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SPEECH DELIVERED TO THE NATIONAL ASSEMBLY ON I6TH JUNE, 1988, BY

THE HON. PROF. G. SAITOTI, I'IINISTER FOR FINANCE, REPUBLIC OF

KENYA, WHEN PRESENTING THE BUDGET FOR THE FISCAL YEAR I988/89
lST JULY 1988 T0 30TH JUNE, 1989

Mr. Speaker,
I beg

INTRODUCTION

ivlltt,Y LI'BRAnY

do now leave the Chair

Mr. Speaker, since my last Budget, two major events have taken
place on the Kenyan soil which symbolize the stability of our
politica| institutions. First, we hosted the 4th A11 Africa Games;
an event which underscored the confidence and trust which the Nations
of Africa have in Kenya and, indeed, its leadership. Second and most
important Kenya held both the Presidential and National Assembly
Elections which ushered in the Slxth Parliament. The orderly and
peaceful manner in which these elections were conducted is a tribute
to His Excellency the President's commitment to the continued
maj-ntenance of democracy, peace and stability in Kenya as enshrined
in our Constitution. It is, therefore, most befitting that I call upon
all Honourable Members to join me in asking all Kenyans to emulate
H.E. the President's footsteps in upholding the principles of our
Constitution in order to sustain and enhance our political and social
stability which is a pre-requisite for economic progress.

Mr. Speaker, the themes of the last four Budgets have centred
around the subject of efficient util-ization of resources in order to
attain the objectives spelt out in both the Fifth Development Plan
and the Sessional Paper No. 1 of 1986. Each year, we have endeavoured
to formulate and implement policies aimed at achieving these objectives
in order to sustain growth. Although considerable success has been
recorded in this regard, there remain a number of fundamental problems
which need. to be addressed. Among them are two major structural
imbalances which Kenya has been experienclng in the recent years.
The first imbalanee is a worsening balance of payment deficits
occasioned by sharply deteriorating terms of trade, coupled with
rising debt service payments. The seeond imbalance is the large
budgetary deficits. Although the high eoffee prices of 1986
considerably improved these imbalances, the downward trend in the
prices of our major export corn'noCiteis has resulted in the
ie-emergence of the status quo. This year's Budget wi11, therefore,
atrempr io 1ay the fou:rciario:: necessar!- to restt'ucture tile econom]-
in both rhe shorr and mecilum terms. Thus, it 1s wlthin this coD-uexr,
that I have framed today's budget around the theme: "Economic
Growth Through Financial Dj-scj-p11ne and Ef f icienc5zr'.

As usual, I tt'ouid i; ke :o, r:: raplci suc3esslon, begln by
reviewi-ng the interna-uional economic scene as a background to our
own economi-c sltuation. I will then deal with some of Africa's
economic problems and thereafter, review Kenya'S economy in !987,
i.ncluding a prognosis for the year 1988 and beyond. fina1Iy, I shall
address the budget out-turn for the current fiscal year, that of next
fiscal year, and present speclfic measures relating to taxation and
other changes for the fiscal year 1988/89.

THE I{ORLD ECONOMY

Mr. Speaker, the internatlonal economy is presently in its
sixth year of cyclical expansion, following the severe worldwide
recession in the first few years of this decade. This unusually long
period of uninterrupted growth in gIoba1 production and in
international trade has coincided with a remarkable decline in
international rates of inflation. Looking at this period from a
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long historical perspective, the combination of sustained growth anila
sharp decelerati-on in inflation rates is quite unj-que. However, there
have been severe trade imbalances between some of the major industrial
countries, refl-ecting an unwillingness to co-ordinate their economic
policies, particularly fiscal policies. This has led to sharp
fluctuations in exchange rates. For instance, the do1lar rose sharply
for several- years, only to decline almost as dramatically in the past
year or two. Other key currencies have displayed similar instability.

Financial uncertainties have not been confined to exchange
markets alone. In October last year, stock market prices in New York
fetl by about 25 per cent in a few days, causing panic in a number of
financial markets in the U.S.A., Europe and elsewhere. The spectre
of global depression similar to that of 1931 was suggested.
Fortunately, the situation seems to have stabilized.

The trade imbalances in some key industrial countries (especially
between U.S.A. and Japan) over the past several years, together with
the financia"I instabilities in exchange and other markets have had two
major adverse effects on the developing countries. First, increasing
trade restrictions in various forms have 1ed to a more protectionist
climate, adversely affecting developing countries' exports to developed
markets. Second, the resulting financial turmoil, coupled with
uncertainties regarding the debt of developing countries, has led to
a continuous slow-down in the transfer of new financial resources to
developing countries. At the same time repayments by developing
countries on thej-r external, debt have been mounting. An i1l-ustration
of the awkward paradoxical situation that has developed is this:
while in the five years up to 1982, there was a net transfer of
financial resources to the developing countries of 140 billion do11ars,
that transfer has now been reversed, and in the five years since 1-982
the developing countries have transferred financial resources to the
developed world amounting to 80 billion dolLars. The combined effect
of these factors has crippled meaningful development in the developing
world, particularly Sub-Saharan Africa.

Mr. Speaker, the growth record in Sub-Saharan Africa has been
particularly poor over the past several years. This group of countries
as a whole recorded persistent declines in per capita GDP (or
incomes) since 1981. The cumulative decline in per capita incomes
from 1981 to 1987 is close to 15 per cent. Lasr year, the growth
in reai output in the region, s'as less than 1 per cent, and i-n per
capita rerms rhere was a decline of 1| per cent. Projecrions for
1988 and l-989 indicate the possibility of a very margi-na1 increase
in per capita incomes in Sub-Saharan AfrJ-ca", although there are now
convincing signs rha-. zhe iecl-ii::-:'r.6 :rend is bein3 rere:se.i.

Kenya uith an average growth rate over the past three lv'€Ers
of about 5 per cent and thus an average increase of 1 per cent in
per capita" incomes, has done comparatively we11.

The slow growth in output and i-ncomes -- and hence the decline
in per caplta j.ncomes -- is, by far, the greatest problem facing the
African continent today. In simple terms it means that we are
collectively getting poorer instead of making a dent into the problem
of poverty. Final1y, Mr. Speaker, there are four main problems,
relating to, and to some extent causing this stagnation, that I would
like to touch on.

The first relates to the burden of external debt which Africa,
together with many other developing countries, incurred during the
first few years of the 1980's when o11 prices shot up, the dol1ar
value increased and interest rates in international markets doubled
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r)r trippled. This debt burden is being reinforced by the declining
transfei of new financial resourcr:s to developing countries.

The second problem that I want to touch on is the instability,
and in some cases the downward trend, ilr commodity prices. We have
seen this in the past few years, when coffee prices shot up in 1986,
only to decline to lower leve1s in L987. This phenomen causes great
problems in terms of stabilization policies. For how can a country
lbsorb and harness the gains duri.ng a temporary export boom, without
letting inflation loose, and then spread out the benefits in the
fotlowing years? It requires a highly sophisticated policy apparatus
to counteract these fluctuations. We have tried to learn from the
latest experience and we have been partially successful -- mainly
because the recent coffee boom was a moderate one in contrast to
that in the late 1970rs.

The third problem, which I have already touched upon, is the
protectionist climate that has developed in the industrialized world
ove, the past several years, and which harms exports from developing
eountries and thus limits these countries' ability to break out of
stagnation and poverty.

The fourth problem which pa;tly explains the slow growth in
African economies is the frequent incidences of drought, and sometimes
floods. Certain countries have been severely affected by climatic
changes, particularly by droughts, in recent years. Fortunately, w€

in Kenya have been relatively spared compared to other countries
in the region. Although there are certain ways in whcih one can
reduce the adverse repercussions of droughts and I believe we
were successful on this score when the severe drought hit us in
1984 droughts, nevertheless, cause great economic damage and
human misery.

3. THE DOMESTIC ECONOMY

(a) ECONOMIC PERFORMANCE

Mr. Speaker, I would now like to turn to the domestic economy.
Considering tne fact that Hon. Members have already read their copies
of this yeir's Economic Survey, which describes the performance of
the.cono*y during 7987 in detail, I will confine myself to a review
of the highlights in that publication. Discounting 1984 as a year
dominated by tfre drought, the last three years of the current Fifth
Development Plan have recorded excellent economic performance in
many years. If we ignore the coffee boom years of 7976 and L977, w€

hav6 io go b.ack to the 1960's before we find a three year series
where economic growth was as good as that recorded between 1985 and
7987. The averige growth during this period has surpassed 5 per
cent per annum w[icfr is slightly better than that targeted in the
PIan. Even inflation, although far from being a matter for
cOmplaCenCy, has Over these Same three years been, OD average, below
any three year period since the oil price crisis of L973.

Mr. Speaker, \987 recorded a paradoxically mixed performance
of the economy. O; the one hand, w€ recorded satisfactory growth-
while on the other, w€ experienced inadequate and erratic rainfall
with declining tea and coffee prices in the world markets. Given
these factors, one would have expected no growth at ?11. However,
we achieved real growth of 4.8 per cent last year. Briefly, we

managed that growth at the cost of our reserves. In a deliberate
effort to suslain the positive signals which we had transmitted
to the business community in 1986, we cut into our reserves to
ensure indus'.ry would prosper. But this is not a strategy which
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can be repeated this year due to the reduced level of reserves.
l(

The situation, of course, was slightly more complex than
I have described it because there was a secondary problem, in part
associated with the uncertain growth of the world economy. As
world markets were not growing, w€ had to stimulate domestic demand
to sustain growth, and it was here that the excess liquidity which
I mentioned earlier in my last Budget Speech, played an important
role. This approach was costly, as inflation, measured by the
Consumer Price Index, rose from 5.7 per cent in 1986 to 7.L per
cent, which, although up, is still the second lowest inflation
si-nce 1973. Clearly, export oriented growth would have been
preferable, but in default of that we can be satisfied 1;hat difficult
external factors had so little depressing effect on the economy.

(i) Income and Employment

Mr. Speaker, in the light of the overview I have just presented,
it is commendable that overall employment, including sr:1f-employment,
grew by 5 per cent, well ahead of the rate of growth of new entrants
to the labour force. The strategies in support of thr: snrll business
se tor are clearly bearing f ruit since the wage emplcyr.-er. t portion
met'ely kept pace with the new entrants, growing at about 3.5 per cent.
Anrl together with this increase in employment I am happy to report to
uh.-s House that for the third year in succession, real ircome per
head grew by more than one per cent. Unfortunately, movements on
the terms of trade over which we have no eontrol, have adversely
affected the availability of goods and services. Nevertheless, w€
experienced real positive income distribution effects as the average
money income per wage worker in the private sector grew by 11.0 per
ce;nt, giving a real growth of almost 4.0 per cent.

(ii) Savings and Investment

Mr. Speaker, turning now to an important measure of the
confidence in our economy, I am happy to report that we have continued
our recovery in real investment levels which started in 1986
following the long decline since L978. Gross Fixed Capital Formation
in real terms grew satisfactorily by 6.6 per cent in L987. A deeper
analysis shows that this figure conceals even more positive trends.
Investments in agriculture, manufacturing, building and construction
industries have all continued their excellent growth upon which I
alluded to last year. Most important, all this expanded investment has
been led by the private sector, and not by the public sector as was
the case in the early 1980's. Although domestic savings have fallen
from their record high 1eve1 of 1986, they have not dropped back to
their pre-coffee boom levels and we shaIl continue to apply real
positive interest rates as an inducement to enhance their growth.

(iii) The Economic Sectors

Mr. Speaker, I would now like to discuss briefly the performance
of the varj-ous sectors of the economy whose success can rightly be
attributed to our restructuring efforts. Last year, agriculture
grew by only 3.8 per cent due to poor weather and the inefficient
delivery of inputs. Since the economy has diversified, this otherwise
serious drag on growth was compensated for by a 5.7 per cent expansion
in manufacturing and a 7.2 per cent growth in activities in trade,
restaurants and hotels.

J
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, , Since we had focussed our attention on agriculture by
ensuring it was not short of foreign'exchange and raised the
Ministry'S Det,elopnent e:;ncnciittlres. tho oerf orm.ance in th:-s
sector 1'as rather ctj-siltlpoiutl;r3. In this regard, tilaizc'pi'ocuction
fetl by 25 per cent from the record crop of 1986 tltat is not to
say thlt the crop was bad but the yield was low. In spite of this
Iow harvest, food security reserves have virtually stayed stable
-throughout the year

To mar the picture, wheat production was down by 37 per cent
and eoffee production by 8 per cent. The only improvement related
to tea prodcution, where a new record irop of 155.8 thousand tonnes
was recorded compared to 143.3 thousand tonnes 1n 1986. There was
also moderate expansion of meat related industries and horticulture.

(iv) Monev and Prices

Mr. Speaker, I have indicatedthat domestic demand was boosted
by the tiquidity of the economy and I would now like to deal with
tiris in gieater detail. As a result of the mini-coffee boom, money
sr-rnp1.,7 qiew by 32.5 per cent in 1986 an extremely high expansion.
There wa-. therefore , da urgent need to bring it more under control,
particulari5'as there was no reason to expect the fortuitous foreign
bxchange'windfal1 last year. Although we reduced the rate of growth
of money supply to Ll.z per cent last year, this has not fully
managed to control inflationary pressures.

The conventional measure of inflation which I mentioned earlier,
Mr. Speaker, is the consumer Price Index anC it was showing a rise
of 7.i per cent over the year, with the loner j.ncome B.l'oup l;euef ittiiig
slig[tly, in re].ai,ive te:'nts alsthe index for that tsroup rcse by onl:;
5. 1 frer cent .

(v) Tracle and Pa ments

Mr. Spealier, let me finally, turn to our international
transactions. I have already mentioned the expansion of tea proCuction
and contraction of coffee production, together rvith the decline in
the rvorlcl prices of both of these commoditeis. This hzLd an adverse
effect on our balance of payments. Wtrile the quantity of coffee
exported felI by 2l per cent, the price fell even furLher by 36.6
per cent. Gains; f rorn increased tea exports wel:e wiped out b5' an
L8.2 per cent fall in price. Overal-. the quantity index for our
exports declined by 3.5 per cent

On the other side of the account, w€ had expanded
by 5 per cent in real terms in order to get the indsutry
The value of imported industrial supplies rose by 15 per
by 18.4 per cent and machinery and equipment by 25.6 per
these figures, it is clear that the industrial sector has
extensive support, and hence the need for requiring it to

imports
rroving.
cent, fuel
cent. From
been glven
be efficient.

(b) PROGNOSI S

Mr. Speaker, &s I have noted it is encouraging, that the
turmoil in internaiional financial rnarkets over the past nine months
appears to have hacl littIe effect on econotnic activity at a globa-1
1evel. As Honourable lr{embers will. Irave noticed f rom tl-reir copies
of the economic burvey, basecl on estimabes at the end of 1-987
economic growth rvas estimated at 2.35 per cent. jtlore ::c'cent
shows that the forecast grorvth of ouLput in industrial countr
is close,to 3 per cent thjs year, about the same as in L987,
the volume of worlcl trade is proiectc'd to grow by abotlt 5.5 p

, ri'or 1d
dat a
ies
and
et: cent,
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aD acceleratlon nfrom last year. Forecasts for 1989 based on t;"
assumptlon that o11 prlces 1n real terms do not rlse from presentlevels, shor a marglnar decllne 1n grobal growth rates, wiih thelncrease ln worrd trade proJected at about 4.s per cent.

Therefore, Mr. speaker, our prognosis for the Kenya economyis .rne of cautious optimism. Domestically, the weather .:as been
good and fertilizer is rapidly available. These factors suggestthat the economy should be able to sustain its growth around-the
5 per cent mark this year.

4. POLICY FRAUEIIORK

Mr. Speaker, against this background of i-nternational and
domestic events and prospects, f would now like to discuss policy
strategy for the coming fiscal year. As I have stated on a- numberof occasions, Sessional Paper No. 1 of 1986 outlines a pollcy agendafor the period up to the year 2000. This is the 1:hird budgei bised
on that Sessional Paper. I see each yearfs Budgel; as an instal:re-*in !h" long-term strategy outlined in that documerrt, &s welr asdealing with short-term issues and emergencj-es to stabilize theeconomy. Therefore, this and the previous two Budgets should be
seen as a consistent effort to increase effj-ciency in domesticmarkets, 8D improvement in the functioning of financial markets
and the opening up of the economy to inteinational competitionin short, &tr improvement on the efficient utirization of ourscarce resources.

Mr. Speaker, w€ have this year come to the end of the Fifth
Development P1an. As we are preparing a new Development p1an,
I_find it, again, important to stress the continuity in our policy
direction. Many of the things we said we would achieve in thecurrent Plan have been realized, but not aI1. r wourd, therefore,like to see the "unfinished businessrr of this pran become anintegral part of the new Plan.

The major "unfinished business", and one of the key questionsin shaping Kenyars economic future is that of moving from-an inward-looking industrial policy, which has proved to be an impediment to
economic growth, to an export-oriented, dynamic industrial policy2which can attract new risk capital and wlich can employ a iarge-part of our rapidly growing labour force.

Bearing in mind the consistency of the Government's economicpolicies, &S well as the need to focus on the immediate problems
at hand, r believe that a two-pronged approach is calred for inthis Budget as reflected in the theme: "financial discipline,' inorder to keep the economy on a stable course on the one trand, andrrincreased efficiency" on the other hand in order to sustain
economic growth and ensure that incomes per capita continue torise. I will announce a number of policy initiatj-ves in both theseareas in the hope that the two si.des of the budget will complement
and support each other.

I will first deal with the
aspects of economic policy. Later
the longer-term issues that I have

fiscal, financial and monetary
oD, I will discuss in some detailjust touched upon.
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(a) Fiscal Po1ic7

Mr. Speaker, taken in its broadest sense, fiscal pol1cy represents
the extent of Government's involvement in the economy. Given the need
to optimize resource allocation, the extent of Government involvement
should be based on what Government can do better than the private
sector. The public sector should then confine itself to those areas
where its role is crucial, and leave the rest to the private sector.
The Government should ideally provide an economic environment which
encourages individuals and enterprises in the private sector to
utilize their capacities to the fullest.

At a more practical level, there is, however, the question of
the selection and composition of public expenditure. We have tried
to articulate a philosophy in this field in the Budget Rationalization
Programme, where we have stated, first, that priority in our i-nvestment
proiects will be given to those projects promising the highest returns,
and second, that we will reduce the share of recurrent expenditures (of
which salaries are the major component) in total budget expenditures.
This process has )regun, but substantial work remains to be done. For
example, the share o-' recurrent expenditures continues to increase, and
in particular, the s.,Iary blll has proved very difficult to cont,ain.
Salaries now talle ab,>ut two-thirds of total recurrent expenditures
which means that res )urces for other expendi-tures, recurrent as
well as capita1,wi1l have to be compressed to the point where the
efficiency of public sector is seriously impaired. It is, therefore,
essential that employment in Ministries and public agencles are
scrutinized and that the volume of employment in the publlc sector
is revlewed over time.

The Budget Bationalization Programme should also guide us in
containing the total Ieve1 of Government expenditures, which has
ri-sen too rapidly over the past few years. In fact, the share of
Ministries expenditures in GDP has been rising and is now well above
tbe target 1evel of about 23 per cent set out in the Sessional Paper
No. 1 of 1986. Tbis trend of rapidly increasing public expenditure
has two undesirable effects. First, it pre-empts real and financial
resources from the private sector, contrary to our long-term goals;
second, it causes the budget deficit to widen, and this destablllzes
the economy.

'Mr. Speaker, this second effect j.s of great importance, and
I wouId, therefore, like to deal further with the question of the
Budget deficit. After the deficit had been contained in the early
eightles, there was a sudden lncrease in the deficit in J-986/87 due
ro some unavoidable Government expenditures. In tbe year just
ending, the defi-cit will be brought down to just around 5 per cent
of GDP. However, I st1II consider this deficit to be too large.

It 1s too large for two reasons. First, it is difficult to
finance such a deflclt in a non-inflationary manner. Second, a
deflcit of thls size demands so much financing from the banking
system and from the economy as a whole, that funds are diverted
from other uses, such as productive investment ln tbe private
sector. I , therefore, want to reduce it further in the two coming
fiscal years. For 1988/89 the Budget will aim at a deficit of, 4.0
per cent of GDP. If we are to succeed in bringing down the budgetary
deficit, it will not be sufficient to tighten controls on expenditure.
It will also be necessary to raise revenue and lntroduce participation
charges in several areas.
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Mr. Speaker, the issue of cost sharing, or participation
charges, has been discussed extensively over the past few years.
Since then, I believe we have now established a broad political
concensus about the necessity of finding new sources of finance
for some of the services provided by the Government. It iS,
therefore, necessary that operating Ministries should identify
areas where participation charges can be introduced.

(b) Financing the budget deficit -- Debt management

Mr. Speaker, the financial stability of a country is not only
influenced by level of the budgetary deficit, but also by the manner
in which it is financed. It is, therefore, important that debt
management policy is developed in-Eo a more active tool of our overall
economic development policy.

It was in recognition of this fact that, Iast year, w€ embarked
on a process to broaden and Civersity the financing of Budget deficits.
The new and active debt management policy means that the Government
offers a variety of debt instrunents in addition to the conventional
Treasury bills to banking instiJutions as well as to the public.
A major aim in the past year l:a.; -een to try and absorb tiquidity
from the non-bank public (by offer..ng government bonds on attractive
terms), and thus reduce part of th,r large excess liquidity which was
created during the 1986 coffee bootr.

The debt operations, particularly the Treasury Bond issue in
March, have been successful in terms of Government's policy aims,
i.e. to reduce the growth in money supply. While the Budget deficit
in L986/87 added some 20 per cent to the stock of money in the economy,
that contribution in the fiscal ycar just ending is estimated to be
less than 5 per cent. Moreover, recent bond issues have opened up
new markets, outside the financial system: private companies,
co-operatives and individuals have invested in Government bonds.
I regard that as an important step forward because it broadens and
deepens the market for government debt instruments and is thus
likely to facilitate future debt operations. As we continue with
regular bond issues, and as the borrowing requirements diminish
with the lower budget deficit that I envisage, a more normal situation
will emerge in the financial system, and more funds will become
available for lending to the private sector.

(c) Monetary Policy
Mr. Speaker, the development of Government debt policies has

gone hand in hand with an activation of monetary policy. The task
has been a difficult one: to reduce the large excess liquidity
that was created in 1986 and early 1987.

First and as a precautionar.y step, the Treasury and the
Central Bank introduced, in late 1986, cash ratios for the comrnercial
banks in order to limit the risk of a secondary credit expansion,
based on the high liquidty in.the banking system. Second, in late
1987, quantitative Iimits on'the banks' private sector credit were
imposed, as we predicted a tendency for this credit to accelerate
and endanger financial stabitity. Third, &s a step to reduce the
exeess liquidity, Government debt operations were activated.
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As a. result of these measures, w€ have now managed to reduce

the annual growth rate of money supply from a peak of nearly 30 per
cent about two years ago to some 8 per cent at present. Although
we have not yet restored a normal relationship between the money
supply and real economic activity, w€ are well on the way to doing
so. I intend to continue using monetary policy actively as a supplement
to fiscal policy. My intention is to aIlow a growth in total domestic
crr.iit (to both the government and the private sectors) vr the order
of 6 per cent over the next year. In this respect and on present
assumptions for the balance of payments, (which influences domestic
monetary conditions) this means that we are forecasting money supply
over the coming fiscal year to rise by 6.8 per cent.

In order to achj-eve the 6 per cent target for totr.l domestic
credit and, at the same time, to smooth operatj-ons in the financial
system, the foregoing policy instruments will be reinforced, and
modified as necessary.

In addition and, in order to smooth out f1u,:tuations in banksl
liquidity and to operate monetary policy in a more effective and
market-oriented manner, the Central Bank has activrtted its open market
operations. That means that banks and other financial institutions
can use Treasur5z bil1s and bonds to obtain cash on short-term, and
also that the Central Bank, by altering the'interbst rates on its
re-discounting and lending operations, can influence the cost of
credit in the market in a flexible manner. Ife intend to pursue these
policies in active collaboration with the financial community.

Mr. Speaker, a fundamental underpinning of all our monetary
arrangements is the maintenance of a eompetitive exchange rate. The
flexible exchange rate policy we have chosen has been highly
successful over the past several years. ITe have managed to gradually
make exports more competitive in international markets and raise
the price of imports. The management of the exchange rate has had
the effect of making the shilling a "hard currency" in the East
African region a clear sign of success of our monetary policy.
This flexible exchange rate policy will be maintained.

(d) Efficiencv and stabilitv of the financial svstem
Mr. Speaker, the primary role of the financial system is to

absorb savings from various parts of the economy and to redirect
these savings as loans and credits to those who can use the
money in the most efficient manner. Therefore, &s the financial
system becomes more flexible and effective, the national savings
can be directed to those activitiss that contribute the most to
economic growth.

Mr. Speaker, I have already described the trends in public
debt and monetary policy. One purpose of these policy initiatives
is to stimulate new financial markets, thus improving the "financialj.ntermediation" process a process of channelling savings into
productive investments.

The very fact that a wider variety of debt instruments
Treasury Bonds with different maturities are offered to the public
will mean that new market activities can develop. We have also
encouraged the financial system to start secondary trading in
Government bitls and bonds; that means that individual holders of
such papers should be able to sell them before they mature, if the
holder needs cash immediately. This will make these securities even
more attractive to buy. There are a number of other financial markets
that we will need to devetop in order to increase the efficiency
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of the flnanclal system. Eere, I have ln mind the market for
housing flnance, the market for risk capltal to the prlvate eompaDy
sectorl i.e. the stock market, etc. these are all lssues I
dj-scussed ln my last year's Budget when I promlsed to set up a
"CapltaI Markets Development Authorityrr.

Mr. Speaker, iD view of the substantial legal work that needs
to be undertlken before a bill establishlng the Capital Markets
Development Authority can be laid before this House, I have decided
to est-ab1ish, &s an initlal step, a Capltal Market Advisory Council-
The proposed Council will draw its nembers from the private financial
and ianirfacturing sector, &s well as from the Government and the
Central Bank. The council will have a secretariat whl-ch w111 prepare
papers on the key issues whlch need to be resolved. it will also
'Ar-a* up the neceisary legislation for the establishment of the
Authority. I consider tLe Council to be a useful meeting place for
those in the public and private sector concerned with the development
of our financial system.

(e) Strensthenine the BankinE [ivstem

(f) Ext ernal debt and balance of Davments licies

Mr. Speaker, &tr important aspect of the efficiency and stability
of a financilf system is the rules and guidelines concerning its
solvency. As we all know, there were some problems in this area
during igAO. Ife want to avoid a recurrence of that episode. To
that ettect, we have started the process of strengthening the system
to protect it from disruptions. It is for this reason that the
Depbsit protection Fund was established to ensure that depositors_
do not lose money if and when a bank has to c1ose, and the capital
requirements for banks and financial institutions were increased in
order to providg a safer basis to their operations. However, the
Deposit Piotection Fund needs strengthening,, a-ng-a.number of other
measures will be considered to improve the s'taUitity and solvency of
the system. Over the longer term, I envisage a gradual consolidation
of the financial system into fewer and stronger institutions. This
process of strengtirening the banking industry has already started.
the Central Bank is curiently engaged in a major effort to improve
its supervisory capacity and to review the regulatory framework
so as to provide a more stable foundation for the banking industry.

In order to supplement the administrative efforts being made

by the Central Bank, I- have in the Finance Bill published today,
pioposed amendments to the Banking Act. BriefIy, these amendments
ire- intended to firstly, enhance penalties including further
emphasis on custodial sentence chargeable under the Act; secondly,
aIlow more transparent disclosure of information relating to the
balance sheets oi the banking institutions to the public; and
thirdly, increase the memberifrip of Deposit Protection Fund Board
to include representatives of banks and financial institutions.

Mr. Speaker, during the periods of large balance of payments
deficits in the pait, wB [ave borrowed funds abroad to supplement
our own foreign -exchange reserves. ITe have done that in order to
avoi.d a painfll contraction of imports, sometbing that would have
had negatirre effects on economic growth, as importers would not have
been able to supplement their sto6fs of spare parts and raw matbrials'
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However, Kenya's external debt now standing at approximately
one-third of all our export earnings, has reached a leve1 where we
have to take some strong measures to contain any further growth in
foreign borrowing on commercial terms. Such loans are much too
expensive for a developing country. A number of other African
countries have gone further on this path, and have been forced to
renegotiate their loans in the so-called Paris C1ub. The Kenya
Government would want to avoid this "solution" and instead correct
the situation on its own.

The crux of the matter is that we cannot afford commercial
borrowing abroad other than in the most extraordinary clrcumstances.
We will have to focus almost exclusively on eoncessinary loans,
i.e, money which is extended at very low interest rates and with
long repayment periods. To the extent possible we should also try
and raise the volume of money which is extended as grants.

Mr. Speaker, it is of utmost importance that we must try to
reduce the debt service ratio over the next few years. That will
require a more co-ordinated effort within the Government than we

have had so far. I have, therefore, decided to establish a firm
central control- of all new loan proposals (both concessional and
commerciat) in the Treasury through the establishment of a Debt
Management Division which will be charged with the task of analysing
and. monitoring external (as well as internal) debts.

(g) Industrial Po 1i cv

Mr. Speaker, I would now like to turn to some important issues
concerning the efficiency and hence the future of our lndustry. The
efficj-ency aspect of my theme emphasizes the need to promote growth
in the economy through a more efficient use of our resources. I
believe that Kenya can accelerate its growth further through appropriate
J-mprovement of our economic policy framework.

Mr. Speaker, looking back over our history, we started with a

very deliberate policy of stimufating indigenous industries by
proiecting them from internatlonal competition. We did that in order
to build up rndustrial, technical and administrative competence
which we licked at Independence. This strategy served us well for
a decade or more, but towards the end of the l97}'s it was becoming
clear that the gains from this policy of so-called import substitution
was coming to an end. Since then, growth in industrial output has
been 1ow,- exports of industrial goods in relative terms have declined
and various indicators teIl us that efficiency in thi-s sector has
deteriorated signif lcantfY.

The truth of the matter is that we must now make some difficult
decisions, because our choices are limited. I am convinced that if
we have the courage to make these decisions, the Kenyan economy can
continue to expand, and even to accelerate from the growth recorded
in the past few years. We must now embark on a more active
industria"l policy which witl, first and. foremost, create more jobs
for the rapiaty growing labour force. Secondly, ensure that goods are
produced more efficiently and in greater volumes, therefore at
lower prices to the consumers. The combined result of these two
objectives should be an improvement in the sJandard of living of
all Kenyans.

Before going into specific policy matters, two general points
are worth noting. First, that the policies I am proposing form one
further step in a consistent policy for long-term economic growth.
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The orlgin Of these policies is Sessi-ona1 Paper No. 1 of 1986.
Indeed, the Fourth Development Plan (1,977-83), also suggested that
we need to increase competition in the industrial sector and rid
it of some of the rigidities that impede its efficiency.

My second general observation is that industrial transformation
involves changes -- changes for firms as wel-l- as for individuals.
We have for too long tried to avoid changes in our industrial
structure, and that is now beginning to hurt us. It is, therefore,
necessary that we must reverse this position. The proposed changes
might force the inefficient industries to restructure their operations.
Those manufacturers who are like1y to be affected will need to puI1
up their socks and i.mprove efficiency. What is important is that
the society as a whole stands to benefit from the transformation.
And the ultlmate purpose of transforming industry is, of course,to
make us all better off: to produce goods more cheaply to enable us
to export more and thus earn more foreign exchange which can, in
turn, be used to buy more imports; to create more and meaningful
jobs, etc.

I will now discuss the
to effect these changes.

specific policy areas where I intend

(i) Import restructuring

Mr. Speaker, the restructuring of our import policy is an
ongoing process. The policies that have over-protected many of
our industries are gradually being changed. there are three
components in this import strategy. First, the flexible exchange
rate policy we have pursued over the past several years will be
continued. This form of "protection" is probably the most efficient
one of all, as it entails no discriminatj-on between industries.
Second, the tariff system can be seen as a complement to the excha.nge
ra"te as a protective devj-ce. Overa"Il, there will be Iittle change
this year in the average rate of protection provided through tariffs.
I wilt also propose a number of detailed measures to simplify the
ta"rif f structure.

The combined effect of the exchange rate and tariff policies
is to raise the overall effective protection for domestic industries.
This aIlows us to de-emphasize protection via quantitative
restriction. Thus, the third element in this year's import policy
is a simplification and liberalization of the import llcensing
system through a move towards more efficient and transparent
import schedules.

On the question of tariffs, you will recall that over
past several years, we have substantia"lly reduced tariffs on
imported inputs. This year, I sha"ll be reducing the number of
tariff categories so that simil-ar goods bear similar tariffs.
change will simplify the ha"ndling through customs and minimize
risk of faulty classification of imported goods. I sha11 also
effect changes intended to counteract both over-involcing for
capital repatriation and under-invoicing for duty evasion.

the

This
the

Mr. Speaker, wj-th the added protection provided by the
exchange rate movement, and possibly also through a smalL increase
in the average effective tariff protection, we are in a position
to modify and liberaLi-ze the import Iicensing policy. The purpose
here is to ensure rapid and easy access to foreign exchange
Iicences for a variety of goods -- essential items for domestic
production as well as raw materials -- which are important for
efficiency in our production process.
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Accordingly, I have today published a revised booklet on
Import Licensing Schedules containing a complete list of traded
products classified into three schedules, with the third schedule
being subdivided into three categories. Importers applying to bring
in goods under Schedule I, which are primarily raw materials and
intermediate goods, will receive foreign exchange allocati-ons
expeditiously. Import licences under Schedule II include medicines,
fertilizers and other high priority goods requiring Ministerial
approval. After such approval, processing should again be expedited.
Items on Schedule III A wiII need slightly more careful scrutiny to
avoid over-invoicing. However, if genuine, such import applications
will also be freely approved and local protection will depend on
appropriately high tariffs. For items under Schedule III B, which
aie of somewhat lower priority, w€ will ensure that tariffs will
be appropriate to restrain import demand and to provide adequate
protection. Low priority and sensitive items are covered under
Schedule III C.

It is my expectation that these three approaehes to import
rationalization the continued flexible use of the exchange rate,
the rationatization of the tariff structure, and the simplification
of the imports licensing policy witl help provide a more competitive
pnvironment for Kenya's industry, and thus help improve the efficiency
with which we use our foreign resources.

( ii ) Export promotion and investment incentives

Mr. Speaker, to achieve a stronger position in our transactions
with the rest of the world, we need to stlmulate exports. The
experience of those developing countries which have been successful
in reducing poverty and raising social and economic welfare tells us
that an export-oriented growth is an important key to success.

We are already actively using one important policy instrument
to stimulate exports: the movement of the exchange rate over the
past seyeral years has provided substantial additional stlmulus to
Lxporters. One of the basic reasons behind the exchange rate policy
is,in fact, to move resources labour and capital into exportlng
actlvities and thus raise export production. We harre seen effects
in some areas.

Horyever, processed. exports from Kenya industries
expanded as we had hoped. It is, therefore, necessary to
stiategy to promote industrial exports, both 1n order to
total value we earn from exporting, and at the Same tirne
the commodity pattern of our exports.

Mr. Speaker, Honourable Members will reca11 that in addition
to the Export Compensation Scheme the Government decided some time
ago to establish manufacturing under bond. I am happy to inform the
House that there has been some progress in this area. Applications
for this Scheme will be dealt with expeditiously and I am sure that
entrepreneurs wilI find the arrangement most attractive. To make
produttion under this Scheme efficient, we will assure producers taking
idvantage of j-t that import applicatj-ons for raw materials will be
dealt witfr within five aays. I hope that many new industries will be
started under this Scheme, taking advantage of Kenya's location,
low cost of production, and political stability.

Since export growth is so essential to our strategy, w€ are
currently exploring t[e possibility of establishing Export Processing
Zones. i believe itrat tfris scheme should be a further component in
our export promotion poIlcy, and we are prepared to start discussions
with any consortium interested in developing such a facility with us.

have not
design a

raise the
to diversify
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Mr. Speaker, mY last remarks on
control and foreign investment '

industrlal PoIicY relate to Prlce

(iii) Price Control

Mr. SPeaker, the issue of
of heated debate in recent weeks '
by those affected bY decontrolled
*Lti..rg big headlines about it '

Someofthecriticismmaywellbevalid.Forinstance,a
sudden jump in prices a few days aftgr price controls were lifted in
some items does not show r re=poosible ittitude on the part of tbe
business community. They shouid be careful, ir their pricing
;;ii;i;", to build up trust vj-s-a-vis the Government and the
consumers. Moreover, it iS important to stabiLize prices of
certaln necessities, ""p."iuir'y 

basic foodstuffs, and to givg producers

and consumers well-aavertised prices on which they can depend' This
should be seen as a policy 

-io 
irotect lower income groups and to which

the Government is committed'

price control has been the subject
Strong views have been exPressed

prices, and the newspapers are

However, the policy that we outlj.ned in Sessional Paper No. 1

of 19g6 of gradually litting price controls on non-essential needs
to be viewed within a broader economic context than the perspective
of separate interest groups. Excessj-vely strict controls do not
serve the basic purpose of providing low-cost goods to consumers,
because they reduce- the lncentive to produce such goods and
ultimately iead to scarcities instead. There are j-nnumerable

examples irorn other countries which show that harsh price controls,
even onbasic commodities, dry up the supply of price-controlled
gooa= anA stimulate a flourishing black market, where pri-ces are far
f,ign.r than warranted from the point of view of producer costs.
In this situation, price controls, merely suppress the symptoms of
inflation, while aliowing disgulsed -- and therefore, not measurable
inflati.on to contlnue. We do not want this klnd of situatlon to
arlse here.

Havi-ng said this, I want to stress three aspeets of prj'ce
decontrol. first, the timing and the pace of price decontrol; we

should move ahead with caution to minimlze possible disruptions.
Second, I want to stress the responsibility of lhose benefitting
from decontrolled prices; if they take undue advantage of tbeir
position they can. do great harm to tbe whole process. Third' even
those prices whlch have been removed from price eontrol will continue
to be monitored carefully. In this respect, I bave today published
tbe "Restricted Trade Practices, Monopolies and Price Control 8i11"
which will be debated by this Eouse. the passage of this 8111 by
parliament will outlaw tollusion by manufacturers to increase prices
wb.iIe provi6ing Government witb the necessary po\Pers to dismantle
practites whlcf, restrain the competitive forces in our economy, thus
pavj-ng the way for indigenization-

(iv) Attracting Foreign Investment

Mr. Speaker, as Hon. Members are aware, foreign investment in
Kenya is protected by our Constitutlon and nrcre speciflcally by the
Foreign Investment Protectj.on Act. This Act has not been reviewed
over a number of years. As we compete with other developing countries
for outside investment, there is need to review the Act in order to
malntaj-n our competitiveness. In this regard, I propose to amend some
sections of the Act which are no longer compatible with increased
f ore j.gn investment.
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First, the Act guarantees the repatriation of foreign capital

invested in an approved enterprise where "capita1" iS defined as
"a fixed amount representing the equity of the holder... .expressed
in Kenya currency". This definition does not take into account the
movements of other currencies vis-a-vis the Kenya shilling' It iS,
therefore, proposed to amend the Act to provide that foreign investors
can repatriate not only the vaLue of the original equity investment
denomiirated in the currency in which the investment was initially made;
but also the value of any profits which were reinvested in the firm
valued in the currency of the original investment at the time of
reinvestment. The proposed amendment cannot, for obvious reasons,
be backdated. It wil1, therefore, apply only to future foreign
investments or reinvestment.

Second, if an j-nvestor sells his business at a price above
the original shilling va1ue, the difference between the sale price
and the original value in shillings j-s considered a capj-tal gain.
The remiltance of this gain is blocked for five years, during which
time it is invested in Government securities at a 1ow rate of interest.
Although this practice 1s not contained in the Act specifically,
and nolwitnstanaing the fact there are very good reasons for its
existrence, it nevertheless deprives the genuine investor of his income
because he is paid less than the market rate of interest on his
blocked funcis. i propose to change this practice and allow blocked
fund.s to be invested at the prevailing market rates of Government
securities at the time of lnvestment.

(e) Rural-Urban Balance
Mr. Speaker, a major focus on our development strategy has

been, and conti-nues to be, its spatial dimensions -- what we have
come to call "Rural-Urban Ba1ance". Included in this, are District
Focus for Rural Development and Jua Kali Development Programme.

In support of this strategy, the government has established
the District Development Fund to finance such programmes as Nyayo
Sheds for Jua Kali artisans and the Rural Trade and Production
Centres. In order that the infrastructure set up by the Government
can be fu11y utilized, entrepreneurs need the necessary finances
but unfortunately they face two niaSor constraj-nts: First, in view
of the Iow level of returns from these investments, the capital
employed takes a long time to repay itself. Therefore, short-term
loans availed by branches of commercial banks are not appropriate.
Second, majority of these sma11 entrepreneurs are generally not
aware of the availability of these existing long-term 1oans.

Those who are aware, are forced to borrow from institutions,with exception of K.I.E., whose facilities are designated in foreigncurrencies with the associated exchange risks and unfortunately thlshas led to some bankruptcies.

In the course of the next financlal year I sha11 explore thepossibility of passi.ng foreign funds, wi-thout exchange risk, througha dj.versity of financlal institutions to enable this segment of thabusiness community access to long-term funding. r know that the
Government will lncur a cost in bearing the exchange risk but thereare under-utilised lines of credit which, if mobllised, wou1d.provide a number of economy-wide benefits ranging from increasing
employment to relieving the balance of payments. I am convincedthat we would be well recompensated for whatever costs we have to
incur.
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(h) Agr iculture
Mr. Speaker, agriculture remalns the mainstay of our economy

and, therefore, this review would be incomplete without making any
reference to it. The majority of Kenyans of working age are engaged
in agriculture. Agriculture earns the bulk of our foreign exchange
and most important, agriculture has enabled us to be self-sufficient
in our basic food requirements.

With this record and achievement in agriculture it is essentia"l
that we maintain our Success. There iS, therefore, no need for
major polj-cy changes in this sector, but rather an enhancement of
those factors which lead to further growth. Agriculture is the biggest
private sector activity in our economy and what is required is to
keep our farmers properly serviced, making inputs readlly available to
them and providing them with positive results from research so as to
increase their productivity. One further essential requirement is to
enable them to market their produce at prices which give reasonable
returns. With these factors in mind, I have allocated more funds to
both the Ministries of Agriculture and Livestock Development.

The other major support to the agricultural sector I mentioned
earlier is marketing. The Government has looked at the varlous
marketing problems faced by farmers and has embarked on a series of
measures aimed at ameliorating these problems. The problems have
eentred. around delayed payments, restricted access to alternative
markets and sluggishness to reflect market opportunities. Besides
undermj-ning farmers' efficiency, inefficient and sometimes
inappropriate marketing has presented a major burden to the taxpayer.
Nowhere was this more so than with the operations of the National
Cereals and Produce Board. Here I am happy to report that, with
assj-stance from E.E.C., the Government has embarked on a programme
of reform which will not only be less costly to the Government but
wiII also benefit the farmers by increasing their marketing options.

The reform under way consists of management re-organization,
streamlining the network of NCPB buying, financial restructuring of
NCPB and a gradual development of other marketing outlets. With
effect from July 1st this year, KGGCU, co-operatives and smalL maize
traders will be allowed to buy directly from the farmers up to 20
per cent of the marketed maize. As these alternative channels are
developed, more and more can be aLlowed to go through these channels
and NCDB will revert to its more basic role of holder of strategic
reserves and buyer of last resort. Farmers will continue to be able
to sell to the NCPB since we are establishing a special crop revolving
fund.

Mr. Speaker, Treasury will continue to support policy changes
in Agriculture and Livestock Mj-nistries. In this respect we will
assist the ongoing reforms aimed at speeding up coffee payments, and
an auction syitem in cotton with early payments to farmers, somewhat
along the lines of the system enjoyed by our tea farmers. Further
support will entail the development of the marketing and processing
tor-the meat industry, not by pouring more taxpayers money into
K.M.C. and Uplands, but by encouraging commercial approaches in running
such ventures. I would like to assure the House that this will be
done with the ful1 cognizance of the need to develop indigenous
ownership, although initially foreign investment may be necessary
and indeed, welcome.

Finally, Mr
the Government has
of producer prices

. Speaker, one of the most improtant ways in which
boosted agricultural output is the regular review
to reflect the economic value of the agricultural
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iommodities. The other 1s to ensure that agricultural inputs are
available to the farmers timely and in sufficient quantities. These
policies will be contlnued and improved upon.

5. FINANCIAL OUT-TURN L987 / 88

(a) Recurrent Revenue

Mr. Speaker, I would now like to turn to this year's Budget
out-turn. This fiscal year's recurrent revenue was estimated at
KLl,S4Z.0 million plus Appropriations-in-Aid of Kt48.8 million making
a total of KC1,590.8 million. This revenue was to comprise of
Kt356.O million from Customs & Excise; K1447.0 million from Income
Tax; KL477.9 million from Sates Tax and the batance of Kl26L.7
million from export duty, other minor taxes, charges, dividends and
fees. Mr. Spea-ker, revised esti-mates show that I may reali-ze a total
revenue of some K97,527.7 million, i.e. Kll4.3 million below my last
5zear's forecast.

There will be marginal increases in both Income Tax and Sales
Tax which will exceed their targets by approximately Kt10 million
and Kgl-5 million respectively; while Customs & Excise will exceed
the originat target by Kl2 million. There will, however, be a J'arge
shortfall in other taxes and revenue maj-nIy as a result of reduced
dividends received from parastatals, reduced export duty on coffee
whose prices have faIlen and a shortfall in other mi-nor taxes and
fees.

Therefore, I expect to raise Kf358 million from customs &

Excise; K1457 mitlion from Income Tax; KL493 mil-lion from Sales
Tax and KL2L9.7 mj-llion from other taxes and revenue.

(b) Recurrent Expenditure

This year's Printed Estimates of Recurrent Expenditure were
estimated at Kt1,009.4 million excluding Appropriations-ln-Aid'
Consolidated Fund Services were to take another K1624.2 million
making a total Recurrent Expenditure of Kt1,633.6 million' As the
House will reca11, there weie five important items which forced
the Government to seek Parl-iamentar-v approval fo:' Supplemenlar-Y
Appropriati-on amounring to K992.6 million early this caLendar year.
1'ir'ese'were, firstly, the need to triple the intake into our national
universities late iast year and the increased enrolment in our primary
schools; secondll', the carry-over related to the hosting of the
4th A11 Africa Games in Nairobi; thirdly, the costs related to the
holding of the Presidential and National Assembl5r Elections which
ushered in the Sixth Parliament; fourthly, the increased cost
associated with maintenance of security along our borders; and
1ast1y, the need to accommodate expenditures of new I{inistries created
recentiy with the view to improving delivery of Government sertrices
to wananchi. I had al-so to finance Excess Votes and Under Issues
of K981.8 million. I, therefore, expect this year's Recurrent
Expenditure to be Kf1,808.0 mi11ion, compared to a total revenue
of 'K9L,527.7 mi11ion. I wi1l, therefore, have no surplus in the
Recurrent Account to transfer to the Development Exchequer.
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(c) Development ExPenditure

Thj-s year's Printed Development Estimates projected gross
expenditur. oi Kg613.6 million including Appropriations-in-Aid of
Kti88.6 million. Early this year, the House approved gross
Development Supplementary Estimates of some Kt1O.2 million' As

I have already indicated, this increase was necessitated by the
need to increase university intake while enhancing our territorial
security. Therefore, some KLzgg.9 million wiIl be issued from the
Development Exchequer.

On the basis of preliminary estimates, I expect
budget deficit this fiscal year to be Ks328.6 miIlion.
indicated, I am determined to reduce this deficit next
I now turn to forecast out-turn for 1988/89.

the overall
As I had

fiscal year.

6. FORECAST OUT-TURN 1988/89

(a) Expenditure

Mr. Speaker, as Hon. Members have already seen from their
copies of Printed Estimates, the Gross Recurrent Expenditure of
tvtinistries is estimated at KSL,4g4.3 mil1ion, with Appropriations-
in-Aid of KtT6.2 m|llion and a net expenditure of Kgl,4l-8-1 miIlic:.
Those estimates include an amount or kszss.5 mitlion representing
the write-off of l-oan and. interest owed to Government by the National-
Cereals and Produce Board. Slnce these transactions do not invoJve
cash, this amount should be excluded from the estimates. Thus the
Gross Recurrent Expenditure of Mi-nistries in 1988/89 *111 be of the
order of Kf7,235.8 milIion, Appropriations-in-Aid of K976'2 m:{llion
and net expenditures of Kf1,159.6 million'

If this year's special expenditures on defence equipment,
Registration, General El-ections ana gf l Af rica Games, which will
noi be repeated next year are excluded, there will be an increase
of more than 8. 5 per tent in next year's Recurrent Expenditures. I
am afso happy to inform the Hon. Members that loca1 Appropriations-
in-Aid to finance such expenditures will go up from around KS48'8
m111ion in Lg87/88 to Ks63.6 million in 1988/89'

The increase in recurrent expenditures next year is necessary
to meet the costs of salaries and allowances for clvil servants and
teachers and the requirements of the new Ministries. In addition,
provision has been maae for the cost related to our 25th Independence
l,nnive:.sar-v celebrations as well as ten years of Nyayo era.
ConsofidatLd Fund Services w111 take another KL740'7 million'
Therefore, totaL Recurrent Expenditure, excluding the write-off
of NCPB debts, will be K|L,976.5 mi1I1on'

Development Estj-mates for 1988/89 call for a gross expend'i.ture
of KCT02.S miliion including Appropriations-in-Aid of Kt397-7 million.
This represents an increase of- t2 per cent over this year's Revised
Estimat-es. This increase is accounted for by the need to increase
the absorption in the Budget of grant and loan financed projects
partly betause of the unavallability of locaL resources and mainly
LecauLe of the need to have increased external resources inflow to
support our balance of PaYments.

Apart from the foregoing expenditures, I have also to finance
an additional Ks96.2 million as Under Issues relating to previous
years.
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Mr. Speaker, I will not analyse further the details of either
recurrent or development expenditure at this stage. I shaI1 hold the
matter until we come to debate the spending allocations of Ministries
in the Committee of Supply.

It suffices to note
Kl2 ,775.2 mi11ion.
to do this.

that I have
The rest of

to
my

finance a total expenditure
Speech wiIl outline how Iof some

propose

(b) External Revenue

Mr. Speaker, Kenya is committed to maintenance of cordial
international relations. I have also indicated that Government i.s
committed to Budget Rationalization programme aimed at improving
efficiency in public expenditures through optimal utilisation of
existing capacity and givlng priority to completion of on-going
projects with high returns. Within this criteria, and in the
light of the sound economic policies which Kenya has been pursuing,
foreign donors have pledged to assist us with an amount equivalent
to KC676.L million next fiscal year. Of these external in-f1ows
50.5 per cent will be in the form of grants and 49.5 per cent in
the form of project and programme loans. This is indeed a very large
amount and I would ask Hon. Members to join me in expressing our
gratitude to those foreign Governments, bilateral and multilateral
institutions who have consistently continued to assist Kenya.
Thus, I expect to finance nearly 24.4 per cent of my total expenditure
from external sources. As usuaI, the main burden of financing
Government expenditure will be borne by Kenyans and I now turn to how
I intend to raise the balance of KL2,099.1 milIion.

(c) Domestic Borrowin

Mr. Speaker, I have already indicated my intention to reduce
the growth in money supply. I have also j-ndicated that, to achieve
this reduction in money supply, I need to borrow money from non-bank
sources. Glven this position, I propose to raise some KL284.2 million
from 1oca1 borrowing. This money will be raised by way of long-term
stocks, Treasury Bonds, and Treasury Bi11s.

(d) Internal Revenue

il1r. Speaker, when I outlined the economic outlook for 1988/89,
I indicated that the economy is proiected to grow by approximately
5 per cent thls year. On the basj-s of thj-s proiection, I estj-mate
that ordlnary revenue, dt present rates of taxatj-on, will provide
some K91,694.3 mi11ion. Appropriations-in-Aid wilI provide another
KL7A.3 mil1ion.

Thus, I will raise a total of K91,764.6 million from this
source. I have, therefore, a gap of Ke50.3 miIllon to finance from
addltlonal taxation. The rest of my Speech wlll outline the areas
of extra revenue.



20

7. TAXATION PROPOSALS

Mr. Speaker, I have appraised the House on the international-
economic environment, the problems facing Sub-Saharan Africa,
the state of our economy and the policies we propose to pursue
to sustain growth. In particular, I have emphasLzed the need
to restructure our financial, fiscal and industrial poiicies
in order to reduce the imbalances inherent in the economy.
I have also indicated that I have a financing gap of Ke50.3
million. I now turn to my taxation proposals, and as usua],
I would ask Mr. Speaker, that the rest of my Speech be
regarded as Notice of a Motion to be moved before the
Committee of Ways and Means.

(a) Customs Tariff

The Finance BiIl published today contains substantial
amendments to the Customs and Excise Act. It contains amendments
to the Act aimed at correcting typographi-cal errors and omi-ssi.ons.
It also contains amendments to the Schedule of excise duties
intended to align the schedules with the requirements of Customs
Co-operation Council Numbers. In addition, it has been
considered necessary to reclassify fresh flowers and raw skins in
order to assist exporters of fresh flowers and tanneries who import
raw hides and skins.

Mr. Speaker, I would now like to turn to those amendments
which have signlficant structural and revenue impli-catlons. As
I indicated earlier, there is need to restructure our industry
towards efficiency so that it becomes competitlve on the export
markets. It is mainly with this in mind that the following
changes have been made in the Customs Tariff.

First, some offenees under the Act carry very leni-ent
penalties. As a result, these offences have recently been on the
increase. In order to discourage those who may be tempted to
contlnue commltting these offences, I plopose to increase the
current penalties as a deterrent measure.

Second, &s the House 1s aware, w€ have authorized
manufacturing 1n bond under section 40 of the Act which empowers
Commissioner to a11ow assembly in bond provided that such assembly
does not substantially change the essential character of the goods.
The Act does not, therefore, contain specific provisions governing
this lmportant instrument of our export promotion. Given the fact
that most of the prospective manufacturers ln bond will require
to source some of tfreir raw materials domestically, it is essentlal
that the 1aw be amended not only to provide for this, but also to
enable proper control, Supervision and regulati-on of these
operations. I am therefore proposing to amend the Act to ease
administration of this kind of manufacturing.

Third, there are far too many different tariff categories.
This complex and sophisticated system arose from historical
developments as Government addressed problems and concerns of
particular industries and sectors of the economy. Such a
diversified tariff system treats products entering the economy in
25 different ways, creating 25 alternative incentive patters which
benefit certaj-n products, flrms and industries, while penalising
others. There is no method of establishing with certalnty whether
those activities being favoured by this differentiated structure
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are the beSt lOr the econom\/. HOweVer, to Some extent,exaCt15'
the oppsite occurs because "sometimes it is the most inefficient
firms and industries which need and obtain the greatest benefits
from a differentiated tariff system." A tariff structure which
is more uniform (u,ith a narrower range and fewer categories)
;;.;ides a simiLar Effective Protection Rat,e to all firms and
industries; it is more efficient in its lmpact on the economy;
fairer to aI1 concerned; and easier to administer with integrity,
than wide-ranging tariffs, with 25 different categories. I
therefore, pr5poI" to reduce the number of tariff categories-
from the "rtl.unt 

25 to t7 by abolishing eight rates: 55%, 651o,

is*, go%, g5%, Llo7o, 725%, and 770%. Mr' speaker, thls is
perhaps the most fundamental reform in the hj-story of our tariff

"tt,r"trr"" 
and 1ts impact on the industry will be f ar reaching'

Fourth, Mr. Speaker, it has been Government policy to move

towards a more unifbrm tariffs structure and substantlal progress
towards thj-s goal has been made in the last few years ' However,
there still c5ntinues to be anomalies in the current tariffs
where similar goods though made of different materials, continue
to bear differ6nt tariffs. In order to remove this inconsistency,
I have attempted to ensure that similar goods bear lhu same

rate of duty. tr'or example, bathtubs and sinks of elther plastic,
stone or cera"mic will now be dutiable at the same rate.

Fifth, I have already lndicated that I intend to restructure
our import system such that items on schedules 1, 2 and 3A shall
be liblra}I5r licensed for importation. I have also indicated
that we are experiencing sev-ere balance of payments problems '
Given this situation, j-t is only logical thal demand for those items
which will be licenced 1ibera11y be restrained by way of increased
tariffs. Accordintly, I propose Eo raise cut-v on some of these
items like ,t*o;=:-ie, 'Live h6rses and cloth-wasbing machines by

between 57o an"d, L57o. Simi1arl5:, and in Order Io provide
appropriate protection ro ciomestic lnoustry, I !"t'9 i-ncreased
duty on bisculrs, calf leatirer, locks ano ke-vs Dy bein'eerr 3-* anc

10%.
S:-xth, keeping tne public informed is an inpor--aii aspect

of our overal] oev-elcpment policy. It is for thj-s reascn =ba-u the
Voice of Ken5za and more recenrl5r the Iltinistry of Polltical- Affairs
& Na;ioaa.l Guldaace, have been cba:ged s::h ;he :.eSpc:'- l:-1::J ci
lnforrning and gi:iClng iienyans oD IDaI-u€IS relevan-" :o poilticai,
economic and soclal cievelopment of this nation. i4hi1e these
lnstirutlons are ooing a-n exeellent job, thelr ourput reaches the
public nainly through the radio, one of the largest means of
inf orma-" j-on dissemination to the pubilc. It iS, theref ore, €SS€n-uiz
that this important means of communication should be made readily
available to the public. In order to enhance availabiI1t5r of
radios to the pu5llc while simultaneously reducing incentj-rre to
evacie tax, I piopose to reduce duty on these i-tems by approximately
13%. For'similai reasons, duty on T.Vs. will be reduced accordingl'
In splte of this reduction, I expect Some revenue increase aS

i-mporters will now be less inclined to cheat.

Seventh, it is common knowledge that specifie duties do not
keep up with the rate of inflation. In splte of this fact, some
of our- specific duties have not been adjusted for many years
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with the result that they are much too 1ow compared to other
ad valorem duties. In addition, I have also discovered that thls
state of affairs has been used for over-i-nvoicing for capital
flight and under-invoicing for tax evasion. In order to correct
thi-a situation, I propose to increase specific duty on unassembled
monochrome T.Vs. from sh. 50 to sh. 350 and impose ad valorem
rates of 735% on all sPirits.

Eighth, graphite lead for manufacture of pencils
dutiable at 25%. RecentIy, there have been complaints
locaI manufacturers of pencils are threatened by cheap
pencils. In order to ease the situation, I propose to
on this raw material from 257o to 2O%.

is currently
that
imported
reduce duty

Ninth, yarns. During the early years of our lndustriali-zati-on
suspended duty was imposed in order to protect infant yarn
manufacturers without recourse to Parliament. In spite of the
fact that majority of these industries have now grown uP,
suspended duty continues to be in our statutes. I propose to
aUolistr this duty by combining it with the normal duty such that
yarns will from now on bear one rate of duty. In combining
these rates into one, I have ensured that duty on yarn which is
a raw material for manufacture of textiles bear a lower rate
of duty than that of yarn for retail sale.

Tenth, leather. The shoe industry has constantly
complained to me that duty on imported finished leather shoes
and similar leather products is too Iow and is, therefore
discouraging 1oca1 teather industry. I am aware shoe manufacturers
know besi where that shoe pinches, and consequently, I intend to
correct this situation. I therefore propose to, firstly,
lower duty on raw hides and skins from ( 10-35 ) per cent to 15
per cent; secondly, raise duty on leather products from 457o to 5o7oi

and thirdly, raise duty on Shoes and leather shoe uppers from
55% and 757o to 607o and 807o respecti-ve1y.

Eleventh, steel. Mr. Speaker, steel industry is basic
to the whole process of industri ai-i-zation, and hence economic
development. Indeed, it is virtually impossible to find any
induStry which does not, in one way or the other, use steel or
steel pioducts in j-ts manufacturlng process. Because of the
importance of steel in manufacturing and the economy in general,
1t is'essential that steel industry itself be ratlonalized
cautiously. It is because of this reason, and its complicated
nature, tlat the government has decided to commission a study
on how best to rationalize the steel industry. Pending the
outcome of the study, I have today attempted to rationalize
duty on its raw materials and the final products, 99ch that
duty on billets will be reduced from 20% to 10% while that of
wire rods will be reduced from 25% to 2O7o.

Twe1fth, fiIms. RecentIy, a number of foreign film
producing eompanies have shown interest i-n shooting new films in
kenya, mainly due to the beautiful sceneries available in our
country. Alltough they eventually take the films out of the
country after shooting, they have been unable to bring the
unexpo;ed films into itre country duty-free because, once exposed,
the Aet considers the film as having been entered for home use.
Therefore, by practi.ce, films are deemed ineligible for
temporary importatlon. In order to promote Kenyan Sceneries
abroad., and tberefore tourism, I propose to amend the 1aw to
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allow such film shooting companies to bring into Kenya unexposed
films duty-free provided that they have been licensed by the
Ministry of Information and Broadcasting to shoot the films.

Thirteenth, buses. Mr. Speaker, prior to the introduction
of matatus on our roads, buses used to be the biggest means
of pubtic transportation. However, they have recently been
surpassed by matatus in terms of passengers carried. This means
that the number of matatus coming into use is growing faster
than that of buses but unfortunately, this has been accompanied
by road carnage. In spite of this growth, public transportation
continues to be a major problem, particularly in our major towns.
In case of our capital city, the Government has, through
H.E. the President's initiative, introduced Nyayo buses to
alleviate this problem.

Notwithstanding t
has continued to worsen.
reasons why the number o
with the growth of the t
buses is prohibitive. T
alone, it is mainly attr
trading partners' curre
give further support to
public transportation, I
from ( 35-45 ) per cent to

Inland
sh.
sh.

e Government r s efforts, the problem
am informed that one of the main

uses on our roads is not keeping pace
elting public is that the cost of
high cost of buses is not due to dutY
table to the apPreciation of our
es. Nevertheless, and in order to
. the President's efforts in improving
opose to lower duty on big buses
0-35) per cent.
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Fourteenth, section 51 of the Act spe1]s out the rates
of warehouse rent to be charged on goods stored with Customs
Department. Currently, the rent at Kilindini port is Sh.15 per
Uiit ot lading ton per day and Sh. 10 per bill of lading ton
per week or pirt thereof in other areas. Recently, there has
been an increase j-n volume of goods stored in customs warehouses
outside Kilindini and particularly at the Inland Container
Depot at Embakasi thereby causing congestion leading to pilferage
and errasion of taxes. In order to discourage importers from
using Government warehouses for inordinate storage of their goods,
I propose to raj-se rent chargeable on these other warehouses
as follows: -

(i) ontainer Depot at Embakasi from
per bill of lading ton Per week to
per bill of laciing ron Per day.

( ii ) A11 other
per day

places from Sh. 10 Per week to Sh. 10

(iii) The minimum charge which is currently Sh. 5 will
be i-ncreased f ourf oId to Sh. 20.

Fina11y, Mr. Speaker, bicycles. As. Hon. Members are
aware, bicycles used to be a maior means of short distance
transportalion for individuals in both urban and rural areas.
However, in recent years, this important mode of transport has
become increasingly unaffordable by those who genuinely require
it because of the exorbitant price of bicycles. I have
reflected on this, and although bicycles are expensive partly
because of the low 1eve1 of imports, it is equally true that
duty on bicycles is high.

C
10
l-5
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Tlreref ore , in order to make this basic item avai lable to wananch j.

at a reasonable price, I propose to drastically reduce the rate
of duty on bicycles from 80% to 4O7,'. It is my earnest hope that
bicycle dealers will reduce their prices proportinately.

Mr. Speaker, taken together, the measures I have announced
today on customs tariff will provide the Exchequer with a
marginal additional revenue of Kt1.65 million - but will have
a far reaching effect on our industrial growth.

(b) Excise Tariff

Mr. Speaker, I would like to turn to excj.se tariff
where I have onty two mj-nor amendments to make. As I indicated
earlier, the rate of domestic inflation this year is currently
estimated at 9.3%. Given this rate of inflation, it is only
logicat that prices of luxurious items like cigarettes and
tobacco be adjusted accordingly. However, it is not my intention
to penalise smokers by anything higher than the rate of infLation.
Therefore, I propose to raise the levels at which the current
rate of excise duty on these products apply by an overall
weighted average of approximately 9.1 per cent. I also propose
to raise the current rates of excise duty nominally by
approximately 6.2 per cent. These two measures will have the
effect of raising the price of some popular brands of cigarettes
such as Ten Cent, Rooster, Nyota, Score and Crown Bird by 50 cents
per packet; while that of elegant brands such as Embassy and
Sportsman wilL go up by Sh. 1 per packet.

This measure, which takes effect from mid-night tonight,
will provide the Exchequer with an additional Kt9.9 million in
revenue.

(c) Local Manufactures (Export Comnensatior Act.

Mr. Speaker, the House will reca11 that, two
years ago, I reduced the number of ltems eligible for export
compensation from about 2,000 to 700. In effecting this reduction,
I took account of the need to increase domestic value added on
our exports; the need to avoid a siruation whe:'e one MJ'import
a product and re-export it to earn compensatlon; and the need to
make the eligible list sma1l and workabl-e. I aiso reQues-ued
those exporters whose products were deleted from -uhe eligible
list to app11- for relnstarement gj-ring ai1 the lecessa:'1- oetalls
f or consicieration br- an Inter-\{i-nisrer'1a1 Comiaittee of Treasury,
Planning and NationaL Development, Comnerce anci InCustr'1'
Although some of the applications harre been considered and
acceptable prociucts reinstateci over the intervenlng period by
way of Legal Notlce, there 1s stiLl a large number of irerns whici:
qualif 5,' f or eligibility and have not been gazetted. \f hi1e the
exercise of scrutinizing these applications conrinue, I propose
to a"dd some 43 items which have been recommended to me for the
eligible list. Accordingly, the Fina"nce Bill published today
contains these additional items. I estimate that this measure
will cost the Exchequer some Ki315,000 in lost revenue.

(d) Sales Tax

Mr. Speaker, I now turn to sales tax. First, there
are certain cases the Department has been unabfe to collect some
tax due to insolvency, death, bankruptcy, closure or departure
from Kenya of the manufacturing firms/owners. A substantial
amount of this uncollected tax is in the form of "Return to Drawer"
cheques which remain in the Department's books as arrears
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because there is no provision in the Act to write off such bad debts as
is the case with Income Tax Act. I &o, therefore proposing to amend. the
Act to provide that such uncollectable tax may be written off subject to
default schedule being vetted by the Controller and Auditor-General and
approved by the Minister.

second., i;;;'iG";;y in which the Act is worded, sales tax
liability is oetermined by reference to Tariff Numbers' Therefore'
Iocal manufacture should te seen as a process involving conversion
of raw materiais of a different tariff from that of the finished
product. ttoweilr,-o", tariff structure is such that, this is not

alwaysthe",."".Inca,seswheretheimportedCKDkltsfallunder
the same tarifi as the finar product after assembly such as motor

"V"f"=, 
bicycl-s, electric.smoothing irons' etc" manufacturers

have argued th;i'tax snouia oniv be paid once on the cKD kits. This

is obviously "o""""ptable 
becauie tai should be levied at the

pointofsaletakingintoaccountthedirectcostsofassembling,
overheads and profit. In ota", to close this loophole' and without
altering the rate of import J"lv on cKD kits, r propose to amend the

tari_ff structure to provide ior" ""p*rate 
tariff numbers for these

items.

Third, last Year, I amended the Act
throush sales by minufacturers to related
iot"-pii""=. Ttris amendment empowered the
n"irr'in. prr"haser and the seIler where he

*r" U.i"g sold at an inappropriate price'
the i-ntended result for two reasons:

(a)ThebasicchargingsectionoftheActwasinadvertently
not amended to provide that the purchaser.shall be

d'eemedtobearegisteredmanufactulerandthegoods
sora-ty-r,i,tobethegoodsmanufacturedbyhim.

(b)Theregistrationofthepurchaserisnotautomaticbut
subj;;; io the discretion of the commissioner. If
theCommissionerdoesnotfindoutaboutthej-nappropriate
prices on which tax is being paid' then there is no

riauirity on the purchaser ior any additional tax.

Because of these deficiencies, I propose to amend the Act

to deem the purchaser to be a regisiered ^minufacturer 
and the sale of

such goods by him to be deemed aI saLe of goods manufactured by him'

Inaddition,tr,eactshallbeamendedtodefinerelatedbusinesses
so that, those who are using-ttris loophole to evade 111.:"" consider

themselves liab1e to additi.onai tax and, therefore, register themselves

without waiting-ior the Commissioner to discover them'

Fourth, as I indicated a few minutes &go' very high rates of
taxsometimes=u"rr.'=anind'ucementtotaxevasion'Inthecase
ofsalestax,aVeryhighrateoftaxdiscouragesthesmallproducer
fromregisteringfo.rsalestaxand,becauseofthelargeprice
differential be[ween taxed and untaxed goods, demand for high taxed

lSoodsmayshiftfromlargescaleregisteredmanufacturerstosmall
scale unregistered manuficturers witn substantial loss of revenue'

In order to avoid this situaiion, and while measures are under way

to broaden sal-es tax base and improve tax compriance, I propose to
reducerateoftaxonbaker=*ar..sandsugarproductsfrom35per
cent to 25 Per cent '

Fifth, margarine' Mr' Speaker' !his product is a direct
substitute tor uitter which is'currently taied at the general rate
oflTpercent.Itisonlyfairthatthetwoitemsshouldbegiven
equal- tax treaiment. I, therefore' propose to impose tax on margarine

at the general rate. Similu"iV, aavlrtising materials and commercial

catalogues made of paper u"u u*t*pt.flo'tai while those made of
plastj-cs, base metai,- etc', are taxable at the general rate'

to curtail tax avoidance
businesses at art if i-cia11Y
commissioner to register
is satisfied that the goods
This amend.ment has not had
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I, therefore, propose to impose tax on paper advertising material
and commercial-calalogues. I am sure Hon. Members will agree with me

that, had there been iax on this item, the Exchequer would have
received its fair share of the cost of the recently completed
elections which saw thousands of campaign posters scattered across
the nation.

Sixth, motor cars. Last year, I made a substantial reduction
on tax payable on passenger cars. As I emphasj-zed at that time,
the high tost of plssenger cars is attributable more to the
,ppreclrtion of tire curiencies of our major trading partners rather
t|an to taxation. This continues to be the position. I{owever, the
Government is aware of the hj.gh price of passenger cars and I am,

therefore, effecting further iax-reduction this year' Accordingly,
with effect from midnight, the rate of tax on passenger cars with
an engine capaci.ty not exceed,ing 1200 c.c. will be reduced from
3O7o to 257o; "*"""ding 

1200 c.c. but not exceedj-ng 1500 c.c' from
qoio to 3o7o; exceedin[ rsoo c.c. but not exceeding 1750 c.c. from
SS% to +S%'; exceediig 1750 c.c. but not exceedj-ng 2000 c'c' from
757o to 60%; exceeding 2000 c.c. but not exceedinC 22?9'c'c' from
L957o to L55%; and exceeding 225Oc'c' fron 3'i0--; to 2707o'-Sevent-n, soAal 

--ifre piice of this beverage was increased last
June. Since then, the pribe of sugar has been increased with the
view to compensating sugarcane growers for increased costs of
production. As a result of this, soda manufacturers have appli-ed to
,n" for a price increase. I have considered their application and their
allowable lncrease falls far short of the rate of inflation' I have,
therefore, decided to slightly raise the rate of tax on soda by
approximatety 37o of the eiisting rate. As_a result of these two
taltors, the price of soda will go up by 20 cents per bottle with
effect frorn midnight to-night.

Eighth, beer. As I have already stated, it is Government
poticy to ensure that the prices of luxurious items like beer, rise
in line with the rate of domestic inflation and particularly where
tax on those items can be used to close the budgetary deficit '
Considering the large budgetary deficit I have already alluded to,
it i.s only fair thal tf,i"-aetitit be reduced slightly by increased
taxation on aIcohol. I have pointed out in my previous budgets
that although our beer ranks imong the best in the world, its price
is also among the lowest. I &[, therefore, proposing !o increase
the rate of iales tax on beer by Sh. L/2O per litre. In addition,
Kenya Breweries has applied for a price increase of 40 eents per
half litre bottle mainiy because oi rrigter maintenance costs occasioned
by appreciating foreign currencies and the need to expand their
minuiicturing 6apacities at Nakuru, Nyeri and Mombasa to meet
domestic and expbrt demand. I have analysed their request and
concluded that it is justifiable. Those two factors will have
the effect of raising the price of beer by sh. 1/00 per half litre
bottle with pro-rata increases in other sizes with effect from
midnight to-night.

Ninth, petrol. Mr. speaker, those who are still with me will
have noticed that I have so far been very generous to motorists'
Not only have I reduced duty on buses for public transportation,
but I have also effected substantial reduction in sales tax on
passenger cars. In order to recoup some of the revenue lost by
these measures, I propose to increase the rate of tax on petrol'
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Therefore, effective from midnlght to-night, the price of premium will
go up by 30 cents per litre, regular by 20 cents per lltre and diesel
by 10 cents per Ii.tre. Consldering the duty reduction I have already
effected on big buses, there would be no reason for commuter bus
operators to increase fares as a result of this minor increase in
dlesel. Further, and in order not to adversely affect the cost of
basic consumer items, I have not inareased the prices of kerosene
and industrial diesel. This will enhance forest conservation while
maintaining the energy costs of industrial diesel based manufacturing
at existing leveIs.

Tenth, tax refunds. Mr. Speaker, sections 25(b) and (c) of the
Act provide that the Commissioner shall refund tax paid on raw materials
used to manufacture goods which are subsequently sold. The Department,
therefore, uses this provision to refund tax paid on raw materials
used to manufacture both taxable and non-taxable goods. In the
processing of these refunds, it has become cl-ear thatthere are numerous
manufacturers of non-taxable goods who simply use the Department as a
refunding institrtion of taxes paid on their raw materials. In view
of the fact that these manufacturers of non-taxable goods do not pay
tax, it is often difficult for the Department to verify whether the
raw materials on which refunds are being sought have actually been
used as an input into manufacturing or for some other purpose. Our
conjecture is that we may be losing substantial revenue through these
refunds. In view of this suspicion, I propose to abolish refunds
on raw materlals used to manufacture tax exempt goods.

Fina11y, pencils. Mr. Speaker, pencils are a basj-c educational
materi-a1 which is localIy manufactured and mainly used by school
children. In view of the importance Government attaches to education,
I propose to abolish sales tax on pencils.

I{r. Speaker, taken together, the various measures I have
announced on sales tax will provide the Exchequer with an addltional
K924.1 mi111on.

(e) Income Tax

Mr.
be making

Speaker, I would nov like
fundamental changes aimed

turn to income tax where I shalI
lmprovi-ng investment .

to
at

(i) Leasehire Transactions
Under norrnal leasing arrangements, the lessor

a payment for the use of hls asset or property and
of the asset pays for such use.

or
the

owner recelves
lessee or user

devices invented

For tax purposes, the lessor pays tax on what he receives from
user and user deducts these payments j-n computing taxable profits.

However, &s far back as 1970s, there were certain
by taxpayers to frustrate this symmetry of treatment.

Under these arrangements, a payment of capital for the acqui.sition
of an asset was disguised as a payment of hire. In consequence, the
payment became deductible in computing taxable profits.

Section 72 was, therefore, lntroduced to counter these devices
which were known as collusive hiring. The section worked by
neutralislng the tax advantage gained by taking the capital value of
the asset when the asset passed into the hands of the lessee.

Of 1ate, this section has been abused. Contracts are being deviseo
under which the asset will never change ownership, thus avoidlng the
ree.anture enrzisased under section 72.
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I propose to change the 1aw so that any
to be a payment for hiring, renting or leasing
be deductible unless the taxpayer proves t rat
hands of the person to whom 1t is paid.

( ii ) Investment Deduction
Last year, I re-introduced investment

put up within the Municipalities of Nairobi
of deduction was set at 107o within those two
607o o\ttside.

it is income

deduct ions f or f actori-es
and Mombasa. The rate
municipalities but at

payment
of any

which
asset

purports
will not

in the

I have since received complaints that a LO% rate is too low
due to the negative effects of inflation. Taking into account the
Government's commitment to promote industrial development in both
urban and rural areasr I have decided to increase the Investment
Deduction rate from 7'O7o to 257o for Nairobi ancl Mombasa; and from 60%
to 75% in other areas.

Mr. Speaker, I have spoken at length elsewhere about the
introduction of Manufacturing Under Bond Programme. In order to
strengthen this programme further, I propose to introduce additional
special Investment Deduction to be known as Investment Deduction
Bonded Manufacture under the Income Tax Act.

The Investment Deduction Bonded Manufacture will be at the
rate of 75% of cost of new machi-nery and buildi-ngs within the
munici-palities of Naj.robi and Mombasa and at the rate of 257o of
cost elsewhere in Kenya.

The effect of Investment Deduction Bonded Manufacture as an
initial investment deduction is to allow manufacturers under the
programme to get a 7OO7o investment deduction on new machinery,
equipment and industrlal buildi-ngs no matter where the premises
are situated.

As a safeguard to Bevenue, if the licensed manufacturer ceases
to manufacture for export under the progranme withln three years,
then the additional advantage received will be clawed back and
assessed on him.

(iii) Taxation of Professi-ona1 Income of ltlarried Women

Traditionally, the income of marrled men and women
has been added together for lncome tax purposes. Since 1980, however,
the wife's employment income has been taxed separately but at the
same rate as that of the husband. This special treatment of the arms
length employment income of the wife has encouraged many married
women to seek paid employment and I have been encouraged to seek
further measures that would promote more participation of women in self
employment as opposed to purely paid employment.

I am pleased to announce that in recognition of the expanding
contribution of women to national development, I propose to extend
to self-employment professlonal income the same treatment as is
accorded to wife's employment income for the purposes of assessment
to tax. This means the income earned by a professional woman, iD
exercj.se of her professional ski1Is, will not be aggregated with that
of her husband as the practice is today.
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Mr. Speaker, by introducing a special treatment on wife,sprofessional income, w€ have given higher impetus to womenprofessionalism in the country. we u"i. al9o pointing out explicitl-ythzLt our professionals are equit, irresfective of their sex. Theeligible professions are enumerated in the Finance Bill publishedtoday.

Fund may be ""*Y:;.f:i'*iii til"';sffirll?1"3,o:l=i::.#,$"::order that such a Fund may enjoy the tax exempr status whichautomarically does on registrition, such a runo i.s requlredsimple rules which quar"ite" certain princlpal 0bjectives.

I have been asked to examine theseincreasing them, the reason being tfrui-in 1980.

rncluded in these objectives are rhe maxlmum amounts thar mavbe conr,ibuted by both rh; Employers and thelr Employees in anyany given year. rn the case of i provident Fund, the rules alsoprovide for the maximum amounts tha-t may be payabre- io an employeein respect of his Employer's contrrbu;i;n. The maximum amounrthat may be commuted i-s critical in th;-case of a pension fund andclear limits are set out in the rules too.

( iv ) fncrease i nEm 1o ee Benefi t Value

(v) Retirement Benefit Rules

amounts
the last

emprovees ^,.,11;r33i"x5';.isliji'i,:;;:'i;l ll"l:oiTE';l'lnl" his
Income Tax A.1., The_law provides trrai eactr benefit facility oradvantage must be valued in monetary terms and the totar valuesadded to the employee salary for taxation.

These benefits were moderately increased rastof my concern at the commissloner'i 10w valuation.levels are stil1 too 1ow.

year as a
However,

result
their

Therefore, there wirr have to be a further revaruation thisyear' rndeed r am of the opinion that such revaluation must becomea periodical event 1n order to at least keep up with the rate ofdomestic infration. This w11r ensure irrut those employees whoenjoy these benefits in l-ieu of straighi salary j-ncreases wirl havetheir taxati-on maintained at par with"irrut of the rest.

Provident
and in
it

to pass

with a view to
review was made

r have given this matter careful thought and have acceptedthat increased wage and salary reveis 
"i.r"" eight years ago dojustify a re-assessment of th; tigures.- consequently, r have signeda Gazette Notice_ increasing the ailounts generally by about so%.The actual details are 

"oniained in the Gazette Notice.

(

(vl ) Foreign Exchan ge Losses and Gains

or exchange "1iii, 
t:;i*;;;n.'lr"il:l':"fii,1:":;ffi;i:f""i:';;:, values

realities of gains ana losses arising from such currency stands tol-ose investments as a result of lossEs imposed on investors by thefluctuations. when a currency appreciates, any investor who holds
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a loan or suppliers credit denominated in that currency stands to
lose. As the Hon. Members are aware, the Kenya shilling has
fluctuated at varying degrees relative to other currencies. In
some cases, there have been substantial gains, &s well be noticed
with currencies of some neighbouring countries. In other cases
the shilling has lost substantially.

Perhaps the most significant measures that I wish to propose
under the Income Tax Act concerns foreign exchange losses and gains.
Hitherto, the practice has been that only exchange gains and
Iosses relating to trading transactions were taken into account in
computing gains and profits of a business. In particular, 2D exchange
Loss on repayment of a foreign currency loan was ignored.

I propose to abotish this distinction. Effective year of
income 1989, all foreign exchange gains and losses whatever their
character and howsoever arising wilI be taken into account in
computing business profits so long as they are incidental to the
conduct of that business.

The Finance B1II contains a new provision to provide a
comprehensive set of rules to deal with foreign exchange gains and
Iosses. Firstly, the new 1aw affects exchange gains and losses
realised on or after 1st January, 1989. Secondly, the law affects
all exchange gains and losses realised whether in respect of a
foreign liability or a foreign asset.

One important effect of this new provision is that business
will be able to deduct a foreign exchange loss realised upon
repayment of a foreign currency Loan except that in the case of
pre-1989 foreign assets and llabllities only the exchange rate
movement after 30th December, 1988 will be taken lnto account.

Mr. Speaker, the deductibllity of foreign exchange losses
auiomaticall5 increases the incentive for a foreign con-uro11ed
subsidiary ro i-ncrease debt relative to equity thus reducing the
corporate tax liabilit-v of the Kenyan subsidiary.

To counter this possible manipulatj-on, forej-gn exchange
losses will be disailowed to the extent that the debt equity ratio
exceeds 3 - ro 1. Excess losses will be carried forward to be
deducted from future foreign exchange galns.

a

Rules have also been formulated to
external loans to foreign subsidiarles to
debt- equity ratio exceeds 3 to 1 except
prior to the budget date.

disallow interest on
the extent that the
when the Ioan was taken
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A11 foreign exchange gains will be taxable wlthout restriction.
Mr. Speaker, in view of the timing of these measures, I expect no
revenue l-oss next fiscal year. However, I project substantial losses
thereafter.

( f ) Air Passenger Service Charge

Mr. Speaker, passengers departing on international flights have
been paying ten dollars to the department of Aerodromes for the
services rendered to them. This charge i-s levied under the Air
Passenger Tax Act. I am informed that, because of the word "tax"
in the title of the Act, some passengers belonging to certain
organizations have objected to paying these charges presumably
because they are ordinarily tax exempt.

I would like to emphasize that this is a service charge for
the services rendered by our airports to departing passengers, and
not a tax. In an effort to clarify this point home, and considering
that the costs of these services have gone up since the charge was
Iast revised in 1985, I propose to introduce three amendments to the
Act: First, the name of the Act will be changed from "Air Passenger
Tax Act, to "Ai-r Passenger Service Charge Act". Second, the rate
of th.q service charge will be doubled for passengers departing on
lnternational flights from ten dollars to twenty dollars per
passenger. Fina11y, a servi-ce charge of Sh. 50 per passenger will
be levled on all domestic flights originating from Jomo Kenyat;a
Internatlonal Airport, Moi- Internatlonal Airport, Wilson Ai-rport,
Malindi Airport and Kisumu Airport. These changes which will take
effect from midnight tonight, will provide the Exchequer with an
additional KS5.72 million in revenue.

(e) Second Hand Motor Vehicles Purchase Tax

Mr. Speaker, Second Hand Motor Vehicles Purchase Tax has not
been adjusted over the last three years. During this period,the
number of used cars changing hands have increased mainly as a result
of the growth of economy whlch I alluded to earlier. As a result
of this increased transfer, the cost of registration has gone up
considerably. It is only fair that the Exchequer be compensated
and be seen to share equitably in this growlng motor trade. I ,

therefore, propose to increase the rates of Second Hand Motor
Vehicles Purchase Tax by approximately (19 25) per cent.

From this mlnor change, the Exchequer will realize an additional
KS350,000 in revenue.

(h) HoteI Accommodatlon Ta"x Act

Mr. Speaker, the current rates of Hotel Accommodation Tax Act
stand at a reasonable level to give the Exchequer the estimated
revenue from this source. However, in spite of the fact that tourism
is growing at good rate, the amount of tax collected from this tax
j-s not rising proportionately. ?his is mainly because some hoteliers
have made deliberate efforts to evade this tax. In order to discourage
this tax evasion, I am increasing the various penalties payable under
the Act. I also propose to amend the Hotel and Restaurants Act to
provide that, where a hotelier deliberately swindles Government
of its 1ega11y entitled revenue in the form of Hotel Accommodation
Tax, then his licence shall be cancelled.



(i)

Mr. Speaker, traffic charges were last increasedr. ,-'
in 1gg5. Durrng the tast three years, the costs of various services ' .

rendered by Government to the motoring pub11c have increased '
considerably in line with the increased number of vehicles. In vj-ew
of these increased costs, j-t is only falr that motorists pay '
a 11ttIe more to Supplement Government efforts in this important
sector of our economy. Consequently, I propose to effect the
foltowing measures on traffic charges

First, I have already increased the rate of Second lland
Motor Vehicle Purchase Tax, i. e. tax on used cars changing ownership.
However, the reglstration fee of a new caT is Sh. 200' I am Sure
Hon. Members wouta agree with me that it is inequitable to tax
a person who is buying an old car at a higher rate than the buyer
of a new car. In order to put them on equal footing, registration
fees for new cars wilt be equated to the new Second Hand Motor
Vehicle Purchase Tax rates. Therefore, new vehicles registration
fees will be graduated such that, the higher the engine rating
of the vehicle, the higher the registratlon fee'

Second, I propose to effect an increase ranging from 7

per cent to 27 pe; cent on road licence fees covering aII classes
of vehicles. These increases wiIl maintain the current graduated
structure where, the hlgher the engine rating of a vehicle, the
higher the fee.

fuI1 driving licence wilI now be raised
annual renewals wiIl ri-se from

Traffrc Act

Fina1ly, the cost of
Sh.200 to Sh. 250 while

100 to Sh. 150.

a

from
sh.

It is estimated that these changes will provide the Exchequer
with an add.iti.onal Ke 4. 0 million in revenue '

(i) Ent ert ainment Tax Act

Mr. Speaker, Entertalnment Tax is payable by those
who attend cinemas. tfre rares of thj-s tax have remained stagnant
since 198i when they were l-ast an:encied. I &r, theref ore , propcsing
a moderate lncrease in these rates. I am also widening the
coverage of this tax ro lnelucie ci-scotheques and ni-ghtclubs where
customers are entertalned by way of music'

These measures wilI Provi-de
rqvenue from thls source.

an additional KC350,000 in

(k)

Mr. Speaker, fees charged under the Trade Licensing
Act have not been adSuited over the past three years. During this
perlod,traders have 6xperienced booming business whose rate of growth
ir"" surpassed that of -COp *fr:-cn I have already indicated. It is only
fair that the exchequer receives its fair share of this fast growing
sector of our .conomy. Therefore, I propose to increase trade licence
fees by approximately 50 per cent. In addition, there are several
profesi:.o?ri tradlng acroSS the country who are not currently required
to hold a trading Ii-".n"e. These proiessions include land and quantity
Surveyors, estate agentS, dOCtOrS, engineers, Iawyers, etC. My

attention has been drawn to the fact that these consultancy services
are more lucratj.ve than any retail shop business. I agree with
this observation that there is no reason why these professi-ons should
not pay for trading licences like anybody else. Therefore, a 1ega1
notice has been prrSfished today declaring these occupations as trading
occupations and, therefore, subject to licensing'



The KRA will be building upon irnprovenrents in tax adnrinistration that have ueen
intrcxluced under the Tax Modernisation Progranlnre. One rnajor innovation that cornmenced
last year was the preshipnrent inspection progranlnre to ensure the proper classification and
valuation of irnports for customs purposes. Reviews of the perfornrance of this PSI progranrnre
reveal that it has been very effective. It is estirnated that, directly and indirectly, it heiped raise
cttstotns revenues on non-oil imports by rnore than 2O%. This nreans that the increased revenue
collections were nrore than double the cost of the PSI progranune. I expect tlrat the
irnplernentation of this programme will becorne nrore rigorous over the corning year as full
reconciliation of the PSI docurnents is undertaken witlr the Custonrs docurnents. Mr Speaker,
I will be announcing the irnplernentation of further inrportant initiatives to tighten tax collections
in the next year.

Mr Speaker, as is conventional, I would now ask that the remainder of nry Speech be
regarded as Notice of a Motion to be moved before the Committee of Ways and Means.

I. Crrstonrs Drrties

Following tradition, Mr Speaker, I will first present proposals that affect Custolns
proceclures ancl other technical rnatters, and then I will turn to proposals with direct revenue
consequences.

First, the tttaxitnum fines and penalties as rvell as the fees lbr licensing warelrouses,
cl.tstonts clearing agents and other related activities under the Custorns and Excise Act have not
been reviewecl for sorne five years. To bring these in line witlr current price levels, I anr
proposing that all fines, penalties and fees at least be doutrled. I also propose to clarify that the
late payrnent penalty of 3Vo per month is chargeable frorn the initial entry date and not nrerely
from the date when Customs demands paynrent. Second, I anr proposing to introduce penalties
where the agents or masters of vessels or aircraft fail to properly account for goods reported for
delivery or actually delivered at a port of entry.

Third, Mr Sprxker, it has conre to rny attention that the approval and clearance
procedures for imports for use by rnissions and agencies with diplornatic standing, aid agencies,
and aid-ftrnded organisations and their high officials has becorne sonrewhat confuserl and subject
to atruse. I have instructed officers of the Ministry of Finance to work in co-ordination with the
Ministry of Foreign Affairs and International Co-operation to ensure that only irnports for the
ttse of ntissions and agencies that have been Gazetted under the Privileges and Irnrnunities Act
will have tlreir cluty free inrports approved by the Ministry of Foreign Affairs and Internationat
Co-operation. The Ministry of Finance will also lre introducing stricter internal controls to
rernove irnport abuses in connection with aid-funded and donated goods.

Fottrth, duty-free shops have not been operating under satisfactory custonts control. I
ant therefore proposing to introduce the concept of a duty-free shop explicitly into the Custonrs
and Excise Act such that the operations of these shops will be under controls sirnilar to those
of all bonded warehouses. Fifth, I propose to introduce arr:endnrents to Part A of the Third
Schedtrle of the Customs and Excise Act to rationalise the iterns dealing with exernptions for the
itnports of the aid-funded projects and the personnel entering the country to assist in their
implenrentation. These amendrnents also clarify the distinctions between persons changing
residence to Kenya for the first tirne and residents returning to Kenya after a spell outside of the
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6. TAXATION PROPOSALS

Mr Speaker. betbre I present my detailed taxation proposals. I wish to review some of
the broad principles that underpin these measures. As members of this Houpe are aware, the
tax system has been undergoing a systematic process of modernisation, aimeO at creating a
fairer, more effective. and economically more efficient system. The taxation capacity has been
significantly raised in recent vears. Prior to 1993194, ordinary revenue collections had never
exceeded 24Vo of Gross Domestic Product. ln 1993194, ordinary revenues reached 27.9Vo ot
GDP. This financial year I expect ordinary revenues to exceed last years level. This
remarkable achievement has been attained by a combination of lowering and rationalising ta,r
rate structures and expanding the taxation bases. A key component of expanding the tax bases
has been the strengthening of tax administrarion which is the foundation of good ta:c policy.
This strategy will be taken a few major steps further with my proposals in this Budget. I am
determined to spread the burden of taxation further on to those who evaded carrying their fair
share in the past.

Mr Speaker, as I promised this House in my Budget Speech last year, I have brought
Iegislation to the House to enact the Kenya Revenue Authority. This legislarion will become
effective on Ist July this year. The Kenya Revenue Authority will provide rhe vehicle for
professional and equitable administration of the traxes. It will aim not only to coilect ta(es more
effectiveiy and efficiently, but also to provide better service to the taxpayer to make complying
with the tax laws simpler and cheaper. The KRA will be responsible for collection of income
taxes, VAT, customs and excise duties and a number of other levies and charges including those
under the Traffic and Transport Licensing Acts. As specified in the KRA Act. the Authoriry
will receive a base level of funding of 1.5 % of the revenues estimated in this Budget. This
amounts to Kf95.4 million for 1995/96 which will be available to the Authority in equal
instalments effective from lst July. An initial provision has already been made for funding of
the KRA. The funds available for recurrent expenditures on tax administration will increase to
more than double those in the past. With these additional resources available to rhe KRA, I wilt
be expecting increased revenue yields in excess of Kf200 million from more effective tax
collection. These additional revenues are built into the estimates of the increased revenues
required tiom each type of tax that I will announce shortly.

On the side of tax policy. the Department of Fiscal and Monetary Affairs will also be
strengthened in the coming year. This will include bringing the terms of empioyment of the
officers working in the Tax Policy Unit in line with those in the KRA in order ro motivate and
retain these staff.

ivlr Speaker, it is no secret that amongst our tax officers we have had a minority who
have been willing to collude with taxpayers to defraud the Treasury and place a heavier tax
burden on their fellow citizens who pay their tax honestly. Let me assure all Kenyans that such
colTupt activities will not be tolerated under the KRA. The personnel policies of the KRA will
be fair. but swift and sure in relieving corrupt revenue officers of their positions. At the same
time, the KRA will be expected to collect taxes in a fair and firm manner. Wherher a taxpayer
is a private sector company or a parastatal, the company and its senior officers will be dealt with
n the same fashion to ensure full compliance with the tax laws of Kenya.

-1 -1
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Sixth, persons changing residence to Kenya for the first time have to date generally been
treated the same as returning residents who have been outside of Kenya for at least two years
in respect of the allowable duty-free importation of personal and household effects. Both groups
have been required to have used the goods for a minimum of 360 days prior to impcrtation. I
propose to introduce clearer distinctions in Part B of the Third Schedule for these two groups.
In particular, the first-time arrivals changing residence to Kenya will be required to have used
their household effects for only 90 days prior to arrivai in Kenya.

Seventh, Mr Speaker, in my Speech last year I announced that the reconciliation and
export inspection work under the EPPO duty/VAT exemption programme for imported inputs
into the production of exports and under the Manufacturing Under Bond programme for exports
would be contracted out in order to improve the administrative controls and service to exporters.
The contract has been finalised and work under this contract will commence in July. As with
the PSI programme, I expect to get a significant pay-back from reduced revenue leakage as full
accounting will be required of all duty exempt imports. Any exempt imports not used for
exports or other permitted uses are subject to duty. As part of the implementation of this
contract, a thorough review of all EPPO procedures wiil be undertaken so that more efficient
and flexible procedures can be introduced as well as extensions of the programme to a wider
spectrum of exporters.

Eighth, Mr Speaker, as the customs controls on imports improved during this past year
with the implementation of the new PSI programme, the indefatigable smuggler went to work
to seek alternative ways of evading payment of duties and taxes. As a result, the incidence of
transit and export fraud rose this year. Customs has moved to implement tighter controls. I
expect that these controls will be even more effective under the new Revenue Authority. In
addition, I am announcing a number of new measures to stamp out these fraudulent activities.
I am determined to bring this situation under control rapidly and firmly. I am pleased to
announce that as part of the growing co-operation within the region, the Governments of Kenya
and Uganda have come to agreement to develop co-operative procedures to control transit and
export frauds involving our two countries.

This agreement includes, first, the exchange of customs information berween Uganda and
Kenya. Uganda will be aware of the goods entered into Kenya for shipment to or through
Uganda. Kenya will receive confirmation that goods have actually been received in Uganda.
And a similar process will exist for goods shipped to or through Kenya from Uganda. The
second component is that Kenya will receive copies of the Ugandan preshipment inspection
documents for imports destined for Uganda. Clearly, any shipments arriving in Kenya in transit
to Uganda that do not have the required preshipment inspection documents will be subject to
detailed examination and strict controls. In addition, the transit control system will be
underpinned by a strengthened bonding system. With immediate effect, only bank bonds will
be permitted for transit goods. and in some cases the Commissioner may call for cash bonds.
I expect banks to exercise due diligence in issuing transit bonds. Where transit shipment
documents are in good order on iow risk goods such as industrial machinery and raw materials,
however, the Commissioner will not dernand full coverage of the duties and taxes at risk.
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Mr Speaker, these measures will help expose the fraudulent importer without hindering
the flow of trade. I want to express my thanks to the Minister for Finance in Uganda for his
co-operation. I look forward to growing co-operation in trade, customs and other taxation
matters with neighbouring countries.

Ninth, the Customs Department has had problems with importers who demand release
of goods prior to payment of duties. I am proposing to make it clear that prior release
procedures are restricted to only gold bullion, currency, coins and perishable goods. Tenth,
proper red and green channel self-declaration systems are being constructed at Moi and Jomo
Kenyatta Airports for opening during the course of this year. I am amending the Customs
regulations to give the proper legal basis to the red-and-green channel system.

Eleventh, the World Customs Organisation has agreed that effective lst January 1996
some significant changes are required in the tariff classifications under the Harmonised System
that is used by all member countries. These technical changes will have little or no effect on
the tariff rate structures for import duties, excise duties and VAT. .' ccordingly, to effect these
classification changes, I intend to bring to Parliament later this yea: a technical Bill that will
amend the tariff classifications in line with the duty and tax rates approved in the Finance Bill.

Mr Speaker, I now turn to my major Customs proposals that have direct revenue
consequences. First, to move the rationalisation of the import tariff one more step towards the
goal of reaching a four-rate system (including duty free), I propose lowering by five percentage
points the rates in the 45%, 30Vo and 20Vo bands. This will reduce the number of rate bands
from seven to six. The new import duty rate bands will be: free,5Vo,llVo,l5Vo,25Vo and
40%.

Second, to lower the duty burden on capital equipment, I am proposing to lower the duty
rates on all capital equipment in the llVo band to l0To. In addition, the tariff rates on food
preparation machinery and computer equipment currently in the 20% band will also be reduced
to l0%. And to encourage the private sector to participate more actively in electricity
generation and supply, I propose to lower the import duty rates on electrical generators and
convertors, and large transformers to 5Vo.

Third, to assist domestic industry, I propose to lower the duty rates on a range of
primary raw materials by a further five percentage points to the 5% or l|Vo band. These
include primary forms of rubber, aluminium, lead, tin, zinc, raw hides and skins, and hot-rolled
steel coil. Fourth, to further rationalise the tariff schedule, I propose to lower the tariff rates
on a range of commodities that are generally exported or not imported where they fall in the
high-rate brackets reserved for protection of domestic industry.

Mr Speaker, the general tariff rate changes I have just announced will not only rationalise
the rate structure, but they will also promote the efficiency and competitiveness of the economy.
With the lowering of import duty rates on capital equipment and raw materials, Kenyan
manufacturers will become more cost competitive in world markets.

Fifth, Mr Speaker, to help selected domestic producers I am proposing some further duty
rate changes. To assist the local assemblers of lorries and buses, I am proposing to lower the
tariffs on the completely knocked down kits for these vehicles by five percentage points. To
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