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Mr. Speaker. Sir.

I rise to more thit Mr. Speaker do notl leave the
Chair.

It has been m) normal practlce in the past ro refer at
the outset of the Budget Speech to the documcnrs that
have been distribur:d to hon. Members or are distri-
buted to them as I speali. Once again. I musr lmpress
on hon. Members rhe importance of their studvrng all of
these documents carefully in order to undersrand the
Budget in total. I cir'r not wish to discuss in derail this
afternoon the contents of either the Economic Surve]',
1973, or the Estrmates of Expenditure for 19i-l 71, al-
though, as usual. I shall make reference to those docu-
ments where their contents have influenced ml thinking
in drawing up the Budget.

Copies of the Revenue Estimates and the Financial
Staternent for 1971 '7,1 will be distributed to hon.
Members as I am speaking, and those documents in
particular will enable the House to undersrand more
easily the financial tigures I shall be discussing in my
speech.

Tgg Fonue'r ol. r'Hr Esrru.lrrs
In each of ml lasr tu,o Budget Speeches. I have refer-

red to improvernent.s being made and others planned in
the format of the Expenditure Estimates. I am norv able
to inform the House that the Estimates of Erpenditure
for 1973 171 will be the last to be published in their
present form. The format of the Estimares to be
published for 19 ,-1 75 will be significantll, dif-
ferent and I am confident that the House will flnd the
additional information regarding Governmenr spending
provided by the new programme format extremely
enlightening. I believe this to be in accordance with the
wishes of the House in this matter.

The principal reasons for the proposed change in the
arrangement of the Estimates are, firstly, to make the
House and the general public better informed about hos,
Government actuall)' spends its money, and secondl)'.
to provide Government with a more precise manage-
ment structure and thus improve management control
over the speoding of public funds.

Rectnnpx-r ErorNom-rne, 1973 174
That is for the furure. I now wish to turn to Govern-

nlent expenditure in the current, 1972173, financial year.

June, 1973 by the
Economic Planning,
for the Fiscal Year

During nt1 Budg..: Speech lasr year. I advised the
House th;rt the Rc--urrenr Estimates for lgll :3 had
treen dr.rrvn up to provide all the finance necessary for
rscurrent -spendrng;nd that I expected all \lrnrstries to
restrict thcrr operairons within the limtts set hv their
voted provisi6l'1

In thc event. a. hon. Members arc a\\3rc. it was
still necessarS'for nte to come to the Houic and ask
l'or supplementarl' rrovrsion for Minrstries totalling over
KI7 millon.

On the iSSUrrprltrrl that the total provision made in
thc currenl y'ear ii fully spent, as I expect. recurrent
spending for 1971 -3 (including cash issues for over-
spending in previoui vears) will total about Kf l-10 mil-
lion. an increase of approximately l0 per cenr over the
previous 1'ear. Bearrng in mind that there srs a fairly
substantial increase ln the price of supplies purchased
hv Government dunng the year. an increase of l0 per
cent in recurrent spending cannot be considered unduly
extravagant. nor aoove what I might call the normal
trend line related :o national needs. and the normal
expansion of the revenue. It is, in fact. a lorver rate of
growth than has been experienced in the last lzear or so.

Dr,vrLoprrrsr Spesorrc. 1972 173

The House has apnroved gross estimates for develop-
ment spending totalling nearly K€73 million. I do not,
however. expect th.rr actual spending will exceed more
than approximatelv Kf62 million on a gross basis.
Under-spending on this occasion is not, however. due to
slackness on the part of Ministries, but is a result of
deliberate action b1' the Treasury in controlling
development spending in accordance with estimates of
the financial resources available.

We have deliberately held back on some projects
that were relativelv less urgent, particularlv those that
were dependent entirelv on local finance, such as new
Government ofnces.

I am. in fact. heartened by our success in this matter,
as it indicates that. rvhen necessary, we can now control
the level of Government spending to that considered
desirable at a particular time. It represents a significant
improvement in our techniques of economic maDage-
ment which u'e shall need to develop further for the
future.

Speech delivered to the National Assembly on l4th
Hon. Mwai Kibaki, Minister for Finance and
Regublic of Kenya, when presenring rhe Budget
1973174 (lst July to 30th June).
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[Thc Minister for Finance and Economic Planning]

Total Government spendtng in 1972 73 rs eroected to
be Kf20l mtliton compared with Ki20l mrllron esti'

mated at lhe tlme of my Budget last 1'ear.

R,r.re or lscRrrsr ts GovenNurNr Spr.lDtsr'

Mr. Speaker, Iest hon. Members get the l;:Dressron

from these figure< that we have faltered tn our develop-

ment effort. I mLrt qurckl-t- point out lhat speldlng on

cievelopment pro;c.ts will be some l3 per ce:.t higher

than rn the pre',tous year. Recurrent spendrng' 's I have

said. wrll be lu per cent higher than tn l9'71 .-:. so that,
overall. Government u'ill have spent 1l per cent more

money rn 1972i 73 than it did in 19'11 72.

The Government has more than maintained tts effort
in the development field' In the last three ].ears, our
econom)'has grosn at an average rate of about 1l per

cent in current money terms, yet total Gor ernment

spending has tncreased at an average rate e'i 18 per

cint. Recurrent spendrng has increased at an average

rate of 15 per cent and development spendrng at an

average rate of 1- per cent' This shows that the con-

tnbution of the Government sector in the growth of
our econom)' has been increasing steadlll'.

We must. houel'er, face the fact that the Govern-
ment budget is nou' a significant proportion of lhe total
resources used rn lhe economy and that annual rates of
expenditure grou-ih of the order of 20 per ce:rt when
the economv rs growing in money terms at onlv about
lO per cent cannot be sustained. We must, in
future relate gro$'th of Government expenditure more

closely to the growth of revenue than we have been

doing.

FrNlxctNo or' 1971 '73 ExPexPtnnr,
Recurrent revenue io 1972173 will be verl' much in

lrne with the estlmate I made at the tlme of last year's

Budget. The revrsed revenue estimate is K-f 14-l million'
the same as in 1971 172. Hon. Members will thus see

that I have been flnanctng a l0 per cent hrgher recur-
rent expendtture $'lth the same revenue out'turn.

The result of thrs is that the growrng recurrent sur-
plus which u e en joyed in earlier vears has been

substantially reduced in the current financial year. I can
only expect to transfer about Kl5 million from the re'
current account to development at the end of June.

compared wirh nearly KflT+ million last year. As has

been my practice in recent years. I shall, however,
transfer any surplus left in the Recurrent Exchequer to
Development on 30th June and I would ask the House
to accept this as notlce of my intention to do so.

As is usuallv the case, the financing of the develop-
ment programme has presented some diftculties. I had
thought, when I presented the Development Estimates
f.or 1972173 last year, that I could reasonably expect to
obtain about Kl3-i+ million from external sources in
the form of grants. concessionary loans or commercial
loans. Our performance this year in taking up aid
available to us has been very much better than pre-
viously but we have still failed to obtain all of the
aid budgeted and I expect that we shall receive about

Kf20 milhon in total compared rvith the original
estimate of KI25 milhon.

In addrtion. I proposed that the Treasurl'should
borrorv some KI9 mrllon on full commerctal terms
from the o\erseas money market. In the event' onll'
Kf5.7 miltron \\as taken in this form

These comnrcrcral loans represent some achievement
for us. slnce the)' demonstrate Kenl'a.'s gro\\'lng reputa-
tron ln the rrorlrl moncy markets. \\-hen rre u'ish, we

can now enlej' lhc money markets and lind hard headed
rnternatronal hankers prepared to lend monev to Kenya
on a commercral basrs.

However. rnternatronal money rales are currently
extremell' hrgh and rt rs not my intention to borrow at
commercral rates regularly for general budgetary sup'
port. as I fear that rve should very quickly create ex-
ternal debt senicrng problems for ourselves if u'e were
to do thrs on an)' scale. We shall, however. consider
thrs source of finance for particular proiects rrhich can
themselves generate suflicient resources to pav full com-
mercial rates of interest, particularly when such projects
can shou, us a balance of payments saving.

As I said a moment ago, spending on some of the
new development proiects has been held back in the
current finan:ral vear. and I have been able to cover
the greater part of the Exchequer cash deficit by
domestic lon-e-term borrowing. Indeed. Iocal Iong-term
borrcnving of nerv money is expected to achieve a

record Kf21 milhon in the current financial year. There
were. however. some special factors u'hich enabled me
to achieve this total, particularly the availability of sur-
plus cash in the East African Communitl' pension
funds.

It had been my intention, as Members may recall,
to cover pan of the Exchequer deficit this year by a

fiduciary loan from the Central Bank. In the event my
residual cash needs have been less than expected and
I have covered this by an increase in the Treasury Bill
issue. I do not now expect to borrow' anv funds from
the Central Bank. but. srnce I use the Central Bank as

a source of resrdual financing, I cannot be definite about
this until I see actually how much money will be

required in the Exchequer to meet our needs at the end
of the financial 1rear.

THr, EroNorn' n 1972 AND THE GnorrrH oF REvENUE

As I 've indicated. we shall in future have to plan
the gro, n of Government expenditure more closely in
Iine witir the growth of the economy and the revenue.
The principal reason for this, of course, is that Govern'
ment will then be able to finance its expanding servicts
from domestic revenues and our need for external
finance will gradually decline as we wish. There are,
however. other factors rphich influerrce Government
revenue and s'hich are well illustrated by events in our
economy during 1972 173.

Hon. Members will have read in their Economic
Survey that 1972 was in many ways a very good year
for our economy. The overall rate of Exowth at 6.9
per cent in real terms or, 12.3 per cent in current money
terms, was above average. Of equal importance was the

2
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fite Minister for Finance and Economic planningl

fact that the i:rperus for this gror!,th rr.as ba,;j on a
record agricul::rii vear u'ith agricLrlrLrr;i incon-.: up by,
a stupendous ll pcr cent. Manufacturins and ,..nstruc.
tion may not hr\c achrered such hrgh irt., o, growth
as they have rn some earlier years. but still enroved a
good year for all that. The impetus of tourism i,---kenetl
towards the erri of the year. but takin-s the r c.r as a
whole. our tourtrr industrl' once again broke ail :t,-ords.

Why then di.i Government revenue fail to erpancl
with the expansron of thc econom1,,) The reaso:. lies rn
the fact that t:1 the previous Iear, l9-1. rhe -ountr],
ran into the most serious balance of pal.ments d;:;culties
it had suffere.t since indepenclence and srarilizing
measures were necessary in order to correct inat im-
balance on fore:gn account. I described lhe reas..ns for
the l97l balan;e of pal,ments difficultre; in sonre detail
in my Budger Speech last year and I erplain.J then
why it was neieisart, to use particuiar co:rective
measures. We can now sav that the measures t::ken by
the Governmen: at rhe end of I97l rvere highlr ..:ccesi-
ful on the shc::-rerm in that a balan-.e of p.,,rnant.
deficit of K[]i million in 1971 u,as rurneJ rnro a
balance of pa1'r:renrs surplus of Kf9 million jn 1972.

However. \\ jix Government revenue still nighlv
dependent on !-ustoms duties, measures to resrnJt the
flow of impon. inevitably also restricted the overall
Government re\3nue. Thus. whereas in I97l '71 revenue
from import dulres was over Kf30 million. *,e do not
expect to recejve more than K€27 million in rhe vearjust coming ro a close. Without the measures to resirict
the growth of imports. we might otherwise har.s sx_
pected to earn Kf3-1 million from cusroms dutjes jn
1972173, so thar the loss of revenue from our .ontrol
measures can t'e considered in the region of Kj- mil-
lion. If that K:- million had been available to me in
the current year. the financing of the 1972r73 Budget
would have been that much easier. The recurrenr ,urpius
would have been maintained nearer its previous level.

No country. not even the biggest as recenr events
have shown, can aff'ord to ignore a grorving den:it on
its external account. A small country, such ai ourselves,
with very limired reserves and export prices heavily
dependent on ffuctuating commodity markets must be
prepared to inrenene acrively to maintajn a balance on
its external accounr. if it is not to exhaust all of its
foreign exchange reserves and be reduced to trading
externally on a da1.-to-day cash basis. This siruation
has occurred in quite a few developing countric and
the experience is not one we would wish to share.

Accordingly. $'e must accept the fact that many of
our programmes can only be implemented so iong as
the balance of payments allows. This is one of the
inescapable facrs of our economic life. \\,e can. how-
ever, also devise a revenue system less dependent on
the volume of imports and this is one reason n.hy the
sales tax has been introduced recentll-. This is also
behind some of the changes I am going to propose in
the structure of income tax.

Tnp, B,r.lrscr' oF PAYMENTs, 1972

Our success rn bringing the balance of pavments back
under control rn lC72 was a major achievement, even
though the means ue had to employ have been painful
here and there.

It is perhaps rrorrh examining for a mom3nt changes
in the baiance of paymenrc in 1971. As a result of
rmport control and credit restrictions and perhaps some
de-stockrng on the part of the private seclcr. the value
of impons tn l9i2 declined by some KIl0 million
compared *'jih l9il. At the same time. e\ports lm.
proved b1' some KIl6 million due to higher expon
surpluses produced by the agricultural indLrrv and a
welcome rmpro\ement of 8 per cent in a\.erage export
prices. These r\\ o trends taken together-the fall in
impons and rhe rise in expons-meant rh3r the mer-
chandise adcounr uri our balance of pay-menri improved
by Kf.2-s mjllion and this improvemenr ivai reflected rn
a reduct.ion in the current account deficit br. some KI30
million to Kll: ntillion. Capital recerprs:-ose by an
estimated K{-1 million, mainly due to higher capiral
receipts in the Goiernment sector and, or.erall. tiere
was. as I have said. a swing of Kf37 miiiron in our
external acc.unts berween l97l and 1972.

Velur, oF THE Krrlr, Sgrr-t_tNc

This achievemenr on the balance of parments was
obtained in a lear of great difficulty in rhe inrernational
flnancial markets. and as hon. Members will be aware.
the worsening international monetary situatjon led to
a second devaluation of the United States doll.ar in
February this 1,ear.

After a ven' careful assessmert of all the factors
involved. together s'ith our partner States in the East
African ('ommunrrr'. the Kenya shilling uas also de-
valued in Februarl in order to malntain a constant
parity u'ith the United Srates dollar.

Taking into account the range of rsacrrons to the
dollar devaluatton on the part of our tradin_e partners,
it would seem that Kenya achieved an overall devatua-
tion of perhaps 6 or 7 per cent making a toul of about
13 per cent since December, 1971.

The devaluarion of the Kenya shilling means that in
Kenya shilling rerms. the income of our farmers is fully
maintained. Indeed. as a result of subsequent firmnesi
in commod.ity markets, our farmers are- in many jn.
stances, significantll' better off as a result of our
decision. At the same time, the competitive position of
our manufacturers aDd our tourist industn. is fullv
maintained in the face of the devaluation under.taken
by countries in competition with us. I am sure we took
the right decision.

The decision \t'as not, however, iln easy one, since it
was inevitable, s'hichever decision we took. rhat there
would be some adverse effects on our eoonomy. But
opportunities for expansion have been created: our
relative competiriveoess has been improved. \\'e look to
our producers to seize the opportunity available to
thetn.

3
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[The Nlinister tor Finance and l-conomic PlanningJ

Irrapoxr Co:rno:
I would lik!'. rt thrs pornt, to say somethrng about

rmport conlrol Erocedures. A: I said earllgr. the import
control measurn tnlroduced in Decemb:r. 1q71, were
very effecttr-e . r achtevtng otlr balance of payments
ob;ectrves throu;h 1972. Even so. \\'e conttnued to be

worried thar a ioretgn exchange drain u'as still being
caused bv a hm :ed number of tnrporters over'tnvoicing
therr goods or arrangrng for under-supplv of goods

compared u'rth ihe goods being paid for. In order to
prevent thrs ao.,lse, the Government contracted with
the General SuDertntendence Companv oi Geneva to
inspect all shrpments of goods destrned for Kenya
before thel' le,r"e therr ports of origin. The adminrstra-
tive procedures introduced to tmplement thrs rnspection
service hare. I must say in all frankness. been over-
cumbersome. and delays rn the processlng of forms
have led to a serious shortage of a number oI com-
modities in ou: econom\'. These admintslratlve proce-
dures have norr heen re-examtned and amended and I
a"m optrmistr; rnat the system lvrll nou' operate speedill'
and more smoothl)'.

I must emphesrze that the procedures relatrng to the
inspectron !rl r:r ports are not desrgned to control or
restrrct genulne rmports ln any rvay. The procedures
have, thereiore. been reduced to an absolute minimum'

The schedule of items subject to lmport quota or
other restncrrons introduced rn I97l strll operates, but
the number of rtems subject to control rs berng reduced
and a more lro::al allocatron of Lcences is berng made
in the lighr of our improved balance of payments situa-
tion.

PRlce Coxrnol
Risrng prr;c. rs one of the most intractable problems

facing the u'ht le world at the present trme-it is not
a problem connned to Kenl'a. Indeed. as I have already
noted. *re mal!1r cause of our price drffi:ulttes over the
last two years nas been risrng lmport prtces. I am. of
course. a\\ are that the tntroductton of sales tax
has also led ttr further prrce increases. Import control
and a shonag: of imports have also not helped' as

traders have talien advantage of the fact that some

commodities $ere in short supply, and rncreased prices

in order 1o se.-ure a u'indfall profit on a restrlcted
volume of imports available for sale'

Even so. our record on consumer prlc6 compares

well wittr mosr other countries tn the r*'orld over the
last year. While other countrles have faced prices in-
creasing at a rate of 8,9 even 10 per cent per annum,
in the last )'ear our new wage earners index increased

by less than 5 per cent and the middle income index
by about the same amount. People enlo)1ng expatriate
standards of living have had to face a higher rate of
price rncrease as a result of higher impon prices but
the people as a whole have not suffered as much as is

somelimes suggested.

I am, however, convinced, and I am sure that many

hon. Members agree with me, that traders have been

pushrng up prrces to an extent un;ustrfred, either by
hrgher rmporr c't1StS of rncreased taxatlon. These facton
have bcen u:9d ai excuses for un;usttried prrce lncreases.

Such aciron r. rllegal and cases have been brought to
the courts to underline thrs. lt is. hou,e\er. clear that
our pnce control machinery is havrng the greatest
drllicuJ:r rn ;.r;rtrollrng pnce rncreases. e\cePt over a
rather irmr !ed range of commodtttes. \\ c are. there-
forc. rmpror rn; and strengthentng the admlnlstratlvc
anrl legal macnrnery tha'. deals u tth pi't--c control. I
have alreadv asked the Provincral Admrnlstratlon to
help.r' rn the enforcement. of prtce contrlrl legrslation.

Prrce drsplal legislatron will be re'enforced with
much greater vrgour and I would like to ask manu'
facturers to mark maxlmum retail prlc6 on their pro-
ducts before they leave the factory'. I aiso hope that
manufacturers u'itl assist us in enforctng those maxi-
'num prices throughout the countr)'. It ts my wish that
.t wrli be possrble for us to move in these directions
on a voluntan'basis but rf thrs is not successful, lt may
be necessary to amend the law to enforce rhese ideas.

Etlproyllrsr Polrcv
The past 1'ear has been marked b1' the submission

to us of t}re rery valuable report on emptoyment and

incomes submrtted to the GovernmeDt bl' a team of
experts organtzed by the lnternational Labour Organi-
zation. Thrs report has been debated at lengh irn the
House and rt rvould seem that there is fairly general

agreement u'rth the conclusion of the report that the
problem tn Kenya ls more one of inadequate income
ihan unemplo)ment tn the sense that thrs *'ord is used

rn an indrstnal economy. The development strategy of
growth adopted by the Government srnce independence
is supported bv the findrngs of the report. The report
does. hoserer. ,jraw attention to problems arrsing in the
distributron of rncome and wealth in thrs country and

the fact thar cenain sectlons of the popuiation have

realrzed a drsproportionate benefit from ttte economic
grou'th expenenced over the last ten years. I am con-
ierned that $e should take measures to correct some of
these rnequrtres and this. in part. is what my
Budget is about. But more of that later.

Sr.truroxy Onc,rNIz,ruoxs

Mr. Speaker, if we are to maximize our efforts to
raise the Ievel of employmetrt aod to reduce the degree

of inequitl' ln our society, we must also redouble our
effors to elimrnate all waste, corruption and inefficiency
from the public sector. I spoke earler about the im-
provements \\e propose to introduce in Government
budgetary procedures designed, as I said, to raise the

level of management efficiency within Gowrnment and

provide the tools to put our own houses in order'

I am, however, becoming increasingly worried about
the deterroration of financial control and general

efficrency ln the statutory organizations' Urgeot action
must be taken to arrest this situation aad bring it under
control before it deteriorates further'

4
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[The Minister for Finance and Economic Planning]
In future. mone\' '.'. ill only be aclvanced t() st.::uiorJ'

organizations on cle":i1'stated terms. \\'e shall c'.,:rnitre
their budgets in gr;:.cr dctail ancl their r;;,rur... uill
be subject to au.l.: n)' thc Controllc: anJ .\-.Jrtoi
Gencral. Further. .:-. order to enslli'c grca'.ct- :.roli-
accountabilitv ther;':rnual reports $ill be \tlr'rr-i to
Parlianrentarv antl :..r,lic debatc.

Locar- AUTHoRITIES

The local governrnent situation is not ver1' much
better. ln Januar',. 1:-0. the Cenrral G.riernntc.;-.. look
over fronr Couniv Councils tirc responsihilr:' for
education, health ani roads. We must no\\' delt;'-; thc
residual functions r: local authorities ntorc pr;--isel1'
and then assist Lhei'. to budget for those acti\i:.3s iir
such a \r'ay that the:: own revenues s'ili '-over'.;:: '-o-,tof those function; rrrthout incurring ;ontinuci rc'
current deficrts.

And even more :ltportantll'. rve har e t.o es:rblish
more preciselv the ..rurces ol revenLtc- ri i-ti;ll s:ll be

reserved for local a':thorities ttl develo;l \\ ltil'r": en-

croachment bv the ;:ntral governnlent. l: is nl $isil
that county council.. in particular. shoLtl.i trv t,' nlovc
away from their p:-ient dependcnco frri rc\'911-lt orl

agricultural cesses. 'ince this js likelv t,-r retai'J the
development of agri:;ltural production,

I am aware that the abolition of GPT u'ill aggrrvate
the problem of financing the services of thc munici'
palities. I have. houever. provided KII million :n the
Expenditure Estimatci for grants-in-aid to the munici-
palities in order t.. reimburse them f or the GPT
revenue the.v uill lo.: in the first half of 1971. I shall
be prepared to continue a system of grants-in-aid to the
municipalities f or a total of five years. but during
that period I wrll erpect the municipalities to have
developed their orvn independent sources of revenue,
particularly'the lar.: rate. in order to repla;e the
Government grants-in-aid completell'.

THe FtuaNclNG oI' THE Eesr ArnIca.N Cortuuxtrl'
H.E. The Presidenl advised the House at the .om-

mencement of this S<ssion that a national lncont; Tax
Bill will be brought t.r this Assembly and that the Kenya
Regional Office oi th: East African Income Tax Depart'
ment would becorne a department of the Kenya
Treasurl'.

That Income Tax Bill is now moving towards the
final stage of drafting and will be published and debated
in this House shonlv in order to become larv uith effect
from lst January', 19--1.

The formal transfer of the Department to the Kenya
Treasury will also take place on lst Januarlr, 19;-l and
the expenditure estimates of my Ministn' rvill provide
for six months of expenditure by the nerv Kenya Income
Tax Department. In the meantime, the existing depart-
ment will work closely with us to smooth the transfer.

Once the three East African states have their own
income tax laws and their own departments of income
tax, it would be inappropriate that automatic deduc-
tions should be made for the General Fund of the Com-

nrunity fronr tnl- tar collectecl on the profits of nlanu-
ilcturing an..l rrnrncc companies. lt has. theretore. been

agreed betrvcen irr Pilrtner States, that u'itir elTe;r fron-r
I rt Januarl . 1v--. ti-re ir\ eragc amounts deducted from
rrl.onle til\ lr,: ti:.: purposcs of the Gener:rl Fund
r:r caeh St.rt: o'.r: iite i.i!i Iollr years nill oe deducted
tronr their gro.. .ollections oi crrstoms and ese rse over
uttd ahttr u dcu-.,Lrtrns tront customs and excise madc
Lrntler the usLltl t.trnruJ,r.

Ii rs. hori cr ::. asreed that th js should i-,e re3ardeJ
as ntcrel) an ;:.crr:.it arr:rn-ltemcnt to Di.ot jrjc ior the
linencing oi th: Cje n,:ral I un.l: and a nt.rrc pc;.i]aneni
anrl eqrritahlc t:iangenl,jnt rvill bc,,r.orkccl our before
lirc next linant::l r.ear.

[:<'t.r:.,cllt ic I)Ro.;,,,a I :
Irvoulrl ilr)\r j;(g to turn to the pro\pcjLr itrf our

e .()tlonty in l9--r an.l th.J likcly grou,th oi rhc ce nt.r;ii
ra,\ (jrntneut rc\ ;nU.. I hai e alreaclV erplaineJ tirat in
spitc ol clr cr " i per ccnt rate of gr.os in cr our
ciorlont) at. cur:r,.li Drice, in 1971. the rc\.enue has not
e rpanded in th; l9-: '71 linancial vear. This rs rn itself
Ir ntatter oi con:ctn.

lhe econont', .rLrriook tor 1973 is less gooJ bur still
rlLritc reasonllb... Jt least rn curreni pri;c ternts. Aftcr
an increase in:3ri,-ulrural income of l1 pcr --enr in
lq7l. the \\'earhs: does not seem to have been kind to
thc farmers thri vear but I still hope that rr e shall
record some fur:ner increasc in the volunre of produc-
tion. Overall. r: scenrs that as a result of firnt export
prices. there s.ll L'c a furthe r rise in farm income in
197-1 of perhapi 6 to I per cent.

-l he grou'th oi manuiacturing output is expecred tt'r
be below the a\eiase oi recent vears and the value of
procluction is I..:e,'asr to rise by perhaps 7 per cent.

'fhe constru;.1\rn industr)' is expected to move
ahead again ai approvecl building plans ge: inro
the constructio:t srase. I he shortage of housing in
Nairobi and eises here and the increased availabilitl,
of housing finan;: should provide impetus for further
expansron herc

l-ourism in the first half of the year has been affectecl
b1'events oursiie our control. The series of inter-
national conferences scheduled in Nairobr in the
second half oi this year is, however. expected to
influence the tour-ist figures for the year as a shole. I
stilt look for a neu record in the tourist statistics in
t973.

Considered overall. 1973 may see a rate of grosth in
the economl' oi perhaps I to l0 per cent at current
prices, although perhaps only 5 to 6 per cent in real
terms.

The balance of pa1'ments now looks more healthy.
After the reasonable surplus on external account
earned in 1971. se moved into substantial surplus in
the first half of ls7l, -{n increasing volume of imports
will certainly arrive in the second half of the !'ear-
indents authorized already indicate a value of imports
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over the ner,r twelve months well rn excess of anl'
previous year's figure. But so long as expor: Dnces anrl
volume are malntalned at recent levels. I dli not think
we need to De too concerned on account ot rre balancc
of paymenis as a rvhole. I am lookrng for a surplus ar
least as hrga as n 1972 bur we shall contrnu: ro watclr
the situatron closell'.

Tnr FrNericr.{L OurLooK 1973171

The recoverl, of the flow of lmport.s ..t 1973,ti1
should also lead ro a recovery in tmport du:i. revenue.
But as I har.e explained. u,e shall have ro p;-ovide for.
greater sums from our customs and excise revenue to
finance the General Fund Services of the Eair African
Communiti.

The neu Sales Tax is estimated ro brrnt rnto thc
Exchequer some K€22 million in lgi3iTl aiihough. as
I have announced, I shall give up about Kf l,_,5 million
in Consumprron Tax and Graduated Personal Tax. The
Sales Tax should yield much more rn subseo.lent ).ears.

A further Kfl million gross revenue urli enrer rntcr
the Exchequer Account in the form oi rn,-.-me tax ar
a result of _sross tax collections berng paid i.r us direcr
rather than net of collection costs and General Fun.l
deductions as at the present time.

When the lax measures. I have alreadl. announcecl.
are considered together with the narural e:o$.th and
next year's e.xpected recovery of revenue. I estimatc
that I wrll receive about K€160 milhon, some Kf,l6
million or I I per cent more than this year even if I
make no funher changes in taxatJon thrs r*.r at all.
This gives me a good start .in formularrnl mv ne!r,
Budget.

set out ln rhe Development Estimates are esUmated at
Kf,2-l mrllron compared rvith K{,26 milhon in the
currenr )ear. a retluctron of Kf2 million.

I arnr to r.i,.r. I(I20 millron by uar of domestic
long-tcrrn bo;;..11 tng, about Kf I mrllron iess than in rhe
current )ear. \\.nen I was able to take up some Kf6mtllton lrom surplus ba.lances in the East Afncan
Lon)ntunti) pcit:irrll Funds.

. Overall. tr \\oulcl seem that recurrenr revenue andlong-ternr borrourng wrll nse uv kir-; miiLon. uhrle
expendriure 15 esrimated ro nse by KIlu mrilion. There
rs. thcreroru. a -tap of Kf7 milfitn.
Tsc Srn,rrer,r. or Rl,ronlr oF THE Frsc.rr Sysrr,lt
. Beforc I turn to the financing of thrs gap I shouldhke to drsclosr. ro the House" *V g*J."i thinkng
tou'ards funhc.r fiscal reform ln Kenyi
. In the ren ., .rrs srnce independence. ue have raised

the annual ler rf Government recurrenr revenue by
over lrro anel talf i,mes-a rate of growth in excessof thar of rhe :'oss domesric product ,i, .r.r.nr moneylerms Th.is rn,reasc rn the ieuenue has financed rhe
expanston of G.rvernment services proposed .in the Frrst
Developmenr Pran and the Kanu -^nif.rt,o at the tlmeof rndependen,-e Recurrent surp.luses har e been earnedwhich har.u pror.ided a significant contributron to
developnrenr rinancrng. an esiential pan of our policy
oI stcadtly lncreaslng self_reliance in financral affars.

We nrust. hossygp, face the fact that rhts substantial
rncrease in the natronal revenue has only been achieveclat a cost. I ar rares have been pushed ro high levels
whrch has rnr.oir.ed real sacrifice by the people of thiscountr), Ho$'erer, we cannot eat our cake and still
expect to have rr-we cannot demand heher Ievels of
Government sen'rces and a greater degree of financial
self-reliance and erpect to aahieve theie aims without
sacrifice.

. The peoplc ..ri Kenya have indicated quite clearly
that, glven rhe chorce, they want more ichools and
morc trained re.rchers; they want more hospitals and
more trarned d.r:tors: they want better roads and more
efficientll' marnrarned roads; they want law and order
and securrty' ln :herr daily lives. There is no doubt thatthe people har e been, and are, prepared to make
sacnfices to achreve these few basic ien,rces which they
regard as an essential part of hfe in the new Kenyi.
They are entltled to receive those services.

Both m1' predecessor as Minister for Finance, and
more recenriy my'self, interpreted the peop.le.s choice in
this matter posirrvely and raised tax rates on a numberof occasions. There are, however, limits to the extentI can no*' push this process further. We, in the
Trerasurr'. have. therefore, been undertaking a funda_
mental rethinkrng to determine where u.e should go
from here. I suggested earlier this afternoon that we
shall need to conrrol future increases in expenditure
n,lre closell' rn line with the gxowth of the revenue.
However, u e have to consider also how best to achieve
the maxrmum growth in revenue, on ttre assumption
that I ca.nnot go on lifting rates of taxatron indefiaitely.

ExprNolrcrne 1973 174
I would norv [ke to comment briefly on the expendi-

ture estimates. copres of which u.eie drsrnbuted to
hon. Members two days ago. As lasr yea:. I shall
leave the detailed description of indrvidual Ministry
estrmates to m1' colleagues when we come ro the Com-
mittee of Suppl.v-. I shall at this trme simpi', consrder
the expendrrure totals.

Total expenditure in 1973 174 on a gros basis is
estrmated ar a little loss than K€222 miil. about
K€20 million or I I per cent higher than .in tl 3urrent
year. Recurrent expenditure at K€I54 mit.rn and
development spending at Kf68 million will both be
about I I per cent 'higher.

Trc, FrNlxclrl RequrRr,urr,ns 1973 174
Let me remind the House of the basrc Budget

arithmetic. Expenditure is estimated to nse by Kf20
million while recurrent revenue at existrn_s rates is
estimated to increase by Kfl6 million. Orher things
being equal, the overall deficit, as measured by total
expenditure less recurrent revenue, will rise by about
Kl4 million.

At the same time, development revenues are
cxpected to be lower io, 1973 174. External receipts as
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The revenue systern we now require is one more

responsive to increases in the national income and yet
reasonably stable when set-backs occur in particular
sectors. The revenue must rise faster than national
income, so that Government spending overall can
increase at a rather faster pace than the o','erall rate of
growth in the economy.

Rwenue should be earned automatically by the tax
system as the economy expands; so that the Finance
Minister can avoid having to raise tax rat6 or to intro-
duce new taxes every year. The tax system should be
reasonably constant in changing circumsrances without
the need to make wholesale changes from y.ear to year.
Businesses and individuals should be able ro plan in an
environment of reasonably constant tax laws. We have
not achieved this in recent years because of the need
to transform the tax system in the direction we require
over a period of time. More changes are, I am afraid, in
prospect this year, but when these have been introduced
I very much hope that we qtn enter a period of relative
quiet. as far as the tax laws are concerned.

But apart from providing an adequate growth in
revenue. the tax system we require in the nerv Kenya
society should be progressive, meaning that the rich pay
a higher percentage of their income in taxation than do
the poor. The system should also be equitable, provid-
ing that individuals and businesses in similar economic
circumstances should pay equal taxes.

The system should also be easy to understand, so that
we may reasonably expect individuals to comply with
the tax laws. I believe that the more simple and the
more equitable the tax system we devise. the greater
the chance of obtaining compliance s'ith rhe lax laws,
so that tax evasion which is a deplorable and anti-
social activit.v, is reduced to a minimum.

Finally. \r'e must use the tax system to encourage
the efficient use of economic resources. For example,
our tariffs and taxes should not encourage the excessive
use of imponed raw materials and capital goods: the
svstem should not discriminate against production for
export: and it should not discourage rhe use of labour.

The tax sy-stem we inherited at independence was not
sufficiently elastic to changes in income. parricularly
because its reliance on import revenue meant that, as
local industrv developed. customs revenue could only
be maintained by increasing the level of rhe rariff. It
has not been particularly etluitable either in rhat low
income earners have sometimes paid higher proportions
of their income in tax than persons in rhe middle or
higher income ranges.

But perhaps the major fault of the existing fiscal
svstem is thar rt has tended to create a highly protected
inuard.lookine manufacturing industrv in Kenya.
Industry has been able to set up behind high tariii walls
simply to manufacture products f or sale in the
restricted East African common customs area. Product
quality and manufacturing service have all too

frequently been secondary considerations in the mind
of the mauufacturers who tend to squeal every time
they are touched by competition from ourside and to
run to the Government to bale them out everltime they
run into trouble. To use the modern idiom, there is a
danger of having too many "lame duck" industries in
this country.

To a large extent, we have created this siruation our-
selves. In our ea.gerness to industrialize and change the
structure of our economy after Uhuru from its over-
dependence on exported primary commodities, rve have
perhaps listened too eagerly to the blandishments of
prospective investors. We have been told all too often
that if *'e provide blanket protection for a new pro-
duct, find half or more of the capital requirements for
a new investment and give full investment protection
for the remainder, we shall get a new project of
immense economic benefit to Kenya. Sometimes this is
true, but at other times, the cost involved rn setting up
these nes' projects has been greater than we should
reasonably' be expected to pay-high cost products.
mediocre quality. exclusion of consumer choice, high
import content, high repatriation of proits and very
Iittle employment content. Is this the economic develop-
ment we *'ant? I say NO!

Please do not get me wrong on this. It *'as necessary
after independence to accelerate industrialization. To a

Iarge exrent it rvas necessary to create a protected
market to initiate many new investments. It rvas also
right that our investment agencies such as ICDC and
DFCK should participate in the financing of many of
these projects. N{any manufacturers are now doing a

good job-producing a quality product at a reasonable
price. Some have succeeded in developing export mar-
kets outsrde East Africa. Industrial employment has

risen by about 50 per cent since 1963.

The pornts I am trying to make now are. hrstly, we

are now goin-s to consider the economic cost of all new

project proposals much more carefully' than in the past.

particulariv when the project is dependent on a Pro-
tected lo.-al market for it'; sales. rvhether rhis is in the

form of high taritTs or import control. Secondly, as I

gave nollJe in mv Budget Speech last vear. rve shall
graduallv open up the Kenya market to outside com'
paition and expect local producers to stanJ up to that
comperition.

The reason ior this new line to*'ards local
manufacturing is not that we have changed our mind
towards the development of industry in Kenva but thai
rve have --hought rather more about the tlpe of manu-
facturing development we require. \lrrst jndustrial

development since Uhuru has been dire--ted torvards
import saving, although the foreign erchange cost

of some .rf these projects has been higner than the
foreign erchange benefits.

If we rrere to persist in this approach. :he prospecis

for future growth in manufacturing sould be limited:
industry would be able to grow only as fast as the
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growth of rhe Kenya or East African market.
To break out of thrs trap into u'hich so many
other deveiu'rping countries have fallen. we have to
change the present industrial psychology in Kenya thar
looks onll' rnward to the Kenyan or, at best, East
African market. Industry can now expand to enable
us to fulnl our rndustriahzatron goais only if it
changes its attitude and increasingtl, looks outward
towards the exporu markets beyond East Africa.

This is one reason why we shall take a tougher line
rn grantinq rndustrial protection in the Kenya market.
But thrs s'rll not be enough. Government must provide
a carrot to lead as well as a stick to drive. It is not
enough th3t \\'e should support the Export Promotion
Council and promote Kenya panrcrpar.lon in trade
farrs. We must do something more posltrve to rnfluence
the relatrve profitabrlity of selling rn export markets
compared rrrrh selling in the local markets.

it{r. Speaker, hon. Members may' feel that I have
drifted arvav from my descriptron ol the reformed
fiscal s1'stem I am seekrng. But thls rs not really so.'fhose hon. \Iembers rvho have furlloued the marn
trend oi mr thoughts rvrll realize rhat I am moving
lowards a 5rmpillied tax system that provides the
growth oI re\enue I require wtthout .ontlnual changes
ln tax rates. ln addition, I am morrng tou'ards a tax
system that encourages a better alloc-atron of our
natronal resources. one that wrll actir-ely facrlitate the
achrevement of our natronal goais.

Fr xrNcr.rt- Pnopos,r,Ls

How then do I propose to achieve the fiscal reforms
I am seekrngl Before outlining my proposals. I would
tike to ask 1'ou. itlr. Speaker, to regard the rest of my
speech as berng Notrce of a Motion to be placed before
the Commrttee of Wars and Means,

I have. of course, already disclosed a signrficant part
of my prop..ials earlier ln this session. The Consumption
Tax imposcd at specrfic rates on a lrmited number of
consumer riu:ns has now been replaced b-v" a l0 per cent
Sales Tax on nearll' all manufactured commodrties.

Graduated Personal Tax is to be abohshed rrrth effect
from 3lst De;ember this year. Provision for this change
is contained rn the Frnance Bill as promised earlier.
None of us Lked this tax and all of us rvrll be pleased
to see it grr.

Exponr Corrpn,IsrrroN PAYMENTS

In order Io encourage local indusrry to look with
greater determrnatron towards the erporr markets, I
propose to rnrroduce, shortly, a Brll rnto this House that
will have the etlcct of rermbursing -ielected manufac-
turers for t.r\es paid rn the local market rvhen their
products ere sold outsrde East Ainc.i. The etlect of
these propursots wrlI be that. rn the selected industries-
generallv tho.e norr sub;ect to sales tar-the f.o.b. value
of exporus rrrll be increased bv l0 per Lcnr b) means
of rermbursement. payments. The effect ot the scheme
will be the same as a l0 per cent export subsidy.

The new export payments scheme wlI exteDd initially
to a range of exports worth some Klf-< mrllion per year
and I hope that legislation can be drafted and con-
sidered b1' this House to enable it ro become effective
from lst Jaouary, 1974.

The new compensatory payments for industrial ex-
ports wrll, to a large extent. replace the present arrange-
ments for refunds under the Local Industries (Refund
of Customs Dutres) Act and remlssrons of duty under
the Customs Tan-ff Act. I hope to devrse a system which
will get the payments to exporters rrrrhout the long
delays and complicated procedures that are required at
the present time.

Naturally, a scheme of this type wrll cost a great deal
of money. The net cost in the first full 1'ear is estimated
at about Kfl m.illion and this cost \\lll. of course, rise
as the export incentive leads to higher export values.

The proposed export payments represent a positive
step by the Government to change the u hole psychology
of industnalization in Kenya. We must become export
orientated ri rr'e are to industrialize ar a faster rate.
However. the Government can onlv provrde the in-
centive. It urll then be up to industrrahsts to go out and
seek ne* export markets if they are ro obtain the benelit
of the cash I am putting asrde to pa1' for this scheme.

ExpoRr T,rrc,s
Mr. Speaker, at a time when I propose to introduce

export refunds, it would be illogrcal and rnequitable to
continue to lmpose export taxes. Accordingly, I propose
that the present taxes on colTee and srsal exports should
be abolished as irom midnight tonrght. This move wtll
hand back to the farmers about Ki700.000 a year,
although I hope to claw some part of thrs total back
rnto the Exchequer in the form of hrgher receipts from
tax on protits. Hon. Members can consrder thls measure
as a fiscal tidving up operatron consls:sn[ \!rth the over-
all policv thinkrng I have outlrncd.

Cusrotrs Durlgs
I have tned to explain to the Hous. \ome part of our

thrnking on the rmpact of the cusi.\ir1s tanff on the
allocatron of econom.ic resourccs in :er; country. I am
drarvn ro the conclusion that our long-term objectives
rvould be reached more easrly' r"ith : more even tanff
structure Ihan we have at the present ume-a narrower
spread betu'een rates of customs dutl-. In order to rmple-
ment such a programme. rt rvill, horrerer. be necessary
to persuade our common nrarket pariners that it is in
their interests also. Such a programmc could also not be
followed through in one or two years-lr rvill take a
much longer perrod.

Horvever. as an carnest of mv intentrons rn this matter,
I propose to rec.iLrcc the luvel rri cjilrrms dLrtv on a
range ot mrnor prt'rducts. rnarnly trsed :,. rew' materials
in local nranuiacnrring. .A,ll the ftlaten:rlr ln the list have
l tiun, no\\'of more than -.[() per cci:. I propose that
the dutv should he reduced down to :'r ner cent.

I .lo n.rr proposc to read ()ut the Irst rn full. Hon.
Members can see lt in the Financial Sratement and the
Finance Brll. \one of the items by rtself rs particularly
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important in our economy and the total revenue I am
giving up on all items taken together is not estimated
at more than K1120.000 per year. However, the fact
that reductions are being made will perhaps provide a

firm indication to hon. Members that I mean it when I
say that I $'isir gradually to reform the external tariff.

I am proposing no increase in rates of fiscal entry irr
the First Schedule of the customs tari.ff this year but in
order to meet a commitment towards Pan African Paper
Mills in respect of paper, and towards Tanzania in res'
pect of certain fertilizers, suspended duties already pro-
vided in the Second Schedule of the Customs Tariff will
be implemented as from midnight. The effect of this
will be that ihe total duty on four categories of paper
will rise to 20 per cent. Also, the total duty on fertilizers
coming withrn the descriptions of ammonrum sulphate,
triple superphosphate, diammonium phosphate and
complex NPK will also rise to 20 per cent.

There is one other change I propose in the customs
tariff which r' of some economic imponance. At the
present time. Government departments and the East
African Community, including the corporations may
import goods on a duty free basis. When most Govern-
ment supplies were unavailable localll . there may have
been justihcauon ior this, but more re.enlly' when local
products of adequate quality have been available. Gov-
ernment departments have been among the worst
offenders for buying overseas. Accordingll', the Third
Schedule of ihe Customs Tariff rvill be amended to
provide that rrrtually all Government and East African
Community purchases will have to be made on a duty
paid basis in future. By removing the exemption from
customs dutr'. I am also by the same stroke removing
Government departments' present exemption from Sales
Tax. We shall. of course. have to provide for additional
sums in the Erpenditure Estimates to cover the cost of
import dutv and sales tax involved. L,ut the important
factor in thrs is that Government departmenrs should
have to iaee the same price choices as ant'one else.
These measures accord with my general policy of using
the liscal sr:.cm to encourage the ri-:ht allocation of
resources in ..ur economy.

At this po;nt. I should perhaps menuon to the House
that the Cusr..ms Tariff Act and the East African Treaty
will be amenied to provide that all .ustoms revenue
derived from East African Communitv imports will be
paid direct r::o the General Fund trf the Community
and not into :ational revenues.

ExcrsE

I turn nr-r'.'. to the Excise. 'fhe inlroduction of the
Sales Tax rr:.1 require us to look more closelv at the
function of ::: excise for the future b,',rt this vear there
is only one::rendment of substance I rrish to propose
to vou. This ::iates to the cigarette and tobacco excise.

The inter..-:ron of the variotrs cigarettc lnd tobacco
taxes has be-,.;nc increasingly complicaled and inflexible
in recent 1ea:s and there has for some ume been a need
for reiorm. The introduction of Sales Tax has made

this imperative as the combined impact of sales tax and

excise on cigarette prices would have t'een such as to

cause an overall loss of revenue which I ;-nnot allord'

Accordingly, I propose to introduce a new cigarette

and tobacco exctse on an atl valorcrrr basis from mid'
night tonight. The effect of this will be to reduce excise

to off-set part oi the Sales Tax' so iirat the only
cigarettes to go up in price rvill be the iou: most expen-

siie brands, that ,rs "State Express'' br lj :cnts for 20,

"Rex" by 30 cents, "senate" and "Embassv" by l0 cents'

Pipe tobacco, particularly the expensrve crends, *rll go

,j Uy 
" 

little more, to bring taxation on iiirs item up to

the livel of the cheapest cigarettes: pipe tobrcio has been

somewhat under'taxed up till now. All olh;r prices rvill

remain unchanged. I am airaid I cannot \\cep too many

tears for atl those traders who lrave takcil a gamble on

all cigarette prices going uP.

The nerv ad valorem excise scale shotll'l provide for a
steady increase in tobacco revenue ovcr the y-ears' ln
lg73i':,1 I hope to earn an e\tra Kl: i.-rillion irom
cigarette and tobacco revenue w'hcn slrl'r :-r\ llild e\cise

are consitlered together.

Sr,rrup Dun'
On occasions. in past budget deL'rl;'. sonte hon'

Members have pressed me to tntrodu.c ; 'lpital 
gains

tax. There are considerable rncrits in :,t'n a tax and I
would certainly not exclucle its introduet;'n s(/me time

in the future. Horvever, a capital gains iJ\ rvould have

to be implemented by the lncome Tax DrDartrnent and

I am persuaded that since rve are scttln:: up ()ur own

Incomi Tax Department this year and al") implenlenting

a completely nerv Income 'l-ax Act. r: v'otrld be un-

,"aronibl" to burden the departmepl riiiir a trr:u form
of taxation of rvhich they have no e\pcl':-'ncc'

However. I believe that it is still r.'^"rrtbie to tax

some greater part oi the proiits rcsrtlil;:: ir()nl urban

propar'"r- tr"nri"rs and I propose witlt .;. -'t lr'rnl nrid-

night to raise !he rate of Stan-ip Dr"rtr (r ' 'i)ll\ r\ lniing
of propertv in municipal arees. l-he reie 'l \liLrllp duty
on such Iransactions rvill he approxitr:., ;1" 'i pg1 ggnl

rather than approrimatelr' I pcr ccflt .r' :"'rv flle rate

of stamp <Jtrty-to be paid on nropcrt\ I-''-'\rul's outsidc

the muni;ipalities remains unchanged.

lxcove f.rr
Finallr'. I turn to the lncome 'fax rLt,.t I strould like

to give hon. illembers some insight jrr..r 'rrtr tliinking
on ihe n.tt'lncome'fa.x Bill which I llon. t,r introduce
into the House verY soon ltnd also outl::l; tlte rltes of
Income Tax that ri'ill be'lcviecl ri'ttil '.;!Jt 1l'onl lst
January'. i97-1.

First rr; all let me saf in ortlcr to .':-'.i lllv mis-

un<lerstandings. that we are at one ulii', i'LIlzania and

Uganda about chenging the arransem''ni{ ,rr collecting
income t.r. 'fhe establisltttrcttt rrl n3li,'- -ri lrl!t)me tax

departmerts cloes not nrcen that tllc I -r'. \rli.an Com-

munitl' r' i.:eaking up-\intply tllat .;.:;-:-:ii u-L)llomic

policies sometimes require a dill'ercnt.,plr'''rcli to prob-

iems of tex coilection. I eannot sl\u ." -' lr'ril details
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of income tax arrangements next year simply because
we are sull discussing problems of ta' o-ordination with
Uganda and Tanzania. We are all eed that this co-
ordrnatron should continue now ar n the future and
a new East African Joint Tax Boa. s being set uP to
achieve this.

However. in future, for tax purposes the term "resi-
dent" rvrll mean resident of Kenya, rather than resident
of East Africa as now. Even so, residents (of Kenya)
will contrnue to be charged tax on income accrued in or
derived irom East Africa. This means that residents will
be assessed as at present on their total East African
income but rnstead of tax being allocated between
partner States as now, Kenya. as state of residence, will
give a set-off for any tax withheld at source on certain
types of rncome arising in or derived from another
partner state.

Non-resrdents rvill be charged onlv on income
accrued rn or derived from Kenya. The charge will
normallv be made by a wrthhotding tax at a rate vary-
rng wrth the type of income.

One of the major changes in the proposed new Bill
rvill relere to the treatment of retirement benefits. The
reason ior this rs that it has been upperrnost in our
minds in drafting the new Bill to simplify the income
tax system rn Kenya. and a disproporlionate part of the
complrcatrons rn the present Management Act arise
from the errsting pension provisions.

In fui,-rre no deductions wrll be given in respect of
contribrrtrons to pension funds. pro"'rdent funds. and of
provisron ior retrrement annuittes except for com-
pulsorr' ;ontributron to statutory schemes such as the
Natron el Socral Security Fund. Horvever. the first
*13.-itll) oi pensron and retirement annuitres received
hy n r,, Jrnt \\rll be exempt from t:rr. Pensions and
annurt,.'r n;ird to non-resrdent pensioners will be subject
to a rr':hholdrn3 tax of l2! per cent.

Takc;r tosether. these measures u'rll lead to consider-
able s,nrnlrrlcatron of the tax law and tn addrtion will
provrue irre rrrth an addrtional Ki150.000 revenue in
1973 ' - - .nd an estimated K€800.000 tn subsequent

),ears. I' .hould be noted. however, that the resident
pensroner ,.r rll be better off.

Rents $'rll be subject to a non-resldent and lnter'state
rvrthholJrng tar of 30 per cent. This nerv ta\ will pro'
vrcle me urth an cstimated K€150.000 in 19j3 174 and
Kf300.000 in subsequent yean.

There rr,ll be a number of changes in the law that
* rll m,i,nlr- atTect business taxation. A carn' forward
t-f dsrl,' :i r'. rll onlv be permrtted for fir'e r-ears. Pav-
nrL'nts Iar management servtces pror-rded bv a branch
oI a clinrDanv to another branch oi the same company
rr rll ntri. horr er er. be an allowable expense .n arrtl'ing
:it char3eable lncome.

Rates oi i1!'estment deductions rr rll ':main un-
,'hrnceo l,',.:t rltes of other capital deductt,'ts will be
varrcd rn rcspeJt of industrral buildings and hotels. The
style and technrques of building rn Kenl'a a! the present

time are such that the usable commercial lives of these
buildings are longer than they trsed to be. This fact
should I feel be reflected in the rates of depreciation
deductible in arriving at chargeable income. Industrial
buildings rvrll be allowable at a rate of 2| per cent of
original caprtal cost and hotel building at a rate of 4
per ceDt of original caPrtal cost.

I do not expect to get additional revenue from this
change in 1973171 but I should obtatn an extra
Kf350.000 in subsequent years.

In order to close a tax loophole, I propose to provide
that where assets are hired and subsequeotly sold to
the lessee or his associate at less than market value'
the difference between the sale prrce and the market
value of the asset will be chargeable to tax on the pur'
chaser of the asset.

"Jon-resident withholding taxes rvill remain un-
changed at existing rates, except, as I have noted, there
will be new non-resldent withholding taxes on rents'at
30 per cent and pensions at 12+ per cent.

I cannot at this stage disclose rates of inter'state
withholding taxes. since I hope we can reach agreement
on a common level within East -A,frica, so that a
comnon level of relief can also be applied for taxes
imposed by other partner states.

Resident withholding taxes will remaln unchanged-
l2t per cent on dividends and interest.

The rate of company tax will also remain at its
present level of 40 per cent, except that branches of
foreigrr companies will be taxed at a rate of 471 pet
cent. At the present time a localll' rncorporated sub'
.sidiary of a foreign company pays compan:/ tax on its
proflts and also withholding tax on is drvidend remit-
tances overseas. As a result it Pays more tax than the
foreign owned branch which pays tax only on lts profits.
I feel rt nght that I should correct thrs situation by
taxing branches of foreign companres at a rate which
is equivalent to that of a foreign-ou'ned subsidiary that
remrts all rts protits rn the form of drvidends.

Finallv. I come to personal or indrvidual income tax.
We in the Treasury have given the deepest thought to
the fundamental objectives of personal income tax in
our new Kenya society and many alternative proposals
have been examined and rejected for one reason or
another. In this process there were a number of funda-
mental aspects of income tax which dominated our
thinking.

There are approximately 2 miltion famrlies in this
corrntr]': but only about 100.000 indrvrduals pay income
tax. Average famrly income in Kenra rn 1972 was

approxrmately K1220. but that figure masks the un-
doubted fact that 80 per cent of rhe population live on
an income very much less than rhat average. Yet in
1972 the majoritv of families were not requrred to pay
income tax untrl they achieved an tncome of K1990
per annum-a hgure four times as high as the average

family' income and probably ten lrmes as high as the
income avarlable to the poorest 80 per cent of families.
My conclusion from these figures is that the income
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theshold at which an individual starts to pay in in'
come tax is too high since people who in terms of aver'
age income in this country are rich are exempted from
paying income ta:r at all.

There are other considerations' The present system of
family allowances provides a greater amount of tax
relief for the richer man than it does for a poorer man,
since tax is relieved at the highest rate paid by the
individual not the lowest. My conclusion from an

examination of this situation is that the tax relief for
a wife or for a child should be the same for everyone
whatever his income.

Finally, I have to take account of the fact that for
those few-I might even say those fortunate few-who
are required to pay income tax, the level of taxation is
high-amongst the highest in the world. If we are to
retain incentives for hard work without evasion of tax,
rates of income tax cannot be pushed higher. Indeed' I
accept that there is a case for some relief in the light of
other tax measures.

Here then is what I propose for 1974. The prxent
system of personal allowances will be reolaced by a

systern of fixed tax relief depending on family circum'
stances. The amounts of relief will be-

For a single person ... . KflS
For a married person Kf36
For each child (up to a maximum of four) KJ9

The system rvill work as follows. Rather than add up
your income and then deduct the value of personal
allowances from your income as norv, the tax-payer
will work out the tax due on his total income and then
deduct the appropriate family relief from his total tax
bill. This means that the lower income tar-payer will
get exactlv the same tax relief for h:s rvife and
children as rvill the higher income tax-pal'er.

It will also mean that the threshold income levels at
which a person starts to pay income tar ior the first
time will be as follows:-

p91 3 -singie person Kfl80 per annum (compared
rvith Kl22-1 now).

For a married person with no children K1360 per
annum {'compared with Kf492 norvt.

For a married person with four children Kf720 per
annum (compared with Kf990 no*'r.

These figures rvill mean that some people *'ho do not
pay income tax now will be brought into the system
for the first time in 1974.

The nerv tax burden for these familie_s rvill. how-
ever, be ven' lor,: for I propose to introduce a new
personal tar scale irom the same date. The nerv scale
has been designed to dovetail in rvith the new family
reliefs and *'ill start with the first K{1.200 of income
being taxed ar no more than Sh. 2 in the pound. There-
after the rete of rax rvill rise evenlv hv Sh. I in the
pound on each additional Kf600 of income up to an

income of Kf8,200 per annum. Between K18,200 and
K€10,000 per annum tax will be charged at Sh. 13 in
every pound and all income above Kf10.000 will be
taxed at a f,red rate of Sh. 14 in the pound.

There is one further-restricted--{oocession I have
to aanornc€. Owing to the way the t&\ law u'orks, ttte
professional self-employed person has for some time
been very much worse off than the same professional
person in employment-or indeed anv other employee
or any other self-employed person. Those proiessional
self-ernploved persons will now be signrficantl-v worse
oft since they will not be able to deduct any provrsion
for retirement from their taxable income as now. I
consider, therefore. tbat there is a case for special treat-
ment for the professional self -emploved person if
Kenya is to retain sufficient doctors. accountants and
lawyers. AccordingJy, self-employed persons in profes-
sions scheduled under the new Bill rvrll be allowed to
deduct up to Kf700 per annum from their income as
a housing deduction so that like their emplovees part
of the cost of rheir housing is deductible against the
profits of the firm.

Where dces all this leave the individual tax-payer?
The amount of tax a person pays depends srill on his
income and his family circumstances. It is. rherefore,
difficult to genera.lize. I can, however. sav that no one
should pal'more income tax in 197-1. lhan he pavs in
income ta-r and GPT combined in 197-:. Since rhe entry
income point at n'hich a person starls to pa-"- income
tax will t'e lower in 1974, a number of persons will
pay income tax for the first time. The amounr they rvill
pay, ho*'ever. will be less than they pay in GPT now
and it rvill. of course, vary directly *'irh thejr income
which GPT generally at this level does not. For instance
a married man *'ith four children earning an income
of Kf,900 per year does not now pav income tax: in
1974,he *'ill pay Kfl8 or Sh. 30 per monrh. I do not
think this. an average rate of tax of I per cent, is an
onerous burden or one that is unfair.

From ::e K1900 per annum man :l,.ins txx at 2
per cent. :5e tax scale will rise progres.ivelv so that the
K14.000 rer annum man rvill pav abo-:: lrJ ner cent of
his income in tax and the lucky ferv e::'ning K€10.000
per annur'Tr rvill pav about 4l per ce.r. Tlre rich will
pay ver!' much more than the poor rut rather more
people rr':il pav a little than has occur-r-cd in the past.
I now hope that rve have a tax svsleri that x'rll stand
us in gocd stead as our economv develops. Considered
as a whcle. the proposals to be cont:;ned in the nerv
Income T:r Bill represent a fairly s,-:rsrrntial conces-
sion in:ersonal income tax rr,hic:r ri'ill onlv be
recovered. :n pan bv higher taxation of [.usiness profits.
Overall. I estimate that I am givine :rvav nearlv K!2
million i:. lc73 '7-1.

These ::en. \Ir. Speaker. are mv r.ration nronosals
for this r':ar. Thev are. as I am sure r. one u..ill denv.
fer reach:re changes in the tax s\.sr3rn. \; I hinted
last year. I have srvrrng the Kenva l..::rl \\'{r._-rn ntucil
1'urther:: rhe direction of indirect.arrrion. In that
\vay ever.'one u'ill pay tax but only:o the ertent they
are able :o <pend.
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I do not claim that people are Dot going to pay
more tax-overall taxation is increased in 1973,' 71 by
about Kf5 miiiion but I do claim the increase in taxa'
tion will be paid by the richer members of society
judged by the criteria I set out earlier. Very careful
examination oi ;rousehold budgas of the lower income
groups shorvs ;onclusively that these peopie will pay
less tax overall ,t 1974 than they do in 1973.

Too frequently. Mr. Speaker, tax-payers look simply
at the new measures that hit them and completely for-
get the other measures that are to their advantage. I
do, therefore. acpeal to everyone to consider my pack'
age as a rvhole-Sales Tax certainly, but also GPT,
export tax. stamD duty. customs duty, excise and income
tax. not forgettrng the expoft compensation s :heme

designed to br:ng additional employment ber. :its. I
believe that th3 oroposals I have made measure xp to
the objectives Lri tax policy I outlined earlier.

I appreciate :hat it is not very comfortable for the
tax-payer ro I'.e through a stormy period of funda-
mental fiscirl clrenge. I hope that once the new income
tax larv is introduced, we can achieve calmer waters
rvith fewer rrci.;al changes for a few 1'ears. There are
still some loose ends that will have to be tidied up and
the reform of :he customs tariff has still to be tackled.

The introduclion of sales tax taken together rvith the
abolition of GPT and consumption tax meant that I
had increased taxation in a full year b1' KI9.5 million.
The measures I have announced toda-v---+xcluding
eccounts {or :he export payments-mean that I have
given up a tr.ill of KL2.7 million rel'enue. Allowing
Kl2 million for the abotition of GPT paid to munici-
palities. (KIl :rillion in a full year). the measures I
have announ;:C this ]'ear represent 3n increase in
taxation oi Ki-.S million. This figure crn be compared

with the total tret estimate of taxation revenue for
1972173 of Kf,l25 million: it represents an increase in
taxation of less than 4 per cent.

Mr. Speaker, hon. Mernbers will recall that towards
the end of the first part of my speech, I said that I
was faced with an expenditure/revenue gap of Kf,7
million. They will also see that I have done nothing to
close that gap and indeed I have widened it by giving
away K12.7 million-to create a total gap of nearly
Kf,l0 million. Changes in the accounting of revenue
such as I have described, will bring back KJ3 million
and I am, therefore, still left with a gap of Kl7
million.

In order to close this gap of Kf,7 million. I shall have
to rely to a greater exteot in 1973 174 than io the
current year on shon term borrowing from the banking
s,rstem, e.ither in the form of Treasury Bills or Central
Bank loans. Since I have turned to the banking system
for only limited assistance in the curreat -"-ear and the
rate of growth in our economy may be lor,r'er in 1973 I
74 than in 1912'73.I am convinced that it is reasonable
that I should cover the budget gap in this rvay on this
occasion.

/ tuty Urag.t can. therefore. once again be considered
fas a budget for expansion. A budget for funher attain-
Iment of our national development goals. particularly
for an improvemen! in the quality of life of the poorer
people of this country.

lt is mv sincere belief that we have no* ach.ieved a

fairer system in which everyone pays ta-x in accordance
with his ability to afford tax. The system should also
be better adapted to the needs of our socrety over the
longer term. both in respect of the grow'th of the
revenue and rhe development of our economy.

Mr. Speaker. I beg to move.
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