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Mr. Speaker, Sir,

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

EcoNoMIC RECOVERY

In 1974, 1975 and 1976, it fell to me to explain in
the annual budget statements, the manner in which
circumstances originating outside our own country had
set back Kenya’s own development and reduced our
standard of living. This cut in real income was caused,
mainly, by important prices rising faster than export
prices and since these circumstances coincided with
years of rather poor weather in Kenya, nearly everyone
was affected.

This year, I am happy to say the position is signi-
ficantly different. Our own export prices, particularly
coffee and tea, have risen faster than the prices we
pay for exports. The terms of trade have swung back
in our favour and are now better than they were in
1972. The balance of payments, which in recent years
has been of so much concern to us, is, as of now, in
substantial surplus.

The recent rains have been abundant and although
some areas face the problem of clearing up after flood,
the country as a whole looks forward to abundant
harvests.

Employment has recovered; and in some areas we
may have to consider how sufficient labour can be
organized to ensure that the full harvest in the fields
is gathered in. Manufacturing is booming in spite of
the loss, which we hope is temporary, of the Tanzania
market.

The rate of growth of our economy improved from
1 per cent in 1975 to 5 per cent in 1976. We look
forward to a rate of growth of 6 or 7 per cent in 1977.

Mr. Speaker, I would like to think that—to some
extent at least—our present prosperity is due to the
policies we followed during the recession but I have
to admit that the wheel of fortune has also contributed
just a little to the present situation.

In 1974 and 1975, oil prices were pushed up by four
or five times. The prices of machinery and equipment
that we buy from abroad went up much in line; the
weather at home was unfavourable and farm production
low as a result. In 1976 and 1977, the world prices of

our main exports, coffee and tea, have risen to unpre-
cedented heights and the weather in Kenya has been
kinder. For the moment, the economy seems in good
shape and our prospects can be viewed with optimism.

But—and there is always a but—the present pros-
perity brings its own problems. And because I regard
these problems as potentially dangerous, I hope the
House will support fully the policies and programme
of action that I propose today.

THE RISK OF INFLATION

At the risk of appearing as Cassandra—the Prophet
of Doom—I propose to outline these problems as I
see them.

The price of coffee and tea in the world markets
has been driven up to record levels. This is a happy
and unprecedented turn of the wheel of fortune but
has occurred as a result of special circumstances that
cannot last. We cannot base our economic policies on
the expectation that these prices will be maintained.
Kenya tea and coffee farmers should also not expect
this.

The balance of payments is in a substantial surplus.
Possibly we may earn a surplus of K£100 million this
year. Our external reserves stand at an all time high
of K£200 million. But when coffee and tea prices go
down again, the balance of payments deficit could
re-occur and our reserves fall once again, particularly
if we have allowed the higher incomes provided by
the current high prices to be used to create a new and
higher dependence on imports.

The balance of payments surplus is going straight
into private bank accounts in Kenya shillings. It is not
coming into the Government Exchequer. If the for-
tunate owners of this money all attempt to spend it at
the same time, we nisk having a situation of too much
money chasing too few goods, causing prices to rise.

The present situation in our economy is, potentially,
highly inflationary—prices could in these circumstances
rise more steeply than we have ever experienced. This
is not a situation any of us wish to see. But if, at the
same time, the Government is in substantial deficit and
needs to create money to maintain its services, it will
feed that inflation even faster. Steeply rising prices are
the biggest risk we face at the present time and, to
avert at least part of this risk, I must consider the
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transfer of part of the excess liquidity in the private
sector to the public sector—the Government—where
there is a shortage of liquidity. Another part may
have to be neutralized, temporarily, in the banking
system.

PricE CONTROL

Prices have already been rising faster in 1977 than
they did in 1976. I fear this situation may continue.
No doubt there are still Members of this House, as
well as the daily newspapers, who feel that I can some-
how prevent this situation through a stricter imple-
mentation of price control. Unfortunately, as I have
explained in previous Budget statements, this is just
not so.

If the price of maize to farmers is increased, the
price of maizemeal must, in the end, rise as well. This
year, the farmers have been given increases in the
prices of maize, wheat, milk and meat and all of these
commodities have risen in price in the shops. The
prices of other domestic raw materials, and raw
materials imported from abroad, also continue to rise;
and I have little choice between permitting the final
products made from these raw materials to rise in
price as well and forcing the manufacturers concerned
into bankruptcy and wrecking our economy.

Price control can sometimes delay price increases. It
can sometimes mitigate increases by squeezing manu-
facturers’ and traders’ margins. But price control
cannot persist in delaying price increases or squeezing
margins without harming the consumers we try to
protect. For the result would be the removal of pro-
ducts from the market; and harm to our economy
through bankruptcies and the discouragement of
investment and employment creation because production
becomes unprofitable.

There is no magic wand I can wave to make these
realities go away. I have to face them and so must
Honourable Members of this House. As I have
explained in previous statements, our policy is to con-
centrate the attention of price control on those items
which figure significantly in the normal monthly
expenditures of the low wage earner. We cannot attempt
to control the prices of everything.

Fi1SCAL AND MONETARY PoLICY

What I can do, and what I propose to do, is to
neutralize some of the liquidity which is creating much
of the inflationary pressure by asking the Governor of
the Central Bank to increase the proportion of liquid
assets the banks are required to hold against their
deposit liabilities from 18 per cent to 20 per cent. I
shall also consider how I can reduce the overall pressure
on prices by the tax proposals I shall announce today.

But apart from adjustments of monetary and fiscal
policy, I—as Minister for Finance—cannot prevent
prices from rising in some degree without asking the
people of this country to accept new burdens which,
in- present circumstances, I do not feel justified, in
asking them to accept. I can, however, try to restore
some balance in the face of some of the inequity that

has arisen in our economy from the recent period of
inflation and from the sudden and unexpected increases
in some peoples incomes.

In addition, individual families can institute their
own anti-inflation programme. They can refuse to
purchase goods they feel have been unfairly priced in
the shops and they can try always to buy in the cheap-
est shop. Further, every family should aim to have its
own kitchen garden and hedge the inflation nisk by
prod}lcing for itself at least part of its basic food
requirements.

Unfortunately, the present prosperity in Kenya is
not being enjoyed by everyone. The coffee and tea
farmers are receiving incomes undreamt of a year ago.
M?.ize, milk and wheat farmers are receiving good
prices and, if they farm well, can make good profits.
The same can be said of farmers growing pyrethrum,
rice and horticultural crops.

Manufacturers on the whole are doing well, although
the closure of the border with Tanzania has reduced
market outlets for a few firms. Overall, exports to
Tanzania in 1976, represented 6 per cent of our total
exports but less than 3 per cent of total manufacturing
output. And although the present situation is not of
our making, if we have to, we can manage without
the Tanzania market without too much harm to our
economy.

WAGE GUIDELINES

Our farmers and manufacturers are faring quite
well at the present time. The wage earners have not,
however, done quite so well, although, even here, the
statistics in the Economic Survey suggested that average
earnings of wage earners have been nising faster than
average prices. As a group, workers seem to have fared
rather better than I had previously thought.

Even so, I am persuaded that the time has come to
amend the wage guidelines that are set out in instruc-
tions to the Judge of the Industrial Court. And although
it will still be necessary to continue to restrict wage
increases to something less than the full rise in the
cost of living, I propose, that so long as our economy
is growing in real terms, and workers in individual
industries can demonstrate that they have contributed
to that increase in productivity in 1977, this productivity
?leanent will be taken into account in assessing increases
in wages in 1978. This will enable the workers to share
in the rise in national prosperity.

PENSIONS

There is, however, one group in our society that has
been hit particularly hard by recent inflation and that
is tl}e pensioners. They have had to exist on fixed
pensions since 1962, during which time there has been
a very substantial rise in the cost of living. The British
Government has now accepted full responsibility for
the pensions of former British civil servants who
worked in Kenya and, accordingly, I feel able to
announce that as soon as the necessary legal formalities
have been carried out, all pensions payable by the
Government in Kenya will be increased by 25 per cent.
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INVESTMENT AND SAVINGS

If we are not to dissipate, through inflation, the
benefits of the present commodity boom, it is important
that the main part of the higher money incomes now
available should be saved and utilized for investment
whi'e we can afford it. We have barely succeeded in
maintaining domestic investment in real terms over
the last three difficult years and we have, therefore,
some leeway to catch up. The additional money now
in the economy should not be spent on pombe and
expensive motor cars that contribute nothing for the
future.

Last year, this did not happen. On a national
accounts basis, domestic savings rose by nearly 60 per
cent but this money is now lying with the commercial
banks and represents very substantial potential purchas-
ing power. We must direct these bank balances into
longer term forms of saving.

A great deal of thought has been given in Treasury
over the last year to the means of saving available to
the people in the rural areas. I am sure much more
can be done. I shall shortly introduce into the House
a Bill to reorganize the Post Office Savings Bank to
enable the bank to play a more positive role in this area.

The bank will not only administer savings accounts,
as it has in the past, but will, in addition, sell fixed
term savings bonds, and also premium bonds run like
a national lottery. The Finance Bill contains a proposal
that interest on Post Office savings accounts should
not be chargeable for income tax.

At the same time, we are investigating how we can
form a new mation-wide building society that will accept
deposits from the people and which will also lend
money for house-building throughout the country, not
just in Nairobi and Mombasa.

The market in Government stocks has already seen
some revival in the last year and I am now anxious
to build on that revival and improve the marketability
of our stocks, thus increasing their attractiveness. To
this end, the Development Estimates of my Ministry
include a provision to enlarge the Government Stock
Support Fund. This will enable the Treasury to support
the market in Government stocks more positively than
in the past. Investors will from now on be able to
purchase Government stock confident that a market
will exist for them to liquidate their holdings in advance
of normal maturity if this should prove necessary.
Interest yields on Government stocks are now attractive
compared with other savings alternatives and I am
confident that we can now sell stocks in greater volume
than we have in the past and at the same time create
an active two-way market in Government issues.

Government stock issues of various maturities are
now available on tap from the Central Bank.

THE EXTERNAL SURPLUS AND GOVERNMENT REVENUE

It is perhaps natural that the general public should
form the opinion that because our external reserves
at the Central Bank have nisen so sharply in the last
year, the Government Exchequer now has all the money
it needs. Unfortunately this is not so. Although Kenya’s

personal incomes in money terms have risen faster
than we forecast a year ago, Government revenue has
not kept pace and I do not expect that the Exchequer
will receive much more than was originally estimated
last year.

This represents our most difficult problem and one
which carries serious dangers for the future of our
society. There is little doubt that the revenue should
have improved in line with the improvement in personal
income. Why has it not done so? It is difficult to avoid
the conclusion that the main reason is that there is
now a significant body of persons in this country who
are not paying the taxes they are legally required to
pay. Deliberate tax evasion is now a serious problem
and one I cannot ignore.

This year, there is an estimated increase in income
tax receipts of some K£10 million. About half of that
increase has been paid by salary earners by way of
PAYE, leaving only about K£5 million of the increase
being derived from other individuals and companies.
Yet we know that coffee income last year rose by
K£68 million and tea income by K£10 million. Operat-
ing surplus in the economy as a whole in 1976 was
estimated to be K£120 million higher than in 1975.
Clearly if we only collected an additional K£5 million
in income tax out of this total, we are not collecting
the tax due.

THE FINANCIAL OUTTURN 1976/77

Perhaps at this point, I should turn to the Budget
outturn for the current year, 1976/77. Recurrent revenue
as I have said, is expected to be much in line with
the original estimates. Recurrent expenditure will be
K£24 million higher than provided for in the Budget
last year, but as the House is aware, virtually all
of this increase has been caused by the unfortunate
need for us to spend more money on safeguarding the
security of the mnation through increased defence
expenditures.

The recurrent surplus I had looked for last year
will not, therefore, be available. There may be a small
surplus. If there ids, it will, in accordance with our
usual practice, be transferred to the Development
Exchequer on 30th June.

Development revenue has, once again, not materi-
alized to the extent estimated in the Budget. There will
be a shortfall of external grants and loans, compared
with the Estimates for 1976/77, of some K£14 million.
The reasons for this are the same as I explained in
some detail last year—projeot delays, disbursement
delays and the failure of Ministries to claim aid when
due to us. Aid receipts will be lower than last year in
money terms.

Development expenditure will be much the same as
provided in the original Estimates. This represents
underspending of K£18 million compared with the
Revised Development Estimates considered by the
House in April. Such underspending is disappointing,
since it means that some development projects, autho-
rized by Parliament, have not been implemented.
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Overall, I expect to end the financial year 1976/77
with a residual deficit of some K£37 million, higher
than the K£11 million I aimed for in my Budget last
year. This is disappointing. The deficit will be financed
by an increase in the Treasury Bill issue from K£50
million to K£75 million and some run-down in the
Exchequer cash balance.

THE EXCHEQUER DEFICIT

I spoke earlier today about the inflationary risk we
ran by incurring an Exchequer deficit that has to be
financed through the banking system. I spoke at length
about this in my Budget Statement of last year. I am
concerned that we do not seem to be able to bring
this under control.

It is a matter of concern. But if I am to improve
basic Government services, if we are to rebuild the
development impetus that was largely lost between
1974 and 1975, it is going to be quite impossible for
me to reduce the size of the deficit from its present
level.

In previous years, I have expressed concern about
the control of expenditure by Ministries. I am, therefore,
pleased to be able to report to the House that there
appears to have been a marked improvement in this
matter in the last year. The cash control system intro-
duced by the Treasury last July seems to have kept
expenditure within the limits sanctioned by Parliament
and I expect excess expenditure this year to be much
reduced. This is a matter that must gratify us all.

Our major concern must now be the problem of tax
evasion. The tax departments have been instructed to
go after this and ensure that the revenue due to
Government is collected.

The Income Tax Department is being strengthened
to enable them to do this and new customs control
procedures—especially at Nairobi Airport—are now
under discussion.

But in the end, if our nation is to maintain its
security and improve education and health services for
the people, tax has to be paid as a matter of national
duty. It is no good people complaining they are being
harassed by the tax departments, when they are, at
the same time, actively trying to evade payment of tax
and thus avoid their own national duty in this respect.

NEwW FINANCIAL OBLIGATIONS

This problem has become particularly urgent—apart
from the question of equity—because of the heavy
new financial burdens it has been necessary for the
Government to take up in the past year. These burdens
include, not only increased defence expenditure as a
result of the heightened tension around our borders,
but also the burden of a new airline because of the
collapse of the East African Airways; the burden of a
railway, vital to our economic interests, which had
been allowed to run down to a dangerous level through
disputes in the East African Community.

Defence, Kenya Airways and Kenya Railways will
inevitably cost this country substantial sums in the
next few years but I am confident that, given your

support, we shall, as a result of these expenditures,
have a stronger and more self-reliant economy.

The new Kenya services will, I hope be more respon-
sive to the needs of our own economy—and will, I
trust, be rather more efficient that the East African
organizations that preceded them.

THE PROBLEM OF THE EAST AFRICAN COMMUNITY

In the last year, we have been forced to undertake
much serious heart searching about the future of the
East African Community. It is a matter of considerable
sadness to Kenya that both of the other partner states
have, at different times, closed their borders against
the free passage of our trade and the free passage
of our people. The border with Tanzania still remains
closed and assets owned by Kenyans remain expro-
priated. Transit trade by road with Zambia from Kenya
has been cut off in flagrant breach of international
practice. Access to our markets in Malawi, Zaire and
Burundi remains hindered.

What sort of economic community is this? What
community of interest can be found in the destruction
of trade, the expropriation of assets and a refusal to
meet on a political level to discuss these problems in
the spirit of African Unity?

The measures taken by Tanzania against us are
aimed at destroying the standard of living of the people
of Kenya. We cannot let this happen and will not let
it happen.

For some time we have followed different political
philosophies than our neighbours and our economic
policies have moved steadily farther apart. But there
has, until recently, been a fundamental community of
interest in maximizing the general welfare of the people
of East Africa and willingness to work together to
achieve this. That community of interest and willing-
ness to work together no longer exists. We are, I have
to say, on our own; and we shall have to adjust our
policies accordingly.

The Government will shortly introduce a Bill into
Parliament to set up the Kenya Railways as a new
statutory organization. We have already set up Kenya
Airways as a wholly Government owned company,
since it was essential to move quickly in this matter
when East African Airways collapsed.

No action has yet been taken in regard to the
General Fund Services and the other East African
Corporation operating in Kenya, since we have hoped
that the political will would still exist to keep them
operating on an East African basis. The General Fund
Services must, however, be funded by 1st July if they
are to continue: and if no decisions to this end are
taken within the next few days, Kenya will have no
option but to take such measures as are necessary to
preserve services essential to the well-being of our
economy.

The policy of political brinkmanship with regard to
the affairs of the East African Community has con-
tinued far too long. We must either go forward
together in harmony or Kenya must go forward alone.
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DEVELOPMENT PLAN 1979/83

The future of the East African Community services
will be considered in detail in the new Kenya Develop-
ment Plan, covering the period 1979/83, now under
preparation. It will be necessary for them to be
integrated within the overall plan more carefully than
in the past, whether they are to continue as Community
services or be incorporated into normal Government
services.

The theme of the new Plan will be the alleviation
of poverty through the creation of income earning
opportunities for every Kenyan and the provision of
other basic needs, such as nutrition, health, education,
water and housing. In both these aims, the emphasis
will be on the dispersion of opportunities and services
throughout the rural areas, with particular emphasis
on the medium and low potential land areas.

Local ideas for development at the district level are
now being collected through the District Development
Committees, so that these can be taken into account
in drawing up the national Plan.

The new Plan is, as I say, now under preparation
and is due to be published towards the end of next
year.

RECURRENT EXPENDITURE 1977/78

I now turn to the more immediate matter of Govern-
ment expenditure in 1977/78.

Firstly, Recurrent Expenditure. The total gross
recurrent expenditure of Ministries in 1977/78 is
estimated to be K£268 million. This total can be com-
pared with approved recurrent expenditure in the
current year of K£250 million, an increase of 7.2 per
cent.

The Estimates include provision for the salary in-
crease to lower paid civil servants, announced recently.
When this is taken into account, together with the
increased cost of other Government supplies, non-
defence expenditures will rise by approximately 6 per
cent in real terms. This is a more significant advance
than has been achieved in the last two years.

Generally, we have, I think, been able to steer the
increases in expenditure into the right areas; and the
difficulties that have been experienced in the last two
years in operating newly completed development pro-
jects with recurrent expenditure being held under rigid
ceilings, should be alleviated to some extent.

Recurrent expenditure of the Ministry of Agriculture
increases by 35 per cent, of Health by 14 per cent, of
Tourism and Wildlife by 76 per cent, of Education by
13 per cent. Education expenditures will be 31 per
cent of the total, slightly exceeding our target ceiling
of 30 per cent.

The cost of Consolidated Fund Services must be con-
sidered over and above the expenditure of Ministries.
This will increase sharply from K£49 million to K£90
million.

The reasons for this are—firstly, a sharp increase in
the cost of interest on loans taken out in past years;
secondly, the cost of the pension increases I mentioned

earlier; but thirdly, and mainly, the higher cost of loan
repayments.

LoAN REPAYMENTS

Loan repayments will cost K£42 million in 1977/78
compared with K£13 million in the current year. There
are special reasons for this steep increase. Firstly, there
are two old London public issues due for redemption
in May, 1978. We have provided K£14 million for this
redemption in the Estimates but we shall liquidate some
K£10 million, built up in past years in the sinking funds,
to finance this exercise. This K£10 million is included in
the Revenue Estimates.

In addition, T feel we should take advantage of the
healthy state of our external reserves to repay the
more expensive loans taken out in the past. Accord-
ingly, we have included provision for the premature
repaying of loans totalling K£11.4 million. Our debt
commitments in future years will be reduced by these
repayments now.

I.M.F. FACILITIES

Further, although no provision is included in the
Estimates, since this is a Central Bank rather than a
Government responsibility, the House will be pleased
to learn that I have agreed with the Governor that he
should repay, to the International Monetary Fund, the
Extended Fund Facility and the 1974 drawing of the
Fund Oil Facility. Repayment of these L.M.F. facilities
will run down our external reserves by some K£19
million but since the reserves have recovered from the
low level of 1974/75, 1 think it only right that we
should repay the facilities we drew from the ILM.F.
during those difficult years. We shall still have, out-
standing with the Fund, facilities totalling some K£29
million and these will be repaid in accordance with
the normal rules of the Fund governing these facilities.

The assistance we were able to obtain from the
International Monetary Fund over the 1974-76 period
proved invaluable to us. Our standard of living would
have fallen much more sharply than it did if it had
not been for our membership of this organization; and
if the Fund had not taken steps to increase the range
and amount of facilities available to countries hit by
the economic storms of the last few years. We shall
draw up our new Development Plan with greater con-
fidence knowing that the Fund is there to support us
if similar international economic storms occur again.

But the programme to restructure our economy, SO
as to be less reliant on imports, and so as to restore
the rate of economic growth we enjoyed in the years
up to 1973, must continue. The current, temporary,
situation of high coffee and tea prices should not mis-
lead us into thinking that we can abandon these
policies. Tt does, however, provide us with an oppor-
tunity to press ahead more rapidly if we use these
reserves wisely.

I am, therefore, relieved that we shall be able to
reduce some of the indebtedness we incurred over the
last few years; and also that we can avoid taking up
certain new loans that we thought would be necessary
to maintain an essential minimum development effort.
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DEVELOPMENT EXPENDITURE 1977/78

How shall we press ahead with our development?
The development effort by the Government, as ex-
pressed by the amount of expenditure provided in the
Development Estimates for 1977/78 shows an increase
of 53 per cent compared with the expected level of
expenditure in the current year.

Even allowing for higher prices, this represents a
substantial increase in real development spending and
goes some way towards making up for the ground lost
over the last three years.

This year should see the completion of several major
projects that have been important items in the Develop-
ment Estimates of recent years. These include the new
Nairobi and Mombasa Airport Terminals and the
Mombasa-Nairobi Oil Pipeline. I shall be glad to see
these expensive projects behind us and look forward to
some pay-back from them.

These projects, however, will be replaced by other
new large projects such as the Sabaki Water Scheme,
new or expanded sugar factories at Mumias, Nzoia
and South Nyanza, new aircraft for Kenya Airways
and new locomotives for Kenya Railways. The major
dam construction at Gitaru will continue, while the
Upper Tana and Bura irrigation developments will get
under way.

On a Ministry basis, the development vote of the
Ministry of Water Development will be larger than
any other and will double compared with the current
year. The Agriculture development vote, the second
largest, will increase by 26 per cent, excluding the
provision for the new sugar factories which will be
found in the estimates of the Ministry of Finance and
Planning.

The development vote of the Ministry of Housing
and Social Services is doubled, since we have included
additional provision for loans to the National Housing
Corporation and H.F.CK. in order to direct part of
the present high level of liquidity into the improvement
in housing standards. Provision for additional civil
service housing has also been included in the vote of
the Ministry of Works.

Considered overall, I think we have worked out our
development priorities for next year about right. The
proposed expenditures are in broad conformity with
the reassessment of our development priorities in
Sessional Paper No. 4 of 1975.

ToTrAL EXPENDITURE 1977/78

I do not propose to say any more about the details
of expenditure proposed for 1977/78, since there will
be an opportunity to discuss these in the Committee
of Supply.

This year, 1976/77, total Government expenditure
will have risen no more than an estimated 13 per cent.
Allowing for price increases, and taking out the in-
crease in defence expenditure, this represents no
increase in real Government expenditure at all. But as
I explained in my Budget statement of last year, I did

not feel, then, able to authorize a higher level of
spending, since I felt that I could not increase taxation
when the ordinary man in the street was having such
a difficult time, and I could not finance increased
expenditure by creating the money through the banks
because of the inflationary risk that would involve.

In 1977/78, the inflationary risk remains, as I have
already explained. But taking into account the high
level of savings held in bank deposits, I have authorized
expenditure proposals for consideration by this House
—excluding debt repayments—of K&£513 million, an
increase of 25 per cent compared with this year.

This is a very substantial increase and one which I
admit, quite frankly, carries substantial risks in terms
of inflationary pressure. I believe, however, that, this
year, the risks are worth taking to get our develop-
ment moving again. And I believe also that we can
contain the risks through the policy adjustments I have
already announced—such as the increase in the liquidity
ratio designed to restrain the expansion of bank credit,
the promotion of long-term savings and the early re-
payment of external loans to neutralize additional
liquidity created—and through additional measures I
shall announce in a moment.

The Government is not embarking on a spending
spree, but we have undoubtedly lost ground in our
development effort in the last three years and I would
like to see that ground recovered while there is a
sudden windfall improvement in our economic
circumstances.

As I have explained, I do not expect these circum-
stances to last; and I do not, therefore, believe that
we shall be able to sustain a rate of expenditure at
this level next year. But let us seize the opportunity
provided by the higher coffee and tea prices to make
up some of the lost ground, and to press ahead with
the economic adjustments that will be necessary to
sustain our economy at a higher level in the difficult
years that will undoubtedly face us when our com-
modity prices drop back again.

DEVELOPMENT REVENUE

The problem is of course to finance this increase in
expenditure. It is to this that I now turn.

Firstly, development revenue. I could not have pro-
posed such a sharp increase in development expendi-
ture unless I could anticipate a significant increase in
revenue from external sources.

The Development Estimates project that external aid
will total some K£69 million, compared with the
revised estimate for the current year of K£40 million,
an increase of K£29 million.

Most of this increase will be derived from the multi-
lateral institutions, such as the World Bank, the
International Development Association and—of parti-
cular importance next year—the European Economic
Community. E.E.C. have agreed to provide substantial
development grants that will not have to be repaid.
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In spite of my proposals to repay certain debts
before they are due, and to decline to take certain
loans previously negotiated, net drawings on external
loans are estimated to increase by some K£20 million.
Honourable Members will have noted, however, from
the Economic Survey that the external debt ratio—the
ratio that measures the foreign exchange burden of
public sector external debt—has continued to decline
and now stands at 2.5 per cent. Kenya has one of the
lowest debt service ratios among developing countnies
and can, when necessary, afford to borrow overseas.

We shall in the coming year take up about K£9
million by way of suppliers credits provided by over-
seas suppliers.

I mentioned earlier the measures we propose to
increase the attractiveness of Government stock. We
have, therefore, budgeted for total sales of stock of
K£32.5 million to non-banks, compared with an esti-
mated K£28 million in the current year.

THE BUDGET GAP 1977/78

In aggregate, taking external and domestic revenue
together, I am budgeting for a total of development
revenue from non-banks, excluding any recurrent sur-
plus, of some K£112 million. There will, therefore, be
a development deficit of K£85 million which I have to
cover.

In addition, I have to anticipate the House might
approve appropriations, totalling up to nearly K£16
million, relating to excess expenditure incurred in
previous years.

Overall, considering these expenditures, the develop-
ment deficit and recurrent spending proposals of
K£358 million, I now have to find nearly K£460
million.
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Of this total, I estimate that ordinary recurrent
revenue will provide me with K£335 million, which
together with the appropriations-in-aid set out in the
Recurrent Estimates of Expenditure, makes a total of
K£356 million, a shortfall of K£103 million.

This K£103 million represents the problem of this
year’s Budget. It is a very sizeable problem—a gap
equivalent to 20 per cent of total Government expendi-
ture in the coming year.

It will be apparent to Hon. Members that I cannot
finance 20 per cent of total Government expenditure
through the banking system. Tax increases are
inevitable this year.

However, the Central Bank have agreed to support
the proposals to repay a number of existing high
interest external loans. They have also agreed to
finance from the external reserves the purchase, for
cash, of supplies that would otherwise be purchased
by new external loans. The Central Bank will provide
a Kenya shilling loan of K£25 million specifically for
this programme. Since all of this money will go out
of the economy it will not represent an increase in
liquidity.

In addition, I propose to ask the commercial banks
to provide the Exchequer with a loan of K£20 million.
This represents only part of the excess liquidity in the
banking system at the present time and need not repre-
sent a serious burden for the banks. A five-year stock
will be issued for this purpose and I shall ask the
banks to subscribe in proportion to their deposit
liabilities.

By means of the Central Bank loan and commercial
bank loan, I will reduce the gap from K£103 million
to approximately K£58 million.












