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It{r'. Speaker Si.r,

I beg to lnc)ve tha'b Hr'. Spea.lir:r d,l itrJr.-' leave 'liie Chair-.

,,nr*6ptrcrrol{

Sj nce attaiitment of politir.:al indepeudeiic.e in 1.963, the
rna,jor ocjectiver; of Governnreu't- ha-ve coutitrt.Le<i to l:e ,-nainteuance
of inclivirjua.i l-.ibe::ty, soc.ial jr.rs lice ancl Lrrogress torvarcls er:onomic
inr.'1ep,:ndence. ldxperier:.ce o\/e1' the las f tw'.:nty years of indepeirdence
has taugh'r us tirat 1:l':ese ob.jectives can onJSz be achierrecl in
LL po-l-itica.tly st,able ancl llea.ceful s-;o,-:iety l-ritli a -.;trr.lng and groiving
econcnly.

Ift'. Speal<er, Si-r, 'this is the Fi::st Budget itr tiie Second
i'l-vai7o Ijt"rLj-arnent; r',,itich \vAS el.ectr:d.itr all o::cic;r'l5r ari<1 peaceful
marlneit: a. i'act -l-ira.t ,ienc>nstrated orlce aga.in our f irtn cornmitment
i-t> (leirrocra,t.Lc princ.il:J-es atr<.1 prac Lices. .i't j.s 1n t,his con lext,
tiieref o:.'e, thal; i cillI upc,n Iirc flonourable I'fiernbers '[o join nte j-n
e xp:'esr;ii-rg gratitude tc llis E:rcelLency the F::es j.C.el L forLhe rv1."-;e

leadershii: that l:e lias coutinued to give to bhis cot.itrtr5r in l<eer:inB
with hi.s cornmitment to 1;he concin'.ieri rraintenance of peace,
stabil.i-ty and democraclr. It -ls, indeeC s t::1bute to his courage
arrd foresight that , after the economic difficulties of the recent
-Limes, se cai1. nori, ernbarh on a course to resjuine ollr dcvelcpmenL in
nu atnros^I:here of optirnisur. As Hortr:u.,:airl.e liern'i:r:r's are ir\vare, our
inSti tr.r l.ionS have besii able to rvi.tirs tand v:-li.iu-llS a,,:ivelse 1;estlr
uucter iiis llxct:J-lenclr's exen)pi.ar5: 1r.:acieishil: an,J rve a.re theref ole
cr:nf ider,t Lita-L enjoiireci by lij-s liira5,'o ph:-1r::;ol:hy of Peace, Love
anC Unity rvc carr weather any storril tlrat iiray confront us in the
rlay.s ahead.

I t is aiso .f j. t; [.iug , il{r , Speaker , tha'[ I sirotiid at tllis early
stage in thls s-[ate..-nen'L take -uirc onpcr'[lin'i-L,5z to pay tl'j.bttte to the
contr"ibutions; made in guicling ilie I(enllan Econoil;r; iund es;per:ial1y
-lhe las b f our cli f f icul.t -1i ears , b5, r,y last tiao clis tirtgrrished
p;:r:decessol:s, t.he }i<;n. Llivai Kibakri, tt:.ce-Jlelsideut and Il1nj-ster
f ci: Hoii:e Af f ails anC the Hon. Az'ttru.r' tr{agngir, \liniste i' f or WorL<s
an,--i lici.r*s i- ng ,

i,et mr? asjstir:e the Honor:rzrbLe L'lentbe:r's, Ilr'. Speaker, Lirat 'I

shaIl do iiotnJ-;:g; tc "day 1;hat ri'i.l-i c.omi;romis;c theti' ac-:Li j.e vements .

BUt there is nrr.r.c.h t,hai. I can do 1.,.1 consolj cllrte airci buj. Ld upo11 tire
/i t'rr, f ou,rclat.ioi-r be rlucatl:ecl to rre .,/

', / -- Tire (ltlrr'()nt Fif l.i: Ilevelol.rrni:n t P.l-an lr'hj-ch \\ra$ l.:runcheci i.ry
.liis Exceil.enuy uire P.resirlenL uri uLi(,: 2Ctit iiiirt.ve-r'-aar'y o'f Ini"ir=:ireiiclrjncLr
lasL Dct:ei:rbet'h;',s as its; thenir: "Hobilrztit.Lol of l)oriri:rii:. 1c itiesot-.rces
Fcr Ilciuitab-le Dcve ir)pmL,nt". It i-:- v,lthlri f.iirt F:-r-;nerlt);'i< i:l:a.L
f a.rri pra,rjenti.{tg tir:s yea]''s )luclil-.ct.. },i',,' Lht-rt.? tc}-cla:,/ i:1 , l.hrflefc'rre,
^!^.!:.--!--. 
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performance.with their existing resources, and secondly incorporate
netv resour:ces into their more ef f icient programrnes. In this
connection, I shail outline later several measures '"vhich Treasury
intends to implement to ensure thaL our scarce fuirds are properly
spent and accounted for. Ih this strategy, tr envjsage a
slLuation to develop that will enable us to l<eep j.nflation ttnder
con'Lro1, maj-ntain Government def icit at sustaj-nab1e Ievel as
projected in the P1an, reduce Government borrolving from the.
commercial banks and subsequently increase that of the private
sector. I feel confident 'that within these parameters private
sector will be able to generate netv jobs by raising its le,rel of
capital utilization and later on in the Budget I shall give a host
of incentives to encourage competitiveness in both domestj-c and
foreign markets.

1 INTERNATI ONAL BCONOIVIY

lrlr. Speaker , &s Honourable members are aware Kenya
is an active participant in the World economy and therefore,
aclverse international events are quickly reflected in dornestic
economic activity. The volume of.exports suffers and the terms on
which they are traded deteriorates. High interest rates
inevitably raise domestic rates and retard economic growth. It
is in this context that I would like to drarv tlie attention of the
House to the clevetopments in the international economy during
the past year.

deve 1 opment s ffi":n;":i";"13*H;:"ffi r.3*3,ii i "[.lilr3trlli" ?"" s ome t j me .

After a three-year recession following the second oil price rise
of L979/80, the.r'e was a slight recovery in the major industrial
economies. It is now estimated that the average rate of growth
of all industrial market economies rvas 2,3 per cent in 1983
compared to a decline of 0.1 per cent in 1982. There was
considerable success in bringing the rate of inf lation dor,vn to
about 5 per cent in these countries the lorvest in recent years.
Keeping inflation raLes dorvn is expected to be the continuing
conbeln of public policy in industrial economies. The recovery so
far has been brought about mainly by increased consumer spending..
A revival of'fixed investment during 1984 should raise the GDP
growth rate of industrial market economies to the region of
3.5. per cent.

cleveloping ",ll;,I::-I:ii ?1ffi"?:r%:x':"1?'i,'lr33f t3 ;:a$1 cent
in 1981 to 1.5 per cent in 7982. This fall was a consequence of
a number of adverse factors lncluding oiI-pr:ice rise of 1,979/80,
the stead5, decline 1n the developing countries' external terms of
trade, high ariA inc::easing protectionism pursueci by industrial
countries, the rising interest rates and shortening debt-nraturities.
Fortunately, most of these factors ha've turned favourable in the
course of the past year. The price of oil came dorvn in early
1gB3 and has attained a fair degree of stability in dollar terms
although bhe steacly 'appreciation of the dol-1ar has meant somevrhat
dearer oi1 to us and other oi1-imporLing Countries. Conunodity
prices have improved in relation to industrial coltntries' exports.
Interest rates have con're down in norninal terms. Sorne major
borrorvers anrong the cleveloping nations sought and obtained debt
rescheduling cluring 1983, thereby reducing tire debt service

li
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ob,l-ig:rtion of llon-oll dr:rreloping countries,'by a total of US $ 19
niLlion dur:ing 1983. Tire only advbrse factor that has contintted,
ancl -ilcteed has become vrorse irr 1;he cotlr'se of 1983, is protectionisrt
rvfuir:ir hurts dcveloping economies nore than the industrial
t raci j. ng nat j ons .

Dirring 1982, the non-oil. developing countries restricted
irnpgrts in o;:r-le.r to bring down balance of payments deficits. This
has lcd to a fifty i)cr cent reduction in their current account
def i cit f ront U. S . $I09 billion in 1981 to U. S . $56 bi,llion in
1933. Tt-re cotlsequeitce, however, was a reduction in their economic
gro\vljh fron 4.8 per c€,nt in 1980 to 1.6 per cent in 1983. The
internatiOnal'eeOnOmic enVironnnent has, hot'.'ever tr:rned more
favc,,rrable, and the::e are expectatj-ons of recovery j-n no;r-oi1
cleveloping countries, rvibh their GDP expected to increase by 4 to
5 !)() (' ccnt br' 1985.

ri. TiIIi DO:,iESTIC EC]CNO],{Y

(lt) St ructtirrr"l r\d.i ustrnent

Iir. Speirker, Kenya belongs to the grollp of the llon-
o j.l. cie".'e-l op j ng; c6un lries . As sucl1, economic develol,ments in
TLt'n:/il ()ve1' the past f eiv years have, bY att,l largc', followed Lhe
p.r.r Lern I i1r-ys ,j rrst rlosc,rlbecl . l-Iovrever, &s Hon . l'{embers are L\ware ,

oui' ltcrf orrrra.nce has ireen consi derably above the average performance
for the gr:oup. This can be attributed to the structura.l
acl;rlsiment of the econorny rve have pursued in rec€int years. The
puri)ose ltirs been, And remainS , to ref orm our ecollomy j-n order 'lO

r ecl;,;n rv.Lth .t.ire new a.ud harsh t'eaities of the current
irrt:e l'lat i crial ecc)norny .

Since 1979 effo;:ts have been underivay to cope with
thrl jireTeascs; iu the price of petroLeum, the adverse terms of
Lr.acle bet',1'r:rtn tite rnci-ustria.1 and oUrselves. the inc.reaSi-ng
pi"orec.Eioni:;m on the r>art of the developecl ancl cleveloping nations,
aucl, sinct. 1980, the rnost severe rvorld recession j-n 40 yearg.
Throrrghout 1.his peric.rcl, a founCation has bcen graduall;r laid which
rvilul ailoiv Ke.nya to sustain economic grorvth and prosperity in
ri.ic: f i.tture.. Ilf f iciency has beerr the Keysbone to this strategy.
\l'i Lhout ef f icient, cost ef f ective produc+;i-ott, admirristration and
ma.it1;ement, Kenya catritot iook fo::ward to ED- expauding econorny
ca;:iilrle of gr,.nerating additional etnployment, attracting new
inve.i;r;rrc:nt, atitd greal;er foreign e;<change earning recei-pts. In
tnir= co'lr.tection, Hon. irir:mbers may rvish to note th;rt there has
been irnprove,l eff iciency in r'ecent years in policy formula.tion,
luee.(.ts-c;arj/ to re:;pond 1-o chang.i.ng economiC clrcttmstanees; in
resoilrce a"llocation jn both thc public and private sec'Eors; in
eco.r()irie llir.n:rgcment of the rraliotts instittrtions, alrcl in general
adniinistration.

IA.....1 -
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Mr. Speaker, a transition has been underway to shift the
economy towards outward-looking prod.uction which wilf be increasj.ngly
competitive in export markets: Import substitution has been animportant element in Kenya's growth strategy and selective
additional. production, primari.ly for domestic use, will continue.
However, the criteria by which additional import substitution
can occur are more stringent than in the past; these includepotential for increasing use of Iabour, Ioca1 raw materials and
domestically produced intermediate inputs over time so as togradually increase the domestic aclditions to the value of theproduct; str.ict' limitations to the type, magnitude, ancl duration
of support which Government will provide during the initial
stages of production; and the prospeet f.or eventual evolution into
a competitive industriar sector capabre of making profits in
competition with imported alternative products.

(b) Economic Performance

I hope that Honourable lt{embers rvil1 familiarize themselveswith the recently issued 1984 Economic survey. rn view of thedetailed manner in rvhich the performance of the economy rluring
1983 has been treated 1n this publieation., I shall therefore herehightight only the main features. Gross Domestic product in
constant L976 prices increased by 3.9 per cent in 19g3, compared,to 3,4 per cent in t982. For three consecuti-ve years, theleading growth sector we.s agriculture, growing by 4.1 per cent.
The satisfactory ''perfor,'11ance in this vital sector indicates the
success of Government policy of providing producer price increases
during 1982 and 1983. Another element of satisfaction has beenresumption of growth in the manufacturing sector, which recorded4.5 per cent growth during 1983, compared to 2.2 per cent in1982. Government policies of lowering i.mport cluties, improving import
management, export compensation, normalisation of relations withneighbouring countries, and maintaining a flexible exchange ratehas, in this context yielcled the expected results.

(i) Income and Employment
On first sight the growth of GDp by 3.9 per

cent implles virtually no change in per capita income in thecountry. However, for the first time since the end of the coffee
boom, our external terms of trade have improved by about T pet centin 1983. The part of our domestic product that is exported has
now greater purchasing porver on goods imported from abroad. Whenthe domestic product is adjusted for this change in 1he terms oftrade, our per c.apita income actually grerv by 1.g per cent during
1983

In addition to improvements in income, wage
employment in the modern sector grelv by 4.5 per cent in 19g3,
compared to 2.1 per cent in 1982. The burk of our workingpopulation is, however, in the rural sector- in smarl scaleagriculture and in rurar non-farm activities. Generation of
adequate employment opportunities in this sector has been acontinuing concern of the Government. Considerable analysis has
been made in that direction in the process of drawing up of theDistrict Development F1ans. The Government is currently preparing
a comprehensive sessic,nal Paper on employment which will take into
account the major recommendations of the Wanjigi Commission on
Unemploymetrt. Honourable Members will no doubt have an opportunity
to deliberate on this p&per when it is tabled in Parliament; and I
hope at an early date.

-.---t5
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(ii) Savings and Investment

There has also been recovery in fixed capital
f ormation drrring 1983, with a grorvth of t2 per cent over the
t982 level, compared to an 8 per cent decline in L982. The
improvement is even more marke
fixed investment at constant P

d when considere
rices increased b

d in real terms, for
y about 3 per cent

in 1983, while it had shruqk by as much as 20 per cent i.n 1982.
Along with investment,-Tffir6Etic savings hatre also recovered; as a
ratio of G::oss }iationai Product at market prices, domestic savings
were L7 per cent in 1983, compared to 15 per cent in L982. As
a result of this growth, a higher fraction of investments has
been financed by domestic savings in 1983, than in L982. This
rose from 64 per cent in L982 to 78 per cent in 1983. The fraction
of gross investment financed by grants and borrowing from abroad
has correspondingly fa11en from 36 per cent in. 1982 to 22 per cent
in i983.

(iii) Money, Prices and Wages

The total money supply in the economy which
grew at a modest rate of 5 per cent during 1983, helped to keep
down the rate of domestic inflation. The consumer price index
grew by about 14.6 per cent, compared to 22.3 per cent in L982.
I am sure the Hon. Members rvi1l agree that the rear.j-zation of
Iow rates of inflation, despite substantial exchange rate
adjustments during 1981-83, is an indication of the prudence of
the domestic monetary management policies pursued by the
Government in recent Years.

Total wage earnings in the modern sector increased
by a little over 11 per cent in 1983, compared to 9 per cent in
1982. Thus, there was a further decline in real wage earnlngs.
although to a much lower extent than during t982. There has
also been a substantial improvement in i-ncome distribution.
Eietween 7972 and L982, low wage group has enjoyed an increase in
real wages. A11 other categories suffered an erosion of their
purchasing power.

(iv) Balance of Payments

The year 1983 marked conslderable progress
in the direction of containment of the ba".ance of payments deficit.
For the first time in many years, there was an overall surplus
in balanee of payments of K964 miIlion. The deficit in the
balance of merchandise trade fel1 to Kt276 million from a level of
K9379 million in L982. Most of this i.mprovement catne from a rise
in export earnings, which increased by 14 per cent in value terms.
The value of merchandise imports increased marginally by less than
1 per cent. The intprovement in the trade balance, coupled with
disbursement of loarr instalments from both multilateral and
bilateral sources, led to a significant growth in foreign exehange
reserves of the countr], which stood at K8254 million a'L the end
of 1983, compared to K9135 million at the beginning of that year.

. . ...16
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(v) Outlook

. Mr. Speaker, I have so far laid stress bn the
achievements of the recent past. But I would be seriously
misguiding the House if I were to insinuate that there are no
obvious or unresolved problems. f turn now to these since they
must be seen in their proper perspective in order to understand
the policy framework within which the budget is formulated.
There are four factors which give me cause for concern:

Firstly, although the balance of payments shows an
improvement on current account, this provides no grounds for
complaceney. The high prices of tea and coffee are a temporary
phenomenon. Neither do the rising interest rates in the United
States and the consequent appreciating dolIar give us much rooln
for comfort. Thus, although our reserves are healthy, their
maintenance at this 1eve1 is uncertain. The additional risk is
the disruption in the oi1 market sj.nce Kenya, and indeed the world
economy remain vulnerable to any major dj.sturbances in this market.
This therefore, poses an uncertaj-n future which could easily lead
to our foreign exchange reserves drvindling to an unacceptable
leveI requiring us to 'engage in expensive foreign borrowing.

Secondly, although we have succeeded j-n limiting
the level of budget deficit to manageable proportions, the deficit
is stil1 large, and it requires signif icant anputttsof foreign and
loca1 borrowing to finarrce it. Our tax revenue hase is not growing
as fast as the rate of d.omestic inflation and, although we can
reduce development expenditure, there is very little we can do
about the level of recurrent expenditure, &s completion of on going
projects mean additional recurrent expenditure.

Thirdly, and most irportant, is the problem of
unemployment. I.'his is a consequence of ?. combination of the general
recessj-on and the large numbers of new job seekers entering t.he
market. Unemployment is one of the biggest problems facing the
economy at the moment. It is my earnest hope that, &s a result
of the measures I shall shortly announce in my speech, the
private sector will generate more employment opportunities.

Lastly, there is the weather factor to consider.
The long rains have been inadequate uneven, and unseasonal this
year. Although there are the short rains to look forward to, it
is now clear that the grorvth of agriculture which has been steady
over the last three years will face a serious setback this year.
This will have adverse spillover effects on other sectors of the
economy,including the balance of payments.

III. POLICY FRAT{EIIIORK

to prace this .l.lEll nixu'in'i;r3':::1":;?3;-i:t ;: Hll$nri"wish
attention of Honourable Members to a series of policy statements
that the Government has made over the last two years, especially
the speeches by His Excellency the President, in September, L982,
at his Installation in October 1983 and at the Cpening of
Parliament in lvlarch this year. These statements have all laid
emphasis on a constant theme: rve n)ust enhance our ef forts in domestic
resource mobilization for development and become more efficient in
the manner in which use our scarce resources.

.....17
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It is in the light of this and the need to streamline
access to essential imported inputs rvhile restraining demand for
the import of items produced locally and of lesser national
importance, that import administration procedures have been totally
revised. Efforts hzrve been made to stimul-ate exports as wel}.
The Export Compensation Scherne has been revised with the objective
of providing an incentj-ve for prod.ucers to improve their
performance over previous years. The composition of the Import
Sehedules has been set in such a way that the export producers'
requirements are on the Schedules most free of constraints and
most autornatic and timety in responding to producersr needs.
Plans for manttfacture under bond and a "green channel" for
processing paperwork associated with export orders are well along
towards implementa.tion. The normali-sation of relations between
former East Af.rie.a.n CommuniLy menrbers and the comi-ng j-nto force
of the Treaty for the establ.ishment of the Preferential Trade Area
for Eastern and Southern African states should equally assist
our exports.

In furtherance of the current import administration, I
intend tc shift more items from schedule 2 to schedul-e 1 in order
to both raise adciitionaL l:evenue and introduce an additional degree
of competition in domestic production. I have carefully reviewed
the shifted items and I am convinced that this move will not
unduly threaten any existing producers with collapse or financial
ruin, but will act as a spur to improved efficiency aimed at
maintaining marhet shares and profit margins.

In all our developmeut strategies, and in this Budget
exercise, w€ have paid special atten'bion to agriculture. As
with exports, ptoduction in the agricultural sector must assume
the highest priority since the resource base in Kenya is
predominantly agricultural.

The strategy involves the creation of appropriate incentives
and the establishment of effective programmes for ensuring that
farmers have their necessary inputs and an outlet for their products.
Only then can the agriculture sector contittue to provide
employment, food, aud foreign exchange earnings in appropriate
amounts to Support future developnrent. Corrections in the pricing
of inputs and outputs resulted last year r n moving the terms of
trade in favonr of agriculture vis a vj-s industry. This trend ls
expected to continue. Improved accesS to markets, transport,
improvement 1n the efficiency of co-operatlve movement and
agricultural creclit are all part of the continuing effort to
stimulate agriculture. Adjustments in the exchange rate, and the
high priority given to agricultural inputs in shaping tlie Import
Schedules are all companion efforts to boost output in agrlculture.

let me
made.

Turni.ng now to the District Focus for Rural Development,
Mr. Speaker, rapidly .review progress that has so f ar been
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On 1st Ju1y, 1983, the Government established a new policy
of Distrj-ct.Focus for Rural Development. The objectives of the
policy is to encourage local initlatives that will complement the
ministries' role, thus improving the efficiency of development
effort and increasing effectiveness in problem identification,
resource mobilizati-ott, and project management. A nation-wide
campaign was mounted to inform all the relevant officers of their
new responsibilities, and, more recently, a fo1low-up series of
meetings was held in each province to assess the current District
Focus situation. In the year that has elapsed since the policy
was established, substantial progress has been made in its
imptementation. The Office of the President has been on the
forefront in spear heacling this exercise. For its part, fly Ministry
has worked closely with the districts in preparing guidelines for
the district pians, training the appropriate officers in planning,
budgeting techniques, and in decenbralising accounting and tendering
procedues.

The Districl. Developrnent Commit'tee (DDCs) are the basic
foundation for the Distri-ct Focus policy. Ilhey are responsible
for reviewj-ng all project proposals arising in their districts,
establishing priori.ties among the.proposals, and approvtng the
proposals to be passed on to the appropriate mjnistries for funding.
The DDCs have become increasingly actj-ve in this ro1e, and are
taking more and more responsibility for coordinating and managing
rural development w.tthin their districts. I rvould like to urge
Hon. Members to participate fully in the deliberations of their
respective DDCs. Inly Mi-nistry is in thr? process of working out the
necessary arrangements to strengthen both accountj.ng and auditing:
in District Treasuries so as to reduce the need for dlsbursements
being made from the headquarters and ensure ttrat funds are properly
accounted for.

IIon. Members rvi1l reca11 that, for a number of years now
the Controller and Auditor-Generalfs Report and the Report of
the Public Accounts Commi-ttee of this llouse have draln attention
to the unsatisfactory state of the parastatal sector's
indebtedness to Government. Appropriation Accounts valued loan
balances outstanding as of 30th June , L982 at Ke417 million;
during 798L182 the Exchequer received only KC14,1 million in
redemption and interest payments in respecl of that debt. Of
this amount KSg.5 million rvas accounted for by interest,
representing a return of some 2.3 per cent on Government's dontestic
lending - a pathetic situation vihen one considers that Government
is now required to pay between L2l and 15 per cent for funds
borrowed on the local market. 'Many parastatal borrowers have
withheld loan service payments on the excuse that terms on portions
of their Government loan portfolio have not been finalised. It
is true that the Appropriation Accounts describe loan terms oll
some loans as.still pending determinatic'rn, and the Controller and
Auditor-Genera1 and Public Acc.ounts Committee have repeatedly
commented on the inordinate delays encountered in this process.
On the other hand the books of certain parastatals show as
grants, transfers of capital that this Flouse explicitly voted,
through the Developrnent Estlmates, as interest bearing loans.
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I am confident Hon. members will join me in my concern
both over the loss of revenue in the present situation,. and over
the laxity in financial management of many enterprises to which
Governmentts failure to enforce parastatal. debt obllgatious has
unavoidably contributed. In an effort to rectify the position
I intend to take measures along four fronts in the new Budge'E Year.

Firstly, I shaIl restructure the debt-of certain
parastatals rvhich, for one reason or another, has attained a
magnitude where the cash flow one can realisti ally expect from
these enterprises in the next few years cannot possibly support
regular loan service payments at any respectable rate of interest.
Lest some parastatal managements rush to antici late wholesalt:
write-offs of their indebtedness to Government, i hasten to add
that these situations will be examined on & cz.Sr-:-by-case basis,
and i will put mcre emphasis on disciplining parastatals to eurb
rvaste and increase their cash flow so that they can service
their obligations with Government, than on foregiveness of debt.
Indeed, Governrient r':i11 seek to devise better protection fron
quic.k-clecision "bailout" petitions put forward by parastatals in
crisis sitriations.

Secondl5r, I have already taken steps to implement, within
Treasury, a computerised interna-l- debt monitoring system that
wiil keep trace of debt ntovements and recompute outstanding
balances on Government loans by capitalisittg interest arrears
frorn the outset. The responsibility for collectiug service
payments will remain with the Accounting Officers of the parent
[tinistries, but the ?reastlry syste;n will perform a vital se:rvice
function on their beiralf by prr-rducing regularl-y semi-annual
stanclardised invoices backed up by corrtplete profiles of past
d:-sbursements, service payments, and arrears.

Thircily, there is not the slightest doubt in my mind
that lnany parastatals default on loan service obligations to
Go'rernrnent- because it is a f ar cheaper way of f inancing their
rvorking capital requirements than borrowing from the banklng
system. Even where a parastatal acknowlegges running up interest
arrears that will be capitalized and on which it will ultimately
have to make good, it tvj-l1 normally end up ahead of the game
because of the heavily subsidised interest rate of which most
loans are provj.ded to the parastatal sector. For those
parastatals in a cash surplus position, it is obvi-ousl5' far more
lucratlve to deposit at high interest rates curreutly offered
by non-bank .f inancial institutions, than to service a Governnaent
loan and thereby avoid interest arrears at 3 or 6 per cent'

I have concluded that this situation will not be
corrected until parastatal-s are given a financial incentive to
meet their obligations v:-s-a-vj-s the Government. AecorCinBly,
I have deciCed that arrears in servi-cing Government loans, both
redemption and interest, that are newly incurred as from 1st.
Ju15'ot this year, rvill be assessed penalty interest equal to the
current maximum rate on commercial bank Ioans, irrespective of
the interest rate applied to currently outstanding loan balances.
This penalty interest rvirl conrinue to be assesseci unti-l the
arrears are paid off, or until the Treasury explicity consents to
their removal from arrears status - a consent that, I might add,
r','111 be given very grudi.:lgly.

. . .. .|to



a

10

FinalIy, early in the Parliamentary Sessions of the coming
fiscal year I ltope to introduce the State Corporation Bill which
will contain c1a,g.ses aimed at improving the performance of these
organizat j.ons

trlr. Speaker, Sir, w€ have reached a position in Kenya
where parastatars, by reneging on their :financiat obligation to
Government, are in effect appropriating pubrie funds whose
allocation shourd rightfully be voted by this Hor:se. r believe
the time has come when rve should put a stop to this practice, and
all r am asking the I{onourable },Iembers is support to ratify the
demand put forrvard so insiste.ntly by your colleagues in the Public
Accounts Committee.

Tu::ning novr to the question of. aid management, I would
Iike to outline the policies that we ar'e currenLly persuing and
rvhich we intend to implement. As my precedessors have said on
many occasions, and r agree with them, it is the wish of the
Govr:rnment bo avoid as much as possible commercj-al borrowing;
furthermore we wish, rvhere grants are unavailable, to obtain
concessionat'y loans rvhich preferably should be untied.

An additional criterj-on is that projeets must corrform to
our Development Plan in their broad thrust; they must appear in
the forrvard Budget and finally they must be inclt ded in the printed
annual estimates. It is only by going through r.h-.se steps ttrat
lve can ensure that plannj.ng is not a hapharzarcl exercise but rather
one thzrt rveighsprioritie.:, estnbrishes the compa'i. ibility ofproi6cts atrd determittes the availabilitli of funCing. The last
step without its predecessors leads to rvaste and f.rustration.

In this regard, two institutional steps have been taken.
we have estabrished a Negotiating Team which rvirt handle all
negotiations for external assi.s bance thereby avoicling fait
accompli-s and strort cuts rvhictr short circult ttre plann ng process.
This team consists of the Office of the President, the Attorney-
General's Chambers, Treasury 'Logether with whichever operating
Ministry or Parastatal is involved in the project. The second
step has been the strengthening of the External Aid Department
within the Ministry of Fj-nance and Planning. The strengthening
of the Department w:L11 ensure.tha.t commi.tted funds are clisbursed
expeclitiously that donors are keep in constant contact with the
realities of the I(enyan situation, and facilitate information
flows which hittrerto irave hampered the efficient us.e of donor
aid. The detalled and clear nature in wtrich the Development
Estimates for 1984/85 have been presented is an indication of
improved efficiency in that Department.
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FINANCIAL OTIT -TURN 1983/84

(i) Recurrent Revenue

This year's ordinary recurrent revenue was
estimated at KS885 million plus Appropriations-in-Aid of KS75
million making a total of KS960 million. This recurrent revenue
rvas to comprise of KL267 million from Customs and Excise;
Ke 304 million from Sales Tax; Kf.t94 million from Incbme Tax and
the balance of K0120 million from other minor taxes, charges and
fees. IIr. Speaker, I am glad to inform the House that the total
figure of K9885 milljon rvill be attained. There wiIl however,
substantial shortfalls in import duty and sales tax, but they will
be more than compensated by the overcollection of income tax and
other minor taxes. This shortfall is rnainly due to the reduction
j-n imports of luxury items which are taxed at a higher rate. I
now expect to receive only KE25L.5 million from the Cusloms and
Excise, I(9260 million from the Sales Tax, but I expect the J.ncome
Tax receipts to increase to Kt242.5 mj.llion with an over collection
of Kt48.5 million, while the <-rther mj.n<-rr taxes are expected to
r.aise K9131 million, with an overcollection of KC11 mi11ion.

(ii) Recurrent Expenditure

Turning nol to expenditure, IIon. i'lembers will
note that this year's Printed Estimates of Recurrent Expenditure
were estima'Led at K1572.5 million excluding the Appropriations-
in-Aid. The consol.idated Fund Services were to take another
K1343.9 rnillion, making the total Recurrent Expenditure of K9916.4
mil.Iion. No doubt the Hon. I{embers vivid15, remember that ln
1g83 we had two important functions which necessitated increases
in expenditure, na.nneIy, the General Elections and the z$th
Anniversary Celebrations of our Indepenclence. To cater for these
ttvo functions together with other unavoidable expenditures mainly
in lriinistries of Agricultur<: and Education, it became necessary
for the I{ouse to approve Suppiementary ltecurr'ent Estimates amounting
to Kg40 mi1lion. I had al-so to finance Excess Votes for financlal
year 1979/80 amounting to Kt31.4 million. FortunatelY, lve were
able to make Some savings in the Ccnsolidated I'und Services
amounting to K937.6 million reflecting reduced Goverument borrowing.
I therefore, expect the net Recurrent Expenditure to be KC95O.2
million compared to the total revenue of KC885 milIion. I wi11,
therefore, have no surplus in the Recurrent Exchequer Account to
transfer to the Development Bxchequer.

(iii) Developme nt Expenditure

The 1983/84 Printed Development Estimates
projected the expelditure of K9268.5 million on development,
lneluding Appropriations-ln-Aicl of K9.74.6 mil.lion. Recently, the
House approved Development SupplementarSz Estimates amounting to
Kf1O.1 miltion. I also expec't additional appropriation-in-aid
amounting to Kt21.3 rnillion from various sources as detaj.led in
the Development SuppJ.ementary Estimates, making the total gross
development expenditure of KL3O2.9 mi11ion.

I therefore expect to be able to contain the
cverall def:-cit to Ii1133.5 miII:-on rvhich is only 4.A% of
the G.D.P. This has been done ,lespite great pressures from the
spending nrinistries. Inspite of this achievement I would like
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to see the deficit reduced evgn further in future.
V. FORECAST.OUT-TURN 1984/85

(i) nditure 1984 B5

. I now turn to the more immediate matter of
Goverttrnent expendittrre in 1954/85. As Hon. trlerobers will have seen
from thc-ir copi.es of Printecl listimates alr:eacly tab1ecl, gross
Recu.rre'nt llxpendlture of 1,1[i.nistries is estimabeci at I(C1112. B mi1] ion;
comprising of neL expend'iture of I(11062.6 mi.l1i<-rn and
Appropriations--in*Ai.d of Kq50.1 nii1lion. Thus, bhe estjmatedj-ssur:s from the Rtjcurrert Ex<:hequer lviri br: Kllolz.T mil1ion.
This pro.jected recurrent expend:L'bule represen'bs an j.ncrelrse of'I2 per ccn'L (-'vcr1: tttr--' revisecl es t,irnirted issr.res f or th is f tnancizrlyr.:ar. 'I'his trer-rd .ls consi:;Lent rvif ir orrr. pol icy to recluce pr-rb1.i c
cxpenclitnre to rnoro rnanagr::rb1e levc-l.s. I wourl<l like to exptesi;
lnl/ sztLi.sfarcLi.on rviLh tlr.e manne.r' in rvh-1ch opcrziL.ing l,lini.stries
h:rve tnanitged Lo c:ontain tirei-r'expenclitlrres tvithin vot.cd provisions
Lhis yc,lr and hoptl that bhis trend r,vi1l be continued j-r'r the
cohrin55 year

Ith'. Spe;rker, rvhile sLi11 on rccurrent expendi-ture,
I woulr,t like to cllaw the at'Len[ion of the llouse to t]re sharp
itrcre:.rs;e in provisj on fcr ConsoiiclzLled I'und Sicrvices. This is
proiecLe'd to rise fr.'om K!306.3 mj 1.]-ion this y(:)err to l<t372.7 million
in 19tJ 1/85 an incl'c)as,, of 22 pe1' cent. This inclease, ttrough
ttot tirittsu.al. in iccelrt vears, ref l.er:ts the nral;uring of deltts taken
in tht-. past :rnd their associertecl rising servicing col;1,s cir.ie to
incrr:as;lng interr-'s t chirrges and appreci n.tion of f oreign currenc j-es
versus the I(enya shiIling.

Development expr:nditures for 1984/85 call for an
expencliture of h:i353.9 million including Appropriation-in-Aid of
Ks163.9 mi.1rion. This is an increase of 7T per cent over thisy€&r's revj.sed cxpcndi tule.

Idr. Speaker, f need not analyse further the details
of either l'ecurrent or dcvelopment expenditure for now. Hon.
Members tvill discuss this when they dcbate the Appr:opr:iations 8i11.
Suf f icc it to say that r j-ntend to f inance a total expencliture
of I(t1466.7 mill.ion. The rest of my speech will outline how r
intend to do this.

(ii) External Revenue

As Hon. It{embers are aware, Kenya has enjoyed
cordial relrLtions with various foreign governnrents and multilateral
development f inancial inst j- tutions rvho hzrve consistently come to
our aid at times of dif f icul ties. r thinl< the Hon. Ii,lembers
will join me in expressirrg rny gra[itude to those friendly
goverurncnts and instituLions who have continued to come to our
ald at the hour of need. iVe are also gra'Leful. to IIis Bxcellency
the Prc:sidetrt who has tireles;sly exercised IIis diplomertic and
political sl<iI1s iu ar ef fort to keep thesci f i.'ienclly clonors
fully briefed about onr econornic problems and prosperty. Mr.. Speal<er, it is
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our policy to give priority'ln external borrowing to sound on-goingproiects and those new projects whose economic anA financialviability has been demonstrated. Taking this into account rexpect to draw some KL259.6 nriIli'on from external sources duringthe next fi.nancial year. Of this, 347o will be in the.forrn ofgrants, and 567o in ttre f orm of concessionary and programrne loans.Thus, r expect to finance 18 per cent of nny total exfencliturefrom external sources. The main burden of fina.ncing Governmentexpenditure will therefore falI on Kenyans and t now turn to howr propose to rai.se the barance of Kg.Lzor.1 milrion 1oca.1ly.

( iii ) Domestic Borrowins

As r have already indicated, it has been our policyto corrtain Government defieit financing to sustainable leveis aulto its inflationary effects. rt is theiefore necessary thatnext year's deficit be kept at ilre minimum. rn addltion, it isessential that the deficit be financed from less inflationary
domestic sourees. lyith this in view, r propose to borrow some
Kc48 millicn by way of long term Government stocks fromparastatals and insurance compan:ies and an additional KSIOg millionin L'reasury Bil1s from banks and non-bank financial institutions.An additional. KE2 mi.llion rvi11 be raised througl-r sales of TaxReserve certi.ficates. ?hus, I propose to raise Kclbg mirlionby borrorving from the ciomestic market.

(.1v) Inter.nal Bevenue

r estimate that ordinary revenue, zt current ratesof taxatlon will provide sorne KC985.8 mi11ion. Appropriations-in-Aid rvi1l provide another Kss0.1 milrion, mak:lng a-total of
KS1034.9 mj 1lion. I have a.lread5, indicatee th;t I shal1 draw
some KS259.5 rnillion from external sources and an additional Kglbgmj.l1ion frorn domestic borrorving. r therefore have a gap ofK912.2 rnLllion to finance from additional taxation. ttrl rest ofmy Speech rvilI outiine how I intend to do this.
VI. TAXATIOI,i PF.OPOSALS

Mr. Speaker, Sir, I have already appraised the Houseof the interna.tional economic situatiori as r sle it; 1ts 1ikelyeffects oll the domestic economy and the measures we are takingto counteract any adverse effects generated external1y. I fravealso indicated the problems currently facing Kenya ana our policy
response to these problems. One problem rvhich is not amenableto Government actiotr is the adverse weather conditions curr.entlyfacing us. Neverti:eless, in spite of the adverse effect of thedrought on Government revenues, and on exports, the Governmentwill ensure that there wirr be aclequate supply-of food and itsefficient ciistribuIion. r have accorciingly left my options
open in proiecting Government expenclitures fclr 1g8478b. I havearso indicated that r have a financing gap of Kg.lz.2 million.I norv come to my taxation proposals and-in accorclance with theusual praetice, r rvould ask IIr. speaker, si::, that the rest of
my Speech be regarded as a Notice of a Itlotion to be moved beforethe Commi-ttee of lVa.ys and lleans.
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(i) Customs Tariff
' The House will be aware that over the last few

years, and.particularly last year, the Government has carried out
a reform of the Customs tariff to make.it an important instrument
of furtherj-ng our long term development objectives. In order to
consolidate rvhat has been achieved, I propose to continue the
restructuring,programme initiated last year. There are horvever
a few anomalies rvhich I propose to correct and these are contained
in the Finance Bill published today.

Firstly, section 46 of the Act provides that goods
can only be rervarehoused only once with Lhe authority of the
Commissioner. The lr(inister can however extend this period provided
he issues permi-ssion for rewarehousing during the first twelve
months of warehouslng. After this period, neither the lt{inister
nor the Commissioner has powers to extend the rewarehousing period.
On expiry of the rewarehousing period, duty must be paid on the
goods otherwise the goods wiIl be auctioned.

' While this 1ega1 arrangement makes it easier for
revenue to be collected, it has created some pr:rctical problems
One such problem has arisen rvith respect to importcd wines.
As the Hon. Members may be aware, Government has for some years
encouraged Kenya Wine Agencies Limited to import immature rvine
for the wj-ne to msiture here in Kenya. The main rationale for
this encouragement is to Save us precious foreign excllange aS
imrnature wine 1s cheaper than mature rvine. The immature rvine has
got to stay in bonded rvarehouses for a couple of years be'fore it
matures. Ilence the need to extend the rvarehousing period beyond
two years.

Another problem is with regard to Public proiects.
Due to administlative delays - usually associated with this type
of projects, there are late payments to contractol'S. In order to
avoici penalising contractors in these cases as a result of delays
arising from circumstances beyond their control, I propose to
amencl the law so that the Minister can extend the rewarehousing
period where necessary. I

Secondly, Item 8(3) of Part B of the Third Sehedule
bo the Act provides exemption from duty on rvearing apparel,
personal and household effects and one motor vehicle for a person
changing residence to Kenya provided the person has resided
outside Kenya for at least two years. The exemption granted under
this Item as amendecl by the Finance Act of 1980 contains anomalies
and is capable of being interpreted in various ways to suit
individual cases. For example, the period of stay outside Kenya
has not been clearly defined. In order to close this 1oopho1e,
I propose to amend the 1aw to statutorily limit the period of
stay outsicle Kenya to be at least two years before an individual
can be elegible for this exemption.

Thirdly, in order to protect local manufacturers
from dumping, I propose to amend the law to provide that anti-
dumping duty can be 1^r.posed in the even'L of imported goods being
sold in the domestic market at a price lower than the cost of
importing.

. . .. . /L5
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Iilr. Speaker, I rvould now like to turn to those amendments
t';hich have revenue i.tnplications. As f ha're already indicated, there
is need to restructure tho economy away from the highly protected
anci ineficient patl,crn of inclustrialisation basecl on i.mport
srii;stltution tovrarcls procluc:tion for c.xports. The need Lo
stri-rstantially itnp.r'or.'c the effir:i.ency and ccmpctitlveness of 1ocal
n:anuf acturing cannot be ovel'-emphasisecl, ifhi]e the progress in
this area is encoura.g'ing, current and foreseeable economic
circumstances and pr<>spects ctictate that we shoulcl consolidate
the gains a.chieved todate. rn pursuit of [his poricy, and tiris
being an e;<port year, r propose to lorver most duties above zsper cent by an average of 74 pei'cent of the .'xi-sting rate. The
rnain c.f f ec1 of this measures wj 11 be to grant dut5, rel.ief to
nniinufacturers rvho exoort their output. It rvi11 also reduce the
cost of imported capital machinery for ilrose rvho are planning
to embark on new mauu.facturing plants. rn making these cluty
reductions, I have ca:'ef u11y r-:onsidered the requirements r;f
ag:.'iculture ivh:-ch is the backbone of tlij-s; economy. I have
tirerefore decicled to remove chrty on lirzc s_reedlinsr;s mainly imported
i:-r' irort:-cnltulirl farmers anct irrigation ecluipment ilncl piplng.
I hope that farnters rvi11 takc advantage o-f t.hj.s me:rsllre ancl
i-ncrease l:or''Lir:ttlturzil. prodtice ,vliich is one of 't;he irigh potential
foreign exchar,ge ear]tel's.

'Ihr,. merlsures, rvhich take ef f ect f r.om midnight, toni-ght
t,;i1l c<.rst the Bxcheq'-r.sr some KS16.9 mi111on j.n lost revenue.

( ii ) Excise Ta.rif f

Itlr. Spea.ker, I would now .l-ike to deal vrith two
ametrciments f harze mlcle in the excise tarif f . Firstly, ci garettes
anci [obacco. As Hon , Il[errrbers are at"are, the 1ast. incre,'ase
in the pri-cre of cigarettes rvas c-.[fecterci on 3rd. Decr:mber, 7982.
Smokers have the::e-r^ore had stea.cly prices over the last 1B rnonths
rvl:ile the prices cf nost other commt)dities; have gone up. rt is
o:r15' f arrthet ttre 1:r-ices of cigu.rebtes should be increased to
keep pace rvj.tlt ttre rate of donesLic inf lation. As I hacl inclicated
eal"lier, the ra'te of .i rrtlation last year \vas about .!-4 per cent,.
I do not thelefr:re intend to penalise snlol<ers by r:rore than this.
In crder to trLtain ttiis f propos;e to make tv;o sffritl1 ameirCrnents to
tlre excise tarrif f on cigarettes zr.nd tobac'co. First, the levels at
i',-irich the curre;nt rates of excise a1rpl17 rviil be ra.ised by an
oi'ei'aIl weigiited averrLge of 74 per cent. 'scc.oirci, the rate of
excisr-'dtity oll tlre h-g-ir brands of cigarcttes rvill- be j-ncreasecl from
155 per ccut to 165 Iler cent of ti:e ex-f zrr: Lorv sel.ling irrice. These
niirtrr'measures, rvi1l have the effec:t of ra.rsing the plice oI'some
Ircl)LlJ-zrr braircis of cl-g::rcttes sucli as llyota by 50 cents per packet,
spoltsman ancl Embass;'lry sh. 7/= per pa.cliet, and the high class
blancls of Rex a:rcl Stat.e Express l'r.',r Sh.1.50 per pacl<et, Out of
tiie increasecl receipcs arising from thesc measrlrec, the tobacco
rna-ll'|.lfacturer anci ti'aders rvil1 receirze 38 per cent while the balance
of 62 per cc:n'L will go the Ex<:hequer as te\/enue.

Secontlly , LIr. Speaker, I propose to reint. roduce excise
ciuti- on matcltes. Since the re.placernenl oJ: excise cir"rty rvitlr saules
tax on tnatchr:s, Government has lost sul:stilntial revenue duc on
tlirs cotrunociit], meinlj, becaltse of the ntet[od bj, rvhich tax is accounted
for' !:5' the ml-n'.tf ecturcrc. As tirc Ilon. l,lei,ibe rs .1rt) aware.rsal.es
tax is leviecl at tire rate of 50% oi ttrb rza.l.-ue of nizr[ches sold.
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Matches manufacturers have taken advantage of.the varying prices
of matches to underpay tax by not only under declaring the
quantiti-es sold but also the price charged. rn'order to close
this loophole, r propose to reintroduce excise duty which will belevied on the quantities produced and not.on the price. However,
in order not to affect the current price of this commodity, r
si.multaneously prop'ose to abolish sales tax. on i'r.

' Taken together, these measures on the excise tariff which
come into force from midnight, will provide the Exchequer with
an additional Kt8 million in revenue.

(iii) Sa1es Tax

I would now like to turn to sales ta^x. As is the
practice, I wo.rld like to deal first with those amendments which
have no direct revenue implications. Currently, Mr. Speaker,
the distress levied in the event of registered nranufacturer failing
to pay tax does not include buildirrgs, land or plot owned by
such manufacturer. The distress can only be levied on goods and
machinery. rn some cases, the movable machinery may be so oId
that substantial tax orved mh.y not be realised from the auction
of such machinery. r therefore propose to wiclen the coverage
of such distress to include land and bulldings. This rvill ensure
that manufacturers pay tax when due and payable.

Secondly, the Act unlike the Customs and ltrxcise Act, does
not give the lt{inister powers to vary rates of tax by way of
gazettement as a result of arrangements made between Kenya Government
and any other Governments. As r indicated earlr.er, the p.T.A.
Treaty requires Kenya to progressively reduce races of duties and
sales tax levled on imports of the common List of selected
comnodities from p.T.A. countries by various percentages over a
period. The first such reduction is supposed to be effected by1st. July, this year. In order to enable the Government to eomply
with the provisions of the Treaty, it is proposecl to provide the
Minister with powers to vary the rates of sales tax by way of
Legal Notice as is currently the case with import duty.

Third1y, I would like to close a loophole which certain
manufacturers who manufacture dtfferent goods have used to
underpay tax. section 12(1,) requires a manufacturer to show
particulars of the total taxable value of any taxable goods sold
by him during the month. Ttris requirement is general and does
not require the manufacturer to show the rates of tax.
A manufacturer can therefore fu1fill the requirements of the law
by simply shorving the total taxable value of the goods sold.
If separate goods attract different rates of tax the information
provided cannot enable the Commissioner to check the accurancy
of tax paid. I therefore propose to amend the 1aw to provide
that manufacturers will henceforth be required to show separately
in their returns the taxable value for different goods and the
rates of tax applied on such type of goods.

I would now Iil<e to turn to those amendments which have
direct revenue implications. As r have arready indicated, the
Government is committect to making Kenyan manufacturers more
contpetitive in the export market while reducing the excessive
protection accorded to domestic manufacturing. It is partly for
this reason that we have reduced import duties. The Hon. Members
wiII be aware that manufactured goods wtrich are exported are not
subject to sales tax. To ensure that duty relief on imported
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raw materials does not mainly benefit tlrose tnanufacburirtg for
,bhe domestic market, it is proposeci that f or every iten on

which duty has been reduced, btrere wiIl be col.responding increase
in sales Lax. This measure rvill ensure that onlv those who

export wiIl gain substantially f rorn the r"Juuc Li.cirt in ctrities.

IrIr. Speaker. the publ.lc rvi-Il be arvare th:r-t there are too
many rates of sa.les i-ax appl i.cable to various goods. This makes

the adr:ninistra'Lion of tax cuntbersorne, In order bo make it easier
to administer, I propose Lo recluce the nutnber of ra.tes of tax
crirrently appiicaLle to about five different rates. In working
out 1he irtrious changes to rates of tax, I havr: ta'ken care to
ensul?e tha'L the pric.es of essential conmoditj-es will not be
adver.sely affectecl. Furthei', a.nd in orrier to give coilsurners some

respite, i propose to recltrce' sa.l.es tax on Some basic items'
Acc6rqing1y, it is proposecl to remove sales 'tax on dry ce11
batter.iei.- 'to* on squashes a.nci jtiices rvi.Ll be reduced trom 40 per
cent to ll5.per cent rvirite ttrat of tcoi;hpasl"e aud aja'x cr vim
vrill be .reclucecl b5r 8 per ct'tlt and 13 pel' cen'b respective-Iy'
Fina1ly, on sales ta:< redttt:tions, and in orcler to assist f armers
anci pa.ients j.n compteting p::intary school cl-assroorns foLLhe
g.4.4. system oj ecluca'LLon i.o be introcluced uext yea::, I propose
to rernove sales tax r:n u:rj ls. Since al I bhese products are
cnrrentlSr price contro1l.ecl, I have directed the Price Controller
to issue new reduced prices to ef f ect ttiese redttctions.

5r. Speaker, manuf Acturers have for sorne time con:plained
about the long delays involved in getting i'efunds on ta:< paid
on tSeir raw ilaterlits from the Sales Tax Departrrtent. They have
thercfore urged for the introcluct.ictt of Tax Credits in lieu of
refund. I have considerecl ttris request set'iousiy and, although
I am concernecl abou.t 'bilx evasion, I propose to gl-\'e it a trial'
ipitiat-Iy, tax crect j ts rvill- be r:onf ine':l to imported raw materials
o11y. I,lanufacturers who usc imported rarv materials rvill not get
refirnds i1 the for:m of a cheqtte. They rvill hot','ever, colltinue to
apply to the Conl;iissionor in the norntal tnanncr. After evaiuating
,;irb:-i zupplicatio:l , the Comm;-ssioner rvi11 authorise the
manuf :rcturer to decluct equlvalent tax in the followirrg tnonth's
retui"n. No tax clule zrnd payable may be deducted without prior
rvritteir attthority of the Cor^rmissioner.

Consi-dering that I ftave alreacly redrtced tax on some

basic conl*Llmer iten-is, it is only f air that the Exchequer should
be compensated by increasing lax on luxur-ous items like beer.
Acc.o1dingly, I prclfrose to ririse the rate of sales tax on beer
by 30 cent.s per,,- iitre. In a.cldition, I(enya Ilrcrveries has requested
a price iircrease by 15 cents per half-l.itrc bottle due to increased
maiuf act,.rring: costs. Gorzernntent ha.s carefu11.1' considered the
request ancl i,ccepted it aild the pricc of beer wi11, thc'refore,
go up by 30 cents per haII litre bcttle with effect front
nridnight, tonight.

Finally, on sales 'tax i,'lr. Speaker, I propose Lo streamline
tax on p,,u"e.rglr (lal'S. /rs Lile House is avYal'e, passeligei notOr
cars arb :iubjected to varying rates of tax de,endirtg lroth on their
engine .opu.ity ancl rvhether they Lre cliesel or petrol propelle6.
I)i5se.l- propelled vehicles are taxecl tlt a lorver rate. This
ciistr-nct j ci rvas inporta:lt itr Ihe ear'].icr i'I.l'.1's '.'.'he:l Lhelre !''"a:: exCeSS

<.rutpu-u of diesel fron: the Kenya Petrolcuin Ref itie ries. As a result
of this f lvotrrabie t-]'eattnent- of cliesei propelled vehicles, the
ntimber of cliesel p:copel}ecl ca.rs has ini:reased so eonsi-derably- that
the Gover^ment rra-s bLen rorced to a11orv inil;or[s of ::ef ined diesc']-
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to meet domestic demand. To reverse this trend, f propose to
increase uniformly the rate of sales tax on both diesel and petrol
propelled passenger ears such that the total tax payable, duty
and sales tax, w111 b-e the same for a car of particular engine
rating. Depending on'th,: engine capaeity of eacr, c.ar, thiaj-ncrease in'sares tax rate will range from 50 per cent for the
small cars to 75 per cent for the big cars.

Taken together, the measures I have announced on sales
tax will provide the Exchequer with an additional K926.2 million
in revenue.

(iv) fncome Tax

Mr. Speaker, f shall now turn to tncome tax where
I have only a few amendments to make.

Firstly, it has been Government
now to errcourage people to own their own
Government policy has been to provide as
possible to the building of houses at a
afford.

policy for many years
houses. Consequently,
much incentives as

cost which people can

One such incentive has been ttre Owner Occupier Interest
deduction. The Income Tax Act allows a deduction of interest
payable by a home owner on loan not exceeding Shs. 200,000/=
which has been used by him to purchase or improve his home.
Unfortunately the Shs. 200,OOOf = lim-i-t set in 19"3 is now outdatecl
as cost of house construction has increas;ed glreatly over theyears. it is.m1, rvish to encourage more and more people to build
or purchase therr orvn hornes. The encouragement to do this must
not be allolved to slide and it is in this regard that r have
decided to double the amount of loan limit set ten years ago.
Therefore with immediate effect, the maximum loan set at
shs.2O0,0OOl= wj.1l be increased to shs.4r;o,00O7= thus i.ncreasing
substantially the amount of interest that may be deducted from
chargeable income. The only proviso here is that for the
purpose of this exercise the rate of lending rates charged by
Commercial Banks will apply in order to curb the use of expensive
money. Hon. Members rvill agree with me that this amount is just
adequate for a moderate house in the urban centres. llorvever, this
is the only amount the Government can afford for riow.

Second1y, the Government introduced in 1981 the concept
of Housing Development Bonds as a way of responding to people's
ever increaslng demand for better and cheaper housing. The Housing
Finance Company of KenSrs. and Savings and Loan Kenya Ltd., were
authorised to accept savings from individuals and institutions
up to a maximum of shillings half a million and, as an
encouragement to save in such Bonds, interest arising.thereof was
to be tax exempt. The Housing Finance institutions were in
turn expecteC'to 'lnvest such deposits in Housing Construction.
After a slow start this idea has now final.ly caught on and it is
encouraging to note the inerease in this form of savings in
recent months. It is my intention to give housing development
an even bigger boost and iu this regard., I havc decided to acld to
the list of institutions that may be allowed tu accept funds for
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housi.ng development and therefore el.low increased cornpetition
amongst them. The nelv auLhorised f -inanci aI institutions w j.11 be
Eas't African Bui-l.ding Socrie.ty Limited, Pioneer Buil-ding Society
Limj.ted, Kenya Savings a:rd Mcrtgages L:-mitecl, anC llome Savings
and llortgages Limitecl. The Iimit of half ar. ntillion sh j-11i.ngs i s
to be retained but tire Savings Account holdcrs w111 have a r';ider
choice of wltere to put t.heir money. It is my hope that this
rneasure will lead to construct-ton of more horrses in ttre comiug
years.

Thirdly, Mr. Speaker, I norv come to the most difficult
declsion I have to take in the income tax field by tackling
tax rel.j.ef whj.ch constitutes an anc.rmaly. I am refelring here 'to
the Prc>fessional Housing Deduction under Section L3(2)(q) of tire
Act. Certain na.med proprietoz'y profc:ssionals have been able to
deduct as much as Kf 700 p.a. from their chi:'geable j.ncone bei.ng
a special housjng cleduction allorvecl to thern some ten years back;
and this in many cases being j.n edclj-tion t<.r the o\i'nei: occupier
interest I irave just referrecl to. I have rcc.eived conrplaints fron
irn:rny individuals rvhose pr:ofessions a.Te not recogniscd. Thclu ha';e
appealed for thi-s special privilege lo be e>:'ic,nd.ed to cover tltetn.

I carefr.rl-1-y considered horv to rat j.ona.[ise the apparent
di:;c:rlminatj-on anC ilr has l:ecorne increasingl.v diffjctrl'L to supi:ort
'this tax re.Lief measure; even tirougir I accepL that it must have
ha.rl its meanj.ng ano. purpose ben yeilrs back. I regret that f have
to take awey something that our val.ued professionals in private
practice have got used to, but I am cotrrfor[ed i-n r,r-u-- belief that
many of the prcfessionais affected ',vi11 be taking a<ivantage of
irrureased loans permitted uncier the owner ocrcupier inLerest
lrrovjs;ion. I therefore propose to withdrarv this rieduction wlth
rmme di ate ef fect. Proies:;ioual:s rviro ltarre bec'n cl.aim-i-ng this
deducfion will therefore orlJ.l,be al.l.orved'i;o claim half of the
arrtount currently allorvable for their incoern tax retttrns for this
ctrlendar year.

I'ourth1y, Ivlr. Speal<er, while the Kenyan Income Tax Coes
tir.lt seek to take foreign income, the law dot'-rs nonethe].ess deent
certain payuients made fronr Kenya to non-resj.dr.:nts to be i.neome
cierivecl from Kenya and therefore taxable on such non-resident,.
::eceipients. Most of these payments consj-st of divj-cletrd and
interest but thcre are also payments of manaq'ement and professional
f ees, ioyalties , t:etrts, pensi-ons aud even entertaiirment and
sporuing fees. tie tax these pa]rinents before repatriation at
gros.s rates, that is to s&V, withorrt a.ny all.owance for experrS€s
incur'red.

Kenva is a.nxious to cncourage foreign investors and foreign
cI'eclit irr orcler,' to hoosi; its €coircrii}, and j.ir this respect we are
clr-,ternlinecl to keell our rvithholding tax r"ates on such foreign
jlrrymcrnts;1t 1e.;e1s coilii-.3)ritb.1c r,,'ith other cie-,reloping courtries
r'*i'll-r rvhorn i'/e hiL.,re Io conp.-rte f]or foreign investmetrts.
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I'u -ts nrv consicler:ed viev; that Lhese rates are at presetrt
;I litt1e too high anci t.hzrt they ma.y 'ne discouraging
i;:trc:sl.mr:n1. at a. i:.irl:r., ryf]cli rvo rvant t,cl see more of it.
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I have therefore decided that these rates will be reduced
to the pre 1982 levels as a way of telling our foreign friends
that we welcom'e and value their trade, their technology, their
credit and their investment. I am satisfied that the loss in
revenue wilI. pay us diviciends in the long run and tilat the
recluction of witfrhofOing tax rates is necessary to put us in a truly
favourable position to compete for Scarce foreign funds.
Accordingly, I propose to reduce the rates of withholding tax on
royalty and management fees from 30 per cent to 20 per cent; that
on- rent from 40 per cent to 30 per cent; dividends from 20 per cent
to 15 per cent and interest from 20 per cent to 12.5 per cent .

My last measure concerns the taxation of co-operattve
Societies. For a long time now it has been felt .that the law
relating to the taxzution of Co-operative Societies is inadequate.
Irr fact other than a small tax exemption clause in Schedule one
to the Income Tax Act, the law contained no provisions to take
into account the special characteristics of the Co-operative
Movement. To compensate for this deficiency in the Statute,
extra statutory basis of taxation was worked out in the 1960s
and further refined in 7973 taking the form of a circular worked
out between the Department of Co-operative Development and the
Income Tax Department. Ten years of experience with the circular
have clearly revealed a serious rveakness. There is now Some
confusion in the taxation of Co-operatives and I think it.is time
to bring back order and harmony in the tax treattment of this
important sector of the economy.

f propose therefore to introduce a special larv for the
taxation of C6-operatives which wiIl take into account two main
features of any Co-operative Society, namely, that it is a body
.dorporate having its own exj-stence and, secondly that it generat,es
mucti of its income f rom transactions rvith its own members. It
follows from th:Ls that a Co-operative Soeiety will be taxed on
its income just like any other body Corp-oratd but as all extra
refinement, payments, cliviclends and bonuses paid to members will
be allowed as a deductj.on in computing the taxable income of the
Co-operative Society. Thus there rvi1l be no tax impertdiment to
the ilow of income down from the Co-operative Society to the
individual farmers and producers who are members.

This change will not affect certain large Co-operative
Societies whose minner of operation is akin to that of trading
companies like llenya Farmers Association, the Kenya Co-operative
Creameries and the Co-operative Bank of Kenya. These will continue
to be taxed as in the Past.

The position of Credit and Savings Co-operative Societies
is different from other Co-operatives and therefore special basis
of taxation has been designed for them. These societies will
be liab1e to.tax.only in respect of incorne derived from non members.
Usua1Iy, such income consi-sts of investment income which is usually
interest and dividends.

The new law will come into force from 1st. January, 1985,
superceding the old law and practice. I am c'r'fident that the
law will establish a simple and clear code of taxation for
Co-operatives and will enable the Co-operatives tio comply more
readily with the requirements of the Tax Department.

a
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(v) Expo rt Compensation

Mr. Speaker, currently the Local Manufacturers
(Export Compensation) Act allorvs exporters of eligible goods to
claim 10 per. cent of the value of exports from the Customs and
Excise Department. New exporters and additional exports are
compensated at the rate of 15 per cent. The importance of
promoting exports needs no emphasis. This year has been declared
an Export Year with objectirre of creating national export
awareness and to increase export earnings by increasing produeti.on
for exports; creating a favourable image of Kerryan products by
quality improvement and price competitiveness; developing
export oriente.d manufacturing industries; increasing export
promotion activities and increasing our share in the world
nrarket through diversification of markets and product mix. ,.

llr. Speaker, whi-Ie these are very noble objectives which have
been repeated frequently, I propose to support t-he export year
on two fronts:-

Firstly, export compensation. Manufacturers will no doubt
recall tSat those rvho had expot'ted more in the fiscal year L982J83
tlran in 7981,/82 became eligi.ble for additional export compensation
at the lncreaseC rate of J.5 per cent of the additiottal exports.
So were new exporters rvho began exporting eligible goods with
effect froin 1st. July, t982. Ilowever, due to a.dministrative
reasons, this additional export compensation has not been paid.
I would like to assure the affected exporters that considerable
prcgress has been macle in processing of the relevant data and payments
will be effected as soon as possible.

r.llhile arrangements to pay the additional compensation
being finalised, I propose to raise the general. rate of export
compensation from 10 per cent to 15 per cent effeetj-ve from
1st. JuIy, 1984. In order not to excessiyely affect revenue,
pl.opose to reduce tlte rate for aciclitional exports and that for
nerl, exporters f rom 15 per cent to 10 per cent. Since rcost
exporters enjoy the general rate, this measure rvil1 cost the
Exchequer sorile K96 mj.ll j-on in lost revenue.

are

I also

Secondly, manufacture in bond. During the last two
years, Government has undertaken to consider lntroductlon
of manufacturing in bond. Considerable work has now been carried
out in this arei and I propose to licence rnanufacturi.ng in bond
subject to certain concli.tlons rvhich will soon be announced. I
mLlst hasten to add that, since this will be the first time that we
shall be implementing manufacturing in bond, the number of
f actories vri1l be limited initially. In order to imple'ment this
unclertaking, I have directed the Commissioner of Custorns and
Ilxcise to work out the relevant admission and export procedures
for ravi materials anC finished products respectively.

(vi ) Air Passenqer Tax

As Hon. Members are aware, air passenger tax is charged
at the rate of Ksh.10O/= per passenger Cepartlng for destination
outside Kenya. Early this year, and as a way of ensuring tltat
I(enya retaitls a sna11 portion of the forcign e.'lchz.-ng;e brought by
f oreigners, tl're Govc-rnment dec j.deC that non-residents should pay
this tax in convertible foreign currency. This decision rvas

lr
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effected administratively and we have therefore two systems of
paying this tax - one where K-enyans pay in shillings and the other
where non-residents pay in foreign currency. This dual system
has proved difficult to adminsiter as it has been abused and I
have therefore decided to clode the loophole by unifying the payment
system. I have also decided to increase the rate of 'bhis tax
by approximately 40 per cent. Therefore, with effect from
tomorrow, all passengers departing for destinations outside
Kenya, whether residents or non-residents, wi_11 be required to
pay air passenger tax in convertible foreign crlrrency equivalent
to U.S. $10.per passenger. For those Kenyans who will be
travelling outside, tve are merely asking them to leave back
only $ 10 dollars out of the foreign ezehange allorvances granted
to them by the Central Bank. I am sure that this is not an
onerous requirement. Besides the slight inerease in foreign
exchange, this measllre will provide an additional K€900,000
in revenue.

(vii) Buildine Societies Act

As IIon. Members are aware, the Building Societies
afe bodies incorporzrted under the Building Societies Act. They
are established for the purposes of raising funds from members
througlt subscriptions and deposits. Members are normally issued
with pass-books which are operated in the same way as savings
accounts with banks. The funds so raised are advanced to
members upon security ot' mortgage of land or buildings. These
societies have a consicir,rable influence on deposits.and should
therefore be included under the broader monetary controls. rn
other words, a society llcensed to collect deposits from the
public must be regularly subjected to inspection in orde.r to ensure
propriety and security in managing inves:tment of public deposits.
I have also received complaints from members of the public about
overcharging by some building societies. In order to protect public
interest in these societies, r sha1l be amencing the Building
Societies Act to provide for the follorving:-

Firstly, that the Minister shal1 prescribe the various
ratios in which their assets sha1l be herd as is the case with
banks and financial institutions. rnitially, 10 per cent sharl
be held in the form of uotes and coins; 10 per cent in short term
money market or in Government securities, and the balanee in other
mortgage investments. All registered building societies w111 be
given six months to comply with these liquidity ratios.

Secondly, that the Minister shal1 be given powers to
determine the rate of interest and other charges which any building
society can levy on its members.

Fina1ly, that the Minister fi&V, notwithstanding the powers
conferred on the Registrar of Building societies by section 59
of the Act, direct the Central Bank to inspect any building
society if necessary. This need not rvorry building societies as
the information obtained through such an inspection shal1 be
confidential. A bill to provide for these amendments will soon
be tabled in this House.
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( vili ) Hire Purchase Act

It{r. Speaker, the main business of hire-purchase
companies is hire-purchase and lease-h j-re. Itlany other f orms of
financing have recently emerged. These include bi11s, loans and
goods advances. Although most hire purchase companies are licensed
inder the Banking Act, there are a few other private' companles
whic5 are registered under the Hire Purchase Act. Thus, banking
provisions relating to llquidity and charges do not apply to
these forms. As in +.he case of building societies, I harre
received complai-nts from the public about some unreasonably high
charges levied on lesees anci hirers by some unscrupulous hire
purchase companies. In order to regulate these compani-es, I
propose to amend the Hire Purchase Act to give the Minsiter pol?ers
to not only determine the ma.ximum charges that a borrower, lesee
or hirer may be charged but also control the volume, terms anri
conditions of credit advanced b]' hire purchase contpanies. -'.

An amendment bl11 providing for this is under preparatiou.

(ix) lvloney Lenders Act

Four years dgo, His Excellency the Vice-President
arrd the Minister for Home Affairs, then the [linister for I'inanee,
drew thre attention of this llouse to the unsatisfactory manuer
in rvhich the Money Lenders licensed under the lloney Lenders Act
rvere operating. He undertook to have this lavr exarnined in order
to determine whether it is sti11 relevant to present day l(enya.
A lot of work has since been undertaken and I regret to inform
money lenders that the Government has arrived at the eonclusion
that their operations are not iu the public interest.

l,{r. Speaker, thi.s Act was enacted some 4L years ago
when Kenya ha.d hardly any barrks or f iuancial institutions. Today
we have aclequate financj-al intermediaries to serve the public
particularly in the urban centres where these money lenders
operate. In addition, some money lending institutions have
recently operateci iust like banks including dealing in foreign
exchange in contravention of both the Banking Act and the Exchange
Control Act. furthermore, f need not point out that these
irrstitutj.ons encourage consumption rather than savings which are
essential for investment anci therefore development. In view
of -bhese reasons, aud for proper financial control, it is
important that the operation of these institutions be termirrated;
Consequently, the }loney Lenders Act shal1 be repealed. A bill
to provicle for this repeal rvil1 be published

(x) Interest Ba!es

One of the main objectives of the Governmentfs eeonomic
programne in the la-si; fevr years has been to correct the imbalance
in tne country's external acr:ount. In this regard, there has been
substanti at progress: the cr:rrent aecount deficit has been
reduced frorn sirs. 5334 rriLlion in 1982 to slis. 7897 million in
1983, Inflatj.on rvhich reached an ai1 time peak of 22.3 per eent
ln t982 came down t.o 74,6 pez' cent last year.

Th.ese aehievements refLect in part the effectiveness of the
fj-sca1 and mcnetary polcies flersued rr:eently and which in turn
ir.ave led 'Lo a sl ack growth iu bank creclit anrl mone5r supply '
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With the reasonable degree of stabilisation
desirable to stlmirlate private sector demand
In this regard, I would like to announce the
which will be effective from tomorrow:-

t!

now achleved, it is
for bank credit.
following measures

(a)

(b)

(c)

(d)

The maximum interest rates chargeable on loans
and advances by Commercial Banki wi1l be reduced
from 15 per cent to 14 per cent per annum; the
computatj-on of interest being based on reducing
balance method.

The maximum interest rates chargea.ble by financial
institutions will be reduced from 20 per cent
to 19 per cent per annur; the eomputaiion of
interest being based on reducing balance method.

The minimum deposit rate on savings wilt be
reduced from t2L per cent to 11 per cent per
annum

The Treasury bill rate will
Government from time to time
financial requirements.

be determined
depending on

by
Governments

CONCLUSION

Mr. speaker, the primary aim of this yearrs budget is toconsolidate the gai.ns we have made in restructuring our economyduring the recent past, and thereby ray down a firm foundation
for the future of our economy. r have described the economicrecovery, and how the Government plans tc sustain it. r.have'a).so reaffirmed the Government's comnritment to reduce inflationfurther by controlling budget deficit. Finalry, r have outlined
measures the Government intends to take to restructure our industrial
sector.

Out of these restructuring efforts, the biggest challengewill be on the industrial front. This year's budget proposals
provide for a substantial restructuring of the costs ind- prices
facing the industrial sector of the economy as well as therelative prices of goods facing consumers - both urban and. rural.For a long time, beginning in the late 1g60s, we imposed a
successj-on of tariff j.ncreases and import controls rvhich had theeffect of raising domestic prices to consumers, giving
generous protection to producers for the domestic market, andalso raising the costs of industries producing for both trre
domestic and external markets. Despite 'bhe export compensation
scheme, the cost increases arising from tariffs ancl sales taxes
have made it uneconomic for most manufacturers to produce for
exports.

As Hon. Members are aware, this year's budget is the
second thrust tcwards a fundamental re-alignment of the incentivesfacing Kenyan iudustry and Kenyan consumeri. As a result,
the depressed conditions in manufacturing should be substantially
eased by this action. At the same time the tariff reform ,continued import liberalisation, and increased export compensationwilI provide incentlves to manufacturers to compete the eiport markets.
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The average consumer in rural and urban areas should have the
benefit of less rapid increases in prices and, in some sel-ected
cases vrhich I have alrcady mentioned, pricc--s rvilI actuall-y drop as
a result of this budget. The improved resource structure ancl the
incre'ased incentives to exporters sirould result in increased output
and employmerrt in the irrclustrial sector

Mr. Speake:', I must polnt out that some industries which
have received except.ionaily high protection for many years wil.1
norv have to puI1 up 'rheir socks and compete. But it must be
remembered that tariff levels still remain high, and. protection
to local industries very generous, not to mention the fa.ct. that
v/e have strengthened an'[i-dumping legislation.

It'lr. Speaker, the business community has made sevetrai
appeal*s to the Governmetrt to reduce the co,et of inclrrstrial raiv
rnaterials anrl capital goods. iVe Are doing p-i:ecisely i;hat no'.,r
itt a systeniat-te nt:rnller rvhile simulta.ne-ous1\, ,'t--dur:i.ng i;he l-e'vel s
of protccti.on and j-nnpr.'oving -6lipr)i 1- iticent j-rres. It, is -illpor:ta.nt
t.o rennemirer tirai:, D.s the econc)!;ty bccomes no1.e complex, one
i.ndus Ery' s otltput is auo the,r olre 's r'a.rv nia Lelial . 'lhis is one of
the fundamenL:-rl reirsor.rr-i for mcving torvarcls ntore uniformity of
thc iinport ta.lillf ra1.es. 'l'he ot-lier fundan:eilbal I'eason is that
i ndu.s brialists .shoul"d n:al<r: ttreir pL:of its by actua.l_Iy adCing
value to ittpttts. lTe noiv lrave too marry inclustries in r,vhich the
effective price they pay for foreign exchange for lrnported inputs,
including tariffs, is much lorver than the effective price of
foreign exchanfre at whicli they sel1 their cutput. Thus, they
arc realiy gaining fronr exchange :rate arbitrage rather than by
adding rzalue, or creatirrg genuine income.

Mr. Speaker, if a busincss assembling componeuts to rnake
a f in:rl p roci.tic I rvere to pay iicoi above t,Lie c. r . F. 1:rice, then the
assetlib.i-er irere r:irlt have cosLs ltO;t/.; tnore than tirose outside Kenya
a.nd st j il c,:rnpct,e. so Lho effect of recltrcir-rg the ',vicle ,,al-rge of
tarif f rates wiil not be the elimi-nation of protectiort rather,
it u,i1.l- r:rtiona.I ise prol;r,:ction and recluce the oportunities for
indust-ric's Lhat add ver:/ little vaLue but inrpose a brrrden on
consuntcrs.

a'lso
Let ne entphasise that \.,/L,,).\pect efficiency to pervad,e

throughr-rtt-i; thr. (-,ntjre ecollomy. Iu my sta.terrtent, I have indj.catect
the nleaslulle.i ',,.,e i rrterrd l;rr ta.I:e t.: i rnp:'o.ze the ef f i.ciency in
the pubJ.ic sr.rc tr:r. I h.i_rrr,_. e specially la id entilhasis on
the rolt: o-f cljsii'ict focus and 1)a-ra.statals iri ensuring better and
ef f ici t:ti L u b j lisation oi' r'(:,rriource s:i avili--1-ab1ll to .the public se ctor.
f t"r li31'L,i cular', 1;itblir: sei.'r/;:ni;s rvil -l- bc exjlecl-{}d to e><ecute their
dutics t'lith ctili:r."cnce tr?1Li rrDe€(1. '-l'ite nation cran no longer affcrd
to (ja.rry non-i)&:.,in;; ;)a"ss:r, jiij.Jrs in i ts tra. j n. Those rviro do uot
plod-ltr:e li'il. 1 l;c mircl,e tl>,i;lr.iie rvav to tltol,;e ti,ltr> are rea(lv and
iv-r-i.iiri1 Lo u,ork" I hiti,.,, also iuljcaieC that rirt shaiI continue l,o
c1o €)r''c1'li Liti.ng F(.:si; j i;ir: 1,r> prorrrole ;.1i-::icrrl- [ur.l.r.1 der;elopinent as the
Irli,"irI:;L;-;"; of Lht: cconotir\,. It is onl-y t1-rroriglr r.fficienl utilisrt.ion
r-rf oLll' ,l irnited rrrsctlrcori t.lrat -,ve ciLrr corif 1cic.ntlv be ahle to ta-ckle
such ltloi:l ems as llncrnJ)'l r;.,,r'ic.r1 t- . i t is nl:, llcpr: that evc:.1'one
shall- 1.llitr,- tliis r:h:,r. [1en61,:.
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Taken as a who1e, the'new taxation measures introduced
today will bring an addition on Kttz.2 milrion in revenue, thus
closing th.e gap. r wot:Id have liked to reduce the revel of
budgetary deficit by reducing expenditure further. But considering
the pressing needs f or Govenrment services, thi.s is clearly notpossible. r am therefore relucLantiy forced to accept theprojectecl overalr deficit of 4.0 per cent of GDp in 1gg4/gb.

ilIr..spdaker, hy proposals are aimed at resporrding to
challenges facing the country at the medium term. TSey ire also
in'lended 'Lo lay a firm foundation for the implementation of theFifth Development Pran just passed by this House. These
probJ.ems cannot be alleviated, neither can the Plan be effectivel5r
implemented without efficiency. rt is for this reason that rhave, throughout my Speech this afternoon, emphasised efficientutilisation of resources by all sectors of the economy.

Ivlr. speaker, as we are all aware, althongh Kenya has alimited resource base, rve do have procluctive. land, other naturalresources, an indutrial base, and most important of a1I, a people
v,,hose skills and confidence in how to employ.bhem effeciiveiy -

have grorvn rapidly dtr::ing the rast twenty one years. rn sp j_te
of drought, we are rverl placed to resurne a more rapid rerte of
economic grorvth. Most important of a1.1, His Excellency thePresident has laicl a sound founclation which has enabled us torvithstand the economic difficul.ties whj.ch have plagued us overthe ]ast four years. $i thr tliis f ounclation, rve rvil tr. surely
surmount lvhaLever obstacles lvill. be on our way to economi.c
recoverlr. I.et us remember that lve can only do this if we all worktogether rvithin the philosophy of NYAYO

Mr. Speaker, I beg to move.

'11,.

t
t


