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Mr. Speaker, Sir,

I beg to move that Mr. Speaker do now leave the Chair.

1. INTRODUCTION

Hr. Speaker, today I present the first budget of the Seventh
Parliament and the Iast budget of the third decade since we
attained our independence. During these three decades the economy
of Kenya has experienced good times and bad times,'times of growth
and times of hardship. one constant factor, however, has been the
development of resilience of the economy built up through prudent
economic management over the years. rn the last few years
structural adjustment policies have further strengthened our
economy to withstand external and internal shocks and yet register
modest rates of growth of GDP. Mr. Speaker, it should be remembered
that much of this period, especially since the late-seventies, was
characterised by regurar quick disbursing barance of payments
support from multilateral and bilatera.L donors. This support was
withdrawn in November, 1991 and since then severe strains have
emerged on the economic scene. White L992/93 may have been \annus
horribilis' for our economy, few famiriar with this countryrs
tenacity would bet that 1-993lg4 will- not be our \annus mirabilis',
in which we will emerge bruised and changed, but stil.l with some
strength and hope.

I'{ONETARY DISCIPLINETT, which indeed is the theme of this Budget. We
will continue vigorously the process of Iiberalisation of the
economy, but the first and foremost objective of this budget is to
bring down the rate of inflation. The second essential precondition
is the maintenance of peace and political stability in the country.
Higher leve1s of real econornic growth and therefore of employment
and incomes, are dependent basicarly on the progress made in
securing these two areas. In Kenyats present circumstances
patriotism demands that economic issues be debated in this
Parl-iament in the spirit of national interests rather than party
politics. solutions to our economic problems wilI require co-
operation and not confrontation. We shaII need to puIl together to
grow.
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the sub-saharan African scene and our own current domestic economicposition and prospects for this year and beyond. r sharr thendiscuss the lgg2/g3 budget out-turn and the t9g3/94 forecast.FinaIIy, r shall introdute specifi: taxation measures and othercha nges .

2. THE rORLD ECONOHY

Hr. speaker, it is difficurt to review the prospects for oureconomy without first exarnining the outlook for the world outside.Developments abroad have a prof-ound impact on xenya with it=-nighivopen economy. As you arl may remembei, the world economy in-thlfatter part of tigz was chiracterisea by fragging consumer andbusiness conf idence, weak economic activity 
"=irlliirrv in Europeand Japan and major upheavals in the Exch.r,gl Raie l,Iechanisn of theEuropean Monetary system. Despite 

"n"or."ging signs of increasedgrowth in the United states, these developments had cast new doubtson the prospects for recovery in the industrial world after almosttwo years of weak growth or rLcession in many countries. Industrialproduction had fallen in many of the worrd,; largest eeonomies. rnrtary it ferr by z percent, in France by 2t p;;;;;a; by 6! percentin Germany ana by 7- percent in "rapan. llJ.,"t.ry eonditions in thesecountries general ry eased on evidence .or srow growth and weakinflationary pressures. Most of these countries had alrowed theautomatic stabiLisers to work, but hardry any country had any roomfor discretionary easing gf fiscar poiicy. onry i., the us andFrance did fiscal policy maintain a brtadty neutrit stance throughrecess ion .

Mr. speaker, in the united states economic activity isexpected to strengthen in 1993 as households rettrrn to more normarspending patterns, ds financiar positions improve, and as theeconomy responds to the lowest short-term interest rates in thirty
I::,-;:^T?-i:1.r, however, the prospecr- of recession is rr Lijr.r with
lJv'^- uuuiining by a.'i5 pei'cent in the iattei- par-t oi -1392. outpuLhad fallen in France, but growth in 1991 is expectedlo be somewhathigher. rn Germany which is sti1l struggling with the costs ofreunif ication-,, real output is projectei -io .i=. by onry 0.5 of 1percent in 1993. rn contrast to these European countries, GDp in gKrose slightly in the second half of last year. The depreciation ofsterling and the further reduction in interest rates since sterJ-ingwas withdrawn from the Exchange Rate Mechanism, are expected tostimulate both external and domestic demand during the course of1993. According to the European Commisston,s 

"*p""tution, uK wirlbe the fastest growing of aLl the major Erlropean economies both in1993 and 1994: for the group of smirler: European countries rikesweden and Finland, e.onoric conditions weakened considerablyduring the second half of 1gg2 and are expected to remain subduedor weaken further.
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Ho'*ever, there sti 11 appear to be downside risks to the
projections for GDP, esrecially in Eurcpe and Japan. For Europe,
the recent exchange market turbulence and continued uncertainty
about the ratification of the Maastricht Treaty nay adversely
affect confidence and delay recovery until the prospects for
European Monetary Union become clearer.

An additional important downside risk
failure to conclude the Uruguay Round
negotiations.

3. TEE 8T]B-SA.EARJAN AFRICAN SCENE

Mr. Speaker, the African region
Africa, conti-nued to perf orm poorly.
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and specifically Sub-Saharan
After 19E9 inccnes ccn-'inued

Ls
of

the possibility of a
nultilateral trade

Mr. Speaker, the adverse impact on the developing countries of
the slower growth now projected for the industrial countries in
1993 and of weaker world commodity prices is expected to be
partially offset by the beneficial effects of lower world interest
rates and, for oiI inporting countries, by somewhat }ower oiI
prices. The outlook for several Eastern European countries appears
to be improving. However, it is worth noting how unfortunate the
Bosnian situation is due to ethnic conflict. The economic situation
in the former Soviet Union has continued to deteriorate. However,
the inpact of debt-res--ructuring in some of the Eastern European
countries and the promise of massive economic aid to the former
Soviet Union from the G7 countries may bring about a turnaround in
the growth prospects of these economies. The countries of Sub-
Saharan Africa are naturally concerned that the diversion of
foreign aid and private investment from the developed world to the
economies of Eastern Europe and the former Soviet Union, wiIl
inevitably be at their expense. I appeal to donor countries not to
forsake Africa at this crucial stage in the economic development of
this continent.

Turning to Asia, real output is projected to increase at 6\
percent j.n 1993, roughly similar to the average gror^rth over the
past f tve years. This is traced to a general surge in consr:r.otion
and ir.,estment, as well as to a sharp increase in exports, worco in
the newly industrialised economies of South-East Asra rose about
twice as fast as world exports, j-n L992. In China, economic growth
has gathered momentum as a result of the implenentation of bold
ref ora policies in recent years. The grorrE.h last year was a
remarkabLe 1-2.8 percen'- and it is projected to remain hiqh at
nearly 9 percent in 1993. Mr. Speaker, Asia represents an example
and an opportunity to us. We should aim to enulate their economic
performance and seek new markets in these growing economies.



to faII with Sub-saharan Africa recording an economic growth rate
of only 0.9 percent in 1992. The growth in 1991-L992 has been
restrainea by weak external demand, by a deterioration in the terms
of trade of nearly L2 percent, 'reflecting a sharp decline in
commodity prices, by sCagnation in agricultural output, by .1
devastating drought it =o,-ithertt and eastern Africa and by civil
disturbances affiicting a few of them and exacerbating the already
heavy burden of refugees. For the least developed African
counlries, there has been slow progress in alleviating the debt
burden, which stiII remains sLuUbornly high. ReaI output is
projecied to grow by 3\ percent in 1993 because of somewhat
impiovea exterrial "n.rirotr"tt, including an end to sharp terms of
traae declines that occurred in 1991 and L992. In addition, there
will be beneficial effects of continued structural adjustment
efforts in several countries. On a per capita basis, however, only
a marginal improvement in output and nutritional status is expected
in 1993.

Mr. Speaker, Africa is dependent more than any other regron on
officiaf aia flows. The World Sank, UN and OECD countries ali agree
that such flows wilI remain sluggish. Financial inflows while stilI
positive, have been low and virtually stagnant in recent years'
ihere is, however, some glimmer of hope that the United Nations and
the GIobaI Coalition for Africa in conjunction with the Japanese
government, may influence and reverse thls trend. They are planning
a conference designed to affirm the need for the international
community to give strong assistance to African countries in the
face of Competing global demands for aid. One other issue Iikely to
be addressed at- tnis conference wiII be the need for regional
cooperation and integratj.on. To stop the marginalisation of Africa,
self-reliance as opposed to self-Lufficiency is apPropriate' To
achieve the goal of self-reliance, the World Bank would no longer
dictate deveiopment plans to African countries, while their future
programmes wiif be aimed at African capacity building to help
jffri.an ;ountries to help themselves. Another major route to
achieve seli-reiiance wiil, be iirrougir regioi-rai t:.-a,ie.'rle have not
had any peace in South Africa , Zaire and Somalia. Zimbabwe on the
other hand has recently nationalised its land. For Kenya it is
essential to explore trade potentials with these countrres but
until their political consoiiaation is complete and conditions
stabilise, trlde with them will be risky. As far as our southern
and western neighbours, Tanzania and Uganda, are. concerned, we

welcome their pr6sperity. Their currencies are gaining in strength
in relation to the Kenya shiIling. In February this year, one Kenya
shilling was equivalent to about IO Tanzanian and 33 Ugandan
shillinqs, whereas now it is equivalent to 6 and 20 shillings
respectivety. This is a welcome development since Kenyan products
will be more competitive, thus enhancing our intra-regionai trade'
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4. TEE DOI{E8TIC ECONOI.TY

Mr. Speaker, the perfornance of the domestic economy in L992
has been very poor. As Hon. Members wiII have seen in their copies
of the Economic Survey for 1993, the rate of growth of real GDP was
0.4 per cent, the worst in the history of independent Kenya. The
reasons for this stagnation have been detailed in the various
chapters of the Economic survey. r would like to draw your
attention to the forlowing major onesi First, the poor rains. The
total amount of rainfall was much below norrDal and its distribution
over time and regions uas unfavourable. What made the situation
worse hras that last year was the third year in a row of
unsatisfactory weather activity. Second, the intermittent ethnic
clashes in parts of the country whlch interfered with normal
economic activities in crucial stages of the production cycle for
extended periods. Third, the fear of instabirity and general
climate of uncertainty in the minds of businessmen and investors
during the phase of transition to mutti-party denocracy which led
to a sharp fall in investment. Fourth, the continuing suspension of
quick disbursing aid flows from donors which forced the country to
run into externar debt arrears and led to a sharp fatl in the
avairability of foreign exchange for imports of machinery,
equipment and essential intermediate goods. Fifth, the continuing
fall in the countryrs external terms of trade which exacerbated the
scarcity of foreign exchange. Sixth, some further flight of capital
on account of the general uncertainty mentioned above.

Mr. Speaker, one can make the list longer. Given aII these
adverse developments, it is not surprising that the growth rate had
fallen to o.4 per cent. other countries, both developing and
deveroped recorded similarry poor performance in L992: the u. K
had a growth rate of -o.5 per cent, the rest of the OECD excluding
the usA, Japan , Germany and France had an overarl average growth
rate of -o.2 per cent, sub-saharan Africa excruding Nigeria ;rad a
growth rate of O per cent. P.ather, it is a rnatter of relief that
the growth rate was not actually negative, as had been widery
feared. This, Mr. Speaker, is an evidence of the resilience that
the Kenyan economy has acquired over the last few years of
structura l- ad j ustment .

Agriculture

Mr. Speaker, agricultural income in real terms fetl by a
little over 4 per cent in 1992. This faII in agriculture was again
the worst in the history of independent Kenya, the farl in the
drought year of 1984 having been marginally less at 3.9 per cent.
The decline would have been even worse but for some recovery in the
output of major crops like maize and coffee in the second half of
the year. The production of naize, for example, had registered a
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fall of 5 per cent during the first half of the year, but recovered
substantially in the second half so that the output for the year as
a whole was about 7 per cent higher than the level of 19'11. Coffee
output also recovered during the second half to record a marginal
growth of 1.5 per cent for the fuII year. Output of various other
crops Iike tea, wheat, sugarcane, pyrethrum, sisal and dairy
products fell to various extents compared to their 1991 levels. The
reasons for the faII in output were poor rainfall and disruptions
caused by clashes, together with some problems associated with
payments and marketing systems. There was a steep faII of 35 per
cent in the application of fertilizers, due both to reduced
availability and high cost. The acreage planted by farners has also
been coming down in the case of a number of crops, including
coffee.

Induetry

Turning to industry, the overall output of manufacturing
registered a marginal growth of L.2 per cent, while real value
added in all other areas in the industrial sector, nanely mining
and quarrying, building and construction, and electricity and water
went down. t{ithin manufacturing, there was a significant
eontraction of 6 per cent in food processing, due rnainly to a fall
in output of the related agricultural products. other areas of
significant contraction in manufacturing output were petroleum
products, transport eguipment and metal products, non-
availability of imported inputs being the major reasons in these
cases. on the other hand, there was significant growth of over 13
per cent in the production of beverages and tobacco, fuelled mainly
by good export performance. other manufactured products which did
weII due to growth in export demand were Ieather and footwear,
paper and paper products, plastic products and clay and gIass
products. Hr. Speaker, strong performance of these non-traditional
export industri es in a-n ot-hervsise disrnal econonie lanCscapc Ls a
clear indication that the structural adjustment measures
implemented in the field of external trade and finance are bearing
fruit. The decline in building and construction was the inevitable
consequence of the economic downturn that had set in from around
L990, coupled with the severe compression in development
expenditure in successive budgets of the Central Government. The
decline in electricity and water was to a large extent due to the
drought-like conditions that prevailed for nuch of the first half
of the year.

Service Sectore

Mr. Speaker,
service sectors of

when agriculture and industry Ianguish, the
the economy cannot do welI. Thus major sectors
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like trade, transport, dwellings and trother servicesrr recorded only
marginal rates of growth. The only sector with strong performance
was finance, which registered a growth rate in contribution to real
GDP of nearly 7 per cent. This is attributed to heightened
financial activity, especially in the second half of the year,
following reforms and Iiberalization covering both domestic and
external financial sectors. The real GDP from Governrnent services
registered a growth of 2.4 per cent, due mainly to increased level
of activity called for by preparations for and conduct of the
general elections of t992.

Savlng and Invcetaent

Mr. Speaker, under the circumstances prevailing in L992 as I
have described above, it is no wonder that the activities of saving
and investment were also depressed. National savings as a
proportion of GDP at market prices hrere around 15 per cent in 1990
and 1991. fn L992, the ratio feII sharply to 12 per cent. The high
rate of inflation prevailing in t992 pushed up the share of
household income that had to be spent on essential items of
consumption, which ate into the margins available for saving.
Moreover, most interest rates remained negative in real terns
during 1-992, thus failing to provide stronger incentives to save.
The fact that the interest rates remained negative in real terms
despite being fully liberalized in 1991, is an indication of the
inadequate development and the segmented nature of the financial
sector in Kenya. Reforms and regulatory measures being put in place
recently wiII help in removing some of these shortcomings. More
comprehensive institutional development and a growth in financial
awareness among the people witl, of course, come about more
gradually. Meanwhile, monetary policy measures have been put in
piace to push interest rates up to make then reflect the true cost
of capital.

AIong with saving, gross fixed capital formation or investment
recorded a substantial drop of over 9 per cent in t992. This
decline came on top of another decline of 3 per cent in 1991. Mr.
Speaker, a drop of this order is not surprising, in view of the
continuing depressed state of both the domestic and the world
economy, the acute shortage of foreign exchange and the pervasive
gloom and uncertainty of 1992. FiscaL austerity on the part of the
Government, together with tight controls on loan-financed
investment projects in the parastatal sector, led to a sharp drop
of about 14 per cent in fixed capital formation in the public
sector. In contrast, the falI in private sector investment was a
more moderate 5 per cent. The share of the private sector in total
fixed capital formation had fallen from 59 per cent in 1988 to 50
per cent in 1990. Over the last two years, the ratio recovered
reaching 55 per cent in 1992. This, Mr. Speaker, is consistent with
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the Governmentrs objective of putting increasingly more productive
resources at the disposal of the private sector.

Euployuent and fagcl
Mr. Speaker, the poor overall grovth in GDP in 1992 was

reflected in sluggish growth in employment. Wage employment in the
formal seetor of the econony increased by a mere 1.4 per cent, with
the rate of growth in employment in the private sector being faster
(1.7 t) than in the public sector (L.2 t). It is of interest to
note that the growth in employment in the public sector h,as
entirely concentrated in the Teachersr Service Conmission (TSc),
where employment lrrew by 7.L per cent, while in other areas it
declined, including enployment ln the Central Government. The fact
that the rate of growth in employment in the formal sector exceeded
the rate of growth in output implies that there $ras a fall in
average labour productivity. Productivity feII not because workers
becane less efficient; but mainly because output eras constrained by
other factors such as bad weather, socio-political disturbances
and the shortage of essential inputs like water, electricity,
imported materials and other intermediate goods. Per capita wage
earnings in the modern sector increased by t2 per cent. with the
average rate of inflation at 27.5 per cent, this implied a sharp
faII in real average srage earnings of more than 12 per cent. on the
other hand, because of the fall in average labour productivity
which I have just referred to, unit vrage cost of output rose by
about 13 per cent. Such a rise in unit vrage cost of output has been
a major factor pushing prices up, and thus generating inflation.

Mr. Speaker, here is a major policy dilemma created by high
inflation. If nominal wages do not rise in proportion, real wages
fall, which translates into economic hardship and deprivation. If
on the other hand, nominal wages do rise in step with inflation,
unit labour cost rise, since productivity growth hardly ever
exceeds low single digit rates. The rise in unit labour cost leads
to further a rise in prices, which nullifies part or aII of the
benefit the workers expect to derive from the higher wages. Mr.
Speaker, such a policy of upward adjustment of wages to catch up
with inflation may lead to a process in which inflation feeds on
itself. Because prices have risen, wages rise. And because wages
have risen, prices rise again. The only way out of this vicious
wage-price spiral is to maintain tight restraint on nominal wages
for long enough to allow inflation to subside. Once the battle of
inftation control has been won, real wages may begin to rise in
step with growth in Iabour productivity, without creating any
upward pressure on prices.

8



7

BalaDce of PafreDts

Mr. Speaker, I turn no!., to the outturn of the country r s
balance of palnnents in L992. The balances of visible and j.nvisiLle
trade improved considerably in real terms, due mainly to -,he factthat while the vorume of imports fe}l, the vorume of exports
remained stable. rmport vorumes felI by about, 4 per cent in
aggregate, continuing the trend of decline that had set in from
1990. The fall was due to faroiliar reasons such as the generally
depressed state of the econony, the high cost of inports, and the
shortage of foreign exchange created nainly by the suspension of
quick-disbursing aid flows. The vorume of exports excluding
petroreum products registered a growth of 4 per cent - due nainty
to gror+th of non-traditional manufactured goods exports, which grel,
by 11 per cent. Earnings from tourism remained flat in foreign
currency terms, inplying a volume decline of about 3 per cent. This
!/as due to the continuing recession in industrial economies,
competition from other centres of tourist attraction and some
adverse publicity in the foreign press on the security situation in
Kenya. overaII, the current account deficit improved markedly from
2.4 per cent of GDP at market prices in 1991 to L.2 per cent in
7992 -

WhiIe the current account inproved, the capital account put up
a dismal performance. For the first time in history, the total net
capital inflows on an accrual basis was a large negative figure
that is a net outflow of KE 265 rnillion. This happened because
while the gross outflow remained large due to the repalment
obligations on outstanding debt, gross inflow feII sharply. Inflows
on government account feII due to suspension of donor aid. Strict
linits were also imposed by the Government on external borrowing by
parastatals, - because of their inability to service existing debt.
The inflow of private foreign capital was also very low due to
welI-known reasons such as the recession in the industrial
economies, the emergence of Eastern Europe as a :c"roeting
destinatton for direct foreign investment, and the ciinare of
uncertainty prevailing in Kenya during the period of political
transition.

However, the actual net capital inflow stilI turned out to be
positive, since the country was unable to meet the external payment
obtigations and ran up a debt service arrears of KE 591 million
during the year. Thus the actual overall balance in the balance of
payments turned out to be a surplus of KE 158 million, instead of
a deficrt of KE 433 nrillion '^rhich would have been recorded had no
arrears been accumulated. The positive overall balance -,ogether
with valuation adjustments allowed the countryrs foreign exchange
reserves to go up by KE 24O million during the year, even after
making a net repa)rment of about XE 130 million to the fnternational
Monetary Fund.
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Mr. Speaker, Iooking at the developnents in the balance of
payments area during 1992, one can see that our policies of export
promotion and Iiberalisation of the trade and exchange regime have
begun to yield results. For it is these policies that created the
necessary incentives and environment to sustain the observed growth
of earnings from exports of non-traditional goods and from other
items of invisible trade. These earnings were essential to prevent
the balance of payments from collapsing in a year in which gross
capital inflows virtually dried up.

t{oDey, Credlt and PrLces

Mr. Speaker, it is weII known that money supply increased
sharply during L992. Its annual rate of growth reached about 35 per
cent, a rate that has not been observed in any other recent year.
Among other things, this rapid growth in money supply has been
fuelling the inflation which we have been experiencing in recent
months and weeks. It is worth noting that the growth rate
accelerated sharply in the second half of the year; the growth
during the first six months up to June was at a modest annual rate
of less than 12 per cent. The accelerated growth in the second hal'f
was due to three major factors: (l) Extensive use of the pre-
shipment export credit facility which had been in existence for
somL time (ll) the purchase of foreign exchange by the Central Barrk
of Kenya from the inter-bank market at substantially higher than
officiil rates which resulted in the creation of high powered
noney, and (111) the attempt to bolster up a number of weak banks
and other financial institutions through Iiberal advances and
overdraft facilities; unfortunately, these institutions did not
respond. As Hon. Members are aware, the pre-shipment export credit
facility has since been discontinued, action has been taken on a

number of weak banks and financial institutions, and the Central
Bank has been using monetary policy instruments aggressively to mop
up excess Iiquidity from the system.

Mr. Speaker, the growth in credit during L992 'ras at a

moderately J-ow rate of 15 per cent. Within this aggregate, credit
to the Government and other public instrtutions fell by 3 per cent,
while credit to the private sector increased by 21 per cent. Mr'
Speaker, as will be recalled from our past two budgets the emphasis
nas been placed on the private sector initiatives as the main
motive force for econonic growth and development, the Government
undertook trying to minimise its own recourse to the domestic
bankLng system ior credit Ieaving greater room for growth in
credit to the private sector. Indeed, the share of the private
sector in total bank credit has been going up steadily - from 56
per cent in 1990 to 58 per cent in 1991 and 55 per cent in 1992'
This trend wiII continue, dS the Governrnent wiII endeavour to

IO
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reduce the budget deficit
financing of the deficit to

progressively and to linit domestic
non-inflationarY sources-

Inflatiou

In Lg92 the price leve} rose by historically record
proportions. The aveiage weighted inflation for Nairobi was 27.25
percent compared with L9.62 percent the previous year. I nust
Lnphasise t; the Hon. Memlrers of this House that lre are talking
about changes in price level rather than the basic instability
associatea witn inilation. There \rere two major steps in the price
level last year, one in March and one in May. The tlarch increases
r,rere associited with the drought conditions experienced early in
the year which caused the prices of many basic foods to ri-se by
over 80 percent due to shortages. I am pleased to renind you that
Dany of those prices came down later in the year when the croP
situation improved, but by that tine the May revision of the
controlled pfice of maize had already occurred thereby concealing
to some the extent reduction in the price of nilk and vegetables.

The increase of maize price in May uas to remove the subsidy
which the maize farmers country-wide, uere givinq to the urban
dwellers. Since by far the butk of Kenya's population is rural-
based the increase in uaize price which increased farmerst incomes,
more than compensated for the increase in urban food prices
experienced by the very small ninority that did not have rural
roots to conpensate for their own increase in cost of living.

if ue
they
have

To substantiate the point which I am notr making, !'lr. Speaker,
look at price changes between June and the end of December

only rose by 3.4 percent. On an annualised basis, that would
been an inflation rate of 7 percent only.

i am aware that the Hon. Members are very concerned about the
infrationary Pressure to which t'he econony tJas exposed earry in
this yeai. As I will point out later in ny speech, vQ nave been
taking aggressive measures to curb those elements, such aS
specuiation and excessive liquidity, which night give rise to an
unstable price rise. I au coniidenC that continued efforts in this
direction will bear fruit and, although such things as changes in
the rate or exchange and cost of capital, are making life
expensive, vre have in fact managed to constrain the speculative
ellments and f have no doubc that the annualised inflation over the
Iast guarter of 1993 wiII be belov l0 percent-
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Prognoals

Mr. Speaker, 1992 turned out to be a year of extremely poor
growth in real Gross Domestic Product. It grew by 0.4 percent which
was below the target of 2.O percent. The poor performance of the
economy to some extent was attributed to poor rains, adverse terms
of trade, the decline in tourism, interruittent ethnic clashes, but
rnainly due to the shortage of foreign exchange and the uncertainty
attached to it. I would like to assure the Hon. Hernbers that the
foreign exchange flows wiII be resumed, because I have a strong
programne for the economy. Already some of the quick disbursing
programme finance has started flowing in.

Hr. Speaker, the Governmentts fundanental task is to provide
a clear and practical policy framework to ensure success for our
strategy for high and sustained economic arowth. This strategy
rests on three key principles. These are: flrstly, that it is
absorutery vitar to rower the infration rate through the
continuation of tight monetary and constrained fiscal policies.
Secondly, that higher growth with efficiency wiII come from the
private sector rather than from the public sector. And thlrdly,
that export-Ied growth with a market oriented econony wiII
generate a speedy recovery.

Mr. Speaker, our target rate of growth of GDP in the coming
year is 3 percent. As far as the budget deficit is concerned, the
target is KE 550.0 million or about 3 percent of forecast GDP at
market prices. Although L992/93 has not been an easy year, we are
determined to ensure that our economy turns around and is back on
the path of robust growth by this tine next year. Towards this
objective, I want to assure this House that we intend to continue
along the path of structural adjustment at a steady pace.
Adjustment policies are designed to create new opportunities for
the private sector to expand and grow. We intend to continue to
open new growth opportunities for the private sector both in the
f ield of exports anci t-n t-he dorne<tie rnark-et-

5. TEE POLTCY FRAIT{EI{ORK

Mr. Speaker, ds I have mentioned more than once already, the
Government is committed to building strong foundations for recovery
and sustained growth. These foundations rest, ES it were, on seven
pillars of wisdom. These are: eound nonetary pollcy, li.berallsed
trade regime, Iow6r taxes and tariffa, efflcient and effective tax
administration, €xport incentives, parastatal reforn and inproved
infrastructure. I would like to assure this House that by the end
of 1993, I would bring down the rate of inflation substantially,
stabilise the exchange rate, control and ]ower the budget and

L2
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of payments deficits, stimulate
.r,d ai.r"st additional parastatals '

further exPorts and
ba Iance
pr ivat ise

Mr.Speaker,thecloselycontestedelectionsoflastDecember
have mandated the I(ANU cor"ti*.nt to implement the policies framed

in its Manif"=Lo. init Manifesto is a nultr-dimensronal statemenE

of commitment to the '"if ut" of the peoples '- ' It t-"3"-tlli':
therefore, the close "o-"p"rition 

witn aII the divergent vrews

expressedbytn"-opposition_whichisseekingtoensurethatany
actions outrined in this Budget will truly .rih..t." :h" werf are ot

the peoples, not just in tnl Jort run uut in the long-term too'

Good governance, besides providing peace, stabi'1., and security,
guarantees a iespect tor €ne rigntfuf use of freedom which imp)'ies

duties to aII other citizens. The Government has the 10b of serving

the people so as to transform the economy irr -:l:1 
a way that

economic management wiIl be through an enhanced environment rather
than direct iritervention. This can be seen *-hrough such measures as

parastatal reform and prr-r.iization, through the Iiberalization rn

the foreign exchange regrme and the transf5rmations which make for
a market oriented set of signals'

ThisBudgetwillcontinue,therefore,thepolicie,soutlinedin
Sessiona} Paper No. 1 of 1986, o,, E.co.nomic }tanagement f or Renerred

Growth. RuraI-urban Uatance-iJ u critical way of providing welfare

services to the greatest possible number si'nte bf far the majority
of our population have rural roots' In consequence- we -1:=t,:"*:
measurestosupportthenaturalresourcedevelopment].na
sustainable way. with this in nind the Government has begun the

pi"pit"tion of a three year Development PIan'

Yr.Speaker,acombinationofeventsonthemonetaryfront]ed
to a substantiar growth or- *or,"y supp)-y towards the end of rast
year, ;.:ich generatea ruJtn"i i"rriiio.,u.y pressures' once the

inf Lation cancer sprearis into the econofrY' i5 -t"1--"1]J-i: t:i!l.ll
great costs and Iike cancer it mu,st-!t, t"td immedratrery' nr'sLUL v

is fuII of examples of countries where inflation has undermined the

very fabric oi^a.^o.ratic societies. The short-term prospects for

adjustment in the econo*y "un 
be easily nuLlified by.infIat'ron' The

objective of Governmentr o-t.t is to bring inf Iation down to an

annual average rate of Less thin 1O percen-- 
-dt"ing the Iast quarter

of this caleidar year and to keep it down '

Turning to the exchange rate, {r.. speaker, our f)o)'icy is to

move towards further narmonilation of the exchange rat:' To attarn

that,theCentralBankofKenya(CBK)mustintervenerntheinter-
bankmarket,whichmeansthatithastobuilduprtsforeign
exchange reserves. one or-'- tne ob; ectives of control I rng the

domestsic inflation ln the t"ono*y- rs to put a haIE to the

continuing depreciation of the exchange rate and ultimacely, bring

about conditions which may allow ilF- even to appreciate' It IS
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expected that the Central Bank of Kenya intervention in the foreign
exthange narket would bring about this stability.

Honetary Policy

Mr. Speaker the critical objective of Governrnentrs monetary
policy is to bring sustained itabilitv to .th"_ economy which
iequiies not only Ufinging down consuner price inflation, but also
keeping it down. This -wiff be brought about through, among other
things, substantial reduction in the rates of growth of money and
creait. witn the appointnent of the new Cabinet at the beginning of
this year, H€ have been able to undertake a nu:nber of very strong
econoiic measures. In the financial sector hre have airned at the
restoration of financial discipline by a two-foId strategy. on the
one hand we have greatly strengthened the use of rnonetary policy
instruments designea to tontrol Iiquidity and credit, while on the
other, measures have been intioduced to ensure prudential
management of the financial sector.

To bring the troney supply under control, the cash ratio was
raised from Gt to 8t and €fre 

-penalties for failing to meet this
target were increased. furtherroore, the Central Bank together with
the Treasury, have been working through oPen market operations to
dry up excels liquidity. This has included selling five tines the
normal amount oi Treisury Bilts on the weekly auctions with
consequential rise in the rate of interest. The average interest
rate [',us risen f rom 2Ot to over 5Ot during this period. These
measures were supported by the discontinuation of overdrafts at the
Central Bank ana tf the pleshipment financing facility. Consistent
with this monetary policy stance, it has been necessary to reduce
the rate of .*p.ri=ion i; the net domestic assets of the banking
system, ir.clualng setting specific Iirnits to Iending to the
Government. f am Lonvincea tnit before long we will experience an
improvement in our control over inflation-

At present, the financial system functions under a fairly
Iiberaliied environment. the growCh in the nuraber of institutions
together with the adoption of appropriate financial reforms, Iike
the removal of contiol on interest rates, have enhanced the
development of a competitive banking industry. However, there has
been a number of institutions which have been suffering financial
distress because of rnismanagement and poor credit policy. Some of
the affected institutions have been operating with cash reserve
positions far betow the statutory requirenent. To enforce the cash
iatio, u€ have introduced a doubling of penalties after 15 days,
and those banks which still fail to meet the ratio after 30 days
wiII be put under statutory management. if the financial health and
viabiliCy of these banks cannot be restored within a reasonable
period, th.ir licences ';iII be revoked. In addition prudential
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guidelines will be strengthened further and today I am gazettingthe revocation of a1l exemptions under the nanking Act anaintroducing an amendment which wirl limit the apprication ofsection 53 of the Banking Act so as to ensure that inefficientinstitutions are not able to hide behind such exemptions. Banks
which wish for.exemptions under the amended Act should reapply. TheGovernmentrs intention is to inculcate the type of aiiciprine
whereby when you go out to borrow from these institutions, you aretold of the collateral which you must provide before you canborrow.

As far as the prudential supervision of the financialinstitutions is. concerned, ME. speaier, statutory managers havebeen installed in a number of weik ones while 12 insolvent oneshave been Iiquidated. A11 of these are indigenous institutions. TheGovernment is distressed by this perfoimance, since so manydepositors had trusted them ind in wnicn so many have seen theirsavings vanish. The Government expects the indigenous financialinstitutions to demand adequate collateral for loans. Non-bankablerisk shouLd be handled through the Development Finance Institutions(DfIs). The Government wilI not condone unsecured loans and it wiIInot hesitate from realising collateral in case of default. As Hon.
Members are a$rare, the Government has directed the National SociaISecurity Fund (NSSF) that it will be allowed to invest its funds inGovernment paper aIone. Therefore we do not expect the weakflnancial institutions to ask for NSSF funds to support themfinanciarly, because the answer wirt be a definitive No.

The CBK has initiated special audits for a number of banks andNon-Bank Financiar rnstitutions (NBFrs) so as to provide thenecessary information for them to be reviewed by tn" specialInvestment committee. In order to make certain th;t we wiiL seefinanciar discipline in the NBFIs we will strictly enforce theirriquidity -atio, requiring them to report every 10 di)' Thismeasure has been very successfr:l in bringing thLse insiicutionsinto ]ine. Their data have now to be made available within two daysif they are to avoid sanctions whereas previously information wasdelayed by as much as 14 days. From *nut r have described, itshould be clear that we have instilled right discipline in thefinancial sector. The importance of a stron{ financia} market andparticuJ.arly of a disciptined financiai sector cannot be
overernpha s ised .

Mt: speaker, in addition to tiqht discipline, close co-ordination between the cBK and the Treasury is L=="r,t.iul for theeffective conduct of monetary poricy. The piincipat objects of the
CBK are to regulate the issue of notes and-coins, to aisist in thedevelopment and maintenance of a sound monerary, credit and bankingsystem in Kenya conducive to the orderly ana balanced economicdevelopment of the country and the externat stability of the
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currency.
should be

:t is very
recognised

Mr. Speaker, many overseas investors who have had borrowing
facilities from the donestic banking system have had the value of
these eroded by the current inflatlon. WhiIe we would wish
companies that aie subsidiaries of najor international corporations
to bring in additional foreign exchange, w€ are aldare that
corporatl policy may not permit this. I am therefore supporting a

p.oporitioh to expand thesL cornpanies' domestic borrowing ceilings'
But I bear in mind that they wiII have to compete with other
borrowers iocally at much highLr domestic interest rates than they
would have been able to borrow from overseas on the basis of their
companies' goodwiII.

Fiscal Policy

Mr. Speaker, in controlling inflation, tight monetary policy
must of course be supported by a tight fiscal policy as this year's
theme asserts. In the past ,"- h.r" tontributed to the acceleration
of inflation through lirge budget deficits. In 1992193 we have once
again tried to c-ontrol the deficit, through both raisinq of
aaaitional revenue and strict control on expenditure. But once
again we have failed to control it. Our deficit tarqet for L993194
i; about l.O percent of GDP. I would Iike to stress that the
control of pubii. .*p"nditure cannot be achieved simply by setting
targets. rJe must commit ourselves to the requirement that a

continuous examination of each and every department's expenditure
and aII the functions of Government iJ carried out. Previously,
many of the comments of the Controller and Auditor General
regarding unauthorised expenditures have been dismissed lightIy'
The need to enforce budgetary discipline is of extreme import'ance'
Therefore, accounting offi..i= who incur unauthorised expenditures,
wilI be on their own and failure to provide reasonable explanation
r+il.I face serlcus discipl:nary act-ions-

CiviI Service Reform

Mr. Speaker sir, the long-term control of the Budget depends
on civil ser,rice reform. r say this because the civil servants have
responsibrLj.ties to the citizens of this nation, which they can
only carri' out if they have the funds necessary for.them to fulfiI
their duties. There are few things more frustratinq than being
unable to 'rork when one is willing to. With this in mind, w€ need
to increase the operating and maintenance funding to those
Minrstries which are relpon=ible for the up-keep of the
infrastructure of the eco.,omy in all of its characteristics. We

spenci cons;.derable sums on triining civil' servants but are not able
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then to pay them salaries whi-ch are competitive with the private
sector. lience there is a l-oss of continuity among minlsterial
staff. These unfortunate facts can only be aodressed by increasing
taxation or by decreasing the demands upon the limited available
funding. On the tax side I wiIl seek to gain revenues through
efficiency which will, among other things, cause those ;ho have
unfortunately resorted to bribery, to pay their due taxes to the
Government. On the expenditure sider H€ must control the growth of
the civil service and in fact reduce staffing - but denand higher
performance from those who remain. Hon. Hembers will have observed
in their copies of the Economic Survey that the num-ber of civil
servants in Central Government in fact declined last year as also
have those working in parastatals and Local Government.

Public Investment Progra'nrne

As far as Developrnent Expenditure is concerned, Mr. Speaker,
we must raise its efficiency through proper resource utilisation.
At present, available resources are spread too thinly over an
overextended project portfolio, causing unacceptable delays, cost
escalation and unpaid biIls. The only answer is to concentrate on
a smaller number of core and hiqh priority projects which can be
provided with adequate funding and be completed quickly. This wilI
caII for the reallocation of some resources from projects of lower
priority and a restriction on the introduction of new ones. In this
respect, the Public Investment Programme is now playing a central
role in facilitating the planning and evaluation of the
Governmentts development portfolio prior to the annual budget
process.

Mr. Speaker, a further critical review of the public sector
project portfolio was carried out earlier this year by the
Government Project Review Committee. It exarnined the core and high
priority evelopment projects of all ninistries a : :rade
reuunuuerrcla iions f or speeciii'rg up their- i:rrplementation and J-;.provinE
project ;anagement and control. The findings of the Commi'-tee are
being examined and will be incorporated into the coming PubIic
Investment Progranme and subsequent budgets, So that the n::rber of
projects in our portfolio is reduced and financial- resources are
concentrated on conrpleting projects quickly. Therefore a more
comprehensive review wilL be undertaken of all development projects
and capi*.aI investments cf aI1 State Corporacions, includ::.9 those
that are not dependent on the Government cudget but which borrow
heavily from the banking sys+Lem.
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Taratlon Structure

Mr. Speaker, for a number of years now, the tax structure has
been noving towards lower tax rates and broader bases, particularly
in the area of indirect taxes. Revenues from indirect taxes on
consumption have risen in the last decade frorn 42t to 54t of total
ordinary revenue. This means that the burden of taxes on investment
has correspondingly decreased. The tax structure has also been
restructured with an emphasis on the promotion of exports. This has
improved the economic efficiency of the tax system, while
maintaining yields of ordinary revenues at around 22* of GDP.

fn the forthcoming fiscal year, MF. Speaker, we are faced with
a difficult task. To contain the deficit and reduce the debt
burden, ordinary revenues wilI have to reach 23.9t of GDP. A
revenue yield this high was last achieved in 1980/81. To reach this
revenue target I am not going to faII into the trap of increasing
tax rates on those already paying tax. Higher tax rates I,JouId only
serve to undermine our goal of higher economic growth. I intend to
keep on the path of lowering and rationalising tax rate structures,
but I shall seek to broaden the base in two ways. First, I shall
Iegislate further base expansions. Second, and more importantly, I
am going to make the tax system more effective by giving the
revenue departments additional ways and means of tightening
enforcement measures, speeding up collections, and identifying tax
evaders. I shall not seek to increase the tax burden on thosc who
are already bearing their fair share.

Budget Deflclt and lts Flnanclng

Mr. Speaker, ds I said earlier the control of Government
expenditures and the budget deficit are critical requirements for
maintaining macroeconomic stability and promoting growth processes.
In the past we had managed to finance substantial portions of
budget deficits through external project and programme Loans which
were Iargely concessionary. 'I'he economic ef f ects of such f inancing
were positive as these amounted to the use of foreign savings to
finance our development. However, when programme finance was cut
off, \Je had to resort to domestic borrowing to finance
expenditures. This pattern of financing results in an upward
pressure on domestic prices, dS weII as on the price of foreign
exchange. Thus our fiscal policy wiII be geared towards reducing
budget deficit drastrcally, so that we curtail net domestic
borrowing and only borrow to redeem the maturing loans in any given
year. This will enable us to create more room for the growth of
bank credit to investors in the private sector, who are expected to
provide the main thrust for economic growth and development.
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Price Decontrol

Mr. Speaker, I now turn to the issue of price controls. Therr:
are now only two items, namely a set of petroJ-eum products and
pharmaceuticar products used for cancer, AIDS, hypertension ancl
diabetes, under the cenerar price control order and one item,
namely maize and maize flour, under the Specific Price Control
order. By the end of J-993194, price control on arr items wirr be:
abolished. Hon. Members wi]I recall that in 1988 this House passe<l
the Restrictive Trade Practices, Monopolies and Price Control Ar:t,
which reconstituted the old Price Control Department into a
competition-monitoring authority whose duties, among other things,
included overseeing activities of businesses in the market place.
rts objective has been to ensure that no consumer, producer or
trader is exploited in the ]iberalised market economy. with the
removal of import licensing requirements, IocaI industry wiII be
exposed to competition. rt is therefore appropriate that the
emphasis be shifted from monitoring price control to combatinq
restrictive trade practices. It is the Government's intention to
review this Iegislation with a view to strengthening and mak.ing
more effective the MonopoJ-ies and Prices Commission which enforces
this Act so as to contain and grapple with malpractices by
unscrupulous commercial and industrial enterprises which have lr:acl
to the escalation of prices.

External D6bt

Mr. Speaker, Iet me turn briefly to the problem of externaL
debt arrears which I have mentioned a few times already. At the
end of l-992, Kenyars outstanding external debt stood at a Iittle
over sDR 4 billion or us $5.6 billion. on the basis of exchange:
rates of that time, this amounted to KE Lo.2 bi.rlion. About Bt]
percent of --his totar was medium and long-term debt to :) publi<:
sector, c;;rnprising of the centrar and locar Governmentrs, the:
Central Bank and the parastatals. The rest was private and short-
term debt. The total outstanding debt at the end of l-992 amountecl
to 76 percent of GDP. fnterest and redemption obtigations on the:
debt amounted to around l4 percent of the country's total earnings
from exports of goods and services.

However, there are some ameliorating features of our debt
structure. 58 percent of the debt outstanding at the end of 1,992
was owed to multi-lateraI finance institutions and another 2t\
percent to bilateral donors, making up a total of 86 percent. t,tr:I1
over 50 percent of the total debt was concessional in character.
The terms of new commitments have improved sr-eadily over tirne, with
the average interest rate coming down for 6 oercent in 1984 to 2.1,
percent j.n L992 and the average maturity goi-ng up from 24 years in
1984 to 35 years in L992.
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.Mr- speaker, Kenya has arways attached high priority tomeeting her externar debt servicl obrigations. - olspite highexposure to debt and despite the slowing down of overali 
"conomicqrowth anc'. deteri.orating balance of payments outturns since 19g9,tle country remained current in debt Lervice payments until themiddle of 1991. However, the situation changed arimatically in thesecond half of 1991, when external capitai inflows slowed downconsiderably, leading up to the complete freeze on quick disbursingtrid frows in November 1991. By the end of the year, debt servic6arrears of about KE 3oO million or SDR 150 million had beenaccumulated. It is worth pointing out that the actual inflow ofexternal capital to the public sector in 1991 had fallen short ofthe amount expected in the earrier part of the year by sDR 170million which was larger than the debt arrears accumulated during

199 1.

Mr. speaker, ds Members are aware, arrears of debt servicepayments have continued to grow through Lgg2 and up to the presenttime. By the enrl of 7992, debt s"rvice arrears stood at sDR 332million and there were arrears of current payment obligations ofabout SDR 64 million. As against these total arrears of SDR 39Gnrillion the fall in gross -apital inflows to the public sectorduring the two years 1991 and tg92 from the leve1s visualised inearly 1991 amounted to sDR 550 mirlion. what r am suggesting, Mr.speaker, is that had the inflow of external resources continrled onits normal trend, w€ wouLd have remained current in our debtservice payments even today.

The reality, however, is that the arrears have beenaccumurated and they are big. Mr. speaker, it is a matter ofhighest priority on the part of Government to clear the arrears.
we shall pay off the arrears as soon as possible, after meeting allcurrenE payment obligations, including all current debt sefvicedues. A committee consisting of offiiials from the Central Bankand the Treasury has been monitoring the arrears. Mr. Speaker,with the recent restrmption of quick-disburs:.ng aid f lo.*s, ur-rd withstrong adjustment poricies arready in prace we hope to be abre toget out of the arrears tang)-e in the not-too-distant future.

Export pronotion

. Mr. speaker, recovery and sustained growth rest on exportincentives. r would like {o highright the growth of our exports,especially non-traditional onei, which has assisted somewhat insolving our balance of payments problems despite adverse terms oftrade and the absence of progrimme finance. rn the absence ofgrowth of traditional exports and the subsequent shortage offoreign exchanq_e to buy essentiar imported inputs, our economy
wouLd have suffered much nore than wis the caie, thanks to the
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expansion of non-traditional exports which grew by 11t Iast year.
This +-herefore indicates the importance of a strong e>:port
programme to achieve not only a sustainable long term balance ot
payments position, but also stimulate economic growth that wiIl
strengthen the value of our shilling and once again make Kenya a
Iow inflation economy.

I am confident that our economy will become more export
oriented. In support of this I wish to highliqht that we have made
major transformations to the economy in recent years. At the
macroeconomic leveI, we have now Iiberalised the entire trade
regime, removed aII but. three of 24L price controls and have
allowed the rate of exchange to become market oriented. As for the
export sector per se, as this House is aware, we have had in place
for sometime now six principal export i.ncentives, namely export
coDrp€Dsation, duty/VAT remission, export processing zones, the
manufacturing under bond, the Kenya Exporter Assistance 6cheme
(KEAS) and the Xenya Export Development Support. The time has now
come to make further improvements to the policy environment
affecting our exporters.

Mr. Speaker, export compensation was introduced many years
d9o, primariJ-y to compensate exporters of eligible products for the
additj-onaI input costs due solely to the imposition of import
duties whose burden was pretty high. However, in recent years thc
operation of this scheme has been great.Iy critrcised, its
adninistration has proved costly and its impact on export price
competitiveness has been limited. In additj-on, some of our tr;tding
partners in Africa have IabeIled the compensation as a straight
subsidy and therefore have taken punrtive retaliatory measures
against our exports. Furthermore, over a number of years the
incidence of import dut:es have been reduced. These considerations
have Ied the Government to take the view that this facility iras
outl i..,ed its usef ul-ness . In the ]asr, r-hree ),ears the percent-agc
compensation rate has been reduced and now stands at only 10Yo.

Along with this facility we hacl also introduced the facilj-t.y l:r-towrt
as duty/VAT remission administered by the Export Promot-r.on
Programmes Office (EPPO) of the Treasury. These schemes ;rI-c
mutually exclusive. The duty/VAT rernission scheme has bccn
operating weII and is an adequate alternatrl'e arrangenent to thcr
exporr- compensation scheme. I have theref ore decided to abolish t-hc
export compensation scneme altogether frorn 1st September, 1991.
This aIlows exporters sufficient time to quote their net e>:por-t
prices and to make the switch to the duty/VAT remisslon schelnc.

Mr. Speaker, Iast :onth, regulations governing the applicat ion
of the EPPO duty/VAT renlssion were ]iberalised, extendrng the dtttl'
and \'.trT free importat:on facility currently enjoyed by c.itrt:ct
exporters to indirect exporters as uel l. Indirect ei:Dorters aI-c
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clefined as importers who do not import for export
own account but who selI the imports after
incorporation in some direct export.

directly on their
processing for

Approval for indirect exporters is given by the EPPO on the
basis -of a joint application by the indirect and the direct
r'):porters, and the Ii;tility f or atcounting f or the duties, etc. is
r-r:rnitted on the imported raw material content, which is passed to
t}'re direct exportei with the transfer of goods. They, many a time,
are able to source their irnported supplies cheaply because of their
sl)ecialised knowledge of mirkets and because of quantity discounts
on large volumes. The Iiberalised regulations wiII encourage direct
exporters to take advantage of the reduced cost of inputs. from
IocaI sources as provided by these indirect exporters with a

romission of duty and vet on import content. I am sure this scheme
wrLl generate more exports and value added IocaIIy, and create
ariditional employment while enhancing foreign exchange and
,rttracting more investment into the country.

Another feature of our export promotion that needs
encouragement is the processing of raw materials for exports, owned
by an overseas client and purchased with his own foreign exchange
from abroad, by a locaI manufacturer on the basis of'contract
manufacturing'.- Today f am announcing that the CBK wiII abolish the
2i, fee charged by it on aII EPPO imports for use in domestic
m;rnufacture, where the raw materials are owned outside of Kenya and
the manufacture is done under contract to the foreign owner of the
c;oods. I am confident that a lot of overseas clients wilI take
ativantage of this relief to have their goods processed in Kenya,
since now rt wiII be less costly to do so.

Mr. Speaker, I now wish to refer to the operations of
estabLrshments :.n the Export Processing Zones (EPZs). These zones
)rave proved to be a powerful engine for export growth currently
r1r-rneratrng over 1,000 jobs. To date the Governnent has approved six
prj.var-c t..*-"r zcncs, ln addj.tj.on r-o the pub)-rc sect-or zone at Athi
Ii tver. Altogether, 13 companies are presently operating
r-,Llccessfully uncler EPZs and 5 have been given approvals to commence
olrerations. phase I of the Athi River Zone will become fuIly
operational by next nonth and already LOO applications for space
,rre being processed. llowever, certain anomalies have been detected
trom the operation of the EPZ Act. Currently, the eliqible export-
r-elated actrvities undertaken within the zones are restricted to
nr.lnufacturlng and/or commercial act:.vrties. I dR, therefore,
I)roposLng an amenclment to the Act to permit the extension of
oligible activity to rnclude export reiated services ocher than
c-ommercral activities such as consul.tancy, information services,
irr-okerac;e and repair ser'/ices, whether tnese are provioed to other
l:,PZ .o*ponics, or sold abroacl, or indeeo provided agalnSt foreign
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exchange to customers operating within the Kenya customs territory.

l,[r. Speaker, the Government is aware that some companies are
aEtracted as enterprises in our export processing zones because
their export focus is in Africa, particularly to the PTA region and
i:irey regard access to Kenyan domestic narket as a signif icant
factor in their overall exporting strategies. At present the access
to the Kenyan market by EPZ companies reuains open provided all
duties are paid and norual Customs controls are complied with.
However, I am conscious of the need to ensure that the special tax
and other privileges enjoyed by the EPZ enterprises, shou)-d not be
allowed to give these companies an overwhelming competitive
advantage over companies currently operating within the Customs
territoiy. The Governmentrs intention is that the E,PZ companies
r;hou1d focus their sales efforts abroad and that their sales into
the IocaI rnarket should constitute a smal1 proportion of their
overall sales. f am therefore proposing that the Customs and Excise
impose a 5t surcharge in addition to normal import duties and VAT,
on the value for duty of aII sales of goods by EPZ into the
domestic market. This wiII apply during the accounting periods that
the EPZ enterprise is exempt from income tax. This measure will
provide a leveI playing fietd for both the domestic and EPZ
enterprises with respect to Kenya market.

Mr. Speaker, T turn now to export promotion through
Manufacturing Under Bond (M[JB). Since f988 , 2L enterprises have
conmenced operations and the impact of the progralnme has remained
irrodest in relation to expectations. With the current restriction
that al-l saLes other than waste and rejects must be made to export
markets, it has been found that the enterprises operating under
MUBs are not sufficiently motivated to explore alternative
marketing arrangements aggressively, since the cost to them of
export faiLure is high. The great majority of them limit their
exports to contract manufacturing where a single buyer absorbs aii
or most of the production and where the primary consideration is
the cost of the cheap labour. Consequently, margins are low and
export initiative tends to be blunted. To o'rercone this restriction
while maintaining the focus of MUB activitl; firmly fixed on export
promotion, I propose the extension of the surcharge to be levied by
Customs and Excise on the value for duty of aII sales of goods into
ihe domestic market in aodition to normal import duties and VAT.
However, dS the MUBs will continue to pay :ncome tax, the proposed
tax would be lower than that applicable to EPZ enterprises.
Accordingly the surcharge rate proposed is set at 2.5t. I am hoping
that the removal of ihi.s restrict.ion w:ii enable t.he MUBs to
deve).op additional exports.

Mr. Speaker, finally I would like tc take as an exanple
can be done, the Kenl'a Exporter Assisiance Scheme, ;hich
up a bit over a )'ear ago to prov:ae grant asslstance

what
set

of
was
to
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exporters seeking new markets. It targeted on return of two us
dollars for every one given out: to date they are recording
fourteen dollars for each one granted. They have assisted 130
comPanies and financed export efforts to 43 countries. They have
supported market development for such new export ventures asjewellery, paint, plastic trays, furniture and computer software to
give a flavour for the exciting diversity of what can succeed. I am
sure that the horticultural support through Kenya Export
Developnenc Support. wiil yield similar benefics.

Parastatal Reforu

Mr. Speaker, in the last several budget speeches, the problems
of the parastatal sector were highlighted to this House and f
continue to do so now. From 1985-90 productivity in this sector
worsened by about 2 percent annually, while in the private sector
it improved by 5 percent per annum during the same period. This
meant that the parastatal sector used the resources at its disposal
inefficiently, aggravated pressures on the fiscal deficit as a
result of its demands on the exchequer and continued its statutory
monopoly which stifled competition. These factors held back private
sector development and decelerated econonic growth. It was obvious
therefore that more of the available resources were needed to be
rel-eased to the private sector through a comprehensive parastatal
ref orm and privatisation prograrnme.

As was promised in the last budget speech, in July, 1992 the
Government published a policy paper entitled \Parastatal Reform and
Privatisation Programmer , This was designed to outline simultaneous
progress on privatisation and divestiture of non-strategic
parastatals and their reform together with the commercialisation of
strategic parastatals. The core activicies of these were to be
retained under public ownership. I would like the Hon. Members to
note the progress achieved so far in the reform of both strategic
rnrl hn h-clr:|^^i ^ -!-|-'l -seY rv i/qr qa uo Lq J-J .

fn the area of strategic parastatals we have been working
particularJ,y with the WorLd Bank, so as to build up an orderly
prograrnme for the reform of these key institutions. Firstly, I am
happy to announce that we have established monitorabLe targets on
such organisations as Kenya Posts and lelecommunications, Kenya
Railways, Kenya Power and Lighting Company and the National Cereals
and Produce Board. These monitorable --argets address not only
staffing but also investment, debt servrce, revenues, etc., and
shouLd ensure that these organisations wrII not be able to disrupt
the Budget. In the event of these measures being successful ways of
incuLcating discipline into these institucions, I intend to expand
this to other strategic parastatals. I wiII also be bringing
forward ways to ensure their managements ;iII be held accountable.
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Second1y, the newly established Department of Government
Investments and Public Enterprises in the Treasury has conpleted
the reconciliation of debts for most of the loans and investments
made by the Treasury in these parastatals. Thirdly, a study for
i.dentification of direct and indirect subsidies and other financial
flows from Treasury to the parastatal sector was conpleted and an
action plan developed to gradually rnitigate the subsidies by
cornmercialising their operations. In addition, a prelirninary design
of a safety net at the national level has been developed and policy
guidelines to operate it have been outlined.

As far as the non-strategic parastatals are concerned, f am
aware that there is sotre concern about the slowness of our
divestiture procedure, but we are excessively keen that there
should be no possibility of our being accused, dt some later date,
of sales that were not fuIIy transparent. But despite this careful
approach we have successfully moved the programme forward. By April
this year, the Parastatal Reform Programme Committee had
accomplished privatisation of 4 parastatals through the Nairobi
Stock Exchange, 5 througir pre-emption rights and negotiated sale
and 5 through receivership and voluntary liquidation, while 11 were
struck-off the Registrar of Companies.

Hr. Speaker, ES far as the strategy for restructuring
strategic parastatals is concerned, it is inportant to note that it
contains a major reform called the Corporate Governance System. The
main thrust of the reforms under this system is to achieve firstly,
the separation between ownership and management functions and
secondly, enhanced autonomy and accountability. The success of the
reforms wiIl depend upon good practices and the necessary
legislative framework. Therefore in the near future, I intend to
introduce to this House relevant amendments to the State
Corporations Act, the Exchequer and Audit Act and the Permanent
Secretary 'uo the Treasury (Incorporation) Act. These amendments
wilI pave the way for the recruitment, appointment and dismissal of
Boarri i'iei:rbers al,i Cirief Exer-r.rLives Lhrough a prof essionaiiy narrageci
;)roc€ss. In addition, these reforms wiIl also facilitate the
: rrtroduction of perf orrnance linked award and sanction system for

.ard l{enbers, Chief Executives and Senior Management of
I arastata l-s .

I'ir. Speaker, I am also strengthening -,he f iscal disci-pline by
announcing that all loans on-lent to the;:i'*ill from now on carry
lnarket rates of interest. In addition, tiley will pay a guarantee
fee of 2Z annually on outstanding debt tc che Treasury when they
borrow under Treasury's guarantee.

Subsidised debt and debt defaults have been
the singLe most irnportant subsidy to parastatals
together with parent ninistries, intends to

ident i f ied t-o be
and the Treasury
enforce fiscal
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discipline by holding Boards of parastatals accountable for such
defaults. The Treasury '*iI1 also require the Auditor General
(Corporations) and otirer auditors to clear the backlog and
reconcile the parastatal accounts with the Appropriation Accounts,
before the annual accounts are published. Horeover the rePort of
the Auditor General (Corporationi) wilI be the basis upon which the
accountability of these parastatals wilI be determined. The
reconciliation of accounts wiIl elininate excuses for withholding
payrnents and reinf orce f inancial discipline. Furthertnore, aII
mini=tri"s and departrnents wiII be required to clear +-heir
outstanding debts for water, telephone and other utilities. In some
cases, arrears now exceed the equivalent of three yearrs
consumption and the Treasury therefore tray withhold in future,
funds allocated in budgets for roinistries and clear these debts
outstanding on their behalf.

Mr. Speaker, it is important to note that in this year's
Finance BiII I am introducing neasures whereby employees displaced
under the parastatal reform prograrnme wilI be assisted with safety
net pay.ments and related tax benefits such as tax exemption on
severance payments, tax free early pension payments anci a iimited
tax free graluity payments on a clse by case basis, once specific
parastatals, time limits and other special conditions are
establ ished .

Agricultural Reform

Mr. Speaker, agEiculture remains the backbone of the Kenyan
economy ana the severe constraints cf inadequate rainfall,
insufficient foreign exchange and adverse terms of trade have not
spared this sector. In addition, certain structural rigidities like
ptor marketing, payment and pricing systems have affected this
sector aaversLty. Since theie protler.s have constrained this

-------!L --!---i-l 
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prescribed requires a long term perspective and indeed a orfficult
adjustnent process. The three- main areas which need special
atlention are food security, dgricultural inputs and pricing
pol icy .

Sustainable domestic food self-sufficiency remains the primary
objective of Kenyars agrLcultural development policy. A plan for
atlaining food security ;nich depends overwhelmingly on government
resourcei, is no longer sustainable due to budgetary consiraincs.
An enhanceo role of che private sector and a competicive free
markec for agricuiturai ccmmociities is now being vieweci as --he key
to the attainment of this goal. It is a fact.-hat the marke-uing and
pricing systems have been nost).y controlled by Government a:ro hence
the Government's prinarl' po).icy response wi]I be acceierated
liberalisation of the :arketing systen and price dec:itroIs.
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Towards this goal a major policy paper is being developed by the
Ministry of Agriculture. The problems of food security are also
inter-linked with the performance of the National Cereals and
Produce Board (NCPB) which as I remarked earlier is now subject to
monitorable targets.

Mr. Speaker, as far as agricultural inputs are concerned, the
availabitity of fertilisers, chemicals, feeds and fueIs, are
considered the most critical. In 1989, a policy shift in narketing
of inputs was accomplished with the decontrol of prices of
fertiliser and of other inputs. Although, immediate price
adjustments occurred in these inputs, the decrease in their
application was attributed more to declining returns to investment
in these inputs than to their relative prices. The issue of their
affordability to the average farmer stiII remains unresolved. The
solution to this problem wiII come mainly through pricing policy
reform which is underway for most of the commodities. It is
expected that once agricultural marketing and the pricing system
are fuI).y Iiberalised, producer prices will become more responsive
to input costs to ensure adequate returns to investment in modern
inputs.

l4r. Speaker , I now turn to pricing policy. Rapid
implementation of price decontrol is in acknowledgement of the free
market forces to determine prices and allocate resources
efficiently. Although the nature of agriculture requires a long
adjustment period before the results of liberalisation can be
evaluated, recent experience suggests that there is some reason for
optimism. For example, production of pigs, beef and milk have shown
signs of recovery. It is too earty to expect any supply response
from the recently decontrolled prices of wheat and sugar but we are
confident that farmers wilI benefit and respond appropriately. The
process of liberalisation of maize prices wilI be undertaken
gradua).Iy, to safeguard the interests of the consumer and allow for
.r smooth adjustment to changing prices. During the regime of price
control-, producer and consumer prLces f or most agr:.cuIturaI
commodities had been set below their true market IeveIs, thus
constituting a disincentive to investment and growth. Price policy
reform wilI therefore be the key rngredient of agricultural
development strategy in the 1990s.

SnaIl-Sca1e Industries and Enterprises

Mr. Speaker, Sessronal Paper No. 2 of March, 1992 provides
comprehensive policy guidelines for promoting the development of
smaIl-scaIe enterprises in Kenya. A database on institutions
rnvolved in smaIl-scaIe enterprise development activities has been
established. This facrlity is particularly important for the small-
scale entrepreneurs wishing to know where to go for specific
assistance. As far as ownership of industrial sheds is concerned,
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over 60t of the sheds constructed for srnall-scale and Jua KaIi
enterprises have had their ownership transferred to the target
beneficiaries, and some of the entrepreneurs can now use the
facilities as collateral to secure loan from the banking sector.
Progress has also been realised in sensitising the banking sector
to be trore receptive to the needs of t.he sector and there are
special credit progralnmes irr a}l the najor commercial banks and
financial institutions to assist this sector.

Rural-Urban Balance

The strategy of rural-urban balance has been in place since
1985. This strategy implenented through the District Development
Committees, the Rural Development Fund, the RuraI Trade and
Production Centres with some inputs fron locaI authorities has not
been very successful. However, wage employment has increased
between 1987 and 1992 sonewhat. For example, in Kericho employment
grew by 24 percent during this period. This indicates that the
policy of rural urban balance has had some impact. The number of
urban centres has increased tremendously in the past few years. The
urban population has increased equally substantially. However, a
Iarge part of this population has concentrated in Nairobi and
Monbasa. The Government wiII, therefore, put special emphasis on
greater co-ordination between development of local authority and
rural development prograrnmes. This wouid entail the provision of
infrastructure, the priority of which will be based on the elevated
status of locaI authorities. Towards the objective of controlling
expenditures at district leve1s, the accounting officers in various
ministries wiII have to make sure that the message of
accountability also reaches the operations of the District
Development Committees.

Educatlon

Mr. Speaker, I would now like to consider the education sector
which has faced nany challenges amongst which tlre main ones are the
rapid increase in enrolments at aIl Ievels, the wastage of
resources due to high leveI of drop-outs and the financial
constraints. The Government has consisten.-Iy pursued policies ained
at expanding, strengthening and reaffirm:ng the spread and quality
of education. Its overall objective is to provide education to alI
so as to improve the quality of life of Kenyans in general.
Therefore the measures adopted range from waj-ving school fees in
primary schools and strengthening the aduit Iiteracy programme, to
construction of boarding schools in Arid and Semi-Arid Land (ASAL)
areas. However, the Government is very r,uch concerned about the
hiqh public expenditure on education and, therefore, has introduced
cost sharing at all leveIs. It has confined the provision of
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grants to poor students, especia).ly those in the universities,
whose parents cannot afford university fees and to the
disadvantaged groups such as the physically handicapped. The
Government wiIl continue to assist students to pay for their higher
education through Ioans, scholarships, grants and bursaries but
this assistance witl be made available in cases of financial need.
The needy cases and the amount of assistance to be given to each
student will be determined through a means-testing.The Ioans given
to the students wiIl attract interest rates which wiII be reviewed
annualIy, with a view to progressively eliminating subsidies and
make the interest rates positive in real terms.

To administer the loan scheme, the Government is going to
establish an independent body, with corporate status and sufficient
IegaI backing. In addition, in conjunction with international donor
agencies, it wiIl continue providing facilities and text books for
mathematics, English and science to the selected primary schools in
the ASAL districts.

Mr. Speaker, in oroer to improve the quality of education, the
Government wiIl continue to revj-ew the 8-4-4 education system
curriculum content with a view to ensuring that it is relevant to
the changing needs of this country. It will also continue to expand
teacher training so that untrained teachers can be trained and
those who were initially trained for the old system be retrained.
Towards this objective, the Government in conjunction with
financial assistance from donors, has already embarked on
retraining of trained teachers so that they improve their skiIIs in
teaching sciences, practical subjects and languages. The Government
wiIl continue to encourage such co-operation witn NGOs, donors and
internationa). agencies rn nobilising resources for the development
of the education sector.

Hea I th

Mr. Speaker, turnrng to health services, per capi.ta health
expenditure rn Kenya has shown a downward trend over the last few
years. we are committed to maintain heaith care expenditures in
real terms in Iine with inflation and population growth and we
anticipate offering a rnuch better health care service rn L993/94.
The need f or curative serl,u ices is immed:,ate and undenrable. When
people are sick, they neeci treatment for sickness and this cannot
be denieci. T)re govern:;.ent f acilities need to respond to these
demands. IJowever, there is a need to shift because preventive
services are much more cost effecti.,.e in saving Iives and
alleviatrng suffering. C;rative health services accrue exclusiveJ.y
to indi'vrduals and thereiore it is feasibie and efficient to impose
user charges for those;ho are able to pay. Our polic;';.s to use
user charges to actua1l7 increase health care spending per person,
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and also to increase r-hem, SO as to buy additiona I drugs and
medical supplies to fund preventive services in the Local areas to
some extent. To alleviace the burden of these user charges on the
poor and other vulnerable groups, a system of exemptions and
waivers have been introduced. The Government wilI carefully monitor
the effectiveness of both the collection of user fees and the
exemption and waiver system, while reviewing fee rates periodically
and adjusting them in Iine with inflation and the individual's
ability to pay.

Mr. Speaker, dD alternative to shifting responsibility for
curative services to individuals is to expand the population
covered by national health insurance. The National Hospital
Insurance Fund (NHIF) is the main health insurer in Kenya, covering
about one million members who, together with their families, make
up about B tnillion eligible mem|:ers. The NllfF fees are based on a
graduated scale dependent on salary while benefits are Iimited to
a maximum flat amount to cover all expenses incurred per day for
in-patient charges which vary by institution. I'lajor health care
expenses such as operation costs, are notr covered. There is no
coverage for either catastrophic health insurance or out-patient
treatment. The possibility of replacing compulsory membership in
the NHIF with approved private health schemes will therefore be
examined for certain Iarge groups of private sector employees. The
majority of Kenyans are not covered by any form of health rnsurance
and so a means must be found to induce them to join such schemes
and thereby fj.nance a larger share of curative services out of
insurance.

l4r. Speaker, the cost and availability of medicines has
created a Iot. of concern recently, particularly with measures to
Iiberalise the economy. The Ministry of I.lealth has been given its
own tender board f or tt:e procurement of drugs. Theref ore, it wil.I
be exneeted that ctrr-rgs, wrl-l- be sourced co:rnpet!l-1r,rsly 'rit-h l-ocaI
producers benefitting from their rendering concession.
fncreasingly, private and public instj-tutions are sourcrng their
supplies of medicines, eudlity surgical instrunents and :r,achinery
from developing Asian countrj-es Iike China and India, because these
items are manufactured:-n those Iocation unCer Iicence and are much
cheaper than sourcing them from the traditionat European suppLiers.

6 FINA}ICTAL O TURN !992 / 93

Recurrent Revenue

Speaker, I now turn to this year's Budget Out-tur-n.
budget for 1992/93 ordinary revenue was estimated

l'!r.
original-
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1,106.9 miltion, net of export compensation payments. Another KE
BB.3 miLlion were expected to be available from Appropriations-in-
A r-d, making up total available recurrent revenue of KE 3 ,L95.2
million. The ordinary revenue was to comprise of KE L,o74.8 million
from VAT, KE 922.o million from Income Tax, KE 734.5 from Customs
and Excise, and KE 375.6 nillion from aII other taxes, dividends
;rnd fees. Mr. Speaker, the revised estimates for 1992193 show that
L may realise a total recurrent revenue of KE, 3,292.1 miIIlon,
which is KE 96.9 million higher than the original estimates.

The actual total collection under ordinary revenue is likely
to be substantial-Iy higher by KE 93.3 miIIion, while total
collection under Appropriation -in-Aid is expected to be higher by
Kt 3.6 million. Within the total of ordinary revenue, there have
bcen some differences in the performance of different taxes. Mr.
.'ilreaker, I mentioned before that the overall growth in economic
activity in L992 was way below our modest expectation of 2.6
percent. The 4.0 percent decline in volume of imports in L992 was
.rnticipated. However, we had expected a rebound of imports from the
beginning of 1993 which did not take place.

These factors tended to depress the collection of revenue. On
the other hand, growth rate of the GDP deflator at 18.0 percent.
turned out to be higher than our original expectation of 15.0
percent. In addition, there have been very substantial changes in
the nominal exchange rate recently which have raised significantly
the shilling value of imports for the Iast few months of the
current financial year. FinalIy, the efficiency of tax collection
has improved further, thus continuing a trend which vras observed
during the last two fiscal years.

.Mr
VAT, KI
(-'ristoms
i,)92 /93

Speaker, I now expect to raise KE 1,070.9 million from
975.0 million from Income Tax, KE 755.0 million from

and Excise, and KE 399.1 milLion from other sources in

Recurrent Expenditure

Mr . Speaker, ds the Hon. l'lembers are aware, this House
rccently approved the Supplementary Appropriation BiIl to meet
;rdditional expenditures during the current year on account of
elections, salaries and allowances for teachers and civil servants,
.rnd sor,e hiqh priority expencl itures on internal security,
p,rrticuiarly to deal witn the influx of refugees. As shor.n in the
I''inancial Statement, this yearrs recurrent expenditures wilI
tlreref ore increase by about KE 155.5 mr1lion.
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As far as consolidated Fund service payments were concerned,
I anticipate a substantial increase of about KE 755.O million over
the levels we n"J pI-u"ned in the beginning of the year. Of this, KC

23g.0 million reprLsents the additional domestic interest payments
that the Trea=.rry will be naking thiS year due to the recent sharp
rise in interest rates follovring atteropts by monetary authorities
to mop ,rp "*""r= Iiquidity from the donestic credit market' This is
a price the Government nas to pay to contro] inflation' Foreign
interest payments are expected to increase by about KE 2 f9 ' 0
million compared to the planned level due to the depreciation of
our currency.

Excess Votes and Under Issues relating
to be financed amounting to KE 73'4 million'

toIn addition,
previous years had

Mr. Speaker, I therefore expect this year's gross recurrent
expenditur"=, iogether with Excesl Votes and Under Issues to be Kt

i,igi.s niIIion, compared with an expected totar recurrent revenue
of KE 3,2gZ.L 'miIlion. Thus there wiII be no surplus in tlre
recurrent account to finance development expenditures.

DeveloPment ExPenditures,

Mr. Speaker, continuing a system that was developed during the
Iast financial year,the Treasury has been monitoring the revcnue
collection u.d '"*penditure trends very closely wt-th a view to
controlting the Uudget deficit and domestic borrowing' One factor
that tended to push up the deficit was a shortfall of about Kt40'0
million in the actual realization of programme grants during tlris
year. rn an attempt to keep the defitit dow.n, d""^:l-".pment issues
tere released to the Ministries only when cash was avail-abIe in the
Exchequer. xowever, Ministries were given authority to overdraw
their cash books to meet expenditufes on very high priority
---^r ^-L- ---r -e^-e-Fi^- ac a roo-rt'!t r:f -ttnh t'ioht-- mOnttof ing and
pf Ol EC-uS ancl Pf-Agl-diidit€5 ' ii:r d i u-u! u v^

controL, I expect the Gross Development Expenditure t!is year to.be
timited to around Ke 1,088.2 miliion, wnicn is Kt 244'1 million
Iess than what was approved in the Supplementary Appropriations'

In addition, I had to finance Excess Votes and Under Issues
under the development vote of about KE 83.5 million.

As a result of these developments namely a shortf.all in :l:
realization of programme grants, i very Iarge increase in domestrc
and foreign interest payments, and supplementary recur!ent
expenditures, I expect this yearrs budget deficrt to escalaLe
aroundKe.T25.omillionorabout5.0toftheGDP.
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Expenditure

Mr' speaker, dS r had mentioned before, the most inportantshort-tern economic objective of the Government is tc recL,_rceinf ration' rt is only thiough achieving this objective that :::e cdrlstabilize the economy, strengthen the dnirling, promote i_nves.:.-.nt:n..:and exports, and renew the.growth Drocess in tire L"o.,oroy. To -.:.:,.,c:--inf lation we must reduce ttre growin oi- ro,-,"y supply; this .. -. . ..rmeans thac we have to adjust- our extendit-,.r."='io 'tn" 
res,:--._-,.r:iavailabLe and not resorr- t,c donest;.c borrowing on a iargre scat- :.f inance the buciget def ici.t.

Thus duri-ng }gg3/gr there wirr be very rittre rear_ gro-;th ofrecurrenE. ..,9_ - developn.lt . expenditures. AlL Ministries andDepartmen'Ls will confine their ""p."allures to the most :-nportantand unavoidable activities and progrannes . No f unds wi i L be rnacl:available for starting new ="rvi"e= or projects.
Mr' Speaker, in framing the recurrent expenditure prccosalsfor 1993/94, the Government had to nake enough arlocations fcr theincreases in salaries and arlowances of civir servants andteachers, ds werr as for the p.yrn"r,i ti tn" third and final phaseof the i.ncreases awarded by the Mbithi Commit.tee.

Mr. Speaker, the expenciiture proposals r am making this yearare different -i.n *?ry respects fiom tl. past budgets. Arthoughthere j's a decLine in the vorume of Minis.fy -.*p.ra-il,r."= 
in realterms due to our concern for reducing i.nrrutlor-,- d nunber ofchanges have be.eJr .put..in place. t" i;;;;;e the allocational aspectsof the budget whicir will contribute to a inore productive use of theavaiLable resources. without going into too many details, r would

lll: :" highlight some or ine more irnporrant changes that have beenlncorporated in the budget.

Hon' Yembers wiIl reca11 that H.E. The president has expressedhi-Iir,, concern repeatecily on the social consequences of eccnomicadjust:nenc and on the need for the Gcvernnent to taka spec-r.aImeasures tc protect the welfare of the poorer sections o:- trursociety. rn line with th:s concern, substantiar budget provisioashave been ioade in the estinates to inpreraent a number of prograrnmesto ease the burden of economic -uJ1.,=tr".,t, especiarly on thevuLnerabLe sections of our population-. These incl-ude an al-Locatj-onof KE 110. o million in the recurrent estrnat.es for j.mprementrng anumber of special prograrnnes such as paying bursaries for fees insecondari' schoor.s for chi.r-dren ot pooi parents, increasing supp-rvof drugs and other mater:aL for hlalth services in ru!.ar- a:.eas,i-mproving naintenance of ;ater project i-n rural areas and crov::::c
33



rc. security (for the supply of maize), particularly in the
;emi-aria 'regions. 

a -further allocation of KE 35 million
made in the development estimates for site and service
nts for housing the urban poor, and rural industrial

_:nt and employment generation Progranmes f or the
:. ..:;pD€Dt of Jua KaIi enterprises including investnent in

i.nf a.=-ructure.

..:ondly, with this budget, the Government is making a

be.'.itining to rebuild our physical infrastructure, especially the
etwork including the upgrading and improvement of rural
. roads, particulaily those that wiIl enhance the quicker

L--c,:ati6n of KE 25 nillion has been earmarked for this purpose. I
' .. to introduce a dedicated fuel tax fcr road maintenance in

.t'.re. I hope that trhere will also be substantial additional
; for this programyne through grants and soft loans from the
community.

hirdly, the development budget I am proposing for 1993194
aLso includes a provision of KE 1OO million for distribution of
,rii.ze by the NCPB. As the Hon. Members are aware, the Government
,/(-.r ,.,j have moved ahead in liberalizing maize marketing, but for the

.? rainfall patterns during the last two years leading to a
. of maize.- This is indeed a reflection of our commitment to
uhe adequate availability of our staple food, 3t reasonable

rnrthly Mr. Speaker, the Government is committed to bringing
major restfucturing of the civil service to make it more

irl r-:(-iuctive and to reieJse f inancial resources f or public
investments. The restruc-.uring which wilI be implemented in the

.yi financial year is also a very important national programme for
i.ri .()ving public sector ef f iciency. The budget f or 1993194 has

,:ed a sum of KE 16.6 miltion to inpleruent the first phase of
'I Service Reform, particularly to provide a vrabLe safety
-;uch civil servan-.e and employees of State Corporations who
'endered redundan--.

..Speaker, as f saiC earlier, the expenditure proposals being
-.:d today also provide for the payment of the third and final

--.rentr of salary increase to civi I servants as per the
enciations of thL Mbithi Committee. However, this increase i.n
:a'whj-ch will beco:e efiective from lst JuIy, L993 is meant
:nsate f or past in jlation. Theref ore --he Government has also
C an addilional X.E 1OO miltion in chis budget for providing
rom the recent :ncrease in prices. The details of the
i:creases are being worked out and ;iII be f j-naL j-sed very
an confident Cha:- these measures;i1I give consrderable
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reli.ef to Government etrpLoyees and tlif :. encourage them to ;ork even
harder.

Apart from the above najor allocations, the buoget f amproposing also refleccs a substantial leve1 of assistanca by the
internacional donor comnunity for general budget suppor-- chrough
the resuaptj.on of gr.rick-disbursing balance of payments assis:anie
as well as for implemencing a nunlcer of very high priori-ty rarronalprojects. r vourd, therefore, req-uest the Hon. Hembers rc join ne
in expressing our gracitude to the foreign g:overrutrents jnd bi-
Iateral and roulti-latera1 institutions that have proroised iinancial
support to our developnental efforts.

Programnre grants and loans are projected to increase froa KE
333.I nillion this year or about 5.4t of the total Gcvern-aent
expendicures to KE 880.2 nillion or ll.2t of E:e -.cral
expenditures. I am slrre that as the vear prooresses :cre such
programrne assistance '*i1l be received easing our foreign excnange
situatj.cn as well as reducing the donestic borrowing b1'-,he
Government to f inance -.ne budget def icit. Hr. Speaker, r-hrs j.s
indeed a very strong ref rection of che conf i-dence --:r.aE. the
internacional donor ccnnuni.ty has i.n our Govern-aent, par--:cuIarIy
in the Eanner in whj.cn';/e have irnprenented uajor polr::cal ani
econonic reforros withi:r a very short period.

!{-r. Speaker, altrough the Hon. !{ernhers
opportunity to discuss -,he various prolects
votes, I would like to highlight sorDe of the
pro j ec-,s included in --he budget, nerely to
thrust of our developr,ent ef forts.

r, i11 have adeguate
under the c:fferent

roa j or donor-: j.nanced
i l lustrate --he aa in

Perraps the most ::porcant progranlne that. will be ::nanced
next year is the Drcught R,ecovery progrramme which :s berng
inplenented with assis-udr1c€ from the iiorl-d Bank and for;hich anjrlloca-':cn of KE. 18.5i :rlr j.on has be.e.:r 'nade in the. bucgec- rhis
program.ne which is alreaciy being implenented by the of f :ce of :he
Presiden-. is yet another ref lection of trhe Governmentts cc:niE:ent
to provide guick assis-sdnc€:o relieve the economic har:ship of
people :n the drougl-- af f ected regrons. l{r. Speake=, :his
allocatlon is in addi--icn to the KE 10.98 million financed Dy a
WorLd Food Progranme granE for food assistance to ch:-tren ln
prinary and pre-primar-v schools in such areas.

l{-r. Speaker, the s rngle iargest al- Iocation in the Develop;ent
budget fcr next year:s for the procurenent of equipmenc for the
Kenyatta National Hospital with generous grant assistance fcr uhich
an allocation of KE 39 rillion has been made. The Naircci tiacer
Supply projec" being i:pienen',ed with financial assistance froa a
consort:'!.uD of donors:s:he second largesc project for;,ricn an
amount oi KE 38.34 trr-l:on has been set aside in the cuclet for
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further expendi:ures
abouE, :{! 72.93 :rIlic
for preservaticn of w
with f:rancial assist

nr i 1:
rI1:

i:rinj' Lg93/91. Large investnents totalling
n are also incluoed in the developnent budget
i:oIife and the na:ragenent of protecced areas
ance from yet anoEher broad based consortiu-a.

!r'-:. Speaker, in i:ne with our narional commitrenc --c develop
human =esources, the cevelopment budget has also setr as:oe targlsuES i:r invest:ents ::r the education secEor. These :ncLude inaIloca;:cn of Ki 22 aLi-ion for the Universicies fnves-,aenc project
and KE :.3.8 niilion for rhe sixth Education project, bot:: f inancedby €X-u3!ldI concessionary loans from the iiorld Bank. O--ner najoralLoca--icns i:'l the oe'reropment budget incrude KE ri nirrionearnarkec for ccapleti::g the consE,ruccion of the Exporr processing
Zone a-- .\thi i.r'rer anc KE 19.5 arl,l_ion f or coast iiarer suppry
Pro j ec-- .

As :he Hon. Menhsr5 might i:ave Seen f ron therr ccpies ofL993194 ?rincea Estina--es, the grcss recurrent expenditures ofMinisE=:es wil- be xE 2,733.0 :i-1ion, financec partry byApprop=:a--ions-:n-Aio oi KE 155 niii:on. The proj€c-u€,i expenariureson consoiidateo Fund Services payaent.s are KE 3,7g0.2 ,i.,_1ion, ofwhicn Ki 1,363.2 nil-ion is tcccun--ed f or by rniernar roanredenp--:-cn invciving :.ae rorr-over c:- exis-'ing in-,ernaI roans,beconr:.9 iue f c= repay:ent in Lgg3 lg 1 . Foreign interesr, paynenE.sare exlec--ed to be arcund KE 505.5 nillion and donescic inlerestpaftren-ss ;i1I be of the order of KE 994.2 aillion.
r shaIl also have'-o provide for Excess Votes and Lncer rssuesrelati:g io earlier years arnounting +_o KE 7A. 1 milIion. Thus thetot.ar ;=oss recurrenE expenditures in Lgg3/g1 will a:ount to KE

5, 501. : ::l-1ion.
De','e-opmen-- expenc:--ures in \9931-c4 wtil be arcu:r,i X: :.,2g9.5c:., ;hicn :.ncruces an App=opr:acioris-rn-Ai.l c: :iE 6j5.3
c-r.-, -. In ac::ti9n-_ I wil-I Eave _:a f inanro Exce--s-< '.'or_es and

'--,1 ^ ^:unaer -ssues c: dE z),4,1 mrrlion Eer--ainr:g to pre\.:ous years,
making --ne trota- expeni::ure in L9.13 /94 on cevelopnen: accoun! KE
1, 50.i.: ::Ilio;l.

.:.-s e :o:a- gross =xpeniriu:= ::
tc be :::.ancei turrng '-993 /91 , anc
propose :: fine::e these expencir:,-::-es

:= o,--t.f nj_-^::n -L-i nal'e
I sha - l no'n' cc :r-.--c ho; l

ExterDaI Reveuue

l'{r. Speaker, the ::.-_ernat.iona I dcnor ccnnun jgy has continuedits sup.c=r f c: our e: f orts f or --he rap:c deveiopo.r-.,-_ of the
h3-:lct''i , ..''colrf :---,ing ass:.st.ance Ln -_ie for; ci concess:cn:ry loans
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and grants. As f have nentioned already, the suspension of quick
disbursing programme aid from the urultilateral donors which was
imposed in November 1991 has been lifted recently. Thus in L993194
we expect a total external assistance of KE L,821.2 miIIion. Of
t:ris, about 33 percent or KE 501.1 nillion wiLl be in the form of
project and programme grants and the remainder in the form of
project and prograrnme loans. Thus I will be able to f inance 22.5
percent of the total expenditure from external resources-

I shall now
6,278.3 miIlion.

Thus I shaLl raise a total of
these sources. I have, t.heref ore, a

turn to how I intend to raise the balance of

Domestic Borrouing

Mr. Speaker, I have stressed before our objective of bringing
down the levet of borrowing from domestic sources for financing t-t-

budget deficit, so that more resources can be left at the dispos
of the private sector. The gross borrowing from domestic sources.
planned for L993/94 is KE 1,809.1 million, which is about the same
as the expected gross borrowing of KE 1,810.9 million for this
year. It should also be noted that KE 1,388.2 million of this gross
borrowing will be directed towards recycling maturing debt and
another KE 293.2 million wiII be accounting adjustment for
expenditure already incurred, leaving a aet borrowing of only Ke
L27 .7 miltion, compared with an estimated net borrowing of KE 874 -^
million during the current financi-aI year.

Again, consistent with our policy of reducing the inflationary
irnpact of the budget deficit, w€ proPose to raise aIl of the
additional domestic Ioans from non-bank sources.

Internal Revenue

Mr. Speaker, the economy has performed poorly in 1992- For
reasons already stated, I do not expect significant recovery to
begin before tlte end of this calendar year. Our current forecast is
a real growth rate of 3.3 percent ciuring the f inancial yea'
i-g93/94, compared to a forecast IeveI of about 1.0 percent fc
L992193. The impj.icit GDP deflator is expected to be somewhat lower'
in tgg3/94 at about 15.0 percent compared with 17.0 percent for
Lggz/93. On this basis, I expect to collect, dt present rates of
taxation, a total ordinary revenue of KE 4,109.0 million, net of
export compensation payments. Appropriacions-in-Aid wilI provide
another KE 95.0 miIlion.

KE
gap

7,840.3 milLion from
of KE 265 .2 mi 1I i-on to
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financed through additional
wiII deal with how I intend

tax measures. The
to do this.

rest of my speech

8. TAXATION PROPOSAT8

Mr. Speaker, I have already appraised the House on the
econonic outlook of the industrialised and newly industrialised
countries, the potential in the Sub-saharan region and the prospect
for growth in our own country. r have arso formurated a poricy
framework that wiII reverse the inflationary trend, encourage
export-Ied growth and facilitate market-based efficiency: these
wilI encourage higher growth by way of the private sector.

Mr. Speaker, the tax proposals I announce today are part of
our continuing tar modernisatiou exercise which is aimed at
reforming Kenyars taxation system. This progranme, to a large
extent, has rationarised import cuties, excise rates, vAT and
income taxes. AdditionaIIy, it has introduced computerisation
within the revenue collecling departments aiming a€ furthering
efficiency in tax collections, sharpening work incentives ana
improving efficiency in the economy by identifying and removing tax
based distortions. I would like to record that in the current
financial year, the revenue collection performance has been so good
that tax collection has been above target despite the absence offoreign inflows and the depressed state of the economy.

I have indicated to this august House that I have a financinggap of KE 265.2 nrillion. r now turn to ny taxation proposars to
cLose this gap. These proposals include underwriting the necessary
tax effort to raise additional revenues and continue the
modernisation of the tax system.

Mr Speaker, every taxpaying Kenyan uould prefer that I close
this gap by raising more revenue out of the existing tax bases
rather than increasing tax rates on those Kenyans that are already
bearing a heavy burden. Our revenue departments have been doing an
excellent job to date; they have been col]ecting over 160 shillings
for every shilling of operating expenditures based on funding of
well below one per cent of their tax collections. ft is clear that
by increasing their leveL of funding that significant increases can
be gained in revenue ),ields. Tax collection reguires that tax
officers have the tools and resources aE rheir disposal co oo cheir
job effectivery and efficiently. They also need funds to s.:ppi.y the
taxpaying public with inproved infornation services on the
operation of the tax s1'stems to reduce their costs of co,TpIiance.
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Mr Speaker, the iu::Cing of the revenue departmencs i: =ecentyears has been fallrng and rs significan-,ly below interna--:cnaIIy
accepteci levels for eff:cient tax collec:ion. To begin tc :ectify
this si-.uation, I have s-,ruck a bargain ;ith the Cornmiss:oners of
the revenue departnencs that, chey wilI give Kenya an e'v'en Eore
effec-,:ve and fairer -gdX syscein, if I guarantee them an ::.:=eased
funding ievel of a tr:.n::'.:a of one percenc cf their targec =.-'.'enues.I have aiready instruc--ed the Treasury to iake all the arra:.?=-:ents
so thac --he suppletrentary funding is fu).J.y'available to the =evenuedepart=encs by the 1s-.. --uly. The new fiscal year will see:c-- only
a nooer:ised tax sysie-, bu-' a rejuvenated and effective c:e.

As is conventicnai, I would ask Mr Speaker, Sir, tha-. --:e rest
of my sceech be regarcei as No--ice of a:o--j-on Eo be noved:efore
the Cor-lt.tree of Wavs a:ci Means.

Custous Tariff

Yr. Speaker, tx,e i::iance BilI publ:shed cociay ccn!a::.s so:re
importan: amendmenE,s --c tie Customs anc Exc:-se Ac!. I have
class if :.ed then inco --;o cateqories - --rose with no =evenueimplj-ca--lons and those::at have. Some c: ---:e changes are a:-e.i at.
correct:ng errors ar.c omtsslons whil-e clhers are a::=i atr
rectif y:ng a f ew anora i:es . As is custorarf-, I rvould l ike --. deal
initially with those a:end;ents vhich have no direct =er,'enueimplica--ions.

Fi:sc, I refer tc '-:-re anendnent las-- jear to Sect.io:. :13 of
the Ac'- ;hrch has bee: ::sin--erpreted. T:e anendnent 'r;as -:.--ended
to cover only raw traEe::als and componeni parts for use ':. the
manuf ac--,.lre of j.nsec--:;:ies, :ungicicies ar.i srnilar pro:-:--s as
weIl as ;anufacture o: agricuicural and :cr--rcultural i;p-=:entrs.
Insteac --he Iaw was ::--==:re--ei tc rnciuca -:portratron cf i:=pareci
insect:,clries anci. f':n.1tcrdes. The rs.lise,i proposals --.-.=refcre
excluie ::.portat.ron :: such :anuf accure: :--e:s as i'as :::;-:.aJ-11'
intendea.

ra-^nrr currenc-','-:.ier --:e Iaw inpc:: truties are Ddr'E!-€:ronve-v..q, JsvIgJ qlg 
.

che da'-e cf importaa:::. -:ere a ccndLticn::: cenporary ::p::--:--ion
has bee:. concravenej ::.r gsacs nusE. '-r-.3: ce re-expcr-*etr - --,llI.l
twelve :-3nths unless --:.e Yints--er direccs o-,ter'*rse. Many' :as:s of
misuse :.ave been repc=-,ei rn ;hich peop^e l^.a.,'e inporteci ::ss::ger
cars an: commerctal-','eit::Ies :cr ternporarr"jse, ;hil-e loc..:-:.: icr'
prospec--lve buyers --::ereby crrcumvei.--::g prohibrt:c:.s and
restric--ions. I am therefore proposing a punitive measure ;hen an
imporce: ccntravenes --.-.e cc;-.jrt:.on o: --e:.aorar'/ impor--3---::. cf
goods.
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Third, under the present Law, coi=t:'.:cEron projects belongingto diplonatic missions or the united l;a--:oni ana ics specialisedagencies, have had their naterj.als-and eg.iipaent exempted fron dutyunder section 138 0f the Act and not -rr-rd"r the Tlrird Schedule,since the rnaterials and eguipmenc are al'*ays impor'-ed by thecontrac'-ors. FoIlowing the anendment of secEion r3g of the Acc Lastyear, Do provision exists for renissic: of duty to cove= suchcases' It is therefore Proposed that suc:: goods wilI be allo.*ed tobe imported under "Diptonaiic Privileges, in ;e rhird schedure ofthe Act, where specific exenption wili le frantea by the Treasuryf ollowing a r^rritten juscif icition and =ecoi..endation in each caseby the Minister for Foreign Af f airs ano r::--er::acionar colopeiacion.
Fourth, under the existing 1a'* exe:pEion of rnport duty ispermitted in respect of official aid :.j'ra"a projects. I-io;ever,confusion has arisen as tro the scoce :: :nis .r"rfcion. someof f icial aid institutions provide funos ... . -"i-nt basis, o-Lhers onconcess iona 1 terms , and cne rest on a"-=.=. ai: terras . S ince i.- isw'rong to allow duty exenptions on inpc=--s i:= prolects fu;iied bycostly comr,rercial 1oans, r am proposin; a: a:endment which _initsciuty exemPE ions to imports un-der pro I ec--s f unded by gran-ss andconcessional loans, where concessi6naf -oans have a minrnun of a252 granc element, whiie imports fundei b..'connercial loans eruen ifprovided by of f icial aid institut:.oiis are 

- createa as regurarrmports and sub j ect tro customs ducy . .:.ireaciy the currenE, Iawestablishes a relief of aIl but a ni:'li::,n r-;por-, dutlr raEe forinports -of nachinery ano equipnenc i:-=',r.:"a -.i connercial ioans,provided that the projectJ using the; q"nerate or save fcreignexchange.

Fifth, these existing provisions =e;ar::ng the applicationprocedure f or the mininun duty rate on ..'.1"=::ent goods r,h:cn areexpected Eo generate or iave neE, : cre:gn exchange, needclarif icac:-on. r am, theref ore, propos:n: a:endmenEs so ii.ra-u che

- 
aPoLr-cq-!ion be consider-ed on.Iy if -r-):e ilves--aent goo.ds have a;rnimun f . o. b. var.ue ci shs. 5 nrrii::. and are acco:oan:ei byproforna invoj-ces from suppiiers or ocher :ndependenc esci;aces of'-he value of the proposed inports, i3ge--..ier with Drccf c: chesource anci commitment of f oreign f :nance, ,-s ;eiI as i f ".=:crt:-cyscudy of *_he investmenc.

Srxch, to date r.uor:ca-,ing orls b-e::=i::. bonci:n i.en;.a havebeen sub; ected to impor-- ciuties baseci c:. :ie componen-_ o:. - s andadditives. This proceciure has resu-:e: ::.,r uncerta r.n--... andcompl icat ions . r am cheref ore propos::.c :o suitch tc -,.1e sameprocedure used for refined oil pioduc-,s, ;-.:neI.,'to tax t.:re oiendedorI when brought into hone use.
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Seventh, under the present tariff structure, domestic
producers have to pay import duties on inputs to publish books or
to manufacture items such as agricul-tura1 equipment, fertilisers or
pharmaceuticals, which if they are inported are duty free and zero
rated under the VAT Act. Therefore, the domestic producers of these
duty free items are at a competitive disadvantage corapared to
importers and are essentially faced with negative protection. In
addition, the delay in refunds fron the VAT Department exacerbateci
this disadvantage. The result is that it has been cheaper to import
the finished products than to produce them IocaIly. After
consultation with the private sector, I am, therefore, introducing
today the Essential Goods Productiou Support Proqranue. This
prograrnme wilI aIlow donestic producers of duty free goods as weII
as goods to be supplied to aid funded projects or the Kenya Armed
Forces to import raw materials duty and VAT free. This programme
wiIl be administered by EPPO in paralIeI with the duty/VAT
remission scheme for direct imports for export production.

Eighth, Et present, transit fraud is a major mechanism fo::
avoiding import controls and evading import duties and taxes, hence
transit controls on goods arriving by land and sea need urgent
tightening. The present time limits are too generous; an initial 9O
days can be extended to a full year. Most genuine transit shipmeni.'
take less than two weeks to leave the country. It follows that the
fraudulent importer has abundant time to avoid customs control and
divert goods onto the IocaI market. To eliminate this I have
proposed amendments which wiLl reduce the time limit for transit
goods to 45 days from the date of entry with a possible 45 day
extension granted by the Commi.ssioner based on suitable
justification together with a physical examination of the goods in
question.

Ninth, the present Customs and Excise law has a provision for
sharing data with foreign Customs Departments for the purpose ai'
revenue protection, but no provision exists for sharing these data
with other lor:a. I rewenr.re departments, for statistica'l or revenlle
protection purposes. This is a serious shortcoming. Both the Income
Tax and VAT Acts have explicit provisions for mutual sharing of
information and I am proposing a similar provision in the Custo,,,
and Excise Act.

Mr. Speaker, f now turn to changes that have direct revenue
implications.

First, I am continuing with the rationalisation of the import
duty rate structure started a few years ago. I would like to point-
out that Tanzania and Zanbia now have only three rates. 'rihile I
not yet think it appropriate to match their performance, I propos.
to reduce the current nunber of duty rates from 9 to 5. In the
process the top two tarrff rates of 50t and 50t wiII be lcwered i.;
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40t, the tariff of 40t and 35* wilI be lowered to 30t, and 30t
comes down to 25t. The duty rates wiII now be 40t, 3Ot, 25*, 20*,
15t, 10t and zero. whjle rationalising the number of rate bands, I
have reduced the average duty rate and narrowed their dispersion.
WhiIe these measures wiII lower the high rates of tariff
protection, the high foreign exchange rate wiII protect efficient
IocaI industries. High duty rates have been an incentive for
smuggling which has seriously undernined the protective and revenue
raising functions of the tariff. Mr. Speaker, while the decline in
import duties lowers protection, it is inportant to recognise that
the decline in the real exchange rate that we have experienced over
the past- year not only benefits export industries, but also
protects import-competing industries as the real cost of imports is
raised.

Second, a major reform I propose, which wiII have far reaching
revenue implications, concerns the rate of exchange at which
imports wiII be valued for duty purposes. The recent introduction
of 50 percent foreign exchange retention accounts for exporters has
given rise to two rates: the official CBK exchange rate and the
interbank rate. We are, therefore, forced to determine the correct
rate of exchange for duty purposes. The amendment I am proposing to
the Customs and Excise Act stipulates that the exchange rate for
customs valuation purposes will be the weighted average of the
official and the market rates in the previous week. The weights
will be specified by regulation and wiII change from time to time
in Iine with the Iiberalisation programme. InitiaIly, today, I am
gazetting a 75* weight for the official rate and 25* for the
interbank.

Third, I have been informed that undervaluation of imports
has become widespread and one of the main methods of duty and VAT
evasion by importers. Cases of undervaluatj.on of up to 90t have
occasionally been detected, while more modest undervaluations are
reqular, particularly f or import-s wi th h i gh dut.y ancl tax rates - Tt-
is therefore necessary to ensure that the correct value of each
import, in foreign exchange terms, is assessed for duty purposes.
I am therefore proposing to improve customs valuation supported by
the external services of preshipment inspection (PSI) companies.
Already, dS part of the liberalised inport procedures, the Clean
Reports of Fiudings (CRF) are supplied by PSI companies to Customs.
These CRF values, will form the rninimu-m customs vaLue. Towards this
objective, the Treasury;i1I soon enter into new contracts for the
services of the internaticnal trade surveyor companies. Appointment
will follow a competitive a bidding procedure and should lead to
more efficient and effective preshipment inspection, r-hereby
enhancing revenues. This is already env:.saged in the Central Bank
circuLars put out at the time of the removal of import licencing.
Improved valuation, Mr. Speaker, also strengthens the pro*-ecEive
effects of the import outies for domestrc producers and helps
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protect them against dumping where I would point out
effective Iegislation in place. In addition, the budget
Customs and Excise Department will be j"ncreased to al-Iow
strengthen their valuation capacity, and to use and manaqe
process effectively.

we have
of the

them to
the PSI

Fourth, mineral fuel oils are important to the econony in two
fundarnental ways. They are a primary source of energy, and they are
also a major source of tax revenue. With mineral fuel oiLs being
subject to price controls, these oils have been subject to specific
tax rates. Unfortunately, wj.th the increases in the general price
Ievel in the economy, the revenues from sales of these oils have
not been keeping pace with the growth in the economy. Given the
severe fiscal demands, I am obliged to propose increases in the
taxes on mineral fuel oils. The combined import duty and VAT on
petrol and automotive diesel wiII increase by Sh 1.80 per Iitre and
on aII other fueL oils by Sh.1.00 per litre with one exception.
I am pleased to announce that there will- be no increase in the
taxes on illuminating kerosene in order to protect the lower income
groups. However, because of the rate of exchange changes, it has
been necessary to raise the base price of refined oil products,
which together with this change in specific rates wilL cause the
prices to rise to, for example, Shs 27.64 for premium petrol, Shs
27.L2 for regular petrol, Shs 22.81 for diesel and Shs 16.91 for
kerosene fn addition, the price of jet kerosene wilI remain at the
reduced level of 95 US cents per gallon introduced in February to
boost international air traffic to Kenya. This same price wiIl
apply to aII domestic users of jet kerosene. In order to help
sustain the tax yield frorn oiI products over time, I am proposing
to j-ntroduce an alternative ad valorem import duty and VAT rates on
mineral fuel oi1s.

In the area of taxation of lubricar-ing oils, the extended use
of specific import duties and VAT rates has ]ed to a faII in
revenues and to uneven taxation of t-he different t-ypes of
lubricating oiI. To rectify this problem, I am proposing to
introduce a uniform import duty rate of 20\ and the standard VA'f
rate of 18t across aII ]ubricating oils.

Fifth, the volume of raw cotton grown in Keny,a is not
sufficrent for supplying the textile and clothing industry. The
spinning industry therefore has to import raw cotton to supplement
the donestic supply. The current duty rate on raw cotton ls 25?; but
it was found necessary to allow some cuts to this duty r-o give a
bit of relief to the lndustry. I now propose to support this
industry which has a l-ot of exporr pocentia 1 , wititcut f u I J-y
exposing our cotton growers to int-ernational compet:-*ion, by
Iowerrng the duty on raw cotton to only IOt.
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Sixth, computers are playing an increasingly important role in
aII aspects of the economy. To further boost the use of these
productivity enhancing machines, I am proposing to lower the duty
rate on computers to 25t. In addition, students returning to Kenya
after a study period of at least 9 months wiII be permitted to
bring back one personal computer and printer duty free.

Seventh, specia).ity steels are an inportant input in the locaI
manufacture of cutting tools and other items. I am proposing to
Iower and rationalise the duty on a range of speciality steels at
15t.

FinaIIy, Mr. Speaker, in recent months I have heard a lot of
complaints about aircraft, both large and smaIl, avoiding Kenya and
registering and operating from neighbouring countries where the
import duty is zero while we were charging 30t. In the nature of
the international mobility of aircraft and their effective ability
to avoid paying duties many countries have recently dropped aII
duty on them. Obviously this is bad for Kenyars tourist trade and
export promotion efforts, not to mention the ftying doctor and
other rnedical services and refugee support services. Accordingly,
I am proposing that all aircraft be made duty and VAT free.

The measures f have proposed relating to import duties wiII
become effective at mid-night tonight and wilI provide the
Exchequer with an extra revenue of KE 69.2 milIion.

Va1ue Added Tax

Mr. Speaker, I wouLd like to tur;r to the Value Added Tax
reforms. It has been four years since this indirect tax replaced
the Sales Tax. Over this period we have extended the number of
manufactured goods and the number of services liable to VAT. The
general rdea is that in the ).ong run, as we make more and more
goods and serviees srtblect f-o VAT, t-he rates of tax wiLl come dov''n.
Under present circumstances, while relief j.s provided under import
duties, revenue considerations preclude me from extending such
general relief under the VAT. However, I am proposing to further
rationalise the tax and to highlight anomalies which need to be
corrected.

First, a confusion noted under the VAT Act relates to the
precise tax period. It has not been clear whether the definition
refers to one calendar rnonth. A proposed amendment removes all
possible confusion.

Second, complaints have been raised that VAT on interest is
charged for the Late payment of a bil]. inder the Iaw there is no
question of any interest payment because:he VAT is due and payable
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t'hether the supprier has been paid by his customerfurthernore, the vA? Ac+- excrudes tinanc:Lr charges in thehire-purchase. Therefore to avoid fu:ther confusion,
proposed that interest for rate payaent shalr be excrudectaxable value for VAT purposes.

or not;
case of
i have

froa the

Third, about 90* of the VAT revenue is collected f=oa lessthan 10t of the taxable persons. The sioaIl Eanuf ac--u:ers andsuppliers of services contribute very litt1e to the total :evenue.on the other hand, because of their large number they denand a lotof effort fron the VAT Department in terns of regiscrition, ccntroland handling of Eany snarl returns, whire for trany siaarlenterprises vAT takes up a great dear of their tine and ian b€ aparticular source of voiry. The best uay to herp them is to xeelthen out of the vAT sysr,en artogether. rn addilion, the currenlIevel of inflation has auconaticalty increased the annuaL !,urnoverof lDany small enterprises causing i vasc number to be ei:Eib1e toenter the vAT net. To avoid this r am, proposing :he vATthresholds be increased -.o shs Goo, o0o fron Shs 30o, loc for
manuf acturers and to Shs l. 5 mi-rrion f rou Shs 600, ooo :-cr recailtrade, designated goods and all taxable services incluci.nq hocelsand restaurants.

Fourth, under the present vAT legislation only Dersonsexporting taxaSla goods can apply for voruntary registiacion.obviously, the intention has Ueen ;,o include all exports and zerorate aI1 exports whether taxable or non-taxable. i-ience i amproposing an amendmenc';hich enables aLl- exporters of goods orservices , vhether taxabre or not , -;c apply f or vt Iuntaryregiscration for VAT purposes.

F i €r)ir rr urr, d. number ci )-arge Kenyan corporations :ave beenbehaving in an irresponsible manner is cclletrion agenis of vAT.
They have been delaying paying over the \,'AT collected frc; Kenyansto the Treasury for excess.i r'-e1y long pertccis. To belp rec::fy iiris
s ituation, r am propo=:ng to introduce Deasures to a I lou *.he
commissioner in selecteci cases to require thac paynent o: \r'AT tothe Treasury be imrnediate upon collect:_cn.

Sixth, some areas of uncertainty and abuse concer;iLnq thetiming of the registraticn of businessls for VAT have been brtughtto my attention. The anendments that r an proposing clar:.fy inabring greater certainty Eo the registra-.ron iro""ss, r=cognisethree sj.tuations: first, businesses thai appri for reg:scricron;ithin '.he required 3 o days f ron recoai.ng taxable; second,businesses chat appry lace; and thiro, busj.nesses :xac the
Commissioner has to regtscer cotrpulsoriir,. In the f:rs-, case,vhere a business appries :or registration in tiae, the co::n:ssionersi11 now be obliged to suppiy a regiscrac:on certificate.rrthJ-n 1odays ercher directry or .y registlred na:I. rn the secc;rd case,
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that of late applieation for registration, --he effective date of
registration wiIl now generally be the 30E"\ day after the business
becane taxable, but a default penalty of -gED thousand shillings
will be charged for late applications. fn t.he third case r''here the
conmissioner has to resort to coropulsory registration procedures,
a default penalty of fifty -,housand shilLings uill no!/ be charged
and the business wilI be disgualified iroa clairning input tax
deductions prior to the date of becoaing registereo, while
nevertheless still having tc pay the out,puc taxes from -.h€ oate
fron which the business should have been registered.

Seventh, the present law alIows the regiscered taxable person
to subrnit his return and palment at the latest on the last 'rorking
day of every nonth. But this results 'in a clear discrinination
betveen such a person located in Nairobi, r;ho can actually cone in
and hand over the return ac the very lasc :oraent and the person
residing oucside, who has -so rely on the Posi Office to send his
reEurn. To retrove this anoualy it is proposed that a ret,urn and
palment sent by nail t'ilL be deened to be received at --he Cate
shor'-n on the postmark, provided it was pos-leo on or before --he 25th
of the nonth. If the postnark is noc legible, trhe return is deened
to have been received three working days before they actually
arrive.

Eight,h, there is a growing tendency atrong registered taxable
persons to subnit VAT returns on cine tro avoid the automatic
payoent of late filing penalty but to omi-. the chegue for paynent
of the tax due. To discourage this pracE,ice I am proposing that
the penalty also apply to vAT returns not acconpanied by palmenc.

Hr. Speaker, I wouLd now like to deaL ;ith those proposals
which wiII have inportant revenue effec-.s. These Eeasures are
proposed within the context of our broad :.axation objec--ives of
concinuing the racionalisation of the VAT =a?-e struc-,ure and :he
erpansion of its base. Since the incroduc--:.on of the VAT :n 1990,
the perEentage of iiens at the stanciarci raiE of i8a iias r:sen fr-om
alnost 50 Eo 74, while the number of rates has been reduceci fron 15
to 6, while the highest VAT rates have been }owered fron 210t to
75\.

Hy first treasure wilI, achieve fur--her ratrionalisation of che
VAT rate structure. In this Budget I an proposing to recuce;he
nu-uber of rates from 5 to 4, by delering --he current ratres of i5*,
50t and 30t and by introciucing a nelr rate cf 401. Hence :he only
rates remaining vi11 be 40t, 18t, 5t and zero.

I refer to rationalising the high rate 'r'AT items. These items
generate very littIe revenue even though ine tax rates have ranged
from 30t to 751. Large tax revenues are usually raised f=ou hrgh
tax rate iteros where'-he high tax rate eienenE is capcured by
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excise duties. I consequently propose to simplify the high rate VAT
structure. I have lowered a number of items to 18t. The rationale
is that VAT works better the nore goods and servj.ces become taxable
at the standard rate. Therefore, the percentage of iteras at the
standard rate will now be 76. I an also guided by the need to
encourage IocaI industry, such as leather goods manufacturers, tc
register for VAT and to enter the formal sector. I have unified al-L
other high rates at 4Ot. In the process I have ensured that i:):
hiqh VAT rates are lowered and all 3Ot rates are raised, therr')
offsetting somewhat the reduction of inport duties from 60* and 1,.,

to 4Ot. A11 other items with high VAT rates are converted to excj.r,
duties.

Third, the VAT measures proposed also include movi-ng a numbc.;
of exempt goods and services to the stanciard rate of 18* or to zer:r.
rate them. Presently newsprint and newspapers are exempt from VAT
and I atr proposing that newsprint be made subject to VAT at L8Z;,r'
newspapers be zero-rated. The newspaper publishers wilI be eligil
to deduct input tax, including input tax on newsprint, this sh(,t'
actually result in lowering newspaper prices.

Fourth, currently sugarcane and other molasses are exempt from
VAT. In order that these products get input deductions, I am
proposing to rationalj.se taxation of aII sugar reLated products.
Molasses like jaggery is used in making traditional liquor and
since j aggery is already taxed at 18t, molasses should also l-tc
taxed at a siroilar rate. However, molasses is also used in anj.)u;,
feed preparations and in order to prevent the 18t vAT raising tlie
price of such feed, I have also proposed a new tariff category for
animal feeds prepared from molasses, which will be zero rated fo)-.
VAT.

Fifth, turning to the rationalisation of taxation
construction services. The construction, demolition, repair {:

bui}dings and other structures make up a significant segrment of '1,

economy. Currently under the VAT some construction contractors dre
taxable whilst the rest are exempt. A problern arises with \/Al
exempt building contractors since they cannot deduct any i.nput ia;
including that on machinery and building materials. Consequent.l','
the VAT included in the price of building and building repairs . r'
upinthepriceofmanygoodsincIudingexportedgoods.Here
have a tax on tax situation. Therefore I am proposing to make aII
construction services subject to VAT. This wiLl make the ta>:
treatment of the sector more equj.tabJ-e and efficient.

Sixth, problems arise where contractors purchase building
materials but cannot claim input deduc:ions for the VAT alread'"
charged on the materiaLs. To rectify this I am proposing to
certain building materials to the designated goods 1ist. which -wj..;

make them taxable through the retail leveI. These designat.ed goods
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wiII include amongst other items, timber, cement, paint, electrical
wiring and certain fixtures.

Seventh, Mr Speaker, the taxation of prerecorded music has
Iong provided problens because the pirated recordings escape
taxation while the registered music recorders pay tax. To put the
taxation of prerecorded rousic on a fairer basis, I propose to make
records, compact disks and prerecorded tapes designated goods so
that they wiII be taxable at the retail leve1 whether or not tax
has been collected at the stage of production or iroportation of the
recording.

Eighth, to continue the expansion of the vAT I an Proposing to
include a number of additional services. In Iine with the changes
f am proposing for construction contractor services, the services
relating to repair, maintenance and hiring or leasing of aII
machinery and eguipment are proposed for inclusion in the Third
Schedule. Already the rental and repair of designated goods are
taxable services. This wiIl equalise the treatment of aII
machinery and equipment.

Ninth, Mr Speaker, I am proposing to virtually complete the
coverage of the VAT in the area of road vehicles. The hiring and
leasing, and the repair and maintenance of vehicles will become
taxable in Iine with all other machinery and equipment.
Transportation of goods (excluding unprocessed agricultural
produce) wilI become a taxable service. Already where goods
transportation service are supplied by existing registered
taxpayers in the supply of taxable goods, or where transportation
costs are included in the price of an import, these services are
taxable. Where goods transportation has been supplied by a
transportation company, however, they have been exer,pt. This
exemption has meant that the taxes already paid on the inputs into
the transportation service become effectively built j.nto the
Lr.arrsl.:ortation cost, raising the coscs of boch imports anci exporfs.
with the zero rating of exports this new neasure will help make
Kenyan exports more competitive by Iowering transportation costs.

A further step in the taxation of road vehicles is that all
parts will become designated goods. fn other words, parts will
become taxable throuEh to the retail LeveI. f n line '*ith this
change, the tax rate on Completely Knocked Down Kits (CKDs) of
vehicles for assembly in Kenya will now be taxed at the standard
rate, but, given this lowering of the tax rate, the assembly of
road vehicles in bond w:.II be discontinued. Vehicle assemblers
will henceforth be treated like all other manufacturers under the
VAT. I an, however, p)-eased to announce that the import cuties on
CKDs wiII be lowered to 2OZ and on chassis frames to 152 to assist
1ocal assembl-ers to maintain their competitive position against
imports.
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Mr Speaker, I also propose to simplify greatly the taxation of
road vehicles under the VAT. AII passenger cars and minibuses wilL
now be subject to the standard rate of VAT of 18t. I wiLl be
proposing certain additional luxury excise duties on'-he Iarger
passenger cars and minibuses. I shall detail these proposals under
the amendments to the excise duties.

Mr Speaker, with this wider coverage and simplified taxation
of road vehicles, parts and related services, I am able to relax
the prevailing stringent restrictions on the deduction of vehicLe
taxes where these have been inputs into taxabLe businesses. While
some of these restrictions have been justified to prevent abuse of
the VAT system through personal use of road vehicles, others have
been justifiably criticised as unnecessarily raising the costs of
doing busj.ness. Accordingly, I am proposing that for road
vehicles, other than passenger cars and minibuses, input taxes
arising from the purchase of these vehJ.cles, therr parts, and the
hiring or leasing, and the repair or maincenance of these vehicles
wiII be deductibte where the vehicle is used primarily for business
purposes. Restrictions wiII be maintained, however, on rnput taxes
arising from the purchase of passenger cars and minibuses and the
rel-ated parts and serv j.ces . Such input taxes wi I I on Iy be
deductible inputs into providing car or ninibus hire services, and
repair and maintenance services.

Tenth, Mr Speaker, I am proposing to expand the taxable
services, particularly where these servrces compete wrth srmilar
services provided by hotels. To date, d]1 services provrded by
hotels have been subject to VAT. Where some of these servrces have
been provided by other types of business, however, they have been
exempt. To equalise the treat.ment, I an proposing to expand the
taxable services to include conference services, dry cleaning,
Iaundry and other cleanrng services, and services provided by
beauty parlours, hdirdressers and health cIubs. 'fo assist the
hotel i.ndust-ry further, Mri Speaker, T a'1 proposing to relax the
input deduction rules for hotels. wl:h the swrtch of hotel
services from the previous HoteI Accomnodation'lax to the vAT,
input deduction were initia)-Iy disallowed. To assist the hotel
sector r-o lower its costs and assist in the recovery of the tourism
sector, I am now proposing to allow inpuc deductions to be ta}:en
where these apply to the provision of taxabLe hote.L services.

l'1r. Speaker, changes in tax rates and administrative
provisrons wiII be effective immediateiy, whereas cnanges and
additions to the designated goods Iist anci to the taxable services
wilI become ef f ective on the lst Septen:er. AIl j.n aIl, I shal"l
col-]ect KC 41 .3 mill j-on f rom these VAT cianges.
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Excise Duties

Mr. Speaker, I would now like to tackle excise duties where I
have proposed some major changes.

First, I shalI deal with the issue of value for excise duty on
domestical 1y rnanufactured goods. Traditionally many excisable items
were sublect to specific, rather than ad valorem, rates of duty and
were under price controls. Now nearly aII their prices are
decontroLled and they are subject to ad vaTorem rates. Hence, their
valuation for excise is a very critical issue. There has been a
temptation to omit certain cost elements such as distribution costs
to avoid some burden of excise duty. To prevent undervaluation of
sales for excise duty purposes, a more comprehensive definition of
value for excise duty is required that includes aII the costs which
are directly related, such as packaging, advertising and
distribution, but excluding normal volume discounts or the cost of
returnable containers. Consequently, I am proposing a definition of
ex-factory price which includes aII appropriate direct costs.

Second, cigarettes are currently subject to three different
excise duty brackets depending on their ex-factory price. These
brackets have to be adjusted from time to time to reflect changes
in the ievel of inflation. with the current inflation rates, the
cigarette companies adjust their prices frequently and each price
increase cause cigarette brands to shift up from low duty bands to
higher ones. As a consequence the cigarette companies have to apply
frequentiy to the Treasury to get their tax bands adjusted. To
solve thrs and to reduce the price pressure on cigarettes, a new
excise duty structure is proposed based on the length of a
cigarette. The Iength has been identified as an objective non-
price-based criteria that separates the luxury cigarettes from the
low priced ones. The lengths are international standards and are
not varied easity or cheaply. Accordingly, I have proposed that
excise cuty brackets be switched from the three price-based bands
to turo.epr-;f-[-]-raqed band,.. The proposed ner., structure w:. 1-l have t-wo
excise ruties one of 12Ot for a cigarette the length of which
does no-- exceed 72mm and the other of 14Ot for longer cigarettes.
Besides ihis change, in order to offset the proposed lower import
duties c;'r crgars, cheroots and cigarillos I am proposing that the
present excise duty of 25* on them be raised to 30t.

Th;.rd, I refer to the earlier rationalisation of taxation of
sugar \Niricn I proposed; at present sugar is subject to a specif ic
excise ciuty, of Shs 1.5 per Kg but exempt from VAT. Since sugar is
no longer subject to price control, the specific duty is ).owering
its revenue elasticity and since it is VAT exempt, sug1ar producers
are unaoie to get input deductions and therefore tax on tax
prevails. There is no need to make cane sugar subject to excise
when exc:se should be reserved for high tax rate luxury consumption
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items. Accordingry, it is proposed to reprace the excise duty on
aII suqar and sugar related products with the standard VAT rate.

Fourth, to offset the decrease in the import duties, I am
proposing to increase the excise duty on spirits from 55t to 60t
and cider and similar products, from 25t to 30t.

Fifth, the consumption of soft drinks and Chibuku and similar
beverages is sensitive to the price revers. To assist the
maintenance of market share and tax revenues from these conmodities
I am proposing to lower the excise duty on soft drinks from 35t to
30t and on Chibuku, etc., from 25t to 2Ot.

FinaIIy, I come to the indirect taxation of assembled motor
vehicles.

Mr Speaker, I have already outlined to this House my proposals
for the expanded and simplified taxation under the VAT at the
standard rate for road vehicles, parts and related services. Hon.
Members will be a!/are that to-date passenger cars and minibuses
have been subjected to a wide range of tax rates increasing with
the engine capacity of the vehicle. These hiqh rates have been
gradually reduced and rationalised over recent years. r am now
proposing the final step in this rationalisation process. In order
to maintain higher tax rates on the larger luxury class vehicles,
f an proposing to introduce an excise duty in addition to the
standard vAT rate. An excise duty at the rate of 2ot wirr be
charged on aII passenger cars and minibuses with engine capacities
in the range from 1,801cc to 2,5oocc, and at a rate of 4ot on arr
passenger cars and minibuses with engine capacities exceeding
2,50Occ. These measures taken in conjunction with the Iowering of
the top import duty rate to 40t will generally Iower the r-axes and
moderate the prices of passenger vehj-cres. rn fact, the combined
import duty and vAT rate on cars and minibuses with engine
capacit--ies below I,8O1cc wilL decline by between 1O and 32 per
cent. Those with Iarger engine capacities wiII receive more modest
relative tax breaks.

CURRENT TAX STRUCTT]RE

ASSEI'T.BLED CARS

Capcity Inynrt duty VAT Conbined

1, B00cc and less
1,80lcc-2, 00Occ
2,Oolcc-2,250cc
2,25Lcc and above

s0t
s0t
s0t
s0t

18t
30t
s0t
75\

77*
95t

125t
163t
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Capcity
1,500cc and less
1,50Lcc-2 r 00Occ
2 , OO 1cc-2 ,25Occ
2,25lcc and above

Capt-city

1,800cc and less
1,80Lcc-2,500cc
2,5OLcc and above

AS 8 E}TBLED I,iINI BUs E8

InSnrt duty VAT

40*
50t
50t
50t

Inpnrt
CARS

duty

Combined

828
95t

108 t
t 40t

r.8 t
18t
1Bt

30t
30t
30t
s0t

PROPOSED TAX STRTICTTIRE

ASSEI,TBLED A}ID }TINIBUSES

Excise duty VAI Coabined

40t
40t
40t

o*
20*
40*

65t
98t

13 1t

The changes in excise duties wilI be effective from mid-night
tonight and will generate KE 58.9 million for the exchequer.

Income Tax

Mr. Speaker, in the case of income tax one of the main
objectives of our tax modernisation programrne has been to eliminate
tax rules which distort investment decisions and adjust the
individual tax burden to take account of inflation so as to promote
individual incentive and enterprise. I wiII deal initially with
proposals which primarily affect administrations.

First, problems have arisen when applying the Iegislation
regarding investment. fn the past, the investment deduction has
been of dubiotrs va]ue as an incenti.ze. The primary reason for |-his
unfortunate failure relates to uncertainty and delays j.n gaining
approvaL for the deduction. Over the past few budgets, efforts have
been made to remove these uncertainties and delays. The incentive
is now available to a1t investments in manufacturing and not only
to completely new investments at new sites using new equipment.
However, some uncertainties in definitions remain particularly
regarding what is eligible as "installed machinery and equipmentr'.
This has been traditionally taken to mean assets that are bolted
down or attached to the plant in some fashion. This is often no
Ionger the case with modern equipment. Therefore I propose the
removal of physical attachment as a legal requirement.

Another area of uncertainty has been in the scope of coverage
of investment deduction with respect to hotel buildings. I am
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introducing proposals to c)-arify that aII buildings directly
rel-ated to the functions of a hotel shaIl qualify.

Second, under the existing Iaw the amount of loss or gain is
determined on the basis of the official exchange rate prevailing at
the time of the acquisit:.on or disposal of an asset or Liability.
Now that transactions are based on market exchange rates the
magnitude of any gaj.n or Ioss determined under the present Iaw will
be incorrect. Given the exchange rate fluctuations in recent
months, these gains and losses can be Iarge. Accordingly, I propose
an amendment to refLect the exchange rate applicable at the time of
the transaction.

Third, Iast year legal and other costs incidental to issuing
shares, debentures or similar securities offered for purchase to
the general public, were made tax deductible to encourage the
issuance of equity shares and tradeable securities. In some cases
a company may make the Iegal arrangements to authorise the issuance
of shares ahead of actual-Iy issuing them. I, therefore, propose
that the expenses related to the authorisation of shares be made
deductible.

Fourth, with the introduction of the Certified Public
Secretaries Act, I am proposing to add certified public secretaries
to the Fourth Schedule of the Income Tax Act.

Fifth, with the introduction of the compensating tax and
dividend tax account in !992, a few anomalies have arisen that
reguire clarification. One is that the accounting period for the
dividend tax account should correspond to the accounting period for
the company except for:ax payment which wiII qualify up to the
filing date for self-assessment taxes. The other is that where
shares are issued in a fashj-on disproportional to current share
holdings a dividend may be assessed. This same result can also
arise from issuing rignts to buy shares in a disproporcional-
fashion. Hence this clarlfication is proposed.

Sixth, in recent years the penaLties and interest on overdue
income tax have been raised and rationatised. There are two basic
penalties for overdue tax payments. One is the general penalty of
15t and the other is a special penalty for overdue lnstalment
payments also of 15t. The Iatter aIIows for a 10t error in
payments. Added clarity is required to ensure that the general
penalty is not charged over and above the instalment tax penaJ-ty,
and that outstanding penalties and interest on instalmenc taxes are
assessed at the time of final self-assessment of taxes. I have
accordingly proposed relevant amendments clarifying the law. In
addition, penalty for failure to file a tax return shall now also
apply to f ailure to f ile an instal-ment return.

O
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Seventh, I refer to the Personal Identification Number (PIN)
which was introduced last year and suspended this year. PIN is a
unique taxpayer identification number which is used in aII
countries with computerised tax systems. It serves as a taxpayer
file reference number which allows aII documents, data and tax
payments and refunds concerning a taxpayer, to be automatically
filed in his computerised file. For this process to work all tax
rel-ated documents need to show the PIN to aIlow data entry into the
computer system. It can also be used to identify potential
taxpayers and identify undeclared income. The use of a PIN as both
a file reference and for broadening the tax base is essential. To
reactivate it, I am proposing to remove the suspension from some
activities. Therefore, PfN should be used on a11 Income Tax,
Customs and Excise and VAT documents as well as third party
insurance policies for vehicles, excluding farm tractors, effective
1st August, 1993. Therefore, I urgre you from today to apply for and
collect your PIN from the fncome Tax Department.

Final1y, I would like to highliqht a change I am proposing to
the rninimum income limit for reporting benefits. Under the present
Act to reduce administrative burden there is a limit of Shs 40,000
per year on the amount of income required before ernployee benefits
have to be calculated and reported for tax. This amount has not
been raised for over ten years. To take account of the inflation,
I propose this limit to be raised to Shs 80,000.

Mr. Speaker, I now turn to those specific measures which wiII
have direct revenue effects.

First, I refer to this ParLiament's decision to cance] the
Presumptive Income Tax (PIT), early this year. The removal of PIT
wiII not cancel the obligation of an rndividual farmer to pay
income tax. If the PfT is cancelled now or during the remainder of
the calendar year, it is possible that an individual farmer of a
product subject to PIT could be caught having to pay the tax twice.
To avoi ri this srtuati-on PIT r+i1I be cancelled ef f ec|-i.vc 1s+-
January , 1994.

Second, in considering changes in the individual income tax
rate structures, the primary concern is the protection of low-
income individuals from the effects of :nflation. T, therefore,
propose Eo increase the single and family' relief by 25*. This will
mean that the single relief will go up from Shs L,452 in 1993 to
Shs 2,424 in 1994, while family relief wil.I go up from Shs 2,904 to
.Shs 3 ,636 over the same period. This measure wiIl remove about
150,000 low income tax payers from the Income Tax roll altogether.

Thrrd, the recent high inflation has resulted in individuals'
income being taxed at higher tax rates whr^e their purchasing power
has been reduced. In order to counter thls I propose that the tax
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brackets be widened by about L4*, from K:2,640 to KE 1,000 with
-.\,., following effect on the rate structure:

' :1",rreut Brac)cets ( KC ) Proposed Brackets ( KE ) Rates (t)

First
2,64 1 to' 28I to

,92L to
i0,561 to

Over

2 ,640
5,280
7,92O

10,550
13,200
L3,200

First
3,001- to
6,001 to
9,001 to

12,001 to
Over

3,000
6,000
9,000

t2 , 000
l-5,000
15,000

10
15
20
a<.J

40

Fourth, in L99O the instalment tax was introduced to phase in
the current payment of income tax by businesses. A11 other income
taxpayers afieiay pay their taxes al tneir income is earned. with
,,r-cient leveIs of inffation, delays in collection of income tax are
. r(.,., costly to the Treasury. Accordingly, to help.lower my debt
iui'den, I am proposing that the phase-in of the instalment tax
payments be somewhat accelerated by introducing two new instalment
tax due dates. In addition to the instalment tax now payable at the
end of the third quarter, instalment taxes will now become due at
l.he end of the setond and fourth guarters as weII. Starting this
.year , for businesses with accounting periods commencing after lst
,'r'airuary 1993 , 20* of the instalment tax '*iII be due at the end of
i:he fourth quarter in addition to the 5Ot that was already due at
'che end of the third quarter. Next year, a 15t instalment payment
rsill be become due at the end of the second quarter in addition to
the GOt payment at the end of the third quarter and 25t palnoent at
''.:he end of tne fourth quarter. This phase in wiIl continue through
1996, when 5Ot of the lnstalment tax will be due by the end of the
:econd quarter and 25* at the end of each of the third and fourth
quarterJ. To protect businesses primarily earning their income
f 1o* f arming f rom cash f low problems, such businesses will be
limited to two instalment tax payments ln the third and fourth
quarters.

PROPORTIO}JS OF THE FULL A]'IOUNT OF

TNSTALMENT TAX PAYABLE BY THE I.AST
DAY OF THE FOLLOWTNG MONTHS IN THE

FOR PERSONS CURRENT YLLR. OF INCOME:
ACCOUNTING PERIODS
COMMENCING ON SIXTH NINTH T.iELEIH

oR AFTER }loNTH MONTI{ MONTH

aSL

l ci.

1st
_.t- > L
1cl-

1st

January
January
January
JanuarY
January
January
January

1990
1991
l-992
1993
799 4
1995
1995

156
30t
502

209"
252
2s*
25e"

L5>"
30t
4sz
602
602
A C,
iJt

252
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FOR PERSONS WITH MORE THAN TWO-
THIRDS OF THEIR INCOME AGRICULTURAL,
PASTORAL, HORTICULTURAL OR SIMILAR
ACTTVITIES, PROPORTIONS OF THE FULL
AI'IOUNT OF INSTALMENT TAX PAYABLE BY
THE I,AST DAY OF THE FOLLOWING MONTHS
IN THE CUPS.ENT YEAR OF INCOME:

FOR PERSONS
ACCOUI.ITING PERIODS
COIO,TENCING ON
OR AFTER

SIXTH
MONTH

lst
1st
lst
1st
lst

January
January
January
January
January

199 0
19 91
L992
1993
r99 4

NINTH
MONTH

Ls*
30t
452
50t
75*

I}ELEIH
MONTH

202
252

Fifth, I wish to continue the switch of the taxation of
pension income to a system with tax deductible contributions and
taxable pensions by gradually raising the deductible limits and
exposing a larger share of pension income to tax. with inflation
averaging about 10t, this process would take about 15 years
starting in 1991 for a full switch over. During the first five
years, the deductible limits would increase with inflation.
Thereafter they would move up more rapidly to reach their desired
real levels. If inflation was higher, this process would have to be
accelerated. With inflation running at over 40t, I propose that the
deductible limit be raised from Shs 12,ooo to Shs 18,000 per year.

Sixth, under a pension fund, pension benefi-ts are received as
a periodic pension with up to Shs 15O,OO0 tax exempt plus a maximum
lump payment of Shs 360,000 tax free. When a pension beneficiary
dies, his heirs receiving any pension benefits qualify as a grouP
for the same tax exempt pension and lump Sum amounts as the
deceased would have had. Under pension rules, however, a pension
fund is permitted to pay a lump sum to the estate of the deceased.
Therefore, at present only Shs. 35O,OOO would be tax free out of
this lu;rp sum pa)rment and the heirs wiII not have access to the Shs
l5O,OOO tax exempt amount. This is unfair because pension savings
wiLl have been accumulated out of after-tax income and the
benefic:ary and his heirs will have Iost this tax exemption because
of death and the design of the pension rules. I, therefore, propose
that a special exemption be added for lunp sun pa)rments of pension
benefits to estates of the deceased. This exemption should equal
the caprtal value of the Shs t50,OOO exemption received over their
pensionable Iives. Taking an average inflation rate of. 10?, the
capital value of the annual Shs L5O,OOO is approximately Shs 1

miIlion. Hence the combined exemption rounded up will be Shs 1.4
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Seventh, under the current law a withholding tax is charged on
all insurance cor,r-issi.ons paid to insurance agents, ';ith the
exclusion of insurance brokers. A number of very large j.nsurance
arrangeiaents is made by one-deaI brokerage companies. In these
instances a brokerage business is sec up for one dear onry.
Normally, the instarnenr. tax would capture a share of the profits
of an ongoing business, but in the case of a one-deal short-lived
business, rro instalnenc tax is payable. Hence r am proposlng that
insurance premiums earned by brokerage businesses for insurance
policies be subject to withholding tax.

Eighth, I refer trc the issue of insurance reserves. General
insurance comoanies are allowed to take a reserve against unexpired
risks in estinating cheir taxable income. h-hen an insurance conpany
receives a preniun the risks insured nay not have expired by t,he
end of --:.e accouncing period. Hence, the cotrpany is alloweci to take
a reserve against the expected future c1a:.ns in order to berter
match i--s costs agai.ns:. its revenues. insurance conpanies world-
wide cenci to over-reser'/e for tax purposes in order to defer their
taxable income. If their business is gro'*ing, this can result j-n a
permanent, def erral. :i has been noted '.tlEt Kenyan insurance
companies are claining very high reserves. Accordingly, I ain
proposing an anendnenc --hac vi1I require the reserve levels to be
based on actuarial principles and the esttaates of the ultiaate
settlementr anounts Ec be discounted to the current accouncing
period.

Final1y, I cone -.o the taxation of Kenya Rei.nsurance
Corpora--:.on (Kenya Re) . Currencly, it is exempt from income tax,
stamp duty and has to be offered 25\ of all insurance busi.ness in
Kenya. lhere rs no funia:encai economic reason why Kenya F.e should
be exen=:eci. f ro:r taxes pai'abte by cther i:surance or rei;rsurance
companies. I an there:cre, proposing chac the conpany be ;acie
taxable effective 1st .ianuary, 1994 and rhar. its accJunts for its
first taxable year be prepared as though it had always been
taxable.

Mr.
measures

Speaker, tjte acidr--ional revenue
proposed ls es-,:iated to be Kt ,4,

from the rncome tax
milIion.

Hiscel,Ianeous Taaes /ReveDues

Hr. Speaker, ::.:ally, I ;ould l:ke to t.urn tc -u'ro
miscellaneous t.axes and cnarges. One is the iirport Servrce Charge.
This charge on dones--:-c f I;-ghts is Shs. aO /- and on overseas
f lights rt j.s usS 2a per air t j.cket. The charge f or the Iocar
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flights has fallen drastically in reai -,,€l:Its since it was
intioduced in f988. I am therefore Proposing to raise it tc Shs.
tOO/- per ticket. The charge for overseas rlights paid j.n foreign
exchange by residents is awkuard, t j,ne c:nsr:.ning and !s of no
balance of paynents benefit.. I am therefo=e Proposinq that the US$

20 charge be payable in eguivalent Kenya shillings by Kenyans or
Kenya rJsidends. tn addition, as part of t:e rationalisacion of tax
adminis--=ation, I am anending trhe ACt Eo :ai<e the Corn"issioner of
Customs and Excise responsible for collec--:on and adninistration of
this charge. These amendmencs wiIl be effective fron 1st juIy,
1993.

The second is the reinsurance premir":-a tax which was ini:iaIIy
set in L9g2 at a Iow raEe of 21, vbiie its inevicable early
teething problems were being solved. The eifective incoae tax rate
of the prlniun taxes is currently abou-' 2Ct. To bring i.t tore in
Iine ui:e the company tax race of 35*, trhe reinsurance preurum tax
rate should be intrelsed. I aa according-y proposing tc raise the
tax race to be 4\, with ef f ecc from 1s-,- --anuary, L994.

l,J . Speaker, I
-62 CtlFAC

expect -,-c raise KE la.2 nillion fron these few

9. CONCLUSION

Hr. Speaker, Kenya has embarke,: on this budget exerclse
;ith ve=y nany Constraints. We have -gl :evive an eccnomy, the
growth cf 'which i-s very depressed a:.f, sluggish, co:n-bat an
unprecedented ri.se in inflation, curcar- a high budgec oefici*-,
reassure a weak and nervous financial sec--cr faced;rch a high
interes-, rates and a r'eak currency. To overcone these consi.raincs,
;e have had to adopc deflacionary reasures. The oeflationary

- alrarrYra'-+r-^,^€a €ran ca:irr^- r--'ol/-oce 1:nrtiriitw in

tn. econcEy and lowering the budget def:::;. The reduc::on In the
deficrC should come fron cutrS in spendr:13, particularly on otrher
than ongcing projects and on recurren-' eKpenditures related to
otrher t:an operaE,ing and roaintenance cos--s and additional revenue
Ehrough --axai ion, an-d par: icu I ar Iy througr-. e i f ic ient adni n I sira-u ron
and col-ection. Soakrng uP excess Iiqu:il---i'wi11 br:.r.9 co'in ch.e
rate of :.nf lation. The Government musE a----a ln the goa i of Lower
inflaEi.c;r and it is thac uhich wilI tur:. -,:]e econotry around urth
;:-ninal cain.

Y-r. Soeaker, I beg to aove
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