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REPUBLIC OF KENYA

Speech delivered to the National Assembly on lTth June, 1976, by the
Hon. Mwai Kibaki, Minister for Finance and Planning, Republic of
Kenya, when presenting the Budget for the Fiscal Year 1976177
(lst July to 30th June).

Mr. Speaker, Sir,

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

Tur, EcoNouy

Mr. Speaker, I rise to propose the Budget lor 197t't177
as we come to the end of what, from a financial point
of view, has been the most difficult year since
independence. The origins of these financial ditficulties
are to be found in the economic blizzards that hit thrs
country from overseas nearly two years ago. Ttut thcir
continued persistence in the past year has been tlue also
to a recession in our own economy.

The economic situation forms the backgrc,uiril agarnst
which the annual Budget is formulated. But it has bcen
my practice in Budget specches ,.rf r'-,:ent 1'ears not to
discuss this in detail. I have relied on Hon. Members
to undertake their own homework b-"" strrdying the
Ecr>nomic Survey for the year. This doc'rntent reviews
the state of henlth of our economy in much more
detail than I am able to do within the scope of a srngle
speech. However, although I trust that Hon. Members
have already studied and absorbed the Economr6 $urvey
for 1976, I would like to emphasize some pa.rticulally
important economis influences that have affec:teil us-
and are still affecting us-before going on to consider
the financial outturn for the current year.

I explained to the House last year, how, wl'ren iriiport
prices rise faster than export prices, and c)ur (\wn
production is not increasing, the country as a uhole
is worse ofl. The violent adverse swing in the e.<ternal
terms of trade-which is what this phen,,rneno't is
called-left many Kenyan families significantly worse
off in 1974, especially families in the towns wlrcl had
been alTected, as well, by higher food pi'ices that
followecl the necessary raising of farm prices l'.rr n,aize,
wheat, sugar, rice and beef.

I pointed out last year that what the Government
could do to alleviate the hardship felt by so many
families was to encourage everyone, whether on the
farms, in the factories, or in Government offices, to
redouble their efforts to raise production and wealth
and so overcome the loss of real income caused by the
higher prices being charged for overseas supplies.

ln 1975, there was a further adverse swrng in the
external terms of trade, although nothing like as scvere
as in 1974. In addition, the dry weather conditions in
all areas of the country in 1974, and in many areas
in 1975, reduced the volume of farm production avail-
able at a time when we particularly needed an increase.

At the same time, the reduction in family purchasing
power caused a drop in the demand for the products
of our factories. For the first time in our econcmic
history even the production of beer fell, and the output
of othcr industries, producing commodities ivhich are
perhaps less essential than beer, w:rs also down quite
sharply.

Tourism showed little growth during 1975 anrl the
building industry was influenced by the general down-
turn in the economy. Government activity was als.>

curtailed in accordance with the Budget I presernted last
year. Given the importance of the Government sector
in the economy, this also restricted growth.

Overall, the economy grew by less than I oer cent
in 1975, less than the growth of our population. The
numbers of jobs provided by the cash economy rvas

lower. To use the popular economic jargon, Kenya
experienced a recession. Taken together with the further
swing in the terms of trade, this meant that the standard
of living of the average family in Kenya was reduced
again in 1975, even though they had suffered a more
severe reduction in 1974.

It is this situation that has been uppermost in my
mind as I have formulated the Budget for 1976117'

But I am convinced that the prospects ahead of us
are better. The slackening of price inflation overseas
and a boom in the prices of some of our exports-parti-
cularly coffee-suggests that the swing in the external
terms of trade against us may be coming to an end,
at least temporarily. Indeed, 1976 may turn out to be
one of those years, unfortunately all too rare, when the
terms of trade move in our favour. If crude oil prices
could be held at their current levels beyond the end
of this year, it is possible that this favourable trend
could continue for rather longer.

The outlook for domestic production is better. Pro-
viding the rains are adequate-and we were Iet down
badly bv the weather in some areas last year and the
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early part of this year-there are prospects for record
outputs of coffee, tea, maize and wheat. Higher levels f
of production compared with 1975 can be achieved forf,
many other crops. The resultant increase in farmers'fi
incomes should in turn increase the demand for the
products of our factories. Tourism has improved
sharply in the first half of the year a,nd there are pros-
pepti for a,n upturn in the build,ing industry as major
construction projects get under way.

Devaluation of the Kenya shilling last October, in
line with a similar measure by Uganda and Tanzania,

has raised the Kenya shilting income of our producers,

particularly the farmers. We have reduced our reliance

on imports and have the industrial capacity to take

advantage of any upswing in the overseas demand for
our manufactured exports. Our hotel industry has the

accommodation available to absorb higher numbers of
tourists and our prices now compare favourably with
most other tourist centres.

Our policies towards the balance of payments have

generalty been successful. The deficit in 1975 was less

ihan half that forecast; and our reliance on imports
was reduced sharpty. We shall still probably be in
deficit in 1976 as a whole-although we had a surplus

in the first five months of the year' But the deficit is

under control and our foreign reserves in the Central
Bank are higher than they were at the beginning of
1975. The reserves are today equivalent to over two
months imports.

We cannot yet afford to ignore the balance of pay-

ments but there is, at the moment, no need to be as

preoccupied with it as we were only twelve months

igo. If we pursue the policy course we have set ourselves

in Sessional Paper No. 4 of 1975, I am confident we

can achieve a balance in our external accounts by 1978

without requiring the assistance of the International
Monetary Fund as we have done in the past two years.

Prices are still rising in Kenya and this is a

matter of continuing concern. Nevertheless, the rate of
increase in consumer prices is now considerably lower
than it was twelve months ago. Part of this improve-
ment is due to the slackening of inflation overseas; but
an important part is due to the success of our wages
policy. This policy calls for significant sacrifices by the
workers of this country and I would like to pay tribute
to the restraint that has been maintained by the trade
unions during a very difficult period for our economy'

It has been impossible to prevent a cut in real wages
over the last two years but if the trade unions had
attempted to fight this by ever increasing demands for
higher money wages, inflation would have been very
much worse than it has been, and the standard of living
of everyone, including the workers themselves, would
have been lower than it is now. The revival of our
economy will, I hope, allow an early review of the wage
guidelines with a view to improvements in real wages.

Mr. Speaker, we have faced and survived two very
difficult years-years which have seen severe setbacks
to our national development and these setbacks have

been experienced by many, it not most, families in this

country through a reduction in their standard of living.
Yet I believe we are now poised for renewed advance
in our development-firstly, to recover the real i,ncome
lost over the last two years and then to raise real in-
come to higher levels. By hard work and renewed effort,
I am convinced we can grasp this opportunity and my
Budget today is designed to help us achieve this goal.

We must place our emphasis on higher productive
investment and higher output, particularly on the farms,
so as to avoid importing our own food requirements
and to increase exports. Our goal must be faster growth
of the economy, with balance in the external accounts.
To achieve this goal we must ensure that investment is

directed to the development of our national resources
and to the creation of job opportunities that do not
depend on significant inputs of imported raw materials
and capital.

Pnrce Cor.trnol
There are two points concerning investment on which

I should like to comment.

Firstly, I am well aware that unavoidable delays in
the administration of price controls under the Price
Control (General) Order have had adverse effects on
the economy. In particular, they have in many cases

resulted in substantial losses in profits and this has

made local manufacturers feel that Government was
deliberately preventing them from earning a minimum
retunn on their i,nvestrnent. This has in ttrrn tended
to discourage expansion of production resulting in a

reduction in the rate of growth of employment and
Government revenue. Over-protective price control
policies carn cause a severe curtailrnent in investment
and result in more hurt to the very people they are
supposed to serve. The price situation, I realize, has not
yet improved to the extent where we can relax fully
our vigilance in the matter of price controls. But I feel
the time has now come when we must ease the adminis-
trative process involved.

I, therefore, propose that when a firm, producing a
commodity subject to the General Price Control Order,
can demonstrate that its direct costs, other than wages
costs, have risen to justify a price increase under the
present Order, it shall apply for that price increase as

it does now. If, however, it has not received a reaction
from the Price Controller within thirty days, it may
go ahead and implement the increase on the assumption
that approval has been given. The Price Controller
will, however, continue to monitor all proposals for price
i,ncreases and will reserve the riglr,t to requ,ire price
reduotio,ns even after the thirty-day period has expired.

Fonuc;N lxveslut,NT Pnotet:r'tox
Secondly, I should like to say something about the

recent amendments to the Foreign Investment Protection
Act. A certain amount of fear and dismay has been built
up amongst foreign investors following the publication
of these amendments. I would like to rcassure them
that such fears are quite unwarranted.

Kenya has not changed its fundamental policy towards
foreign investment. Neither has it changed the way in
which the Foreign Investment Protection Act has been

ta
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administered since 1964. All that we have done is to
,...,on" the ambiguities that have up till now existed

in the original wording of the law' We have now

guaranteed-the foreign iur."ncy for the.repa-yment of

ioans denominated in foreign currencies' We have

tleclined to guarantee-as we have always declined to

guarantee-the foreign currency equivalent of the

Iriginal equity investment expressed in Kenya shillings'

In ihese days'of wide currency variations' quite outside

the ability of this country to control, it would be un

realistic for us to say that we could carry the normal

commercial foreign currency risk of any overseas equitl'

investment and nt Government can. or does. carry such

risk.

We have also never accepted that our guarantee ex'

tended to provide the foreign exchange to cover the

repatriation of capital profits but this does 
- 
not tnean

ttrat, in certain circumstances, this would not be allowe<i

under normal Exchange Control procedures' We are

prepared-as we have been in the past-to guarantec

ihe' eventual repatriation of the foreign exchange

equivalent of the original investment expressed in Kenya

shillings at the rate of exchange ruling at the time'

Foreign investment continues to be welconte here'

All thai we have done is to define more precisely tlie
foreign exchange that will be guaranteed to an investor

in the event that he comes to sell his investmcttt' But

we have defined the slalus qrro. Nothing has irc':tr taken

away from the foreign investor that he. ha'l befr'rre'

although possibly he thought he was entitleJ to m()re

under the Act than was in practic€ the case'

In any event, the fundamental climate for l'oreign

investment in this country has not changed' A ioreign

investor is still welcome in Kenya' We accept that he

comes to make a prolit and we allow him to rernit that

profit at the going rate of exchange' What we cannot

do is to lnsure him against all the commercial risks that

are an essential part of any equity investment anyrvherr:

in the world. We are nevertheless convinced that within

ito amer,t"O legislation the investment conditiolls in
K.enya continue to be attractive and the prospects lor a

reasonable return on capital have not diminished'

CoN ltlot- ol' Expr,Norrunr.

Hon. Members had an opportunity a few weeks ago'

when they debated the report of the Public Accounts

Committe;, to consider the problem of control over

Government expenditure. They will be aware that I
have been so concerned about the recent deterioration

in financial control in the Ministries that I have asked

the-Controller and Auditor-General to refer instances of

financial malpractice to the Public Accounts Committee

of this HoLrse whenever he has reason to believe that

ttt" ."lutations are being broken' He will now do this

ur-unJ*n.n he feels it necessary without waiting until

he makes his annual report to the House'

Because the Treasury has in the past succeeded in

financi,ng ever higher levels of expenditure each year'

it.r" u.i ,om" *ho seem to havc adopted the attitude

ihat they can spend as much public money as they like'

*iitrout'."g^.d to Parliamentary approval, and the

Treasury *ill ult"uy. find the cash somehow These

neoole must bc disabused of this idea' They must be

I;ii;t;it that thev have not onlv disobeved the rules

g"*i;tt g tt " control of expenditure .laid down by this

i{orr" Uut ttrey are undeimining the economic and

ir"i.i"itt..ngt'h of this country' They should be dealt

with accordinglY.

But it is not only in the Contral GovernmEnt that

.*t."""gunt" has betome prevalent' -Local 
governments

;;l-ti;;a..y boards incur expenditure without first

O"t...ining whether they have the- resources to meet

the bills when they are presented' On occasions' addi-

iion"fnn"n.ial burdens have been placed on the general

,uUfi" *i,tt.ut regard to the ability of the.public to

!u.tv-,ttot. burdeis. At other times' financial manage-

ment has been governed by the thought that if one's

,,ii^lit u""ore ioo chaotii' in the last analysis' the

6t""i"..-t will always mount a rescue operation'

Mr. Speaker, Government is no longer in a position

to rush to the rescue of every organization that gets

itself into financial difliculties. There must also be somc

limit placed on the burden the general public are expec-

ted tl bear. Central Government, local governnrent'

ti"tut".y bodies and even private firms. must all cut

their coat according to the cloth available' All extrav-

agance must stop. Both wasteful expenditure and excess-

"ip.noitut" 
*uit b" regarded as economic crimes and

treated accordinglY.

Locrl GoveRNMtNI FtNrrNct

I am aware that many local governments are facing

scvere difliculties in financing their services' This is

suflicient reason for them to impose every economy'

However, in the next few weeks, I expect to recelve a

report of a,n inquiry undertaken by the ,Internatio'nal
Monetary Fund into the fi'nancing o! locll government

activities. t hope that that report will offer some long

ternt solutions to this very difficult problem' It is a

problem which has been with us for a long time now

and which has grown worse every year' Decisions in

this area are now urgent. Certainly I can promise the

local authorities that I shall study that report with the

closest attention.

RecunnrNr ExPeNotrunn. 1975 I 76

I would like now to return to the problems of thc

Central Government Budget. In the light of the recent

debate in the House on the Report of the Public

Accounts Committee, I trust that this year Ministries

will not incur excess expendittlres as they did last year'

and that I can assume that the total recurrent

exponOiture I have to finance will be no higher

than the revised Estimates approved by the House-
that is Kf248 million. This total is about 19 per

cent higher tha,n the final exponditure imcurred

in 1974475. At first sight this may seem a very steep

increase; but if account is taken of the wage increases

paid to civil servants in 1975' which cost Ktl5 million'
ih" high". prices that had to be paid by Government

for puichases of goods and services, which perhaps cost

uioit.. Kfl3 million, and the higher cost of debt servic-

ing, t"V K!9 mitlion, the real increase in the level of

Civernment services was very low-perhaps only 2 per

cent.

l7rr.t JuNt, 197(r

3



I

As I said last year, inflation has hit Covernment as
hard as everyone else. The Treasury has had to finance
increasingly higher levels of expenditure without having
'the satisfaction of seeirng the standard of services pro-
vided by Government improve at the same rate.

DeveLopueur ExpENDrruna 197 5 I 76
The House also approved development expenditures

totalling K€140 million in the current financial year.
But in order to keep total expencliture within the limit
originally set in the Budget last year, I had to hold
back the start-up of a few projects until this coming
year. I expect actual development spending to total
approximately Kf 130 million. This total will be a record
development effort, representing an increase of some
42 per cent over the previous year.

The current year's Development Estimates, however,
provide for very large loani to the Cereals and Sulrai
Finance Corporation to finance, firstly, the movemenr
of crops, and, secondly, credit to small scale farmers.
These loans totalled Kfl6.7 million. At the same tinre.
loans to other public corltorations totalled Kf I 3.7
million. Out of total development expenditure this year
of K€130 million, some K€52 million has been spent
in the form of loans to other institutions and for ttie
purchase of Government equity in commercial
enterprises.

Thus, direct expenditure on development l)rrrjerrts
totalled about Kf79 rnillion compare.d with Kf6l million
Iast year, an increase of 30 pei cent. Allowing for an
average 20 per cent cost inflation over the year, this
still represents a 10 per cent real increase in tiirect
develo.pment spending, while the additional impact of
the injection of loan money into the rural areas shouh,l
have considerable developmental effect.

. Perhaps, Mr. Slteaker, the totals are less signifir,:lnt
th-a1 !9w the money is spcnt. ln Sessional paper No. _1

of 1975, we said that it wor.rld be our policy to increase
expenditures on agriculture and faster yielding projects,
and.to reduce expend,itures on infrastructure, such as
roads and Governmen,t offices.

The House will wish to knory what we have achieved
i" jt l: direction. Expenditure on agricultural projeots,
including lendi,ng to agricultural finlncing institutlons,
has risen from KtlT million to Kf3l million. Ex-
ponditure on commercial and ind,ustrial projects has
risen from KflO million to Kf 15 rnillion. 'Expernditure

-on 
lvater projects has risen from Kf4* million toKfl0 million

On the other hand, capital exponditure on new roads
has been held down at aboui Kflg million, while
expenditure on general administrative projects_{argely
offices-has been held at about K{6.5 miilion. ln sliteof rising building costs.

I think we can see, Mr. Speaker, that the swing ilr
development spending in the directions we have plannett
is. being effectively achieved. This policy must be
reinforced in 1976 I 77 .

FrNeNcrNc Exprruorrunr l97S 176
As I indicated to Hon. Members at the outset of my

speech, the financing of expenditure has been more
difficult in 1975 176 than in any previous year.

.fHE NATIONAL ASSE,MBLY

The recession in the economy and the drop in import
volumes, went further than we had forccast and as a
result the estimates of ordinary revenue may not be
achieved. There has, however, [:een a recovery in re-
v'cnue in reccnt weeks antl I no',v cxpcct thc shoriflrll
to be only about Kf2| million. Considered together
with the supplementary estimates of recurrent expendi-
ture totalling Kfl5rr million approved by the House,
this means that the recurrent surplus available for
transfer to thc Developrnent Exchequer on 30th June
will be no more than about Kf I I million. I had
originally budgeted for a surplus of Kfl8 million and
this diiference of K€27 million clearly un<Jerlines the
difficulties of which I have been speaking.

However, as usual I intend to transfer the surplrrs
in the Recurrent Exchcquer on 30th June to the Dev-
elopment Exchcquer and I would ask the House to
accept this statement as notice of my intention to do so.

But it is not only recurrent revenue that wilt show
a shortfall. Aid receipts this year are likely to be
Kll 8 million lower than we had estimated in the
Budget last year. fhe reasons for this are fourfold.
Firstly, there were a few aided projects amongst those
whose implementation was held back until next year
owing to the linanciat situation: here it must be appre-
ciated that even though a project may be due to receive
aid from overseas, the initial expenditure must be met
by the Government which then claims reimbursentent
from the source of aid. A substantial element of local
contribution must also be found. Secondly, thcre hnve
been switches of donor policy which has led to expendi-
tures being incurred on what were thought to be aided
projects not being reimbursed. Thirdly, lve budgeted
for nearly KI9 million of revenue to arise from the
sale of fertilizers imported under aid arrangements.
Most of that fertilizer is now being sold to the farmers
but the Kenya shilling receipts arising from such sales
has not yet been paid back by distributors to the
Exchequer. This revenue must be looked for next year.
Finally, thcre are some Kf7 million of aicl claims out-
standing with various donors which will be reimbursed
to us in the new financial year.

Mr. Speaker, the shortfall of Kfl8 million in aic!
revenues this 1,ear, emphasizes the difficulties we have
in financing the Budget with the use of donor finance.
There always seems to be innumerable reasons ivhy
revenue on which the budget is dependent is not recervurl
when expected. And if it is not received when expectet!.
the Treasurl, has to find a way to finance cxpendirtrre
until it is.

Overall, Iooking at 1975 176 as a whole there is rrtrrr
a gap of Kf3l million, compared with thc lludgr:t I
presented last year. Hon. Members will wish to Ln.rw
how we have financed this gap. Firstly, I have borrou,ecl
locally, by lvay of domestic long-term stocks, sonte
KI36 million more than originally envisaged. [)ome,stic
stock issues this year, at nearly K€53 million, r.r,ili br:
higher than ever before but only about l(f2i n.rilliorr
will be taken up by the non-bank sector. 'l he cther
Kf28 million will still be held by the Central Bank on
30th June. I shall say a little more aborrt this in a
moment.
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Secondly, I have drawn Kenya shillings equivalent
to Kf6.7 million against the allocation of Special Draw-
ing Rights issued to us by the International Monetaiy
Fund, and this has been credited to the [)evelopnlcrlt
Exchequer.

Thirdly, I have borrowcd, short-term, an additional
Kf,24 million by way of -lreasury Bills, while thc
Cereals and Sugar Finance Corporation has ina<le
deposits with the Exchequer of Kl70 million, rather
more than originally envisaged.

All this borrowing, shoulcl have enabled the Ex-
chequer to build 'up i{s cash balances substantially but,
unfortunately, over and above the increased deficit in-
curred this year, I have had to fund the uncovercrl
excess expenditures i,ncurred in previous years as well.

The dependence of the Exchequer last year, and this
)'ear, on borrowing from the banking system has lreen
far too high. It represents a form ol' financing which
is dangerous to the economy through the inflationary
pressure it places on prices and the balance of pa1,-
ments. It also leads to restrictions on the volume of
credit that can be made available to the private sectoi
and holds back productive development. But given thc
expenditures incurred by Ministries over and above
those planned in the Br:clget. and the shortfall in re-
venue, both domestic and external, I have had no alter-
native but to follow this course. If the situation cannot
be corrected by other means, I will have, in the Budget
today, the alternative of increasing taxation.

RrcunneNr ExpeNrplrunr 1976 177

These thoughts have influenced the determination of
the ceilings of expenditure f <tr 1976117 to which I shall
now turn.

Hon. Members will by now have seen from the
Estimates of Expenditure they received earlier this week
that I propose that the House should authorize recurrent
expenditure up to a total of Kf27l mitlion.

This represents a growth in expenditure of merely
8.9 per cent in cash terms; and if allowance is made
for higher prices to be paid by Governmcnt depart-
ments for goods and services. it represents very little
real expansion in the level of Government services-
perhape 2 or 3 per cent. Some Ministries can expect to
achieve no real growth in services at all and this fact
will, I hope, serve to underline our firm intention to
exercise every economy possible in the coming year in
general administrative government spending.

Last year I made a plea to civil servants and Minis-
ters for a Haramb<,c effort to restrain expenditure with-
in the amounts proviclecl by the printed Estimates. As
Hon. Members are aware that plea fell on deaf ears, and
the House was faced, two months ago, with supple-
mentary expenditure reqLlests of more than Kfl5
miilion. Even now I cannot guarantee to the House
that some Ministries will not incur excess expenditures
above the revised estimates.

The failure of Ministries to control their expenditures
within the Estimates approved by the House will, if left
unchecked. undermine the financial strength of this

country. I cannot continue to finance excess expenditures
by printing money and I register a further plea to all
ranks of the civil service to teke positive steps to control
their expenditure within the limits to be approved by
the House over the next few weeks. Until I am confl-
dent that we have regained co(ntrol over expenditure,
the present restrictions on recruitment to the civil ser-
vice and on the purchase of new vehicles will be
retained.

Whatever it means to a Ministry's level of services,
it must manage its expenditure so that it does not exceed
its budgeted provision. I am not suggesting that this is
easy. T'his year it will be particularly <lilficult. Account-
ing ofTicers will, however. be judged on their perform-
ances in this and they will then have to account to Hon.
Members of this House through the Public Accounts
Committee.

I do not propose to discuss the Recurrent Estimates
in de,tail, as the House will have the opportu,nity to do
that when it goes into Committee of Supply. However,
Hon. Members may like to note that in conformity
with the policy outlined in Sessional Paper No. 4 of
1975, education expenditures at Kf72.3 million have
been held within 27 per cent of the total estimates.
This is still too high a proportion and the escalation of
the share of education costs in the total Budget must
be put under better contlol.

DevnLopveNr ExprNDrruxu 1976 I 77

Given the shortfall in revenue available to the Ex-
chequer at existing tax rates, and our recent heavy
relianr:e on financing through the banking system, I
should have reduced the level of development spend-
ing in 1976 I 77 in order to keep the books in balance.
I am, however, reluctant to do this, particularly if it
delays the restructuring of our economy, as described in
Sessional Paper No. 4 <-tf 1975, or delays the recovery
of the econonry from its recent recession.

After very careful thought I have therefore fixed
the level of development spending, as Hon. Members
will have seen from their copies of the Estimates, at
Kll28 million. This is about the same as the total I
expect will be spent in 1975 176; but if adjustment is
made for the abnormally high level of loans to other
sectors this year, direct development spending will rise
quite sharply.

I mentioned a few minutes ago that direct develop-
ment spending this year is expected to be about Kf,79
milfion. ln 1976177, I expect the total to be about
Kf98 million. If this is achieved, clirect development
spending should rise by about 24 per cent. Even in real
terms, discounting for price increases, this will be a
significant expansion.

At the same time, we should not forget, Mr. Speaker,
that in the current year, work on two major develop-
ment projects, financed mainly outside the Budget, will
accelerate sharply. These projects are the Mombasa-
Nairobi Oil Products Pipeline and the Gitaru Hydro-
Electric Scheme. In addition, there will be a rising
stream of expenditures in the rural areas financed by
the Rural Development Fund, again or-rtside the Budget.
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If expernditures on these projeots are added to the total
of direct development spending, it can be seon that there
will be a major expansion of development effort in real
terms during the cttrrent Year.

Because the loans granted to the Cereals and Sugar

Finance Corporation in 1975 ll(t will not be repeated
in the coming year, total expenditures in the agricultural
sector will appear to fall. But this is misleading' as

direct Government expenditures on rural development
are planned to increase.

The development vote of the Ministry of Agriculture
will be increased from Kfl8.l million to Kf21 .7 million
while that for the Ministry of Lands and Settlement
will rise from Kf4.8 million to Kf6.8 million. The
expenditure <lf these two Ministries, taken together, will
increase by 24 per cent.

Expenditure on new water schemes will rise by 57 per
cent, due partly to highcr expenditures on small rural
water schemes bnt particularly also due to accelerating
expenditure on the Sabaki Scheme at the Coast.
Expenditure on co-operative development will rise by
three times.

Education development expenditures will rise [ry over
two times, while health development expenditures will
rise by 39 per cent.

Clearly, in order to accommodate these increases
in development spending on agriculture, settlement'
water, co-operatives, education and health, we have had
to hold back expenditures in other areas. [n accordance
with Sessional Paper No. 4, we have held expendirures
on roads and buildings steady in current price terms--
which in real terms mean tltcy are reduced. In addition,
road expenditures will give greater emphasis to tlrc
gravelling and rural access road programmes.

We have this year cut expenditures on airports and
I am looking for further reductions in this sector ncxt
year. By reductions in the provision for loans to otlter
corporatio,ns and for purchases of equity, the develop-
ment expenditures of my own Ministry and the Minis-
try of Commerce and lndustry have been reduced.

Thus, Mr. Speaker, although the developrnetit
expenditure estimates at first sight may seem to provide
for no expansion, a closer study shows that this is not
so and that we have, as promised, swung the emphasis
of the development programme further towards rural
development in general and productive rural develop-
ment in particular.

At this point of my speech, I would like to remtlrd
Hon, Members what I said at the beginning. The reduc-
tion in real incomes suffered by most people in this
country in the last two years has been in the forefror:t
of my mind as I have formulated my proposals.
Although our economy would bearefit from ,the addi-
tional stimulus of higher Government spending, I am
reluctant to add any significant amount to the burden
of taxation of the average family at this time. Yet the
need to control inflation and the deficit on the balance
of payments means I must minimize the proportion of
Government expenditure financed by printing money.

When the two factors are considered together, I have

but little room to ma'noeuvre. My only c'ourse is to
maintain the strictest control over the increase in total
Government spending. This I have done. If the re-

current and development estimates for 1976177 are

added together, total expenditure can be seen to rise

by only Kf,l8 million or 5 per cent compared with
that for the current year.

This is the smallest increase in Government spending
that we have seen for many years. In a period of con-

tinuing inflation, it represents little or no real growth'
But as I have tried to explain, our object will be to
get a better return frttm the money we spend. There
is still considerable scope for this and I believe that the
economy can derive stimulus from the expenditures that
I have proposed.
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Mr. Speaker, I would like now to consider the re-

venue I can expect to receive to finance development.

I estimate aid revenues-external loans and grants-
at Kf,54 million, a little more than this year. I know
that Hon. Members are often concerned about the
amount of aid we receive from overseas and it is

right that they should be concerned. But the aid we
hive accepted from the multilateral financing agencies

and friendly nations overseas has not mortgaged our
future to any dangerous extent. An increasing amount
of aid---over Kf20 million in the coming yeat- is now
provi<Ied by way of grants that do not have to be

iepaid, and the terms of much bilateral lending has

also softened. It is now the rates of interest charged

by the multilateral institutions, such as the World Bank,
that is of greatest concern to us.

Hon. Members may have noticed from Chapter 6 of
the Economic Survey that external debt servicing charges

of the Government in 1975 were equivalent to only
2.8 per cent of our export income. Even if our share

of East African Community debts and non-Government
debts guaranteed by Government are considered as well,
the ratio is less than 5 per cent. Few developing coun-
tries can claim a debt service ratio as low as this and

we have no cause for concern regarding our ability to
repay the loans we have incurred up to now.

Domestic long-term borrowing achieved a new peak

this year. I am, however, concerned that, in recent
years, the only significant subscriber to Covernment
stocks has been the National Social Security Fund and

that other financial institutions, such as the insurance
companies, have invested their surplus funds in pro-
perty or left them on deposit with the banks. A greater
part of those surplus funds must be drawn into the
development effort. In the past year. interest paid on
Government stocks has been increased significantly and

it is now closely in line with interest paid by other
fi nancial institutions.

But in order to increase the attractiveness of Gov-
ernment stocks, we must first create a more active
market for them. At the present time, institutions such

as insurance companies-and even the general public-

6
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are reluctant to purchase and hold Government securities

in case they have unexpected calls for cash they cannot

meet. I have therefore asked the Governor of the

Central Bank to use the resources of the Central Bank

to operate a system which will make Government stocks

more attractive to such institutions and members of the

public. Details of these new arrangements will be

announced shortlY.

In addition to this, t am firmly of the view that we

must encourage the general public to invest in Govern-
ment stocks to a greater extent than they do. My Minis'
try is now actively examining a proposal to sell Govern-
mlnt stocks in small units-say Sh' 100 or Sh. 20G-
across the counter of the Post Office and commercial
banks, so that a greater part of the people's savings can

be diverted into the national development effort than

is the case at the present time. I hope that it will be

possible for me to make a statement on this matter
in the near future.

In the meantime. I have to take a fairly cautious
view of the amount of Government stock that can

be issued. For the purposes of the Budget, I have

assumed new issues ,totall'ing Kf25 million, all of which,
I hope, will be taken up by the general public and

non-bank institutions. I hope also that the Central Bank
will be able to reduce its holdings of Government stock
by additional sales to the general public.

Finally, on development revenue, I have set up a

special reven,ue vote to rec€ive the proceeds of the sale

of fertilizer of which I spoke'a few 'minutes ago. The
proceeds of these sales-estimated at Kf,10 million-
must be brought into the Exchequer in the coming year

and I am making the Accounting Officer in the Minis-
try of Agriculture personally responsible for seeing that
this is done.

Taking external loans and grants, domestic borrowing
and the proceeds of the sale of fertilizer together, I
can expect a total development revenue' excluding any
recurrent surpltts, of Kf85 million.

THB Buocet Gtp 1976177

Mr. Speaker, Hon. Members should soon be able to
see how much of the Budget will have to be financed
from recurrent revenue-taxes, licences and fees.

I have to finance total expenditure in respect of
1967177 of Kf398 million. In addition though, I have
to anticipate that the House will approve appropriations
totalling KtlT million relating to excess expenditures
incurred in previous years-mainly D7al75. [n total,
therefore, I have to seek finance for the Exchequer to
cover Kf,415 million,

I have just explained where Kf,85 million of develop-
ment revenue will be found, so I am left to flnd K€330
million.

As I advised Hon. Members earlier, I regard the
present level of borrowing by Government from the
banking system as too high. It must come down. I
propose to aim to limit this type of borrowing to about
Kf,l0-12 million in respect of 1976177 expenditure but
the Kf l7 million relating to earlier years will be financed
in the same way. Total short-term borrowing will
therefore be about Kf27 million, net of changes in
the Exchequer cash balance. If Hon. Members have

been able to follow this, they will see that I am now
looking for approximately K€303 million of recurrent
revenue.

Fortunately, the outlook for the economy in 1976177

is. as I have indicated, rather better than a year ago.

Accordingly, the outlook for revenue is also a little
better. I have estimated that ordinary recurrent revenue
will increase by 8 per cent and provide me with
K1268 million of the sum I am seeking. Appropria-
tions-in-aid on recurrent account should provide me

with another K€23 million. Total gross recurrent revenue
should, therefore, rise by 10 per cent to Kf29l million
overall and leave me with a residual gap to close of
Kf,l2 million.
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I'iLll/ "f,.,XA.-flotrJ PROFTOSALS

,tLt o Speaken, tJ''l:s is tile problerr, t"'e liat\,/e-: to l=ace for" Ure
regt of thi.s aftennoon, atrc'l *s us;r-ii,rI, I as[-: tl-iat';1':e nen-i:.ind€]n of l.,]y
spr:ech sho'-ticl be negandecJ as beirig nctice ol' il rY;c>t-t,:.,n tc be moved
t;efone tire Comrniitee ol' Ways atrd ,rr4earns"

'THE Cl r5-i'Ol/rs TARIFI---

For the. last thrce or^ fou: yeans, I t:ave c1iscusseci the neic:r^r,r
c,f ihe exteit'r.',11 tanifF. This is nega.rciecl eLs arr essential corrrpotreirrr of
olt^ pr^ognaf'rlme to nestnrrctune the econ3m)/, so as to rei-Juc€ cjepr"'ildence
on impor^ts on flre 'l.ongcn term, i3'.rt t-:.lso to incl'ease ti-re conlpei:ii:ivene.ss
oi' [(eny'a tnci.rstny, so Lhrat it lcol'<s ott'o,r'a:^d to ttre rnarkets of tl'l'.: wcr^ld
and pol sinr,:Iy inwands at a hig,nl5r protected domestic nianket,

Inrpor^tant parts of ti'ris tar"irT r'efcrril pr"c,:jr"amrne have ber:n put
tn pleee or/ei^ the las;: ttrr'ee -year'.ci br,rl i orish t.: pr'r.ss futntlren a.[rea.r'-l

Ther-e ane, in tire Fiirancr: BiI.l., sevi-:n;ri lruncJr'erJ r:hanges in t'ates;
of impont,JuV" ,Al.most all oi ti",ese ane of'rrc gr'eat sigrrificance" itrlat-iy
changes ane included s;irnp:iy to a.clricve corrsisrr:ncy anrl c:cr-rfc,r^rrrity in tfre
tarift. i do not pnopose to neacJ out each of tr^:.::se ciranges l1c\r'./, sincr: it
is ea.sien fon l-lon, Nlernber^s to r eaci flrenr fon tl-rcl"risetv,es in ti.:e [3iri.
I shall, ho,,,ve..'ei', rc+fen to some cf tlre highLight-s,

F-instiy, impont du$z on a rvicie nang6, of' inrported nerr., rrraterie:l
itr?ms wi!.i be naised from 1O on 15 per^ cent tc 20 pen cenrlo At thc
s.:rnte tirrre, iirrport duty on a furthen t.anqe of rarn,matenials 'r.ritl be
r.eCr-rced fnorn 40 per cent to 30 pen cent, or- fr,)r,r 3O pen cent to 2O pen
cent.

I a.rrr a\4/are that ther e is ar body of opirticn, pai^tict-rlanly ;rrnongst
oun trlanlfacturens, rari^ro i'r:el'drat all naw materials slir-,i.;Icl be fnee of
impont duty. Br-rt if \/e Ane to br.lild up ei mantrFach..rninq l,ecton b:ised ott
dorrrcsttc resounces - l]nccessing our^ ovvr'r agnicultural arrt-l mirrenal pnoiiuc:l-s
arrd neduice flrcr pnop'-:r.tion of manui"actuntrrg i:ncCuctic,n l-,,:sed c1r'l rB,v/
l-n;rtei-ial.s irrrpor-ted f'r'c,in overseas, it is tnri-'rc:ntant that fcavr' r'Ila.terials
should be ciurti.-lble i,.:; othr:r' im1:orted g]occJs.

Tl-re pi'-ocer;:s ()f i.eercJ;r-ish'i-,errt in the i'r-rrn'.rfa:ctrrning sr:ct'cr i:o
rel"lcrct tl'le rrcw cn,1>i-rasis r-,'t our^ industr'iai Dclicl,,n',ay, in a fe-rv ca:rr::s;.

L,,e paini'ul . Eut on thi:: ot:casion, altlrcuclh i-i re r-iur,-lben oi' t'3167 ft-rc)-t':nial.s
ai"fec."ecJ may bct lange, illc trrtpact on indust.ni::i co::ts lra:; bean minirntsc'J
by '!.eai'.rirrg out irr6,r-i)/ of" the itlone impcrtant ii:;:.ira,

(--..^^.^-rr., .J^^,^^ i^ ^ lru;^.r,icr ra:n;l-. of ;:lcton sp;1.c5 t-lat rn,.lre
-)(lvL,, '\l!.y. 

q r(-l J rJ (l I vr U li-t I C-' l:r\, v. , r.!''\/: iy-r e*

nr:t :iffectr:c; i':)r tl"rrr t-t:Cj,-.tl:tiCn irr cjut,, i:': il5 pel C?n':.. 'lasi )/.'lai^. T-i'rOSe

'.vilL rto,rl be r.g;'i'-11:eC! io 2ti perl. cer1a, si() rJ-1al ai'i I'I-rr-:i()t^ sJ,i,r'e)::';.3nC] rliirt'irr-
l,;ii1; r,.r,ilJ irr-' t;i-:i'j.':i-''ri^, .ti i-i:is' t^:it:<.:.
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C)n the c.'then hatrd, foun r,vlreel dnive vehicles ',"tit now be
taxod at the nat'J of h.aro rnrheel dnive '-zehicles of the .same capa.ctt5z.
Thene seems rrc go<.rd r^easc.rn, wiry foun wheel dnive vehicles -. often
these days [u:<uny vehicles * slrould now be taxed at a pnefenential
nate. Howeven, I shoulcl empl-ra.stze that vrhene foun wheel dntve
vehicles ane no\^/ as.senrblecJ in Ken-1a, as is Ure case fon a numben
of vehicle \rpes, this nepnesents nc change in du$2. Whene Ure

vetrtcie is imported futl5z made up, Urcne will, hov',3ven, be an incneai;e
in dut5z.

The tmpont ciuty on rnaize, nice and millets witl be naised to
20 pei. cent. Since we ane now bnoaclty self-sufftcient itr Urese pnoducts,
tJris witl not hit Ure avenage man tn the stneet. But whene a consumel''
insists on punchasing :nnpor^ted nice tn pnefenence to the local Mwea-
Tebene and Kano ntce, he rnay have to pay a ltttle mone.

Thene wiil be a numben oF il''cneases in du\z to pnovtde gneaten
pnotectton to infant industnies. The du\r on ha.nd tools rarill ntse fnc'm
1O pen cent to 2C per-cent, On loc!<s, fnorn 15 pen cent to 4O pei^ ccnt;
orr dumpens, fnom 15 pen cent to 4O pen cent and on wheelbanr'orrys,
l'r'ortr 1O pen cent to 3O pen cent.

In thts categony of pnotective duties, comes textties. We have
l-rad a textiie industr.y in this countny l=on some time but it has necently
expanded veny considenably. We ane nov,' latEely self-surfficient in
textites and ganments. But it seenls that sorne people still insist on
buying fnom ovenseas. This is rtow Lrnnecessary. And [ l=ecrt it is fain
that, at least as a temponany measui^e, iuties on textiles artd ga.l^ixents
shc'ulcJ be incneased. Tlre dut5z on woveir fal:'nics will be incneased fnonr
45 to 60 pen cen! on h:nttted fabnics fnom 45 to 55 pen cenQ and tlre
duty cn imponted clothing fnom 5O to 7C pen cent. In additior-', specific
nates of clut5z n,ill be intnoduced to pr €ivent *te dirtnptng of Urese pnoducts
at uneconomic pnices"

Thene has been a ;^athen dubious bursiness tn seconclhand clothing
fon some time. Tlre objects of the brrsiness seem mc)ne concerned with
ctr,cumrrenting the foneigrr exchafiee t'ulgulattons tl-ran pnoviding cheap
clothing to flre rnan in tlre stneet. In futt*^e, inrponted secotrdhancJ clothing
wil.l. be changed clr.;ty at 1OO pen cent of iiitr c.i.f. value on tJre spectfic
nate of t!'re goods vt,hert ne\tu-, whiclreven i,s tn,i: gneaten,

Atr
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evell more durbious busines:; is cannied on impontirrg seconcjharrd
and magazines. These too will be dutiable at 1OO pen c'int.

l--irra[Iy, fon punposes oi the ne\/er1r.re, I pnopose to ittcrease Uie

rate o1= dut5z orr itrrportc.,d spinits anci col.ra.cco. T1're duty or-r spinits vvill
r'ise by Slr.1C/*' ocr pr^ocf litre w'hicir r,t'ili aCC :-.boutt *ch" 1O/- to the
pr"tce of a bcttle of ,.,',,nisky on bnandy. The d(rtv on inrponted ctganettes
and rna-rufactun'.:C t'ohar;r:o rryiil r'ise b5z !:l'r.2O/'';:en k-q., which vvrl't add
Sir-'i .z'l-,C k) Lire t.lrice o{' a pcrcket r)f iri^'i:oi^te-cJ licn::;c;i't & Hedges.
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On the otiren harrci.. ssinr:e J'anzanirr n<-r''.a/ nelfuses to sell its navv
tcca.cco to Ken5za rr'tanufaclurens, arrd we h'lrze to i.nrpont fnorn over..sea..s,
I ha.v,e Urourght it necessd.r'.;v' to nc.d,;ce the duW on Lrn:"nanufacluneC tobacccr
to tlre naw martental na{-e of 20 pen cent,

Finally, on irnpont dut1r, I have decidccJ to impose a du$z of
2O pen cerrt on aincraft and manine enEines. In this countny, these
must be considened as luxuny i.tems and [t is only neasonable that Urey
should bean ta><"

Considened togeUoen, the pnoposals r^elatirrg to impont duties ,ruillr
I hope, pnovicie an adclittonal KeS million fon the neverrue. Al,1 these
changes tn impont duty will come into efl'ect at midnight tontght.

AIRPORT PASSENGER -i AX

Mt^o Speaken, we have now almost cornpleted the constnur:tion
cf the new airport tenminals at lrJainobi and fvlo,mba.sa" These contnacts
harze been veny expensive but shouid tmpnove considenably the fa':iiit;ies
fon oun tounists. I feel. tt only neasonable thenel"one Urat the pecpie
who use the atnponts shoul.cl pay a Little bit mcne than they do now"
Ac.conciingly, I pr.opos.e to raise tlre Aii^pont Frassefige:l' Tax fnorn Sh.2O,/-
to Sir.4O/-. Thts change 'a.,iil affect p-rassengens Da.:stng Urrougfi tl're
ainpcr;s €ri"ten midnight toniglrt.

i hope to earvr fon ilhe nevenue i:n addtttonal K€5O0, OCC i't^om
this.

SALES TAX

I now funr, to the Sales Tax" Thene has been some avoidance
of tax - thotrgh not all of it deliber ate - fl-tt'ough the s5zstenr of
manuFacturrens' nefunds. The law wil', thenefone, be charnged, so ffrat
lvhene licerrsed manufactrJners seLl taxable na,rv matentals ciinect, natjeer
tran use them in thein own pnodurction, dre5, v7i11 be nequined tn cltarge
tax on Urese sates.

The Act will also be changed to ma.l<e it completely clear' -
althcurgh it alwavs sirclrid harre been - that saies tax becr-rmes oayable
by a rnar:ufach;ren it-'n;lrediately he commerlcesi pr'oductiorr.

Last year., L exempted fncnr sales tax a nange of rew matenials
to neduce tne a.dministnative cost of i.ssuirr'.,; r'efunds, That move ha.s,
I tfrink, been helpfut to our rnanul'actui'ers. -iJ'ris yean, the Second
S,-:heclule of- Cre Finance Bi[i tnc'h.lcies a. funfiren nange of nerw n'ratei'itrl:i
.,vhtclr will. be adcled tt-i lJte list of r:xempt r.ovr' fi'rir.tenials. J.'ris wilt,
I lrope, l1;ntJren neduce the problern of delays iir manufactilncnsr nefunds
genena.[[5r.



11

Mno Speerl<en, aLtlecrugh tl'rv 1--i'ii:e of cnt.rcje oi[ has contilrr-red
to nise there lras been nc increase in i:eti^oleurm te.xes fon a couple
of yeair^s. Bui: ii" I an-r Lo rnairrtatr-r'tl"rr: br.;o\ranc\z cf the rc'/enue, t
must adjust spectf;.c rc.tes of tax negurl;rnly in iine..vith pnice changes,
so Ur;rt the pnopontton of une price takerr in ttrx nemains constant at
least.

I must, I am afnaid, thenefc:"e, incnease the tax on petnol by
20 cenls pen litne. In acldition, a sarles tax rvilI be intnoducecl l=on the
same reason on light diesel fuel at a r^ate of 10 cents pen litne and
thene will be a srrall incn']clse in Ure rate of sales tax on lubnicants
and gneases.

FtnaLly, but with negnet, I have to incnease Ure sales tax on
been yet again. The pi-ice of a [^,alf Liti'e bottie wili nise by 3O cerrts
as a r^esult of an incnease in the sales te:< by this amount.

Tire incne:ises in the nates of sates tax on petnol, diesel fueL
and been, which wilt conre into efl'ect at nridniglrt, wiII, taken toEethen,
pnovtde an aciditic;na.t Kr€1O.25 mtlli.cn lren yean. -l-he exemptions fon
navr rnatenials will not irrvolve a cost to the nevenue, since tax on Urese
would have been r^efunded an)nria)/.

D<CiSE

I have alneady announced arn incnease in impont duty on irnpor'tr:d
spinits. I am a.t the same time tncneasing tonight Ure excise on local
sptnits - gin and vodke - by Sh.6,/34 pen pnoof titne. This wiII tead
to an incnease in tlre pnice of local spiniLs of appnoximately Sh. O7l- 1e

Sh.7 /- per botLle"

Two yeal.s ago, I abolishecl tlre excise on matctres, biscuits and
minenal raraters anri sa.id that i r,vouid tax these loca1 pnoducts unden
the saLes tax. Tccla5,, I 1:nopose to conttnue v,,iUr Uri-e pnocess and aboiish
the excise on textiles, soap anC paints. Tlrere r,,ill be n.o incnease in the
sales tax on these pnoc,lucts.

Textile n'lanufacb.Jners shoutd thus save 30 cenls pen metne and
altJrough tmpont c-iurties rcrr textile-s ha'u,e been naised, it should be possible
for^ locat manufactuy.er^s to i^educe p: ices, as a nesult of the cut in o<cise,
naUlen Ulan incr'€:erse tkiem as a nesurlt ol'htglrer dutlz on imponts.

Similar^ly, I lock fon neductiars in tlre pr ices of -eoaps and paints.

Taken togethen, the changes in ti':e excise wlil cost the Exchequen
l-/ia A a-ilrr'a,al\/JloL, rlltttLvllo
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E)<PORT DUTIES

I have spoken at sorno lerrEth today about the inrpact o1 oun
economy of tJre necent high pnices nuling irr vronld man!<ets fon coffee
and tea" As I explained, thene ane substantial dangens fon crs in the
present hlglr level of inconre. If inflatioi) wene to takr: ofF tn tjris
countny, the pnesent level cf incomes betng enjoyed by coffee and tea
fanmens would become meaningless in neal terms, and once wonld pnices
fall back - as they must do - fne fanmens wotrlcl be caught in a veny
dtfFtctllt pctsitton - togethen with Fr^rost otiren peopte in this countny.

Coffee pnices have nisen about five tinies in tre last two yeat.s
and tea pnices have mot^e than doubled. fVrost pr^oCucer.s of thesr: ct^ope
should no,w be paytng income tax but, a.s I have pointeo' out, it is
appanent fnom U're nevenue that orrly a pnopontion ane doing so"

I feel tt only r ight on gnouncls of equity Urat cof{'ee and tea
'l"anmens. enjoying this sudden windl'all income shculd make sorne contnibutiorr
b the nest of iJre countny - so long as Urese htgtr pr^ices last.

I, fierefone^ pnopose that thene shoulcJ Lre an expont tax orr
coff.;e and'tea. No tilx wi.Il be changed tf Ure pnice dnops b.:Iov; KfllrOOO
per- tonr;e - a price some tv,rice as high ar, that r'uling u\.r,c years ago :.n
tfte case of cofFeer otr last year' tn the case of tea. Blrt so long as tiee
price in Ka-rya nemains above KflrOOO per tonrle, Urene wil.l be an expront
ta.x of 15 per cent of tJie excess of K€1,OOO.

Tltus, in the case of coffee - whene tax will be collectecl in tfie
Nainobi Coffr:e Aucttorr - when the auction pnice is K€2r4oO pen tonrre,
tre tax wiII be e21O pen tc:nne, on less than 1O p.gl^ cr:lrto In the case
of tea, tax wiiL be char.ged on expont decla.natiol-rs ert the pont cf siripnrer,t
ancl if the f.o.b. pntce is K[1r2OO, Ure tax witl be no mone than KO3O cr'
D6 per cent" At the moment, most teas ane setting below this tevel and
ltttle on no ta>l will ber clrarged unless the pr'ice of tea rises again. I do
not negand tlrese nates o1-' taxes as particulanly onenous in pi.esent
cit'currrstances, wl-ren pnices ane moving in tire nrar"kets, in one day, l>y
mone Ureu'l Ure nates of tax pnoposed. I nega.nci Uris ta>< as onl5i i"ain to
Ure membens of the comntunit5z who i.ne not coffee or. tea pnoducers.

Income T'ax wtII not, of counse, be chargeal:ie oir flre valure of
Ure cnop deductr:ci as expont tax r so to tJre extent that coffee and tea
fanmens ane paying income tax, flr.: new tax bunderr wil.i be Less Urarr
i:he arnount of expont duty changeable.

ConsidcnecJ on its owrr, I think I may look ion Ke15 mtilion fr.orn
the expont tax, depencJirrg on the tncnd of wonl,-J oi^ices. If the price: of
both colfee artd tea {alls below'Ke'l,OCO, the r^evenue vvilt gain notlring.
The pnoposals wilL be efl=ecttve irr-rmeCiatel5,,.
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Il'lCOAAt- TAX

I tunn.rlcra7 f6r i;f1s irrcomr. t;lx. As mo-re),, incom€s i-i.rve nisen
in Kenya u./ei the I.'rsL Fer,v year.:.;r rnaily rnoncj people have bcccrne
eligtbte to pay tncot":',:: lax, Tlris vvas vvilat w,e intended wher-i tl-re Kerrya
Income Tar:< Act beca;.lre. crl'fcctivc trr ig? 4, fon it v,/as our objectir.,e to
bnoaden tJre l-',-:rsc c,f tlre tax to rrral(e it re:;ponsi'ze to dre nrse irr personal
tnc:ome-s, ev.it I lri-rlrgh r'i1any perr1.'Ie rrrotrld or-lly be oayirrg a few slrill.ings
il yean"

The in-'roz:ds of itrflation liave, i^roVv€V€F, penlraps pushed tlris
pnocess tc.,r) fat^. Tlic' r"eal valu3 9f persr.-1i'to.l nellefs lras been
significant'l.y ercde.i tn l.'he la.st fernr.year's and the value of the srrall tax
contnibuttorr fnoni thc tovre.st incr-,nre e..rnrrer^s ma\,' now be less tlran the
cost of colrectir-,g tt.

I ar11, Uti-:;^cf'ot';.. pensua,,ied tlra.t the tirne- has corne to nai..e.-: tire
level or pe.nscnaI r'eL:lr,:fi:. Horru,:rrq2p, I eilso feei that Ure oppontunil-y
shor-rld be taken to:.i;-:'ii-''lify ttre rn,hole sl,rstern of neltel's. At Sre Jrnesc'nt'tin'ie, the I:tc-'<ir.',; T:::l D.:)partmcrit spend-s tcit; nrucir oi' its ttrne valic.l.iting
ciar.ms for" acjditionai r::hitd nelie,f r^.,hich in thc end makes tittie diffenence
to tfre amor-'nt 6f i;:::x coilected or.tlre a.rrr()urrt of tax neiief r;lairrred by ifie
irrdtr,'iciual.

I, tlrcnel'or'e, ;:,r'rpose tl-r.tt the system of neliefs shouid assurrre .-.

wlrai: is vet'5, bt'o;.rily true - thal all. r','lr^riiiies have childr-en. Ra-iirer.
i1ra.t^r have t-r-ianr'i,,r.J reitr,:f of KflJti pcn 5zs6p arrd vanio'-rs arnounis r:f
':ltilcl neltef :f''.rfr tc-r i"(D36 pen yean fon four clrildr.e:n, I pr'"cpose Uriit
'chere wil'1. be cr-rr: i'ert,: trf nelir.:f r:f'Kfl8zi f)rin \/ean fon all fanrilte:.:. Tl'ris
wiII be krrol'vrr as Ll tetll'ilmily ne:l ieflr'ancJ car:'r be clatmrrcJ i:y ever'y Fl^,or'.t^ir:)cl
couple nequined tu pc'r'y, lEx.

At the r:;&ri;rf tirrri:, the r.c..liei' 1'on sini;1e pensons
KelB pen )z€'11" tc i'(tiJu pen yean arrd arrsceciai single
yean can be clairned L,iz single persorrs with chiidnen.

will t:e naiseci i'norn
r^eliefli of K[:i](i oen

As pant of our poiicy to enc<-ru:'.age l.rng-tenrn saving, I aisc pn()po.ce
t'rtat thre rrtaxirnutr-n 6lt]-rr)ufit that ca.n 5e clainred as ttins:rni,nce nelicfrt w,tii
be ttaisecl {-t'otrt t<€i0 to Kf24 p{:r'-y'ear'. Tiris will aliov; Ure ta>< pay,6,1^

tr> claim agairrs;i ir'rsL,r'ance pr.ernir.rrt'rs of up to KD2a.O l)"r. yecin.

Flon. A/ie;nb,':-r's uliil, rtc: ci,:rutbt, necali that the t;i^esent na.tes; of
lilcil1rql3a.. .:f1or Ure first Kelr:.-l(lo of tnc:orrrer nise neg;L-rtanly-6fff-," f ,Z-
fon slzsr'5r adijiticrr:.'r] i'(l:,iOO of iriccrne. -l"his sc:?'l.e of tax vras neasonabl)/
pnogncssi'/'c tul)crr f ir'.,-.i'i.t rtl'cclu,:;oC br-rt no\^/, aften Ure neal value oi= l(lcCO
has been ei^c;dr:.j L:r/ ic,un veans ol" infl;-ition, che tax cl.lle in;_rnactice
hreCornes s ign ilic;rrf i.l:,u s l;,'6,:prir.;^ i1; r,e:ai terr-ris.

A.s a nr:suit, I-rc'rsr;n.$ in c,nly middlr: ler,,el positior^,s ane lraving to
pa5r r::tc:; ('if l..l).' t'h,;rt ti-,:,5,, '../ollI,aj ;tct i^rir'r/e, iic.i to p,aJ. a fe,v years ..tgo whei-,
cioinn iiir'.i,-ryrr'a..",.r1 : r;,,iii','l [a r.-,:r]-: :, r,r:i-t ri;..r. -'t-irr. st.3.tt,:!:=.t-Cl r_rf li'.2,i1! r1,f'c1_1,-

L'rx fta)/(anr; - er,c 1 '*'i:rtid r,::'r:phl-:i.:c: tlr;.ii. f ;,-:rn t;rii:ing ;ibor;t i:he pe-ople r,,;lto

ouey u1-re ic;vr, e:t-r<i 1-'-'y'their't,.:;)-1?!'- C,:1s c:,"-l:');--,:',j r.irnp.'i;z DecaLlse oi sLeepr r

of Ure tax cur'tzi;3rr'i t[ te imi:iict of irrl't;itiorl on i.hein rrroflev incomes.
S



lr

I

*

l.

\

Iant,ther^efoi^e,1.r6.r'S,.-ll:lrJt:dtl.ratlmustgi''lesornenetiefto
r.nil:i]e lncome tcrx payen.;;.;.,:...1.^'1.I a:; u..cse at the lrottcnr of the Scale,

Acc..lr.ciinglS,,Ipnoposefp:..]i.|.,:icl.routthetaxL:arrdsfnonrKft]ooof
incot^ne to l(€1r2O0 of ilrcorrie" Burt in onler u-lat higiren incornes rt'ill

not obtairr a dispropor-ttoltai:c: bertefit, tlre i^ates of tax fon each barrd

ofl(elr2OAofincc;'m3',T"i'llntsefnomSrr'27'-toSn'3/-inthepound
but tiren to Sh,5/-, sn.7/-' Slr'9/- and Sh' 1A/- i. Ure pound'

Bet-veen income of l(€7r2OO and KegrGOO tatx r'nriil be sh' 12/- in the

pcuncj arrcj all i.ircomes ovcir^ [<aQr6OO will Oay ta;< at sh' 13/- in the

pourncl .

fvtn.Speaken,ther:ffectofirrcneasi'lgUrepensonalrcliefsand
str-etchtng cut tl're tax k'artrJs wiil bc to give sorne relief to every incoirte

tax payen. Ar estimatecl 5o, ooo low income €)anners wilt cease to pay

tncornc tax al.togeuren anci cvenartl I esttmate ti'ie pncposals will cost the

!€v€,:nUe K8416 millicn pen yean at pnesent leveis cf rnoney inconres'

These changes vrill corne into efiect on 1st Ja'ntrary, 1978'

R.ealinccmes,enocleclbythesteepnessol.theta;:curweina
perioc r:f tnflationr will nct be restor.ed. But I believe it to be fair to

give sonre reliei to those th;rt ane paying tax as neqr-ri|ed by lavu in trte

lovren and miclclle income g:"oups'

t,t

Thene is onc cUron incorne
and that relates to the tax paye'ble

tax
on

is gainfullY ernPloYed
unclen tire P.A.Y.E.

prc'blr:ti. I ',vould tike to mentton
tlre,,rr ivest incc'me.

kren er^nplcYer deducts monthlY
scheme.

UrrclenthepnovisionsoftlrelnccmeTax/..ct.tjreincotrteofa
mar.ried lvcrrlan, who is iivinE vr,it|r hen husbrrnd, is deemed to be the

inc,-rrrre ci" tl--,er husband fcr^ the p'-inpL\se of detenmini:''g his total annr'ral

tncome u,hich ts chai'geal;le tc tax'

\Vhen a urife
tax from hen wages

Fo].Iowir-rg Uie end c;f the y,ear., wl.let.} tlre vvifels salany is add.,d

to the husbatrcts income, tleene ts tronmai'"v d'fi underpayrnent of ta><

w.hichB,chu:;bancJtsnequirecitoua.yinl'rn'oeqr'ta'LirrsErlr-rents'l\4arr5z
tax payer^s have complail-lcd that tl'tis pnot:eclune ct eates :onstcenable

handshiP.

Irr oncJen to ease the b,urrcjr:,-tr I ha','e instnucted the cotrrmissioncr'

of Irrcome Tax todevise a s5zstr-'l-n, rvhenet>y' on the wnitten autltonlt-'7

of the r,r,,ifer L:x car.l be rjeductecj fr-o:-n hen sala-y by hen enrployen at

a lrighen nate f ixecl by the furcome T'ax Departrnerrt' Thts schet-r'e vrill

be irrtnceucecl r.vitlr ef-Fect: l-nrrnt 'i s;t Jarruan5r.. 1?78, and the necessany

l,ol.,rns vuill be issue<J to ali employens fcn ciist'^ibutiolr to manried wcmen

eri.'t)ioyees ir-r octoben ()i^ |'l:1i,,6..n.1b:n of Uris 5,r::n. It will be er.i:irely uil

to ijtc wife v,'hetklen sh.i 
'ui=f1rj|S 

P'4"\"E' i""X to t-'e cjedt]ct'ed fnom hen

sala15, at a hir3her tiran rror-n-r.il rl'1orri-illy l-ate ot'not' Bult if f;-r'milies

ta!<ead.vantageortnisr)(]v\1()i"o{:ed,ir'tith;'r':::lcisci."arqctl'rewlroleol--
ti-reri'tax liabiiil'."' iot'cr,-rpi:y'l'o:rt b;u ia"a"' <'ri P'z\'Y'E' and so an'oi'-1

tl-re pnoblenr of a tax donianC ';t t!-re crl'j r-'f tire veat"
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This package ol= tax changes n€:presents mru pnoposals fon
1977n8, If rve consicien the incnedsr?s in i-.ax and the nedurctions
tn tax tci.re{fier^, I aim to obtain an adcjitiotral t<824% million fon
ttte nevenue. This ts a fainiy steep incnease in total taxatton but
wiII leave rne shont of lfie budget needs.

The most impontant measur'e ts cleanly the new export tax
on cofFee and tea but I nepeat my eanlien nemank that the amount of
the tax wtII be less than some oi= ti're weekly fluctuations in the
mankets. It rvttl not, thenefore, be par'ttculanly onerous.

Othenwise, i have incnea**ed the tax on petnol, been and spinits
but neduced the tax on textiles, soap anil patnts.

Thene ane numenous changes irr irnpont duttes, but none of
these shouid afFect the avenage ma-n tn tfre street at aII sigrrificantly.
Thene is no need fon an5rone to buy irr,o,:nted textiles and clothing
now, on imponted cigarettes. -rhe Airpont Passengen tax will be
Iangely paid by oun tounists and if any nesicJerrts can aff'ond to fly
ovenseas tl'rey can affor d to pay Sh,,+o/- ainpont tax. Sirnilanly,
if peopl" can afforrJ to buy and use srnall moton boats and aenoplanes,
they can aftord to pa5, tax on tlie spape parts.

The totai ciir.ect efFect of nlrz pnoposals on the cost of living of the
wage earnen will be small.

Some 50, OOO lornr income tax payens will be taken out of the
incorre tax altogethen and every incc.rr,e tax payen wili pay a litile
Iess in 1978.

Looktng at the Budget as a whole, ttre acjditional KE24 nrill.ion
I lrope to obtain fnom tax incneases rn,iil onl)z r-educe my K€SB nriilion gai>
to Kt34 million. The nemaining pant, I propose to finance by w,ay of
T'neasurny Bills and a decnease in Govennrrrent cash bala.nces.

Thene can be tittte doubt, Azin, Speaken, that my Budget ihis
year is a bucJget for expansion. Expenditune wiil incnease by 25 pen cent
but ctrnnent nevenue by only 20 pen cent. -Ilre nestdual budget deficit will
wtden.

I am . tlrercfone, as I have fneely admitted, taking fainly big nisks
in Sris yeanrs Bullget. I am taktng a nisl< t'hat ministntes will conta.in
thein exponditune within the trrcreascd pnovision made fon them irr the
Esttmates witlrout asking foi. nrore.

I am tat<ing a nisk tl'-rat tlrene ane sul"ficient unemployeci nesources
in flre countny.Ueart can be put tc'rvcnk by tl-ris higlren Govennment spencling
witl-rout causirrg sertous ini'latiorr.

AAn. Spe'raken, tn. this expansjionerry budget, I am taking the risk
Urat the unenrploye.l t.esoLl^ce.s in tl-re ccrr;ntn)z shall be put to wcrnk hy
highen Govenrrnent and pnivate spending rryithout caustng senious infl.ation.
In thts v,/ay vr'e shat[.. as we rnust, recaptune the developrrrent impetus
wlrich inre !-racj err-io\rc-rci fnom Ute vpan c>i'inrleoenrir--.nr:o r-rn fo 19711 hrrf whir:h
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we hacl unFontL;nateiy lost o\/et' {fre iast three yeans. Vy'e must
sustain a highen nate ol' econorvlic gnowth becaurse it is only by so
doing that we can tnanslate tlre KANU fv''ianifesto into neality and

thub butld the KenYa rnre want.

And the Kenya we \ 6nt is one in which eveny cittzen shall be

fnee to punsue hts on hen legitimate anrbition and be able to attain
tt negandless of his race, tnibe on neltgicn. The Kenya we watrt is
orre in wlrich it is enough to be a loyal Kenyan citizen in onden to enjoy
fully, atl. the fneedorr.; tlrat our. Constifution, vrhich we ane all swonn

to defend, guanantees. The Kenya we want is one irr u'hich unden the
learjcrship and the inspinatton of our beloved Pnesident Azlzee Jomo
Kenyatta, we shali continue tc, manch fon.vand to evet^ greaten
pnosperit5z.

Mr'. Speaken, I beg to move.

\
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