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Speecn delivered ro the Nacional
Hon. Mwai Kibakt, Minisrer
Kenya, w,iren presentrng the
r lsr July co 30rh June).

Mr. SpclLcr. \ir.

I beg tt: nt()\c thtl I{r. Speaker do nou le;rve the
( hair.

fi lTtttHal Ailsn'ivttsL Y i,LBir.ar, '

: EPUBLIC OF KENYI.

Assembly on l2th June, 1975, by che
for Finance anci Planning, Republic of
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Wtuie import pricer rosc lry 6l per cent, export prices
rose onl1 30 per cent. lhc economrsrs call this type of
phenomenon. rn which import prrces rise faster than
export prices. an adverse srvrng in the terms of trade.
In practical terms for the man in the street. it means
that rve have to exp()rt ir grealer share of our domestic
production to purchasc the same volume of imports.
lf domestic production is not risrng fast enough trr
provide for this higher real cost of imports. the volumc
of goods left over for consumption by the people will
fall. ln plarn terms, people will be wt'rrse off: their
slandard of living will go down.

'[hat the standard of living of many people in Kenl'a
has gone do*,n in the last year will be no secret to Hon.
Members of this House. Prices have gone up faster than
m()ne) incomes for many of us, and many of us are
worse ofl in consequence. It would be foolish to denl'
tlre ohvious.

What mav ntrt bs so obvious. is that when the
exlernal terrn\ of trade swing against us bv ltt per cent.
as thel' did in 197-1. and when our own production
increases bv less than -t per cent. as it did in t974. the
total real income of the country as a whole is reduced
and there is nothing thal anv one-n()t even a Gr-rvcrn.
ment---{an do to alter this fact.

All the Minister crf l;inance can do-as I shall try
to do in mr Budget this vear-is t() ensure that an)'
overall fall in real inc.rnte the countrv suffers is borne.
as far as possible. bv the people able to afford it: and
to endeavour to mitigate the imnact on those least able
to afford it. Let me be frank. however. that even in this
there are limits to what can be done. particularly when
at the same time. we are trying to improve the condi-
tions of living of people in the rural areas relative ttr
people in the towns.

ln the present circumstances. it i. essential to ()ur
economic strateg!' that wc do not have to import our
own staple food recltrtrements. In order to maintain
and, hopefull-v, to rncreasc production on our farms
we have had to allou, prices for farm produce
to rise in order [() co\/er increases in farm costs.
Retail prices of locallv produced food have risen
in consequence. Wage earners in the towns have
been hit by these rising food prices. lYages---+ven with
the recentlv announced increases-,have not always kept

-[Hu 
Ecc-r:'iorry

Mr. Speaic:. ltlo trot intend this 1.ear r() revie$
recent happenrngs in our economy in detail. since ther.
are set out fuU), rn the "Economic Survel'. l9-_<", madl
available to Hon. Members. Also. I do not rnrend this
year to commenr in detail on our economic policies.
since these are described in Sessional paper \t,. 4, only
recently laid before the House.

I must. hor.lever. emphasrze again to Hon. \{en-rbers
the calamitous impact that external events ha\.e had on
our econom)' in the last year. We have been beset b1,
world economic storms ol' a severity unparalleled in the
history of this countr) as an independenr nation. We
have, however. survived these storms and as I shall
indicate in nr.. soeech today we have survived with our
financilrl indcncndence still intact. But. Mr. Speaker.
we havc had t,r lower olrr development sight:. at least
temporarilr. lhc international economic siruation has
made thr ttnrclr aehievcntent of our ec()nomic and
social goalr rcrr rntrch more difficult.

- I appreciare rhar ir is all too easy to blame ones own
problenrs on (rtller pcople. Indeed. there mav be a
feeling- -even in thr- House-that the Government is
trying to dirert rhe responsibility for the country's un-
deniable economic problems from itself on ttr external
economic forces over which. we say. we have no
control. To an1' Hon. Members who feel that the
Government has been trying to pass the blame for our
economic problems on to others without justification.
I would ask them to read-many times if necessary-
Chapter 7 oi the "Econornis Survel"' of 19r5. the
Chapter thal crrrer\ I-l\ternal Trade.

From thar Chapter. Hon. Members will see that
average imporr prices in 1974 rose b-v 6l per cent-yes.
Mr. Speaker. 6l per cenr. Even without the iocrease in
oil prices which rve all know about. import prices rose
bv 42 per cenl Mr. Speaker. there can be few other
countrics u,horc total pac:kage of imports rose in price
as much as rhir in the past vear.

{- ilxl. : . ,, r::;nat iar -{h.r.
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pace with this nse rn the cost ()t living. But lt \r.e are
ever to stop the tnrlarronary spiral in this countr1.. the
rnescapable reductlon of real tncome has to be bome
bv someone.

If farmers' lnc()m6 are ntJtntarned at a rea.sonable
level. non-farm lncomes musl tall in real terms Non-
agricultural profits are already falling and will bear
part of the burden. The better off wage-earners rn the
towns must also bear part. Until productron rises faster.
or until the swing rn rhe terms of trade comes lo a halt.
there is, I am afraid. no alternative.

A reduction rn real Income rs an inescapable burden
that has to be borne b1, some group or groups within
our society. My problem toda1, is to try to allocate
lhat burden as farrlr and as lustly as possible,

I have taken the unusual step. right at the ourset of
m1' speech. of emnhasizrng r() Hon. Members the
fundamental probiem rhar faces me in putting together
the Budget for 1975 76 It rs vrtal that Hon. Ntembers
should understand this problem. I must, therefore. urge.
Mr. Speaker. that Hon. Members study the Economic
Survey for 197-i with even greater care than usual: and
that they remember the facts I have just outlined when
considering what is iacluded, and what is not rncluded,
in the Estimates of Expenditure f.or 1975 t76

If, Mr. Speaker. I have already cast a feeling of
gloom over the House, it is because I feel-and feel
strongl_v-that it ts m)' duty to place the facts as I see
them before Hon. \{embers. however unpleasant these
facts may be.

All is not gloom. however: there are some signs that
the worst may be behrnd us. Although inflation con-
tinues unabated rn the industrral countries as a whole,
and the prices we pav for rmported capital equrpment
continue to rise. some rndustrial countries are succeeding
in bringing down the rate of increase of their prices.

Oil prices havg n61 come down. but neither have
lhey continued to rise as they did throughout 197.1. It
is my hope. and I am sure. the hope of many countries.
that recent talk on the possibilitv of increasing oil
prices later in the vear u'rll not nraterialize. Sugar prices
and.wheat prices on the world markets have fallen back
from the peaks thel' reached last year. Stecl and
fertilizer prices are not rising so steeply. The donnturn
in the world econom!,. which threatened serious world
depression towards the end of last vear. may possibly
have passed its worrt and there aie now indications
that an economic revival mav be expected.

In our own economl'. it has been necessarl, to place
some check on economic growth in order to reduce
our purchases of imports. But. provided that the
weather is favourable and agricultural production can
be raised faster than previously planned: and provided
our economy can be restructured, so as to conslune
less imports, I am confident that we can bring our
balance of payments under control; and that a faster
rate of economic growth can be resumed.

In short. although we have to face up to very difficult
problcrns in the Budget today, the outlook for the

future rs Dor entirel)' drsmal. ll we tacc thcre problenrr
with courage now and restructurc ()ur economy a\
proposed in Sessional Paper No +. ()ur primart'
development goals arc still wrthrn our reach. even
though some of them may be achrevec.l a lrttle later than
we had hoped

We are no[. however, out o[ the u'ootl t,et: anc
betore consideriag the levels of expenditure and revenu<
proposals for next I'ear, I would like to commenr ()r.
our balance of pavments position and prospects

THU B,,rLm*ce or Prt.NtExrs

The unprecedented nse ut lrnp()l I pn!c\ jauseu
severe pressure on our balance of parments n 1974
Total rmport costs rose by 6_5 per cenr. alrhou_qh thc
volume of imports rose by onl-"- .l per cenr We werc
able to pa1' those higher imporr cosrs. parrl\' \r.tth thc
rise in our export prices-although therc ',ras a dis-
appointing lack of lncrease in export volumes n 1974,
and partly with an increase in the foreign exchangc
income we earn for services undertakeD wtthln the Easr
Afrrcan Common Market. But even after those in.
creased receipts. we were left with a deficrt of some
Kl37 millron. a srtuatton we have never had to facc
before.

I consider rt rmportant. Mr. Speaker, that Hon
Members should know how we financed that deficit of
Kf37 million. We drew down the foreign :Lssets of the
commercial banks and the Government by some Kf4.3
million. We drew credits from the International
Monetary Fuod. includrng our own gold traache and
the "Special Oil Facility" to the extent of Kfl9.l
million: and we were able to profit by a swtng in the
curreDcy exchange rates by some Kf4.3 million. This
meant that of the total deficit of Kf37 million. only a
sum of Kf8.6 million was financed by' a reducrion in the
balance sheet value of assets held by the Central Bank

At the end of May. 197_5. our forergn exchange
reserves were equivalent to more than t\A o months
imports. This is lower than we should like ro see but
still a reasonable reserve.

In 1975, we anticipate a further substanrral balance
of payments deficit. But provided export pnces do not
fall further. I am confident that we can finaDe the main
part of this deficit by the use of facilities available to
us as members of the lnternational Moaetary Fund
We expect to draw down our Central Bank Reserves
by only KflO million in the current year, although our
deficit may be in the region of Kf35-Kf4O million.

Clearly, we cannot continue to manage our econom).
on the basis of persistent balance of pal,ments deficits
of this order. We have to get it right. We have to bring
our external accounts back into balance. The credits we
have received from the International Monerary Fund
are merely short-term credits to allow us time to do
this. In any case they must be repaid sooner or latcr.
Whatever we may think of the causes of our presenr
balance of payments problems, we are left with no
alternative but to correct the situation ourselves if we
are to preserve our economic independencc.
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-l here rs !(,,n,J to he a cost involvecl in cloing this. a
r'ost that mLr\[ l.( rellected in our srandard of living.
Ihere is n() noint In an), of us trying to hide this. -fh;
;east hurtfttl \\r) this c()st can be borne-indeed over-
::ome-is l(\T cvEr\()nc l() work that mUCh hafder: to
aroduce thrrl n[r-h m()re: to produce at a lower real
.'ost and t(r undcrtake services more emctentlr.. tf r+,e
:an acceleralr th( rxte ttf increase of real wealrh in th.is
countr). standar.r. of lrving can still rise_ancl we can
-'orrect ottr l..rlrn-c,,t pavments deficit rrt fhe same
:ime.

FrNaNcrxc or, THr_ l97l 75 Enpemplrunr,

Fortunately. recurrcnt rcvenue has been buovant and
as a result. I hope t() achieve a surplus over recurrent
expenditure of somc K{3(r ntillion. even hieher rhan
the record srrrplu. r'l Krlr million last r,ear.

^A1 
haas been the practtcc in rccenr years. the wholeof the Recurrenr Accotrnt surpius on 30th June will

he transferred to the I)cvelopmenr Account and I would
lrsk the House tt accept this statement as notice of mV
intention to do st

. 
-l he recurrenr surplus is important to us. This year.rt nas hnanced over .i0- per cent of our development

spending. Of the other 60 per cent, ore, truit has beenfinanced by loans ancl grants from overseai. fh" ."-mainder has been financed by clomestic borrowing inKenya, of which Kf l(r nriilion has heen ..ir.J nu I6ng
term borrowing.

Short-term borrorving front the banking system.
together u'ith the drawings ()n ()ur .urf, t"i]n".r,--f,u.
been higher thrs vear rhin jast. aftnougfr-i still hopeto keep the toral ro around Kfl0 miltio-n.

ln order to contain inllatronarl prcsure in thiscountry. it is important that I <to not increase themonev supplv hv borrowing heavill, from the banks.

It will be most unfortunate ii. atter I Yetr (rf abnor-
mallv low economi.- growth in I97.1. uc ihoulcl have ro
face another vear of relativelv low grou.th jn 197_s. This
can only maLc r.'-tr difficult task harder. Agriculture
nas benetited fronr significant increases in pii.., 

"oJ'nanufacrurin-e shoirlcl hc more compedtive in the Iightof the stecn imnirrt price increases and the recentlv
introdtrced exp(ln \ubsid1,. The recent waqe jncreases
should not l.s eii,r*ecl to become merely an increase
rn the ctrrl t,l nrrrdLrcl ion hut mttst he r.ie!r,ed as a
rnajor incenti\r trrr tll workers to increase productir,it'
:1'redouhltng thrrr ellorts. Markets exists for oui
nroducts: orrr producers must raise production to meet
those markct necri.

I propose, therefore. to consider tmmediatelv
Itudget outturn for l97l'75 ancl the prospet,rs
tq75 t76.

we mtrst rc\trrl..lUrC Our econom\. to use less im.
:,orts. to produec our own food and to increase ourcxports. We ourlined our economic strateg), in
Sessional Paper No. 4 and I do not propose to go over
lhe same ground roday. Today, I am concerned with'he implementarron t.rf that strategy in practrcal terms.

RrcuRRrvr Exprsnlrune 1975 176

. I .propose nou. to turn immediately to consider the
llvel of spending proposed for the ;";;; FinanciatYea.r. Hon. Members wiI, I hd;, h*;""d time tostudv the Esrimates of Expendiiure 

"{o,i 
ifis trc.

'I hey will have seen that I have proposed a totalrecurrent expenditure of some Kf23d million. l3 peruent higher than this year. Of the inciease of K{27million, ar least Ktl2,million *iu ;.';a;;d to meett.he cost of the recentiv announced pay award to civilservants. If we take into .account the trigtlei prices tobe paid for vehicles and fuel ,, *"ii-*-3ih-er supptier.it is apparent that n() real expansioo oi-Cou.rn_"ntrecurrent services can be looked for next year.

This restraint on recurrent spending is necessary ina year of .lou, economrc growr'h. if t"he-b;;.t deficitrs Do[ to increasc drrrrng a period of Uafanc! of pa1.-ments deficit. But in order to hold dowri recurrentspending to the level proposed. it has been necessarvto restrict new recruitment in the Cirii Se.rl"e';;ffi;purchase of new vehicles. The need ,".*i."ii expendi_ture 
. 
within the levels of the print"a- 

"riiates willrequire economies in spending io L"--"0, by everypublic servant. we can no lorg.. ioi.oi!. o. 
"u",afford, the civil servant, wno .pInor';;;;'funds re-gardless of the budget he has b;;;.;;;;i *i,r,.

. Ij ir essential to the economic strategy we outlinedin Sessional paper No. + tr,"t ,."uri;;;'d#;g is held
X^-ll. _*i,h the growrh of the ..";;;;.'-i;e whote(iovernment machine__-+ivil servants ant lflni.tu.._must be organized into a ..Harambee- -.ffo}, 

,na.,the watchful eye of the public e""ount" Eimmittee,to ensrrre that this ohiective is achieved ttris vear fne

the
for

R t,cun,nrs r Flr pr xnr r unc 1 97.{ ,75

In the currcnt Financial year. we expect to spenda total of K {l0l million on .e"rrreni services, an
rncrease oi nearl.. KI-lo miilion or 24 per cent over the
Drevious vear. Thir is a verv substantiai rise in spending,
Dut bearing in mrnd rhe increase of Kfl.l million or14'per cent in the cost of education, occasioned by the
abolition of primarv school fees in standards one tofour. and the incrcase in the cost of supplies generalll..
rhcie has heen onlr a small increase_perhaps 2 or 3per cenr-in rhe real level of services oiher than
education. This is less than- we proposed in the Develop_
ment Plan. InJlarion has hit Government as much as
anyone else.

Deveropupvr Exrexprrunr 1974 I 75

. The House has approved Development Estimates inthe currenr year totalling K€97 million. However, I donot.expect thar expendirure will exceed Klgg million.
3 _ris9 of some 30 per. cent over last year. Althoulh
inflation has undoubtedly affected the cost of develo-p_
ment projects. there has still, I feel, been some real
increase in. development spending, although probabll,
less-than I had hoped when the Developme'nt plan wa.s
published.

I
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lmportance of thl\ !ann()t l)e ()vcr\uessed 'l'he 'l reasurl

*iit-"*"rnin. wals ol ensurlng that Mrnistries cannot

;#,,il;^';;;klessi' r.akrng commrtmenrs for whtch no

financial provtsion rs proirdetl rn the hope that addi-

i'""1i'-ir'I"a. wrll ht' pr()vrdc(l in Supplementarr

Fstimates.

Educatron expcndlture --u trtch ls drscussed partlctl-

f^."w irrl"rtioo"i P"p"t No' J-wrll rise by 16 per cent'

^';;,;';ii"'hiet'.i 
,i,un that for total spendrng How-

1"... ,t."r,r.o'iu. t"tinistrv of Education does 
,not- 

ask

f t,r supplementarr pro'riion this 1'ear-and rt r\

i-p"i",',J" ,rrat rt d<ies not-we shall have conuined

rhe education btrJget to ahout 28 per cent Lrf total

;;;";,-tp"ndrn3-r*hrch ts c.nsistent rvith the long'

term ohiectrves \cl ()Llt ln Sesston'tl Paper No r

I)r.rrylopMrxr Ert'rxntrtrne 19'7 5 I 7 6

Development t'rpcndtturc rll 1975 7(r' a\ Hon'

t"t"rnU"rt will have seen from the prrnted Estrmates'

,.'.-,].ilo io totnl KI'136 millron This total ts over

!b;;; ugn., tr'"n the level of spending expected

rn the current \ear and is much higher than the total

;i ';;y-;;.]i.i'ti".t ln spite ot. ou.r problems' I am

determined thal we must maintain the rmpetus of our

;;;;;;;, drive and the Estimates are proof if this

i, n""d"d. of rhrs determination'

There is. however. one special item included rn the

E,rtia"t"tl"tich tends to "'""t" 
a somewhat exaggerated

ir"ir."'"f ,tt. spending proposed in the" coming year'

This item can be tn'iO' in'the vote of the Ministrr

of Finance and Planning and covers a loan of KI-1!-7

miliio; ;o the Cereals and Sugar Finance Corporatton'

This very large loan appears for.two. reasons' Firstly'

t"*u." of th.-financlal squeeTe in the.countr)' over

ii" fr.t year. the normal sources of funds .available 
to

,ii. i:oipbt",ton have tended tt.r contract' The Corpora-

;i;-;.';"i)'tulfillecl its obligatrons this year to finance

;;';;;;";t of wheat and maize and farm credit bv

borrowing shon-term tuntls from the Exchequer' If

the CorFtofatlon ts no\\ to fulfil a wtder role' panicu-

i;;ly ;'a channel of funds to the agricultural credit

institutions. it mtrst be given a sig;nificant sum of

;;;;;;;; capital with *hi"h tn work' so as not to

ir."t..ttil,"O Lv rhe 
'fl"t"t'nn* 

in the availability of

short-term funds

Secondll . recognitron of the serious pro.blems caused

in the Kenya economy by the rise tn oil prices'- has

i"O to ofie.s of balance of paymens assistance from

iri"-",i"t"i institutious' In order that this assistance

i."r..J it a way that does not lcad to additional pur-

;il"; oi i*pott. thus providing no balance of pav-

ir"ns U"n"ni. I decided that they would be used to

;;;rtd";; Lpitut needed bv the.Ccreals and Sugar

Finance Corporatron to expand agricultural production

;t;;;;h ".oi 
fin"n"'ng and agricultural credit'

To some cxtent. at least' this large loan to the

Corporation represents a transaction between di-fferent

Government "."oun,i. 
since it will replacc- funds alreadl'

;;;;;;;tfule bv the Government' The.loan will' even

."llff.* the Corporation to exp,m9 its. activities to

".ri" 
i" ,"iring the level of agricultural production.

However. a iairer comparl\()n ot l()tdl 'icvcl()pmen-
spending next year compared wlth thrs mrght he ot'

;;;; ,r. teir" rhis lban ottt ol' lrceorrn lt we tl'

this. and adiust for similar transaetlon\ ia\t \ulr' ne$

Ja".fopr"n,' spendrng is shou'n t() rr\L t rt'rnr Kf ti('

rniif,o,i,t,. )'ear to XgttC milhon ne\t \c']i 't rise o'

;8';;;.;;,. ih,, '. strll a significanr rnirea'r htrt rn thJ

light of price rtses and the necesstt\ lrr r'\otlou€ otl'
piogrr.-. of nattonal development' one that is full'

iustified.
-l-he sector. r,lhrch wlll receive hlgher iier clopnrenr

allocattttns ne\t ! ear arc. nt'rtahll ' water' wrth iri'

lncrease of o\er Kf9 millron: u(rmmer'e anJ tndustrl

wrth an tncrease of Kf5 millron: agrtettlt 're u'tth ar

increare of Ki-1.5 mrltion ancl [:inanec an'l Plannttti'

with an tncrease t-rf Kf,5 mrlllon' largulr .'n accoun'

of finance needed for the new ferttlrzcr plarrt lhe*-
are all producttr e sectors lvhich reqtrrrc 'rdditiona
funds in acc<rrdancc with ()tlr rc\ l\c'l ec()n()ml!

strateg)"

On the other hand. the allocatron t') r()ad\' whicl:

received priorltv rn earlier years' shous n() lncreasc

thrs year. not even to cover the increase ln 
'onstructloli

pri.".. 
- W. have. however. allocated more f or roat:

-"intuln^rr." in the Recurrent Estimates' The admin

ir-tt"t,ut ministries have also been held back' since wc

cannot afford to ttse our scant resources on non'

essential of6ce building at this time'

Considered as a u'hole' the development spendrng

prop.r.ed follows the guidelrnes and strategv laid dt'rwr

in Sessional PaPer No' -1'

REveune PnosPr,crs |97 5 I 76

Overall. Mr. Speaker, compared with - 
rhis year' I

require an addiiional Kf27 million for recutrent'

.p"'iJi"g l"a * additional K€'18 milhon for develop-

-."i tnit means I require' in total' an aclditiona'

feiS -ittion. This is a verY large requrrenre-nt tndequ

and one whrch is golng to be dillluult i'r fintl' Horr

am I going to raise it?

The outlook for the growth of income' n 1975 176

i. noi gooa. This musi in turn affect the growth of
l"".nu.] Profits are tcnding to fall' ancl lower rcal

ncomes mean lower spendiog on luxurter' resulting in

,ower indirect tax receiPts'

Most of the normal growth in the revenue.in 1975 tTti

will come from the effect of existing ad talorem taxes

on t igtt". priced goods and from the impact of cxisting

progrlssiue rncome tax rates on higher money incomes'

5r*"ff though. when these and other fadors are taken

irrto ,".ouot. I do not expect ordinarl'^ revenue to

;ilil by much more than about Kfll million at

existing tax rates'

However. I anticipate higher revenues on two other

accounts. Fintly. I Lxpect appropriatrons-in'aid to rise

by over Kf3 million. Total gross recurrent revenue

*iff 1ttr. be about Kfl 5 million higher rn all'

Secondly, because of a realization throughout the

*Jo itt"i Kenya has been particulari)' hard hit by

i*L"1 *.Aa economic eventi, the volumc of aid to

1
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llilr .lr \r. l.)7i

he providcd b1 the internatitrnal ;rgenules anJ friendlr
countries will show a significant incrcase in the coming
)'ea r.

I have negotiated a l)rogranrnrc loan of 30 milLion
dollars w'ith the World Bank. and other agencies have
oflered us assistancc to nreet our balance oi payments
gap. The Kenva shillrng counterprrt of that assistancc
will come rnlo the Exchequer. In total the level of
errernal revenue available for development should rise
from Kf30 million this vear to Kf69 million next vear.
an increase of Kf.39 million.

l\,tr. Speaker. I :rppreciatc that man\ Hon. I\'lembers
ma) be concerned at this sharp escalation in the amount
of money we shall draw from overseas. But I must ask
Hon. Memhers t() consider the alternalir c. caref ullv
before they start to protest.

Without those funtls. wc slrall lre unable to cover
the balance of pal,ments deficit. The onl] alternative
lo a severe drain t n our renraining foreign exchange
reserves would be, firstll'. to cut hack imports to the
pornt where our economy was slar\cd of rau materials
and caprtal equipment. The el)cet rrl this r+ould be trr
create a severe recession with serious rmplications on
emplovment ancl incomes. I am determined to avoitl
that.

Secondlv. I should either have to cut back Govern-
ment spending to the extent that the development effort
was significantlv reduced or I should have to raise taxes
to levels that rxould reduce the standard of living of
wananchi to unacceptable levels. Most probably, I
should have to do both. The eflect of such measures
would also be to create a recession. Accordingly, t do
not believe that this alternative u'ould be '*ise either.

Mr. Speaker. at this point I mu\t restatc my firm
belief that '*'e must lower our relative dependence on
external funds to finance develtlpment. But I also
believe thar. in the particularll' dillicult circumstances
in which we find ourselves. we must take advantage of
the offers of assistance from abrrrad to give us time to
achieve the restructuring of our economy within the

' economic strate-q)' rlescriberl in Sessional Paper No. J.
Without this assistance. our development would move
backwards not forwards. and much that we have
achieved in the 1,ears since independence would be
placed in ieopardl'.

When it is appreciated that Kfl4 million of estimated
external finance in 1975i 76 will be in the form of Srants
with no liabilit.v for repayment, it will be realized that
it would be foolish to turn such monev awar'.

Perhaps. Mr. Speaker. I should recapitulate the
figures. I have to finance an increased expenditure of
Kl75 million. Recurrent revenue is expected to rise by
Kfl5 mitlion. External aid should rise b1, KJ39 million.
Domestic long-term borrowing I expect to be much
the same as this year. Kf 17 million. Th.is means that I
am forecastiog total revenue to increase by K.€55
million. I am therefore faced with a gap of Kf,20
million.

Bu ocr- r Pr<opos,rr-s l,on I 975 , 7r,

With our prcsent balance of parntents deliert. I shoulu
reduce the present level of borrowrng tront rhe hanking
system. 1o budget to increasc it br the am()unt of nt!
forecast gap in these circumstane es rl oultj bc rrrespon
sible. I have. therefrlre. no altcrnatlvr lrut t() l,lcrca\.
taxation t() co\er the revenuc shortfall

Beforc l ann()unce hou,l proposc ro finance thr'
shortfall. I would ask you. Mr. Speaker. ro regard ths
remainder of mv Speech as being Notice of a Motion t<'
be moved before the Committee of Wavs and Means.

I have rn budget speeches over rhe last tJrree vear,
explained itt sonte length the lon-! i.cnrr rrr'3ielt I havc
followed to reform the taxation s\,\rcm Some of those
reforms. such as the sales tax and the revised income
tax have-tn part ar least-alrsrdr ber.n introduced
My proposals today should also bc seen rn terms of thir
same long rerrn strategy. Some of mv proposals will be
designed lo correct anomalies or simplifv the collectior:
of taxes but I regard such simplificari()n r\ being a
worthwhile objective in itself and parr ot rhe overal,
strateg\ . I ndeed such simplification mir \ result ir
improved collections and slight gains in revcnue. Bu:
faced r+'ith the substantial deficit I have described. t
shall need more than a mere windf,all in rax coltections

l-nr, INcorre -l rr
I will start bl considering the income tax. I proptxc

to introduce two new withholding taxes. The first of
these will be a withholding tax of 20 per cent on pay.
ments made to non-resident entertaiDers. At the present
time foreign entertainers-performers of all kind.s
including professional sportsmen----come to Kenya, are
paid for their services aud leave before their income
can be brought to tax. I am therefore proposing that
they should be taxed before they receive their money
and the revenue will. I expect, gain hv abour K€30.000

Sccondlr. I prtlpose to introducc :r rr rthholdins tax ol
l5 per cent on insurance commissi()ns paid br insurance
companies to resident individuals. The presenr position i\
that manl of these commissions are not declared for
tax purposes by the recipients. The proposed with
holding tax will have the double advantage of ensuring.
firstly. that tax is charged and. secondl). that the
recipients are identified and their income brought under
assessment. Since resident withholding taxes may be set
off against tax charged under assessment, it is difficult
to estimate with an-y accuracy how much revenue will
be earned from this measure but I am expecting at
least KI70.000.

These nvo new withholding taxes will be imposed
from mid-night tonight.

As was foreshadowed in the l)evelopmcnt Plan, and
again in Sessional Paper No. 4. I have heen reconsider-
ing the usefulness of the investment allowance provided
under the Second Schedule to the Income Tax Act. At
the current corporation tax rete. the allowance represenls
a 9 per ceot subsidv for new investments in buildings
and machinery. In our present balance of payments
situation, a continuing general subsidy to what is mainlv
imponed capital in addition to all the other investment

,,ri.;../ -,. ...r\: ..:.i.r -t.
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ncentrvc\. r\ dinicull to iustify. Furthermore' a general

subsidv to captt.rl '*'hen we are anxious to create more

robs-not have tobs taken aual by maclunes-ts alstr

Jiflrcult to tu\trf\.

.Accordrnglr . I nropose that with effect f rom I st

)anuarr'. 197-i. the allowance will only be applrcable to

'lew lnvestment tn rtlral areas. that is outside the

municrpalrties ot \arrobi and Mombasa Thus' the

:nvesunent allos'ance will cease to be a general subsid\

lor capital. 6nd srll become a special subsidv for the

.lisperial of ne* tnvestment away from the two main
'niustrral centres tn ltne with our declared policy of

cncouraging wider disribution of industries l believe

lhat the allrowance can still perform a useful economic

function in this wav and will. for the time being' he

:etained fttr thts purno\e

A transtttonal prrrvtstoD is included rn the Finance

Bill ttr enable the allowance to be claimed for invest'

ments ln Nairobr and Mombasa where contractual

--ommrtments have heen made before l3th June' 1975

There will also be a minor amendment to the invest-
.nent allowance for shrpping to allow the purchase of
second-hand shtps s-lthout the refittment requirements
:hat exist in rhe la$ at the present time'

I nou' move to a more substantial area As fore-

shadowed in Se:rion.tl Paper No.4. and Indeed tn

previous budget speeches. I have been considerlng the

question of cipital gains taxation. Al rhe prcsent trme' a

.o-p"ny'. trading profits are brought to tax but any

nr.rfit. i""lireO on ine sale of assets remain untaxed'
'l'his is. I believe, \r'rong. With effect from lst January'
1975, gains and loeses realized on the sale of all assets

(except motor cars) will be included with chargeable

locome under the Income Tax Act and taxed at the

corporation rate.

I am estimating an additional revenue of Kl2 million
from this measure and Kf2. l million from all the pro'
Dosed tncome tax changes taken together

('irPlr,rt- G,rlNs Trr
Turning no\r' lo rndrvidual gains, every Hon' Member

of this House must be aware that there are people in

this countrl' who have becor conspicuoush'rich' even

though we have a verv high 'p rate income tax' Some

neople have become nch by 'vading as well as avoid'
ing tax Others have made substantial capital profits on

p.-op"tty or shares which are not. at the moment, sub-

iect to tax. I would have liked to have brought those

profits within the definition of chargeable income for
in"o-. tax on indivrduals' as I now propose for com-
panies. But I am not yet sufficiently confi-dent that it
iras been possible to raise the capacity of .Income Tax

Department to enable it to undertake this additional
t ask.

I therefore propose to tackle the problem with what

might he regarded as an interim solution' A new Par-

ti"ncot"w Bitl is published today to providc for a new

tax to Ue-ctrarged on the sale of property or-shares by

individuals. The new tax will take effect from mid-

night tonight

IHE NATIONAL ASSI-MI]L\

'lhere are four matn parts to the new Brll Frrstl-v. a

tax of I 5 per cent ()t the value of real propertl' and
shares will be charged ()n all tran\fer instruments suh-

mrtted to the Collector of Stamp Duties for sumplng
when property and shares are sold. The tax must be
paid before the rnrtruments are stamped.

Secondlr. S liix ol I-i per cent urll be che'lletl on the

vaiue tlf all real pi ()pcll\ attd shares .r' tleccit:etl
per\on\ bel0re asse..ntcnl l()r F\late Dul)

Thirdly'. although a tax of l5 per cent on the reallza-
tion value represent a farrly low rate of tax rn the light
of the rrse in property and share values in recent vears.

individuals (or trustees of estates) may, clalm a rcfund
of the tax they have paid on the transfer of property or
shares. up to the e\tent the]' can demonstrate to the
('ontroller of Inlan.l Revenue that the ta\ thev have
paid under the initral charge of 15 per cent s'as greater
than an amount eqttal to 3-i per cent of the actual
capital gain realized. In srmple terms. no one will be

asked. tn the end. t(r pav more than 35 per cent of the

difference between u'hat he pard for a property and

what he receivecl shen he sold rt.

Fourthll'. spccral arrangements will be made for
imposing the ta\ ()n lransactlons carried out on the

Nairobr Stock Exchangc. Sublect to condiuons that will
be set do'*'n in regulation\ t() be published once the

Bill is enacted. I propose that certain agreed portfolios
of shares quoted on the Nairobi Stock Exchange will
be regarded as a single esset for the purposes of the tax'

Accordingll'. tax will only be charged Io the extent
that shares are sold and the proceeds not relnvested
rn other shares The rate of tax to be charged wtren

sales proceeds are not reinvested will be 35 per cent

of the actual capital gain realized over the adlust cost

of the shares.

'Ihe details of how the capital gains tax wrll work in

relation to "qualified investment accounts" is some-

what complicated and I will postpone an explanation of
this until the House comes t() consider The Capital
Gains Tax Bill at a later date.

In order to en\ure that thls measure does not cause

any undue hardshrp I propose to exempt from the new

Capital Gains Tax. all real property transactions of
under Sh. 10.000. one owner-occupied house for each

family and the first sale of land after it has been

registered.

It will therefore be seen tbat the Capital Garns Tax
is not one that will hit thc average percon io this county'
It will only affect people wto have more than one house.

own shares or deal in land. I do not expect to earn a

great deal of reverrue from the measure-I am pro-

visionally estimating an amount of only Kfl million'

However, this is a case where I believe that principle
of equity in our society is more important than the
reveb-ue to be eaioed from a partiorlar measure. Our
taxation system will be a fairer one onc€ the House
agrees to eDact this meastlre.
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Cusrous l'.rnlrr
I have explained on preuous occa.sions to the House

m1 views on the need to reform the customs tarifl.
Reference '*as made to this questlon again rn Sessional
Paper No. -{ A start wus madc to tackJe a general reform
of the Cusroms tarill rn the last two budgets, ln concert
wrth my colieagues in Uganda and Tanzanla. I propose
now to more further with the reform programme this
vear.

A dutl of 10 per cent will be imposed on a wide
range of irems in the ariff that are duty free now. Most
of these items come rnto the category of ra'*' materials
and capital equrpmcnt. since consunrcr ltems are alreadl,
suhrect to dut)'

There u'rll. possrblv. he a great deal of debate and
argument about the principle of taxing these items, and
the effect that it mav have on industrial costs. I do not
wish to repeat the arguments I have advanced before on
this subiect I will confine mvself ro emphasizing one
or two poinLs.

The industrres we need most rn henya toda1, are those
that are based on our own resources. Dot based on
imported rau materials. If we are to resrructure our
economy to use less imports-as we have to-we must
also accept the fact that there are some industries we
iust cannot afford to have. A relatively lou' rariff of ten
per cent on the nil items proposed in the budget today
should not have serious cost effects for the industries
concerned and I do not propose to entertain any whole-
sale representations for consumer price increases on
account of this.

If the new rate of duty forces rhe manufactures to
reconsider the sources of their raw materials and the
amount of capital and labour thel' use in their product-
ro| proce\\es. it will have served a useful purpose. If it
encourages Kenya industries to replace these imports
bv local production. this will he an additional benefit.

The hst of nil items to be subject to the new 10 per
cent duty is too long to be read out this afternoon and I
must ask Hon Members to look for this detail in the
Finance Bill. None of the items rs impomant in every
dav life of the consumer and the drrect cost of living
effect of the measure will be nil. On the other hand. be-
cause of the wide range of items included in the list, I
am looking for a benefit to the revenue of Kf5* million
per year.

There is a further range of machinery' items now
imported free of duty which. I believe, should also be
taxed. I have. however. not imposed such a tax today
but I am giving notice of my intention to do so some
time in the future by adding these items to the Secood
Schedule of the Customs Tariff This Schedule allows
me to provide for a suspended dutv-for these items
at ^ ra;to of l0 per cent-which can be imposed at a
later date by notice published in the Gazette and placed
beforc the Housc.

In order to simplify the administration of the tariff,
number of specific-fixed rate--{uties, which are no
longer operative as a result of the rise in import prices,
have been deleted. The ad valorem duties already pro-

vided as an alternative, will stand aronc thrs repre
sents an administrative simplification and should there
fore save collection costs but ver\ lrttle arldttionar
revenue is involved.

Hon. Members. will by' now under.land the exten'.
to which our present economic problems are due to our
econom)' usrng too many imports. ln some cases there
is not much \r'e caD do to reduce that dependence, bui
in other cases we could rely much me.re on our own
industry. A case in pornt is the clottung industry which.
is labour rntenslve and based on locallr produced cloth
I see no reason why we should conttnue to import sc
much clothing from overseas and accordtngly I propose
to raise the ad valorem duty on clothrng from 45 per
cent to 50 per cent. The specific rutes oi duty on clothing
will be dropped from the tariff. I estrmate that the
Exchequer ma]' earn up to Kf200.000 f rom thrs proposal

Hon. Members will perhaps be awar= that we do not
produce wine. nor very many sprnts In Ken1a. Yet thesc
items contrnue to add sipitrcantly to our foreign ex'
change costs. Imported wines and sptrrts must comc
into the category of luxury ircms and I propose to ra.ise

the rate of duty on wines from 66! per cent to 75 per
cent and on spirits from Sh. 48 to Sh. 50 per proot
litre. An.v person who can a.fford to bave a glass oi
wine with his meals can no doubt a.fford these modest
increases in tax. These increased tares will I estimate
earn the revenue an additional K€100.000.

Similarly', those that can afford to purchase the larger
motor cars. expensive in foreign excha.nge, alrd expensive
users of high cost oil, must be prepared to pay for the
privilege or use a smaller car. Most people in this country
cannot afford any moans of transport at all. I therefore
propose that lmport duties on the larger cars should be

raised as follows-
for cars exceeding I500 c.c. englne sapacttv but noi

exceeding 1750 c.c. the duty will rrre from 55 to 60
per cent:

for cars exceeding 1750 c.c. but n..: exceedrng 22(X'

c.c.. the dutl' will rise from (r0 to --i pcr cenl:

for cars exceeding 2000 c.c. but nt-'exceedrng 2250

c.c. the dutt' will rrse from 7-i per cent l() l()0 pe:
cen [:

for the rerv largest cltrs. erccedtn-g ll50 c.c . dutr
will rise from t00 per cent to 150 per cent;

for the smaller cars-those under 15ffi c.c.-thc
duty urll remain unchanged.

I am looking for an additional K17m.000 from these
higher duties.

Finally. on customs, wc have to face up to the fact
that imported oil represents nearly one quarter of our
total import costs and even after allowrng for the fore-
ign exchenge we earn from exports of petroleum pro-
ducts. two-thirds of our 1974 balance of pavments
deficit was due to oil. We just cannot afford thjs. We
have got to cut down on our fuel consumpuon. In
order to achieve that cut, I have, I am afraid, to
announce further increases in the oil duties.

The import duty on motor spirit will rise to Sh. 500
per anbic metre. which will mean that the price of petrol
will go up by 24 c€nts per litre.

1
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'I hc dutr ()n i.cr()\cnc uill risc t() Sh. 100 per cubic
merre. leadinll to 3 pnce rise of 7 cents per litle. That
r)n light cliesel oil sril go up to Sh..l00 per cuhic metre.
,cireling lo .' ,',t .. .'l ll cents per litre. ftinallr. the
r.ittty on petr()lcunr g:rs will rise from lE cent. to 20
jents per kilogram. lhese are verv s[eep increases in
1ax ratc\. hut as natron we are faced wrth an oil hill we
.Jannot atiorii. l.r.: r eur u'c nlrnaustl tt-r hall lhc risc
;n oil consumptrt,n I his year. I aim to bring rt down.

-[ here is one iurthcr measure relating to petroleum
:axation. Up titl no\r'. owners of light aircraft have been
able to purchase their aircraft fuel free of tax. simpll,
hecause urider intemational agreements \ e have to allow
1ax free fuel to international airlines. This fuel for lighl
:rircraft is in'rporteri and costs us precious forergn ex-
changc and this lururv form of travel \hould not remain
rntaxed. The exemr;ti()n will be withdrawn and tax
will bc charged trn aviation spirit at the same rate as
:notor spiri t.

Although the pnman' object of increasing the taxation
:)n pctroleum fuels is to reduce consumption. I esumate
:hat the revenue ,'riii hencfit hv some Kf5i million from
:hese proposrrls.

All the measurc\ I have announced relating to the
austoms-larili uili !()me into effect at mid-night tonight.
"l aken together, I esrimate that thev rvill bring me a

lotal of Kll2 million in the new financial vear

I ntotrtoN,rL Lteuon Trut
I shall now turn (o the Traditional Liquor 'l ax. This

lax has always prsented us with collection problems,
ever since it was first introduced four vears ago. The
re:sons for introduction of the tax were guite clear. I
felt it only fair that all types of liquor should bear some
lax. even our o\\,n rraditional beers. when thel' were pro-
rluced outside the household on a facton, scale of
nroduction.

I still hold rhis vtew. but a fixed rate of tax of 20
cents per litre is perhaps not the best way to charge a
tax on productr uhich vary quite substantiallf in price
aod which are produced and sold under van'ing
sonditions.

I-prrrpose. rherefrrre. rtl abolish the Traditional Liquor
'I-ax and ttr rerrlace rt with a sales tax of l-5 per cent.
Since sales tax ir not chargeable on manufacturing
establishments u'ith a tumover of less than Sh. 100.000.
small brewing esrahlishments will be automaticall),
exemptcd from rhe tax. Accordingly. it will fall on the
larger. factory t]rpe. establishments only'.

The amotmt of tax on the cheapest beers such as
that produced by local aurhority breweries should be
very much ttre same as now. but the more expensive
and sophisticated traditional beers mav suffer a little
more--and rt is onlv fair that they should do so.

I mav raise a lirtlc more reverue by this ctrange but I
rlon't anticipate that vcr1, much will be involved.

Excrsc Tirnrpr
Since the intrrxJuction of ttrc Sales Tax in 1973. there

has been dual form of taxation on certain localll, pro-
duced products t(r the extent that s(xne are subiect to

f
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excise and sales rar er rlre same trme. I hope graduallr
t() overc()me this unomalr ancl I propose to make a start
th-rs bv abolislung the e.rcisc on hiscuits. soft drinks and
matches.

I shall be givrng up Kll.2 million of revenue fronr
this concession whieh. a\ \'()r.r will appreciatc. I can ill
aliord. I thereforr nr()p()\e to double the nrle of sales
tax chargeable on sott rlrinkr antl matcher al the samc
time which will give me most of the revenue back again.

This is n()t entirelv a book-keeping ()perati()n-giving
with one hand and taking with the other-since the
aholition of thc excise will improve the competitive
position of local manufacturers and at the same ttme
allow all the tax to hc collecled h1'one depart'nent
instead of two. thus sal'ing collectton cosls. As regard\
soft drinks and matclle\ the new measures should not
result in an)' retail price changes You will also notice.
I have not incrqrrctl thc sales tr\ ()n hiscuits. \o that
we should be ablc 11r lrxrl l()r \()n1c srnall price cuts here.

Sarr.s l-,rr
Lastlv. I turn ,' thr Srrlt'r 'l ax. When this legislation

u'as enacted t\\ , \c:lr\ aro I prrrvided that registered
manufacturers c()uld ;'rrtrchasc their ra*' materials free
of tax under rrn ctemplion certificate granted bv the
('ommissioner. It is apparent that the use of these certi-
ficates has. in manf instance. been abused and mantl-
facturers havc. in a number of cases. purchased rau
materials tax free and then sold them retail or wholesale
n ithorrt f rrrlhcr processin-r as required bl thc luu .

I cannot allorr this to continue: vet I do nol want
to add to the costs of genuine manufacturers bv placing
the sales tax ()n their raw materials. I propcxe therefore
t() chanSe the las. so that thc manufacturer u'ill pay thc
tax on his rau materials when they are purchased or
imported. but he will be allowed to reclaim. as a refund.
the tax in respe;t of such raw materials when he pavs
the tax on his ou'n munufuctured producls.

J'he manufacturer will have to demonstrate that the
tax claimed in respect of raw materials bears a correct
relationship to thc Iax hcing paid on final manufacfttred
products. The genurne manufacturer will be no r*'orse off
hut the cheap s'iil he caught out

I am still some $,av short of my revenue obiective of
Kt20 million and I must therefore turn my attention to
rates of sales tax. I have no wish to change the general
rate of l0 per cent at this timc. but I betieve that when
I am short of revenue. I must seek that shortfall br
increasing taxes on luxuries.

I have alreadf increased taxes on cars and petrol.
and am proposing to tax capital gains. I now propose
to raise to 20 per cent thc rate of sales tax on the follow-
ing items whictr I consrdcr must come into the luxury or
labour saving category-toilet waters and perfumes.
films, leather goods. jewellerv. lifting equipment. domes-
tic refrigerators and washing machines, hi-fi equipment.
catneras, clocks. gramophone records and boats. I have
alrady ennounced a similar rate of sales tax for soft
drinks and matches. Taken together I estimate that the
reveoue will gain some Kf 2.15 million from these
increases in sales tax.
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Finallr. I am alraid I must turn my attentron to beer.
The ctrnsunrn[rrrfi t)f beer has continued to grow at a
.itattlins raic.rnd elthough ] have no intentron of saving
lhal y'atatt,lti rre no[ entitled to a bottle of beer-I
enjoy ()nc nl\\cil-becr must still be regarded as one
of the oon-es\cntlals and therefore subtect lo tax at
rates higher thrn other products. With effect from mid-
night tonieht. tnc price of malt beer will go up by 40
ceDts per bottlc. ot which the revenue will get 20 cents
and the Breu.cncs 20 cents to cover increases in costs-
particularh' sugar-which I have asked them t() carr)
ln recent months. The revenue will gain bv an esttmated
Kf3 million Irrrm this measure.

All change. rn salcs tax will take eflecr ronight. Taken
together. thc increases I have announced are expected
Io bring the I'rchaquer an additional Kt5| million.

Mr. Speal,cr. taken together. the tax measures I have
announced rhir efternoon represent a ver.\ substantial
increase in ta.ration. ln all they amount to an increase
of about Kf I q million. Contrary to what some people
mav think. rhi. rr still u large sum in Kenva.

Yet apart irtrm the increase in the bear tax none of
the increares rrill directly affect the average wanonchi
trying to malDtarD his family on the average income of
this countrl'. Richer people will have ro pa!, more for
their wine. whisky and hi-fi equipment. They will have
to pay more for their large cars and the petrol they
put in them. Thev will also have to pa! rax when they
transfer propem' and shares. Companies will have to
pay tax when they dispose of assels at a profit. They
may, also have to pay more for raw materials and some
of their capital equipment.

But rhe average farmer in the rural areas and the
average wage earner in the towns is concerned with
none of therc things. He is concerned to have a roof
over hi\ hc:rtl end sufficient food for himself and his

family. I have raxed none rrf these things today. To
emphasize this point. and my- genuine concern for the
dilliculties the poorer members of our societ)' have had
to face in the last ),ear. I prop()se a\ m] final tax
measure to abolish the presenl salcs ta\ on bread and
on margarine and kimbo. As a result the prioe of a
loaf of bread uill go down b1 l0 cenrs. a tin of mar-
garine bv 5-i cents. and a tin of kimbo b1' 55 cents. With
this change, no basic foodstufls coosumed bv wananchi
will now sufler 3ny tax at all. These tar cuts will cost
Kf2 million.

It will be apparent to those Hon. Members who have
been able to follow mv arithmetic. that I am proposing
io increase uxation hr Kf l7 nrillion. compared with
a revenue shonfall of Kl20 million. I propose to fin-
ance the difference of Kf3 million by additional short
term borrowing. Net short term borro*ing from the
banking system in 1975,/7(r can. I hope. be contaiued
within a ceilin-r: of KIl.l nrillion. a li!ure consisrent with
our Pian slratcgv antl Scsrional Papcr \t'. {. This level
should not cause anl'undue pres\ure on our balance of
payments.

Mr. Speaker. my budget this year has taken quite a
lot more from rhe taxpayers taken as a group. But as I
explained at the outset of my speech, this was unavoid-
able in the light of the economic problems our country
has t() lace ar lhe present time. It has. horvever. also
been possible Io sive a litlle back ro eve^one through
lower prices for fals and bread. I would have liked to
have done more t() reduce lhe cost of living. particularly
for the p()orer members oi our socielr'. least able to
cope with tlre problems of inflation.

I hope. Mr. Speaker. that I have been able to con-
vince Hon. Members that I havc disribured the addition-
al tax burden fairl-'". It is my sincere belicf that this is so.

Mr. Speaker. I heg ro nrove.
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