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Mr. Speakcr. Sir,

1 INTRODUCTION
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: Ibegtomovethatl'lr.Speakerdonowleavethechair'

[Ir. Speaker, the themes of t,he last trvo Budgets reflected
the particrrlar problems 1nd chellenges vie \uaLe facing tksr as a nation'
The Yrzry in ,ul.,ic^h rre copecl rv: th ttre rgg+ rlrought demonstra-teci
to tire worlci, and to ourselves, hoY fundamentally sounci our
e colrom], is and hotv f iexible oLir Dolicies are ' It also
cJemonstrated itr" political, adnnin j strative ca.pabil1ty, and Ih'
wi]-1 pov,er of Kenyans to respond to unprecedented crises and

cleal witrr Lhese problems using our olvll lesources.

lvlr.Speaker,IamSuretlratallKenyatlshavecorne
to apltreciate the iact that Economic Development can only be

achievecl in an atmosphere of political and social stability'
It is for this reason that I ivould like to call on all
Ilonourable lrlembers tO joi.n rne in expressing our cleep gratitucie
to II.E. the President for the ciistingulshec manner in l';hictt
he cond'ucts the aif a.1r= ci thi: cct'-ntr;. Guicec b), nis
personal eranple anc ortr_ pol j tical philcrsphy cr{ Peace, Lcl'e
and unity, xanya should bb able to achieve the economrc and

social goals url hAr;e set for ourselves' I am sure I s;:eak
;;;^;i1-[;;ourable trtembers in si;ating that we sh.or'1d :]-1
resolve co}lecti,rely and j.ndiviriually to support His
Exeellencyrs efforts.

The ta:k that we have set' for ourselves as spelled -out
in the sessional Paper No. 1 of 1986, is to create a set of
[ori-i"o rvhich rvi11 increase ef f icienc'y and thus eccelerate
irowth, reduce unemployment, while maintaining financial
stabiJ.ity at home vls-a-vis the rest of the world' \\'i'uhin this
f1.211icwork, there will be no letting up in our determination
to ccntrol i-nf lation. Y/e sha11 contiirue the structural
adjustment anri stabilization poiic:.-es---rve have follorved
consistently in tl:., last few .vears. These policies protide
the only way to ac5ieve our oLjee.tive of stabilizing the
econcm]' -- for to abanclon t'henl vroulcl be to risk renerted-

1nf lation a.ttcl tiiuch hi.gher unemplolrrre Ilt. ile need to establisli
a set of j-ncent j-ves that will stimulate the prir'ate sec'tor
to become An engine of economic growth. ]lYe need to renno\:e ai1
the unneces.Sary bttr.'eaucratic attd other obstacles to ecottomic
grorvth, and we must ""=,,tu 

that the j-nc::ease in incomes gene:.eted

in this process is ividely clistributect alnong our cit j-zetis'

Ifthesetargetsaregoingtobeachieved,\t/cneedto
e.stablish attd r.:aitt'l,ain slose 6o- ':[u'otion anci mutua] eoltf ic:ence

be l,iveen the G'-rvertrttr':'nt , the iluSiness cOntmttt'ii'ty i'n Kenya itld-
abroacl ancl the multil.ateral. and biltrteral instituti'otts whi'sh

asslst us in our clevcloplnettt ef forts'
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) i'i;i.; I'iiil,i-::'r,lri l'ilrl .ri.r ;i,,,llii,: ({:1i,Li. )

(h) iJ i s,:cI I alroolr:;'J'ar.r:,

,r r.._.,..nr:i..llr:"k!,", riloni; rr.j ti; lltc j.ur.r:lioirg i.:t;.;:r.L joit ircirsiir.us,I l)i-lVc ltf .';o I0vi.r,"ti','cl lni.'s,-:r,.1 .l ; rr(.()t,l .(-r trr.r,ct.; llJ i'::r,.1.:nq l-it:.1 .t 
..i it11 ,1c,-'1-ericls, i'li:njt:t il.:icl hoLi'I :i..:uorjri.rorl iLi, ir-rrr. l',r',.,.-,r,ii .i.ni1 .1 r,, i&x (, l)it l;ct f .i ::-l:c11 'rt,j't.ir ;L l;crr_,iiir.r:r j<t:1. rvi.l.l bc t.it iscrl f loln .1.U,[ tit' :,Z.lf/r:tv:ith tlui t. c)i) t-hr: t'..r.!'llr;.,r11r- r-;f 1.lre l:o6 j;l;:rrlit:r, t.i.s.i rr1; f rorn z,,J% Lo:1.ilii,. Sjrn-i.iir)'i.1r, (rlrs;jiros, u,i li bc ..;,.rlr.jc6ilri 1.5 .i jcc.nt:c 1.r-_.csratigi ng .f ,'()tn lir . f-ln ,0()O i* to l::lr . I I-).-), 0()()/-. ;r.rpcnrl i.n1; olr 1,1g ltLlnrbel,oJ Lal-i-i 1,1;, t,,,lt i ie L.i t:r:ricc f (rr,_. J or trnl. i <-rirrr l c;r prrlrl.i c 1ot.tc;:ir:s; vr_LI1Ire raj:;cii :!'r'r>:;r [l]r.1(),00L]i - .Lo IjL.2rJ,uoo1.. . Irina:l j;, thr: .,.,;1tr:sof ltotCl- irc(:t-t;,.11;..;lil i..itrrr t;i.x u,i-1.] ii,3 ::iri sirrl f.roin 1lrir" i. J.7 .Stk for..[ted- ani] ];i'r:1,.!ir-e:;i. tl,ir j-l.e thi;1. o.f fu.l.1 l-,r,a-r:d rvj _r_r be l,i1j scd f r.oin1,0'k tc i2.t,(i.

Tlles,,: II)cutiitir'r:rj t','j-l-1 givc alr arlcl j tiorraL Ktl.. 5B rrrill j.on t<.rthe, Iixt:11 cjqtr(i r".

CONCi,US j O;'I

l'{r. Spciilicr. t.i:c main L hlust of today ' s l-:ucigc,t hris heen tctaclr.iass-^ t.he fundaneritar issucs r.erati ng to thc: N:rtion's r:c-.onom:r.crvell-bcing. Iu this cotitext, not on1.y irave I h j ghl ighl.eri t.hepast ecottomi r: et'ents but irave Iai-ct a f .i rin bas;c oii ivhich to constructa st.;Llll-e atid prospel'or1s . futul'e. I have r.eaf f irmed Gover.Dnen | ,scormri-tment t.hat ilre l'()sources that i': ., to be utiliscd will- beczil'(:f u115' ntatiaged to attain tirlLt, cle;. r:b.le goa-l . lvfor.e .irirportautl5r,I liarze ctesc:'ibed the ecotromic rce.ov(,',' irlct h5rv the gorzer.r:rr.,tintends to sustai-n it iti tire f ace of aclverrse i ntcrnit i.ona] ec.ononr.i cenvironmerrt.

I have also r:utlineti how, through tailf f s and taxer.,, f wj.l.1aflect Lhe relativc prices so ari to stirnuiate agricultu:',.r zriicie>rports of niar]ufacturcii gooci-.:; ancl hol, through 1r: Disl;rictDevelopment Irrrnd a,ncl other a-Jlj.ed, .spat.ia1 sf,pport ileasures, rhope to crc:ate an enrrironnrent in wnith small iirriustr.5, cap thri'e.
I do not intcrld to repcat again the ciescril.rti.c;ir of the ma.jor.ways in v;hich I bave out Ii-nec this prcgramme. B;t in l_his Budget ,f ita'''e outlirled nelv ta>lation lneasures r,;hich wilI raise ir.n acicjiticirri;-fKfll5.2 m:'-11ion, thus closing ilre gap,.-Since I have alreaciy infornrcCthe House of the existing obligat.rons, I cannot. cecrea..se on theexporrdi ture sicie; nor, in vieiv of the 1,,oi:i.cy to st j rnulat.e privateacti.vity, can I j.ns1itu1;e further revenuc., ineasurL--s. I &ffi, i;heref oI.o,reluctantly folced to accept a bricigetary deficit of 3.g pcrcent

in_ 1987/88. The st.cp:; 'L:rken j n tocia'," s ilucigc:t r.re steps t.orva,rdsa long journcy to econorriic a.nci soli.ci pl'osireiity. The5, havecertaiuly bectt made possible through ttre ef for.ts ,,,h i-cir have beenundertaken in the past with thc support of this August llouse.

fn concltrsion, I'lr. Spelllier, I havc tociay ou-tlined m(.]asureswhich seek to consoliclate the gains achieved under our pr.ogr:arnmesof Stabilization attd Strucl,ural ad.lus;t.rnent of tl:e econoiny. - Forthese measures to continue be;rrj.ng i: ilit, we shail. rcquiic ;reco-operat ion of f arn:ers , indttst-r:y anri Gcvernnnent es a wlro-l e . Tosttsta-tn the mometttttm of grotvt.Ir unclr:t' t.ircsc cir:curristances u,i I IIccluire extrn t:Ifort-s and contnrj tment by a11.. Ancl to makc i.hc
btrr 11s11 of leariership .i n tl:cse cilcurnst:,.t,ccs lighter will r.cquil.eotll. total loyaltv to Iiis Excelit:ncy tlte President. I arn snrlc-,
Hc)ll. Mentbc'r's r'; j I -l joi rr Ine in onc.e aga i n re-af f i r-mi ng olll' rilsr\rcr.r,i,r,loyalty to ll j s Excei) cncy, the l>r'csJ.de itt in the true spirit ofour phi.lo.sophy of NYAYO
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2. TIIE WOITLD ECO}IO}IY

l,lr. Speakcrn evetrts in the worlci economy often affecteconomic variables in developing countries lilie Kenya in
& variety of ways and in 1986 ttiis was especially tr.tre. Theyear rvas ma.rked by large siv:'n6ls iu ke5, rvoi.lcl prites especili 11yin. thc price of petrol.eum procltrcts r,rit in the exchange ratesbetlecn nrajor curr.eucie.s.

a
a

!,{r. Speai<er, the c j.rctrrnstaltces rvitich lccl t..r Kcrryar slmpressive econcroic pcrfolrntncc in the:.'ir.st clecacle afterindependettce ltave norv run their course. The internationaleconomic'environrnent cluri.rrg ilre last ten years has not beenconducive to rapict economic and social progress. Ilowever,we must not blanle otltcrs for our own shortcomings. Insteacl,lve shottld use the example of those countries whlch have beensuccessful evcn in adverse circumstances and focus ourattention on matters at home, rvhich we ourselves can change.rt was in this spirit that the sessional pape:: No. 1 of
1989.was prepared, later debatecl and upprorbd by thisParliament. As you may recarl, the scope of iliis paper
collcerns Kenya's developmenL up to the encl of ilris ceirtury.rn-tlij-s Year's Budget, r rvi11 Lontinue to transform theprinciples set out in the sessional paper into concreteeconornic policy actions

Mr. speaker, last yea::, r spolie about renerving economicgrorvth. That was and remains an important issue, in vierv ofthe fact that Kenya's average inconnl per househoid has narorygroivn since the f irst half or the lgab's. Today, holever,tye can look bacli on 1986 as a year of remarkable economicachievement. l!'e had signif ic.ant perf orrnance a.nd ,"gi"f"r"ath? highest reiir. grorvth rate of income per head in almosta decade: rnflatlon abateci, and we enjoyed e substantialsurplus in our transacti.ons rvith the rest of the ,uoria.--Behind this good achievement were some fortuitous, andt-em1>orary factors rvnich ii,e can:iot count on in i;he vears aheacl.Nevertheless, r am confident that the growth ,o*.ni*n iroml1st year can be ntaintained. t?e srrould tiow aim at utili.zingeffectively the strengths in the eccnomy and shape our pol:ciesso'that we can continue to enjoy rapid economlc and socialprogl'ess.

l'!r- speaker, in this connecti-on r shaII begin byreviewing the rttternational economic scene as a background toour olvn economic situation. r shall deal rvith some otAfrica's economic problems, in particular the seri-ous andgf-ten damaging situation brought about by large external
9ur!-obligations. Thereafterl r will revie,v [enya's econonryin 1986 and provide a prognosis for Lggz and bey6no.

These introductory sections of my speech should set t5estage for a di-scussion of the policy fra.nrervork r haveformulated for this year's Budget. Finalry, r sharl cliscussthe buciget outturn for the f iical year iuii endi_ng, andpresent specific mea,sures rerating to ta.iation and othertariff matters for 1gB?/gB.

I

i

!

I
I
I

I

I

I
t



,



I

a..4 - 11.5.8?
IE r{rrrstm roR EINTNCE .(cro. ).1 - . .

The prlce of petroleum, the single most important
price in rvorld t rade, f e11 by arproximately e'O per:ent betrveen
i{ovember, 1985 ancl Attgttst, 19185. By early thi-s year, oi1 prices
hacl reboirnded 'to arouud U.S. $18 per barrel rvtrich is stil1
40 percent betow the 1-985 leve1. It is our expect'rLtion that
oi1 producing countries rviIl continue to meet their increasing
demand from expancled outJrut and that oi1 prices rnay be
maintained at this Ievel, at least for several months. 

,

Non-oi1 cornmodities continued the long historic decline
which has characterised their perforntance sj.nce the beginning
of this decade, fa1I1ng by another 7 percent during the year.
Overall non-oi1 com;nodity prices have faIlen by 30 percent
since 1980. A slight correction in these prices is expected
during L987. Despite tiris, the terms of trade for non-
petroleum exporting developing countries is expected to falI
further in L987

Partly, as a result of the decline in commodity
prices, inf lation generally abated throughout the rvorld. L,o\r€r
inflation in turn }ed to lower interest rates which fe1l by
about 20 percent in the major industrial countries last year.
These reductions could have eased debt service burden faced
by many developing countries, but adverse exchange rate shifts
have deepened the foreign debt crisis. As inflation rates
increase, w€ can expect a rise in interest rates: this process
has already begun in the United States.

tdr. Speal:er, the international prices turmoil also
extended to a sharp realignment of the major curiencies whiclt
centrec: around the U.S. doIlar, rvhicn had become substantially
over valued from i980 through 1985. The dcllar fe1I by
30 percent on a trade-weighted basis from its peak in early
1985 until the end of February this yeal::vhile the Jananese
yen appreciated by the same amount; the i 'rmall mark rose by
approximately 10 percent. Industrial cou:ttries' exchange
rites are expected to sta.bilise this year as trade flows begin
to respond to the large shifts of the past two years.

The dramatic shifts in fuel prices and in exchange
rates had offsetting effects on economic growth in the
industrial countries. Consequently, gross national product
in the industrial countries as a group grew by only 2,4 perc::'nt
last year, compared to a 3 percent rise in 1985. The
prognosis for 1987 is a continuation of growth rates
averaging less tlran 2.5 percent

Among the deve]oping countries, oi1 exportiilg nations
suffered losses in their terms of trade of close to 15 pe:cent
of their national income. Despite a 10 percent expansiott of
export volurnes, the real gross domestic product of oil exporter's
fe1l last year and further declines may oceur in L987.
On the other hanct, non-oiI exporters enjoSreC the benef its of
falling oil pric.es, but this was llrgely offset by other price
changes. Partly because export vct.l lrmes grerv by a robust

percent, GDP growth in these Courir-ries accelerttteci from
.6 percent in 1.985 to 5.4 percent last year; and per capita
nComes, theref ore, rose by 3. 6 percetrt , the best perf ortn,-tllce
n many years. lYith the sloled economic expaus|on of their
ndustrial countr}z markets, non-oi1 developing countries
re likely to experience sloler grorvth of both exports and GDP

n L987, probably around 4 percent.
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3 ATNICAN ]'CONOI'IIES

Mr. Spcaker, economies of sub-sahalan Africa, with
the exception of oii exporting coulltries, benefittcd from
J.oyer oii prices ancl expancled tradc; grorving by 4 percent last
year, &r improvemcnt frotn 3% of 1985. Ou average, PcI capita
lncomes rose by almost olle percent, the first such major
improvement in nine years. African inflation abated somewhat
anil, at 9 percent last year was belol the levels in llurope
and Latin Arnerica. Sub-Saharan Africats exports expanded
by B perccnt, and despite a L2 percent decline in the ternts of
tiaOe, thcre lvas a 3 percent rise in import volume, the
first such gain since 1r80. Unfortunately, the.conditions
that sustainecl such grorvth are unlikely to persist in 7987.
Sub-saharan economies are proiected to expand at ottly
3 percent chis year, with virtually no rise in per capita
incomes

The coltsequences of external debt continued to plague
developing countrfes. In 1986, total exterl)al debt rose to 168
percu,,t of total expol'ts for all developing countries and
bZ percent of exports were required to pay the interest and
principal. . Af rica's debt problem_s- receive less atteut j-on

than tlose of Latin Ameri-ca., probably because the dollar amottnts
are so much small-er: Sub-Sahiran cottntries orved about 76 bill-icin
dollars at the end of 1986 rvhich is only about 20 percent of
Latin Americars total. But repayments are becoming a serj-ou.s
drain on Africars resources: last year, 30 percent of export
ealnings tvere used to service debts. in contrast to Latin
Arnericl, rvhere most debt is from Cornmerical banks,. 60 pelcent
of Africa's long-terrn clebt is o''ved to natj-onal and r o

interpational aIA agencies. In the short-term, debt postponement
or forgiveness bI, tf,ese clonors provicie the only lvay to alleviate
this burden. Iloivever, the ultimate solution to Af rica's
debt burden lies in fundamental structural adjustment measures
tO ac,celerate economic development. l.t must, therefore, b€
pointed out tl:::.t the debt loact cannot be lightened much unless
African countries are able to reduce their imports, especially
of food and inerease their exports. This in turn requires
investments in higher productivity sectors, particularly
agriculture and industry.

One encouraging observation to be made in this respect
is that creclitor countiies ltave been easing the terms of
debt re-scheciuling for countries seeking relief through the
paris CIub. Ivhil; this is to be epplatitled, it must be emphasized
that tvays need to be developed to ielieye debt burdens for
those countrj.es, like Kenya, wfiich have avoided inso]vency
through souttd eConomic *antgement, Sometimes at great social
costs

It is within
can appraise Kenya's
prospects for 1-987.

this context of rvorld economy that we

economic performance in 1986 and its
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4 :,TLIii DOIUES'TIC ECONOIVIY

a..6 - 11.6.87
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(a) Economic Performance

. Mr. Speaker, Iast year, three events in the rvorld ecc;lomy prcpelled
Iienya's ecouomy to 1ts best performance in mzlny years - Bta"zil's
drought helped to raise the average Kenya coffee price by 22 percent,
while the suspension of quotas enabled Kenya to expand its quantum
of exports by- 21%. Simultaneously, the fa}1 in petroleum prices
enabled Kenya to spencl 45 percent less on oi1 imports in 1986', compared
to 1985. Tirese two factors alone contributed an additional 5 percent
to our national i-ncome in 1986. Good weather rvas the third factor
for an excellent year. The result was the greatest expansi-on of Ken5zzt5
gross domestic product sittce \978, a growth rate of 5.7 percent.

(i) Income and Emnlovment

The substantiel growth in GDP enabled a corresponding growth
on the average incomes of Kenyans. Per capita income grew by 2 percent.
And when the benefits of a L2 percent improvement of oul: j-nternational
terms of trad.e is taken lnto account, the adjusted GDP rose by almost
1O percent and the average per capita income of Kenyans increased by
almost 6 pe::cent. Ilorvever, this welc,rme jump in incomes only compensates
for the previous years of 1itt1e groi, rr or decline. To make a
substantial difference in the welfar ,f Kenyans, w€ have to extend
last year's achievements into the fu l' for many years ahead.

Mr. Speaker,' last year wage empl,,,5,tnent expanded bjr 4 percent,
and on aveiage wages were higher, increasing by 3 percent more than
consumer pri-ces. Since 1980, wage employment has been growing at
3.3 percent a year. Rut when informai or micro-ettterprise sector'
workers are included, jobs have expanded by ovel: 4 percetlt a year
since 1980, sufficient to aceommodate the rielv entrants to the Lallour
force. Ii{r. Speaker, this emphasizes both the importance of thc-
micro-enterprises sector in our developntent plans and tLe need to create
SdUs faster with rising productivity in larger scale formal sector
enterprises.

(ii) Savings and fnvestment

pr. Speaker,'.Investors' confidence rebounded v,.ith the economy..In 1986r

real gross fiied investntent rose over 13 percent, following a

similir rise in 1985. Over 80 percent of the increase in investment
lvas due to private sector ef forts. lVhen increase in stocks is included,
Kenya invested 25% of gross clomestlc produc.t which is above average
for countries rvith similar incomes. Evett more i.ntpressive was our
savings effort last year: domestic savings by households, firms
and g5vernnnent was equivalent to 23% of GDP, a quantum jurnp over the
saviigs rates in recent years. Revised estima-tes show that over the
past four years, thr<.rugh stabi-lization, drought and now recovery,-Xcnya has 6een investing at a.n average rate of 22 percent of its
gtoss domesti-c product, and financing 85 percent of that investmeut
[lrrough clornestil savings. Although we could. do more, we are already
savin[ and lnvesting enough to generate grorvth rates of 5 to 6 percent
over ttre tong run; horrevei, wo have not grown that fast in the last
decade, primirily because our investments have not been productive
enough. 

-at seveial points in toclay's .speech I rvill outline policies
tntenOed both to inciease investment and to improve its productit'ity.
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'tqE MrNrsrER FtlR FTNANcE (cnl-.):

) t'(iti) Asri cultrtre, lrla.nuf actur j.ntT, Constrrrction ancl Servlces:

Agrloulture, the main engitre of our econolny
5 per6r.:nt lzrst year, tnainly asj lL resu-1t of good
heipecl farmc.rs tc harvest an exccptionally goocl

higi) c9f f ce prices. Tle f armers en joyed a.Il itnp
teirns of tr.a6e, &s the prices tSey received f or
i.nercaserl 5 percent faster than t.he prices they
and corlsutDer goods. Manuf actttring value added
6 percent in 1986, while almost 4 percent more
in this sector. construction continried to reco
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llonev and Prices
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,TEE I{rNrsrER FcR flffa}rcc (cto.):

Trade and Pa nrents
peaker, co ee ivas not the only good news on the

(b) Outlook for the Future

I
I
I
I

Despit
money supply,
lowest rate by
in oi1 prices,
been around B
years. Result
consumer price
which would yi
the entire yea
1s:, theref ore,
sripply of 1986

(v)
Mr. S

export front.
34 percent hi
including man
volume , wiri le
But such grow
poor years, w
We hope, howev
trends.

9 the eeonomyrs expansiori 'and the lar ge growth in the oinflation fel-l to about S percent in fg86, the Ifar in the past 13 years. But even without the droo Ithe underlying rate of infration wourd stitl have t
percent, a substirntial intprovement over previouss for the first four months of LggZ suggest thats have risen close to 3 percent since December,eld an inflation rate just over l0 percent forr. A crucial task for fiscal and monetary policyto prevent the one-third irlcr€&s€ in the money
causing a rapid rise 1n inflation in LggT

The value of fresh horticultural exports wasgher i-n 1986 than 1985. Non-traditional exports
ufaetured goods, grew by almost 30 percent in
beverage and tobacco exports grew by 4Z percent.

th should be viewed rvithin the context of prevlous
hich has since 1984 been un(lr.r b percent a year.
9r, that the 1986 recovery : irresents the future

Imports also grew at rates unprecedented in the recentpast. The most encouraging indicator of the true buoyancy of
!!u economy is private sector i.mports, which expanded by orrer10 percent last year; with inputs to industry g^rorving biaround 25 percent. But this robust recovery- needs to bA putln the context of thc poo.r performance in rbus. Taking tiretwo years together, _the quantity of industrlal input liportsgrew by just u:-.der 8 percent a year.

'IYhen performance of the services sector is included, thecurrent account deficit feIl from KL77 million in 1g8S to fCgSmillion last year. capitat movements, both long-term andihort-term, rose from lhe depressed revels of lggs when anoverall outflow of Kf22 million rvas recorded to an inflow ofKc111 million in 1986. The net effect was a rise in the overallbalance from a deficit of KE7A milrion in lggb to a surplusof Kl73 million last year. Our foreign exchange resel-ves stoodat an equivalent of Kc343 million at ttre end of 19g6.

Mr. speaker, r have already appraised the House on theperformance of the economy last year. We should norv pause toreflect rvhat the immediate future holds for us. Kenyi.,s economicprospects for L987 are promising despite some neg"tive factors.boffee prices are already belol the lei,e1s of lggb:' Second,' petroleum prices are ril<ely to be higl:, r this year but wirl
, PI"babIy stabilrze at around $18 a birlel. Thircl, &ny rebouncl in
I lhe prices of-other primary commodities,. particularly tea, wiltI not be dramatic. Fourth, last year's rapid money growth meansI thut monetary and fiscal policy cannot be expansionary tSisyear, especially given the latest acceleration of infiation thatI remarked on earlier.

First

I
u

ri

I
At the

growth rate of
investment has
more goods and
over the last

same time, there are signs that we canover 5 percent this year. Last year's
created new capacity that should soonservices. The 2Z percent expansion oftwo years, much of it private,leaves me

sustain a
surge in

produce
investment
hopeful
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that 'investors will provide a new sti'multt" ln 1o1g-term growth'

Irarnrers hlr'e sho'n l,rcmenclous rcsj.licnce arj'l-i ene'gy sj'nce t5e drougltt

of 19B4. ',l'lrese ractor:s "oupL",r 
with reasollable rains so far tltis

t;r;; shoulcl irr,, in anothei ycar of satisfaciory growth.

Mapuf acturi,,g-=tro*" signs 
-oi 

ieSuvenatiop, while serv j'6r':s suc[ as

tracle and f ittltnce al'e expan(ing f aster tltan GDP' [inal]y' attd

crucially, l.ecent proje<.:tions Iuggest,that non-traclitj-onal exports
ciln compcn.sate for^ th6 aocf ine in"cof fee revenues' We s5ottl'd '
therefore,be able to contin.ru mal<ing foreign exchange available for
lnrports at rates hig[ enougtr to suslain another 5 to 6 percent
expansion of our economy iultrro"t running ipto f inancing difficulties'

Inshort,carefulmacro-econornic.managementandan
endorsement of the private sector's confidence can be combined

;;;;;;" " robust but responsible expausiotr of the eeonom)' over
'uext trielve to eighteen months'

to
the

POLICY ITRAhIB\fORK

Mr.Speaker,theeconomicconditionsjustdescribedsett}:e
stage for tlre iormuration oi the poricSr framework for the 1987 188 Budget

whose theme is "Sustaining e.ororic growth with financial stability" '
The first priority is to "n=rru 

a" continuation of the healthy grorvth

we experienoed ralt year. Equally -important is the focus on

financial stability, that ia; =ound management--of the budget' the

money supply and tL; balance of payments' fn Kenya's present

circumstances, there is no conf l-ict between t'he short-term goal of
fir:ancial stabiiiiy ancl the long-term go11 of economlc grolth:
grorvth can neither be attained nor susiained without fiscal and

monetary stability. By judicious short-term measules lnflatlon
will be.curtailecli, intesimerru rvi11 be attracted and funded' while
our debts ,uiii-u"'maintained at manageable 1e'els'

'(a) 
r have consistently emphas ized. in the past,

we should alsrays aim at a sustainable budgetary deficit for two

reasons: First, a lotver 
-aeii"it protects-balance of payntents'

Second,ittud.r""=inflationarypressureintheeconomy'Government's
fiscal performanee this yur" rltiects both the surge in our economy

a1d. the lmpact of our Oui"i"p;;;i policies' Although this vear's
deficit *""-f,rojectea at 3.5^percent of GDP, the final outturn
isnowestirnatedat''ound'Spercent.ofGDP.Thisunfortunate
development was occasion"J Uy-ii.". factors which were beyond

our control.

Iirst,thebumperharvestoi.aE6requiredtheNatiorral
Cereals and pioduce goaiO t; purchase^attd stoie record amounts

of grain. StocXs of nraize llached \2 million bags' the highest
level ln our history, unorgtr- ", -!'eed th; nat'ion for a year in the

worst of droughts.' Thls i; a major acl'levement, for which our

energetic f oi,"r"r= are tc b; comrn6nded. It is, and remains,

GovernmentpolicytopayfarmersprornptlyfoTtheiroutput.To
do this in tlre face of ? record narvesi-i'e[uired Treasury to provi'de

a. total of KC1Z0 millioa i" NCPB, which is KC90 million over

our original estimates'
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. Second, we also lncurred extraor
education. The developntettt of Kenya
literate and skilled work force, and
through University levels, .ref lect t
decided that, in fairness , to those s
university has been delayed, the thr
double their intake next year and el
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dinary expendltures ln
rests on the creation of a
our poliiies, from prirnary

his. Last year, it was
tudents whose entrance to
ee universities should
lminate the three-year

government has been forced
planned expenditures.
t will remain virtually
ted outturn for this
o stabilization and growth,
ed e:.;;enditures are

I
iI
II

I backlog of deferred.admisslons. This, together wittt the
implementation of the 8-4-4 system, necessitated an increase
in expenditure

The third extraordinary outlay was a consequence of Kenya's
commitment to the nations of Africa to host the Fourth A11 Africa
Games. Mr. Speaker, it is a source of national pride that we
are able to do so. However, the construction of facilities for
the games necessitated substantial additional outlays.

Without these demands on the Treasury, the deficit would
have been only 3.5 percent of GDP, precisely the target leve1
I set last year. This demonstrates the soundness of oui' fiscal
poliey. Nevertheless, there is need to put our fiscal policy
back on track immediately. If we de1ay, w€ will be forced to
take much more drastic actj-ons later, and that would hamper
economic growth. I, therefore, intend to reduce the budgetary
deficlt from its current estimated leve1 of 5 percent of GDP
this fiscal year to a more sustainable 1eve1 of 4 pereent in
Le87 188

11 r
et
has
to

year. Sinc
Government
channelled

To aehieve this deficit 1eveI, the
to make significant cuts in previously
Total expenditures in the L987 188 Budge
unchanged i eal terms from the estima

most productlve investments and most efficient
services. The y to this reorganizatron of public expenditures

lization is a long and
ing asked to approach
y. Lower priority
hat funds can be
gh productivity
addition, we w111
necessary recurrent
maintain existing 

:

:
!.tr. Speaker, expenditures .Ybi.ch :.I have just discussed,

are only one aspect of the budget equation.. The other most
important aspect is revenue generation. Efforts wi11, therefore''-tlnue to be made to restructure our .taxation systerr-r LO

improve its administration and collection, and also to make
revenue more responsive to increases in iucomes. For the time
being I would like to turn to financing of the deflcit, monetary
policy and development of financial markets.

(b) Financi.ns the Deficit Public Debt Manaeement

Mr. Speaker, w€ have learned during the past few years that
the vari-ous ways of deficit financing have important consequences
for the financial stability of the economy. It is, therefore,
lmportant that debt management pollcy 1s developed into a more
aciive tool of our overall economic development policy.

is a Budget devoted t
ensure that its limit

his
to

the
ke

is budget rationalization. Budget rationa
'complex process in which Ministries are be
their budgets and expendj-tures in a new wa
projects will be postponed or dropped so t
concentrated on the early completion of hi
investments including rehabilitation. In
ensure that sufficient funds to cover the
expenditures are allocated to operate and
facilities and newly completed projects.
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THE IiIINISTEA. }!R Tn{ANCE (CTO. ): I '
' , It was in rec.oflnition of this f act 'that, Iast ycar, w@

lntroduccd two new governmen t debt instrtuneuts , ItameIy, 'Irctsury
boncls rvith matttritics of 2 atrd 5 years respectivel.y. the
ir.l:ention vras to attract mediurn to lotrg-tertn f ttnds f rom Jutslde
the banki.ng system, 1. e. f rom tron-inf 1zr.t1<lnary sources, and so
contain the grorvth in tnottey sttpply.

Due to various clrcumstances, including the flnancial
unc,ertainties experj.enced by a few f inancial institutions in
the middle of the year and the repercussions of this on market
confidence, we were not successful in directing our borrowing
operations towards thc uon-bank sector. Instead we were for:ced
to rely heavily on borrowing from the Central Bank and from
commercial banks.

Now; fortunatety, confidence in the financial ma.rkets has
been restored and I have decided to resume the sale of Trea.sury
bonds. These bonds will be offered at regular intervals, with
maturities of six months, one year, two years, and f ive ''ears.
This .should attract investors with differing Iiqu.idity neecls.
The interest rate, or effective yield, oD the bonds will be
determined through an aucti-on. system to ensure that the return
on the bonds is competitive.

(c) &lonetary P

Nr. Speaker, this now leads me to the jrrterest rate structure:
during the last five years, interest rates in Kenya have been
higher than the ra"te of inflation. In other words we have
had positj.ve real interest rates over this peiiod. This has
been and remoitS a deliberate policy. Positive real rates
encourage the flow of savings into' the banktrg system, and they
screen out the use of these savings in unproductive investments.

Uaximum lending rates and minimum :aving rates have been kept
unchanged, in nominal terms, over the past year. In real terms,

.this his meaut that some interest rates, particularly the maxjmum
lending rate of 19 percent for non-bank financial institutions
(NBFI) has been very high indeed. That remains true today, even
though the foreeast rate of inflation is somewhat higher than
last year. Although I am aware of the reasons behind the
diffeiential in'rates pertaining to banks ancl financial institutions,
I still consider 19% to be on the higher side. I have, therefore,
decided to lower the lending rate of NBFIs from 19 to 18 percent
with effect fro.,r today. The other interest rates remain unchanged.
This move q:an also be seen as one step in gradual .ii)4ess of aligning
the interest rate structure of NBFI with that of commercial banks
an alignment that we shall be worhing on i.n the.future. The
cash ritio of 6 percent introduced last ye:.r' w111 bc malntained and
reviewed if the need arlses. '

. Taking lnto account the fiscal and monetary polieies I have
discussed, as well as the projected balance of payments, llte grolth
in money supply over fiscal year 1987/BB will be considerably
curtaifea. - Loot ing at" the piojectecl baJ.ance of payments position,
there are no major externat inf lorvs expected. Therefore, totitl
domestic credit will be expectecl to grow at about the same pace
as the money sttpply

(d) [inancial Market Development
Mr. Speaker, Kcn1,a has a well developecl financial.system with

& large vai.icty and number of banks and flnanclal lnstlttttlons.
trnwavon ac fha c.ret'c,m [ra< down'lonr.d ancl various rerulatorv dgClslonr:





I
J.I
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qade to attain dlfferent policy objectives, we have nelther
stopped to take a comprehensive look at the vlabillty arrd
bfficiency of the system as a whole, 1or have we examined its
internal dynamics and its interaction ivith the rest of the ec.onolny.
There is,therefore,'&r urgent need to make the flnanclal system
more responsive to the economyrs needs and thus to create more
efficient mechanisms for transforming national savings lnto
productive investment.

Lastyear,ImadepublicaJointstudy.oftheflnanclal
sector by the'Centrat Bank of Kenya and the International Finance

Corporation. i; line with the theme of thls Budget, I have

appoi.nted,,"oo"ainating"o*,itt.",lnvolvingprlmarilytlre
Treasury, the Ministry "f 

-piunning 
?nd National development and

the central Bank, to pr.prr" ,n iilplementation programme of
reforms required in the ,"""V- "nd fapital nrr "kets' The committee

has already ti"tt"a "on",ritine 
wrth tepruserttatiYg" from the private

sector where the experti="-on"**,y of th""" questions can be found'

The committee will submit 1ts report and recommendations

to me soon and I expect that a capital l'{arket Deve1o1.;tfl€rt

Authority, to oversee trre process'of financial market reform'

wiII be established in the-course of the coming fiscal year'

( e ) Mana ement of the BaIance of Pa nts
r. Speaker, \t/ou Id now I eto urn to payment with

rega rd. to the rest o f the wor1d. The substantial surPlus in
the balance of Payme nts in 1986 allowed us to raise irnPorts much

more raPidIY than in earl accumulate reserves, an d

to make a Iarge rePaYment
ier years, to
on our debt to the Internatlonal Mo netarY

Fund. We cannot count on being as fo rtunate in the Year ahead'

Taking into account the substantial debt repayments that we are

schedu led to make over the next four Years, there is a" need

to wor k on the balance of P ayments to keeP reserves at
accep table levels and make us less vulnerable to short-term
lnternational fluctuations'

AlthoughwecouldimproveouTshortrunbalaneeof
payments by ti[rrter.controi 6t imports, this clearly would

conflict with ttre aim of iu"i"" giowth. Th"tefore, w€ opt for
economic policies which "*puna-elports, 

while in the short to
medium term using lnexpensive balince of payments-support from

bilateral ,nd-*.ritifatlrai-'^""''ss. This wift allow a healthy
growthlnimports,thus"ntUfingtrstoattainouroutput'
incomeandemploymentt"'gut".."Since-.theseSourcesoffunds
are inexpensive, using t -i-wi11 only raise our external debt

burden marginally. In addlilon to these measures, we wl1l
continuetomanagetheu*"n'ng"rate^l"tlvelyandftexibly,for
it is the single most po*uri"i and efficient lnstrument both

to promote .*i"rt" and to protect dome.stic industry.

ai
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9!rltegy is thc gracluaI liberallzation oI tho frnport: r.egime.Although a rapid dismantling of inrport protcct-ion is pot feasible,ottr aim is to simplify itttd grrrdually loiver lrnport barr.J.crs, .Sothat our industry, th^'ough access to cheaper inputs and exposlr-eto increersed competition, will have jnoentives to become moreefficient, thereby provlcii.ng cheaper goods to donrestic cousurnerswhile enabling those witb export-potI'ntlal to take aclvantage ofI.f,.

(f) Sectoral Pol i c]-es

- 
'- Mr. speaker, r have already dealt with our f j:;ca1, monetaryand balance of payn.ents policies, Although these pollciesoveilvhermingly guide the overalr growth oi the econonry, r shalltoday go out of tradition and bri.tfy attempt to articulate ourpolicies on the ground, ilrat is, on ite major sectors of oureconomy where actual economic a,ctivities do take place. As theSessional Paper has indicated, economic grorvtl is the core ofgur development policy in order to create sufficient jobs;

improve income distribution; and satisfy our basic neecls. Rapideconomic grorvth and equitable income aistribution will begenerated by i.ncreased productivity in agriculture; a strategyof rural- urban balauce; and a dynimic ana re-structured
manufaeturing sector. I shall- deal with each of these sectorsin turn

(i) Agriculture

Agricultural growth ls centAt present 1t produces almost 30
product, employing or,'er half the
over three-quarters of Kenya's e
the nation to effectively feecl irural areas, and hence the equit
Kenya, also depends on a product
prosperity of the traditional an

ral to our long-term strategy.
percent of gross domestic
labour force, ancl supplying

xport earltings while enabling
tse1f. The prosperity of oury of income distributj.on 1n
ive agricultur.e as do tl:e
d the e:nerging urban centres.

ong-term investment programme for agriculture
nsion of tea and coffee procluction for export;f improved practices in growlng food crops;
earch on nelr maize varieties and lmproved dairyyear, Ken;,"a signed a credit agreement with the
velopment ,.:isociation whieh irrovides Kg60

The major 1
Lnclude the expa
wider adoption o
lntensified res
production. Last
International De
million over two
has accordingly
these funds as a
economy.

years
::aised
recogn

to
the
iti

support such inltiatives. TreasUry
budget ceili.ng to accomrnodate

on of agriculture's prlority in our

1:

Government has actlvely used prlce pollcy to elrcourage farmproduction particurarly by raising productiviiy. l,:-j.ces iorgrains, milk and other foods have been set at level.s that areattractive to farmers. Last year, rve reraxed controls overfertilizer prlces outside the main centres to encourage tradersto mal<e fertilizer available to small-scale farrners. This yearfertilizer prices have been reduced in the maln centres as weII.
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" Taxes on farm output have been kept tp. a mlnlmum. As a result,'since 1982 the prices farmers recLive for tneir products havegrown faster than the prices farmers pay for their lnputs. These Iincentives to farming wirr be continuEa. In addition, the 'E tGovern'nent has embarked on a.n exercise intended to restructure, I
the organizationar and opcrational nature of the Nationalcerears and Produce goard rvith the view to improving ltsmarketing; ensuring that farmers are paid proirpirvJ and reducingits recourse to the Exchequer.

(li) Rura1 Urban Balan ce

_Mr. speaker, Kenya needs more dynamic smal1 towns tocomplement the growth of agricultur"-. Agricultural developmentdepends on active market centres that provide farmers withproduction inputs aud profitable outlets f;;-t;;Tpioduce oftheir farms and pastures. Increasing agrlcultr"ri productivitystimurates the growth of such centref. -rn turn, ih""" emergingtowns provide numerous_ employpgnt opportunlties for our growl-nglabour force. This relationitip ueiieen agricurture and marketcentres lies at the heart of thi, rural-urban strategy artlculatedin the Sessional. paper.

rn order to stimulate the growth of market centres thegovernment has introdueed the Rura1 Trade and produetion CentreProgramme. The central objective of iui" p"og".o*u is toconcentrate scarce resources for urban infiaslructure in selectedsmall toiryns so as to- support a growing agricultural sector andbring into bearing the Lapacity of tnEir-ninterlands. rf this isachieved, lt will stimulate !h6 emergence of productive 
"rpiovr"ntgenerating activities. The Rural traoe and piorluction centrel '

(R'T'P1C. ), are small towns that process and market output fromfarms in the area; offer servicei and supply inputs to farmers;and create jobs for part-time farmers ano- iuit-time rural workers.
In support of this objective, the Government is establishinga new fund that will finance essential packages of investmentsln designated Rural Trade and production cenfres. This fund,entitled the "Dj.strict Development Fund" rviIl Ue-operationalwith effect from-_lst Ju1y, this year. Manajea-uy-tn" Minlstryof Planning and National Deveropment, the DDF will work withinDistrict Focus to channel funds from interested ald donors

lltg roads, water and power suppries and other infrastructure
!!"t-supports the growlh of private 

"r"r1 industry and services.The DDF is designecl to respo-nd rapidly and flexibiy toinitiatives frnm the District uevlrofment committeis, and canfinance both deveropment and recurr.irt expenditures. TheDDF will concentrate on centres where the potentiar for rapidgrowth i-:' become a major force in stimuraiing rurar prlvateactivity and thus promote rural-urban barance]
\

t
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(iii) Inclustrirl Policv
Mr. Speirkcr, asj itI l llonorr rable l{emlters are atvare , Ilis

Excellency tlie Irresident has tak,-:n tlre l.ead 1n supporti.ng the
expansion of jua kali industrles and the mlcro-cnterprises of
the informal sector in general. These very srnall-scaIc
enterprises provide inexpensive goods to consumers through
efficient local trrarheting channels; create large numbers of jobs
with very 1ittle capital; rcry primariry on farnily savings to
cover their capitaJ. requirements; require very littIe foreign
exchange; usualry utillse appropri.ate technologies and often
provide their ou/n skill training; and are an important source
of future entrepreneurs

To promote the expansion of jua hal.i enterprises \1'e have
to.find ways of reaching these firms rvithout comi:rornising the
independent, entrepreneurial spirit that makes them effective,
The District Development tr'und can becon.e a powerful instrument
to promote small firms in the rural centres by creating crucial
pieces of infrastructure. In support of the efforts L.y
His Excellency the Presjclr:nt, I propose in next yearrs budget
to incorporate within the District Development Fund concept,
finattce for the eonstruction of Nyayo sheds to accommodate jua
kali artisans and workshops located in appropriate rural centres.

Turning now to medium and large-scale $iarrufaeturing
industries, it must be emphasLzed that rapid gr<.,u'th of these
indu.stries is necessary to expand and diversify Kelr;,'a's export
base; create jobs at high and rising productlvity; r"nd att::act
and generate i.ndigenous Kenyan managers and entrepreneurs.
From Independence until'1980, value aclded in manufacturing grev/
by I percent a year. But for tlie following five years,
manufacturi-ng expanded by less than 4 percent annual1y. In
1986 there was a revival, BS manufacturing value aclded rose by
about 6 percent. Our aim is to sustain and increase that
grorvth over the oext several years.

Given that most of our industries depend on imported
plant and raw materials, it is important that r./ays be f ound
to malre them more competitive in the export market. In this
connection, we have lowered duties on raw materials, and
proposed the introduction of manufcturing in bond. :.

I am pleased to be able to inform the Hon. }{embers thxtvre
have already implemented manufacture under bond. Now that the
mechanishi'for sta.rting such plants has been established we look
forward to being able to take fu1l advantage of this policy
to attract new a,nd diverse investments .,.:..[ .r

To speed up the approval of new lnvestments ln mar, 'acturlng,
I have gazetted an interministerial, one-stop office wltl;. r the
Investntent Promotion Centre to asslst those seeking invcstrnent
approvals. Through this office, Government will provide
respotlses to prospec.tive investors within three months of any
request for any necessary permissions, registrations, lj.cences
or othr:r approvals. The IPC will also prepare an lnvestment policy
document, providing detailed information on aIl polici.es and
proceclures af fecting investors, which rvl11 be widely distributed,
within Kenya and abroad
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Mr. Speaker, Kenya has always welcomed foreign investors,
whose capital , technology , tnanag€ rnr:nt , and liorl d-rvide mrrketing
skills cin add enormously to our ""1'n productivt capacity and
especial.ly our ability to e;iport. Three furtltr:l' nleasures will
be undertit<en in orcler to encourage further foreign lnvestntent
into the countrY.

Firstly, as promised in the last Budget, the central
is now permitting foreign investors to borrorv from loca]
to cove-r the cosis of import duties on capital equi-ptnent.
should eliminate the need for overseas investors to {ind
additional foreign currency to pay these duties.

secondly, Kenya has decided to join the Multilateral
Investment Guarantee Agency, and the Attorney-Genu-ra1's Chambers
is currently drafting the necessary 1egal instruments. This
wjII further reduce the risks undertaken by a foreigner wishing
to invest j-n Kenya

FinalIy, His Excellency the President, ir his Jannhurl Day
Speech in fbSO, announced that the Government wculd consider
r6vlsions to the Foreign Investment Protection Act. I hope
to lay before this House a set of proposed arnendments n'hj-ch
wil1 Lo f ar towards r,. riloving those anontalies and barriers that
have laused foreign irivestors to suffer unintended penaltles
by investiug in Kenya.

Through re-structuring and policy changes, Governmeirt has
demonstrateO its rvillingneis and reacliness to create a favou::able
inveStment climate . i{or';ever, these tn€&Su.,ies and reforms havC
costs, rvhich are borne directl5r or indirectly by consunlers,
fa.r,mers, anci the Government. These costs can be justif ied anct the
Government can sustain these policies, but only if manuf acturei's .

respond v,,j.th greatel investment in industry, ploviding tnore
empioyment, raising productivity, Ion'ering prices !o, consumers,
.rO Lxpanding e;ip6rts of manuf actur:es. Once manuf acturers begin
to achibve these goa1s, Kc:rtya'S secoud stage of export based
industrial-.izatj-r-trt will be ttuderway.

Mr. Speaker, although I have dealt at length on the need
to develop an export oriented grorvth strategy,'I sti1l consider
the domestic market equally important. Hence there is, therefore,
a need to improve further 6n our domestic tracle policy to whlch I
shaI1 now turn.

6. NESTRICTIVE TRADE PRACTICBS AND I{ONOPOLIES

Mr. Speaker, IIon. Ivlembers rvi-ll recall from last year's
Budget Speech, that I promised to effect three changes in our
priEe co-ntrot system: the removal of certain non-essential
items from price control; the revisign of the Determination
of Costs Order to include items that are legitimate costs of
doing 'busi.ness; and f ina}1y, the publication of a Restrictive
Trade practicei, trlonopolies and piice Control Bill wh j-ch wi11.
not only regulate price contyol administration but most
lmportantly extenrJ surveillance to practices that restrain the
coilpetitive forces in our economy. I am glad to report to the
HOuse that Some eleven itetns were removecl from price control
and the Deterrniuation of Costs Order was revised and gazetted
late last year'as promised.

Bank
banks
This
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The Restrictive Trade Practices, l'{onoprlies and Price
Control Bill which I intend to lay before tht': House during this
Session marks the most important step in restructuring our
trade policy. As Hon. Members are aware, it is Governmeut
policy to reduce its intervention in the economy via parastatals.
As we progress in the irnp.lemcntation of this policy, it w111 be
necessary to put more reliance on policy instruments to infJuence
farm management and industrial decisions, on product choice,
investment and employment. However, &s private sector activities
and community efforts increase in scope and magnitude,
opportunities for abuses, favouritism and exploitation also
increase. It is common knowledge that i'arious kinds of groupings
with domini,nt power in different seeto cf the economy operate
tightly knit enclaves with the purpose freezing out others
inctuding new, emerging busiuessmen, v,:j rnay thus be driven
into failure or confined to fringes of commerce despite a high
degree of efficiency and willingness to work hard.

At present Government has few if any lega1 tools to combat
these restrictive practices, hence the preparation of t[is
important 8i11. By equipping ourselves with appropriate
legislation and enforcement machinery to combat such practices,
rve will make a major step forward torvards acceleration of
indigenisation of commerce and industry; promotion of efficiency;
and lowering of consumer prices which will eventually increase
exports by virtue of enhanced competition. This will simultan-
eously promote economic development and grea.ter equity in the
distribution of income.

7. BANKTNG SYSTEM

Mr. Speaker, the Honourable Members vri1l reca11 that H.E.
the President appointed a Special Investment Committee following
the instability whieh the banking system experienced last year.
The Committee was to look into the problems facing the industry
and put it back on sound footing. The committee began its vrork
last August and although it has not completed its report, it':
appointment has greatly helped in restoring public confidence
and stability in the banking industry. The public was greatly
eDcouraged by H.E. the President's assurance that the situation
would be kept under control and that the Committee would safe-
guard the depositors' funds. The halting of the withdrawal of
parastatat deposits from financial j.nstitutions and the
estabtishment of the Deposit Protecti<-rn Furd also helped in the
restoration of confidence jn the industry. -The l,ayment of
creclitors, including all the smaIl depositors, within a few months
of the establishment of the Conunittee was another major factor in
restoring stability in the banking industry. Mr. Speaker, I
would like to call upon all Honourable Members to join me in
paying tribute to H.E. the President for the speed with which
he- eniured that public confidence was restored; smalI depositors
were paid; and one of the indigenous banking conglomerate
has reopened its doors to the public.
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In order to strengthen further the legal machinery

necessary to maintain a sound banking system, the Fi.nance BiIl
I have published toda.y contains a number of furthcr amendments
to the Banking Act. These amendments are intended to improve
on the control, supervision and regulation of banks auf
financipl institutions licensed under the A.ct. Amoug the
proposed amendments are the following:

First, some hire-purchase companies have been known to
be taking deposits like banks and financial institutions under
the'pretext that they are financing their clients, nhile in
fact they are simply trading like the fornter institutions.
Since the public is not fully aware of which instj.tutions are 1.

licensed as financial institutions, innocent Wananchi stand to
lose money deposited rvith these hire-purchase companies which
are styled "XY Finance Limited'r. In order to remove this
'deceptlon, I propose to restrict the use of the word "financ,." aud
its derivatives only to finaneial j.nstitutions licensed under
the Banking Act.

Second, the Act w111 be amended to provide that all banks
and finaneial institutions rvil1 be required to be registered
as public companies uncler the Companies Act and that no single
shareholder shalI own more than 257o of the shares. Other than
the fact that they s,iII be required to provide more information
to the Registrar of Cornpanies, this prorrision will increase
public aecountability in the mauagement of these institutions.

Fina111,, potvers of the lieensing authority will be enhane.ed
to serve as a deteri'ent to misbeiiaviour by directors of banklng
conipanies. In particular, the licensing authority will be
empowererl to endorse or vary conditions on a current licence
including its revocation if it is considered necessary.

BUILDING SOCTETIES

Mr. Speaker, Iast year, I promised the House that a
study on Buildlng Societies wil.l be undertaken rvith the vj-erv to
harmonising their operations with those of other deposit
taking institutions. The study has not been completed. Hou'ever,
on'tle basis of the progress anci recomnrelrdations so far made
j.n tlis regald, I have today published the .Building Societies
(Amerrdment) Ilil1 , t987, rvhich cclntains provisions intended to
strengthen their capital base, improve their supervision ancl
protect public deposits. Briefly, it is proposed that the
iollowing condi.tions should govern Building Societies:

(a) Advances made by societies will be required to be
secured on land for residential purposes;

8

(ol

(c)

(d) The minimum capltal required to
society will be raised from sh.
sh. 5 million; and

licensing authority for these
licensing, TreasurY will have
the financial conditions of t'he

trirospects and the character of

start a building
100,000 to

Treasury will be the
societies. Prior to
to be satisfied about
society, its earning
its management;

The Central Bank wiIl become the supervislng authorit5-
as is the case with banks anrl financial institutions;
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(e) As in the case of banks and financial institutions,
the appointtlent of auditors by Building Societies
will be subject to the Central Bankrs approval.

I{hen these ancl other provisions contained in
enacted, it will be easier to keep tract of what is
this important sector of our financial system. More
it will enable the monetary authorities to supervise
the operations of these lnstitutions.

Mr. Speaker, the policy framework which I have just outlined
will guide the economic management of this nation in the years
ahead. Consequently, next year's budget has been formulated
vrithin this fiamework in mind. I will now turn to the financing of
Government Expenditures .

I FINANCIAL OT]T -TURN j.986/87

(a) Recurrent Revenue

This year's ordinary recurrent revenue was estima.ted at
Kg1, BBZ.8 miilion plus Appropriations-in-Aid of Kc38.4 milliou
making a total of KC1,421-.2 mi11ion. This recurrent revenue
was to comprise of KS298.5 million from Customs and Excise;
Kg3Z0.O million from Income Tax; K9.437.1 million f rom Sales Tax
a-nd the balance of K9.277.2 mj.l lion from other minor taxes,
dividends, charges and fees. Mr. Speaker, I am glag to inform
the llouse tbat [ne revised total revenue is now estimated at
Kg1,415. 5 rnillion Kt32. 7 million or 2.4% above my last yearr s
projections.

While there will be substantial shortfall in Sales Tax,
this will be more than compensated by the over-collection of
Income Tax and import duty. This shortfall was principa'11y
because of the remission granted to oil companies in order to
compensate them for the risen crude oiI prices I -al1uded toeariier, while j-ncreased income tax and cttstoms duty is
attributable to the buoyant growth of the economy last year,
and the liberal import polici pursued over recent months' I
now expect to rais6 Kf.331.4 million from Customs and Excise;
KIB9S.b million from Income Tax; K9416.0 million from Sales Tax;
while other various taxes are expected to raise K9.273. 1 mi1li-on.

(b) Recurrent Expenditure
Tbis yearts Priuted Estimates of Recurrent Expenditure were

estimated at Kcg2g.7 million excluding Appropriations-in-Aid.
Consolidated Fund Services were expected to take another KE497,l
million making a total Recurrent Eipenditure of K91,426- 8 milliot
As the House iitl reca1l, there were four items which forced
Government to seek Parliamentary approval for Supplementary
Appropriation of KC88.8 million early this calender year' These
*ii'e ttre need to pay farmers for the good maize crop I have
already atluded to;-the need to enhance security within the
countrjr; the increased costs of teachers to cope with the enhanced
primarj, school enrolment; and the additional cost related to
double-intake in our national universities. I had also to finance
Excess Votes and Under Issues on prior years amounting to
KS55.34 mil1ion. I, therefore, eipect this year's net Recurrent
Expenditure to be t<it,509.6 million. However, issues from the
Becurrent Exchequer are now estimated at K91,504.6 million
compared to the total revenue of K91,415.5 million.

the Bill are
happening in
important,
and i,;uide
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I sha1l, therefore, have no surplus in
Account to transfer to the Development

the Recurrent
Exchequer.

Bxchequer

(c) DeveloPment ExPenditure

Tlris yearrs Printed Develop.ment Estimates projected gross
expenditure of KS488.9 million including Appropriations-in-Aid
of K0196.3 miII'ion. RecentIy, the House approveC gross
Development Supplementary Estimates of K[,48.8 mj.]Iion making
a total gross Development Expenditure of K9537.7 mi11ion. As
I have already indie.ated, this additional expendittrre was
occasiouecl by the need to revita1ize Kenya l[eat Commission;
construction of facilities for the All Africa Games and the
doubling of the urriversity intake. Horvever, it is estimated
that onty KC3O5.2 mLllion will be issued. from the Development
Excheqlier.

The overall deficit wi11, therefore, be KS289.3 million
which is approximately 5 percent of GDP. I expect to reduce
this deficit next fiscal year and it is to this that I norv turn.

10. FORECAST OTJT_TURN 1987 I 88

(a) Ex enriiture L987 88

[{r. Speaker', &S Hon. }tembers have already Seen from their
copies of Printec Estimates already iaid before the House, gross
Becurrent Expenditure of Irtinistries is estimated at K91,791.2
miI1ion, composerJ of net expenditrrre of K91,633. 7 million and
Appropria;ions-in-Aid of KL\57.5 rni1lion. This estimated
Recurrent Expenditure represents an irlCr€2S€ of 19 percent
over the revised estimated i-ssues for this fiscal year.

This increerse is accounted for by: f i::st, the f inal instalment
in salary increases for civ11 servants recomtnended by the Ramtu
Commission; second, the increased interest and debt repaymettt
charges; third, the increased university intake; and foulth
costi related to voter registration and the hosting of the A11
Africa Games.

Development Bstimates for 7987 /88 call for an expencliture
of KS613.6 million inclucling Appropriations-in-Aid of K9288.6
mi1lion. This represents an increase of 14.L percent ovel'this
yearrs Bevised Estimates. This increase is ae.counted for by the
higtl buclgetary :rllocations to Ministries of Agriculture, Livestock,
Transpori and Corruuunieations and }Iealth. These high allocations
refIect Governtnentrs commitment to boost agricultural and
livestock productlon; and improve rural access roads and health
facilities.

1Ir. Speaker, I'do not intend to analyse further the details
Cf either recurrcnt or development expetlditure at this stage.
We sha1l d.ebate the spencling :,.llocatiotls in the Committee of
Supply and I shall hold the matter over titl then.

to
of

It is sufficient at this stage to merely note that I have
finance total expenditure of Some Kt2,4O4.8 million. The rest
my Speech will be concerned with hoy I intend to do this.
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(b) External Revenue

Mr .. Speaker, H.E. the President has cont inuottsly emphasi...rd
that Keuya has no quarrel witlt any country and we are strong
believers in cordial iuternational relations. As a result of
the friendly relations existing between us and the rest of the
world, various goverrunents and internatircnal financral
institutions have continued to assist Kenya at times of need.
Next year will be no different and I would like this House to
join me in expressing our gratitude to the international donor
community for its favourable response to our requests.

As I have alreadv indicated, external resources will be
negotiated within the overall Budget Rationalisation Programme.
The objectives are to achieve substantial improvements in the
composition of Government expenditures, improved utilisation
of existing capacity and the rapid completion of on-going high
priority projects. Using this criteria, I expect to draw some
K9539.5 million f,rom external sources. Of this amount, 44.Wo
will be in the form of grants and 55.3% in the form of project
and programme loans. 'I'hus, I expect to finance 22.4% of my
total expenditure from external sources. As customary, the
main burden of financing Government expenditure will be borne
by Kenyans and I norv turn to how I propose to raise the balance of
K91,865.3 million

(c) Domestic Borrowin

As I have already indicated, last yearts growth in money
supply was on the higher side. I bave also indicated that
in an effort to lmprove Governmetlt debt management policy, I
propose to introduce new governntent securities intended to
attract funds from non-inflationary sources. Using this
criteria, I propose to raise Kt274.5 miIl1on from loca1 borrowing.
Out of this, some Kg50 mjllion will be raised through long-term
stock and the balance thr<;ugh Treasury Bonds and Treasury Bi1Is.

(d) Internal Revenue

In spite of i.ncreased crude oil prices and fallen coffee
prices, I project that the economy will grow by 5 percent this
year. On the basis of this proiection I estimate that,
ordlnary revenue, dt current rates of taxation, will provide
some K91,506. 8 milIion. Appropriations-in-Aid will provide
another K948.8 million making a total of KC1,555.6 million.
I have, tberefore, a gap of Kt35.2 million to finance froi:l
additional taxation. The rest of my Speech will outline how
I intend to do this.
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11. TAXATI ON PROPOSALS

(a) Customs Tariff

Mr.speaker,IhavealreadybriefecltheHouseonthe
international economic situation, the debt crisis facing sub-

saharan Africa, the state of our economy and the polici'es we

intendtopursuetomaintainsustainedgrowth.^I.l.11vealso
indicated thai I have a financing gap of K935.2 million'
I now turn to my taxatj.on prop""irI,- ancl as usual, I would

ask 1lr. Speaker Sir, that itte'rest of my Speech be regarded
as Notice of , uoti-on to be moved before the comrnittee of \\'ays

and Means.

TheFinanceBj-Ilpublishedtodaycontainssubstantial
antendmentstotheCttstomsarrcttrxciseAct.Beforedrawingthe
attention of the House to the most important of these chang€s,

1et me f irst Oeaf with a f ew technical and procedural mat't'crs '

TheBitlcontainsamenclmentstotheCustomsandExciseAct
intendedtorectifytypographicalerrorSandomissions.It
also contains amerrdmei',is to streamline aud harmonise tariff
and statistical codes in accordance rvith the lrecommendations

of the custom!-co-op"ration council. trlost important, it has

been d.eemed necessary to classify fertllizers b5r their types

so as to enable the rrrini"trl,-oi lgriculture keep track of the

avaitability of various typls-ot ini-= essential agricultura'l input'

Mr.Speaker,Irvouldnolvliketoturntotiroseamendments
rvhich have revenue impl ications '

First, subsections Lz(L)(a) to (e) of the Act contains a

list of gooos which are deemecl'to be::nder and subject to customs

control . As 
-proui,f 

"cl 
under subsection 1,2(2) (b ) , such goods rnust

not be interfered rvith uv"unv-unautrrorized' person' . Interfering
with the risiea-sooa" intr"Ol converting of tl?l"il goods to
home use rvithout authority and consequeiltry rvithout payment of
cluties. It also inclucles'diversion 6t rvarLhor'rsecl goods f or ltome

use insteacl of transl:ortinI ifrl* t" tlu bonded warehouse nomirlated

and declared as a *ate5ousE for the storage of such goods ' lt'here

a person is found guilty;i such misdemeaiot; the.goods, if found'

are seized unO iorieiteif UV virtue of subsection 72(4)' Horvever'

this subsection does not pi:ovide.for a specif ic penalty n'hich

may be imposed against the' culprit '

Mr.Speaker,offencesofthisnaturearedetrimentalnotonly
torevenuebutalsotoorr"-industrialclevelopment.andlvouldappeal-
to be on the in""uo=u ' i; order to discouraq" l^l:: kj-nd of
smuggling, I il-proposing to amend the 1aw to provide that, over

and above the forfej.ture oi the goods, ihu culprit will be liable'
to imprisonment for a term of thiee years or to a fine of one

hundred thousand strirri.ne;ii. i.-u.ti, such fine and imprisonment'

second, the Department has had disputes with the Kenya Ports

Authority ";a ii;; o*n.r"/;;;";; of imporled goods arising from

clelays occasioned by the Department 3nd thereby causing liability
to demurr:rge or storage "t*igu= Ylrl9h o,. collectect by Ker:ya Po:''ts

Authority. Delays on th;--;;;i of' the Olpartment may be caused b5' :
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(a) Entries being referred to Senior Officers for

classification and dutY rates.

(b) Samples bving referred to
identification.

laboratories for

(c)

(d)

Fu11 examination of containers.

Inadvertent misplacsrnl,ttt of entries.

}{here delays in c}earing and delivering goods out of ! [
atrea is due to Customs, :u1 appropriate endorsement is made (,:. Lhe
reverse of the Port Re1t. ase Orders and the Customs Import Elttries
by the proper Customs Officer. This endorsement is meant to
relieve the owner from penalty for delays attributable to the
Department. However,where Kenya Ports Authority rejects these
endorsements, the owners have turned to Customs for refund. In
order to protect revenue, r propose to ametrd section 26 to
provide that no such refunds shall be effected by the Department.

Third'subsection 46(L) provides for an initial period
of warcbousing of warehoused goods as one year. It also provides
a re-warehousing entitlement once only unless the Minlster
otherwise directs. It is not clear whether the period of
re-warehousing is one 1'ear. Since the period of re-warehousing
has not been specified, there is an ambiguity over the length of
period of re-warehousing. It is, therefore, proposed to remove
tUis ambiguity by providing that the period of re-\r'r rehousing
shall be one year or such longer period as the Minj. r.cr IIls$ dlrect.

Fourth, section 123 of the Act provides that "if any practice
of the Customs relating to the classification or enumeration of goods
for the purpose.s of liability to duty is altered with the result that
less duty is thereafter charged on gorrds of the Same class or
descriptl-on, no person shall become etititted to a refund of any duty
paid before the alteration took effect". O'r the other hand, section
1aO(1)(b) empowers the Commissioner to gt?.t!t 3. refund of any
duty which has been paid in error. Section i.23 may thus be used
to 6ar affected importers frt)m claimiug and !,uing granted refund
of duty. Ilowever, such action may well be clisputed in court by
virtue of section 146(1)(b). In order to clarify the circumstances
under which section 123 wiLl apply, and therefore protect revenue,
I propose to reword the 1aw to provide that section 123 will only
apply where the practice of Customs has been approved by the
Commissioner or where it arises as a result of a ruling by the
Customs Co-.cperation Counci 1.

Fifth, I have already emphasized the importance of industrial
develi'pnent to our economic growth and inclicated some of the
incentives we are according this sector to boost its growth.
As an additional incentive, I propose to reduce the rate of duty
on industrial capital machinery by five pecentage points. Since
the rates of duty on capital machinery vary between (2O 45)%,
the overall average reduction will be (11 25)% of the current
rate. I hope thai industrialists will take advantage of this
reduction in duty to expand domestic manufacturing.
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Sixth, last year, I rcmoved duty on capital machinery for

small-scale industries located in the rural areas where the cosr
of such machinery does '.:rt exceed sh. 5 million. During the
implententation of this t'.x€mption, and because of the appreciatlon
of foreign currencies, it has become clear that the ce1ling of'Sh. 5 million is far too Iow for these small-scaIe industrirs.
r have, therefore, doubleri this ceillng from sh.b mlrlion to
Sh. 1O mi11ion.

' Seventh, when duty reductions were effected over a rvide
range of rarv materials during (1983 85) the textile sector was
trot affected. This sector was skipped because there was
an on-going study to evaluate its competitiveness. Although
I am informed that the sector is fairly competitive domestically
because of the large number of industries involved, r propose
to reduce duty on some of their imported yarn by s percentagepoirts in order to make these industrj-es nlore competitive
internat ional 1y .

Eighth, early this year, the Government decontrolled
the price of meat across the nation on the grounds that there
is adequate competition in livestock production and marketing.
This fact has been borne out by the fact that there has been
very 1itt1e increase in the price of meat after the decontrol.
As the population grows and encroaches on marginal lands, there
will be increased demand for zero grazing on sma1I horclings.
Hence th-' i-ncreasing demand for manufactured animal feed. rn
order to boosr animal production, r propose to remove ciuty on
premi;res and ori cake used as rar,; materiars for the pr.oducti-on
of animal feed. As a resnlt of this measure, I expect
manufaeturers of animar feed to pass on the benefit to the
consurlers by way of reduced prices.

80%.
office
is too
and I

Ninth, pencil lead is currently dutiable at the rate of
r have received complaints from loca1 manufacturers of
and school pencils to the effect that this rate of dut5.
high for a rarv material. r have considered their case

am now reducing the rate of duty from 8Or/o to ZS%.

Tenth, one of the items produc.ed 1ocally in large quantities
is ceramic rvares. rn spite of the low domestic prices, some
individuars with a high taste for imported goods contiirue topester the Government to authorize importation of ceramic wares.
rn order to discourage such luxurious importation, r propose
to raise duty cn ceramic tiles, tableware, and other cerami-c
articles of adornment by (28 100)%

Eleventh, currently, returning residents are arlowed t.o
import one passenger duty-free car provided that the person has
owned and used the car outside Kenya for at least 12 months.
rn view of'the very high cost of big passenger cars, some people
have abused this privilege by asking Kenyan students overseas
to buy these cars, keep them f or one year ancl bring ilrem to
Kenya duty-free under the pretext that they are theirs. Thus,
although there are numerous large passenger cars on our roads,'there is hardly any tax paid on them. In order to ensure that
the Exchequer gets ?L fair share of the price of these cars, I
propose to amend the law to provide that, returning resiclents
will only be allovred to bring back duty-free passenger cars
whose capacity does not exceed 2000 c.c. lYhere the engine capaci;;;
exceeds 2000 c.c., the returning resident wirl be required to





L.25 - 11.6.87

sm urNrsTEa. FoR rrxAI'IcE (cro.):
pay duty on the difference between
ind Sh.40,000/=' If the assessed
or less, tro dutY shall be PaYabIe.

Mr.
tariff will
revenue.

the assessed value
value of the car is

of the car
sh. 40, 000/=

TweIfth, last year, I removed duty on agricultural
sprayers in order to boost agricultural production. I am now
intoimeA that this measure was not as effective as it was
intended because most agricultural sprayers are manufactured
Iocatly and their raw materials are dutiable. Therefore, ir
order to attain my original objective, I propo:': to remove
duty on raw materials used for the manufacturt' f sprayers.
It is my hope that manufacturers of this inti,, tant agricultural
tool will now pass on the benefit of this duty removal to
farmers by way of reduced Prices.
' Thirteenth, for some time now, pharmaceutical
manufacturers have been enjoying duty-free imports of raw
materials for the matirifacture of drugs. I have received complaints
that some of the companies enjoying this privilege are not drug
manufacturers anymoie arrd that some of the items in the eligible
list are not raw materials. In order to protect revenue, I
have today publishecl a fresh list of the eligible manufacturers
and the raw materials.

Finally, Cus'ioms Agents Licence fee. These are the fees
paid by clearing and forwarding companies for their annual
iicencb. These licenr:r: fees were last increased some three
years ago and may be 1 , j s is the major reason I r the increased
iuinter 6f appl.icitionr ,,'jing received by the Dt,.,artment annua1ly.
In order to maximize I', \:€itUe collection, I propose to double the
fees from Sh.5,000/- to Sh.10,000/- for renewal of a licence
and from sh.2,500/- to sh.5,000/- for late applisations.

Speaker, the measures I have announced in customs
tost the Exchequer some KLz.58 million in lost

(b) Excise Tariff

Mr. Speaker, I would now like to turn to exci-se tariff
where I have only one change to make on cigarettes and tobacco.
I have annually Lmphasized the need to maintairr revenue from
these luxurioui itLms in line with the rate of domestic inflation.
I have also indicated that the rate of inflation last year was
very Iow. In consider:.rtion of these two factors, I propose to
raile the levels at which ct::':'ent rates of excise appl)'by an
overall weighted average of "0.8%. This rvil1 have the effect
of increasing the price of sorne popular irrands of cigarettes
such as Ten Cent and Scor'.r by 50 cents per packet;'ooster
by bb cents per packet; zrnd the more elite brands of Sportsman,
Embassy and State Express by Sh. 1.00 per packet.

This measure on excise tariff rvill take effect from
midnight tonight and will provide the Exchequer rvith an
additional K96.60 million in revenue.
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(c) LocaI I'latrufactures ( Ilxport C ensat ion Act

Mr. Speaker, strbsection (1)(b) of the Act prot/ides that no
compensatory payment shal1 be made in respect of the exporta'tion
of iny el.igib1e goods before foreign currency due in respect of
such exportation has been received in Kenya by an authorized
dealer. This provision, therefore, precludes exporters under
the preferential Trade Area Agi'eement or any other bilateral
agrcement between the Government of Kenya and any other government
fi.,,n qualifying for compensatory payment j-n respect of eligible
gorrds on the grounds that foreign currency due is not receivable
UV an authorized clealer. It is f or this reason tlia.t we have been
unable to pay export compensat'ion to exporters of eligible goods
to ltgancla uncier the settlemenl of assets and liabilities of fcrrmer
East African Communi-ty rvhere .rllyan goods exported to that
country are paid for in Kenya l,hillings. This does not appear
equitaLle and I am, therefore, amending the Act to provide that
rvhere eligible goods are exported under a bilateral agreement
betrveen the Government of Kenya and any other governmeut, theu
comlrensatory payment may be effected ir:respective of rvhether
foreign exchange has been received by an authoriz-ed dealer.

(d) Ex ort Dut

Mr. Speaker, I rvould nol like to turn to Export Duty rvhere
I have trvo cira.rges to mal<e. First , rates of export duty on cof f ee
and tea have not been changed for a number of years. During 'this
peri.od, farmers have c.ornplained to Governmettt tha1. the pri-c.es of
agricuitural- inputs have risen considerabl5' and li'c' l:&ve , thcrefore 

'been taxing their costs in productrcn of tea and c' i'ee. I ltave
COnsiClered their CaSe and., in order tO give them S'-:',it..: reSpi-te,
I propose to raise tile export cluty threshhold,i.e., the level at
which tax starts to apply from Kf1,000 per ton to I(C1,200 pel'
ton. Therefore, where the price of coffee or tea does not exceed
KC1,200 per ton, then no export duty rvj1l be cirarged. This measure
wl1i giv-e the producers of these two comnrodities some KC5.l.7 million
in aactitional income rvhich would have othelwise gone to t'he
Exchequer. I hope this additonal income rvil be judiciously used
by these farmers to improve the rvelfare of their families whose
siveat is the rnajor {actor of production of these crops.

SeCond, there are a number of ravr materials which are
produced or are available localIy Yet tlley are.not,-available to
our domestic "i""u. 

-tfrese materiais are 6xported by our local
ii"O".e'i;-o;fi-to-Ue re-imported by domestic users. These materials
include wattle extract principally used in the tanning industry,
and irol aricl aluminiurn scrap uscd in the manufacture of reinforce-
ment steel and window frantes.

In order to cliscourage the exportation of these mate::ia1s,
I propose to impose an export duty of 5 percent on these items.
This measure wiff provi-de an additional KLz.37 million in revenue.

Taken together, these measures on export duty will cost the
Exchequer some K92. B0 miIllon
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(e)
Mr. Speaker, I now turn to Sales Tax. First, Regulation 11

of the Sales .l'ax Regulations gives ta.x remission on goods
distributed free as advertisi.ng materjal. Some manufacturers
have used t.his provision to avoid paynrcrrt of tax vrtrere advertising
companies have placed orders for manufactrtre of goods print.ed with
advertising messages. Though the printers are actually paid,
they have refused to pay tax on the grounds that the material
is free of tax by virtue of this regulation. In order to protect
revenue and seal the loopho1e, I propose to amend the regulation
to require the manufacturer to seeh authority i.n writing, prior
to manufacturing any advertising material which is non- taxable.

Second, section \7(2) of the Act provides that taxrble goods
imported by land from Uganda or Tanzania should be producecl by
the importer to the neaiest Customs Office to the point of entry and
any importer who fails to do so shall be I j able to imprisonnent
of upto five years and a fine of Sh.50,000/-. This provi,,'jrili was
intended to prohibit smuggling of goods u':-thin tire former [ast
African Cormnunity. However, it is commol knorvledge that a lot of
goods are smuggled by land from our other neighbottrs. In order
to remove this djscrimination and further deter smuggling, f propose
to amend the 1a',v to include all goods imported by land and double
the levcI of penalty to Sh.100,000/-.

Third, taxati-on of passenger cars. Last year, tlie Gorrernment
undertook to review the taxation of small passenger ears with the
view to making thenr affordable by the middle incorne families. I
am glad to report tbat Treasurl'has noul examined sympathet-i r:';11y tiris
important issue and, aJ-though tire major cause of passcllget' ( i' I't'ice
escalation is the apprec:iation of the currencies of ou:: majo:'l.rlrding
partners, I propose to rr,iuce t.[:e rate of tax on all pirssenger ca,':]
by between (15 - 25) pe]:(.rnt. Therefore, with effect f rom tnidnight
tonight, the rate of salc'; tax on passenger cars with an engine
capacity not exceeding'l 200 c.c. will be reduced froin 40% to 3O%;

Sales Tax

exceeding 1200
exceeding 1500
exceeding 1750
exceeding 2000
and exceeding

irot exceedi r:g 1500
:rot ex,'eeding 1750
,)t exc:eeding 2000

' Lrt exceeding 2250
j'r'om 4007o to 34O%.

50% to 4O%;
65% to 557oi
100% to 85%;
'130% to L95%;

c.c
c.c
c.c
c.c

e. c.
c. c.
c. c.
c. c.

2250

but
but.
bu1
bu',

c. c.

f ronr
f ror:
f rr-,:i;
f rc:'

Mr. Speaker, thj: js a major tax reduction. .l while on
this subject, I would l.' lle to inform motor .'t:hiclt .,r,semb1€rs

that the public is becomipg increasingl5' col.lce]'n(, ,,i-rout i 1,c high
prie.es of Ioca11y assembled ve!:icIes. Ai"though .i l'precia:.c there
are liur.r.ued economies of scale: 'lue to the sma11 n'rifir))er of vehicles
assembled, I would nevertheles..; exhort them to imprc.,ve their
efficiency with the view to benefitting the consumer and the
country at large.

Fourth, jewels. Mr. Speaker, jewels and other preeious
metals are normally used in this country as a vehiel.e to circumvent
foreign exchange control regulations to take money out of the
count.ry. It is for this reason that it is very difficult to teII
tbe difference between the miner, the manufacturer., the wbolesaler
and the retaj.ler of jewels. Consequently, and although it is well
known that dealing wi.th jewels is a very lucrative trade, it has
proved difficult for the Commissioner of Sales Tax to register
any manufacturer of jewels as a taxpayer. Every time that he tries to
register a jeweller as a manufacturer, the jeweller argues that he
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is a retailer and in any case he iloes not seIl more thair Str.200,OO0 u,orth
of jewels per annum. This is obviously ^ cunning rvay of avolcling
tax. In orcier to close this loopliole, I am antending the la..w to
redesignate jervels as goods on which tax will be paid'by dealer-s
at all levels -- mining, mirnufacturj-ng wholesal-ing and retailing.
Therefore, effective from midnight, &11 dealers in jeu,els rvi1l be
required to register with the Sales Tax Department as i.axpayers.

Fifth, petrol: Itlr. Speaker, those who have been following
me closely will have noted that I have given away substantial revenue
on passenger cars. In order to compensate the Exchequer for the
levenue 1ost, I propose to raise ta>; Jn premium and regulai gasolines
by 40 cents and 30 cents per litre respee.tively. Sirrce most public
transportatiott is diesel propelled, this ;ncrease should not affect
bus fares. Neither should it affect agriculture and manufacturing
industries.

Sixth, beer. In spite of the fact that our beer is one of
the best in the world, its price is stil1 very 1ow compared to
beer prices worldrvide. I am also told that, following the closure
of off-licences late last year, bar owners are nraking substantial
profits. In vieiv of these factors, it is on15r I':rir that the
Exchequer should maintaj-n its share of the soaf ing prof lts in thj-s
industry. Consequently, I propose to raise the current rate of
sales tax on.beer by 80 cents per litre. In addition, Kenya
Breweries hal,e applied to me for a price increase ctf 20 cents per
bottle occasioned by increased costs of plant maintenance and a
planned price j-ncrease to barley g;-owers. I have carefully evaluated
lreir request and it is justified. As a result of these tvro
ac'bors, the price of beer'wiI1 go up by 60 cents per half litre
ttl.e with pro-rata incrc:ases in other sizes with effect from
dnight tonight.

Seventh, soda. The price of this beverage has not been
increased over the last one year in spite of the fact that
the price of sugal'lvas rajsed earlv this year. As a result of
j-ncreased sugar prices, soda manufacturers have aprl.rlied to me
for a prlce j.ncrease. I am alarding the requested price increase
and, cotrsldering the benefits which I shall gi.ve to taxpayers
later, I have decided to increase rate of tax on soda by
(16 - 2O)% of the current rate. In vierv of these two factors,
the price of soda will go up by 20 cents per bottle with effect
from midnight tonight
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Finally, baby food. I have received complaints from
working mothers to the effect that the eost of baby food has been
rising considerably in rece:ir years due i;o the sales tax of
L7% imposed on food mix for' :.ire manufacture of infant milk.
In order to ease their burdr li, and itl cogllizance of
H.E. the President's unequivocal love for children, I propose
to remove tax on this product to ensure that these mothers
bring up healthy children.

Taken together, the measures I have announced today on
sales tax will bring an additional Kf.23.90 million in revenue.

(f) Income Tax

Ilr. Speaker, I would now 1j-ke to turn to income tax
lrrhere I am proposing major changes.

First, personal taxation. Some people have been heard
to comment that Kenya is one of the most highly taxed countries.
Whether this is true or not I would not like to say. I do know,
however, that people who make this claim refer to our indivldual
top tax rate which is 65%. Unfortunately, tro credit is given
for the spread of the tax brackets and the frequency with
which these are reviewed. It is pertinent to point out here
that, such an exercise was carried out only two years ago
when I reduced the personal taxation by widenit,;1 ta,'l brackets
by Ks3O0.

- However, there is now a world-wide concensus on the
economic desirability of tax reform and reduction, and 1n
particular I he reduction of ineome tax. Lower rates of tax
provide peisonal incentives and stimulate enterpf i:,re, which in
turn is ttre only way to better economie performalil,:. And it is
only by improving our economic performance that we will be able
to afford to spend; only by improving our economic performance
will we be able to create jobs on the scale that we all want.
I, therefore, propose to lower the top tax rate by a fu}I
1E% from 65% to 5O%. I believe this measure will now classify
Kenya in the category of normally taxed countries.

Mr. Speaker, it is my hope that by lowering the top tax
rate, individuals in the top tax brackets will no longer spend
their energies seeking 1egal ways to avoid taxes, or v/orse stiI1,
i1IegaI ways to evade paying taxes. Those energies previously
devoted to devising and ope::ating tax schemes should uow be
diverted to economically produrti-tre activities. The lower tax
rate should encourage work effort and n:ore lnvestment thus
creating the right climate for greater economic growth which
will benefit all of rts including Revenue itself.

Second, I have gr-.od news for the small taxpayers. I have
decided that 1n view of the rising cost of llving, time has now
come to raise the point at which an individual taxpayer., starts
to pay tax. These points will be raised by at least 33t%
throughout as follows

I

(i) Single individuals

(ii) Married individuals
per year.

from Sh.720 to

from Sh.1,800

Sh. 960 per year.

to Sh.2,400

Single person supporting a child from Sh.820
to Sh. 1,200 per year.

(1ii)
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Irr other words , zD individual who j s single will pay no

tax unless he earns Sh. 800 per month or more and a married man

will pay no tax unless he ea,rns Sh. 2,OOO per month or more. For
the singte parent supporting a child, tro tax will be due unless
he earns Sh. 1,000 P.m.

The most remarkable feature of thls measure is that it
will release a total of 140,000 1ow income earners from
taxal.ion alt>gether. This is, lndeed, a major gesture which should
considerably improve the standard of Iiving of this important
section of our societY.

Third, a further measure
income Broups will be bracket
the brackets bY 10% throughout.
out in my budget sPeech of 1985
paid. less tax in 1986 and 1987
less tax from 1988 onwards.

Fourth, 2S these measures will result in very considerable
loss of Bevenue, I am duty bouncl to find means by which I can
recoup some of it back. I find this in the under-valuation of
emptoyer benefit schemes which are nol proliferating in this
countiy. Given that these benefits are typically provided to
top exLcutives, the under-valuation of benefits provides a very
geirerous tax relief to these high income earners. It j"r; estimated
tfrat for each high income earner, the tax relief could be costing
the Treasury anyihirrg between g2,OOO and C5,000 which is both costl
and highly inequitable.

I am aware of the fact that the Commissioner of Income Tax
uses a system of fixed benefit rates which he publishes from
time to iime to tax employee benefits. I also know that there
was a general increase of valuation last year. However, these
inct:eaSes \{ere minimal, half-hearted and far from the true value
that should be placed on them.

Fifth, provident fund executive schemes. Any tax agency
worth its sait- must be on the lookout at all times for any tax
schemes devised by taxpayers to minimise tax by unfair means.
The Income Tax Department has identified avoidance schemes in
the form of short-term provident funds rvhose principal aim j-s

not to provide a lump sum payment to junior employees on
retiremint, but to piovide tax free remuneration, OD the side,
to the highly paid company executives.

These provident fund tax 'avoiclance schemes have considerablt
expanded in tire last three years. They all seek to exploit the
di-fference between the 45% tompany rate of tax and the 65% top
individual rate of tax. l

to take care of the lorv
wirlening. I proPose to widen
A similar measure was carried

. Everyone has consequentlY
and now everyone will PaY even

With the introduction of a
rate of 5O%, these schemes should
in case they do not, I ProPose to
the employee will. be taxed on the
a fund, unless the Provident fund
Commissioner of Ineome Tax.

Sixth, withholding tax on interest. Professional bodies
in Kenya have advised me constantly that I should opt for more
and moie forms of withholding taxes. Apart from improving tax
compliance, withhotding taxes also accelerate Government cash
if"ir. They have the advantage of collecting tax when nloney is
available bo that it is a. less painful form of tax payment.

much lower individual top tax
lose their attraction but, just
amend the law to Provide that
employer's contribution to such
is first registered with the
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I have accepted this good advice, and this year, I propose

to add to withholding taxes currently in opcratlon in Kenya, a
withholding tax on interest, paid by banks, financial institutions
and building societies.

' The income tax law will be widened to require banks,
financial institutions and building societies to withhold tax
at the rate of 10% upon payment of any interest, to any person,
resident in Kenya.

It should, however, be noted that there will be two applieable
withholding tax rates on interest a resident rate of 10 percent
and a non-resident rate of 12.5 percent and the bankittg system have
a duty to distinguish them. I would like to emphasize that banks,
financial institutions ancl building societies will bc required
to remit all withholding tax deducted from their customers to
the Commissioner for Income Tax at the end of every month.
No further details will be calIed for as far as withholding tax on
interest is eoncerned. I must emphasize here that, under no
circumstances should these institutions use these funds for trading.
The funds constitute Government revenue which will be due and
payable, and should be strictly treated as such.

Mr. Speaker, interest income paid to banks, finaneial
institutj-ons, and building societies, engaged in the business of
borroling and lending monel will not be subject to the withholding
tax, so that, for them they will return their business income at the
end of the year in the usual manner.

As usual with all forms of withholding taxes, banks, financial
institutions and building societies will be required to give a
certificate to the person whose interest has been subject to the
tax indicating ;-he gross and the amount withheld

Interest income which is exempt from tax will not be subject
to wlthholding tax. Persons holding accounts which are tax exempt
wiII have to obtain certificates to this effect from the Commissioner
of Income Tax to authorize the bank, financial institution or
building society concerned not to withhold iuax, The decision to
introduce withholdlng tax or', interest. has necessitated a. re-
appraisal of the tax exempt,i , status c,f Housing Development Bonds
interest. The decision reac',rd was ti t there was no longer a
justifiable reason for its fiill exempl ron and that interest on
Housing Development Bonds sirr.>uId also be subject to withholding
t"ux at l-0%. Unlike the 6f,11;:r forms of interest, holvever, Housing
Development Bonds interest ', hich qtiali f ied for tax exemption
previously will now bear thj.s as the final tax. This means that
itter the withholding tax at LOfto, that interest will not be subject
to further tax on the gross a.mounts

The new tax comes into effect from midnight tonight.

Seventh, investment deductions. For many years now, Kenya
industrialists have complained that it is unfair to give investment
deductions to encourage thc-r building of factories only outside the
municipalities of Nairobi and Mombasa. The argument has been that
any investment anyrvhere in Kenya is good investment for Kenyars
development and none should not be discouraged.
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'tfat manuf actur'ln[- lndustrles iet up ,n Nalr6bl and Mornbasa were
^ stralnlng the reaourcea of those two lnurilclpallttes ssnetlnres to a breal<1ng
point. In &ny case lt remalns Government poIlcy to encourage dlstrlct
f o,-.ussed development f or many other ecotromLc reasons.

Ilorvever, f have 6ome sympathy
than abolish investrnent deductlon fro
altogether, we should glve recognltlo
of where it is locat.ed and discrimlna
that are set up ln the other munlclpa

The Finance 811I, ttreref ore, cen!alns..a clause to re-lntroduce
'investment deductlons wlthln the munlcipalltles of Nairobl and Monrbasa.
Tlre deduction wil1, however, be at the -rate of 1O% ot new investment
whiie the rate outslde the two munlclpal.ltiEs wlII be increased
from 50% to 60%.

Finally, provlslonal tax paynient. For some tlme now, I have
been considering whether tlme has not come when businesses should be
made to pay taxes wlthlu the year of lncme. After all lndlvldual
taxpayers pay thelr taxes by PAYE througi:out the year so vrhy not

- busi.nesses? '

Howevcr, I wish,to give thls matter further thought but'I would
like it known that tlnre must come when Kenyan businesses w111 have to
pay tax by lnstalments as it ls done ln many other parts of the world
today. .

1

In the meantlme, f propose to amend Sectl
Tax Act to require & larger measure of eceuracy
return... Businesses have tended to pay only 80%
because of the permltted error margin of 2A% h
estimate.

the argument that rathe.r
e trvo maln munlclpalltles
all lnvestment regardless

n favour of those lndustrles
es and towns.

of the f nconre
e provlslonal
e true 1lab1I1ty
rovlslonal

wlt h
mth
nto
tei
lttl

t

on 95
ln th
of th
the p

I propose.to amend the law to requlre a mlnlmum of 90% accuracy
allowing only 10% margln of error in the provlslonal estlmai;e.

' Mr. Speaker, the fore[olng measures on lncome tax are obvlously
generous and, cottsldered together, they wl11 provl.de me with an
additional revenue of K87,00 ml11lon. '

(e) fnsurance

Mr. Speaker, I &m lnformed that ln splte of the phenomenal
growth taklng place in the Lnsurance lnduslry, the Exchequer is
u<rt getttng lts faJr share of thls growth

Currently', the only direct share that the Exchequer gets from
the lndustry ls the Sh.4/- stamp duty'charged on each lnsurance pollcy
issued. Honourable Membe:i .; would agree wlth me that thls ls a. very
sma11 sum cornpared to other dlrect charges lmposed under varlous
Aets oB goods and services. In order to be. more equitable, I have
today published the Insurance (Amendment ) 8111 whlch lntroduces a
tax on lnsurance premlunrb to be known Es I'premlum taxI an'd whlch

gross dlrect
orlsed to undertal<e

The tax shall be payable monthly to the Permanent
reasur:], by banker I s draf t submltted through the
nsur&nce.

Thls measure wl11 prozLde the Exchequer with an additlonal
K[1.50 mllllon ln revenue. .

w111 be charge
premium writte
business in Ke
Secretary to t
Conunlssloner f

dat
nby
nya.
heT
orI

the rate of one percent of the
aI1'lnsurers registered or auth
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