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Mr. Speaker, Sir,

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

INTRODTICTION

Since my last budget message the
economic strains rvhich have inevitably
growth.

country has experienced severe
af fected the paee of eeoncrriic
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In particular, rveaknesses on the balance of payments front, and
the lnevitable clrop in Gcvernment revenues have cornkrined t.o make
economic r'ranagement d',r:'i ng the currert f inancial yea.l-' ver), ci-raLienging.
Ou:: capacity to bear this burcien has, horverue:, been greatly strengtiren.:r
by the constant support ancl aci'.,ice of H.E. the Presr,Cent and I am su1'e
all Hon. ilembers wili join with rne in paying tribure ro Ii.E. the
Pres j dent f or his cont inued enlightened guid.anc.e of thls Nat icn .

Last year, Mr. Sl':eaker, my b''clget nlessage divelt t,f a ver]r lai:ge
extent on the problens of f inzrncia.i management ir., the pub11c sectol'.
Thls year, i would l-:-ke to turn the at'ferrtion of the }ior.rse ro ti:e nat,"rlr
of the Governntent's response to the contin'.reci ach;erse economic ccncllri,::,i
fn doing so, I shali highrligirt sr)me of tlie elerrrents of tite adjrrstment
process rvhicii have at vari-ous times been ciiscussed in 'tnis Hcuse. Scl;e
of these ll'ii1, therel"ore, be ramil j ar tc IIon. L{embers; but in curliiiing
the Governtnent's short term economic policies, I hope I shall be abie
to demonstra.te to Hon. trlernbers the coherence and the iogic of \.'arious
policies in the light of the difficult econornic. cj-rcurnstances ive noiv
face. This is necessary because the environrnent within vrh-tch we are
operating l-s sc volatile that att tin:es Govei'nment action na.y a"ppear
to be somervhat abrupt. But a revierv of rhe various fise-.al and morrer,'aril
measul:es utrdertaken sholvs that Go'rernmer:t acti-on has been consistenr
with tl:e medium tertn objective r:f acijusting rhe economy ro',varris a
healthier exbernai baLance -;-n the contexf, of rlrt. cient fj.,sc-a1 nranligerrent.
It is my hoite t.hat thj.s House rvlil come to bhe sarne conclusion aftel'
listening to my rennarks this af ter.noon.

I. RECENT ECOIIOI,,,IIC PERFOIIIIANCE

(i) The fnternational Background

For a countr5r such as ours ivhich actively oartl-rj.ipa.tes j n
international trade, glcl:a.1 eccnomic prospects are intimately relatecl
-uo our econonii-c c-ircumstances. As Hon" l,{ernbers may have s€-,en trom the
rec.ent ly issued Econcirric Survel' . imports of goods ancl services in
198Z amounted to 3f ljer cerrt cf oul: Gross Dorn<tstic Procir.rct, wirile
exports amounteci. t/l 2i irer cent. IIence when iiiLelrra.bir-rnll,.:. t,-v€nts
af fect aUve::selyr the te:rnrs on u'i:ich we trade, the e:<ternal dernan<l
for our l-.roclticts anci ou1' aucess to fci'e1gi-i lniilkets, 'rl-,e gro\vth of r.he
clomestic economy mrisl. siif f er.
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The growing fear of inftation in the inCustrialized nationsthem to focus their policies sharply on anti-inflation rneasuresas higher interest rates and frrm Lontrol of nioney suppries.

(ij ) The Domestic Econom

,o

The virtual rjcubling of oir i:rj_ces ciuring 1g7g anrr tne polic,;reactions of the inCus:t riali::ecl nations plui:geii the rvoricl intc asevei'e iuternaf ioniil recession. Becover"-u- f rorn ti;at recession haspror''ed very cifficult for tlte international economy as a rfirole

From a 91oba1 perspect ir,:e , the irnmeciiate ef f ect of the ri,sein oi1 prices tl'1s a sha.rp rise in tire current a.ccount surDlusesof the major oi1_ e::porting coun'[ries anci a "o"=..1r"ni 
j-ncreiise inthe deficits of inclusIrial ancl oir importing oevelopipg naticns.In effect, a very stibstantial transfei of income occurred from rheoi1 importing countries to the oi1 exporting countries \.\.no-se cu,renraccount. suIpJ-rtses increased from $5 ulrrion in 7g7g to s115 bill_ionin 1980. At the same time the average inflation rate in o.E.c.D.countries (Europe, the u.s.A. and J'apan) rose from g per cent 1n7978 to 1.2 per cent in 19g0

ied
such

lvhereas.!h. average inflation rate in o.E.c.D. countries hasbegun to subslcle frorn ro.s per cent in 1gg1 and to T.s per cent in1982, production -ancl 'employrnent in these countries has continuedto stagnate. Indeerj, production in these countz,ies grev,r by on15,1.3 per cent in 1gB1 incl fe1l by 0.s p., cent in 1glz. During1982 inclustrial prociuct.ion aione fell tv 4.o per cent. r\t. the sametirne-unemployrnent rose from 7.0 per cent in rbsr to B.s per centin 1982 rvith a fu.:ther rise to g.s per cent e.xpected in 1983. Ti:eadr"erse effects of itnti inflation nlasures on prociuction anclemploirment in these countries prompted mor.res tolarci greater protect-ionist measures. thus contlibutlng'to the fall in the rrolume ofworl-d trade in lgg2 of 2.O per cent.

The impact of these events on many oil importing de'elopingcoun'Lri-es has been, to say the l-east, devastatipg; ancl as an oi1i-mporter Kenya's economy L?" been very seriously affected by theseadverse j-nternational trends. Betvreeir lgrg and l ggr-, the price ofpetroreum rose b5z 163 per cent rvhile the price of tea felr by 13 percent and the price of coffee by 16 per cent. o'reral1, our terms oftrade deteriorated by 30 per cent ciur.ing that periocl.
The result of these adverse internat.lonal trends, namely thefali in tire terrns of tracle, the encl of the coffee boom in 7977, andthe sharp rise in oir- prices- in rgzg tog'ether. ,,vith special foodimports in 1980, lYas a very 1 arge ceficit on the current account ofour Lralance of payrnetrts. Flonr i smal1 surplus in 7gTT, the curr.entaccounl shorved a cief icit of over Ke 2so miillon in 1gzg, reachednearly Kt330 rnillion in 1980, but fe11 to I(c2g0 million i.n tgg2,largely because -of - 

slightlv improvecl export earnings apcl a. dr.op intotal imporLs of \2.5 pu. cent.

The Ye ar 7982 was a clif f icult one for the clomestic economJ,,.Hon ' Ilembers rvi1l f ind a carr:fu1 econorni-c ancl statistlcal analysis ofthe events of that year in tirc Economic Survey relea-sed Iirst iieei<, arldI rvill- not bole -',ic'ntbei"s rvit.l'. i:ep::al-iug that anail;sis. gorvever., al-1.oii-ffi€, 
'r'lr ' Spea-ker, __to hlghlight some of tl-re achle r.,emc;irts of the pas Itrvelve months ' \ri e actiierzed a grorvth rate cf the Gross Donrest ic pr.oiiuct

^f, o ^o-r. J.J per cent clespite a fall in the vol_r_tme of ncn__oil ir:rprtlis crf74't Fer cent. At titc same tinre the volr-rLue of our non-o11 exlrorts
la. /->
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grew ll:' 6.2 pL'l: cent: ollr best achiei'ernrjnt cn riTis f ront since i9176.
Our f armers especiail5, D.T€; to be conrmencieC i'or producing 4.5 r:er
cent more in i982 tI:an in the pl'evr-ous i'eat:, -uhLrs increasing our
agrlcult ural output more than tire grorvtir in popul-at ion. Our r,vork
force also contribr-rtecl to development by incieasing labour proCuctir'1t:,'
by 2.4 per cent . In the f ield of energ:.,, conservation el f orts
succeeded in reducing consurnption of petroleun procir-rcts by 5.9 per
cent whj le electricit-v generation increasect b."- 2 -g per cent. In the
social sphere, enrolment in primary schools -r.ose by 5.1 per cent and
in secondary schools by 6.8 per cent.

Hon. Nlembers may ivish to note that these and other achievem€n+us
were realised despite the very sevel:e pressures placed on our ecorlom],'
and on the Government budget by depressed international economic
activity.

(iii) Outlook for 1984

There a.Te pointers, horvever, that 1983 and 1984 may
experience sonte revival of economic activity. The O.E.C.D. forecasts
a retu.rn to real economic grolvth in 1983, with momentum for grorvth
pi.cking up in 1984. Fiscal and monetary policies pursued b), these
countrj-es also l-ook less restrictive, and coupled with conrinued
stabili ty in oi1 prices, bttsiness confidence may recover in many
countries. Although such recoverji by the j-ndustrial countrj-es may
lead to imp:rovements 1n the demand for developing countries' exporrs,
no general commodity boom can be expected in the near future. So
although there might be some improvements 1n our terms of trade. itjs unlikely that the irrprovements in the world economy will be felt
i-n Kenya bef ore 1.984/85. There rv:-11- be neecl, therefore, to sustain
our adjustment ef forts both on the dornestic and international fronr*c.

II. TI{E POLICY RESPONSI]

Hon. Mentbers ma5, recall that the need for suJ:stantial structural
adjustment of the economy was identified by Government immerliately
after the oi1 prices first began to rise in late 7973. Sessional
Paper No. 4 of 1975 addressed itself ful1y to this issue. Later otr,
tlie Fourth Developnient Plan further outlined the nature of the
required acljustment $,hil-e subseqnent Sessional Papers Nos. 4 of 1980
and'1982 reported to Parliament progress so fax achieved. Ir,lore
receutly the Presiclential Statement on Economic Policies issuecl in
September 1982 outlined the means for implementlng essential elements
of the programme as quickly as possible. I commend a.11 these papers
to Honourable l'Iembers r,;ho may rvisir to revierv in grea-i:er cletail the
st,ructural adjustment programme of Government.

(i) I{easures for Ad.'iustment on the External Fr.ont

The ma3il thrust of Government policies af fecting the bal-ance
of paytlents has been to promote ex1:orts and to recluce the natiori's
dependence on imports. Bot.h of these objectirzes itnp15, a more ef fective
mobj lization of domestic resourcLrs and a more temperate l-eliance on
external borrowing. Some of the pol1-cies arloptecl have hacl an
earlv effect in mitigating external defici-tsi r-l1,hers ivilI tai<e
Ionger to be ef fectlve br,.cause the5, depend on rnor-e fundameutal
structural- changes and on the revival of external market opportunities.
Nothrvithstanding th-Ls the Govet'rrment has r:esponctecl quicl<1y to tlle
squeeze on the external sector. Tire sirilling prices of Lroi;h inii-rorrs
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and exports havc lteEn aci jusr:ed throttgh. changes ln ^the e>:change ri'"-:=.
Sii"fr-i', a.ci;ustrnelt rncreases r.he shilling pilce cr botil expor-Ls an:i
lmports. Ho\i,e,.,er, the incentive to expollt cre a.tecl by ad-iusting lie
extfrange rate is larger for exports producecl largely ,.vith. domestic'
inputs ancl these are precrsely the krnd of expol'ts v/e want to
entorrage , Since tire clirect ion of external- change became ciear iir
ig80, tIe Government ]ias acijustcd the e;<cirange rate several times
amounting to 22 per cent 1n 19Bi and 17 per cent in 7982. Hetlce,
the competitive posi.tion of expol'ters has been protected. Prodtlcers
serving the clomestic market have, however, been encouraged to
substitr-rte domestic inputs f or rmports thus reducing the nationrs
dependence on imports.

The nation's exporters have also been accorded othe-r preferencos
and incentives anci as the international reccvery begi-ns, lte expect
them to participate ful1y in emerging opportllnities in foreign markers.
The export compensation scheme has been reinstated and increases in
exports noiv qualif ,v* f or total compensation of 25 per cent. Impcrts
reqi-rired b"v* producers of exports vrilI be girzen prlorrtlz in the modrf ieli
impor.t licensing scireme rvhich I rvi1l discuss i;r a moment. Credit for
exporters wilI be given a higher priority b5z comniercial banks. And,
flrms iv5icl: are prepared to al'r:ange facilitj-es fo;: rnanufacturing in
bond for export should apply to the Government for this pri.vilege.

As Hon. llernbers are arvare, the Government has since indepeudence
provided substantial- prc-[ection ]-n various fo.'t:ts to proCucers serving
the clomest j-c marl<et j-n orcler to stimulate domestic manuf acturing
and to reclrice import.s. In the future special protection for neiv
i.ndustrier. r,rilL Ue providecl prirnarily through the adjtlstment of tariiis -

but this special protection rvi1l clj.minish ovel: time a.nd rvill t'tot
exceed eight years, rviriclt should be ample time f or inf ant inclust1'ies
to mature and achieve competitive efficiency. As inclustrl' adjusts
towarcls production for export, improvements in efficiency of domestic
f irnis rv:.1i be graclually inclucecl through reduction of hi.gh tarif fs
complementecl by jncreases in sales taxes. The Government feels that
industrlal ef f iciency must be improved so that f irms r':ith idl-e
capacity can compete effectirrely and profitably in external niarkets
rather than relying sctely on the clomestic marke t f or sales . C1ear1-5'
acljust,rnents of this kincl wi 11 talie time to accomp11sh., aud manuf actuleI.s
co-operati-on is sought in implementing the new :-ndustrial reforms.

Reducing restrict.ions on imports is another essential elelnent
of the structural adjustment programme. Industrial. efficiency reqtli-res
the frecflom to import those raw material.s and intermediate proclucts
essential- for production whjch are not available in Kenl'a at competltive
prices. The im1:ort iicensi-ng system, which had to be srtsllended f or
some time last year because of a severe sirortage of foreign excirange,
will tlterefore be implerreirted in a niodif ied fornt ear'Iy in Ehe ne\;
frnancial year. The ma,jor modification is the divisiou or former
Scheciule I into tn,o parts Scheclu-}es IA ancl IB. I1.ems on Schedule IA
will be freely irrtpoltcd lvhile iiems in Schecluie Iil will be sub.ject 1-c'

foreign e;'ichange al-l.ocation to importers who may import ivllat the5z
ciroose from the SchecluLe. As foreigr: exchange reserves improve o\;el:
time, iterns wrll- be rnovecl frcni Schcriul.e IB to iA. These riew ScheduLes
are being printed and rvill be availabl-e shortll'.

I
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I shoulcl al-so bri-ng to the attention of Hon. Ilembers that the
br-rild j-ng of str'ategic reserves of f ood, a.s outlined in the Focci
Poiicy Paper is,rnderrvay and should reduce future needs ror specia.I
fooci imports. ."loreover, the Governrnent has reduced its other impcr us
and will continue to monitor thenn carefully j.n o::der to rnake acieqr-ri.r,?
foreign exchange a.;ai1ab1e fol prirrare sector' iri:polts.

Hon. illembers n)ay have noted that interest rates harze risen i:t
recent years. Those rvho save earn more, those rvho borrow pa)' roore.
The increases in rates are intended to stirnr.rlate sa-r,ings a-nC to
di-scourage the use of credit for marginal purposes, excessirre irnports
and the accumulation of unneedeci stocks. Hon. Itrlembers rvilI agree
that the effects of these changes are painful br:t unless there i.s
a meaningful adjustment in the balance of payments, such tight
monetary polic j.es vrill remain in ptace.

These major policy initiatives represent the prj-ncipal compcnerts
of the Governnen'['s strrictural adjustment programrne as ir af f ccts
our e>:ternal economic. re'i a.tions. Because some of these policies
requil'e more tiine and sul:sta.ntial internaticnal economic I'eccvery
to be fully ef fective, bi:e ef f ecLiveness of the progr'anxite cannot be
clearly evaluated at this time. I lvould point ollt, horvever, thar-
over this pericd of international crisis, i.€. frorn 1978 to 1982.
despi.te the f ali in our volume of non-oj-I imr:orts of 41, per cent,
real Gross Domestic Prcdrrct ha.s gro\yn at an avet:age annual rate of
4.7 per cent. That is e remarkabl-e achievement by an:/ standarci;
and a firm indicaticn that substantial structural adjustment l:as
alreacly been achi-eved.

( ii) Ii{easuires for ad.justment on the buclgetary front

Hon. l{etnbe::s will recall that during my buclget rnessage
last 1zear, I outlined the mairner in rvhicir a large f iscal gap has
emerged since 7976 " lfhereas revenues ha''ze performed rr-el1 in rhe
past, the demand for Government servi-ces have continned to oritstrip
the f inancing capacity of the Governnrent. Beczruse e>itelna.1 re\renues
have been l-c-ss eas:l1y a.r,ai-labie, the Gcvernment has been forc.ed
to rely inc;rezrsing15,' on bank f inancing of the budget cief i cit witir
ser.ious consequelices on the availability of credit to the pr:-vate
sector.

The Government thei:efore ernbarkecl on a serious plogramrne of
fiscal adjustment'beginning in 7979. From a level of 9.5 per cent
of G.D.p. in 198.0/81 the lerzel of the budget deficit has been
progressively reciuced to 4.7 per cent in the ctirrent f inancial year,
and it is expecteci 1'hat it urj 1I be further redlrced in the next
financial year. This significan; fiscal ad;ustment has been achieved
through curtailment of Governn:ent e:<penditures.

This adjustment, as Hon. tr4embers lvi11 be a$,'are, has been
achieveci with grc'at ciif f icul Lies. The prodr-rctivity of man't Go-.'ernrr;en;
insti'l;t-iti.ons has boen:rffectecl, and t.he pace of develcpn:en; activit5,
reduced. Yet , in spite of these d j f f icult,ies, tire Gor,'ernrlenr f eel.s
that it is necessrlry to corrtinue the t,igirt f 1sczrl poIic5, because.
as I have indicated) we have no alteruative as a nation bnt. ro iive
within our means

.16
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The task of I iscai managernerlt ahea.d of Lls -'heref ore l'ecLllres
that the efficiency of resource uti.ltstttion in the puirlic seclcr be
inrprovecl. The Report of the 'v\rorl<ing Party on Government Expendi-tures
whi ch was recently acloptecl by this House highlights the need f or such
improved managetnent in the public sector.

IrIr. Speaker, Sir, I arn glad to report that since June .l ast yea.T,
there has been a significant improvement in the le-.zel of financial
management in the public sector aS a rvhole. In pariicular, I am

heartenecl by the improvements in expenditure control in the last
twelve months. Unlike in previous years, rnany Accounling Officers
have responded positlvely to instructions from the Treasltry on
exper:diture coirtrol, ancl it is m5z hope, l,{r. Speaker, that this trend
will be continued in the next f inancial year. Furthermore, time)-12
implementation of the recommendations of the Report of tLre Working
Party on Government Expenditures with regard to Government involvement
in commercial activities, shoulci reduce the call on limited GcvelnmEnt
revenues. Agaln, it is important to stress that in the light of
continuing tight fiscal conditions, it is essential to aclhere strictly
to laid dorvn plans and priorities in Government expenditure. In tliis
regard, Treasury rvi11 continue to monitor closely implementation of
Government prcgrammes to ensure that financial prudence prevails a.t
all times.

Looking ahead to 7983/84, it is clear that the tight expenditttre
posture of the last feiv years will have to be sustained. Consequeui-ly,
there rvitl be need to continue the close co-ordinatron of monetarlz
and fiscal poticies rvlrich has characterised our economic mana.genrent
in the last felv years. The reduction in the level of Government
deficit should mean greater availabilitl' of credit to the private
sector. Hor,vever, in vier,v of the continuing vreaknesses irr the exreinal
sector as well as high domestic price pressures, it rvi1l be necessary
in the coming year to pursue a cautious financial policy in order tc
match the level of required domestic flnancing of the budget to
available credit resources. Only by adopting a cautious fiscal stance
can we be sure that acticn for adjustment in the external sector
has a chance of succeeding. As stated earlier, it is proposed t-nat
during the next f lnaircial year, the Goverrrment cief icit will be further
reduced. Because the scope for further taxation is limited, suclt a
reduct ion rvi 11 once again ent ai 1 reduct ion of Government expencii tures .

But .before I outline the f inancial programme for the cotning f iscal
year, dllow nre Mr. Speaker, to review briefly the fina.ncial out-turn
for this year.

rIr. I'TNANCTAL OUT-TURN FOR 1982/83

From the perspective of the rnedlum tuerm objective of reducing
tire level of the Goverrrment def icit, there is no doubt ttrat the
achievements of FY 7952183 are commendable. The 7982183 f inattcial
programme envl-sagqcl a reduction of tire size of the Got,ernntent defj-cib
from KtZt+.5 mil1i,rn (or 6.6 per cent of the G.D.P. )in IY 1981/f32 to
KC183.0 rnilLion(or 4.7 rrcr cent of the G.D.P. ). In the event. it is expectecl
that tlte Governntent clefici.t v'iill be KC18B.7 million
equivalent to 4.8 per cent of GDP. In addition, bank financing
of the buclget rrp.s or:ig:-na111z targeted at I(e 57 .25 nrillion
The latest estinrrtte rncli-cat€s tl-rat a total of KC 38 mil1ic,n of
bank cleclit rvill be util ized, to f inance the 1gB2/83 Gorrernrnent cief iclt '

I
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(i) Recurrent Rerzenue

In terms of the specrfrc targets for recurterrt revenue,it was estima-ted that orclinar;' revLrnue cir-rring 7gS2/83 f inancialyear ri,ould amount to KLB75.2 mi_.t-lion, lvith Appropriations_in_Aici
esti-rnated at K135.2 mil-1ion, maliing a iotal of I(t96O.5 million.This reculrrent revenue r,vas to comprise of Ki296 mi111on f rom
Custorns and Excise; y;L236 niiiiion f rom Income Tax; K1242 mitlion
f rom sales Tax ancl Kt 101 mil l ion f rom other taxes . Iio,rurr.r,because of the severity and intensity of the domestic. ieceiiion,there were significant revenue shortfalls in customs ancl exciseand sales tax amounting to K! ttt million as lvell as a noinorshortfail in incorne tax amounting to Kg 13 million. Treasury
foresa',,v this shortfall as earl.v- as November rast year; and Hon.
Members may recall that it became necessary to introciuce new fiscalmeasurcs soine time last December. In spite of this correctiveactictt, it has sti11 prcvecl impossible to attain the revenue Largetsfor the year as a vrhole notwithstandi:rg-tire hlgher reeeipts f rorn otnertaxes of Ki19 mrll-ion. Consequently,planned iecurrent bxpenclitureshave had to be cori'esponclingi.y actjuited.

(ij-) Recurrent ExpenCitu::e

The 7982/83 printed estimates incticate,l gross recurr.entexpenditures of Kfg53 mi11ion, comprised of ministries grossexpenditrire of Kf 668 mill ion, and Consolrcia.tecl Funcl Seivices ofKt285 ni1licn. I{or','eve,z', because of the pool. revenue out-iurn , it
became nece-esalrv to acljust the leve1 of recurrent exnenciituresof minrstrj_es to KL 643 nrilllon. The provision for bonsolidated
Fund Sefliicu's has, horverzer, hacl to be idjusted uprvards frorn Kf.285million to K9296 million, largely on accctint of increases in the costof domestic debt ancl costs inherent in the exchange and interestrate adjustments of last December.

(iii) Consolidated Funcl Services

Mr. speaker, si:r', r rvould like to draw the d.ttention ofHon. i'fembers to the fact that v,,e irave irorv entered into a differentphase of development rvitere repal/rnents of both Comestic and externaldeb.t lv:l-L take an increasingly large share of availab1e Governmentrevenues. This means that Government revenues available for financingon-going activities rvi1l be limrted ancl operating lr{inistries mustplan thelr activities accordingly.

(iv) Development ilevenue

The fiscal progr
wou1C avail itself of I(t253
form of grants anci oilrer. co
of the poot abso::ptive ca;)a
of developmcnt expc-ncli'[ure
the out-turn for developmen
Out of an envj-sagecl amount
in form of loans ancl gl"atlts

a.nune for 7982/83 envisaged tha_t Kenya
.6 mrliion from external scnrces in the
ncessionary loans. Partly as a result
cJ ty of nnj r-''.istr j-es as rvel1 as the curtailnent
necessltnted by the tight fiscal policies,
t revenlres in 1982 /83 was less than f orecasr .

of KL253.6 rai1lion, only KS lg7 million
ivas reetiiseci.
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Let me put r t on reccri 1,11. Speak-^r . rhat Kenya g:e ai l--v- zrppr-r-.ci:i-. s

the de,,'elopment assi-stance l:eccived f rom the lnternational colrrnr-llitt:;.
In partlcular, I r,vould ilke to thanii those Governnnents who so quici;i1'
respondecl to i{.8. the Presrdent's appeal for special balance of payrnents
and pro_i ect support last Irlovernber. Notr.vj"thstanding such internat'innai
assista.nce Kenyans must expect to continue contributing more to
developrnent ef forts as incleed they have done in the past. Irr the
meantime, budgetary measures will be intensified to ensure prornpt
utilisation of any donor f inance currently available to tlre Goverrtrnent.
To this end, I would once again urge operating tr{inistries to adhere
strictly to disbursement proceCures and to ensure that development
projects tnat are f j-nanceci are implemented on tlme.

(v) Develcpment Expenditule

It was antlcipateC that Devel-opment Expenditure during 7982/83
f inancial year woul-d amount to K9370 miIlion, comprising of Appi'opriation
in-Aid of Kf86.60; Excess Votes from previous years of KC13.3 million:
and net Developnrent Expenditure of Kl27O mi11ion. Horvever, because of
the poor revenue out-turn, development activity during 1982/83 has had
to be severely constrained. Consequently, it is estlmated that rret
Developrnent Expenditure for 1982/83 r,vi11 amount to KL770 million;
compared to an a"ctual net expendltnre for 1981/82 of Kf.273 nillj.on.
I{hi1e developmen t activity in 1982/83 has been somervhat hlgher tiran
the Exchequer out-turn indicates, j-n reai terms the outcome represents
e very severe retrenchment in development activity, rvhich, as I have
already observed earlier on, has caused very acute di-ffrcrilties to the
private sectcr. That the country has lvithstood such a shock rvith
resilience is 1arge117 due to the robustness of our national j-nstitttticl'ts
in the public and private sectors and vre once again pay speciaJ tribute
to II.E. the Presiclent's wise leadership during these difficult economic
times.

rv. pRoSPECTS FOR FY 1983184

(i) Balance of Payments and Revenue Prospects

Hon. Xlembers are aware that the Government depends to a very
large extent on revenues derived from taxation of imports. To the
extent that balance of payments prospects are more promisirrg r'evenue
proSpects are f-ikeIy to be brighter. Prospects for imports and related
revenrles during 1983/84 are expected to be considerably better than
j-n this year largely on account of two rnain factors, rramely the
continued inflo',v of ba"lance of payrnents support arising from the Special
Donor Conference of llovernber last year: and the prospeet.s for continued
programne support from the World Bank and the Internai.ional tr'lonetary
Fund. Taken together, these favourable events during 3Y t983/84 shoulC
permit a steadier and larger florv of imports. Revenues derived front
imports shoul-ci therefore perform moderately in the next financial
year. The effects of such improvements in the balance of payments rvi11,
lrowever, take somd time to spreaci j.n'to the economy. We can, therefor:e,
expect that i'evenues based on dornestic taxation wj 11 cont j.nne to be
less buoynpl in the next f inanc j-a.1 year'. But as I have indi cated, if
the Government is successf u} j-n ma.naging the size of the def icit, we
should expect a higiier volurne of clonrest.ic credit Io f]-orv to t.he pr.ivate
seci.or insteacl of going to f inance Governn:ent operations. Ivlr. Speal<er,
it is ltv lropc that a sl.eaclier ir-rf1or.r,of reveilne to Gov.:rnment wili in
future enable the Government to exercise more effective control cvel
its expeuditlrres and tirr.rs ensure a. st.eadier pErce of econornj-c activitir
partic.trlarly in the corrst,r'uction sec.tor.
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(ii) Outlook for Expenditure

While 1t is expected that revenue prospects w111 improve.
some,,vhat i-n the next f inancial year, dernands on those revenlres ll,i11
grow even more rapioly. Inevirably, there '"vi11 be pressures to
recover the morrentum of Governrnent spending of earlier years; but
financial management dernands that we do not devlate from the set
path of fiscal adjustrnent. A11 in all, revenue prospects for 7983/84
indicate that recurrent expencliture for 1983/84 rvill be less in real
terms compared to the provision of the year nol about to end. It is
important, therefore, that the Treasury directives to illinistries on
expenditure control which were issued j-n March are sustained in the
next financial year.

With regard to development expenditure, the situation is equally
less promising; for as I have indicated earl-ier or, the demands on
Government revenue from both recurrent expenditure and payreent of public
debt leave development expenciiture as a residual. It is, therefore,
expected that, in rea] terms, development expenditure next year wiII
be less than this year. This ca1ls for an imaginative approach in
development programming. lVhile every effort will be made to ensure
that all on-going projects are completed, it is inevitable that some
projects rr,ay 1ag behlnd. In order not to waste national resources,
it is essential that proper priorities ate observed by all operating
ministnies. Cost overruns in project implernentation must be avoided
through close monitoring of progress and better forward planning. T'o
this end, the Treasury rvill maintain close consriltation with Ministries
in the coming financial year so that any adjustments which may become
necessary in the course of the year are made within the budgetary
framework in a cor:sistent manner.

Havi-ng made these observations, I now turn to the forecast of
expenditllres and r'evenue for the coming financial year

v. -PROJECTED OUT-TURN 7983/84

(i) Expenditure L983/84

Hon. Members may have seen from their copies of the Printed
EstimatesthattheGrossRecurrentExpenditureof]r,Iinistries,
is estineated at K9.647.45 mi11ion, comprising of net expenditure of
K1572.54 milrion and Appripriations-in-Aid of KLT4.gt million.

In addition to this, the::e are carryovers of Excess Votes fromprior years of KL32.74 mi11ion. Thus estimated issues from the
Recurrent Exchequer alre expecteci to be Kf 604.68 million.

Hon. I'lembers -wi]1 note that expentliture on Consolidatecl Fund
services lvi11 go up f rom KL2g6.T0 million this year to i(c343.90
million next year. Thj.s rapid rise 1n the burden of debt reflects
the maturing of past clebt and hi-gher servicing costs.

. ./70
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DeveJ-opment Estimates for 7983/84 indicate thau K1266.46
million of pul:1ic funCs w11i be devoted to cleveiopnnent, actj-vities
compareC to Kf24B.38 million rn the current financial year. How
this amount will be spent is clearly spelt out in the Printed
Estimate. and I do not want to bore rnembers with any further
details. In addition, there wiil be carry-over of excess votes
from prior years of Ke13.35 million. Suffice it 1;o say that I
intend to finance a total expenditure of KS1303.30 million. The
rest of my Speech wilL outline how I intend to do this.

( ii ) External F.evenue

As Hon. Nlembers are aware, Kenya enjoys very cordialrelations with many foreign countries, and as in the past, w€ shzillcontinue to 'rselcome the assistance these countrj-es give to us in our
development efforts. Similarly we shalI continue to rely on multi-latera1 de','elopment f inance rnstituticns, particularly tiie IYorId Bank
Group , f,o he1p us in achier.zing our development objectives. I1 ctoingso, lve shel.l ensure that the machinery for project impiementation isadequately established and properly organised in order to nake thebest use of such external assistance. I am aware that we continueto experlence difficulties in certain areas of collaboration rvith
some donors, but I can assure our rnternational friends that ai1efforts are being madc to solve these difficultles. Indeed, duringthis financiai year some innovations have taken p1ace, particula.rlyln payment arrangelnents. The system of clirect payment for certaincontra.cts has been tried by several donors, ancl eiperience provesthat such practi-ce reciuces delays 1n pro.ject implementat j-on . A.l thorrlih.such direct payrner.t rel-ieves the pressure on the Exchecluer, it isessential tha.t proper art:angements are made f or ensuring accountabilitizof funds as well as the responsibility for project desi[n and select.ionSuch initiative must always }ie with i{enyans, and I hone that ourforeign friends rvi11 understancl this need for controlling the natureand pace of our development activities.

( iii ) External Borrowing

Hon. Members wilI be aware that pressures for externalborrowing have been mounting within the private and public sectors.Of late Treasury has been innundateci with all sort;s of offers ofso-calIed cheap rnoney from unauthenticated sources. But as Hon.Members know, or-lr lals define V€r5r clearly the limi_ts of prudentborrowing as well as the manner in which iuch foreign boriowing canbe conti'acted. In all instances of foi:eign bor.rorviig by ttre Gove::nrnent,Parliament must be informed through appropriate SessIonaI papers of
-!h. purpose, source, ancl terms and conditions of such borrowing.Moreover, zll such borrowing must be channellecl through the Treasuryand integrated into the budgetary process.

In the meantirie, Treasury has formulated a detailed externalborrowing plan for the Central Government as ',ve11 as parastatzrls ancllocaI authorities wl-rich contains Ehe poli.cy gr-riclel-ines an,l controlprocedures whlch should govern external boirorving 1n the medirrm term.

. /71
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I'or the moment, l'{r. Spea}ier, r';e rnust continue to watr:h closely thelevel of external borrowlng because the cosr oi ser.vicing such cic.bt
is rising very rapiclly. Indeed, rhe debt service ratio has rlsen from
12.27o in l-980 to 2L.57o tn 7982 atici it 1s estimatecl that this f igure
rvill- iitcrease further to approximate-i-y 24 .47o in rhls calendar year.
C1-early, such a trend cannot be allowecl To conr,inue ancl we must 1ook
to the domest:'-c economy to sttstain our development activities.

However, as I have already indicated, we sha1l continue to rely
on our traditlonal- sources of external f inance and I esti.mate that in
the next f inancial year we sha11 draw soine KLZSO _Zg million from
external sources in the f orm of conrrcrcial and concessionary ]oa:rs and grants frcrnboth bilateral a"nd mul Lilateral sources. Thus I expect to f inan-ce19 per cent of the total expenditure of Kg13O3. 30 million f rom
external sources. The main burden of finaneing Governnnent expencliture
will, therefore, once again , fall on Kenyans and I ncw turn to how r
intend to raise the balance of Kg1052.52mi1iion from loca1 sources.

(iv) Domestic Borrowin

I have a]-ready indicated that Government reliance on deficit
financing is being curtaileci not only in order to lj.mit the inf lationary
consequences of an expansionari'rncnetary policy but also in order to
l1mit the costs of such debt as such expencliture ob-ziously have direct
bearing on revenues avar-1ab1e for normal Government activities. It
is imperative, therefore, that Bank financing of the deficit be kept
to the niinirnum in the next f inancial year. It rs proposed that the
bttlk of the domestic financing of the deficit will come from non-bank
sources. In particular it r,vr11 be nec.essary to arrange for p1-acement
of approximately Kg50 million of Government stocks with parastatals
atrcl approximately KLg2 mi 11ion in Treasury Birrs with
banks and non-bank f lnanciat insti.tu'ti.ons. rn orcler to
achieve these targets it lvi1l be necessary for parastatals to assignpriority to payment of outstanding debt to Govelnment anci pu.rchase of
Treasury Bi1ls and stocks f rom their norrna.l rvorking surpluses.

(v) Internal Revenue l9B3i84
' I estimate that in the coming financial year, orclinary

revenue, inclttdlng 1ocal Appropriations-in-A-td, should provide sonle
I(gB8B. 10 mill.ion at current rates of taxation. Government stock ancl
Treasur5r Bill issues shoulci provicle another Ki742 rnillion frun the bank anci non-bank
sectors, making a total of KC1030 . 10 rnill-ion. I have alreacly inclicateC
tirat I shall draw I(f 250.78 miilion f rom external sources. I , theref ore,
have a gap of KL22.42 million to finarrce, and the rest of my Speech
will outline how I intend. to close this gap.
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VI. TAXATION PROPOSALS

ilIr. Speai;er, lli.r, I have appr:aised tire Iionse cf tite ?(loi-^,:::--:c
;:olicies rvilj-ch i-';e ha"'c t;uisueC anci wirich i\-e inteud t-o prlrs'rie in
light of the prevailing itciverse ecouorni.c situation. I iral'e aiso
indicatecl that I ha',,e a f inancing gap of KL22 .42 mil L ion .

Again, zs I havc said- eariier oD, this deticit cannot be r,;[.-r]f r,-

tinanced from the banking system. I am therefore forced to
inst itute some lneasr.lres to raise add i t ional reverlue - As usual .

I worild ask that the rest of my Speech be regarded as being
Notice of a llotion to be rnoved before the Committee of \\Iavs a::ci
Means.

(i) CUSTOI{S Ai\D EXCISE

Before dealing vrith specif ic tax proposals, I wi.sh to
brief l-y dispcse of a ferv arnendments to existing taxation lans
aimed at closing tax loophoies. The 1983 Finance Bill- a1so
contains serreral amerrdments to Cnstoms and Excise Act aimect at
reinforcing the restrtrcturing measures in the industria1 secior.
I would like to dear with some of these amendments r,rhich have no
direct revenue implications.

Eirstl;,, section 46 of the Act provicies for the sale of
warehoused goods by pr-rbiic auctj-on in the event rhel, are not
re-rvarehoused cr cannot bc further warehou.sed. The effect oi
this provision :-n certain cases is to ::elieve the owner of the
goods of an)- obliga'Lion to pay duties liable on the gocds.
This provision also subjects t.he Comnrssioner tc. lengtir5' a-ni
cosLiy procedures in recorrerlng revenue I, therefo:'e, prclnose
to amend this -oroceclure to make it n:andatory for the o\\'ners cr
goocis to pay duty on the f irst r,vareirouse account thus maki-ng the
disposal of gocds the responsibility of the o$aners of sucli goods.

Secondly, the 1aw also provides that where the conditions
of any bond have not been eomp)-ied vrith, the Cornmissioner ma!'
institute 1egal proceedings to enforce the bond. As Hon.l'lenibers
may be e-lvare such civil cases take a long titne before adjudi,:atj-cn.
f , therefore, propose to ameud the ::elevant section of the Act
to give the Commissioner powers .lo execute the bonri djrectlv.

Thirdly, under existing iegislat1on on excise ciuties
an excise liccnsee rvho fails to pay duty v*'hen it is Cue and
payable is subject to a drstress 1ev;i. Suc.h distress wal-ranr.
however, is limited to lanci or buiJ-dings only . T'hese lirnitat ions
are obviously detrimeutal to revenue col-lection. it is therefore
proposed to aniend the law to make such distress warrants to appll,-
to other properties as rveI1.

Fourthly, Hon. l,ilernbers are aware cf the high rate of road
accidents particularly at night. The acci.dents are partic.rrJ-ar11'
commoll otl r'oads rvithout r-erlective sbuds rvhich are curreirtl5'
dutiable at the rate of 60 per cent. In order to rnzrke it ci:eaper
for Governrnent 3nd I-oca1 Authcrrties Lo ilrovicle more of these
road signs to protect the public f ::r:m danger,I propose to reniove
duty on roaci anc.l traffic .signs.

ment s
in my
taken

NIr. Sp.eaker, Sir, I rvoul-cl now l-:"1<e to turn to those amend-
rrrhich harre signi f icant reverrue imniications. Earl-i er on
Speec.h, I outliriecl the ileasul'c.s tlie Govr:r'nrnent. I'ras unier-
in promoti ng exports of localiJr-manui'actured goocis.

/1'.)
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In pursuit of tbi-s bbjective, I propose to Lower most iilport
duties rvhich are currently abor,,e 30 per cent by a.n average of
14.7 irer cent of the existing rate. The mairr ef f ect of ti:is
measure will be tc grant ciut1,- rel.ier' to manllf acturers r,'ho export
their products. The meesrire lvill- ef f ord a signif icant incentive
to such industries as steeI, lvhere duty on impcrbed scrap wi1]
be abolished; ancl food processing as rve11 as plastic industries
where duties on raw materlals will be reduced t.o 20 per cent.

w111

( ii )

This measure, which takes ef f ect f rom mi,1niglr.t.
cost the Exchequer some KS30 milLion in foregone

SALES TAX

tonight,
revenue.

Mr. speaker, r would now like to turn to sares Ta.x. Asusual I lvould first like r-o deal with thcse amendments whicli haveno direct revenue implications.
At present the Sales Tax Act aIlows a manufacturer tcregister after carrying on business for one year. But siricethe commissioner is unJ-ike1y to knorv th.at a ne\\r manrrfa.,ctu::erivi11 produce goocis rvorth more than KSh.200,000/-, -uhere is eloss of revenue invclved in this 1ag in regist.rtion of manri-facturers. I therefore propose to an:enci tlie lalv to proyicie thatwhere a new rnanufacturer e:<pects to protluce goods in suchquantities as would make hlm eligible to pay tax, then he shoulciregister himself prior ro cornrnencement of-production.
secondly, the Iaw also imposes a penaity of 2 per cent per

month on tax witich remains unpaid after due C.a.te. Htrvever, unciei-present legislation oniy tax that is due can be recoverect bydistraint. r propose to a.mend the l_arv to pr.ovice that penaitypayments, like tax, shalr be recoverable by distrain-t.
currently, manufacturers aggrieved by decisions of theCommissioner can appeal to the Tiibunal rvittrin ninet5,- clays.This period is too long and has been used by some .r.r=""rp.r1ousmanufacturers to delay tax payment. I therefore propose to recigceit to thirty days through appropriate amendment to tle 1arv.

Mr. Speaker, f would norv like to turn to those amendmentsto the Sales 'Iax Act which have direct revenue implicati.ons.As r have already indicated, the Government is commi ttecl topromotion of exports while reducing excessive p:.ctectj-on of Iocal:'-ndustries. It is in this light that the proposed reciuction inimport duties sirould be seen. As [Ion.]lembers-may knovr, atpresent manufactured goods which are exported are not subject toSales 'Iax. ,So tha.t the dut5r relief on ioru materials d.oes notgo entirely to manufacturing for the clomestic market, it isproposed that concomitant rvith the lowering of custom dutiesfor every item on which duty has been reciucEci, there r'.i11 be a.corresponding increase in sal-es tax. Furthermort_., in order toensltre tha.t there is a net increase in overarl revenue as z-result of th5 restructur:ing exercise r propose to raise thegenerar rate of sales tax from lb per cent to lz per cent.
lvlr. Speaker', I do not intenci to increase the rate of salestax on beer this year. Horvever, in viel of the incleased

manuf acturing costs, the Kenya Brerveries has reqriested aprice increase of 30 cents per half litre bottle. The Governmenraf ter careful examination has acceptecl this request a.ncl tbe prl-ceof beers wilr, therefore, go up by 30 cents per: llalf litre rv_irheffecf front miclnight, tonig.ht.-
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Mr.Speaker,IwouldnowliketoturntolncomeTax.
in whicft I havl very f eiv amenr]meilts to rnake. Firstly, uncier
existing law, puruity of 15 per cent on tax due and payable
is impoleci if tex is not paid on the due clate. This section
is , itrorg deterrent against late payment ' It works well
in all direct assessment cases but it is not explicit in law
whether this section applies to withholding taxes. In
particular, it is doubtful whether the relevant section can

t" lega1ly applied to cases of P.A.Y.E. deciuctions made late'
I, therefore, propose tc amend the 1aw to explicitly provide
that penalty s'frafi be payable on P.A.Y.E. deductions paid to
the Corrnissioner after due date '

Asanadditionaltaxreliefandinordertopromote
savings, I propose to exempt from tax interest earned on

individual su,r,-i.,g= accounti held with registered banks or
f inancial i-lstitutions licensed under the BankirgAct provided
the amount of such interest does not exceed srl.7,500/- in any

OIrO 5zs4l' .

Consiclereri toqether, I estimate
rvhich corne into ef t'ect f rom micinight,
the Exchecltter wi i-h an addi t ional KL52

(j-il) INCOTIE TAX

Mr. SPeaker, j
applications r,vhich nY IU

it woulcl seem that the
therefore, Propcse to i
institutions bY 50 Per
Exchequer witir addit ion

(vi ) AIR PASSENGER TAX

(vii) PRICES OF BOOKS

tl-.at the se lreasures.
tonight, "vil-l Provicle
million in revenue.

(iv) HOTEL ACCO},1\1ODATION TAX

under the llotel. Accommodation Tax Act, r propose to
make an anrendnent to 6iive the controller of Inland Revenue
poviers of distraint in order to curb the 1 arge number of cases
of arrears in this a:rea

(v) BANKING ACT

udging by the increasing number of iicence
inlstiy ieceives from prospective operators
financial sector is stilt lucrative' I,
ncrease licence fees on banks and financial
cent. This measure will provide the
aI KL250, 000 in revenue.

1,1r. Speal<er, following the completion of the two
international Lilports at Nairobi and Mombasa some four years
1Bo, air passenger tax was cloubled from sh.40/- tc slr.Sol-
in lg7g. In vi5w of the increased costs of maintaining these
airports, it j.s only logical that those wiro use them should
pay a l-iitIe more. I a;, therefore, raising, wifh-effect
i.orn midnight, tonight, ai-r passenger tax from Sh.80/- to
SIr. I OO /-. -This sfroutO pr:ovide an iOOitional KL24O, 000 to the
Exchequer.

Lastyear,rrequestedallpublishersofeducational
books to inclicate on the cover of their books the recommended
prices so that wananchi are not exploitecl by unscrupulous
booksellers. I regret to report that publishers ctid not heed

my request. In order to .""tity this iituation, f have decided
that. '"vith effect from 15th Ju15r, 1983, no publishers, importers
or booksellers shail expose for sale any s6,.ational bool< for
use in the universitl,, secondary or primary scirools rvithottt
5aving printecl the pii". on the cover after obtaining the

/1q
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apilroval- of sucl.l- pricrj ii om the Frice Controller'. This
condition applies to botrr locaily-pubiished and innl-rorted
bool<s. I have, therefore. ciirec'rec the Pr:-ce Controller
to embar:k on the exercise of compiling an up-to-date list
book prlces rvith a vietr,, to revieling them to reflect their
costs and acijusting them as n*6cessary.

of
t rue

In the case of nerv publications. the Government will
nake the final decisron on prices to be printed on the books
before they can be exposed for sale.

VII. CONCLUSION

Taken as a who1e, the new taxation measures f have announce
today will bring a net addition to revenue of K822.5 mi1Iion,
thus f ina11y closing the b'"rCgetary gap.

Closing this gap has been difficult this yea.r. Goverrment
programmes have had to be adjusteci tc reflect changing revenlle
prospects and emerging pricrities. The L'udgetary process has
theref oi'e been f lexible in the last f inancial- year. Indeed,
after the Financial Statement for L982183 rvas approved by this
House last year, it becanne necessary to readjust, with the
approt,al cf Cabinet, the estimates of expenclitures by Ministt'1es
some time in l,{arch this }'ear. This was necessary in order to
keep the level- of experrditure in the comi-ng year to rvhat we can
af lord as a country. Because of the continueci tightness on the
budgetary front, it became necessary ear15' *"his June after the
1983i84 estimates had been provisionally finalized, to readjust,
once agai;. rvith tire authority of Cabinet, Eite estimates for
spending by tr{inistries j.n ..uhe coming f lnancia.!- year. This
readjusiment affected such Votes as the Ministrj-es of Agriculture
Hea1th, Livestock, Transpor:t a nd Communicat ions , \torks and
Housing and the Office of the Vice-Presj.dent and Ministry of
Hor,te Affairs

This pr.Jcess of readjustment and f ine tuning caIled for
close and prolonged consultaticns between Treasury and all
operating lvlinistries whose expenditure ceilings had been
affected. Tltis process lasted upto June 15th, thus leaving
the Treasury with only four to five days to finalize, print
and submit the L983/84 Annual. Estimates to the House. This,
IUr. Speaker, eXplains the background to the request for the
leave of tite ilouse to present this year's Annual Estimates
two days after the period stipulated in the Standing Orders.
This otttcome, Mr. Speaker, reflects the difficult circums-
tances within whlch our financial affairs have had to be
managed clur:-ng the past year; and f am gratef ul to Hon. Members
for being understanding in this matter.

In conclusion. Mr. Speaker, f have to-<iay otrtlined
measures 'Fhich seek to consolidate the gains achieved under
our programrnes of financial Stabilization and structural
adjustment of the economy. For these measures to continue
bearing fruit, w€ shali requtre the co-operation of industry
and Government as a whole


