'ariff would no longer exist.

ln concluding this section, I should state that this is
a corrlingency provision in the law which at the present

time we do not propose to use.

I worr,ld now like to turn to tbe Excise. As hon. Mem-
bers will be aware, there is already an excise on soap.
It has, however, been difficult to apply this to soap in
Iiquid form and I propoee to provide for a separate item
for soap ,in liquid form with an excise rate of 55 cents
per litre'

ln addition, the present excise on fabrics relates
nrerely to woven fabrics whereas modern tecbnology is

increasin.gly turning ,towards knitted or crocheted fabrics.
For this reaso'n I propose to extend the excise to knitted
or crocheted fabrics at a rate of Sh. 3/50 per kilo-
gramme.

The excise on woven fabnics was converted to metric
rates a year or so ago by a straight conversion from the
imperial measures at 29 cen.ts per square metre when
the lenglh or breadth exceeds 6l cm. ln order to rationa-
lize this in metric terms, I propose to change th€ ta,riff'
so that excise will in future be 30 cents per square
metre on all fabrics where tbe length and bread.th ex-
ceeds 50 cm. Only a very small amount of additional
revenue of sonre Kl2.0O0 will be ,involved in this cbange.

There has been some ambiguity regarding whether the
existing excise on paints also appl'ies to printers' ink
although it was always our intention that it should. In
order to make this quite clear, tbe wording of the tariff
will be amended to show the printers' i'nk will be

included.

Finally, I propose to introduce a regulator for the
excise tariff exactly the same as I have proposed for the

Customs Tariff so that with the approval of Parl:ament,
the Minister for Finance may vary all or any of the
rates of excise by notice in the Gazette by an amount
not exceeding l0 per cent of the rate in the Schedule.

The rates of Estate Duty-sometimes called death
duty-which applv o,n the value of an estate when a

person dies are I think generally on the low side and I
propose that the rates of duty escalate rather more
steeply on the very t,arge estates than in the case at the
present time. This will only apply in the first instance
on eslates of Kfl7.50O when the rates of duty will in-
crease from 6 per cent lo 7 per cent. On larger estates,

the duty will be 'increased bv one or two percentage

points from what it is now, un'til the estate reaches a

value of Kf!60,000 when the rate of tax will be in-
creased by 3 percentage poinls to 23 per cent and at
Kf300,000 by 5 percentage points to 30 per centi at
t800,000 by 5 percentage poi,nts to 40 per cent' In the

event that anyone is fortunate enough to die with an

estate exceeding Kfl million. the rate of estate duty will
be -50 per cent compared with the presen't 40 per cent'

On the other hand, I propose that whereas sma'll

estates pay a fixed nate of duty at the present time, in
futrrre, aill estates below Kf2'500 will pay no estate

duty at all. This will mean that most of our small

farmers arnd indeed most people in this cotrnlry will not
be bothered by the problem of estale duty in future'
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Ijven though I shall lose a certain amount of revenue
by th,is concession, I estimate that the changes in Estate
Duty as a whole will provide me with an additional
K t80,000 ove.rall.

There are a number of miscellaneous taxes and fees
I propose to vary. Firstly, Entertainment Tax: this tax
has not beon varicd for ntany ycars, although priccs for
a<Imission to cinemas and theatres have tended to rise
dur.ing this time. I now propose two additional segments
should be added ,to the Schedule of Entertainment Tax.
Where the payment for admission---excluding the
amount of tax-exceeds Sh. 4/50 but does not exceed
Sh. 7. tax will be 75 conts and where payment for ad-
mission exceeds Sh.7, the tax shall be Sh. l/25. This
change will come into effect on the lst of July and is
estimated to earn some Kf20,000 in additi.onal revenue.

Witb import restrictions on motor vehicles and the
increased customs duty on imported motor vehicles, it is
inevitable that the value of secondhand vehicles wi,ll rise.
I feel that the Exchequer is entitled to some part of that
increase in value and I propose to double the Second-
hand Motor Vehicle Pu.rchase Tax from Sh. 200 to
Sh. 400. Vehicles with less than four wheels changing
hands will be taxecl at Sh.60 rather than Sh.30 at the
present time.

A few years ago, an Airpor,t Passenger Tax of Sh. l0
paid by departing pass€ngers was introduced. Since then
the cost of operating and building new airports for our
travellers and toucists has risen steeply as a 'result of
inflation and I do not think that it is too much to ask
tourists and other departing passengers to pay a tax of
Sh. 20 in future. We h.ope to oarn an additional
KIl80,000 revenue fronr this measure.

Hon. Members will recall that last year I introduced
for the first time a tax on our own tnaditional beer when
produced by large brewers with an average production
of 6,000 litres per month. I argued then, and I am still
convinced, that it is not unreasonable for me to tax
traditional beer which must in the light of other family
needs and the State's development needs come into 't}le

same cn,tegory of a luxury, in the silme way that othe'r
types of beer such as Pilsner itnd Tusker are so regarded.
Unfortunately, this tax has not ,beert very successful and
has not earned as much revenue as I had hoped becluse
of the fact that it only applies to the largest brewe'rs. It
has been possible for consumers of traditional beer
simply to go next dooland purchase their boer ,from
a snraller brewer who is not su'bject to tax. This has I
think turned out to be most unfair to the larger brewers,
including the Municipal brewers, whose business has
been seriously affected. Since I consider that the ,present

tax of about 25 cls. a bottle is perfectly reasonarble, I
feel that the fairest thing for me to do is to reduce 'the
Iinrit of product.ion to which the tax applies. As from
the lst of July all brewers of traditional Iiquor who
produce more than 600 litres per month for sale vill
be roquired to pay the tax. This will still exempt from
tax small producers of all household production of beer
lnd such otber producers.

The annual licence fee fora driving licence has
rcmainod unchanged at Sh. l0 for a very long time. If
r person can afford to drivc a ca,r, it is not unreasona,ble,

I feel, to ask him or her to pay an annual licence fee of

Sh. 20. On the other hand, in order to try to reduce t'he

length of t,tre queues that occur every yea'r in the licenc-
ing offices, it is proposed to introduce a three year

driving licence which can be purchnscd for Sh. 55. There
wilt, therefore, be a small concession for people who are
prepared to take out a 'three year driving licence- The
fees for olher licences such as the Provisional Licence,
Replacement of Licence, etc., will also be increased in
the sam€ manner.

I would like now to turn to the income lax. I am

very much aware 'tlat as a 'result of the fact that we

have been 'working with an income tax law drawn up

many years ago before independence, which has been

anrended ad hoc from tinre to time since, the law as a

whole is in a number of instances not particula'rly
appropria.te for Kenya of to day. Because of this I have

increasingly felt 'that tihere was a need to undertake a

complete and fundamental review of the 'law relating
to income tax, in ordor to make it more appropriate to
Kenya's needs and policies at the present time. In this

belief, a few mont-hs ago, I asked ttre International
Monetary Fund to send to Kenya a tenm of experts to
assist us to undertake a complete review of tlre present

law and also the law relating to graduated personal tax
to see ,whother the two taxes can be com'bined. My
colloagues in Tanilania and Uganda asked that the team

should also consitler their needs in this review and tfiis
has in'fact ,been done. The team has been in East Af'rica
and exanrined the law closely on the ground and had

long discussions with us. I hope to receive their report
some tirnes in August which'will be considered carefully
with a view to redrafting the income tax law comple'tely
a'f resh.

Hon. Members will also be aware that, in the last
yea'r or so, signilicant differences trave 'been introduced
in the taw relating to income tax as it applies in Kenya,
compared with the law as it applies in Uganda and

Tanzania. Because of 'this, the East A'frican Income
Tax (Management) Act has become increasingly com-
plicated and difficult to apply and my coLleagues in

tanzania and Uganda are at one with myself in the

belief that the time has come to accept the inevitable
and transfor responsibility for the law relating to income
tax from the East African Legislative Assembly to the

National Assemblies in the th'ree states. I, therefore,
propose that the new law relating to income 'tax, which
i mentioned a moment ago, will, w'hen drafted, be

brought to this House for consideration rather than the

East African Legislative Assembly.

A very consi<lerable amount of work will be involvod
in dra,fting the new income tax taw and it seoms unlikely
it will be ieady for presentation to the House before the

beginning of 1973 and cannot, therofore, come into
eflect before the lst of lanuary, 1974. I do not, how-

ever, wish to wait until 1974 before implementing one

particular change in income tax rvhich will in my view
iorrect a serious inequity created by the present law.

At the present time when an enrployer provides hous-
ing to an enrployee, the value of that housing is taxed
at the rate of l5 per cent of the employee's salary. But
a limit is placed on that valuation of housing at Kf528
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i", ,nnr- which is equivalent to a renl of no more

itrrr-[i+a per month for a house' This means that

p*pf. *i.yi"g very high salaries provided with housing
'p.rf{rp. ti.t,tr-rcf t.SoO"to Kf2'000 per annum are only

iax".l'on that housing up to an nmount of Kf528.' This

is inequitable, both com'pared with people enJoyrng

lower ialaries who are noi affected by the ceiling and

;;;;.;; ;;in p.opt" who pav for their own trousing' I

.....* therefore. that with e{Iect form lst Janttary'

isi5, hirii"g provided bv an emplover will.be valued

i"t iri purp-o* at l5 per cent of salary.withotrt any

iirit U.ing placed on that valuation' In the case sf a

Jire"tot,6thet th.n a full time service director' the

valuation will be l5 per cent of his world income'

The efiect of this change will 'be that employees

.n-ing over Kfa,000 p", 
"nn" 

rvilt pay a small addi-

ilon.t't^*. Peopie with even higher salaries will be

aflected to a greater extent. However, although' as I
tt"r"'"*pf"inea] I feet it is necessary on grounds of

.qr;ty t" remove the anomaly in income tax created

Li rhe ceilines placed on the valuation of housing, I do

,,ot f."l thai i can ask anyone to pay substantially

more additional income tax at the present time' I' there-

lor., propore to widen some of the segments in 'the

scnle 
'of personal income tax with e{fect from I st

January, liZ:, in order to mitigate, although not wholly

".-or",'th" 
increased taxation caused by a higher value

b.ing orr".s.d on housing provided to employees by

their employers. This will mean' of course, that some

self-empl,oyid persons and persons already paying for
their own 

-houiing 
wilt pay rather less income tax than

they are paying this y"n,. As a result of 'these change's

"-ploy"o 
in itt" t igtt"r income 'brackels will pay a

littfe more income tax, while self employed in the same

range will tend to pay a little less.

The new scale of income tax is set out in the Financial

Stat€ment and the Finance Bill. But briefly, we have

widened the Sh. 7 and Sh. 8 segmenLs 'from f600 to

f900 and the Sh. 10, Sh. 12 and Sh' 14 segments'from
{1,200 to fI,800. The maximum rate of tax effective on

every taxable I over f9,000 will now'be Sh' l5' It seerns

likely that I will have to forego some revenue as a result

of tire net effect of these two changes in the income

tax, I estimate thnt in the ctrrrent finarncinl year it will
not. however. be more than Kf2-50.000. a'nd I feel thlt
this is a reasonable sacrifice to make in order to remove

part of the inequity in the present income tax system'

CoNsuuptloN T.lx

Hon. Members will be aware that I have still not
provided for the KI5 million in additional taxation I am

leeking. With import restrictions reducing the impact of

^ry "inrg", 
in the Customs Tariff lncl the income ttax

already p-ushed to high rates' my ability to raise the

,"r.nr:. i requite from existing taxes is severely limited'
I have, thereiore. 'been force<l to look to new forms of
taxation. In doing this, I have borne in mind the fact

that as we protecl local industries and restrict imports'

I am simulianeously reducing the ability of the existing

fiscal systent to expnnd the revenue in line rvith the

.iponsiln of the .ionomy. My attention- must' there-

foie. be ttrrned towards industries which have been set

up in Kenya antl which operate on ir monoPoly or ne'ar

monopoly 
-b;rsis 

w,th a considerable degree of protection'

Although consumers of those industries are frequcnlly
asked to pay prices close to prices charged on imported
products. with the present level of import rcstrictions
i feel that I nrust ptace taxe.s on a selected group of

locally produced items sold for consumption in Kenya.

Hon.'Mem,bers will remember thlt last year I introduced

such a tax on beer, cigarettes an<l tobacco.

I propose, therefore, that new consumption taxes will
.omi into effect from midnight to-night on the fol-
lowing items when tocally produced or imported from
Tanzinia or Uganda: (l) Spirits, such as gin or vodka,

at a rate of Sh. 4 ,per proof litre: this will lead to an

increase of Sh. 3 in the price of a bottle of gin and

vodka; (2) electricity at a rate of one cent per kilo-
watt hour measured through lhe consumers' meter:
this will aflect all electricity bills dispatched on or
after lst July and will add a few shillings per month
to the average monthly account; (3) motor tyres at a

rate of Sh. 5 per tyre; (4) motor batteries at a rate
of Sh. 5 per baltery; (5) torch or transislor batteries at

a rate of 5 cents per cell; (6) crown corks at a rate
of 5 cents per cork; (7) cenrent at a nate of Sh. 20 per

metric tonne; (8) footwear at a rate dependent on the

ex factory price of a pair of shoes: where the price

including tix does not exceed Sh. 7/50, the tax will
be mereiy 25 cents; in the range Sh.7/50 to Sh. 15 the

tax will be 50 cents; in the range Sh. 15 to Sh.22150'
the tax will be Sh. I /50; irr the range Sh. 22150 to
Sh.30, the tax will be Sh.2/50; in the range Sh.30 to
Sh.50, the lax will be Sh. a/00; in the nange Sh' 50 to
Sh.75. the tax will be Sh.6/00; in tle range Sh' 7-s

to Sh. l0O, lhe tax will be Sh.8i0O; in the range
Sh. l0O to Sh. 125, the tax will be Sh. 10, and although
no shoes are produced in Kenya with an ex factory
price in excess of Sh. 125, there is provision- for a tax,
if they are so ever produced. at a rate of Sh. 12. I
should perhaps emphasize to hon. Members that ihe
prices I have read out are ex factory prices and the

impact of the tax on the ratail prices will be propor-
tionately less.

Finally, there are two items rvhich are already subject
ot exciie. Firstly,, there will be, in addition to the

excise, n consumption tax on paint and distemper' In
the case of paint at the rate of 22 cents per litre; in t'he

case of disiemper at the rate of Sh. 3/60 per lO0

kilograms. Secondly, I propose a consumption tax on

fabrlcs; in the case of woven fabrics at a rate of .5

cenls per square metre, and in the case of knitted or
crocheted fabrics at a rate of 50 cents per kiloglanr'

These new consumption taxes will provide me wilh
approximatel y Kf2'2 million which taken together with
the measures I have already announced should be strf-

ficient to provide me with the Kf5 million I nm

looking for.
As a result of these tax changes, I shall in reventrc

terms be able to balance my budget, and even perh:rps

achieve a smatl overall srrrpltts. In economic terms'
recurrent reventle witl fall short of total Government
expenditure by about Kf62 rnillion but since I propose

to cover some Kf34 million of that lotal deficit by way

of foreign exchange loans-or cut the expenditure pro-

vided for in the estimates--the impact of the overall
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deflcit on the Kellya economy and thc balance of pay-

ments will be substantially reduced'

I have felt obliged to tax conrrnoditics in evcrytlily
use to obtain the reverlue I rcquire. I do not like
<Ioing this but I fecl I have no practicul alternitttvcs
ope[ to me. I would, however, reilerate to hon. Mem-
bers what I said to the general public in nry Press

statement on the Economic Survey last week' The
people living in the towns enjoy a relatively high
itandard of living compared with the nrass of people

living in the rural areas and they should not concen-
trate their attention merely on their own problems but
should remember just how much better off they are.

None of the tax measures I have announced this after-
noon except the extension of the existi,ng tax on potttbe

will affect the average pcrson in the rural areas. Many
famities in the rural areas cannot aflord to btry l lot of
the items I 'propose to tax and will not, thercfore'
be aflected by thenr. I would ask hon. Members to
consider my tax proposals in thut light.

It is, however, necessary at this stage of our develop-
ment that I widen the tax base, and not be so dependent
for my revenue requirements on incolrte tax and

customs duty, although these will still remain the prin-
cipal sources of revenue. Increasingty, I fear, I shall
have to consider taxcs on items in everyday consulnp-
tion----especially everyday consumption by the relatively
better off families in the urban arels.

I will admit that I am taking sornething of a risk in
presenting to the House expenditure estimates for
\slzlll iome l0 per cent higher than the expected
total expenditure in the current year' I am, however,
convinced that we mttst not falter in our development
efforts now that we have :rchieved so rnttch momenttlm'

But we tnust be more selec[ive in our projects and

choose our priorities carefully' giving prcference to

projects i.n the Lural area's, to Plojects that wlll augll)ent

our' exporrs, to those thut will increase employnlent,
irnd to lhose thrrt will be lertst hirrnrful to the balance

ol' puynrcnts. We have to be less extravagant in the

standaicls of construction of buildings and roads and

given greater weight to the ernployment conteot of

irojecti we inrplement. The expenditure estimates this

year should be considered in that light.

Mr. Speaker, we have this afternoon talked about

money incl development' But we must never forget
that ihe prin'rary source of developnrental energy is

the personll will and individual initiative of each citizen'

Our nation owes its success in the field of development

to the peilce and unity and sense of comnron purpose

that have been guaranteed us in the last ten years by

our beloved President Mzee Jomo Kenyatta' Indeed,

this nltion owes its very birth and existence to His

Excellcncy the President Mzee Jonro Kenyatta' Let us

unile under hinr and, together, nrarch forward to a

Kenya that shall be free, prosperous and democratic'

Mr. Speuker, Sir, I beg to move.
(Question ProPosed)

DEPARTURE OF HIS EXCELLENCY
THE PRESIDENT

Thc Spcakcr (Mr. Mati): Hon' Me'rnbers, it is now

His Exccllcncy's pleasure to take his leave'

(Hon. Metnbet's rose in their places while Hi.s Excellency
tlte President lelt tlrc Clnntber)

The Speaker (Mr. Mati): That concludes the business

on the C)rder Paper. The House is therefore adjourned
tuntil lomorrorv, Friday, l6th June, at 9.0O a'm'

The House rose al Five o'clock.


