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Mr. Speaker, Sir,

f beg to move thaE l"1r Speaker do now leave the Charr.

1. rNTROpqer:IoN

Mr. Speaker, in the last few years, t.he econonry has been
buffe:ed by a series of shocks. These include the prolonged
recession, the high interest raEes of the developed industrial
countries and the collapse of the internat.ional coffee agreemenL.
The GuIf War, realignments i-n Europe, pofitical upheavals in
nei-ghbouring counLries and discurbances within Kcnya t.ogether wi-Ch
insufficienE ano unevenly distribut,ed rainfall have caused yeE
furt,her deterioration. The st,ructural adjust.ment policies already
in p1ace, have made the economy more resilient. These have enabled
it to withstand these shocks while regist,ering reasonable rat.es of
economic growt.h. Such levels of econornic growth, and Eherefore of
employment, are dependent on a peaceful .rt,mosphere and on the pace
of restrucEuring.

Mr. Speaker, world economic hist.orlr is reFlete with
examples of nat.ions, the economic disinEegrat.ions of which have
f ollowed political EurmoiI. Thus an import.ant variable in 1-he

equation for accelerated growth in any economy is the prevalence of
pofitical sEability in the country. His Excellenry the President.
has on several occisions reminded us aII of the need for pclitical
st,ability through national unity. In Kenya'S present circumsEances
patriotism demands t,hat' we heed, througth deeds, His E;cellency's
wise counsel.

Mr. Speaker, the L992/93 Budget will be the seventh of
continuous struttural adjustment as articulated in our Sessionai
paper No.1 of 1985 on "Economic Management for Renewed GrowEh".
this has paid dividends in the form of higher annual rat,es of
economic growEh than would have been experienced had we cont.in'red
our inward-looking industrialisat.ion with excessive dependence on
coffee and Eea. The Government. is committed t.o continue and to
accelerate t.he pace of rest,rucEuring of the economy during the
remainder of this, the last decade of the 20t.h Century.
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Within the f ramework of structura.L ref orm export
promot.ion has been, and will continue to be, a prominent feaEure of
iolicy leading t.o rapid economic growt,h and employment. This will-agairr 

f eat.ure as of ,"ty high prioriEy in Ehis Budget as well as in
the fut,ure. It, will ensure thaE our structural adjusEment process
is not jeopardised by the sudden curtailmenE of resource inflows
from foJeign sources, as has happened since last, November following
the Paris Meeting wiEh donors.

Prospects for t.he coming year, and indeed the near term,
are st,ill shrouded in considerable uncerE,ainty. It is our f irm
belief , Mr. Speaker, E,hat in t.hese E,imes of dif f iculty and
uncert,aitrEy, ChL right, policy response on the economic front, is t'o
press aheai wiUh even speedier implemenEat,ion of further struct,ural
ieforms in all sect.orJ of the economy. It, is wichin t,his cont.ext
that. I have f ormulat.ed t.he L992 / 93 €udgeE around the t'heme:
"ENIIN{CBD ECONOUIC REFORM FOR RENEWED GROWTH". ThiS Will lAY A f iTM
foundat,ion to at.tain, in the noE t.oo dist,ant' future, econornic
growt,h raE.es similar t.o t.hose prevailing in the most successful
South-East, Asian counE,ries.

Mr. Speaker, as is cusEomary, I shaLl beqin wich a review
of the world d-evelopment and prospects, t,he Sub-Saharan African
position, and our own currenE economic performance in 1-991 and then-ouC1ine prospecgs for Ehis year and beyond. ThereafEer, I will
higrhligrfri. tn6 budgeE out-Eurn for 199L/92 and Ehe fcrecast for t'he
.reit fiscal year. Finally, I will presenE my taxatior, proposals'

2. THE GLOBAL SCENARIO

Mr. Speaker, 1991 saw a mere 0.9 percent growth in output
in the world' S Seven ma j or economies , t,he weakest growt.h in a
decacle. Industrial production in Ehis group of seven countries
acLually fel1. F'urt.hermore, there was a sharp decline in the growEh
of wgrld trade Eo only 3.3 percent, continuing Ehe slow-down from
nearly 9 percenE in L988 and 5.2 percent. in L990.

The Unit.ed SEat,es economy was expected to recover in
i-991, buE despite low inE,erest rat,es, the upt.urn falt =red towards
the end of the year. A significanE rise in Ehe rat.io of debt to
nat,ional income has made US firms and households more sensitive to
higher inE,erest. rat.es and more cauEious about spending. . In
addition, banks have been reluct,anE Eo increase their lending.
Similar problems have been experienced in .Tapan where also growth
has slo*ed significant,ly. In Germany, excessive expansion in
domestic demand following reunificat.ion has led Eo a rise in
inf lat.ion, resulting in higher int.eresE rates. Germany is now
experiencing a recesiion, which has i-nduced recessionary trends in
other European ecoriomies.
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world economic growth is expecced t.o begin picking up in
Lgg2, although t.here is stilI considerable uncert.ainty about t.he
t.iming of Che recovery. In the OECD count.ries t.he real GNP in L992
is projecEed to grow at. 2.2 percent., more t'han double t,he l-991-

rare, ,rihile the rite of growth of domestic demand should rise from
0 . G percent t.o 2 .3 percent. There are two main f actors that are
expeited to bring about t.he OECD recovery in L992: First,Iy, the
possibility that, inflat.ion wiII come down further from the present,
atready 1ow, average levels. Secondly, the likelihood that there
wilI be further aggressive easing of monet.ary policy, especially in
the us and Japan. ihe sourh-East. Asian count.ries are agarn expected
to out.pace the rest of the world in economic growth, ds their
exporE; continue to surge upwards and sEruct.ural reforms bear
frlit. Their Gross Domestic Products are forecast Eo grow by 5.5
percent in L992 and 5.7 percent' in L993-

Mr. Speaker, growth prospect= in developing count.ries
will depend on recovery in the indust.rial economies and in
particul-ar on resumption of sEronger growth in world trade. It' is
important in t.his contexC t.hat indust,riaL count.ries open up their
ectnomies somewhat wider t.o exports from developing countries;
many of which have embarked on the difficult and risky process of
st.ri.rct.ural adjustment in order to reorient. t.heir economies towards
export.s . If , however, t.he European Community adopEs protectionist
, Fortress Europe' polici.es af ter t.he int.egraEion of Europe in
December Lgg2, brospects for growt.h in world Erade will be damaged
further. For devefobing countries, iE is both a grave frust.ration
and a serious brake on their development. process t.o have market
oriented economies and noE to be able Eo export to world markeEs.
A development. process based on trade is much more stable than one
based on debt-. Therefore, successful GATT negotiations are of
paramounE importance to ensure freedom of t.rade and world
prosperity.

Mr. Speaker, the main commodity price with a profound
effect on Ehe world economy is that. of crude oiI. In US dollar
terms, its average spot. price in l-990 increased by 28.2 percent but
declined by L7 percent. in 1-991-. Given t.he projected demand and
supply f of oil , t.his price is expected Eo remain low. Non-oi1

"orn*oaity 
prices are also likely to remain depressed. A major

commodit!, 
- Ufre int.ernat.ional price of which has plummeted, is

coffee. this nas reversed the terms of trade of a number of coffee
producing developing count.ries with adverse effecE on their balance
of pal.ments. Coffee price recovery is no where in sight unless a
new agreement on quot.as is concluded by the International Coffee
Organisation.

Mr. Speaker, Iast year the Gulf War and the resultant
inhospitable inCernational economic environmenE adversely affected
very many economies, particularly, in t.he third wor1d. Fort.unaEely,
t.he War was short-Iived. However, anot.her world event of great
import.ance that will have a profound influence for years to come on
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f oreign aid and privaEe invest.ment t.o t,hird world counEries, is Ehe
opening up of t,he economies of Eastern Europe and Ehe Conrnonwealth
of :rraependent SEaEes (CIS), i.e. t,he former Soviet. Union. Suddenly
now Che t.hird world is confronted with compeE.it.ors in it.s at.E,empt
to at,t,ract, foreiqn resources from t.he developed wor1d. It is very
Iikely thaE t,he developed world, because of it.s proximit'y t,o Eh9
newly est,ablished economic groupings of EasEern Europe and CIS, and
Cfre LxpecE,at,ion t,haE E.heir economic growt,h will benefit. from the
reforms t.hat they have undertaken, will divert. resource flows to
t,hose dest.inations at. t,he expense of Sub-Saharan Af rica.

One glarrng example, reflecting this cont.rary adverse
t.endency, is t,he near deadlock in negot.iat.ions over how much money
E,he European Conununity (EC) should pay Eo the African, Caribbean
and pacitic (ACP) economies under Ehe SEabex progralmne. This
programme was set, up E,o cushion t.he AGP against, flucEuat,ions in
tomilrodity prices on t.he world market,. This E.hreat,ened cont.ract,ion
has come aE a Eime when Ehe EC has promised hefty financial aid to
t.he CIS, t.hus fuelling fears thaE, Europe's Lome parEners will be
lefE out. in the cold, now t.hat t.he risk of a "CoId War" has
receded. It was reassuring that, aE t.he recent, Global Coalit.ion for
Africa meeting in Kampala, donors not.ed t,his concern and promised
t.o maint,ain t.he growth of support to t.his continent -

Mr . Speaker, preliminary dat.a suggest Uhat t.he 19 9 L

growth in non-oil export.ing developing counEries is likely Eo be
lower t.han in 1990 - Per capit,a income in Sub-Saharan Af rican
count,ries is est,imaE,ed t,o have declined by 0.9 percenE in 199L,
compared t,o a growEh of 0.8 percent in 1990. The faII in conunodit'y
priles and Ehe prevalence of drought. in East,ern and SouE,hern Africa
irave furt,her lowered t,he growEh pot,enE,ial of the region. Added Eo
E,hese difficulEies, Ehe civil wars in a number of counEries still
rage and peace set.t.lemenEs are elusive. All Ehese facE,ors indicace
tnit Ufre 

-growt,h prospecE.s for t,he near t.erm future in the region
remain b1eak. However, two import,ant. event.s give a glinrner of hope
for enhanced t.rade opportunicies in Sub-Saharan Africa. These are
t,he dismanEling of apartheid and Ehe recent, posit.ive endorsement by
t.he whiEe populat,ion for a peaceful t.ransiEion Eo majoriEy.rule in
Sout,h africi, dS well as the conunit,menE t,o encourage int,er
Af rican t,rade.

trHE DOMESTIE ECONO!f:T3

Mr . Speaker, in 19 9 L , E,he low average rat,e of growE,h
overseas depressed our growt.h. The st,rain on our economy was
furE,her compbunded by t.he influx of refugees from Somalia, Et,hiopia
and Sout.hein Sudan. However, the sE,ruct,ural adjusEmenEs we have
undert.aken over t.he years have made our economy much more resilient
E,o ext,ernal shocks t.han was the case some E,en years ago. Our
economy is more diversified and efficient, t.han before as can be
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seen from t.he facE L.hat. exports of non-t.radiCional manufactured
goods have increased in volume t.erms at. an averaqe rate of more
Cnar, 13 percent per year since 1988. The average standard of living
aS measured by per capita real incomes, has improved every year
since L984 witn- Cne exception of 1991, when it, declined by 1.3
percent; but even in that. poor year it. grew by nearly five percent
bver l-990 when the impact of the terms of t.rade are taken into
consideration.

Mr. Speaker, ds Hon. Members will have seen from their
copies of the 1992 iconomic Survey, there were factors beyond our
conCrol which led Eo lower growt,h of the economy. These include t.he
global recession, 1 :Ie falI in world market pri-ce of cof fee in
dollar t.erms, the de,:line i_n tourism and the impact. of bad weather
on the agricultural sect.or. In addition t,he curt,ailment' of donor
f inance jdversely af f ect,ed us. I am convirrced thaE. stronger act,ion
on our own poliCies would have amelioraEed t.hat. situation. In my

budgeg speech last year, I reminded Hon. Members of the adverse
eff6cts of large budgeC deficits on economic growE,h- I also
expressed my concern over t.he high 1990/91 deficic and stressed the
need to control future deficiCs. Unfortunately, by the end of
November 1991, Ehe fiscal deficiL was already 2-8 percent of the
forecasL GDp which when grossed Eo an annualj-sed basi's would have
been a 5.7 percent. deficiE. To re-est.abli.sh fiscal discipline, I
undert.ook a series of strong measures and I anticipaEe Ehat Ehe
L99L/g2 deficit wiII be around 3.5 percent of GDP. While this is
higher t.han my EargeE announced last. year of 2 percent', it is a
*.Jo. improvement over the 5.3 percent recorded in L990/9L or the
November annualised forecast

Mr. Speaker, iE is important. t.o clarify the precise
naEure of t.he or-,tcome of last year'S ConsultaEive Group Meet'ing.
The mulEi-lateral donors suspended funding under quick disbursing
progranxme aid pending t.he re-establishment of f iscal discipline. On

Lhe-ot,her handbi-lat,eral donors, who mainly f inance projects, made

diverse decisions. Some cuE their aid frames, others delayed
conrnitments to furt.her assisEance, while yet others maintained
Cheir finance levels to ongoing projecEs. I must record my t,hanks
to those who have st,eadfastly st,ood by us during these difficult
t.imes.

Sectoral. Performance

Mr. Speaker, the overall growLh of GDP in Kenya in L99L
has Eurned out. to be 2.2 percenE which was much lower than my

f orecast last year of 4 . 0 percent or the act,ual growth rate of 4 .3
percent t,he previous year. This was a result of a decrease of over
L.re percent, in Ehe out.put, of the agricultural secEor, the first'
decriase in product,i-on since the drought of 1984. This was once
again a result of uneven dist.ribut.ion of Ehe long rains, wit,h
piolonged dry spells at. crit,ical stages of planC development. This
iesulcea in toCal crop failure in some parts of the count'rY. The
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crops most adversely affect.ed were maize, beans and potatoes -

Coftee production continued t.o fall. Increase in t.ea product.ion was
lower Ehan t.he level at.tained in recenE years largely due t.o
:-nadequat,e rains. Hort.iculEure and Sugar cane output, also,
recorded significant decline. The slaught,er of large numbers of
Iivestock, following the drought, result.ed in increased meat
producEion. However, Ehis actually reflecE,ed disinvesEmenE. in the
industry, because of deplet,ing future growt.h potential .

In Ehe manuf acturing act.ivit.ies, t.here was substant.ial
decline in t.he producEion of milk and other dairy products and very
Iit.t.le increase in out.put of grain mill producEs, reflecting the
depression in corresponding secEors in agriculE,ure. A high
intlat.ion rate depressed domesEic demand for other consumer goods
such aS texgiles, clothing and leather footwear. However,
producEion of manufact,ured goods cat,ering for t.he exporE market'
iared welf . Provisional est.imates show t,hat. there was 20 percenE
growth in the quanEity of non-traditional manufact.ured exports.

Mr. Speaker weak perf ormance was also recorded in ot.her
secEors of the economy. The level of act.ivity in the building and
consEruct,ion secEor was relaEively depressed as reflect.ed by the
decline in the produccion and consumpt.ion of cemenE and by a fall
in employment. in Ehat, secE.or. A similar f aII in transport. and
connnunicitions was recorded due t.o increases in freight charges
following the GuIf crisis. Tourism fell for t.he year as a whole,
despice some recovery in t.he second half of 1991. Poor performance
in igricult.ure, manufacturing and some export.s and imports resulted
in lower growth in t,he trade, resEauranE and hotel sect.or.

InvegEment, and SavLnqs

Mr. Speaker, invesEment, is cent.ral to t.he process of
economic growth and t.he generaEion of employment. But a high rate
of investmenE. is noE enough by iEself; it, is equally importanE to
ensure t,haE, t.he capital eguipment, is f ulIy and product ively
ut,ilised. The same amounE, of capical will generate different'
amounts of outpuE and employmenE, depending on the Eype of
enE,erprise, the E,echno1og6l and ut,ilisation rat.io. In Kenya,
comparison over t,ime shows t.hat, while E,he rat,e of investmenE has
.o*L down significantly compared wich that, of t.he Iat.e sevenEies,
both out,put, and emplo)rment, per unit of capit,al employed have gole
up. This is due partly t.o fuIler uEilisat.ion of capital, and partly
E,; changing composition of the counEry's out.put of goods and
serviceJ towards more labour-int.ensive producE,s and processes where
we have comparative advantage.

Not,withsEanding these results, Ehere is 1it,E.le doubt, t,hat,
if income growt,h rat.es in the range of 5 t.o 5 percent a year are to
be aCUained, saving and investmenE rat.ios have to be raised
significant,ly from their current levels. Mr. Speaker, Eowards Ehis
end we have introduced many policies in the course of the
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Struct.ural reform of the economy. To encourage savings, w€ have
introduced the following measures. First,, Lhe int'eresE raEe was
raised in successive steps and finally deregulated; second, various
new f inancial instnrment.s such aS t.he bearer bonds, Ehe
cert,ificaEes of deposit and Ehe foreign exchange bearer
certificat,es have been int.roduced; third, the network of conunercial
bank branches and oEher financial inst,it,utions have been expanded;
fourt,h, the Unit Trust. Act has been revised; and fifth, the stock
exchange has been revit.alised. In addition, the Government. has
embarked on an effort, to raise iEs own saving t.hrough a reduction
in t.he budget def icit.

Many policy measures, have also been int.roduced on the
side of investment.. These include simplif icat.ion of invest.ment
Iicensing procedures, reform of the Foreign InvesEmenL Protection
Act, reduclion in corporate and individr-nI income taxes, Earif f
reform, exchange rate adjust.ment and t.he whole range of ot,her
policies aimed at promot.ing export industries.

Mr. Speaker, dD essent,ial ingredienE in any decision to
invest. in product,ive enterprises is t,he invesEor's confidence in
E,he security of the capital asseEs and Ehe future prosperity of the
economy concerned. Such confidence builds up only slowly. It, is,
therefore, heart.ening to noE.e that, real privat.e investment in 1982
prices, which fell from a 1988 level of K€446.7 million t.o K€400.6
miftion in l-990, recovered slightly to K€401-.1 million in 1991.
This indicaEes a restoraEion of confidence since Ehe recovery was
mainly in machinery and other equipment'.

Monew, Credit and Priceg

Mr. Speaker, money supply including all bank deposiEs,
grew by 2O.O percenE in 1991 following a similar growth in L990.
ifris high growEh in money supply was mainly due to a high growth in
domesCiL credit, which increased by nearly 27 percent. in l-990 and
19 percent, in 1991. Wit.hin these t,otals, crediE to Government. rose
sharply in 1990, while crediC to the private secEor increased
f astLr- in L991-. The high rat,e of growt,h of money supply has
undoubt,edly been one among several factors generating inflat.ionary
pressures in the economy.

The month-on-mont.h rat.e of inflat,ion as convent,ionally
measured by t.he Nairobi Consumer Price Index, was 10 .5 percenE f or
December fggl- as per t.he old index and 14.7 percent. on the basis of
t,he revised index compared with month-on-mont.h measures in December
1990 of 18.3 and L9.4 percent. for the old and new indices
respect,ively. The rates were much higher for cerEain mont.hs of
L991, mainly due to the sharp increase in pump prices of petroleum
product.s in September 1990 which raised the overall leve1 of Ehe
index causing mont,h-on-mont,h measures t.o remain high for L2 months.
Ot.her factori which cont,ribut.ed Eo higher inf tat,ion were t.he rapid
expansion of money supply, Ehe increase in t.he budget deficiu and
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the exchange raEe adjust,ments made t.o prot,ect. t.he balance of
payment.s f rom further det,eriorat.ion and t.o encourage exports.

Balance of Parment's

Mr. Speaker, a susEainable balance of paymenEs deficit is
the en\ry of all developing count.ries. In order t.o control t.rade
deficits and achieve self sust.aining ext.ernal secEor balance in the
Iong run, Kenya has adopt.ed export promot,ion rat.her than t.he inward
tooling import resE,rict,ion po]icies. This is a gigant,ic Cask
particularly viewed in t.he Iight, of more or less conEinuous
deteriorat,ion in our ext.ernal t.erms of trade. This unf orE.unate
sit,uat,ion arises because our exporEs are predominant,ly primary
product.s and import.s mainly manuf act,ured it.ems and crude oil. Over
Lfre years, counE,ries such as Kenya have been compelled t.o cover
Ehei; exE.ernal deficits by borrowing abroad. This has, in t,urn, Ied
to a high burden of debt, service and has t.ended t.o make net
resource flow t.o developing countries neqative in some recenE
years.

Mr. Speaker, Lhe overall deficiC in our balance of
payment.s for l-991 feII, in SDR terms, from SDR L09 million in 1990
to- 50 million in 1991. The merchandise Erade deficit improved
sharply from 15 percent. of GDP in 1990 to lL percent. in 1991 as a
Consequence of over 26 percent, growt,h in our export, earnings and
under 3 percent growt,h in imports. The growth in exports was Ied by
export,s of non-E,raditional manufact,ured goods which increased b:f
neirly 40 percent in value. SE,rong growt,h was also regist,ered in
exporLs of processed f ruits and vegetables. Wit.h respect t,o
imports, t.here was a signif icant, decline in t,he volume of
manufacEured goods and machinery and E,ransporE equipmen!.

firrning t,o t.he services accounE, there was a much slower
growE,h in earnings. pf earnings acEually declined in SDR t,erms. In
iarcicular, tourism suffered a small decline in volume, due mainly
Lo the sharp falI in bookings during t,he Gulf crisis in t,he first,
quart.er of Ehe year. However, t,he sharp improvemenE, in E,he

merchandise account, followed t,hrough Eo make t,he currenE, accounE
deficit considerably lower at 2.8 percent, of GDP in 1991, compared
with 5.5 percenE, Ehe previous year.

Mr. Speaker, E,hese developments in the balance of
payment,s are ent,irely in line wich our poliry objeccives relating
Lo- the ext,ernal sect,or. There is no doubE, that, some of t.he
improvemenE,s in 1991 were a result, of Ehe many adjusE,ment, policies
cfrlC have been implement.ed. The sharp falI in the val,ue of some
major caE,egories of import,s, however, was also due part'Iy to lhe
relatively depressed sEaEe of t.he economy in L991. The foreign
exchange ieserves posit,ion was quiEe E,ighE, for mosE of t,he year and
t.his atcounted f or some lengt.hening of t,he queues f or import,
Iicences towards t.he end of the year. This led t.o a compression of
act,ual imporEs.
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Procrnoeie

Mr. Speaker, L99L turned ouE to be a year of Iow real
income growt.h, high budget deficit, high growth in money supply and
hiqh inilation. ProspecEs for the coming year are bett.er for budget
aeiicit and money supply growt.h. However, more concerted efforEs
will have to be aoplied in order t.o raise Ehe growth of real
incomes, which is currently forecasE at 2.0 percenE, and Eo control
j-nf lation. The recenE long rains were not satisf act'ory. This,
coupled with dist,urbances in some rich f arming areas, disrupt,ed
farming act.ivit,ies ciuring t.he early part, of the long rainy season
and is likery Eo result' in another year of low agricurt'urar grrowt'h'
Given iCs pirotat role in t.he economy, poor performance in
agricult.ure is likeIy to dampen economic acCivity in aII ot.her
*ijo. sectors. Manufact.uring induscries are Iikely t.o be affected
fuither by rainfall induced electricity rationing. Const.raint, on
foreign exchange Eo finance imports have been experienced but
should improve in t.he second half of t,his year.

4. THE POLICY FRAMEWORK

Mr. Speaker, in order for Kenya to join the league of
successful developing countries elsewhere in the worId, it, is
essential t.o reveise Ehe downward slide in economic growt.h of the
last few years and regain Ehe path of high economic growt.h. This
will entail pursuing the policy of export promot'ion vigorously
because an exporC-orient.ed development, st,rat.egty will expand
employment. and diversify ouEput,. Export promotion in Eurn wiII
requi-re a compet,itive market. economy with a low and susEainable
.afe of inflation. We int.end Eo control t.he raEe of inflation
t.hrough appropriat.e f iscal, moneEary and other macro-economic
policles wtricfr should enhance efficient. resource allocation both
tetween and within the public and private sectors.

Mr. Speaker, Ehe framework for economic policies in
various SecEorS of the economy is already in place. We are
committed Eo pursue the same course, with vigour and wit.hout
changing t,he direct.ion. This is t,he underlying basis for t.he budget
ThCMC: .iENIIANCED ECONOMIC REFORM FOR RENEI{ED GROWTH". I ShAII SLATt,
with a discussion of fiscal policy, which is the cornerstone of any
sound budgeE.

FLscal Poll-cv

Mr. Speaker, the over-riding aim of our fiscal polj-cy for
lgg2/93 and the medium term will be t.o cont.rol the budget deficit,
mainly through a reduct.ion in t.he rate of growth of Government
expendiLure. AS Hon. Members are weII aware, Ehis is not a new
poiicy. Indeed, iE has remained at the top of our fiscal policy
aqenal since the publication of t.he Sessional Paper No. l of 1986-
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However, t,his part,icular goal has also proved ext.remely difficult
t.o at.t,ain. Let. me hasten to add, ME. Speaker, t.hat. this difficulty
is not. unigue E,o Kenya. Ot.her counEries - among t.hem many rich
nat,ions - have also, fot one reason or another, found it.
extraordinarily difficulE, t.o achieve planned reduct.ions in Cheir
f iscal def icits. However, t.hat, is no reason f or us to f eel
complacenE.. We are ;onvinced thaE. Iow budgeE def icit,s are an
essential elemenE in a process of sust,ained growt,h wich st,ability.
Hence our response t.o past difficulE,ies in cont,aining t,he budgeE
deficiC must -be to redouble our effort.s towards achieving t,his
goal.

The budget, def iciE., being E.he gap beEween expendiE,ure and
revenue, can be compressed by either reducing expendit,ure or
raising revenue, oE t,hrough a combinat,ion of t,hese two sEraEegies.
IE, is my belief , ME. Speaker, t.hat, E,he besE opEion is t.o reduce t,he
deficiC Ehrough cuE,t,ing GovernmenE, expendit,ure. It, is now widely
accept,ed thaE economic resources are utilised more efficienEly when
t,hey are IefE, at. t,he disposal of t.he privat.e Sect.or, rat,her t,han
t,he GovernmenE. More ef f icient, ut,ilisation of available resources
leadS, of COurSe, Eo higher economic growt.h, employment
opport,unities and welfare.

Anot,her strat.egD/ for reducing the deficit is E,o raise
revenue. This is noE t,he best, opt.ion since, the basic object,ion
againsE high Government, expendit.ure, viz., relat.ively inefficietrt,
u[ilisat,ion of resources, remains valid, whet.her the expenditure is
financed by t,axes or by borrowing. If expendiEure musE be high, it'
is bet.t,er ordinarily t.o f inance it. t.hrough t.axes rat'her t,han
Ehrough borrowing. However, iE is pref erable t,o reduce t,he
o<penditure. This is parE,icular1y Erue in Kenya where Ehe raE,io of
Colal revenue Eo GDP is already high. For t,he year L990/9L, E,his
rat,io excluding grant,s was nearly 23 percent,. Raising Eax rat,ios
beyond E.hese fevefs, in a developing economy like Kenya, -MY begin
to impinge adversely on incent.ives E,o work and invest and generat,e
addiElonal inflaEionary pressures on t.he economy. Such developmenEs
would reEard the growEh of economic act,ivity in the privat,e sect,or
and consequenE,Iy overall economic growt,h.

Nevert,heless, following t.he Tax ModernisaE,ion Progranrune, I am
proposing to increase revenue collect,ion efficienry by
ieslructuring t,he Inland Revenue Depart,ment, by redisE,ribuE,ing its
acciviEies beEween CusEoms and Excise and the VAT DeparEment,s. In
order t.o ensure t.hat. E,axes imposed are collect.ed and regularly
remit,t,ed, I propose t.o appoint, the Cust,oms and Excise DepartmenE,
t,he collectoi oi revenue from Airport. Passenger Service Charge and
E.he fnvesEmenE Secret.ary in the Treasury Eo be t,he Receiver of
Revenue, for the Loan Int.eresE and RedempEion ReceipE,s.

Mr. Speaker, iE is in t.he lighE, of t,hese considera*-ions
t.hat, Ehe L992/93 budget. deficic wiII be reduced from t.he pI 3ent
3.5 percent, of GDP t,o 2 percent.. The burden of t,his adjusEmen- has
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to fall ent.irely on GovernmenE expendi-ture, more specifically on
recurrent and development. votes of ministries. We have 1it,t1e
control on CFS payment.s which have already been determined by past.
debt. The only way t.o conErol them is to control the growEh of debt.
in the future.

Mr. Speaker, wit.hin Ehe compressed Eot.al expenditure, it
has been necessary to make appropriate reallocat.i.ons in Iine with
our poliry of budget. rationalisat,ion. In t.he area of recurrent
expendit.ure, budget, rat.ionalisation aims at reducing expendit.ure on
wages and salaries and using the funds saved for raising
allocations for non-wage operat,ing and maintenance expenditure.
This improves ut,ilisaE,ion of producEj-ve resources (schools, healEh
cent.res, vehicles, equipment, and manpower) which are already in
place in GovernmenE, thus raising t.he average productivity or
ef ficiency of resource use. Thus t,he Expendit.ure Est.imaEes, already
t.abled, Show a moderate growt.h in proposed operat.ing and
mainEenance expendiEure in some key minist.ries.

Mr. Speaker, w€ have adopted the same objective of
raising efficiency of resource ut,ilisation in the area of
development expendiEure. This calls for higher allocat.ion of
development. funds Eo projecEs which are of high priority and/or at
a fairly advanced sEage of implementation. It has, t.herefore, been
necessary to reallocate some resources from other projects which
are of lower prioriEy and at. an early phase of implemenEaEion,
including new ones which are at a planning stage. In this
connection, a revised Public Investment. Programme was published
last, monEh. This incorporaEes t.he new priorities of the GovernmenE
in respecE of developmenE expenditure.

Mr. Speaker, in order for budget. rationalisation to t,ake
full ef f ecE it. is essential t.o reduce the rat.e of growt,h of
expendiEure on wages and salaries in recurrent expendit,ure. The
reduction in t.he growt.h raEe of expenditure under E,hese headingrs
can only come about through slowing the growt,h of employment, in the
civil serwice and, in the Iong run, reducing new projecEs which
will require operaE.ing and mainE,enance. Average rat,es of
remuneratlon cannoE be reduced - indeed they need t.o be raised
periodically to prot.ect. real earnings from erosion through
inf lation. Mr. Speaker, w€ have already been irnplementing t.his
poliry through not filling vacancies created by retirement and
Ereezing of recruiEment in cert.ain job groups. However, much
st.ronger measures involving acEual reErenchment, will be required if
we are to effect significanE resEruct,uring of recurrent expenditure
and raise productivity in Ehe civil service. Retrenchment is a
difficult underE.aking and for it. to be successful we require
significant resources. Among ot.her things, w€ shal1 seek donor
supporU for the setEing up of adequat,e safety nets for those who
may be affect.ed by t,his programme.
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Mr. Speaker, I wanE to make it, quice clear that' Ehe
allocat.ions made t,o minist.ries in t,he Estimat,es already tabled,
need t.o be regarded as absolut.e ceilings on expendiEure. Any
expenditure in Che course of t.he year out.side those Est.imat,es can
be provided f or onlv E.hrough reallocat,ion of f unds which are
already in Ehe votes. ln ot.her words, Ehere can be no additional
expenditure in E,he course of t.he coming fiscal year on Eop of the
ceilings t.hat, are alreadY given.

AE. t.he same time, accounting of f icers in Ehe various
ministries must, always ensure thaE, any cheques wriEt.en are covered
by adequaEe credit. balances in t.heir cash books. They must. seek
*iitt"n approval f rom t.he Treasurlz to overdraw t.heir cash books -

Account.ing- Otficers who flouu t,hese direccives will face very
sErict. disciplinarY acEion. Using the powers conf erred by t.he
Exchequer and audiE Act I will only authorize t.he issue of funds
for thL first. six mont.hs of t,his fiscal year and, furt.hermore, will
ieguire aII accounEing officers to declare aII pending bills in
pecember E,his year before any further issues are auEhorised.

Monet,anr PolLcv

Mr. Speaker, I now Eurn t'o poliry objectives in t'he
monet,ary and f inancial secEors. The sE.rucEural adjust,ment. Eo-daEe
has been most advanced in t,his secEor of our economy. Indeed, it, is
fair t,o claim E,hat. very lit,t.Ie remains to be done in this sect.or in
t.he way of sErucE,ural adjustment. -

Mr. Speaker, unE,il recenE,Iy, E,he financial sector in
Kenya was highly segrment,ed and int.eresE raE,es disE,orced. Wit'hin t,he
banting selEor, comnercial banks and non-bank financial
insCit.itions were working under dif f erent. set.s of rules and
regulagions. These gave rise Eo non-market, based credit, allocation.
nx; CenE.ral Bank uied E.o fix all types of int'erest. raE,es in t,he
counE,ry t.hrough adminisErat,ive fiat,. At, t'he same Eime uniform
guanE,iLaEive ceilings were seE, for conunercial banks wiEhin which to
fimi.t t.he tot,al loans t,hey could ext,end t.o their clients in each
period. penalE,ies were imposed on banks which exceeded E,hese
timits. Consequently, inEerest, rat.es neit,her aEEracted savings nor
allocaEed funds efficienEly.

To overcome t.hese dif f icult,ies a nrrmber of phased
measures were undert.aken. The Cent,ral Bank Act. was amended in boEh
L985 and L989 t.o enhance Ehe CBK's ability t.o inspecE, and audit
iinanciat inscicuE,ions. The l-989 Act. also laid down capical
adeguacy and oqrosure limit.s and est,ablished a DeposiE ProEecE,ion
fund. Ctre AcE, 

- in addit,ion, f acilit'ated resEructuring of weak
financial insEiE,uEions by 1990. To make inEerest, raE,es effect,ive,
Che band between t,he maximum lending and minimum deposiC raEes was
widened and t.he ceiling on lending raEe for conunercial banks was
brought in line wiCh t,hat. f or t.he non-bank f inancial insticut,ions.
This-harmonisat.ion of interest, rat.e sEruct,ure across insE,iEuEions
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a1lows banks greater f lexibiliEy in varying int.erest rages
according to loan maturity. In April, 1990 CBK permitted banks t.o
charge fLes for lending. This effect.ively meanE the charges for
borrowingr were made fully flexi-ble. Finally, interest. rates were
liberalized in July, 199L. This deregulation of int.erest, raEes was
a very import,anE struct,ural ref orm. The changre-over f rom
adminiit,ratively fixed rates to free market rates was achieved
wit,hout, any destabili zing movements in rat.es or markeE activity
a fact, thaC speaks volumes for the quality of economic management
in Kenya. Indeed, although the change was revolutionary, it was
brought, about through a gradual evolutionary process.

Mr . Speaker, another import.ant change that, has Laken
place during last. year is t.he int.roduction of open markeE
bperations, which aim at. controlling the volume of bank credit.
indirectlv by regulaEing the cash base ofi the commercial banks.
6ffiitJuSeisnot,widespreadamongdeveIopingcount,ries
because in such countries t,he market, for GovernmenE securit,ies is
not. welI developed. The po1iry has been successfully used in Kenya
for nearly a year now which is a sign that our financial system has
already a-guired a certain level of sophisEicacion. Once the use of
this CLchnique is firmly est.ablished as part. of the day t.o day
monet,ary management by t.he Central Bank, it will be possible to do
away with the quantiEaeive credit. ceilings. As t.he market get.s more
used to this sort of Erade, it, will be possible Eo ext.end t.he scope
of open markeE operations beyond Treasury Bills to include longer
Eerm-securit,ies, which will give Ehe Central Bank a handle t.o work
on Ehe t,erm st,ruct.ure of int,erest raEes.

Mr. Speaker, many fact,ors have a bearing on inflation.
There is no doubt t.haE, any growt.h in money and credit. in excess of
the growth in real out,put produces an upward pressure on prices.
tndeed, t,he recent, rising trend in t,he rate of inf lat'ion has
coincided with a rising trend in t.he growt.h of money supply.

One import,ant reason for the recenE rise in the rate of
growt.h of money supply has been t.he high budget.ary def icit and high
Government, borrowing from E,he domest,ic banking sysEem. It, is wieh
this in mind that. I am bringing this year's deficit rat.io to 3.5
percent of GDP and plan nexE fiscal year's deficit at, 2 percent,.

Mr. Speaker, Ehe budget, deficit. impacts the general price
level in various ways. Any deficiE between recurrenE revenues and
recurrent expenditures means that, the Government is drawing on the
naEion,s savings for recurrent requirement.s. In so far as this
means resources are divert,ed f rom investment., t.his lowers the goods
and services available Eo E.he wananchi in t.he long run.
FurEhermore, domestic borrowing by the Government, puts pressure on
the price of loanable funds which raises t.he cosE of borrowing
and iherefore t,he cost of production - to all oEher segrment,s of t,he
economy. Nat,urally salaries and ot.her cosEs paid to domest.ic
business puE purchasingr power into t.he hands of 1ocal consumers.
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Where t,hese are not. mat.ched by tax measures, there is a direct.
inf lat,ionary impact since maE,ching goods and services do noE appear
in t,he short, run, if at, all.

Mr. Speaker, many st.eps have been Eaken in t.he recent,
past t,o ensure t.hat. banks and ot,her financial insCit,uE,ions respecE
sound principles of financial management, so that the deposit,ors'
money iemains safe. AIl deposiE. Eaking inst.it.utions are required co
mainlain staE,utory minimum liquidity rat,ios. These aim at, ensuring
financial prudence in t.he management of t.he asseE port,folios of
t.hose insE,it,uE,ions. AE, the same t.ime, they give the CenE.raI Bank a
convenient. base for exercising moneE,ary conE.rol. The monit.oring of
these raE,ios will be st,rengt.hened during t.he coming year, to make
sure that, g!! banks abide by these regulaE,ions at 4t t.imes. Tle
CenCraI Bank has recent.Iy reacEivat,ed iE,s discounE. window to enable
those banks which may face E.emporary short,ages of cash Eo discount,
Government, securities. However, suiE.ably high discount rat,es will
be charged t,o make sure t.hat, banks exercise cauEion and discipline
in t,he managemenE of cash and use t.his facility only as a last,
resort,.

Recent, revisions of Ehe Banking Act. have sCrengthened t.he
supervisory role and responsibilit,ies of t.he Cent,ral Bank, and have
provided ior many new rest.rict.ions against imprudent, banking
pracgices. The Bank Supervision Depart.ment, conduct.ed a Iarge number
of bank inspecEions lasE year wiCh a view Eo monit,oring t,he
f inancial scatus of individual inst,it.utions. The Central Bank will
t.ake st,eps Eo rest,rucEure t,hose which are considered E,o be in
financial dist.ress. In appropriaE.e cases, it, may int,ervene in the
managemenE of Ehe inst.iEut,ions, OE t,ake more drast.ic measures if
E,hey are ca1led for in its judgemenE.

Mr. Speaker, Ehe Consolidat.ed Bank of Kenya which was seE
up ry amalgamaE,ing a number of weak financial insE,iEutions is now
wLft- established and has already begun operaEions as an ordinary
conunercial bank. To-daEe, it has been able Eo recover more Ehan Shs
300 million of t,he bad debE,s which were owed t.o Ehe various
inst,iE,utions which were brought, EogeE,her under it.. The Deposit'
ProE,ect,ion Fund has been augrmenE.ed subsEanEialIy to provide
adeguaE,e securiEy for deposit,ors' money and E,hus help mainEain
confidence in the coun'-ry's financial sysE,em which serves a highly
product,ive role of f inancial inEermediat.ion bet.ween savers and
invest,ors.

Mr. Speaker, before concluding my remarks on t,he monet.ary
and financial secEor developmenEs and fuE,ure policies, I shall
refer briefly E,o Ehe Capital MarkeE,s Aut,horiEy. In t.he course of
t,he first, two years of it.s life, t,he Aut.hority has cont.ribut,ed a
greaE, deal t.o t,he developmenE of an act.ive market, f or company
ihares. A Erading floor was set, up in the Nairobi SEock Exchange to
increase t,ransparency, boosE markeE, activity and enhance invest,or
confidence. The activities in t.he Exchange are receiving ext,ensive
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media coveragre, enlighE.ening public opinion on t.he central role of
a st.ock exchange in channelling resources for Ehe development of
t,he nat.ion,s conunerce and indust.ry. The CapiCaI MarkeEs Authority
is also expecEed L,o play a crucial role in the process of
divestiture of parastatals. Arrangement.s are being made to sell
Governmeng,s shareholding in a number of parastat.al companies which
i." already listed with the Nairobi SE,ock Exchange. A couple of
otfr.r compinies are wait.ing to be sold t.hrough public flotat'ion of
shares. Steps will also be taken t.o develop a second Eier market
wich less stringent disclosure requirements.

External Sect,or Policieg

Mr. Speaker, Ehe central object,ive of our policies in t.he
ext,ernal sectof is Eo achieve and susEain long-t.erm viability of
our balance of payment.s. The fiscal and nonetary policies that' I
have been com*enting upon will all have significanE impact on this
objective. In a highly open economy like Kenya, the domestic and
th6 exEernal sectori are itosely int,er-linked. A strong and vibrant
domest,ic economy supporEs, and in Eurn is supporEed by, a growing
and prosperous ext,ernal secLor -

Mr. Speaker, we are seeking to achj.eve external viability
through E,hree int.errelaEed st.rat.egies - strong growt,h and
aiver!ificat.ion of exporEs, encouragement of foreign equity
invest.menE, and stemming the out,flow as well as securing the return
of f light. capital. I sha1I comment. in brief on t.he policies thaE
are in place-which have a direct impacE, on t,hese object.ives.

E:mort Promotlon

Mr. Speaker, w€ have adopEed E,he following major policy
iniEiat,ives whiih have a direct, impact. on export. incent.ives: Export
Co*p"n".t.ion, Manufact.uring-Under-Bond (MUB), Export Processing
Zonls (EPZg) and exempt.ion from duty and VAT on imports lot
E*port='. All these poliCies are well ent.renched. Over 300 companies
uiE .*port,ing undei t.he export compensat.ion scheme and its scope is
being tontinuously reviewed and expanded. 60 project.s have Eo-daEe
been approved by Ehe Investment. PromoEion Cent.re under t,he MUB

scheme .- tl of thLse are already operat.ional and const.ruction work
is at, various sE,ages of complet,ion f or 38 others. To encourage
exporls furt.her the administraEive fee of 2 percent levied by the
Cei( on goods imported under no foreign exchange b:r MUBs, will be
abolished forenwith. Under t.he EPZs scheme, the first privat,e EPZ

"Eii-r.rii-robi 
is now fulty occupied. A second privat,e EPZ which is

already ful1y booked, has been licensed Eo be seE up aE Ruaraka,
while ipprovit in principle has been given for a t.hird privat.e EPZ

to be set up ir:. Nakuru. Work has already conunenced on the
GovernmenE. EP, aE AE,hi River. Preliminary engineering work has also
sCart.ed in the Mombasa EPZ. The duEy/VAT exempt.ion scheme has to-
dat,e been used by nearly 40 exporters, who have imporEed abouE Shs

l_5



500 million wort,h of input,s, Eo be used in exporEs worth about. Shs
1 billion.

Mr. Speaker, besides the above, Ehere are ot.her policies
which have somewhat, indirecE, buE even more imporE,ant, bearing on
t.he growEh of export.s and encouragement. of capical inf lows. In che
1970s we had a E,ariff and raE.e of exchange st.rucEure which favoured
imporgs and impore replacemenE, indust,ries. This ant.i-export, bias
has since been replaced. The releva:nE, policies here are the
consEanE monit,oring and aOj ust.ment. of t.he exchange raEe,
progressive liberalisat.ion of import.s and reduct.ion and
rat,ionalisaEion r- f tarif f rat.es with a view to reducing both
nominal and ef fec ive prot,ect.ion. These policies which are already
in place are prcJressively being appl.ied to correcE. t.his anti-
exporE bias.

Mr. Speaker, diversificat,ion of export.s in our case will
essenEially nean growt,h of non-tradit,ional exporEs, mostly export,s
of manufacEured goods. Most of t.he m,lrket for our manufact.ured
goods used t.o be in the East ern and Sout.hern Af rica region.
Alt.hough markeg.s for Kenyan manufactur€'d goods are being developed
in Europe, t.he Middle East. and ot,her indust.rially advanced regions
of t,he world, - and t.his process is expecEed t.o intensify wiCh Che
growt,h of E,he EPZs - inter African t.rade will continue Eo account.
for a large share of our t.ota1 export.s of manuf act.ured goods. The
progressive st.rengE,hening of Erade links wich PTA countries will be
Seen t.o be an imporE,ant. export. promot.:ion policy in t,his contexE.
Closer t,o home, significant, progress isl being made in reacE,ivaE,ing
t,he economic co-operaE,ion among t,he t,hree economies of t.he EaSE.

African region.

troreLcrn Eqtritv CaPltaI

Mr. Speaker, aEtracE,ing foreign equity capit.al int,o t,he
counEry is anot.her high prioriCy ohrj ect.ive of Government. . If
devetoping economies like ours are t.o at,t.ain a st.age of high and
susE,ained growEh of per capiE,a real in.come, capit,al format.ion has
t,o be on a scale which usually cannot. be support.ed by domestic
savings alone in Ehe early st.ages. They need t.o be supplemenEed by
foreigrn savings. It, is highly desirable t,hat. t.he foreign saving
comes in Ehe f orm of equity capital, raEher t.han in t.he f orm of
loans. EquiEy capital brings wich it. management skill, t.echnical
know-how, and risk-bearing. If we are careful in negoE,iaE.ing Ehe
t,erms of foreign equity part,icipat,ion, t,he countlaz can make large
gains in E.erms of employmenE, Eechnology E,ransfer and development,
of ent,repreneurial skills among local invest,ors.

Mr. Speaker, mosE ent,erprises set, up with foreign equity
parE,icipaEion will aim at. producing for t.he export, market,. The
ent,ire range of our export promot,ion policies wiII t.herefore also
help in aE,t.ract.ing foreign equiEy capit,al. So wilI all ot,her
policies aimed at encouraging invest,menE, at. home - such as Ehe
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removal of price controls, freeing of interest rates, import
Iiberalisation, reform of exchange control regulaEions, and
simplification of investment licensing procedures. Earlier reforms
of lfre Foreign InvesEment Prot.ection AcE. were measures t.hat were
aimed part.icularly at. t.he foreign investor. Here, dS elsewhere, we

shalI refine and widen the scope of our exist.ing policies and
st.rengE,hen their implementat.ion. Mr. Speaker, in furt.herance of our
polii of making t.he Invest.ment Promot.ion CenEre a one-sEop of fice
tor invest,ment licensing, today I am publishing an amendment to t.he
Invest.ment, Promot,ion Centre Act. which will enable i-t. t.o issue a
general aut.hority ,^/hich will radically reduce the number of
iic..r"es which a new invest,or will have Eo obtain at. the cime of
start-up . Furt.hermore, this amendment. will rationalise the new
firm' s regisLrat,ion requiremenEs.

Retura and Retentlon of FLlqht, CaDital

Mr. Speaker, rro count.ry can develop unless and unt,il the
nat,ionals of t.he country invesE in t.heir own development. Indeed,
foreign investors will ltart investing in Kenya on a large scale
only iufret they see Kenyans doing so. Mr. Speaker, the strucEural
adjlstmenC *elsures in their EoEality are geared Eo t.his basic
objective of making Kenyans invest more in their own country. In
fact, Ehe structuril adjustment measures will at.Eract some fli9ht
capital back into t.he country. This is already happening on a

fimitea sca1e. Mr. Speaker, I am referring to Ehe no-foreign
.*"n.tg. import.s level which has gone up substantially in Ehe
course of t.he Past Ewo Years.

Mr. Speaker, w€ have atready taken a major st.ep t.owards
freeing t.ransaclions in foreign exchange through t.he introduct.ion
of the convertible foreign exchange bearer certificat,e of deposiE.
Net. sales of foreign ex-hange bearer cert,ificat.es by the CenEraI
Bank so f ar has been subsE.antial. .Tudging by Ehe results of weekly
auctions in t.hese certificaEes, the instrument has already become
popular. IE will gain further popularity as more such trading
cent,res are oPened in f ut.ure.

A concomit,ant, reform was Ehe abolition of the currency
declaraE.ion form for all arriving passengers - both visit.ors and
returning resident,s. Anybody who had earned or otherwise come into
possessi6n of foreign exchange outside the ambit of exchanqe'control regulations, can now freely bring t.heir money into t.he

"o""iw 
atd invest in building up our wealth and prosperity' All

our strucE.ural adjust,menE measures are aimed aE creating Ehe right
environmenE. for such i-nvest.ment and Ehe necessary confidence for
the invest'ors in this counEtlr's fuEure'

I wish to assure Hon. Members that. Government policy is
seE firmly on t.he course of li-beralisation in t.he area of exchange
corrtrof, l= in aII oEher areas of Ehe economy. Further measures in
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t,his area are currently under GovernmenE considerat.ion and wiII be
announced in due coursL. Here, as elsewhere, our po1iry approach is
t,o enhance t,he economic ref orms thaE. are already in place f or
renewing t,he moment.um of growth.

Bxt,ernal and Domestsic Debt

Mr. Speaker, exEernal and domest'ic debt. creation is
deEermined by t.he levels of budget and E,he balance of paymenE,s
deficit.s. Deficits and deot, are t.wo sides of t.he same coin. The
higher che def icit, the bigger t.he debt.

ExE.ernal borrowing is a supplement, E.o our domest,ic
saving. If we did not. borrow from overseas we would rapidly deplet,e
our f-oreign exchange reserves. To reduce the ext,ernal debE we
should sE,imulaCe export. earnings. Our ext.ernal borrowing has
f luct,uaE,ed over t.he years but. in recenE years, the Erend shows t.hat,
it, has declined vis-a-vis domestic borrowing. The debE, service
rat,io has also fluct.uat,ed and despit,e a marginal decline in recenE
years, has st.ayed aE a high Ievel. Kenya has always serviced iEs
external debE, tecau-e it is our policy not. t.o reschedule iE. and
this has been an err - rrlous burden on t'he economy.

In recenE years even parast,at,al debE service has become
a burden on t.he Exchequer. A number of parast.at.als have
persisEenE.ly defaulted on their foreign debt, obligations and since-the Cent,ral Government, has guarant.eed mosE of t.hese loans, it, has
been compelled t.o bail E.hem ouE by honouring t.heir obligations.
Consequengty t,he Government, has had Eo incur subst,anE,ial unbudgeEed
expendit,ure, which noE, onty increase t,he budget, deficit., buE also
frai had Ehe ef f ect of posEponing ot.her essent,ial capit,al
expendiEures. Such 'default,s or lat,e paymenE,s by parasEaEals have
alio E,urned ouE to be cosEly. The Wor1d Bank has for somet.ime now
int.roduced a facility whereby 0.25t on inE,erest, is waived as a
reward for t,imely servicing of all loans owed to it, by a member
count.ry. Kenya nas taited t.o take advant,age of this relief faciliEy
becausl of &efaults by parastat,als and has losE Shs L2 million
worE,h of pot.ent.ial saving per annum.

Mr. Speaker, ds far as domest.ic debE, is concerned, t,here
has been a significant growE,h of t,he out,sEanding st,ock. BeEween
.June 1985 and December 1991, it increased by 43.7 percenE. As a
percent,age of E,he total budget, domesEic debt, servicing out,paced
Lxternal debt. servicing from L988/89. In E,he currenE year as well,
domesE,ic borrowing t.o f inance t.he budgeE def iciE, has been
predominant. because of Ehe lack of donor finance from overseas. The
domesCic borrowing, however, is largely from t.he non-bank sector.
WiE,hin Ehe non-bank secEor, borrowing E,hrough t,he one-year Treasury
bonds is preponderant,. This shif t t.o non-bank borrowing is Yery
welcome Uecarjse it, is non-inflat.ionary. Financing of Ehe deficit
Ehrough bank borrowing in t.he currenE year is low and financing
Chrough t.he Central eink is even lower, being act.ually neqatLve
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over Ehe ten months t,o
implies t,hat our mode of
and quiue contrary to
money.

the end of April t992. Mr. Speaker, t.his
financing t.he deficit is non-inflationary
financing through excessive printing of

The strategy adopt.ed by t.he Government in t.he short. run
is t.o improve the management, of exist,ing stock of debE with a view
to reducing the debE burden by way of minimising its maint.enance
cost.S. The Debt ManagemenE Division of the Treasury has
computerised Government. and parastat.al debt and is in t,he process
of computerising GovernmenL domest.ic debt, as we11. Wit.h correcE
debt. dit.a, Ehe Division will be able Eo carry out, analysis so as Eo
det.ermine borrowing ceilings t.o avoid debt overhang and reconunend
currencL composit.ion and average terms of new commitments. Finally,
to trighfight public debt issues for discussion and public
dissemination, t.he Division wiIl be required regularly to prepare
and publish an annual report..

ParastaEal Refotm

Mr. Speaker, Kenya had many stat.e-owned ent,erprises
present.ly over 395 commercially-ori.ented and regulatory
parastaEals. The Government. is a majority owner in over half of
Lhese enterprises. During L985-90, t,he parasEatal secEor accounted
for abouE 11 percenE of GDP, nearly 16 percenE of gross fixed
capical formaE.ion and provided employment to over 120,000 people.
In 1991 t.he sector was responsible for a subst.anE.ial net outflow
from Ehe Central Government. In 1990/9L t,he Government serviced
parastaEal debt, t,o t.he tune of Shs L.1 billion and in the current
financial year Shs 636 mi11ion. This secEor represenEs a
subst,anE,ial act.ual and conE,ingenE, liability, chiefly as a drain on
t,he Government. budgeE t.hrough high spending, Iow revenue
contribuEions, and intermittent, default.s on payments due Eo
credit,ors . It. also operates as a ma j or const.raint. on economic
growt,h. First.ly, the sect.or is charact.erised by widespread
inefficiency in the use of Scarce resources, wiEh levels of
product,ivity and rates of reEurn on capit,al and equiCy contributed
out of t.axpayers funds, considerably lower than those i-n the
privat.e secgor. Secondly, t.he growEh of the more ef f icient privaE.e
sector is stunEed by the dominaEion of parast.at.als and the
conflicE,s of int,eresE invotved in government regulat,ory bodies that,
compete wiEh privaEe enterprises in the provision of commercial
goods and services. LasEIy, inadequat.e cont.rols result in
widespread misuse of and in wasEe of nat,ional resources consumed by
rent-leeking act.iviEy related t.o Eheir operat.ions. This House will
recall that in my lasE year' S budget. speech I st.at,ed t,hat Ehe
Government, was conunit,ted t.o the ref orm of grossly inef f icient.
parast,aE.als. I would now like t.o report, to t.he House that.
tonsiderable work has been undertaken j'n t.his regard-

To encourage and accelerat,e t'his ref orm, H

President last year appoint,ed the Parastat.al Ref orm
E. the
PoIiry
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ConuniE,tee (PRPC) , wit.h a mandaEe t,o Iiquidat.e and divest' non-
siiiceglc parasLat,als. An Execut.ive Secrecariat and Technical Unic
headed-by in Execut.ive Director has been esEablished under PRPC. By

O"""*U..-, 199L, 22 companies were wound up, divesEed eit,her E.hrough
Efr.-.*.rcise of pre-empgion righEs or sold t.hrough an open t,ender

=V"t"* t.o t.he highest bidders. 13 companies were processed f or sale
C'hrough Ehe samJ method in March , L992. Arrangement,s are under way
to sell Government's shareholding in three companies already list.ed
in t,he Nairobi St,ock Exchange. Work has been : inalised on two
addit.ional companies and theii sale E,hrough public f loEation in Ehe

SE,ock Exchange- wiiL be execuced in t.he near fut.ure. New Board and
management. t.eams ave been esE,ablished for two companies as part, of
Cheii rest.ruct,ur q.In addit.ion, t.he PRPC has directed t,he ESTU to
process L2 more mPanies.

Mr. Sp ker, in addiEiOn, EO.Ehe above E.he Development
Finance InstiEua: :rs (DFIs) are being rest.ructured so as to provide

"."i"r" capical for new businesses which have non-bankable risks.
Their incohes will come more from capital gains from the sale of
successful companies which t.hey have st.art,ed t.han from dividends
and int,eresE aJ at present,. In t,he course of this restrucEuring t.he
revenues f rom t,he sale of E.heir existing portf olios wiIl be
A.p"jiC"d on inEeresE unt,il iC is used t.o furt.her t.he ef ficiency of
t.his secEor. To support, igs ef forEs, Ehe GovernmenE, recent'Iy agreed
wieh IDA on moditiCies for privat.isaEion. Agreement. has been
reached on E,he list, of non-strat.egic, non-viable companies- that
;ili be liquidaEed or put int.o receivership and on E,he IisE of non-
sEiieegic, viable or pot,ent,ially viable companies t'haE will be
pii"iiI""6 includins the methbds and Eime-t,able f or t'heir
iii""ii"iiiorr. The prbceeds from Ehe sale of direcE eguity holdings-of Ehe Government, wiIl be placed in a special account aE' t'he
Cent,ral Bank of Kenya and accbunt.ed as a receipt, Eo Uhe budget and
used t.o reduce t,he Pay Mast,er General's (PMG) overdrafE,.

Aoricultural Refotm

Mr . Speaker, in t.he agriculE,ural secEor, improving
producE,ivity per- hectare is of paramount. import,ance, part'icularly
ifr"r, Iand ii fimiEed and populacion growt,h is rapid. The urgenry of
Ehe t,ask has been dramaE.ically underscored by a 13 percent'
snortfaff in maize producE,ion in Ehe currenE crop yeer, which
occurred af t,er an equally sEeep f aII in t,he preceding year '
St.rucEural adjusEment, in lfris area has entailed increasing t,he
availabiliEy of essential inpuE,s, especially f ert'iliser,
=t.i""giteni-ng producer incent,ives and improving efficiency in t.he
public secE,or.

Mr. Speaker, f or some t,ime E,he Government. has been
concerned about, inadequat,e fertiliser use by Kenya's farmers,
smallholders in part,icular. Over t.he last t.en years, fert.iliser
corrs,r*ption has grown by approximately 6 .5 percent' annually '
i"rl""i, given E,he projecULd high raEes of growt'h in t,he demand for
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f ood, t.he need t.o increase agricultural inputs, and the diminishing
availability of high and medium pot.ential Iands, intensified
farming will require a higher growth of fertiliser usage. The
Government objecEive is t.o increase fert.iliser use by a1I farmers
but. most. import,ant.ly by smallholders. The st.rateq[y to achieve this
goal is Co increase its availabj-Iity t.hroughout the count.rY by
ensuring an efficienC marketing system for it. This has been
achieved part.ially oy t.he decont.rol of f ert.iliser pri-ces.

Availability of agricult.ural credit t.o farmers Eo obtain
necessary inputs for increased production, strengt.hens producer
incentives. In addit.ion, farmers' ability to adopt new technologies
is const.rained by the limited financia] resources aE their
disposal. At, present, Lhe involvement of GovernmenE in such credit
has been through t.he financing of Agricultural Finance Corporation
(AFC) , the support, f cr Ehe Co-operaE.ive Barrk of Kenya (Co-operative
Bank) and a number of other credit schemes and projects
administ.ered by these two instit.ucions. Commercial banks and non-
bank financial institutions also provide credit to the farming
conununity. However, the currenE credit. sysEem has Ewo major
problems. One is the inability of t.he credit. system t.o reach small
farmers. For inst.ance, approximat.ely 19 percent of t.he commercial
bank agricultural credit. and 20 percent. of t.he AFC and Co-operat.ive
Bank portfolios wenE to farms below 50 hecEares. The oEher is t.he
exisEence of a large number of arrears by borrowers. This has
adversely affecEed the financial viability and the Iiquidity of
both AFC and Co-operative Bank. In order to improve the
availability of credit. a major rest.rucEuring of AFC wilI be carried
ouE.

Mr. Speaker, a major determinant. of future farm
producEion remains t,he abilit.y to guaranEee suf f icienE,Iy
remuneraE.ive prices to farmers. In the absence of input subsidies,
producer prices musE be sufficiently high Eo enable farmers t.o
lftora the major input,s and machinery. Adequate producer prices
coupled with prompt. paymenEs will mot.ivat.e farmers to expand the
area under cultivat.ion. Accordingly, the Government has always
announced producer prices weII in advance of t.he plant.ing season
every year. In order to improve marketing ef f icienry, the
Government. has also liberalised the crop market.ing sysEem,
especially in the case of maize. The Government recently allowed
t.raders to move 88 bags of maize wit.hout a licence and total
removal of t,he movement, cont.rols will be implemented in due course.

Mr. Speaker, t,here have been many advanEages in having a
single official producer price t.hroughout Kenya for a full crop
year. However, its main disadvant.age is that it. encourages
inefficient spatiat disEribution of production as well as high
transport and market.ing costs. In realisation of this, I have
qradullly decontrolled prices of some of the non-sErategic
conunodities such as meat, milk, margarine, t.ea and rice.
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Mr. Speaker, Eoday I will be int,roducing a variable t,ax
t.o supporE cerE,ain areas of agriculEural out.put. Kenya has t.o
imporE food grains whenever t.here is droughE, in t.he count.Iar and
hai, in recenE years moved t,o a policy of import. parity f or
imporE,ed food conunodit,ies. It, is common pract,ice f or government.s in
mosE counE,ries Eo at.t,empt, t.o remove t.he downside price risk from
major agricult.ural crops by providing a minimum price guaranEee Eo
t,he f armer, by adopE,ing a variable duEy. Where domest.ic supply
cannoE meeE domestic demand and imporEs are required, the domestic
markeE, can be liberalised and a minimum floor price maint,ained by
allowing in import,s, while ensuring that, import dut.ies are such
t,haE, import,s cannot, undercuE the domesE,ic producer. To prevent,
imporEs enE,ering aE a price lower t,han E.he floor price, Ehe import,
duEy is used E.o raise t,he price of import.s to che floor price when
t.he world price is low enough t,o resulE. in import,s ot,hervrise being
able t,o undercut. local producers. ImporB pariEy normally includes
world prices plus freight., insurance and duty. Mr. Speaker, E,his
year I propose Eo int,roduce a variable duEy on wheat, maize, rice,
mifX powder and sugar imporEs. The essence of a variable duEy is to
protett. farmers and maint.ain f loor prices for select.ed agriculE,ural
conunodit.ies.

Mr. Speaker, regarding Iivest,ock development,, Kenya has
a dairy sysE,em which is mainly based on smallholders and is highly
develo-ped. IE,s developmenE was spearheaded t,hrough subsidised
input,s and services. However, policy changes are essentia1 t,o meeE
future consumpt,ion demand of E.he rising populat,ion, t.o be self-
sust,aining and t,o generaEe f oreign exchange t,hrough exporE of
surpluses. These policies are aimed at, improving productivity and
encouraging compeEit,ion in processing and market.ing. To achieve
t,hese aims, Kenya Dairy Board wilt be reorganised t,o co-ordinat,e
and supervise t,he dairy sect.or. ResE,rict,ions on invesE,ment,s and
competit,ion in t,he dairy indust,ry have been removed except' for
thole relating to hygiene, while the producer and consumer prices
of milk have been deconErolled.

Rural-Urban Balance and Smal1 Scale Ent,erorleee

Mr. Speaker, I now Eurn t,o rural-urban balance and t'he
encouragemenE of small scale ent,erprise. Kenya is one of Ehe least,
urbanised counE,ries in t.he world - 108E,h ouE, of 145 as per 1987
World Bank sE,udy. Thus it remains a priority of E.he GovernmenE's
overall development. st,rat,egry to distribuE,e urban infrasErucEure Eo
areas where infrast,ruct,ure would be mosE needed. LimiE,ed resources
dicE,at,e Ehat. the Rural-Urban Balance St.raE,egry is aimed at,
identifying rural areas where inf rastrucEure woul-d be most.
ef f ective. Therefore, t,o-dat,e, eighE. Rural Trade and ProducE,ion
CenE.res (RTPCs) have been developed aE a cosE of Shs 155 million.
The money has been SpenE. on roads, bridges, market. and St,orage
facilit,ies, waE.er and electricity.
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Early indicaEions are that RTPCs

and utilised. A number of pot,ent.ial sites
that, when development, funds are available
The GovernmenE inEends t,o seek further
valuable initiacive.

have been well received
have been identified so
these will be developed.
donor funding for this

The basic tenees of the strategy sEress the interaction
between the agricult,ural, manuf act,uring and service Sect,ors. IE
also emphasises t.hat the inter-dependency between t.he rural and
urban iett.Lements is essent,ial to create vibrant regional
economies. It seeks t.o promot.e economic growth throughout t.he
country. There is evidence Ehat. the number of set.Elements reporting
a population of over l-0,000 has increased and verY vigorous growth
is- C-aXing place in t.he smallest. urban cenEres wiCh populat.ions of
under 10;000 people. Thus, widespread urbanisat.ion is taking p1ace,
buE in a desirable, dispersed rTrdorl€Er This early evidence
demonstrat.es t.he correctness and success of our rural-urban balance
sEraEeg1/.

Mr. Speaker, Ehe development, of a prosperous and growing
small-scale enterprise secEor has always been a cornersEone of our
Rural-Urban Balance strat.egDa. The Government has long been
commit,t.ed to the need to creaEe employment opportunities for our
rapidly growing work force. IE has recognised Ehe vital role of
smltt enCerprises, the informal sector and t.he "jua kali" arEisans.
This conuniCment, was art.iculat.ed in a Sessional Paper on 'Small
Enterprise and Jua Kali Development. in Kenya' which was t.abled and
debaEed recently in this House. This document, lays down
GovernmenE'S poli-cy f ramework f or promot.ing smaIl enE,erprise
development. ana also reaffirms its role as a facilitator whose
prime -funcEion is t.he creation of a posiEive enabling environmenE
wi-tfrin which such businesses may flourish.

The sessional Paper outlines a wide rangre of poricies and
st.rat.egies aimed at. removing or alleviating the constraint,s which
inhibiE Ehe development. of the small ent,erprise sector. These
include t.he review of licensing arrangement.s and rigid building
codes and the issuing of new guidelines by the CBK on lending to
this sector, Lo name only a few. AS an importanE st,ep in this
process, I am publishing a replacement to t.he Trade Licencing Act
t fricn will also reduce t.he Iicencing requiremenE for small
enErepreneurs seeking to set up businesses. Thus similar benefits
to those which the InvesEmenE Promouion Cent.re will bestow on large
invesEors will be made available to those who have previously
suf fered major frust.rations in this area.

Mr. Speaker, small scale enterprises are t,he only part of
Ehe economy liliely to increase jobs significant,ly. Experience in
Kenya, likL othei developing counEries, suggests that a major
dif-f iculty within t.he smaII enterprise sector is not. so much
encouraging t,he creat.ion of new ent,erprises buE rather assisting
existing ones to grow. It is evident. that the risks and
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uncert.ainE.ies facing very small ent.erprises greaEly const.rain their
growt,h. Their inability t.o obtain such necessary inputs as loans
Eor working capit.al and to f ind adequat,e, af fordable work-places or
supplies of riw maEerials add t.o t.heir difficult,ies. To overcome
chese consEraint,s requires a parE,nership between the public and
privat,e SecE,orS. The privat.e SecEor needs to be more act.ive and
ieceptive in making uie of available opport,unicies for promoting
igs twn int,erest.s. For its part., Ehe Government, will redouble iE.s
ef f ort.s to creaEe a positive enabling environment through t'he
provision of infrast,rucEure, a sYmpat,het.ic regulat.ory climat,e and
Lconomic policies t.hat. encourage invest,ment..

5. FINNICIAI, OUT-TT'RN 1991/92

Recurrent ,@

Mr. Speak ., I now Eurn to this year's Budget, OUE-turn.
In t.he original bud,- : for L99L/92, ordinary revenue was esEimated
at, K€2 ,7!!.1 millioi net, of exporE compensation payment.s. Another
K€82 million were exp.cEed to be available from Appropriations-in-
Aid, making up t,ota1 available recurrent. revenue of KE2 ,7 93 .L
miliion. The ordinary revenue was t.o comprise of K€950.3 million
from VAT, K€79L.8 million from Income Tax, K8625.7 million from
Cust,oms and Excise, and K€333.3 million from aII other taxes,
dividends and fees. Mr. Speaker, Ehe revised est.imat.es for L99L/92
show E,haE I may realise a t.ot,al recurrenE revenue of K82,800.2
million, which is K€?.1 million higher t.han t.he original est'imat,es.

The acE,ual Eot,al collect,ion under ordinary revenue is
Iikely E,o be marginally lower by KELT .7 miIlion, wtrile t,oEal
cotteltion under a-in-a is expect,ed co be higher by R824.8 milIion.
Wit,hin t,he EoEal of ordinary revenue, t,here has been considerable
difference in the perforrnance of different' Eaxes. Mr. Speaker,.I
menE,ioned before that t.he overall growt,h in economic act,iviEy in
199L was way below our original expect,aE,ions, and E,hat, t'he value of
imporE,s recorded only marginal growEh. This depressed t,he
coilection of import. duEy, while t.he suspension of VAT on
rest,auranE,s reduced ex-oect,ed revenues by some K€L0 million. To
of f sets part. of t.he rnticipat,ed short, f all in t,hese revenue
caEegoriLs, I Eook a number of vigorous new measures around t'he
middle of t,he f inancial year. The sit'uaE,ion was assisted by
signif icanE improvemenEs in t.he ef f icienry of income Eax
coilect,ion, and sizeable paymenE of dividend by the CenE,raI Bank
associated with t,he higher interest, payment.s under CFS.

Mr. Speaker, I now expecE to raise K€928.9 million from
VAT, K€835.0 million from Income Tax, K€58L.3 million from Cust,oms
and Excise, and K€348.2 million from ot,her sources in 199L/92.
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Recurrent, E:coendit,ure

Mr. speaker, ds shown in t.he Financial staEemenE, this
year,s total recurrenE expendiEure is expected to increase by
ktf OS. Z million f rom the Print.ed Est.imates level of K€1, 686 . 9
million. However, a part. of this increase will be offset. by an
additional Kt-2O.5 million collect,ed by the Ministries as
Appropriations-in-Aid, Ieaving a net, increase i-n expendit.ures of
fi-gS .i mi1lion. This increase was required to meeE additional
expenditures on account. of t.eachers' salaries and allowances, high
prioriuy expenditures on int.ernal security and other increases,
iecentty approved by this House in t.he Supplement.ary Appropriation
Bi1I.

As far as Consolidated Fund Service payments are
Concerned, I anEicipat.e an increase of K€304.9 million over t.he
levels we had planned in the beginning of Ehe year. Of this
increase, K€84.5 million j.s accounted for by interest. paymencs on
external and domest.ic Loans, due to exchange and interest rate
changes as well as the take over of Ehe debt. service obligations of
some SEat.e Corporations which were experiencing liquidity problems.

In addit.ion, neE Excess Vot,es and under Issues of
previous years had t.o be f inanced amount.ing to K€35.7 million.

Mr. Speaker, I, Eherefore, expecE Ehe global figure of
this year'S gross recurrent expendit,ures to be K83,783.2 mi1lion,
compared with an expected Eotal recurrenE revenue of Kf.2,880 .2
mi1lion. Thus E,here was no surplus in t,he recurrenE account to
finance developmenE expendiEure.

DeveloPmenE E:<oendLture

Mr. Speaker, arising out of the need to conErol total
expendiEure and t.he budgeE deficit,, we have maintained t,ight' limits
on development, expendit,ures Ehis year. Consequent,ly I expect t.he
Gross pevelopment -expenditure t.o be around K€1,069.7 million, which
is abouE K€20.6 million less t.han what. was originally planned.
This reducE,ion came about, mainly as a resulE of the aust.erity
measures inE,roduced t,o reduce the overall expenditure and the re-
phasing of some of t,he slow-moving projecEs.

In addit,ion, I had t,o finance net Excess VoE,es and Under
Issues under Ehe development. vote of abouE K827.9 miIlion.

As a resulE of these developmenEs, I expecE thaE, this
year,s budget deficit will be around 3.5t of the GDP, which is-substanEially lower t.han t.he revised figure of 5.38 for L990/91-.

,
,
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5. FOREEAST OUT-TT'RN 1992/93

E:mendlEure

Mr. Speaker, dS t.he Hon. Members must. have already seen
from t,heir copies of 1992/93 PrinE,ed Est.imat.es, the gross recurrenE
expendit.ures of MinisE,ries will be K€1,867 .7 million, including
apbropriat,ions-in-Aid of K€L08. 0 million. Th,': pro j ect,ed
expendiE,ures on ConsolidaE,ed Fund Services payments ,,r€ Kl.z,345.7
million, of which a major part., namely K€935.6 million is accounE,ed
for by int.ernal loan redemption invol,ving t.he roll over of exisE,ing
internal loans, becoming due for repayment in L992/93. Thus the
t,ot.al gross recurrenE expendit,ures wilL amounE to KEA ,213 .4
million.

Mr. Speaker, a major part of thl recurrent expendit.ure is
account.ed for by salaries and allowances of civil servanEs and
E,eachers, including the payment of t.he second phase of salary
increases awarded by t.h-' Mbit.hi Commit.t.ee. As t.he Hon. Members will
not.ice, funds have ai c been earmarked in t.he budget for t,he
conduct. of elect.ions, nen the Government. seeks a fresh mandat.e
f rom t,he people.

In addiE,ion E.o t.he gross recurrent expendit,ure of
Kf4,2L3.4 million, I shall have t,o Sinance net. Excess Vot.es and
Under Issues relaE,ing t,o previous yr lrs of K€69.3 million.

The E,ot,al development, expe..Cit.ure in 1992/93 is estimat,ed
at, K€1,L90.3 million, which include- Appropriat,ions-in-Aid of
K€509.5 million. This represent,s an increase in Development,
EsEimaEes of KEt20.5 million or L1t over t,he revised esEimat.es for
t.his year.

Mr. Speaker, the development, budget, I am proposing for
L992/93 is significant, in many ways. Perhaps t,he most, imporE,anE
iE,em of oq>endiE,ure Ehat, is included in iE, is t.he provision of
KEt22.5 million f or t.he disEribut,ion of maize by NCPB at, subsidized
prices. This is indeed a ref lect.ion of our conrnitment. t,o ensure the
ldeguat.e availability of basic food t,o t,he wananchi, aE affordable
priCes, despit,e Ehe current, shorE,fall in domesEic producE,ion.

Mr. Speaker, Ehe development, budget for t992/93 also
ref lect.s Ehe Govermrent,'s concern f or t.he welf are of refugees f rom
neighbouring count,ries who have come t,o Kenya seeking our he1p.
The GovernmenE has already st,arEed dist,ribut,ion of food t,o refugees
in collaboraE,ion wit,h t,he World Food Progranrune, and E.he budget.
includes a provision of KE27 .5 million for t.his accivity during
L992/93.

Mr. Speaker, I do not, want, to go into oE,her deCails of
t.he DevelopmenE Budget, for L992/93 at, t,his st,age, ds the Hon.
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Members wilI have adequate opport.unity t.o discuss t.he various
pro j ects in t.he Committee of Supply . I would, however, like t.o
frighfight some of the major donor-financed projecEs included in
Che budget, merely Eo illustrate Ehe maj-n thrust of our developmenE
efforts. These include the K€31 million earmarked for further
expenditure during 1992/93 on the Nairobi Water Supply Project.;
K€18.8 million earmarked for compJ.et.ing the consLruction of Ehe
export Processing Zone at. At,hi River; K€13 million for the Coast
Water Supply Pro j ect. ; K€15 million f or the Geot.hermal Energry
project; K€l-5 million for Wild1ife Preservation; K€1"0.8 million for
Forest,ry DevelopmenE; and K€12 million for Ehe Smallholder Coffee
Improvement Project Eo name a few.

In addit,ion to the Gross Development Expendit,ure of
Ke1,190.3 million, I will have to finance net. Excess Votes and
Under Issues of K€83.L million in L992lg3.pertaining t.o previous
years.

Thus a t.otal gross expendit.ure of K€5,556.1million wiII
have Eo be financed during L992/93. I shall now out.line how I
propose t,o f inance this t.otal expenditure.

Ext,erna1 Revenue

Mr . Speaker , t.he int. ernat ionaL donor communi t.y has
cont.inued iEs Support for project.s t.o furt.her our efforts for the
rapid development of the nation, by commitLing assistance in the
form of concessionary loans and grants. We ant.icipate t.hat. the
suspension on quick disbursing programme aid from Ehe multilateral
donors which was imposed in November last. year, pending Ehe
restoraEion of fiscal discipline, will be rescinded following t.he
analysis of this year's successful fiscal ouEEurn. Thus in 1992/93
we expect a t,otal external assisEance of K€1,155.7 million. Of
this, over 44 percent or Kf5L3.4 million wiII be in t,he form of
project. and prografime grants and the remainder in t,he form of-project, and programme loans. Thus I will be able to finance 21
percenf of Ehe total expenditure from ext.ernal resources.

Mr. Speaker, the f inancial support. t.hat we wiII be
receiving from the int,ernaEional donor community is indeed
subsEantial. I would, therefore, request. t.he Hon. Members to join
me in expressing our gratitude Eo the foreign government.s and bi-
lateral and mu1t.i-lat,era1 inst.it.ut.ions t,hat, have provided and
promised financial support of this magnitude to our development.al
ef f ort,s.

I shatl now turn to how I intend to raise t.he balance of
K84,3 90 .4 million.

*

t
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Domegtlc Borrowr.no

Mr. Speaker, I have sEressed before our object.ive of
bringing down E.he level of borrowing from domest,ic sources for
f inancing E,he budget, def iciC, So t.hat, more resources can be lef E, at
E,he disposat of E,he privaee secEor. The gross borrowing f rom
domestii sources planned for 1-992/93 is K€1,195.3 million, which is
abouE t,he same as che expect,ed gross borrowing of K€1, 184 .2 million
f or this year. IE, is signif icanc t.hat, K€1, 089 . 0 million of this
gross boriowing wiII be direcced Eowards recycling mat,uring debE,
Ieaving a EE borrowing of only K€L05.3 million, compared with an
escimaled 

-net. 
borrowing of K€451-.4 million during t.he current,

financial year.

Again, :onsist.ent wit.h our policy of reducing the
inflaE,ionary impac: of E.he budget, deficit', we propose to raise mosE
of t.hese domesE,ic loans f rom non-bank sources.

InEernal Revenue

Mr. Speaker, t,he economy has performed poorly in L991.
For reasons already st.at.ed, I do not expect significant, recoverY to
begin bef ore t.he end of t.his calendar year. Our current, f orecast is
a real growt,h rate of 3 .1 percenE, during the f inancial year
Lgg2l93, compared Eo a forecast. leveI of 2.L percenE for L99t/92.
The impliciC GDP deftat,or is expect.ed t,o be somewhat lower in
Lgg7l9j aC LL.2 percenE, compared with L3.7 percent for 199L/92. On

t.his basis, I expecE to collect,, dE presenE raees of EaxaEion, a
t,oEa1 ordinary revenue of K|rz,990 .8 million, gq of export.
compensat,ion plyments . Appropriat.ions-in-Aid wiII provide anot,her
K888.3 mil1ion.

Thus, I shall raise a t,ot.aI of K€5,440.1 million from all
t.hese sources. I have, Eherefore, a gap of K€115.0 million Eo be
f inanced E.hrough addit,ional Eax measures. The rest, of my speech
will deal wich how I int.end t.o do chis.

7. TAXATION PROPOSALS

Mr. Speaker, I have already appraised t,he House on the
global economy, orr the Sub-Saharan economies and on our domest.ic
6conomy. I hive formulaEed a poticy framework to encourage t,he
expansion of out.put, and employment. Ehrough exporE promot,ion. I have
alio indicaCed thaE I have a financing gap of K€ 1l'6.0 million. I
now t,urn E,o my E,axat,ion proposals. AS is cust.ornary, I would ask,
Mr. Speaker Sir, t.hat t,he rest, of my Speech be regarded as a Not,ice
of a MoE,ion t,o be moved bef ore t,he Committ,ee of Ways and
Means.
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Mr. Speaker, raising tax revenue is one of t.hose

necessary evils wit,h which Finance Ministers world over have to
conEend wiEfr. No one enjoys paying Eaxes. Nevertheless, governments
require revenues Eo meet. recurrent, and development, expenditures
indurred in the course of provision of goods and services for their
people. tf" best a finance minister can aim t.o do is t.o collect tax
revenues 1n a fair and efficient. manner. In t.he case of Kenya, over
Ehe past, t.hree years, the Government, has implemented the Tax
l,toaefn:.sat,ion Progranrne. The Proqramme involves the sysE,emat ic
ref orm of tax rat.e structures, improvement. in tax administrat.ion
and enforcement, ds well as compuEerisat.ion of revenue collect,ing
departments.

Mr. Speaker, in t.he cust.oms and excise area, signif icant.
rationalisat.ion- of dut.ies have been achieved while mechanisms to
SupporE, export.s have been int.roduced. Over Ehe years , average
imp-ort dut,i-es have been lowered and number of raEes compressed. The
Sales Tax was replaced by the Value Added Tax on goods and services
with a number of tax rates reduced and maximum rates lowered during
the same period, to ensure compliance and efficient revenue
co1lect.io.r. As far as income t.ax is concerned, borh individual and
Company t.ax rates are lowered t.o encourage qreat er savings,
investment. and work ef fort,, while inst.alment and self -assessment
tax sysEems are int,roduced t.o ensure more accurate and prompt
palrment of taxes. Mr. Speaker, the result.s of these changes are
.rote worthy, because despice significant cuEs in tax raE,es over the
years, Eax revenue collecEions have increased. Accordingly, the
revenue measures EhaE I wiII propose will follow t.his successful
pattern. I shall also highlighE some of .ttre progress made under t.he
iax ttodernisation Programme as I deal with each of the major Eaxes.

Cust,oms Tariff

Mr. Speaker, the Finance BilI published today cont.ains
several amendment.s to the CuStomS and Excise AcE. These are
classif ied according Eo t.hose that' have no direcE revenue
implicaEions and those t.hat have. Some of the amendments correcE
eriors and omissions, while oEhers remove anomalies. I will deal
inieially wiCh changes which have no direct. revenue implicat.ions.

First, a major amendment, proposed in t.he BilI relates Eo

SecEion 2 of the Act,. Present,ly, a cont,ainer is valued together
wiEh iEs contenEs whet.her t.haL conE.ainer has repeaEed use or not.
Following a change in the t.reatment. of cont.ainers wiCh repeated use
by the Cust,oms Cooperat.ion Council, it is now necessary to change
t-fri"s. f Eherefore, propose an amendment to ensure t.haE a conEainer
will be valued separaEely f rom Ehe goods i-n it.

Second, Sect,ion 51 of the present law permit,s t'he
Conunissioner to Iicense the esCablishment, of a customs bonded
warehouse only in a building. However, wiE.h the int.roduction of
bonded fact.ories Iicensed premises are bonded warehouses which
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include open areas inside Ehe facEories' perimet.ers. The amendment
proposed will allow t.he Commissioner to licence buildings and open
areas wiChin t.he f act,ory premises as bonded warehouses.

Third, Ehere is some confusion under existing Iaw
regarding t,he correcE valuat,ion of export,s. When an export'er sells
hi; goodi, he sells the foreign exchange received E,o his bank and
Ehe value of export,s is based on t.he bank buying raEe for the
f oreign exchange. DispuE,es have arisen regarding t,he correct, value
f or e><port,s. Therefore Sect.ion 1-27 is amended to allow t.he value of
export! Eo be based on the current, buying rat.e of foreign exchange
for sight, draft,s, as noEified by the CenE,raI Bank, when an enEry is
presenled and accept,ed by CusEoms. The currenE buying raEe -is
defined as the rat.e prevailing at, the close of t.he lasE, working day
of E,he previous week.

Fourt.h, f ollowing E.he IiquidaE,ion of a number of
companies which manufact.ured excisable goods, Ehe Commissioner has
tound it. impossible Eo collect dut,ies in arrears, as t.he exist,ing
Iaw does not, provide for a writ,e-of f of uncollect,ible dut,ies. I
t,herefore propbse an amendment. E.o Sect,ion 1,58A to allow wriEe-of fs,
where iE would be impossible or too costly to collect. such arrears.
This amendment. wiII be similar to provisions which already exist
under t,he Value Added Tax and E.he Income Tax Act,s.

Fift.h, many bonded fact.ories produce garment,s which need
t,o be washed and ironLd before t.hey are exporE,ed. Similarly vehicle
assemblers need t.o move bus and Iorry chassis ouE of factories t,o
fit. on bodies. Every Eime E.his is done, a bank bond is required.
This arrangemenE his proved Eo be cumbersome and expensive. I
E.herefore, -propose amendmenE,s Eo SecE.ion 42 t,o enable a business Eo
execuE,e a single bond t,o cover a1l such cases.

Sixt.h, in our endeavour Eo promot.e exporEs we have
allowed manufacEurers to assemble goods in transit,. But Ehe
increased inst,ability and wars in neighbouring countries is causing
prolonged delays in goods dest,ined f or t.hose count.ries. Under
Lxisting law the Conunilsioner has powers Eo granE an ext,ension up
E,o six months. This is not, enough t.o allow assembly and shipment' of
goods. Theref ore, amendment, Eo Sect.ion 12 is proposed to allow t,he
donunissioner t.o deal wit.h all t.ransit. cases up t.o a period of six
monE,hs, wiEh a furt,her ext,ension of an addit,ional Ehree monE.hs.

Mr. Speaker, I would now like t.o deal with t.hose changes
which have import,ant. st.rucE,ural and revenue effecEs, which will
come int.o ef iect from mid-night. t,onight,. Our enhanced reform
effort,s aim at, E,he conE.inuat.ion of t,he rat.ionalisarion of t.ariffs
which began in L989 / 90 . These aimed at, encouraging t.rade
liberalisition and economic compet.it.iveness as well as raising
addit.ional revenue.
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First., I would like once again t.o draw t.he at.tention of

.che House t.o our policy which replaced quantitative rest.rictions by
E,ariffs and which has gradually lowered high duty raEes. In keeping
'arith t.his poliry, I am proposing a furt.her Iowering of the exist.ing
Eop duty iate of 7Ot io 5Ot and all 60t rates to 50t. This wiII
lower the cost of raw maEerials and make exporEs competitive.

Second, in order to reduce t.he number of tariff bands
from 11 to 9 and Eo raise revenue, Ehe present, duty rate of 2t will
be increased to 10t, while a number of duEy free it.ems will become
dutiable aL 1Ot. The effecEs of these measures will be to reduce
average t.ariffs and narrow their dispersion. This will lower the
excestively high raEes of procect.ion which have discouraged
efficiency.

Third, I am cont.inuing t.he policy. I inEroduced lasE year
which limited the amount, of dut.y remission which could be granted.
previous remissions have denied the Exchequer subst.ant.ial revenues
while not all such remissions had import.ant beneficial social
impact.s. To raise addit.ional revenue and Iimit the scope of
reirissions, I have introduced a minimum duty of l-Ot on aII imports
subject t.o a level of duty remission with a few carefully specified
exc6pEions, such as imports for charitable organisations and aid
funC-ed imports. A detailed list of excepEions are Lo be f ound under
the third Schedule of Ehe CusEoms and Excise Act.. Remissions not
covered under Ehe new provision will either be revoked by mid-night
tonight, or by 30t.h SePtember, L992-

FourEh, in 1986, I firsE, introduced an imporE duty
exempt.ion on industrial machinery upEo a maximum value of Shs 5

million for smalI-scale industries locat,ed in rural areas. Over the
years, I have raised the value of machinery and equipment, to t,ake
int,o account, t.he rise in prices of such items and t.he appreciaEion
of foreign currencies. To conEinue to provide the level of
incent,ivJ in real terms, I propose t.o raise t.he value limir from
Shs 40 million to Shs 50 million.

FinaIIy, Mr. Speaker, Kenya has relied on import. parity
for seEting Che bomesE.ic prices for producers of food conrnodities
like wheat and maize. Import pariCy includes the world price plus
duEy, freight and insurance. As part of t,he rationalisation of the
agriculCurlt markeEing and pricing policies, I propose a sysEem of
viriable duty raEes on t.he import.s of maize, wheat., rice, suqar and
milk powder. This will be ef fect.ive from mid-nighc tonight. It, will
be iriposed only when import. prices are lower than t.he domestic
ones. No imporC dugy wil} be charged when import prices rise above
domestic prices. This duty will prot.ect the domest.ic producers f rom
prices fatting in t.he local market. when import. prices faII below
Lfr" minimum frices guaranEeed t.o Kenyan f armers. It will also
enable imporCs to come in when domestic prices are unreasonably
high, t,hus proteccing the consumer-

fi
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The measures
Ehe Exchequer

reIaE.ing
wich an

L,o import.
additional

dut.ies proposed will
K€ 95.3 million inprovide

revenue.

Exclse urEleg

Mr. Speaker, I would now Iike Eo turn Co excise duUy. As
Hon. Members will :ecall, in my last, year's BudgeE I converted che
excise on beer from a specific to an ad valorem rate. In spit,e of
t.his increase in excise, t.he demand for beer has far oucsUripped
supply. This demand exceeds t.he indust,ry' s capaciEy t.o produce.
CiiLn-Ehe expect,ed high beer consumpcion in t.he fort.hcoming General
ElecE,ion, ia is only fair thatr t,he Exchequer should benefiE, from
t,his profligary. Therefore, from mid-night. t.onight, Ehe price of
beer wiff go up by 50 cent,s per half lit,re bot.tle and 30 cents for
smaller boE,EIe. r

Second, to offseE t,he drop in import duty rat.e on
alcoholic beverages from ?0t t.o 6Ot, I propose t.o raise t,he excise
duEy by 5 percenEage poinE,s f rom 50t t,o 55t.

Finally, ME. Speaker, t.he sofE drink indust,ry has made
represenEat,ions Eo t,he Government, complaining t.hat, their sales have
drbpped since increases in excise duty last, year. To address t,he
resulEant cont.ract,ion in t.he markeE, and safeguard employmenE, I
propose t.o lower Ehe excise by 5 percent,age poinEs from 40t to 35t-

and will
miIlion.

l|hese measures will t.ake effect, from mid-nighE t.onight
provide Ehe Exchequer with an exEra revenue of K€ 3-0

Value Added Tax (VAT)

Mr. Speaker, VAT was int'roduced three years ago t'o
replace Ehe Sales tax. It.s import,ance is growing and has influenced
many secEors of E,he economy. It.s revenue poEent,ial has also been
enhlnced. It.s implemenE,ation has broughE, E,o lighE, a few anomalies
and dif f iculE,ies. Every year I have atE,empE,ed t,o furt.her
raE,ionalise E,his Eax. Today I propose to cont,inue with this
rat,ionalisaEion exercise in order tc remove anomalies, ensure
compliance and raise revenue collect,icns. I will deal first, with
ttroie changes which have no direct, revenue implicat.ions.

FirsE, €ls t,he law st.ands, t,here is no penalEy f or a
person who submit,s his VAT ret.urn IaEe or f ails t,o submit iE.-altogether. The Conunissioner can only prosecuEe t.he person and
such process of prosecut,ion can t.ake a long t,ime. In order t,o
discourage E,his piact,ice, I propose E,o inE,roduce a penalEy of Shs
5,000 on such defaulE,ers.

Second, t,he VAT Act reguires the payment of Eax to be
made on t.he lasE, day of t.he mont,h. However, problems arise when t,he

32



tr
last day of the mont.h falls on a public holiday, a SaCurday or a

Sunday. Where Chis delay occurs, the Commissioner has charged
interLsE for IaEe payments which is unfair. To remove t.his inequicy
I propose t.o amend Ehe VAT Iaw to provide for payment of t.ax on t'he
last. working daY of lhe mont.h.

Third, in rny last year's BudgeE, t.he vAT AcE was amended
to rest.rict, t.he deduclion of Ehe input, t.ax within six months. This
provision requires further clarificat,ion and therefore I propose an
amendment. to Section LL of the Act. -

Fourth, t.he present. Iaw requi-res that. a newly registered
trader who has sE.ock -n Erade and is now liable to Eax, musE claim
t.he inpuE, Eax wiEhin L4 days. It. is our experience t,hat newly
regist6red t,raders are not conversant, with the legal requirements
ana therefore L4 days is too short a period for such persons. In
oEher cases the law provides t.raders 30 days wiChin which to comply
with oEher requiremenes. In addici-on, this provisi-on discriminates
igainst. newly registered persons rendering Eaxable services Iike
pfiogocopying and a]so have Cax paid stocks. For boCh these reasons,
I propose an amendment to Section LZ t.o include persons rendering
CaxaUie services t.o claim input Lax and t.o exEend t.he period for
claims to 30 daYs.

Fi f th, Hon . Members wi 1l recal I t.haE Ewo years ago I
int.roduced partial regist.rat.ion t.o remove double payment of VAT. It.
has come Eo my notice Ehat. a number of traders have started using
partiat regis-trat,ion to avoid Eax. This is particularly so in t'he
Lase where a trader reEailing shirt.s made by ot,her manufact'urers
also manufacEures shirt.s and sells them as well - It, has proved
dif f icult, t.o verify whet,her Ehe goods sold are manufact.ured or only
ret,ailed. To close this loophole, I propose amendment,s t.o the Sixt,h
Schedule.

Sixth, during t.he int'roducE,ion of VAT on hotels and
resEaurant, services in JanuarY L992, many non-Eaxable and non-
regisEered est.ablistrment,s including kiosks, Eook advantage of this
t.o raise their prices under t.he guise of VAT. UnfortunaEely, the
clients were unible to verify the validicy of VAT charged by these
enterprises, for services rendered. To eliminaEe dishonesE
pracE,ices, i propose changes i-n t.he law which require ent'erprises
Lo .o*prlsorily display publicly, in a conspicuous place, t.he VAT

certificat.e oi registraEion and ot.her ident.if icaEion notices
required by t.he VAT Commissioner. Failure Eo do so will be an
off-ence and liab1e Eo a penalty of Shs L00,000 or imprisonment of
one year or bot,h. Members of t.he public should report violat'ions of
thii regist,rat,ion requiremenE to t.he Commissioner of VAT, who wiII
t.ake inunediate punitive measures against the defaulters.

who is
to the

persons

il

aggrieved
Tribunal.

Sevent.h, under Section 33, a taxabLe person
by the VAT Conrnissioner's decision may appeal
However, the Commissioner has reported cases of

*
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filing appeals on flimsy grounds in order t.o delay paYment. of tax-
To dilcourage t,his praCcice I propose an amendment in Section 33

which will iequire tfre appellant. t.o deposiU fifty percenE of Ehe

t.ax so assessed, before t.he appeal is regist.ered.

Fina1ly, cerEain errors and omissions are correct.ed and
proposed for incorporat.ion in the present Finance BiIl -

Mr. speaker, I would now like E,o Eurn E.o t.hOSe vAT
proposals which have direct. revenue implications.

First, in order t.o rat,ionalise t.he VAT st.rucEure further,
remove mis-classificacion and ease administraE,ion, I propose . Eo

reduce E,he currenE number of VAT raEes f rom 8 t.o 6, by delet'ing
t.he currenE, raEes of 1OOt, 35t and 252 and by inEroducing a new

raEe of 30t. The highest, VAT rat.e wil} berlowered from 1008 to 75t.
ih;- remaining raE,e! Ehat, will prevail will now be 50t, 30t, a

sE,andard rat,e of L8t and the lowesE raEes of 5t and 0t.

Second,asinthecaseofCustomsandExciseAcE,I
propose eo limit t,he number of remissions of VAT. This measure will
iaiie addit,ional revenue. Hence I propose to disconEinue VAT

remissions and exempt.ions wilI be limited t.o che same categories as
announced earlier, under t,he remissions of CusE,oms dut,ies.

Third, t.he minimum Eurnover level f or compulsory
regisE,rat.ion under VAT was raised to Shs 250,000 IasE year' -Thlsleiel has been found E,o be inadequat,e when viewed in t'erms of t,he
recenE, high inf lagion. To correcE f or E,his and Eo encourage
efficienC Cax adminisEraEion, I am raising t,he minimum E,urnover
level t.o Shs 300, 000.

Fourt,h, Eo ensure t.hat, wananchi who f requent. small
resEauranEs and bars are noE caught, in t,he VAT neE, I propose a

Eurnover of Shs 5OO, OOO f or sma1l hot,els, bars and wayside
resE,aurant.s.

In conErasE wich
impose a rat.e of onIY 5t on
February, 1993.

Fift.h, in order t,o lower t.he cost. of packaging mat'erials
for seeds and seedlings and E,he shade net,E,ing for horEicult,ural
use, I propose Ehat, t.hese be zero raEed. This measure will lower
piii." ina- Eheref ore encourage our .f a.rmers t,o use certif ied seeds
ind increase our exporEs. in addit.ion I have also zero rat,ed
ordinary bread and food preparat,ions for infanE foods.

sixt,h, current.l,y under VAT t.here st,i]} remain a number of
iE,ems such as raw maEerials, capital goods and agriculE,ural
fn order t.o widen t,he revenue base and t.o allow these it,ems

t.he L8t VAT on hot,els, I Propose
rest,aurant.s and bars, ef f ect'ive L

E

s
o
t

exempt.
inpuE,s.
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t.o claim inpuE Eax, I propose a VAT rate of 5t on aII current'Iy
exempt goodi with the exception of agricult.ural it.ems.

seventh, I propose Eo Iower t.he vAT rates on a wide ranqe
of goods from 25* and 358 to a standard rate of L8t. These will
inciuae food iE.ems like ginger bread, biscuiEs, pastries, jams,
marmalades and electrical goods like food grinders, fl/S,
refrigeraEors, and industrial input.s such as Iifting, handling and
untoadinq machinery. Mr. Spealier, this measure wiIl minimise
iA*i"i"tiacive and compliance cosEs, avoid mis-classification and
reduce distort,ions in consumer choices. Wit.h the lowering of the
ii* ruC., iE is expecged t.hac the ret.ail prices of these goods and
services wilI also be lowered.

Eighth, in t,he process of rat.ionalising the vAT rate
Sfructure, I have lowered rates of veIY Blany it'ems in order to
i"rpi""" compliance, reduce smuggling and decrease requesEs for
.*E*pUions. In effect I propose to low_e_r VAT rat.es of 358 and 508

i.-:-Ot while those of 75t and 1-008 will come down to 508 and 75t
respecEivelY.

NinEh, in my last year,s Budget I lowered t.he vAT on
passenger vehicies wiifr differinq cylinder capacity. In carrying
tut this exercise, I took into accounE t.he high prices of vehicles
because of foreign currency appreciation and Ehe need Eo increase
-ompliance. This year I propose to conEinue with this exercise.
acctraingly I propose, wiih Ehe exception of cars below 1-500cc, to
Iower t.he combinea tax burden on all cars on average by 15 percent-
Similarly, I propose to lower t,he combined Eax burden on all
*:,"iU"""-s'witfr-vaivir,g rylinder capacity by abouE 20 percenE. thil
*"""-should be very wetcbme by t,he tourisE indusEry. The proposed
individual rates are as follows:

'a
$

Aseenbled Care

CapacLty CurrenE (t) Proposed (8)

DUTY VAT CO!{BINED VAT COMBINED

150 0
150 L
1801-
200L
225L

less
L800 cc
2000 cc
2250 cc
above

cc&

CC
cc&

50
50
50
50
50

18
25
35
75

1_00

77
87

L02
L62
200

18
18
30
50
75

77
77
95

].25
L62
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Aesembled Minlbuees

CaDacity CurrenE (t) Proposed (8)

DUTY VAT COMBINED DUTY VAT COMBINED

1500
15 01
1801
200L
225L

cc&
cc
cc
cc
cc&

less
r.80 0
2000
2250

cc
cc
cc

40
50
50
70
70

35
35
50
50
75

89
103
L25
155
r.9 8

40 30
50 30
50 30
50 30
60 s0

82
95
95

1_08
140above

The VAT nieasures announced Eoday except where ot,herwise
specif ied will come int.o ef f ecC at, midnight. EonighC - These will
rlise an addit,ional revenue of K€ 45-4 million.

IncoBe Tax

Mr. Speaker, I
proposing some changes in
invest,menE. I will deal
revenue implicaEions.

now t.urn t.o income t.ax where I
order Eo enhance growth of ouEPuE.
initially with reforms which have

am
and

no

First., co-operat.ive societ.ies can pay their members
dividends or bonuses. Dividends are subjecE t,o wichholding Eax, but'
bonuses are not. Hence, Some co-operat,ives have been paying bonuses
inst.ead of dividends Eo avoid tax. To close this loophole, I am

proposing Eo amend E,he Income Tax AcE such Ehat. bonuses paid by c9-
tperaCive societ,ies will be deemed t,o be dividends and hence be
subjecE t,o wiE,hholding E,ax.

Second, an insurance commission paid t.o an insurance
agenE, is liable E,o t,ax wheEh.r received by an individual or by a
corporate enE,ity. The Commis:ioner of Income Tax has, however,
est,ablished t,haE, many insuran -'e agenEs, including corporat,e ones,
do noE, report, E,he insurance ;ommission accurat.ely. To close t'his
Ioophole, I propose an amendment. E.o Section 35, Eo make wiEhholding
t,ax on alI insurance conunissions mandat,ory.

Third, IasE year I amended Sect.ion 52 to caEer for self-
assessment,. This Sect,ion requires a person to submiE a Eax reEurn,
t.oget,her with self-assessment. of his Eax, by the end of t.he fourth
mongn afE,er Ehe end of E.he account.ing year. However, E.he amendment
did noE adeguaE.ely cover employed persons who also have business
income. Therefore, E,he proposed amendmenE, is made more clear Eo

avoid possible disPut,es.

Fourt,h, current.ly a t,axpayer who has income from other
sources besides employment, is required to file a provisional
reEurn. This reguirement, will not. be necessary when self-assessmenE
becomes effecEive. For E,his reason I propose a change in SecEion 53
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Eo remove the need for a provisional reEurn when a self-assessment
reEurn is filed.

Fifth, Iast year I amended the law requiring a Eaxpayer
who objecEs to an assessment to submit a return and his accounEs,
wit.n:-n-sixty days of filinq an object.ion ot.herwise his objection
wiII be treated as not valid. While t.his provision has helped curb
the normal object,ions, it does not deal with cases of late
objection. To caCer for this, I propose an amendment. to Section 84

which gives the taxpayer longer time to file an object.ion, sixty
rat.her than thirty oays, buE now the objection is valid only if
accompanied by a Eax return and ot.her Supporting oocuments.

SixEh, currenEly int,erest. on unpaid Eax is charged at
one and a half percenE per mont.h. This rat,e is Iower t.han t.he cost.
oi Uo.towing in- the market. Accordingly, I am raising t.he inE'eresE
charge on unpaid Eaxes to Ewo per cenE per monEh'

FinalIy, t.he Tax Modernisat.ion Programme requires EhaE

t.he tax adminisgraEion in Kenya be made more efficient.. To meet
[iri= goa1 , in this BudgeE , I am introducing a new Thirt eent'h
Schedule in ghe Income Tax Act, conEaining transacEions for which
personal Ident.ification Number (PIN) wilI be required starEing on
1st ,January, 1993. This Schedule shows that t.ransact.ions ranging
iio* applications for foreign exchange allocations and imporE
Iicensirig to registration of motor vehicles wi.II be carried out
with pIN. AppliJaEions will have to be made to the Depart.ment of
Income Tax for a Personal Identificat.ion Number.

Mr speaker, bef ore I presenE t.he specif ic Income Tax
measures being-proposed in Ehis BiIl, I should like to review t'he
piogr""" that-hls teen made in reforming the income_tax under Ehe-ti""r.loaernisation Progranrne. For both companies and individuals,
the tax rat,es have been significanEly reduced. Since L988, the t.op
individual tax rat,e has been brought down f rom 65t t,o 45*, while
the t,ax brackeE,s and Eax reLief s have been increased to prot'ect the
io, ir,.ome individuals. For those high income individuals receiving
a large share of Eheir income aS employee benefits, I have
syst,en[tically taken measures over the years to ensure t.hat. Ehey
piy cheir faii share of tax on this income. Company tax raEes have
ifso decreased significanEly from 45t to their currenE level of
3?.5t. These raCe reducEions along with liberalised investment
deduct.ions and reduct.ions in t.he double t.axation of dividends have
been aimed at. increasing invest.ment. and employment. f or Kenyans - At
ih" ".*. 

t.ime, I have t.aken a number of major st.eps Eo ensure that,
businesses pay Eheir Laxes accurately and on time. The insEalment,
tax is being phased in since l-990 and t,he self-assessmenE syst.em
will start, as-of April 1994. I have also int,roduced more uniform
and st.ricter penalEies for late paymenE, of Eaxes and underpaymenE.
ifr. administiation of the Eax is being supported by a growing
net.work of compuEers t.o ensure more rapid and accurate processing
of tax informat,ion.
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Mr Speaker, t,he measures I am proposing wilt build upon
t.he reforms of E,he income t.ax already E,aken. These adjust, somewhaE,
for inflaEion and provide further relief for corporaEion E,ax. There
is a pressing need t.o lower t.he t.ax burden of Ehe individual Eax
payer aE all levels, especially in the middle income groups who
nave experienced the highest Eax burden over t.ime.

First,, I propose Eo increase t,he single and family relief
by 10t. This Cransllees int,o single relief, which includes married
*6men, going up from Shs L,320 in L992 E,o Shs L,452 in L993, while
family refiLf for married men, increases from Shs 2,540 t.o Shs
2,904 over the same period. This measure will remove about. 50,000
Iow income E,axpayers from t.he Income Tax ro11 alt,oget,her.

second, t.he middle income employees, since t.he 1980s have
been paying almosE, E,wice t.he t.ax in inflaE,ion adjusEed terms, than
they did i; Ehe L9?0s. Therefore, I propose t.o widen the income
bralkegs by about. L5 percent., from Kt 2,300 t.o K€ 2,540 in 1993. In
addiE,ion, I new 20t C-ax rate brackeC will be int.roduced, primarily
to benefit. middle income earners many of whom are civil servanEs.

Third, I propose t,he Iowering of t.he Eop marginal
individual t.ax raE.e. tnis is consisEent. wich t.he policy of reducing
E,he disincenEives of t.he tax system Eo great.er work ef forE and will
encourage higher investment by E.he privat.e secEor. I, therefore,
propose t.o reduce t,he Eop individual t,ax raEe f rom 45t to 408.

Thus Ehe brackeE.s and Ehe marginal tax rat.es will be as
follows:

Taxable Income Brackets

1992 (X€l

MarsLnal Tax Rat,e

(%)

1993

0 - 2,
2,30L - 4,
4,50L - 5,
5,901 - 9,
9,20]- and above

(K€)

300
500
900
200

2,540
5,290
7,920
0, 550
3,200

1_0

15
25
35
45

(t)
r.0
15
20
25
35
40

0
4L2

5
7

L0
13

5
2
9
5
2

8L
2t-L
5L-L
01- and above
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with Ehe lowering of the top raEe of tax to 40t, I want
t.o make iE, clear to alI high income earners that I expect a

correspondingly more accurate declarat.ion of j-ncome. It has come to
,w aCtLngionl for example, thaE many companies have started the
p-racgice of paying the credit card bills of their employees. Where
sucn expenditures are noE for business purposes, Ehese amounEs must
be repbrUed as employee benefits for tax purposes. I have
instrutCed t.he Commiisioner of Income Tax Eo st,rengt,hen his ef forts
to detect any income tax evasion Lhrough under-reporting of the
value of employee benef it.s and aLlowances '

Fourth, in order to give Kenya a competit.ive edge over
its neighbours I propose to further rationalise the company tax.by
fo,rerin6 i.c from:2.tst to 35t for all resident. companies including
insurance companies currenEly at, 408 and mines currenEly aE 45*.

!

Fifth, since L99L, Lhe 15t withholding tax on dividends
has been a final tax. This was t.he f irst. step in moving towards
iemo.ring the double t,axat.ion of equity income earned in the
corporaEe sector, t.hereby reducing the biases against equiCy
f inincing of investment.s. To move anoEher step towards t.he
eliminat.ion of double taxation, I propose to reduce the withholdj-ng
t.ax rate on resident. and non-residenc qualifying dividends to L08
in l-993. The only excepEion wiII be E.hat dividends dist.ribuCed by
-ooperative societ.ies wifl not. be t.reated as qualifying dividends
sinle Ehe cooperaLives geE a deducE.ion f or dist.ribut.ed dividends.
For these the withholding Eax will remain unchanged at. a final tax
of 1-58.

Sixt.h, wigh Ehe lowering of t,he Eax on dividends Eo a
f inal Eax rate of 1Ot Eo reduce t.he double EaxaEion of equity
income, ME. speaker, I have to be sure that, companies did, in facE,
pay Eax on t.heir prof iEs bef ore dividends are distribuEed.
ictoraingly, t propoJe that all companies maintain a dividend tax
accounE tfraU will be crediEed whenever a company pays Eax or
ie"eires dividends from another company, buE debiced whenever it,
discribuEes dividends in t.he same rat.io as Eax is t.o aft,er-t.ax
profit,s, namely 358 t.o 55t. If and when the dividend Eax accounE
becomes negat.iie through dividend dist.ributions being in a higher
proportion ttran taxes paid, a special compensating tax will have to
Le paid at, t,he company tax raEe. This mechanisnt will not' only
g,ruiu.rt"" t,he proper tax is paid on company profit.s, buE it' will
ilso ensure ttrlt where companies use investment deductions that
these are ef f ect.ive. When a company get,s a generous invesEmenE
deduct,ion, the purpose is to increase t.he cash available to the
company to undertiXe increased invest,menE and production- The
incLngive is not t.o support increased dividend payment's. The
compensaEing tax will encourage the effect.ive use of invesEmenE
incent.ives.

t.he recenE GovernmenE act.ion to deconcrol
deregulat,e it.s marketing, I propose toFinaIlY, wit.h

t.he price of milk and
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strengt.hen t.hese incentives
PresumpE,ive Income Tax (PI:)
dairy farmers.

L.o the dairy indust.ry bY abolishing
on milk. This measure will encourage

Mr Speaker in my speech last. year I announced t.hat I
would be reviewing t.he taxation and ot,her matt.ers relat,ing Eo t'he
insurance secgor. The following are specific measures that. I am

introducing this Year.

First., t.he insurance sector has been placed at a

disadvangage in compet.ing for pension business with other financial
inst,iE,ut.ions in thit it has Eo pay the premium Eax on pension and
ot.her annuity conEracEs. To remove t.his adverse bias, I propose to
eliminat.e t.he premrum on annuity conEracE premiums.

SeCond, in the normal Coursa of business, insurance
companies cede a share of insurance cont,racEs t.o ot,her insurance
comianies abroad. While t,his is appropriate for major risks,
insurance companies have been ceding ouCside of Kenya large
p"iii"""= of buliness that. can be handled wichin Ehe country. This
iiact,ice raises concerns about loss of tax revenues, avoidance of
ioreign exchange concrols, and t.he regulation of insurance Eo
protele Ehe po}iry holders. To discourage Ehe unnecessarY ceding. of
irr=r.urr"e poticie-s Co reinsurers outside of Kenya, I am int'roducing
a Ewo per cent premium tax on reinsurance premiums paid to
reinsurance compariies out.side of Kenya other t.han for aviation,
*ur:,"" and indu-strial f ire insurance and any other cat,egory of
insurance where it. will be of benefit, to Kenya.

Third, it, has come t,o my at.t.ent'ion thaE life insurance
companies are noE, paying t,heir faii share of t.ax. Mr Speaker, this
corr-"e.n wiEh underpayment of tax is noE peculiar Eo Kenya '
MinisEers of f inancL world wide have been wrest.Iing with this
froblem. The problem arises out. of the complex accounE,ing rules
used t.o measrr--re income in the insurance indusEry which can be
iEiaifV manipulaEed Eo minimise the t.axes owed the Exchequer. Life
insurance ig t,axed in such a way t.hat. E,he insurance company pays
tax on E,he combined income earned by t.he poliry holder and Ehe
profit,s earned by the company in underEaking insurance business-
1 propose t,o inErtduce an LttLrnacive :rinimum income tax t,haE will
eniurl Ehat, life insurance companies i ly t,ax aE. Ieast on t'heir own
profits. In addit.ion, I am clarj-fying :.n law that, in the case of
Lfre calculaE,ion of taxable income of a life insurance business
expenses incurred in conduct.ing exempt businesses, are not
deducEible from life insurance income.

Mr Speaker, over the past, t,wo years I have int,roduced a

number of majoi changes to Ehe pensions system in the process of
ptrasing in tJx-deductlble pension contribuEions. This year I.shall
continue t.haE E,radit.ion. tty proposals include the following it'ems.
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FirsE, it is recognised that. there is a growing need to
set up a body to regulat.e pension st.andards in Kenya Eo ensure t.hat.
Ln. p-ension-funds are invest,ed prudent.Iy, and that' t.he pensions
fromised by employers meet. minimum st,andards and are, in fact, paid
-to ret.ired Xenyans. T propose to st'art, working Lowards this goal by
undertaking t.he necessary studies and training t.hat wiII allow the
draft.ing ana implemenEat.ion of pension law in Kenya. Mr Speaker,
the issue of prot-ect.ing t.he pensi.on rights of Kenyans is too
serious t.o suf fer long delays. Accordingl-y, I propose to introduce
some basic right.s int.o t.he Income Tax Retirement. Benef it Rules.
These wilI include mandatory eligribility for membership by
employees in a pension plan after two years of service as weII as
fuif iest,inqr of pension benefits wichin five years of pensionable
service. A11 new plans wiII have t.o comply wiCh Ehese rules and
existing plans will have t.o be in compliance by 1998.

second, M1. speaker as I announced last year, the tax
deduct.ible limit,s will be raised annually as part of the phased
swit.ch-over Eo a sysEem in which pension cont,ribut,ions will be
fulty deduccible, buE pensions wiII be fully taxable. The annual
dedu-ctible limits wiII be raised from Ksh 10,550 t,o Ksh 12,000.

Thi-rd, under the new sysEem, pensions are taxable unless
ihey fall below t.he t.ax exempE IimiEs. These Iimits apply tc
pen;ions paid from registered funds. To ensure t.hat pensions
ieceived tV civil servanEs, members of the armed forces ancl
parliamenEarians amongsE others, are also covered by Ehest:
Lxempg,ions, an appropriate amendment is proposed co t.he Income Ta*
Act.

FourEh, ME Speaker lasE year I int,roduced an account.ing
system to ensure thaE all tax deducEible cont.ribut.ions made by or
o-r. b.f,.tf of an employee t.o pension or provident, funds fall wiCh:-n
the t.ax deductible tihits. The limits f or allowable cont,ri.but.ions
to pension and provident fund cont.ribut.ions, however, remained ,rn

an independent tasis that. required an employee t.o be a member of
either a provident. fund or a pension fund, but not bot.h. I am now
introducing a parallel account.ing system that will allow
contributions to bot.h pension and providenE, funds as Iong as they
remain within the overall conEribution limics.

Finally, ME Speaker, I am announcing a major innovat.ion
in t.ax-assisted-pension savings. SEarting in L994, individuals,
employees and seff-employed persons, who are not members of
.egislered pension or piovident funds in a year will be eligible Eo

*afe contribut.ions t.o regisEered individual retiremenE furrds.
n*pfoy".s will also be able t.o contribuEe on behalf of gualif'zing
emltoyees. Cont.ribuEions will be Eax deduct.ible and subject tr an
urr.r,rui limig of 20t of pensionable income or Shs 24,000, whichever
is less. A11 withdrawals made from t.hese funds will be subjecc t.o
tax given EhaE all cont,ribut.ions are deductible. Mr Speaker, t,his
measure will expand signif icant.Iy t.he opportunity of aI1 Kenyans Eo
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save f r>r Eheir retirement,. This wi'1l
tax-asstisEance enjoyed by Kenyans for

enhance t.he fairness of the
t.heir pension savings.

introduced under income

I

Mr. SPeaker, from the measures
Eax, I will forego some K€ 30.8 million'

MLgcelLaneous Taxes /Charqes

Mr.Speaker,anumberofmiscellaneousEaxes
such as; vehiclL regist.rat.ion and Iicence f ees have
reviewe,l f or a number of years. I theref ore propose to
in.* in order to take accounE of inflation and wiII be
f rom mi<i-night, t,onight.

and fees
noE been
increase

ef f ecE,ive

2.L million from E.hese
July, L992.

Finally, Ehe Insurance Advisory Board will be granted
greaE,er independltce t,o advise t.he Minister, QD matt'ers pert'aining
to the j.nsurance indust.ry. FurEhermore, in order to prot,ecE lifg
irr"ri.."e poriC holders, rire insurance companies wirr be limiced
to dist,ri.but,e rri co 30 percent. of the surplus of .t,he sEagut'ory fund
Ui"Xi"g such pof :."i.s. Thj,s measure wiII come j-nt'o ef f ect, on 1st
July, L992.

Speaker, I expect to raise K€
which come int.o effect on LsE

MT
few measlrres

8. CONCIIJUSION

Mr. Speaker, in conclusion I wish to recall the t.ough
economic enviroiment, in which I have f ramed t,his Budget,. 1991 was

i aifficu.LE, year and Ehe L992 forecasE shows no signs of an upturn.
This is arlgfdVdEed by the decline in donor support. Desp,ite Ehis,
i-- h"; oliEf inea measures to cont.inue t.o pursue ouf -1ong - 

EetT
st.ruct,ural "aJ"=U*""t 

policies. In parE,icular, I have formulaEed
poficies t.o =""U"i-" Cne fiscal discipfine which has proved to be so

ef f ecflive over t.he last, seven monlhs. This st'rat'eg[y ' h-as been

;Gil;E;d wich concreEe act.ions and plans in t,he parastaEal sector
;d improrremenEs in t,he investment. and exporE environment.s . Mr.
;;;.k;;1 ii;ty believe that. this sgflr:eE has marked the route f or
economic recovery.

.ur. Speaker, I beg Eo move'

il
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