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Mr. Speaker. Slr, [JEB/'E!

I beg to move the Chafr.

1. INTRODUCTION

IvIr. Spealcer. the deyelopment of a cor:ntry must ruean the dereiopment
of all lts people and consequerrtly, whatwer prograrnme or proJect ls tmplc'rnented lt
must have the welfare of the people as lts maln obJec0ve. Our plannlng process has
placed prlortty on rural dwelopment programmes and the provislon of such bastc
;errlces- as educaflon, health and water suppltes. We are therefore conrrlnced that the
econorrtc strategr wh[ctr we have chosen for ourselves ls the rtght one. Our falth X]

the prtncfptes errunctated ln the Sesstonai Paper No. l0 of 1965 rernalns unshaken.
Wewtll'g."ttheurrlrrformedarrdrr'lsguldedargr'rnerrtsoft}rosewhowouldllkeus
to ctralge-our course and place our Lr,ard won lndependence ir: pertl. We will be gulded

by ogr o-wn epertence ln determlntnS how best to respond to the dwelopment needs

of our peopie.

As Hon- Members are platnly aware. ttre economlc wellbemg of a nalon
oriles far more to the vlta[ty ana poUUcalforeslght of lts leadershtp and the stabilfff
of lts insdhrflons than to ahy sfn$e act of the Government, however lmporiant. Our
beloved Presldent has all aiong been on tire forefront ln rrafrrta[:Urfl peace and
stablllty. Under hls leadershfp and hls phtlosophy of Peace. Love and'Untty' Ken]ta

should be able to achtane the economic and soclal goals which we have set for
ourselves. I arn sure I speak for all Hon. Members. l:x stafln$ that we should
individually ald collecU".Iy resolve to cont[rue ro support Hfs Exceliency's efforts.

Mr. Speaker. ttlis ls the flfth consecutlve budget which has Eaxslated
leto action the poltc{e for rapld economlc growt}r throug! the resfrrchrrtng of the
economy, contatned 1n Sesslonal Paper No. i of 1986 on " Economlc Ir{anagement for
Renewe-d Growth". Whtle the process of transformation ls continulng. the need to
controllnflaflonarJrpressures. [o provide empiolmerrt opporrt-rntfles forarapfdiyrlsin$
labor:r force and to actrteve a sustainabie balance of payments poslflon' requlres
enkranced grourth with emphasls on a sEong olDort drlve. It !s within thls context that
I have formutatea fte l99O/91 Budget aro-und the theme "ENHANCED ECONOMIC
GROWTH THROUGH E)PORII PROMOTION".

As is ctrstomary, I would ltke to begin by roriewing the internaflonal
economlc environmerrl the Sub-SaharanAfrlcan reg[onal scenc and Kenyra's econorntc

performance ln 1989 and prodde a prognosls for ttris year and beyond. Flnaliy. I shall

"aar.". 
the budget out-hrrns for lg89/90 and 1990/91 flscal years and propose

spectflc ta:cafl,on ut@su.res wlth other changes.

,jqriwffi{tu-"
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2. TIIE GLOBAL SCENE

-

IVIr. Speaker, the moderate slow-down tn economlc acflvtty tn the
lndustrtal economles and ln the world economy that we are presenfly wttnesstng ls
prfmarfly the result of restrlcflve monetary poltcles pr.rrsued tn most lndusblal
countrte!. The tlglrter monetary pollcles. reflected [n rfshg tnterest rates throughout
the world. have been moUvated by stgrrs of rtstng lnllatlonary pressures over the past
few years. Hows,rrer. the more restrlcUve pollcles seem already to have calmed
fnflalfonary ocpectatror:s. Varlous teternatronal forecasts predtct lower lnllatlon rates
ln the ner<t few yearc. For lnstance, the rate of tnllaUon tn the lrdustrlal counbles.
measured as thi GDP deflator, trs ocpected to be reduced from about 4.0 06ln 1989
to 3.5 06 l:x 1991 and even lower t]rereafter. Ttlus, we do not have to fear a repetlUon
of the extreme tnflatfonary eptsode experlenced early l:x the 1980s. World tnllatron
has. in fact, remalned very moderate durlng the past elght years, ercept ln LaUn
Amerlca.

The perfornance of the world economy ln the perlod ahead ts ltkely to
be tnlluenced by a number of spectflc factors. Ftrstly, the pollflcal changes tte Eastern
Egrope will have economlc conslequences which are dlfficult to predict. Mqst observers
belteye that the Uberallzaflon of these econornles wtll strengthen economlc actfvl$ tn
Europe as a whole. In parttcular, the prospecUve unlflcaUon of East and West
Germany ls e>cpected to lnduce econornlc acflvtty tn both countrles. Secondly, the
movement towards an lntegrated Europe tn December 1992 wlll stlrnu}ate lnvestment
and output, ?s well ln lntra-European trade. Thlrdly. the reducflon ln defence
spendtng tn USA and the Sovlet Union may have an lnlflal dampening etrect 91
aemala-and output tn those two countrles, but the longer term effects ln ttre world
as a whole are llkely to be poslHve as resources now spent on defence wtll be used tr
more producHve ways.

Tumlng now to the economlc performance tn Sub-SaharanAfrlca. gross
domesgc product recorded a growth rate of 2.9o/o Xt 1989 compared wlth 2.4olo tn
1988, U:e rate of poprrlagon growth Ls estlrnated at 3olo leadtng to a per caplta GDP fall
of O.lolo. In 1990- 1991, gfowth ls llkely to rematn broadly unchanged at some 30z6 per
year and ilrfs tmpttes that per caplta output wtll remaln stagnant.

Howerrer, the economlc outlook for the conttnent ls, somewhat brtghter
ttran a few years ago. For sometlme now weather condlEons ln Sub-Saharan Afrtca
have been favourable and a number of countrtes have adopted stmctural adJustment
programmes. These two factors are key to further lmprovements l:e lncomes and
wetfare. There are slgf:s that the growth rate of populatlon ls decllrtngand thls means
that per caplta output wlll lmprove tn the long nrn. The demographlc flgures for Kenya
lredtcate that the rate of growttr of our populatton has been reduced to about 3.5 o/o per
year and that ferullty rates are sflll decllnlng. A contlnuatlon of these tendencles tn
k*fr" and elsewherl tn Aftlca. together wlth economlc poltcles destgned to foster
producttvtty and a better use of our human resources, should lead to a gowth ln per

captta Urcomes tn Sub-satraran Afrtca over the comlng years, thus reverslng the
negaflve trend that has proalled for nearly two decades.

InJlauon ln Afrlca has accelerated tn the last few years to an average of
about 2}o/6per annum. One factor behled thls unwelcome dwelopment ls most ltkely
t}1e appreclaHon of forelgn currencles, whlch makes lmports more ocpenslve. Another
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factor ls the remalnlng flscal lnrbalances and encesstvely rapld monetary expanston
ln many counbles. A.s adJushent programmes have only recently been lmplemented,
slgntflcant recovery seeuu unltkely ln the short run. These structural changes should
sUmutate oqrorts, reduce prlce dlstortlons and thereby ralse growth.

Looldng ahead, and relatlng the Sub-Satraran countrles to tl,.e global
economy. I want to stress the need for contlnued and Iarge capltal lnllows lnto t}..e
reglon. hvate capltal flows harre been negaUve ln the past decade. Although
concesslonal afd flows wlll remaln lmportant for all countrles on the contlnent, lt ls
hoped that as our economles recover and our pollctes become more outward orlented,
Aftlca wlll once agafn be$n to attract net prlraate capltal lr:Ilows. These are necessary
to complement our own domesUc savlngs, to help reduce hlgh erternal debt burdens,
and thus augment gfowth.

8. TIIE DOUESTIC ECONOIIY

Flve Year ltacl Record

Mr. Speaker, I would now llke to go out of tradlUon and provlde an
overnrlew of our ffve year track record slxce 1985, the year tn whlch I presented my
flrst Budget wlthln the framework of what came to be lmown. when lt was publtshed,
as the Sesslonal Paper No. I of 1986. We then set ourselves a target to restnrchrre tJle
economy lnto a more effictent and less rnrlnerable one. We almed among other thlr:gs,
to lncrease the [rflow of extemal resources and to reverse the detertoratlng lnvestment
enrrlronrnent. Mr. Speaker, wlth the occeptlon of the post coffee boom years of 1977
and 1978, the years f985 to f 989 have been better as a block than any perlod slnce
1972. Our average growtlr ln real terrns slnce 1985 has been 5.2 oh. Both the
secondary or manufacturlng sector and the tertfary or servlce sector have grown by
soure 5.5 0/6, whlle the prlmary or agrtcr:ltural sector has been growlng by about 4.4 0/6

whtch ls well ahead of populaflon growth. The prtmary sector on average, now
accor.rnts forJust orer 3l 96 of our Gross Domesflc Product compared wtth 35.5 o/o at
the beglnnIrg of the l97os. Consequently. we have now become less nrlnerable to the
lnternational changes of our m4Jor orport comrnodlfles.

The growth of Gross Flxed Capltal Formatton by sectors ls even more
spectacular. Agatn, wtth the erccepflon of the post coffee boom years, we experienced
an average decllne tn Lnvestrnent tn each sector up to 1984. Strce 1985 we have not
only rerrersed thls trend but have also recorded a very healthy annual average
tnvestrrent growUe ln the secondary sector at 7.1 o/o wtth services dose behfnd at
5.4 0/6.

1f ls lmportant that we should review the economy wlth thts perspecdve
slnce past o<perlence ls eastly forgotten. In thts context I would wtsh partrcularly to
note that the average rate of lnflaUon o\uer these last flve years ls 9 %o agatnst the
average for the precedtlg 12 years of over 13 o/0. Ttrls has mearrt thatworkers have tr
fact had real growttr tn thelr average wage over these last flire years ln contrast with
the earlier perlod. We should also not forget that there were negatlve real rates of
lnterest on average from 1972 to 1984wlth the consequent dtscouragement of sardngs
and of the efrcierrt uflllsaflon of scarce resources. The positlve real Irterest rates
whtch we have had slrce f 985 have reversed these undeslrable effects.
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Wlth res@t to the rate of growttr of our external debt, I would ltke to
lnform thls House that the quallty of or,rr debt has [nproved sub.stantlally. The average
tnterest rate on publlc eldemal debt ts now less than 3 0/o compared wttl about 4.3 0/6

tenyears ago. The grace pertod on loans ls now on average around 8.7 years agalnst
7.1 years IO years ago, whlle the oaturtty of our oveneas debt has tmproved between
those two perlods, froE about 27.9 years on average to 29.4 years.

IvIr. Speaker, thls 0ve year revlew has shown that our average llvlng
staldard tras annually recorded an lrnprovement tn contrast to the average annual
decltne of ttre Sub-saharan econorntes. I now tum to a revlew of last year's
performance of the econony. In my analysls I wlll assume that Hon. Members have
already read thelr coples- of thts year's Econornlc Survey whlch descrtbes the
performance of the economy durlng 1989 t:r detatl.

Sectoral Performance

Mr. Speaker, Iast year the economy gew by 5.0 0/6. This ts the IIfth
consecudve year stnce 1985 that the economy has performed at about thts level. I
would now llke to revtew last yeat's performance of the key sectors of the economy.

The agilculfural sector recorded a growth of 3.9% tn 1989 and so
congnued to growatread of populatton. Thfs growthwas somemrlxatbelovrttre prevlous
year's excellent result. However. the poor world prlce of coffee dampened the growth
of both lnvestment and lncome ln thls sector.

Manufacttrrlng productlon has contlnued lts satfsfactory performance.
gfoudng by 5.90/6. only marglnally below the 6.0% recorded tn 1988. Even thougtt
tnvestment tn ttre sector fell ln real terms by 3.5 o/o, Lt was stlll a comfortable 2L oh

above the 1987 level so shonrtng a contlnuatlon of ttre rtstng trend. The rlslng cost of
plarrt and rnqchlnery Eury well account for thts decllne from f 988.

IvIr. Speaker, the bufldng and constmcflon sector contlnued tts
tmprwement l:r 1989 when lt recorded a growttr rate of 5.40/6 compared E'tt]r 4.3 0/6

ln 1988. Thts ts reflected ln a u,elcome 24o/o lncrease Ir prfirate sector lrvestment ln
these areas, althougf there was a deceleraflon l:r publtc sector lnvesbnent, largely due
to the near compleBon of maJor Government construcHon proJects.

Sarrtntr and Investment

Mr. Speaker. lnvestment and savlngs were lou'er ln f 989 than 1988. We
trrvested 25.6 o/b of GDP of whtch 34.4 0/6 was flnanced from abroad. Thls compares
wtflx an lnvestment of 25.3 % the prevlous year wlth an external component of some
32.L o/6.In real terms, Gross Ftxed Capttal Formatlon gfew by less than 2 016. well
below the 8.7 06 recorded tn 1988, but thls was not general slnce lnvestment ln the
segce sectors grew by 18.8 % agalnst contractlon ofJust under l0 0,6 [x 1988. These
tnvestrnent flgures woUa be far hfgher were the Kenya Alrways purchase of atrcraft
lncluded.
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Mr. Speaker, ourbaliance of payments posltton ls an lmportant lndtcator
of the sustalnablllty of our economlc growth. For a number of years we have
emphastsed the need to restnrcture our f:dustry away from producUon for lmport-
substttuuon under the protectlon of hfgh tariffs and quanUtatlve restrlcUons, to
producflon ortented towards the ecport market. It ls too early to lndtcate how far thls
resbrrctr.rrlng strategr has succeeded. In 1989 total value of tmports lncludtng
golrerrrment and speclal tnrports rose by 26.2 orb compared to the rtse ln the rralue of
e4ports, of only 7.L otb. Earnlngs from coffee ocports decllned 1:r the wake of the
collapse of the Internaflonal Coffee Agreement, although part of the Inpact of the
slurp prtce decline was absorbed by some rlse ir: volume. Tea performed well as both
prlce and volume rose, whlle the eamlng from tourtsm rose by 24 026. The capltal
accountregtstered a sharp growth tnrcludtngprlrrate longterm capttalwhtchreglstered
a large net poslUve lnllow, after reglsterlng a net outflow lrx f 988. The overall balance
ln the balance of palurents recorded a surplus and our reserves stood at L2 weeks of
normal merchandlss lrnports compared to l0 weeks at the end of the year.

Monerr. Credlt and Pr1ces

Mr. Speaker, I wlsh now to turn to money, credlt and prlces. Ftom an
excepflonally htgh lwel of 33 0/6 trx 1986, the rate of growttr of money supply
decelerated to 8 0/6 l:r 1988, but thls trend was reversied ln 1989 when lt reglstered a
gfowtlr rate of 17.6 o/b. The rate of lnJlaUon, as convenflonally measr:red on a 12

month average. was marglnally lower at 10.60/o l:x 1989 compared to LO.7o/o recorded
in f 988. The money supply lncreased due both to lmprovement tn net forelgn assets
and erpanslon of domestlc credlt. Hlgh llquldtty raHos praatltng ln corrunerclal banks
xr 1986 and 1987 decltned trx f988 and averaged around 2@6 [x 1989. Durtng the
year there was a decltre tn the share of domesttc credtt gohg to the Government from
g5 ort t:x f988 to 32 0/6 ln 1989 and therefore ttre corespondlng share golng to the
prtvate sector lncreased. To achleve the obJecflve of curtatllng ttre growth ln credtt to
the level enough to sustalr economlc actlvlfles wfthln the prlvate sector and to
encourage sarrlngs by ensurtng that lnterest levels are poslflve, the Government ralsed
the mlnimum [rterest rate patd on deposlts Ie two hstalnrents durlng 1989 from LO o/o

to 12.5 o/o.'Ittemaldnum rates charged on loans ofvarious rnahrrltles were also ratsed
durlng the year. Thls trerrd has contlnued as evidenced by further change Ir trterest
rates ln Aprll thls year.

PROGNOSIS

Mr. Speaker, havlngtaken stock of our economlc performance lastyear.
we should reflect on the prospects for 1990. In 1989 our performance irx economlc
Eanagement, stablllsaflon and gfowth has been somewhat mlxed. Real GDP gfowtle
rate has been more- or-less on target and developments in external trade and balance
of payments have been, byand large, as anilcipated. However, I must ocpress concern
tn two cnrctal areas: the flrst ls the Government budget deflclt for the flnanclal year
1989/90, whtch has exceeded the expected rate and the second ls the growth in
money supply and the domestlc consumer price lnIlaHon, both ofwhtch have recorded
hfgher tfran programmed rates.
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For the curent year. the target for the rate of growth of GDP !s 5.1 0/6.

The balance of payments flnanclng gap ts anU.clpated to be very large and thrs has to
be fllled through new concesstonal borrowtng. As far as Gorrcrnment budget deflclt ls
concerned, we plan to lower lt as a percentage of GDP from 4.2 oh ln f 989/90 to 3.8026

tn I990/9I. The poltcy obJectrve for tnllatlon ls to brlng tt down gradually to the
average rate errperlenced by Kenya's maJor tradfng partners. The attalnment of these
targets and obJecUrrcs would requtre enhanced stnrctural adJustment and stronger
Eracro-economlc management poltcles. Although I 99O ltsdf mrght not be an easy year,
Ivlr. Speaker, I would llke to emphastse that our economy has entered the decade of
the ntneEes t:a better shape than lt entered the etgbfles.

4. Ttrt PoLrcr rRAutwoRt

a/ Introductlon

Mr Spealcer, gven the lnternaflonal and domestrc dwelopments that I
haveJust outllned, I would now llke to hrrn to the poltcy framework for the 1990/91
Budget, the theme of whlch ts "Enhartced Economlc Grourttr Ttrroug[ Export
komoUon". ltre pollcy ldeas behfnd thts theme were dlscussed tn the Sesslonal Paper
No. I of 1986. Slece t}ren, we have gradually and systemaHcally lntroduced pollry
measures to restmcture the econony. Each Budget has been an lnstallrnent l:r that
process. Thls year's Budget, vdth lts focus on erport promoflon, ls therefore yet
another butldtrrg block ln that long-term strategr.

In our efforts to promote eryorts I am reassured by the hlstorlcal
evldence of tr:temaUonal dwelopment patterns: lt ls those corrntrles whtctr have
adopted an outward, ercport-ortented development strategr that have been successfuI
lnachfednggrowthand lnrprovlngwelfare. Ttrose countrles. on the othertrand, whlch
have based thelr poltctes on export pesslmlsm and l.solated themselves from the
tnternaUonal economy have recorded stagnattng or decllnlng lncome levels.

Kenya tras followed a pragrnaflc development strategr. stresstng tl,.e need
for a dynamrc prlvate sector as a drtrrtng force tn the economy. As a result. growth l:r
producflon and incomes have been stlmulated over the past flve years. A more rapld
and more dtverstfled export errpanston durtng the comlng years wlll ensure a
sustalned growth ln output and tncomes: tt wtll brlng us more foretgn exchange to use
for needed tmports; tt urtll sUmrrlafs domesUc lndusbles whlch have to compete ln
tnternattonal markets: and we orpect that the open economlc poltcles wtll also attract
tnto Kenyra know-how and rlsk capltal. These will spur producUon ln the modern
sector and create errployment opportunlUes.

It ls agalrst thls background that I wlll now dlscuss the flscal, monetary
and flnanclal pollcles whlch we want to pursue as a basts and framework for the
export stratery. I wtll ttren turn to the centerplece of thls Budget. namdy ecport
pollctes. I wtll also dlscuss agflorltural poltcles and rural urban balance, before I go
on to the budget outturns and spectflc proposals on ta:ratlon.
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Mr. Speaker. flscal po[cy can play an lmportant role tn supplementlng
and stlmulatfng export gfowth. A resbictlve flscal po[cy ls necessary now, both t:e
order to malntaln stablllty ln the domesttc economy, and to release resources for the
prtvate sector. partrcularly for orport productlon. Tax poltcy ss1 alss be used
spectflcally to lncrease lncentlves for export productlon as I wlll tllustrate Later Ir my
speech.

I want to deal wlth four areas of flscal pollry: the budget deflc{t, the
changlng tax strrchrre, the control and pattern of publlc ocpendltures, artd problems
relatxrg to the flnances of the parastatals.

Ttre need to contaln the deflclt Ir the Governmenfs budget ls of
para:nount tmportance, f we are to achleve our economlc goals of contatnlng lnllaU.on
and rdeaslng resources for prlvate sector growttr, [ecludtng more lmportantly, er<port
growttr. Wltlr great efforts we have managed to reduce the relaflve slze of the de0ctt.
from 6.6 % lre f 986/87 to an estlmated 4.2 o/o ln 1989/90. However, progress ln thls
area has been slow and the rtlf[culty ls entlrely a reflecilon of raptdly flstng demand
for Government senrlces. Revenues botll from domestlc sources and from forelgn
grants have been flowing ln reasonably well.

The fircrease ln rwenue ls partly due to the tntroducflon of VAT, and I
orpect lncreaslng galns from that tax over the next few years. ln thts Budget, we will
contlnue our efforts to shlft the tax structure towards firdtrect ta:caflon. At the same
tlme we have contlnued and erpanded the Tax ModemlzaUon Programme t:e t]re
Tteasu4r, wttl: the task of restmcturlng our tax system whlle also lncreastng efrctency
of the ta:r artrnlnlstraflon. Ia.ter ln my speech I wtll make a number of speclflc tax
proposals, part\r to carry the tax reform work forward, and partly to stlmulate ocports
and tradlng ln securltles.

Doreloplrg countrtes seldom manage to mobtltse more tlaanz0oh of thelr
Gross Domestlc Product ln tarq but as they progress they replace borrowed resources
wlth renenues artslng from thelr{ncreased prosperlty. I am pleased to tnform t}re Hon.
Menrbers t}at we have ral,sed our tax revenue effort and are now approactrIrg the
target of 24 o/o of GDP stated ln the Sesslonal Paper No.I of f 986. Unfortr.rnately I
must report that our endeavours to control the growtlr of ocpendlture have not been
as successful and we are stlll well above the Sesslor:al Paper goal of 28oh of GDP. In
part thfs has been a consequence of the need to provlde recurent orpendltures so as
to operatronaltse past dwelopment proJects. Thls must contlnue to be a key area of
concentraflon tf we are to regaln flscal balance and release producflve resources for
erport orpanston.

Mr. Speaker, ln 1984, we went to great lengths to arBculate a publtc
errpendtture strategr, ln a docr.rment enfltled Budget Raflonaltzaflon Programme. I
want to remtnd Hon. Members of that po[cy. It rernalns as releuant today as lt was
when tt was publtshed. A maJor alrn l:r that Programme was to complete all on-golng
proJects before startlng new ones. Hon. Merrbers have already recelved the
Drpendlhrre Estimates whtctr clearly reflect a concentraflon of government resources
on the completlon of on-gotng projects. We have to be much more restrlctlve tn
startIrg domesflcally flnanced proJects. Such outlays wlll. dependlng on how they are
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flrranced, etther add to lnllaUonary pressures, or reduce the flnance that !s arrallable
for prlvate sector tnvestment.

Another lrnportant lssue dtscussed tn the Budget Ratronallzatron
Programme concerns the balance between recurrent and capttal eqpendthrres. The
conttnued tncrease tn publlc sector employment and thus ln tts salary btll has
encroached on the funds needed for operaUonal ecpendlhrres. Lack of funds for
rnqlntspsllce and repalrs. and otherrectrrrent orqpenses ls resultlng ln a deterloraflon
of orlstIng lnfrastnrctr:re. I anr determlned to put Ught Umlts on the wage and sdary
blll ln thts and conlng budgets, [r order to free resources for operaUonal o<pendltures
and to tmprove the efrctency of Govemment servlces.

The last area I want to dtscuss under the headfng of flscal pollcy ls the
flnances of State Corporattons, or parastatals. Thts ls elso an area of publtc sector
flnance that ts causlng me great concern. There ls now a wldespread }ack of flnanclal
control and of dlsclpllne. For lnstance, lt !s not unusual that parastatals engage [x
new trrvestments whlle they are fallmg behlnd. or are enen ln default on thelr
obltgauons to the Tleasury. Le addlUon, there ls another equally dfsturblrg
dwelopment. Ttre Government. as guarantor of edernd loans by parastatals. ls
tncreastngly betng calted upon to honour parastatal debts to forelgn lenders. The
Tleasury ls then forced to dlvert funds from budgetted purposes to meet these
obltgatrons..ds a conslequence. the Budget becomes dtstorted and the deflclt rernalnsl
too hrgh. These dorelopments are totally unacceptable.

I want to make tt qutte clear that the Tfeastrry wtll no longer honour
such parastatal debt obltgaflons wlthout a thorough lrrrresUgatron of the
ctrcr.rmstances behtnd the payment defaulL Indeed. I wlll tnstst tlat approprtate
correcdve measures are taken before assumlng any obltgaflon.

c/ Monetary pollcv

Mr. Speaker. hrrnlng now to monetary pollcy, tts Eatn task ls to control
the growth of credlt and of money supply. The atm must be to ensure, on the one
hand. that the economy ts supplted wtth adequate amounts of flnance for hvesEnent
and other acUvlUes, and on the other, that credlt and money ls not so ample that lt
wlll fuel lnflatlon. Ttre correct balance ls always hard to strlke.

Over the past several yearst, we harre set ourselves targets for the
rnadrnum credlt ercpanston and growth of money that we conslder are conslstent wlth
ffnanclal stabilty. For the calendar year 199O. the target growth rate for domesUc
credlt. whtch tncludes credlt to both the prlvate sector and to the gwernment, ls
about tS ot6. The target rate of growUr ln money supply fs 10.5 06. We belleve that
these targets should provtde the economy wtth sulllclent llnance for lts growUe, while
avotdlng an acceleraUon lrn the rate of lnllatlon.

Mr. Speaker, the most lmportant tool for controlllng the supply of new
credlt and of money ls the prlce of money, whlch ls the tnterest rate. Slnce
tndependence, the key [eterest rates, namely those for loans and deposlts [e the
cornnerclal banks, have been controlled by the Central Bank For many years now.
these tnterest rates harre been kept at lerrels above the pranalltng rate of tnllatlon. [n
otherwords. our poltcy has been to have lnterest rates that are postUve tn real terms.
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one tmportant effect of thrs pgtrcy has been to encourage savtngs.varlous other lrlays 

^are lelng grd, tncrddng the rntroducuon or n?w 
-6do!il

tnsbrrments. Bearer Ceruflcates of Depostts, dejtgnea prrmaruy ior t.rg. depasltors,wgre recenfly [rtroduced as a new iorm of saings. these teruffcates have theadvantage that thry are negotrable, whlch means ,tta!,rrfv carry -orrrr- uqutdrty.An addtflonal xrctrument for enhanc{ng savtngs whrch t# T.eas"ryLa tn. centralBank wtll lntroduce ln the course of tlte ne:ri'flscal year, ls tl.e nor.lgn DrchangeElearer certlffcate. These are prlmarlly destgned io attract foretgn exchange fromoutstde the banldng s5rstem and thetr'6""r.rlr"ture wlll pr"""*.fie'conffaeliuautyof thelr owners'.nimes thereby enhancxrg th& 
"tt ".uorr. 

These new flranctallnstnrments urlu be tradable tn the secondaiy market trrus rncreasrrr! th€rr udldttyand lnductxg large lnvestors to retaln funds rr Kenya rather thd movtng t5emabroad.

Increased [rterest rates also have lmportant effects on the lendlng stde.Commerclal banlG and other ffnanclal rr:stttuuo^ns wtll trecrea"lrgly allocate thetrloanable funds to ProJects wLrtctr have hrgh r.t r* and whtch thiiefore wllt yleldlarger berreflts to the.economy as a who-ie. There ls ample evldence from othercountrles that htgh and posluve real [rterest rates do produce a more effictentc;otAstock ln the counEy.

In the process of ralsl!8 ttre tnterest rates ln the commerclal ban1s, wehave also vtrtually ellmtnated the dffiErences tn rrrtoot rate sbrrcture between banksand so-called non-bank flnanctral trntermedtarles, whlch means flnanclal tnsutuflonswhose acflvlfles resemble those of the .o*-.r"tal banks. The latter tSpe oflnsfltuflons are becomtng tncreastn$y slmllar to the commerclal banks. Ttrtsunlflcatton of the lnterest rate stnrcturts of the two systems wlu, I orpect. lead tolncreased competluon, wttlch wlll benefft all those who use these tnsutuuons,deposttors as well as borrowers.

Mr- Speaker, as I lnformed tl:e House tn my Budget Speech last year, wehave embarked on a process of reformtng an_d strengthenrng our flnanclal system. ontlat occaslon. I tabled a revtsed Bantdr;g B[], whlcE-was debated and passed by thts
f{olse' That legts}aflon has enabled -us to restruchrre and consoltdate weahtnsutuflons by ensurlng that thelr capttal base ts adequate ana tnai thetr re"rarntpractlces are corlmerctally sound. Ag Honorable Members are aware, the CentralBank and the Trasury recently worked out a successful r""rg.; oi t.r, flnancrallnsfltuflons. lncludlng one coEtmerclal bank, to establtsh the consoltdated Bank ofKenya' Thts operallon'- backed by ltnancial resources from Ur. p.p*lt protection
Fund was undertaherr ln order to forestall problems whtch would otSerwtse have
Jeopardtsed conlldence ln the banlrtng sy"i.*. rds we move tnto a sttuadon oftncreased compeflflon llr llnancrat martceis, tt ls essenual t]rat we have a strongflnalctat system and ttrat tndlvldual instltutlons 

"r..d.qrrately 
capliart.ed. Over t5enerrt decade. a furttrer consolldatlon of the bankrng systern- *y u" called for ascompeHtlon ts llkely to lncrease durtng the process oTnoarrctal reform.

Mr' Speaker, an llnportant aspect of the flnanctal reform progpamme 1,ttre errpanslon and deepurtng of the securtues markets. par[cularly the ltock market.ln order to put these efforts tn a proper framework, lt rc necessary to glve a brtef
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background. Keny'an companles, llke those ln most ottrer dweloptng countrtes, have
tradtflonally flnanced themselves e{t}rer by borrowtng from the commerclal banktng
system or through retatned earnlngs. The thtrd alternaflve source of capttal and
orpanslon, the equlty, or stock m4rket, has not been used on Erny rnajor scale l:r
IGnya. That ls a weakness ln our flnanctal sbnrcture. If compantes flnance themselves
too much wtth borowed funds from the banks, they are er(posed to varlous rlsks,
Xrcludfng the rtsk of trfgher tnterest rates. In addltlon, borowed funds are short-term
ltt nature, whlle the bt'tk of t]re flnanclal needs of compantes ln the modern sector ls
of a long-term character. In brtef, the debt/equlty railo tn Ken5/a's modern sector ls
at present ttlted too muctr towards debt. Thts entalls an element of potenUal tnstablltty
whlch we want to reduce and preferably remwe.

In order to redress thls sttuaflon we have worked orrer the past few years to
create a new and stable frameurork for the capltal markets, whlch should be amenable
to modern tradfng tn securlUes. tastyear, I tabled new legtslaUon to establtsh a legd
franework conducilve to tradlng ln securltles, both prlrrate and publlc. Thls House
passed that leglslaflon ln November 1989. Followlng Presldenttal assent, the Capttal
Market Authortty was establlshed ln January 1990. The Authorlty has strong
representaEon from the prfirate buslness sector and ts now funcflontng on a regular
basls. A rnaJor task of the Authorlty ts to revlew the acUvlfles of the Stock Drchange
tn order to establtsh rules whtch wlll be conduclve to a more acflve tradfng on the
g<cnange.

. In thfs Budget. I a'n taldng furttrer actlon to sttmulate tradtrg t:a
securlHes by proposlng several tax changes whtctr wlll make lt more profltable for
companles to lssue shares and for lnvestors to hold them. I am propostng changes
regardlqg the tax treatment of Untt Tfusts. The Unft Tftrsts Act whtch was enacted tn
l96t!. has so far been dormant and today I am tabllng the Untt Tnrsts (Amendnent)
Blll wtth ctranges tn thetr regulatory frarmework. As has been shown tn a number of
other countrles. Untt Tnrsts can serve a usefi.rl funcflon as an lwestment
tntermedlary for srnall domesUc tnvestors who do not have sufrclent knowledge of
tndMdual compantes. I arn also opentng the Unft Tfusts for forelgn lrrvestors and
there. egalrl, these tnrsts can funcUon as a useful channel for foretgn lnrrcstors who
warrt to put mon€lr lnto the stock market.

I am certaln that the strengthenlng of the capttal market that I envtsage
over the ne:<t few years wlll provlde a stronger flnanclal base for compantes whlch
want to ocpand thetr trade abroad. tn that sense, the ercpanslon of capltal markets ts
an lmportant part of our oport strategl.

e/ Strrtc8 to Pronotc Expottl.

Mr Speaker, I now hrrn to the CENTREPIECE of thts Budget and lts
poLcy frameworlq the promoflon of exports. In thls Budget, I want to effect a maJor
stttft te the stnrcture of tncenflves towards o<port producUon, and parflcularly
tourards productton of lndustrlal and other non-tradttlor:al etports. In thts respect, I
wtll htroduce a serles of new tueasures, of whlch I wlll dtscuss the rnatn ones here.
Ttrese poLcy lnltlattves are to a large ertent based on the dwelopment strategr
outllned tn Sesslonal Paper No.l of 1986, where lndustrtal growth and ercport
o<panslon were stated as cruclal elements filr a poltcy for creatlng Jobs and
strengthenlng the balance of payments.
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A fundamental requtrement for a successful export strategr is tl:e
malntenance of a reallsflc occhange rate. There are nrany ecamples tn Afrlca and
elsewhere of the detrtmental effects of a rlgldly overrralued ercchange rate. It becomes
unprofltable to errport, and frnports become so cheap as to klll all efforts to dwelop a
domesilc lndusbry. The gradual and pragmaUc adJustments ln our ercchange rate that
we have made over the past several yearst have had the efect of maldng e<ports more
profltable, whlle provtdlng a stlmulus to domesUc producflon through htgher tmport
costs. We lntend to contlnue wlth a fleldble exchange rate poltcy as tJre basis for all
our other orport promoUng poltctes.

For orport producers to respond to the rrarlous sttmult that we are
tntroduclng, lt ls essenflal Uxat they have secure and easy access to lmported tnputs.
Over the past few years, we have gfadually been changlrg our lmport pollcy, relytng
less on quanfltaflve restrlcUons and more on tartffs. In early 1989, we ltberaltzed the
trnport llcence poltcy dramaflcally. We wtll contlnue wlth thls reform and, at the same
flme, raUonallze and modlfy the tartlf structure of lmports. Wrth thls Budget I am
shrffhg a number of tterns from Schedule trIC to trIB. At the same U.me, I propose to
lower ttre average tarltr on all the ltems that were prevlously on Schedules other than
mC by a,n average of about 5 percentage polnts. I wil return shortly to the detatls of
these proposals.

An lmportant stlmulus to orport producUon ls to guarantee erqporters
unrestrlcted access to tmported lnputs at world market prlces. One method of
achtevlngthts ts theExport Comper:satton Scheme. Thfs schemewlll nowbe ocpanded
and supplemented wlUx an tmport duty exempU.on scheme. [.ater. t]rls scheme wlll
wolve tnto a duty-draudrack system of a krnd that has been applled successfully ln
many other dweloptng countrles. I wlU return to the details of these pollcles tn the
Ftnance Blll.

Mr. Speaker, ffnanc€ ls crtttcal to the success of any economlc venture
and export buslness ls no enceptlon. Wetl establtshed export flrms or manufacturtng
enterprlses recelve adequate pre-and-post shlpment credlt support from our flnanctal
tnsfltuflons. However, they are known to be reluctant to flnance small and new
e<porters whom they conslder too rtsky. In order to encourage banks to extend
factltttes to such small erporters wlthout collateral securlty, the Cerrhal Bank urill
make avatlable a llne of credlt to be secured by way of ogort UUs. Thts wtll enable
commerclal banks to octend pre-shlpment credit secured by ergort bllls and to
dlscount such btlls at the Central Bank.

Lastly, Mr Spealcer, llx the Budget centreplece, I want to dlscuss two
speclflc export promoflon schemes, one of whtch already ls lrx operatlon. and one ttrat
I foreshadowed Ir my Budget Speech last year. The manuliacturlng under bond
scheme has been l:r operatlon for some tlme now. It was slow ln catchlng on at flrst,
but tnterest ls now lncreastng noUceably. I am hopeful that thts sctreme wtll become
lncreastn$y useful as a stlmulus for ocport producUon.

More tnnportant thts year is ttre establlshment of E:cport Processlrg
Tanes to attract foretgn lnvestment and to sttmulate lndustrtal gfowth and exports.
We know from other dweloptrg countrles whlch have trled such schemes that the
results can be very encouraglng. The matn beneflt for the host country Ir the short
run ls the generaUon of emplo5rment, whtch can be qulte slzeable. Over a longer tlme



-L2-

span, Kerr)ra should also be able to reap other beneflts from the E,P7x,, such as
managemerrt lorowledge and technlcal lsrow-how as well as foretgfi occhange, once
Itnkages to the domesflc economy have been establtshed.

IvIr. Speaker, liast year, I announced that we would pursue thls avenue
to promote erports. Today, I am tabltng a Btll establtshlng the legal and admlnlstraflve
franework for the ecport Processlng Zones. In th,ts respect we have already made
conslderable progress durlng 1989. We have completed an Export Processlng Tane
shrdy and appolnted lnternaUonal consultants to work on the deslgn of theAthl Rlver
T,rtne: and we have had successful dtscusslons wlth both tl.e World Banlc and tl:e
Afrlcan Dwelopment Bank about the flnanc{ng of tnfrastnrcture for the Nalrobl and
Mombasa sttes. Three zoneg, one on a prlrrate slte and two on government sltes. have
already been tderrtlfled. The speclflc package of [rcenUrrcs to be provlded to flrms
operaHng tn the zones wlll be competlUve wtth those that are provtded tn comparable
sttes tntemaflonally. Thls wtll lnclude a IOO 0z6 wrlte-offof lnvestment costs, a tenyear
moratorlun on lncome tax as well as duty and tax free accers to lnputs. We wtll
publtsh a separate, detalled docrrment presentlng all the tax lncenUves.

f/ Extcmel Dcbt rnd thc Nccd for Croltal Inflowr

Mr. Spealrer, I now turn to the lssue of external debt. We borrow capltal
from abroad as a supplement to our own savlngs. The raUonale for thls borrourlng can
be vlewed from two angles. Flrst. we need to borrow ln order to fllance the deflclt we
have tn our trade and other current transacflons wlth the rest of the world. If we dtd
not borrow, our forelgn orchange resenres would raptdly be depleted. Second. forelgn
borowlng can also be seen as a supplement to our own savlngs and thus as a capltal
tnJecflons to ralse lrrvestment ln Kenya and thereby to sustatn economlc growth.

Forelgn borrowtng has fluchrated over the years. malnly reflectlng the
fluchraflons ln the defldt ln our curent transacflons wlth the rest of the world. After
the second otl crlsls tn the late l97os, we were forced to bororv large amounts
abroad. As a consequence, our external debt [ncreased raptdly. The debt servlce raUo,
whtch measures the publtc and publlcly guaranteed er<ternal debt as a percentage of
export revenues, lncreased slurply through most of ttre f980s and reached a pealc of
nearly 34 Vo fn 1987. I am g[ad to tnform the House that ln t]re past few years, thls
trend has beenbroken. The debt senrlce raflo has begun to decllne, the grant element
ln our debt ts lncreastng, and lnterest rates on new loans are stgnlflcantly lower than
tJrey were durlng the precedlng ten years. The Last two factors wtll make the debt less
costly to servlce ln the yearc to come.

There are seneral reasons for the favourable trend ln the past fewyears.
Flrst and foremost, and as a result of tnttlaflves taken by tlts Ebrcellency the Presldent,
several donor countrles have generousty dedded to convert thetr loans tnto grants. We
are most gfateful to all countrles whtch have made thls dectslon. We are also gfateful
to those donors who have all dong extended support to us tn the form of grants.

Another orplanaUon of the trnprwed debt sthraflon ltes tn the fact that
we have been able to negotlate. on the basls of our economlc pollcles, a number of
large loans from the World Bar*, ertended on trlgltly concesslonal terrns, as wdl as
low lnterest rate faclltUes from the IMF. lncreastn$ly, bllateral donors are co-flnanclng
World Bank loans. thus lncreastng the stze of capttal lnllows. I welcome thls tlpe of
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co-Ilnanclng as lt ls fledble and qulck dlsburstng and flts tn wlth our own prlorltles
and lt is also admlnlstrattvely easler for us to handle than proJect IlnancIrg, whtch
due to Budget RaflonallsaUon, ls constralned.

The varlous postttve dwelopments trn the past few years have led to a
shlft l:e our external debt proflle away from comrnercial loans, whlch now account for
only about lO o/o of the total debt, towards soft loans wlth long maturlttes. Thts debt
ls therefore less costly to servlce.

However, even lf tJ:e debt proflle has lmproved ln the past fewyears and
the debt senrlce ratlo has decllned from a peak of nearly 34o/b fx f 987 to an esttmated
27.5 o/o ln 1990, lt stlll remalns a large external debt to be servtced. Th[s means a
rnaJor cost to the naUon tn several wErJE: tt ts a dratn on the forelgn errchange
earnlngs. and tt ls a reducUon ln our dlsposable lncomes as a naUon, stlce part of
those lncomes wtll have to be set aslde for repayments each year. It ls therefore
lmportant to reduce the stock of debt further. And we are determtned to do that rather
than go to the Parls Club and resdredule our debt. thusJeopardtstng our credlt raUng.
On certaln reasonable assumptlons, the debt servlce raflo should be reduced to
around 20 o/o by the mtddle of thrs decade. Tl.e more successful our orport poltcy ts
Ir ralslng export earnlngs, the more rapfdly can we reduce the external debt. Thls ls,
therefore, anottrer reason for concentratlng our efforts on ralstng ecports.

Mr. Speaker, as I have already mentloned, the need for foretgn capttal
ts prtmartly determlned by the deflcit tn our external trade and other current
transacEons. Thls deffclt was large Last year and ls erpected to rerraln so th[s year,
reflectJng low coffee prlces and the leastng of planes for Kenya Atrnrays. Howerrer, I
erpect the deflclt ln our current transactlons to decltne ln the years ahead.
Nevertheless, we wtll need contlrrued and substanflal flnanclrg for both the curent
account deffctt and for repayments on earller loans. External flnance ts also needed
to sustaln our pollctes of lmport ltberaltzaUon and raptd economlc growh. We have
recently concluded negotJaUons for several loans on concesstonal terms fromboth the
World Bank and the IMF, udth co-ffnanclng from bllateral donors to asslst tn closlrg
tlle gap.

.{.s a complement to the public funds that we borrow abroad, we also
need an lncreased lnflow of prlvate capltal. We wlll therefore conUnue to tntroduce
measures to lmprove ttre cllmate for prlvate Irvestors tn Kenya. The Investment
Promotlon Center wlll be strengthened 1rr order to ptay an tmportant role in
coordlnattng publlc pollcy and prlvate lrrvestrnent plans. These measures, trecludtng
the dwelopment of the securlUes market, wlll, over, tlme attract foretgn lnvestors.
Together wlth the capltal they brIrg, they often come wlth techntcal ecperHse and
management lmow-how, whtch can transform the Kenyan economy. For all these
reasons, prlvate capltal lnllows are hfghly welcome as an added source of growth.

A{rlculturc

Mr. Speaker, agrlculture and llvestock contlnue to be the malnstay of
our economy. accounttng for about a thfrd of Gross DomesUc Product, employtng
about 7096 of the worklng pop rlaUon and generatlng approrilnate\y 64oh of total
export earntngs wtth coffee. tea and horttcultural products contrlbutlng the largest
share. Glven lts central role, lt 1s lrnportant that we contlnue the sound poltctes whlch
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we have formulated to stlmulate growth ln these sectors, \ dth a vlew to meetlng the
naflonal obJecUves of mafntafnhg food securlt5r, [rcreastng tncome and employment
opportunltles, derrcloplng rural areas and small towns and ratslng forelgfi elrchange
earntngs.

Mr. Speaker, liast year I announced reforms regardtng the Kenya Meat
Commtsslon and the NaHonal Cereals and Produce Board. I now want to refer to the
restmchrrlng exerclse for the Cotton Seed and Ltnt Marketfng Board and the
Agflcultural Flnance CorporaUon. Ttre former whlch has been restmchrred ts
performlng sattsfactorlly whlle the latter ls betng transformed lnto an Agrlcultural
Development Banh srtth a wtder scope to extend credlt to farmers.

In the case of tea and coffee, commtttees have been appotreted to make
thetr admtntstraUon more responslve to farmer needs, parUcularly to ensure prompt
pa5rment. The expanslon. rehabllttatton and restructurfirg are underway l:r the sugar
tndustry. No other major po[cy changes are envlsaged fn the agftculture and llvestock
sectors.

Mr. Speaker, I nowwlsh to elaborate on three areas: food securtty, cotton
Xrdustry and ferttltser.

Ftrstly, food securlty remalns a maJor plank of our agflculhrral poltcy.
In thls respect measures have been taken to stlmulate naflonal food producflon by
lmpro\dng gratn marketlng system. CrtUcal to thts tmprovement has been steps to
erurure ttmely and adequate payments to farmers. It ls noteworthy that lnprorred
marketfng tras meant that these hlgber payments have not led to trtgher consumer
prlces. Ftrrthermore. the Government wlll revlew the number of Llcensed Buylng
Agents, to foster elflclency througft compeUHon.

Secondly. cotton producflon has declned malnly as a result of the
flnanclal and llqutdlty problems of the Cotton Seed and Llnt Marketlng Board as well
as an admtntstered producer prldng system. In order to streamltne the marketlng
s5rstem, an aucflon qrstem slrnllar to that used for coffee and tea wtll be lntroduced.
Fanners wlll recetve the flrst pa5rrrrent on deltvery wlth a bonus payment dependlng
on market condltlons. Furthermore, t:x future the Board wlll concentrate lts acilvtUes
on regulatlon and admtntstertng the aucHons and fanner payments. Thts means the
glnnertes wlll be restruchrr,. l. and CooperaHves and prlvate tndlvlduals wlll be
encouraged to own and operate them. These measures. I am sure wlll reJuvenate
cotton tndustry and contrlbute to the welfare of cotton farmers and the prospertty of
the torflle tndustry.

Ftnally, IVIr. Speaker, ferUllser ls the domtnant farxn tnput used tn the
country and the use of lt ts ercpected to rlse rapldty ln the curent Plan pertod. Invtew
of the central role that thts tnput plays ltr lncreaslng productlon, the Government
decontrolled lts prlces. Thus the competlEve envlronment should ensure effictent
dtstrlbuUon. It ts remarkable, that prlces of fertlUsers decreased by 23ctb after prtce
decontrol desplte some farcrere' fears that they would not. In the decontrol process.
cooperatlnes and [rdtgenous buslnessmen EIre er(pected to play a leadlng role.
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Rural UrDan Balance

Mr. Speaker, I now wlsh to tum to the Gorernment's Rural-Urban
Balance Strategr. Thts strategr rests on the recognltlon that the key to stlmulattng
agflcultural producdon and creat ng Jobs ln rural areas is for the Government to
adopt polcles and {Inance Irvestnrents, t}rat enhance the effecflveness of the llnkages,
or webs of tnterctrange. that eldst between farms and the suppllers. manufacturersl,
buslnessmen and artfsans ln the towns. I \tr'ish to report to thls House the progress
rnade to date t:n supportlng such llnkages and the steps we plan to take over t]re
comlng year to retnforce ttrat progress.

L:frastnrcture ls necessary to stlmulate the development of producflve
enterprtse ln rural areas wlth untapped potentlal. Thfs ls betng provtded among other
ways, through the Rural Ttsade and ProducUon Centre (KIPC) programme.
Consbrrctton, nalued at some IGh. 150 mllllon, ls now betng undertaken tn 7 of the
8 tovrns selected for the progranone's pllot round. A further g RTPCs have been
selected for target lntervenflon. Wtth t}ts programme no.rf,i establlshed Government wtll
energeflcally seek donor support for the Dlsblct Dwelopment Fund to flnance tts
orpanslon and speedy lnplementaUon. The Nyayo Shed programme, whletr provldes
shelter for Jua kall arEsans, has already constmcted or ts ln the process of
construcflng such factltfles fn 38 towns fn 23 Dlstrlcts, to the value of over Kg I
mllllon. The programrne ls to be orpanded, vdflr all new factltdes resultlng from a
very carefirl needs assessmenL

The Government's comprehenslve programne for small-scale enterprlse
dwelopmerrt has been launched and many tnlflatlves are now startlng wtth the
obJectve of creatlng an enabltng ernrironment for the sector. These are to be
trnplemented through a partnershfp of Government, the prlr'rate sector and non-
govemment organtsattons. An [nportant contrtbuflonto the success of the programme
ls the tntflaflve of H.E. the Presldent ln establtshlng the Rual Enterprlse Fund to
prortde loans to small- scale rural enterprtses. The Fund, to be admlnlstered through
e\rery DDC and wtth total lntttal capttal of yet another IGh. f 50 mllllon, wlll provlde
a maJor boost to the sector. Corrtlnulng Government support for youth polytechnlcs
and other tralntngtnsfltuflonswlll ensure thatthe small-scale enterprlse sector's need
for artlsans with approprlate sldlls wlll be met.

Mr. Speaker, encouragflng though thls progress ls, our [mlted resources
must be more ecactly focussed lf Government lrtenrenflons are to enhance the cltmate
for emplqment generaflon. I arn therefore, propostng an addtUonal approach be
letroduced tnto the planntng of support ln thls area. UsIxg ocpertlse drawn from both
the publtc and prtvate sectors. selected "webs of tnterchange" wlll be I:vesEgated and
crtUcal lntervenflons ldenttfled. These webs of economlc [rteractlonsi or ltnkages run
from raw rnatertal suppltes to tndtvldual flnlshed products, they o<tend between
agflcr.rltural and Irdustrial enterprlses, forrnal and lnformal sectols, large and srnall
producers and rural and urban areas. To spearhead and coordlnate thls lnlUatlve, a
srnall hrgbly professlonal secretarlat will be establlshed trx the Mlrxlstry of Plannrng
and Naflonal Development. It wllt be provlded wlth the necessary funds to carry out
the [rvesflgaflonsi and flnance pllot follow-up acflons. The conciuslons of these studles
wlll be used tx the foroulaflon of Government pollcy, the lderrtlflcaflon of needs for
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iirfrastructure and other support. establtshlng loan targets for the Rural Enterprtse
Irund and other lnvest tent prograurmes.

Mr. Speaker, the Government ts deeply consclous of the magnthrde of
the tasks ahead tf employment opporhrnltles are to be provtded to the rapidly
u,(!)andlng labour force. Howerrer. qsr sornrnltment to pursue these tssues and
pt'riblems was demonstrated by H.E.Uxe Presldent when he recently announced the
cstabltshment of a Prestdenttal Comrnlsslon on Emplqpent to revlew the present
sltrraUon thorougtrly and to malce recommendatrons upon fuh:re emplqm,ent
strategfes. The concluslons of the Commtsslon are eagerly awatted.

The nrral-urban balance strategr, as I have outllned lt, wtll go far tn
arldrcsslng these problerns. By encoura$ng small enterprlse dwelopment outslde tJre
r,raJor urban centres and prwtdtng lnfrastruchrre and other tnducements to [rcrease
tlrr: attractlveness of the smallerrx'lan centres to lnvestors and entrepreneurs, arnore
helanced natlonal dwelopment wtll occur. Put slmply, by brtghtenlng the prospects
frtr prospertty tn the srnalls3 centres and rural areas, we wlll hrrn down the brlghtness
of the'btg clty llghts" and so avold compoundlng the proble'ns already manlfest tn our
lalgest clUes.

6. TINANCIAL OIIT . TIIRN T989/9O

(a) Recu.rreat Revenue

Mr. Speaker, I would now llke to hrrn to the f989/9O Budget out-turn.
T'he recurrent revenue was expected to be Kg 2,040.9 mlllton from ordlnary revenues
plrrs AppropriaUons-tn-Afd of I(8 f 25.O mtlllon maklng a total of I(8 2,165.9 rnrlllon.
TI.i; ordtnary revenues were to comprlse of I(8 471.6 mlllton from Customs & E:cctse:
I(i: 639.7 mlllton from Income Tax: I(t 668.2 mlllton from Sales Taxl VAT and tlle
bi-.lt:rnce of t(i, 261.4 mllllon from other taxes, ctrarges, dlvldends and fees. Mr.
Spcaker. revlsed estlmates show that I may redtse a total recurrent relrcnue of some
XS 2.080.4 mlllton.

There wlll be shortfalls tn lncome Tax and Sales TaxI/AT whrlch wtll
Ari()unt to appro:dmately I(8 42 mlllton and I(8 34 mtlllon respecflvely; whlle Custorns
& Iixctse wlll fall below the ortgtnal target by Kt 29 mlllton. These shorffalls are partly
rliie to a sltghtly slower growth of the economy compared wlth erpectaflons thls tlne
!i. .,t year and partly to rnaJor ctranges tn the tax system [ntroduced ln the forrn of the
pri.strmpuve lncorne tax and the value added tax Collecflor:s under these new taxes
rrrl'c sorlewtrat bel.w gstlrnalss due to hfEal admlntstraHve delays as well as tlme
lags lnvolved tn thc tax laws. The collecilon of other taxes and revenue. on the other
l lrrrd, ts Ukely to exceed the target by over l<5,22 mllllon.

Therefore. I orpect to ralse WE 442.8 mtlllon from Customs & E:rdse: I(8
593 nrllllon from Irrcome Tar I(8 634.6 mllllon from Sales Taxl VAI and I(E 28i:!.5
rrrilllon from other taxes and revenue.



-t7-
(b) Recurreot Buendlturc

The 1989/90 Prfnted Estlmate of Recrrrent E:rpendtture was Kg 131O.4
milllon, occludtng Approprlattons-ln-Atd. Consoltdated Fund Services were to take
another I<f'977.8 mllllon. rnaktng a total recurent erpendlhrre I(8 2288.2 mlllton.

As the House wtll recall, there were a number of reasons whtch forced
the Government to seek Parltamentary approval for Recurent Supplementary
Approprtadons amountlng to I(8 64.5 mlllton. The mafn conslderattons were the need
to cater for lncreased ergendlture on salartes for the defence forces, hrgher enrolment
ln unlverslfles and orpendltures related to naUonal securtt5r. I had also to flnance
Dccess Votes and Under Issues arnountlng to about I(f 46.0 mllllon. The orpendtture
on Consolldated Fund Servlces ls also llkely to go up by about Kg 3.7 mtllton, mainly
due to htgher ln lnterest rates on Government borrowtng.

IvIr. Speaker, I have already menHoned the shortfall ln rwenue
collecflons and our determlnaflon to keep the overall budget deflclt under control.
When confronted wlth these addtttonal demands on resources, we had, therefore, to
efrect economles tn other areas. I therefore, errpect thls year's grosls recurrent
ecpendtture tncludlngAppropdatfons-tr-Atd to be l(f 2,472.9 mllllon, compared to an
errpected total recurrent revenue of I(8 2,O8O.4 mtllton. I wtU therefore, have no
surplus tn the Recurrent Account to transfer to the Dorelopment Exchequer.

(c) Dcveloomeat Exocndlturc

ThIs year's Ptlnted Development Estlmates proJected gross ocpendlture
of I(8 922.1mllllon, lncludtngApproprlaflons-ln-Ald of I(8 552.7 mtllton. Earlter thts
year Hon. Members approved gross Dwelopment Supplementary Esttmates of some
I(A 88.3 mflllon, to cater for addtUonal capttal orpendttures tn the educaflon sector,
ln areas related to naUonal securtty and for lncreased o<pendttures on a number of
ongotng proJects. There wtU also be E:ccess Votes and Under Issues tn tl:e
Danelopment Account amountlng to I(8 28.9 mllllon. Agatn, I have had to enforce cutstr some areas to accommodate these lncreases. Overall, I ocpect net lssues for
danelopment to amount to about Kt 366.6 mtlllon durXrg the curent flscal year.

On the basts of these prelmrnary estlmates, I orpect the overall Budget
deflctt thts flscal year to be around 4.2 o/o of GDP. I now turn to the forecast out-turn
for r99O/91.

6. FOREC,AI}T OITD. TIIRN rg0o/gl

(a) Erpendlturo

Mr. Speaker, as Hon. Members have already seen from thetr coples of the
1990/91 Hnted Es"mates. the Gross Recurrent Expendthrre of Mtntsbdes is
estlrnated at I(8 1.615.9 mllllon. wtthApproprtaflons-tn-Afd of t(8 l7z.4millton, gvlng
a net oqpendlture of I(8 1,443.5 mllllon. Thts will represent an lncrease of 12.6 9o ovei
the 1989/90 revtsed recurrent orpendttures, excludtng Approprlatlons-tn-Atd. I am
happy to tnform the Hon. Members that local Approprtatlons-tn-Ald to flnance such
o<pendltures wtll go up from a revlsed flgure of I(8 93.5 mllUon thts year to llf. LO4.2
mllllon next year. Consoltdated I\rnd Servlces wlll take another M 1,283.9 mtllton.
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Ttrerefore, total Gross Recurrent Dcpendlture wtll amount to t{8 2,899.8 rnlllton tn
l990/9r.

Dwelopment Estlmates for f990/91 call for a gross errpendlture of
Kg 970.6 mllllon, lncludlng Approprlattons-tn-Atd of I(3 528.7 mllllon. Thls
development errpendtture will anount to an lncrease of L4,7 96 compared to the
revlsed esUmates of the curent year. Thts lncrease wlll allow us to furttrer budget
raUonallsaflon by absorbtng erdernal grants and soft loans ln the Budget. It wlll also
lncrease tl:e lnIlow of e:(ernal resources to support our balance of payments.

Apart from all these orpendttures. I strall also have to ffnance an
addlttonal Kg 89.4 mllllen of E<cess Votes and Under Issues relatlng to prevlous
years.

IvIr. Speaker, I wlll not analyse further ft1s dstalls of elther recurrent or
dwelopment ocpendlfure at thls stage. I shall hold the rnatter ln abgrance untsl we
come to debate the spendfng dlocaUons of the MlnlsEles tn tl:e Cornmlttee of Supply.

l[ srrffisgs to note Umt I havre to flnance a total gross ocperrdtfure of some
I(8 3,959.8 mtlUon. Ttre rest of my speech wlll outllne how I propose to do ttrls.

tb) Extetad Rcrvcouc

Mr. Spealcer, I have lndlcated that the Governrnent ls commltted to the
Budget Raflonalsaflon Progranme. thls wlll lmprore the elllctency of publtc
erpendttures through the optlmal uEllsaUon of odstlng capaclty, tt wlU also gtve
prlortty 16 ssrnpleflng ongot4g proJects. ltnthfn these crtterla and ln the [ght of ttre
sound economlc poltcles and cordlal tnternaUonal relaflonshtp whtch Ken)"a tras been
pusulng, forelgn donons have pledged to asslst us wlth an amount equlvalent to
IIB I,O3l.l mtlllon ln the course of the forthcomlng flscalyear. Of these srternal
lnflou/s, about N % wlll be ln the form of grants and 60 % lrr the form of proJect and
prog[amme loans. !vlr. Speaker, these are lndeed very Large arrrounts and I would ask
Hon. Members toJoln me ln erpresslng our grafltude to those forelgn governments as
well as the bllateral and multl}ateral lnsfltuflons whtch have conslsterrtly asslsted
Ken]ta. Thus I expect to Bnance about 26 0/6 of my total errpendlhrre from etrternal
sources. As usual tlte rnaln burden of flnanctng gorernment erpendttures wlll fall on
KenSrans, and I now hrrn to how I lntend to ralse the balance of I(8 2,928.7 rnllllon.

(C) Domcrtlc Borowln:

Mr. Speaker, I hanrc dready tndlcated my lntenUon to reduce the growth
ltr money supply. I have also tndtcated that, to achlerre thls reducflon In money
supply, I need to borrow more from non-bank sources. Gtven thts postflon. I propose
to ralse some KB 500.7 mllllon from local borrowlng. Ttrls mon€y wtll be ralsed by
mearu, of Treasury Bonds and Tteasury Bllls and urlll matnly comc from non-bank
sources. Stnce I wtll be repay.lng I(8 323.3 nrllllsn of maturtng local debt ln the
corrrse of f 990/91, the net lnternal borrowlng wtll amount to only l{f.177.4 mtllton.
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(d) Intenal Rcrcaue

Mr. Speaker, my expectaHons regardtng the economlc outlook for
l99O/91, suggest tlat the economy ls llkely to grow by approdmately 5.2 oz6 ned
flscal year. On the basts of thts proJecflon, I estlmate that ordlnary revenue, at present
rates of ta:caflon, wlll prwlde some Y<B 2,25i6.6 mlllton. Approprlatlons-ln-Atd wtll
prorlde another Kg f f 8.O mtllton.

TI1us, I wlll ratse a total of I(f 2,374.6 mtllton from these sources. I have,
therefore, a gap of I(8 53.4 mtlllon to fl:ance from addlttonal taxatton. The rest of my
Speech wlll outllne the measures to obtalre thls extra revenue.

7. TAXATION PROPOSAIS

Mr. Speaker, I have already outltned the performance of the world
economy, the slgns of poslflve gfowth of output and ocports t:r Sub-Saharan Afrtca,
the contlnued hrgh growth of ttre Kenyan economy and ttre poltcy framework adopted
to entrance economlc growth througlr orport promotlon. Espectally. I have emphaslsed
the restnrcturlng of tl,".e htghly protected lmport subsfltuttng manufactulng sector,
firto a competltlrre erport orlented one, whlch wlll stfmdate an orpanston of output
and employment. I have Just tnformed the House that I have to flnance a gap of
Kg 53.4 mllllon. I now turn to the ta:raflon proposals and as usual, I would aslq Mr.
Speaker Slr. that the rest of my Speech be regarded as Noflce of a Moflon to be moved
before the Commtttee of Ways and Mear,s.

(a) C\rgtoEl Tarlfi

IvIr. Speaker, the Flnance Blll publtshed today contalns some
amendments to the Customs and DcclseAct. I have classlfled these lnto two categorles
- those wltJ: no dlrect revenue lmpltcattons and those that have. Some of these
amendments correct errors and omlsslons whlle others have rectlfled a few anomalles.
I wlll deal lnlilally wlth those changes whtch have no dlrect revenue lmpltcatlons.

Flrst, a maJor amendment proposed ln the Btll !s to Sectlon 43 of the Act.
At present thrts SecUon allows the transfer of goods between bonded warehouses and
as the law stands now, there ls no provlslon under whtch goods already tmported and
stored ln bond can be uUltsed by bonded factorles. Thls ls a maJor omlsslon because
many bonded factorles uury requlre to prosure raw matertals urgently for
rnanufacturtng goods for erport Ie order to meet the dellvery orders on tlrne. For
these reasons I have proposed that the law be amended to authorlse the transfer of
goods from a bonded warehouse to a bonded factory.

Second, under odsflng law lf an tmporter fatls to re-ecport transtt goods
dthrn the stlpulated tlme, such goods are deemed to be resHcted or protrlbtted. Ttrts
law was tntended to ensure that people do not abuse transtt factllUes and enter the
goods for home use. Unfortunately some people have found a loophole and are
tmportlng prohlbtted goods espectally vehlcles for home use by clrcumventlng the
translt provlslons. Such people tmport goods on translt permtts uslng the names of
companles or percons from nelghbourtng countrles. Once goods reach Kenya, the
Kenyan lmporter flles a sutt tn tltgh Court seeldng to attach the goods ln transtt, for
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an unpald debt purported to be owed by the ne{ghbourtng country's tmporter. These
lmporters do not then flle any defence agatnst the Court Order dtrecureg them to
release the goods to the plahtftr In other ciases. these tmporters readlly accept the
Xabtltty and thelr goods are then attached. Stnce the plarntrfrh such a case has the
cholce of aucflon. he appolnts an aucUoneer who ln colluston wlth hlm, sells these
goods. He then uses the Court Order to obtatn the tetter of release. Hence tn both
cases the goods are entered for home consumptlon. I tntend to plug thts loophole Mr.
Spealcer, by proposlng an anendment to Secflon 16 of the Act. The arnendment
requlres that such goods be purchased or sold only on condltlon that they wtll be re-
o<ported wlthln the transtt perlod. Fatlure to comply qrlflx thfs prorlston wlll resutt tn
the goods betng condernned.

Thlrd, ln the case of trrrported goods selzed as ltabte to forfelfure, Secflon
2O2 requtres the Commtsstoner, on recelpt of a clatm for restorailon of seued goods
to etther restore the goods, or lnsUfute proceedlngs agalnst the owner. or advtse the
clalmant. ln urrtUng, to lnsfltute proceedtngs Uthfn two months. Howerrer, the
Qernrnlssloner ls not requlred to glve any noflce tf the person ls prosecuted wtthtn thts
pertod. Problems have arlsenwhere the ourner of the goods ls prosecuted but the case
t"q subsequently wtthdrawn. If two months have elapsed slnce the selztrre of goods, the
Qernrnlsg[oner has no alterzratlve but to restore the goods erren where the legalrty of
lmportaUon of selzed goods ls lrc doubt. Cor:sequently, thts Sectlon has caused some
operaflonal Problerns. I am. therefore. proposlng an amendment to Secflon 2O2 of the
Act to enable the Cornmtssloner to requlre the owner to lnstthrte proceedtngs dthrn
two months from the date of wtthdravral of such a case.

Fourth. the pracUce of holdtng lmported goods tn bonded urarehouses
by lmporters for a perlod of 12 months, wlth a furttrer o<tenslon of L2 months, ls
fatrly wldespread. In the past when the tmport llcenctng system was less automaflc
and more dtscreflonary, such lengthy perlods of bondlng lmported goods was
Justtffed. Now that thls has become more efrctent and transparent, there ts-no further
need for holdtng such lnventory ln bond for long perlods. In fact. many people have
dellberately mlsused these factltUes by merely holdrng goods tn bond, for speculaUve
purposes. Thls ls a mlsuse of our forelgn ercctrange wtth a vtew to obtalntng hgtrer
prlces for goods when rdeased from bonds. To dlscourage thts pracuce. I have
reduced the pertod for holdlng such goods ln bonded warehouses from 12 months to
slx months.

IvIr. Speaker, I would now llke to turn to those amendments wtrlctr have
stgilflcant stmctural and revenus trnpllcaUons..{.s I have stated earller, we are tn the
process of transformlng our lndustrtal sector towards a compeflflve and export
orlented one. It ts mafdy wlth thfs lrx mfnd that I arn propostng changes tn the
Customs Tarlff.

Flrst, I would ltke to rernlnd ttre Hon. Members of our po[cy of replactng
quanfltaflve restrlcflons by tarlfrs. ths tmplementaEon of ttrls pollcy has proved
successful. Indeed we no longer recetrrc complalnts about delays tn tmport [cCnstng.
In thls Budget, I have taken yet another step trr thls area by modng a large numb&
of Schedule ItrC ltems to IrrR whlle tncreastng thetr tarltrs. Thts move uU nrrUrer
enhance the transparency of our tmport llcenctng system.

a
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Second, I would ltke to recall that lrr my last Budget Speech, I lowered

the lmport duty rates on raw matertals and lntermedlate goods by an average of Sorb
as part of the process of raUonaltrsaflon of rates. In thfs Budget, I propose to lower the
duty by yet another average of about 5 percentage polnts, on tmported raw - materlal,
lntermerilate goods and spare parts whtch at present are dutlable at rates rangtng
from 100z6 to IOO% tn Schedules I,II,IIIA and ItrB. Thls duty reductlon on lnputs
should lower the cost of manufacturlng and ratse the competltlrreness of local goods
ln the orport market.

Thlrd, I have aboltshed the top rate of 135% on dutlable ltems and
placed them on a category carrylng a duty rate of 1000/6. Thls measure should reduce
smuggllng and other evaslve acflvltles and tn the process ralse revenue through
compllance.

Fourth, a number of tmported goods whether assembled. partly
assembled or unassembled sttll carry the same rate of duty, whlle others simllarly
classlfled have rate dlfferenflaUon. Ttrerefore, as part of the ratsonaltsaUon process.
I am propostng to lower the duty rates on unassembled cooldng appltances ustng gas
and solld fuel from 8@26 to 55% whlle partly assembled or assembled ones from 8Oo,6
to75oh. Stmtlarly, for cooldng appltances uslng [quld fuel, I Erm proposrtrxg to lower the
duty from 5@26 to 3506 for the unassembled ones and from SOozb to 45orb for assembled
and partly assembled ones.

Flfth, Mr. Speaker, as thls House wtll recall, on a number of occaslons
Hts Elrcellency the Prestdent has orpressed a lot of concern on lssues relattng to
afforestaflon, sclence laboratorles under the 8-4-4 system of educaflon and accldents
caused by vehtcles on otrr roads. Therefore, ln t}ris Budget I would ltke to make
proposals to support these three areas.

Mr. Speaker, large scale afforestatton ls absolutelyvltal ln order to arrest
wlde scale soil eroslon and to malntaIr an ecologtcal balance. In support of thls
programme, I am lowerlng the duty on lmported wood pulp from 2Ootb to 100/6. Mr.
Speaker, thls reducflon should lead to the protecUon of our forests from belng
declmated as our demand for pd,per products lncreases.

To fiacllrtate the promoUon of well equtpped laboratorles and encourage
tJre teachtng of sclence subJects under the 8-4-4 system of educatlon, I am proposlng
ttre lowertng of duty on ceramlc ware for liaboratory use from25oh to 15026.

Our road vehlcle drlvers need to be cauttoned regardlng the speed urtttt
whtch they drlve. To reduce the road carnage caused by vetrtcles travelltng at very
excesslve speeds on our roads, I am propostrxg the removal of duty on the lnoportaUon
of speed governors for motor vetrlcles, to encourage thetr wldespread usage.

Slxth. slnce the theme of thts Budget ts orport-led growth, a number of
Items wlth elrport potenflal need to be gtven spectal encouragement. One such ltem
ls raw htdes and sldns as lnputs for the productlon of leather goods. In order to
stlmulate leather processt xg locally and also attract supply from netglrbourlng
countttes, I am proposlrxg the abollUon of duty on raw hldes and sldns whtch at
present are duflable at l0%.
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Seventh. Xr furtherlng the harmonlzaUon of ttre duty stmcture forvetrlcle
parts and accessorles. I am propostng a reducUon of dufles on frlcUon rnaterlal to
marrufacture spzrre parts from 4O% to 25,96, whtle retalnlng the dutles on shock
absorbers, brake-ltnlrlgs. gearboxes. radlators etc.. [ntact at 3O96. Thls measure
should encourage the local manufachrre of such spare parts.

Flnally, duty on capltal goods. In 1986 we tntroduced an lmport duty
orempflon on tndustrlal machlnery upto a mardmum value of Shs. 5 mlllton for small-
scale lndustrles bc{r{g located ln rural areas. Thls value llrntt was doubled tn 1987 to
Shs. rO mflllon. The nalue llrnlf ts obvlously lnadequate on account of rlsxrg prtces of
plant and rnachlnery ln lndustrtaltsed countrles. In order to rnalntatn tl:e level of
lncentlve ln real terms so that more small-scale lndustrlal acUvlUes are attracted to
rural areas. thereby promoflng our rural urban balance strategr, I am proposlreg that
the duty ocemptlon on machlnery ualue be doubled to Shs. 2O mtlllon for rural
lnvesbnents.

Mr. Speaker, the measures I have announced wlth respect to customs
tarlffs wtll cost the Exchequer some I(t 32.O mllllon ln lost revenue.

(b) E-clrc Dutv

Mr. Speaker. I would now llke to hrrn to ecrclse duty. As the Hon.
Merrbers wlll recall [r early Aprll thls year. I pre-empted t]re acflon of hoarders who
stoclsplle c{garettes and tobacco ln anUctpaUon of Iacreases tn ttrelr prtces. By ralslng
the tax ahead of the Budget I pranented a lqss of potenUal revenue. Another ecctsable
Item ls beer. Kenyan beer sUll renralns among tl.e cheapest tn the world. Irn order to
lncrease revenue from thls lu:nrry ltem, I am proposlng to lery an addltlonal excilse
duty of 25 cents per \llttre bottle of beer and stout and 15 cents for the smaller bottle
ltke Export.

These measures on exclse duty wlll take effect from mldnfght tonrght
and. together wlth the meesure taken tn Aprll, wlll provlde the E:rchequer wlth an
addtfonal welcome revenue of I(8 25.5 mlllton.

(c) Valuc Addcd Ter IVATI

IvIr. Speaker, Hon. Members wlll recall that tn the last Budget I
lntroduced the Value Added Tax to replace the Sales Tax because our economy had
become more sophlsUcated. I would now llke to lnform the House that desplte some
Utfflal problems. the VAT ls now betng admlnlstered fatrly well. In thls process we have
dlscovered some loopholes whtch the measures I am propostng on VAT wlll correct.
As ls the pracUce. I would ltke to deal flrst wltlx those amendments whtch have no
dlrect revenue LmpllcaUons.

Mr. Spealcer, flrst under Secflon 57(3) of the VAI Act. arry good ocempt
under the Thlrd Schedule to the Customs and E:rctse Act, ts deemed to be exempt
from VAT. Thfs provlston was derlved from the Sales To A"t. However, lt ls
lnapproprtate to tle the exemptlons from VAT to the Customs and D<clse Act because
VAT covers servlces as well as goods. Furttrermore, there are goods whtch are ltable
to VAT but are etrempt from tmport dutles. For these reasons I am propostng a
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Schedule of exempt tnsUtuflons and the extent of ecempHon of goods and senrtces
under the VATAct.

Second, undertheSalesTaxAct, the Commtsslonerhad powers to lssue
a reglstraflon cerHflcate to a percon who had not regfstered and who trr hts oplnlon
should have done so. Under tJle VATAct. thls power for compulsory regtstraflon ts not
prwlded for and ln order to force people to regtster for VAT, I am propostng an
amendment to sectton 6 of the Act gt\rtng the commlssloner such powe$,.

Thlrd, slnce the VAI went lnto operatlon a maJor probtem has surfiaced
ln the treatrnent of ta:rable persorur who also carry out some non-ta;cabte acUvlUes. .\s
the law now stands, a regfstered person ts required to pay tax on all his acuvtues,
lncludlng tho.se that are not ta:cable when carrled out by non-regtstered persons.
Consequenfly, a non-reglstered person has a compeflflve advantage. In order to
remove thfs unfalr compeUflon. I am proposlng an amendment to Sectlon 6 of the Act
to provlde for dtscreUonary parttal reglstraflon.

Fourth, ln order to arrold chargxrg VAT. a number of compantes have
resorted to supplylngrawmaterlals to a manufacturer, who prwldes a manufacturlng
servlce, to undertake producflon on thetr behalf. Currently manufacturtng sen/tce ls
not ta:cable under VAT and therefore anen reglstered manufachrrers take advantage
of tl:ls loophole and avotd paylng VAT by contractlng out the rnanufacture of ta:rabte
goods.I am therefore propclfrxg Urat the supply of contract manufactulng seMce be
made a taxable serrdce, under the Thrrd Schedule of the VAT Act.

Flfttr, the establrshment of E>rport ProcesstngTane @ru\tmpltes that
enterprlses operattng udthtn suctr a zonre wtll harre to be free of most taxes. The
present VAT legtslaUon does not have the relevant provtslons. I have therefore
lntroduced provlslons ln the VATAct fr order to treat trade between theF;% and the
rest of Kenya as oport/lrnport trade. Consequently. these enterprlses ErlU be enempt
from VAT regtstratlon.

Slxtl:, at present Secflon 5 of the VATAct l,s stlent about value added tax
on the lmportaUon of servtces-lnto Kenya. Thts omtsslon lmplles that lmported
servlces have an adnantage over supplters of local sewlces. In order to treat both these
categorles on a p€rr I am propostng an amendment to correct thts anomaly.

Swenth. I am also amendtng Sectton 40 of the Act to provtde for serrere
penalttes agarnst relrcnue officers who ald and abet l:r the avoldance of VAT.

Mr. Speaker, I would now llke to deal wlth those changes whtch have
revenue lmpltcatrons. As we restruchrre our economy by transformtng our
rnanufacturtng sector from trlghly protected lmport substlhrtton to errport orlentaflon,
the Value Added Tax wlll assume lrecreased lmportance tn terms of revenue. whlle
lmport duUes wtll be relegated to play a mlnor role. It ls wlth thls ln mxxd that the
followlng changes are belng proposed in VAT.

Flrst, a maJor change ln the Flr:ance Btll relates to the raflorrallsaflon
of the VAT rate stmcture. The Government ls commltted to a rate structure whtch ls
easler to admintster wlth fewer categories of rates and contalr:s no excesslvely htglr
rates wlth llttle or no revenue lmpact. Towards thts obJecflve for all ltems other than
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vehlcles, I propose to reduce the curent 15 categorles of rates above LTohto 6 only.
In the process I have ellmlnated ttre followtng rates of 2Ooh, 35oh, 5@h.6@/6. 650/6,
7ffh,8596, L2@/6 and 21096. Mr. Speaker. thls ts a maJor reforrrl whtch urlll have far
reachtng effect on trade and manufacturlng.

Second. the general rate of Sales Tax the forerunner of present VAf,
has for a long Unre rerrrarned, at L7o/o, whlle cost per untt of publlc outlay has
contlnued to escalate raptdly. I am therefore proposlng a marglnal lncrease to a level
of l8%.

Thlrd, a number of VAT ercempted goods wlll now be zero rated. Thls
tmpltes that any of the goods whlch consfltute an tnput ln the producflon of these zero
rated goods, \illl be eltglble for a tax offset. When goods are zero rated, tl:ey are free
of ta:c Under the Flfth Schedule of the VAf Act, e<port goods are zero rated. My
attenflon has been drawn to the fact that fallure to zero rate servlces means such
servlces wlll be ta:<able on the non-resldent and slnce non-resldents wlll obJect to suctr
a tax, Kenyan professlonals wlll become less compefltlve and therefore lose buslness.

Fourth. curently under VAT a long llst of goods are exempt. These
ocempted goods constltute raw materlals and capltal goods. In order to ralse re\renue
whlch I have foregone by lowerlng lrnport dufles on the same categorles of goods. I
propose that some of these ocempted goods should now attract a Boh VAT. .ds far as
exports are concerzled, thls measure wtll not hlnder thelr orpanslon because tl:ey are
zero rated and thereforeVAT clalmable. Thls measrure should requlre manufacturers
to reglster for VAT and encourage the rllsclpltne of keeplng proper accounts.

Ftfth, Hon. Members wlll recall that lastyear, I lowered tl,..e sales tax on
passenger cars wlth \rarytng cyllnder capactty and the combtned duty and sales tax
rates were reduced substantlally. In addlUon. I also abollshed tJ:;e LToh sales tax on
assembled buses of over 25 passengers. However, because of tl:e hlgh cost of
passenger cars and mlntbuses resultlng from the appreclatlon of the currencles of our
maJor tradfng partners and the prevalllng htgh lnterest rates, I am proposlng to lower
further the VAT rates for a certatn categorles of cars. Wlth effect from mldntght
tontght, the VAT rates proposedfor cars are as follows:

For 15OO cc and less - from 20 0/6 to 18 016;

over l50O cc to l80O cc - from 35 % to 3O 0z6:

over ISOO cc to 20OO cc - from 50 % to 4596;
over 2OOO cc to 225O cc - from l2O oh to IOO %:
and cans exceedlng 22510 cc - from 2lO 0/6 to l5O 0z6.

I arn also proposlng to lower the VAT rates for most categortes of mtntbuses wlth t]:e
eccepflon of 15OO cc and less, whlch remalns unchanged at 35026. The proposed VAT
rate for rnlrrlbuses are as follows:

Over f SOO cc to l8OO cc from 55 o/o to 50 026;

those occeedlng 1800 cc to 2000 cc from TOcyb to S@lht
and those elrceedtng 2OO0 cc from 850,t to 800/6.

I

I\[r. Speaker, the proposed measure ls a substanflal reductlon whtch should be
welcome.
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Slxth, another charge whlch has remalreed unchanged for a long tlme ts
the fee patd for tl:e letter of release when tmporHng a vetrtcle. I am ttrerefore
lntroducln$ progresstve fees. Accordlngly. wtth effect from mtdntght tontght, tJre
charge for the letter of release wtll be tncreased for cars of 2OOO cc and less from
shs. 5,ooo/- to shs. lo,0oo/-, for cars of over 2ooo cc from shs. E,ooo/- to
shs. 2O,0OO/-, whlle charges for all other vehlcles and motor cycles wtll remaln
unchanged.

Seventh, I have recelvred represerrtaflon to the effect t}at the VAT rates
are too hlgh on mllk and cream powder and other mllk and cream concentrates
spectally prepared for lnfants. Consequently, prlces of food prepared for tnfants
remalnvery htgh. In order to ease thts burden on the mothers, I am proposf:g to zero
rate tJrem. Thls measure wlll leave all other users ta:cable whlle at ttre same flme
malntalxlxg low prlces for lnfant foods.

Elghth, Mr. Speaker, our taxatlon pollcy must be dtgned wtth our Rural-
Urban Balance strategl. Therefore, l:: revlewlng the VAT rates I have borne tJx mIild
the need to protect small scale lndustry, espectally Jua l(all, wlth a vlew to stlmdatfng
Its competltlveness. Towards thls end. I propose to aboltsh VAT on acetylene and
bakery rnachlnery and parts. The removal of VATwill encourage small scale Jua I(alt
enterprlses to make wtdespread use of acet5rlene and produce bakery machfirery and
parts at compeiltlve prlces.

Nlnth, wlth our countr5r's many hours of sunshlne per day, clothes-
dryers are an obvtous lu:nrry lrr Kenya and are therefore the rlght tterns to be removed
from the ltst of ercempted ltems. I am therefore proposlng a VAT rate of l8ou6 on
clothes-dryers.

Tenth, I am proposlxg VAT exemptlon on several ttems trcludlng
laboratory equtpment. road and trafrc slgns and tndustrtal compressors, these are
baslc ttems for schools, road safety measures and for tndustrlal purposes respecuvely.
The tmportant role whlch these goods play ls evldenced by thrs proposal to make them
duty free.

The VATmeasures I have announced today, togetherwlth those onbeer
announced Xr Aprtl whlch pre-enrpted the acflon of hoarders, wlll brtng an addltlonal
l<f.52.2 mtlllon l:e rerrrenue.

(d) Incomc Tar

Mr. Speaker. I would llke to turn to lncome tax where I am propostng
some maJor changes afmed at lnlluenctng the dwelopment of capttal market,
attracttng lnvestment. lndudrlg addtflonal orports. and enhanclng revenue. .ds usual,
I wlll deal llrst wlth reforms wtrlch have no revenue impllcaflons.

,ds the House wlll recall. we have embarked on the {arelopment of the
capttal rnarket throughthe erqpanston andthe deepenlngof the securlUes markets and
partfcuhrly the stock market. The capttal market wtll er:able Kenyan compantes to
ralse funds through equlty or the stock market rather than by borrowtng from
comrnercial banks and through retalred eamlngs.
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One of the lmportant lrvestment lntermedlartes whtch wlll moblltse
savlngs for trrvesrrnent ln stocks. shares and securlfles ls the Unlt Tfust. A Unft Tfirst
ls an lrrvestment fund lnwhlch tndtvlduals can purchase unlts or shares. The funds
so ralsed by the TFust are lnvested broadly tn the economy for the benellt of the unrt
holders. Hence, Untt Tlusts enable small domesttc lnvestors who do not have tl:e
necessary lorowledge to enter the stock market to berreflt from such lnvestments.

In order to expand the opflons for savlngs and lnrrestmentfor tJre average
Kenyan, I art propostng amendments to both the Untt Thrst and Income Tax Acts.
The amendments wlll make the use of untt brrsts an attracflve way for Kenyrans to
trvest wldely tn the economy. I shall now detall the tax ctranges that wlll make Unlt
Tftrsts flnanclally attracUrrc. At the same tlme, however. I am lntroduclng changes lrn
the regulatory frarnework for Untt Tfusts that wlll help ensure the securtty of the
funds trrvested tn thern. These Unlt Tfusts wtll be llcensed and supervtsed by the
Central Bank.

Mr. Speaker. I would now llke to turn to those amendmerrts relatlrg to
the capltal market wlrtch have rerrenue tmpllcaUons.

Ftrstly, the wlthholdlng tax of 150z6 on dlvldends pafd to a restdent wlll
be 'nade a flnal tar<' thus reducl,ng double ta:catlon and encouragtng wlder share
ownershlp. The wtthhotdtng tax of 150z6 on dtvtdends wlll also reduce double ta:raflon
on lntercorporate dlvtdends.

Secondly, a[ dfddend and lnterest lncome to UnltTltrsts wtU be subJect
to wtthholdtng taxes of l5% and l@zb respectrvely, whlch wlll be flnal and not subJect
to corporate ta:c Consequent Untt Tfusts wlU recelve all lncome flows tax pald.

Thtrdly, where dlvtdend and lnterest lncome ls recelved by tax exempt
percorxl such as the penslon plans, these wtll not be subJect to wtthholdlng ta:c

Fourthly. stamp dufles payable for retatl share transacUons quoted t:r
the Stock Etrchange. both for tndtvlduals and tnsfltuflonal lnrrestors, wtll be abollshed.

Ftrally, legal fees and other costs of publlc lssues of shares, debentures
and bonds wlll be made a deductlble er(pensre so as to promote such publlc lssues. I
a.m confldent that these reforms wtll make the Unft Tnrst an attracHve vehlcle for
poollng tnvestment funds of tndtvtduals.

VIr. Speaker, as I have already lnformed the Hon. Members, we are
establrstrtng E Aort Processlng Tanes for tl:.e purpose of attracttng lnvestment,
especlally forelgn lrrvestment. creattng employment and earnlng fore{Sn orctrange. To
attract such lnvesEnents, I am propostng a number of [rcome tax reforms. Flrstly, a
tax holtday for the Brst f O years and thereafter only 2596lncome tax for ttre next lO
years, for all enterprtses locatfng ln the Drport hocesslng Zones. Secondly, payments
from an EIZ enterprlse to non - restdents wlll be exempt from wlthholdtng tax durlng
the flrst lO years. Flnally, tax accounts wtll be matntatned tn forelgn curency subJect
to an agreement Ertth the Governor of the Central Bank and the Comrntssloner of
Income Ta:c I am sure that such an attracflve tax package. wlll pay dtvtdends.

t
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Mr. Speaker, I would now llke to propose changes whlch are almed at
eldstrng [rvestors and tndMdual tax payersl. These measures wtll enhance equtty and
lrcrease our tax revenue collecflons.

Flrstly, under edsflng law, a bustressman ls requtred to pay part of his
tax on buslness lncome three months after the end of hls accounUng year and the
bulk of the tax slx months later. Consequently, thts mode of payment allows hln an
tnterest free credlt of g months. Howerrer an employed person ts requtred to pay ttre
whole of hts tax on hts-monthly salary by PAI'E. Thus there ts conslderable rne(urty
ln the tax treatment of trcome. I therefore propose to lntroduce, a cr,rrrent payment
system for buslness ltxcome, l:lr order to remorne t]rts tnequlty. Thls system wtll rlqute
a busrress to pay 75% of lts ertlmated tax for the year, at the end of the thrrd quarter
or the end of the nlnth month of a flrm's llnanclal year. It wil be phased-ln over S
years startJng wlth 150/6 of the estlmated tax ln the flrst year, then 30o/o tn the second
year, 45oh ln the thfrd year, 6006 ln the fourth year and 75o/o ln the flnal year. It wlll
courmence tn September f990.

Secondly. the Hon. Members wlll recall ttrat last year I lowered the
corporate tax rate from 45% to 42.5oh, tn order to make Kenya an attracflve locaflon
for lrrvestment. Thts year I am contlnulrg thts process by further lowertng thts tax rate
from 42,50/6 to 4O%. Thls fs a maJor concesslon wtrteh should attract moblle
lrternatlonal capltal and lt wlll also prwlde an offset to the measures I have Just
proposed on the curent prayment basts of corporate ta:c

Thtrdly, under the current penalty system. late payment of lncome tax
carrles a f}at rate penalty of 15026 on outstandtng tar Under thts system the penalty
reltlaIns the same whether the ta:cpayer palxs the arrears now or Later and thereforl
there ls no lncenflve to pay early. I am therefore propostng tn the Flnance Blll a
penalty of lSoh on all late and underestlmated taxes plus a 1.5o26 per month lnterest
on all unpaid tax tncludtng penalttes. In addtflon to these penaltles, tax evaslon ls a
crlmtnal offence carrytng a heavy flne and/or custodtral sentence. I am dtrectfng the
Commlssloner of Income Thx to tmplement thts provtston wlthout delay ln hts effort
to collect taxes.

Fourthly, many htgh xrcome employees have been recetvtng much of
thelr lncome ln llghfly taxed beneflts. These benellts should be subJect to full ta:caflon.
I am therefore propostngito contlnue to ralse the values to be requlred to be Ircluded
ln lncome for beneflts such as cars. In addtUon, I f:tend to drsalow the deducttons
of the cost of provldlng beneflts such as vacaflon trlps and club fees.

Ffirally, Mr. Speaker, I want to deal wtth the tax treabrrent of penston
savlngs by Kenyans. Under the current s]rstem, penslon contrlbuttonsl are not tax
deducUble and penslon lncomes are non-ta:cable. However, the Eme has come to start
a gradual swltch over, subJect to llmlts, to a system where contrtbuuons wlll be
deducflble while penslon lncome wlll be taxabte. I therefore propose to lrntroduce
slgilflcant changes tn thfs area.

StarEng tlx 1990. conblbuUons to regtstered pension plans and prorrtdent
funds. made by employers or employees, wlll be deducttble from tatcable lncome
subJect to ltmtts. The llmtts wlll start at low levels and wlll be tncreased over tJre years.
Penslons wlll become ta:cable where they occeed tl:e tax free penslon llmlts. Mr
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Speaker, I want to assure all Kenyans that when lntroduclng the new system of ta:Ong
penslons, I have taken care to protect the tax free penslons of those Kenyans who
have earned penslons based on non-deductlble contrlbuUons. I am even go[xg further
today and am ratslng the tax free llmtt on penslons from lts current level of I(8 5,000
a year to t(8 7,5OO.

Mr. Speaker, the change I have proposed tn the ta:raflon of penslons wlll
have far reachlng lmp[caUons. It wlll encourage companles to establlsh penslon plans
and to contribute savtngs to those plans thus lncreaslng domesttc sarrlngs as well as
moblltstng the capttal needed for lnvestrnent to create Jobs. The derrelopment of
penslon plans wlU also help assure the flnanclal securtty of a gronrtng number of
Kenyans fn th€{r retlrement. Mr Speaker, we wlll contlnue to work tn the corntngyearsl
tovrards lmprovements ln the leglslaUrre frarnework for tax-asslsted perrslon savlngs,
that wlU allow the penslon plans to grow and rnake penston membershtp open to an
wer lncreaslng number of Kenyans.

IvIr. Speaker, I wlU ralse some I(8 6 mtllton from ttre proposed lncome tax
m@sures

(e) Mleccllaaeoug Tareg / Fees

Mr. Speaher, along wtth the above tax reform, I have also revtewed
mlscellaneous taxes and fees and ln thls Budget, I propose only three changes. These
are lncreases ln llcence fees under the Banldng Act, for banls and other llnanctal
tnsfltuflons by f 50/6 across the board. the ralslng of trade ltcenclng fees by loou6 and,
ln order to dtscourage the erport of scrap metal, I propose to trcrease the ocport duty
on lt from 1O96 to 2@6.

Mr. Speaker, I lntend to ralse Kg f .7 mlllton from these changes.

0 Exoort ComocnsaUon & Dutv Eremptlon

hrlr. Speaker, turnlng now to the promotton of export of non-tradlttor:al
or rnanufactured goods, I am propostng changes to lmprove ttre edstlng system of
orport compenslaflon. I am also propostng new measures to ensure that orporters can
purchase tnputs at world prlces to compete tn the lnternaUorral markets, and clalm
compensaflon from the day the goods are errported. tn the Ftr:ance Blll, I have
octended the ltst of eltglble ttems for orport comperxnflon. There wlll sflll be need to
produce a bank guarantee; fatlure to remtt foretgn erchange wlthln the permltted
perlod, wlll carry a penalty, whlch wtll be double ttre amount of compensatton plus
tnterest and the culprtt wlll be ltable for prosecutlon under the Exctrange Control Act.

IvIr. Speaker, the prlmary obJecflve of ercport compensaUon !s to
compensate the manufachrrer for dufles and taxes patd on tnputs used for the
manufacture of exported goods. The ltems eltgtble for o<port compensaUon are
selected on the basls of a set of lmparttal crlterla. Ttrese are:

the goods should have at least 3@6 value added;
tl:e lnputs used should be ltable to at least 20026 duty and not
subJect to etther duty remtsslon or refund:

0
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ttt) the goods should not be subJect to lnternaflonal quotas or any
other form of trade restrlcflons:

tv) the goods should not be prohtbtted for enport purposes under any
Kenyan law;

v) the goods should not be primary commodlUes;
vi) the goods should not be subJect to royaltles or

erport ta:res: and
vll) the goods should not be raw matertals or lntermerllate [rputs

whtch are htgh priorfty hputs and tn short supply domesUcally
or the local value added of whtch can be substanttally entranced
by further processtng.

Mr. Speaker. ffnallyl am propostng tJrc lntroductlon of a Duty Exemp.Uon
Scheme. Under thls scheme, e:<porters wtll have access to duty free tmported lnputs
tn order to obtaln them at world prlces. Thts scheme wtll operate tn parallel wlth the
erdsttng o<port compensatlon scheme but these \rlll be mutually excluslve. E:qporters
of horfcdhral products udU be the flrst to be eltglble to apply for duty ocempUon on
thetr [rputs tncludlng packages and contalners used for thelr orports. Other exportxrg
sectors wlll be made ellglble ln Uxe future. In addtUon, a duty drauback programme
wlll be deslgned and tntroduced ln 1991. Mr. Speaker, all these measures should
enhance our errports of non-tradttlonal tterns.

8. CONCLUSION

In concluslon, Mr. Speaker, tn th,ts Budget I have provtded measures to
conUnue the poltcles of structural adJustrnent as enunclated by our Sesslorral Paper
No.l of 1986: I have emphastsed the goal of economlc gfowth throug;tr errport
promotlon; and I have outllred the measures towards lts achtevement.

I have also realllrmed the Government's commltmerrt to control the
budget deflctt and to stress the manner tn whlch tt wlU be llnanced. Through taxaUon
measures under Customs Dutles. Value Added Tax Income Tax etc., I have glven the
slgnals for the stlmulatton of the agricultural and rnanufacturlng sectors towards
export orlentaflon. I have beerr generous ln ratslng the value llmtt of tndustrlal
machtnery eltglble for lmport duty exempflons and thereby have made mral areas
more attractlve to small scale lndustrles. I have adopted measures to encourage tl e
rapld dwelopment of the capltal market and the establtshment of the &cport
Processlng Zones. I have also lntroduced the duty exempdon scheme whlle
strengthenfng the odsflng orport comperxnflon scheme. Mr. Speaker, all these
measures are almed at encouraglng orports, employment and growth.

These acUons wlll consoltdate the achlenements under our structural
adJustment pollctes and wlll erulure the dynamfsm of the economy as we enter the
decade of the nlnefles.

Mr. Speaker, I beg to move.
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