REPUBLIC OF KENYA

Speech delivered to the National Assembly on [7th june 1970 by the
Hon. Mwai Kibaki, Minister for Finance, Republic of Kenya, on
presenting the Budget for the Fiscal Year 1970/71 (Ist July to

30th June).

Mr. Speaker, Sir,

It is customary on occasions such as this one
for the Minister for Finance to propose a Motion
and accordingly I beg to move that Mr. Speaker
do now leave the Chair.

Copies of estimates of expenditure for 1970/71,
Recurrent and Development and the 1970 Eco-
nomic Survey have been supplied to hon.
Members and the Financial Statement for the
forthcoming financial year will be available to
this House after my speech this afternoon. These
documents, Mr. Speaker, should, and indeed do,
provide a very useful background to the substance
of the proposals I have been privileged to make
in my first year of appointment to this
challenging post.

As 1 will shortly show, Mr. Spezker, I have
every reason to pay my personal tributz to my
predecessor the Minister for Defence, the Hon-
ourable James Gichuru for the sound condition in
which I found the Treasury and other financial
institutions when I took over from him late last
calendar year. The overall financial position of
the Government for the period up to 30th June
1969, which he forecast in the last Budget Speech
'diiz in fact improve by about K£3.2 million to
about K£4.7 million for the reasons he then gave
and which I do not need to repeat now. I intend
that my speech should be as short as I can pos-
sibly make it.

His expectation that Development Expenditure
in 1968/69 would reach K£26 million was
achieved which means that project implementation
was at a much higher level than ever before.
There now does exist definite indications that the
executive capacity of Ministries and Departments
has significantly improved and all those concerned
should be congratulated for this welcome develop-
ment.

I am very hopeful that the Government will
have an overall credit balance of about K£4.9
million as at 30th June 1970, thus maintaining,
more or less, the same position as at 30th June
1969.

I expect that Development expenditure as at
30th June 1970, will reach a record gross figure
of K£30 million after excluding about K£3
million recently voted towards the purchase of
shares in the East African Power and Lighting
Company. If my forecast proves right, and I am
hopeful that it will, the rate of expenditure on
projects will be yet another yardstick of the extent
to which the Government has managed to mini-
mize the constraints on Development which we
experienced prior to 1968/69. The expenditure
will also show that we shall have exceeded the
Development Plan target of K£29 million for the
year.

Mr. Speaker, Sir, development expenditure this
year has, as I have already stated, been the highest
ever and the financing of this has not been
achieved without problems here and there. At
the time of compiling the estimates, it was as-
sumed that receipts from external sources would
be of the order of K£14 million and that we
would be able to raise about K£15 million from
local sources including transfers from the ordinary
recurrent revenue. For a variety of reasons, how-
ever, these proportions have not in practice been
maintained. The first reason is that implementa-
tion of projects*’ﬁ'md\f[om external loans has
not proceeded at the level forecast at the begin-
ning of the financial year. The second reason
arises from a procedure on which many donor
countries have insisted we should follow and this
is that we have to spend our own funds first and
submit to them, on a more or less quarterly basis,
certified accounts to justify reimbursements. It is
not my intention to complain about the procedure
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but the point I want to make is that claims relat-
in to the last quarter of this financial year will
not have been processed, submitted and reim-
bursed at the end of this month.

The recurrent expenditure has considerably
increased during the year, mainly because of the
Government’s decision to take over primary edu-
cation, roads and health services from county
councils but partly to finance certain services
which could not have been foreseen at the
time the printed Estimates were prepared.
The estimated amount the county councils
would have spent on education, roads and health
services during the period Ist January to 30th
June 1970, is a part of the revised estimates.
Later in my speech I will return to this subject
but for the present, suffice it to say, I expect that
the additional expenditure will be more than off-
set by increases in recurrent revenue mainly from
the income tax, customs and excise, and to a lesser
extent, by an estimated sum of K£750,000 from
the graduated personal tax which would otherwise
have accrued to, the county councils. As the
Financial Statement will show, I expect to end
the year with a surplus of about K£6.3 million in
the Recurrent Account notwithstanding the con-
siderable transfer I have sanctioned into the
Development Account. I have been able to transfer
K£6 million from the Recurrent into Development
Account partly because of the buoyancy of the
recurrent revenue and partly because of the con-
trol my Ministry has exercised over the recurrent
expenditure. It is important, and indeed vital,
that the control should be regarded as a perma-
nent feature of our financial administration.
Chapter 5 of the 1970-74 Development Plan is
quite explicit on this point and, I quote: “Since
Kenya has such a low average income level and a
corresponding shortage of private capital which
can be devoted to investment, the Government
must exercise strict economies in expanding public
recurrent expenditure in order that it may channel
a fair share of the available financial resources
into investment”. It must be accepted that
friendly countries and institutions who want to
help us will do so more if we actively and in
practice demonstrate that we are also doing every-
thing humanly possible to help ourselves. In
recognition of this, it is my desire, and I hope
that of this House, that we must maintain the
policy of using our scarce resources to the maxi-
mum and on the essential and necessary, as
opposed to merely desirable, services the demand
for which we are unlikely to satisfy in the imme-
diate future. We must also aim at planning and
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carrying out projects which will provide a better
way of life to many of our citizens and avoid
prestigious projects which elsewhere have landed
some of the developing countries into many finan-
cial difficulties. We should continue to welcome
private investors whose money we obviously need
if the rate of economic growth we have set our-
selves to achieve is to be attained. In this respect,
it should not be necessary, other than in passing,
for me to refer to the safeguards given to overseas
investors in the country’s Constitution, the Foreign
Investments Protection Act, and our taxation
policies. There must, however, be deliberate
policies by private investors to involve the local
people and particularly workers, more meaning-
fully into the ownership and management of
enterprises.

Earlier in my speech, I did say that I would
return to the subject of transfer of primary
education, roads and health, including G.P.T.
from the county councils to the Central Govern-
ment. I consider it necessary that I should on
behalf of the Government take this opportunity
to dispel any misunderstandings which appear to
exist amongst some people as to the intentions of
the Government in the take-over of the services.
To those who are in possession of the facts of
this matter but appear to be bent towards their
distortion in order to confuse the public, I can
only say for the present that they should not cut
their nose because they will spite their face and
that they need to note the following, though brief,
background to the Government’s action.

During the first year of our independence, the
Constitution then in force, it will be recalled, Mr.
Speaker, Sir, provided for regional governments
and also a new set-up of the local authorities.
It also defined the sources from which the Central
Government, the regions and local authorities
would obtain their revenues respectively. One
such source for the local authorities was a grant
of K£1.5 million from the regions. On Ilth
December 1964, Parliament amended the Majimbo
Constitution and as a result abolished regional
governments which then meant that the Central
Government would pay the K£1.5 million annual
grant which the regions previously gave to the
local authorities. The Central Government also
took over the financing of what were then regional
schools. In 1964/65 Financial Year, therefore, the
Central Government gave to local authorities
grants of K£2.4 million and in the following year,
1965/66, the grants rose to K£3.2 million because
the local authorities accepted salary increases
knowing quite well that they had no funds with
which to pay. The grants provision for the
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Financial Years 1966/67, 1967/68 and 1968/69
were K£2.4, K£3.1 and K£4.5 million respectively.
An amount of K£4.2 million was provided in this
year’s Estimates. It is, therefore, evident that the
Government, over the last six financial years, has
gone out of its way to assist the county councils
to finance the services entrusted to them until last
December. Despite this massive financial assist-
ance, however, the major services continued to be
a matter of concern not only to the Government
but also to the public; in the majority of county
areas, teachers went for days without pay, roads
were deteriorating and medical services changed
for the worse in quality. Books of accounts re-
mained unaudited because they were never kept
properly and it was, therefore, difficult to know
at any given time the financial position of any or
all of the county councils.

Some of the causes of this state of affairs were
given to this House by the then Minister for Local
Government last October and they are briefly,
mismanagement, dereliction of duty, incompet-
ence, failure to collect revenue, failure to keep
accounts, failure to maintain financial control,
misuse of funds, and decisions based on local
political expediencies. No Government which
respects itself or expects to be respected could
have allowed under any manner of excuse these
disclosures to continue unchecked and the take-
over of the services means that they will in
future be provided without interruption. I have
ensured that the necessary funds have been pro-
vided in this and the next financial year to meet
expenses arising from a more reasonable level of
services.

1 must assume that hon. Members have studied
carefully the 1970 Economic Survey; for although
the survey forms the background to my Budget, 1
do not have time this afternoon to do more than
highlight some of the more important features of
the state of the economy which have led me to
reach the decisions I shall announce later.

In spite of the currency uncertainties that per-
sisted through 1969 the year was a good one for
world trade. This was important to us, for it
meant that overall our exports were able to benefit
from the higher shipments of coffee and tea. The
outlook for the year ahead is not so good. It is
quite clear that the economy of the United
States has slowed down considerably. Other
industrial countries are being influenced by this
and are reacting to it—indeed, possibly over-
reacting. If this situation persists, we must expect
that the industrial countries will cut down on the
stocks of commodities they buy from us and in

all probability cut down on the quantities they
buy for consumption. I must, therefore, warn the
House that we may be faced with a worsening of
the terms of trade squeeze we have experienced
in the past—our own export prices falling while
import prices continue to rise, for there seems to
be no let up—indeed a worsening—in the rate
of inflation persisting in the industrial countries.

The steps that the Government has taken in
recent years to diversify the Kenya economy and
make us less dependent on overseas trade will
help to isolate us to a greater extent than pre-
viously from this squeeze; but if we are to main-
tain the pace of development scheduled in the
Plan we must purchase capital equipment and
necessary intermediate goods from overseas. We
are still vitally dependent on our overseas trade
and I have had, therefore, to take into account
the serious situation threatening in the world
economy in shaping my Budget.

Although 1 expect the present level of coffee
prices to be maintained in the coming months
because of the special circumstances affecting
Brazilian production, I fear we may see some fur-
ther fall in the prices of our exports with a con-
sequent effect on domestic income. On the other
hand, weather conditions in Kenya this year have
so far been quite good and I hope in consequence
that we shall achieve higher levels of agricultural
income. Overall, although I fear that we shall not
increase domestic income to the same extent as
domestic production because of worsening terms
of trade, I am confident that further progress will
be made in the achievement of national pro-
siperity in 1970 and that the revenue on which
this Budget is based will benefit in consequence.
1 shall, however, continue to watch the trends in
the world economy closely and trust that the
present set-backs in economic activity overseas
will not be allowed to deteriorate into a world
recession. A serious recession in the world
economy would be a serious setback to our own
development.

The out-turn of our own economy in 1969 was
rather worse than forecast in the Economic
Survey of that year. Gross domestic product rose
by about 5} per cent overall which meant that the
year must be counted as a relatively poor one.
But in spite of a lower production of maize and
wheat, total farm income was higher than
expected, largely because of unexpectedly higher
prices for coffee and tea. The fact that nearly
300,000 small farmers now grow either coffee or
tea means that this higher income was widely
spread throughout the rural areas and was not
received merely by a few plantation owners as in
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the past. Even though farmers’ incomes from
maize and wheat were lower than in the previous
year they were still significantly higher than a few
years ago. Production of wheat and maize was
still in excess of local consumption and the House
will recall that a total of K£2} million was voted
to pay for export losses incurred in the year on
these two crops. This represented a subsidy to
farmers.

Manufacturing had a very good year in 1969.
The Government’s policy of active encouragement
of industrialization has started to bear fruit.
The quantity of production was 11 per cent higher
than in 1968, a remarkable rate of advance, and
the expansion of manufacturing production is
now saving us substantial amounts of foreign ex-
change, since we no longer need to import as
many consumer goods as previously. On the
other hand, from the Treasury point of view,
there is no doubt that this has affected the revenue
we have obtained from import duties, which is
why, from time to time, we have to look round
for other sources of revenue. I regard this factor
of less importance, however, than that jobs are
created and foreign exchange earned or saved by
our industrialization programme.

Tourism was also maintained at a very high
level. The number of visitors coming to Kenya
was higher although the amount of foreign
exchange earned did not quite reach the record
1968 level. The growth of this industry with the
concomitant expansion of hotel development and
touring firms also provides many jobs—an esti-
mated 20,000 and is an important source of
foreign exchange and one reason why our balance
of payments has improved so remarkably over the
last two years.

The service industries generally reflected the
slower progress of tourism and did not advance as
fast as in previous years in consequence. Other
industries which did not progress as fast as usuai
were the transport and communications industry,
wholesale and retail trade and fishing.

The building and construction industry had
another year of expansion, partly because of the
continuing building boom in Nairobi and partly
because of Government’s heavier development
expenditures on road building. The level of
activity in this industry was 17 per cent higher
than in the previous year and this was achieved
without any further significant increase in building
costs. The rise in building costs, of considerable
concern to Government a year ago, now seems to
have levelled out and the industry has adapted

itself to a rising level of demand. On the other
hand, it would seem that the building industry has
achieved this relative stabilization of costs by sub-
stituting capital intensive methods of building and
the rapid growth of activity in the industry has
not, as expected, had a significant effect on the
unemployment situation—indeed the Economic
Survey shows a 10 per cent fall in building
employment in 1969.

Perhaps I should at this point say something
about the employment situation. Last year there
was a rather higher rate of growth in wage-paid
jobs than has been experienced in recent years—
3.4 per cent—but this was almost entirely due to
expansion of agricultural employment created by
the higher coffee and tea crops and a 7 per cent
increased employment in the public sector. This
is still some way behind the Plan target of an
increase of more than 5 per cent per annum
which is why the President announced in his
Madaraka Day Speech a new Tripartite Agree-
ment to reduce unemployment. As stated in the
Development Plan, the Government proposes to
introduce an Incomes Policy covering wages,
profits, rents and prices. The section of the
Development Plan entitled Incomes Policy lays
down principal policy guidelines on our Incomes
Policy. Active steps are being taken to amend the
Trade Disputes Act in order to re-structure the
Court to enable it to implement a wages policy
consistent with the principles laid down in the
Development Plan. The Government will soon
give guidelines on minimum wages to the Court.
To enable the Court to undertake its task ade-
quately a group of professional and technical staff
will be attached to the Court to do the necessary
research.

I have already commented on the fact that 1969
was a year of below average growth in the
economy. Although I am confident that there will
be a rather better performance this year, I have
been actively searching for ways to stimulate the
economy further and accelerate the creation of
job opportunities. It has become increasingly
clear to me that the economy is not at full stretch;
not all the resources available are being used. We
have been running a very substantial balance of
payments surplus and the liquidity of the banking
system has risen sharply. I am convinced these
two trends are not unconnected.

In 1968, the balance of current and long-term
capital transactions in our balance of payments
showed an adequate surplus of some K£10 million.
In 1969 this surplus moved up to a record K£23
million and although it is possible to take some
comfort in such a healthy situation, a surplus of
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this size does represent resources which are not
being used for development. [ have in fact
already taken steps to utilize some of these
resources by obtaining an advance of K£5 million
from the Central Bank for the Development
Exchequer and as indicated in the Development
Plan, I intend to arrange for more advances from
this source in the coming years if the situation so
allows.

Lest there should be any misunderstanding
about this balance of payments surplus, it is per-
haps worthwhile dwelling for a moment on the
reasons why it has occurred. In the first place,
there was very little change in imports last year,
while exports on an adjusted balance of payments
basis showed an increase of K£5 million.
Secondly, private capital flows increased, partly
due to the requirement of the Banking Act that
the foreign banks should increase the amount of
assigned capital deposited with the Central Bank,
but partly also due to an increase of private
foreign capital investment in Kenya. Thirdly, net
borrowing by Government and the East African
Corporations were, taken together, rather higher
than last year.

There is, however, no doubt in my mind that
if the private sector had been developing at a
faster rate, the level of imports would have been
higher and our balance of payments surplus lower.
There were, however, special factors involved in the
import situation: the fact that some Asian traders
have been running down stocks in anticipation of
leaving the country has, I am sure, been one
reason why we have seen no significant import
growth over the last few years, while the steady
growth in import substitution industries has also
influenced the overall level. But whatever the
reasons for the balance of payments surplus, the
fact that we have achieved it and built up our
foreign exchange reserves to K£75 million, equiva-
lent to about seven months’ imports, means that
our economy is in a very strong position to tackle
the problems of financing the new Development
Plan.

There are three incidental points I would
like to mention in connexion with our foreign
exchange reserves. Firstly, the total of K£75
million I mentioned a moment ago, includes
K£1.9 million in the form of Special Drawing
Rights issued by the International Monetary Fund
in conformity with the agreement reached at the
annual meeting of the Fund two years ago in
Rio de Janeiro. These drawing rights represent a
paper increase to reserves but are freely con-
vertible in balance of payments need. This world

scheme to increase the total of liquidity available
for world trade must be regarded as one of the
most important monetary changes the world has
ever seen.

Secondly, the Government proposes to bring
legislation to this House covering the formation
of a State Re-insurance Corporation of Kenya.
This new corporation will undertake the writing
of all re-insurance for the country which will
represent a substantial saving of foreign exchange
since all this business is undertaken overseas at
the present time.

Thirdly, arrangements are in hand to establish
a Workers’ Investment Trust and legislation to
that effect will be brought to this House shortly.
The control of the trust will be shared between
the workers, the employers, and the Government.
The law will require that all provident funds and
other savings invested overseas shall be brought
back to Kenya and in this way our foreign
exchange reserves will improve further. The
Workers Investment Trust will thus provide the
vehicle for the participation of workers in the
ownership and management of certain sectors of
our economy.

The strengthening of our economy since
independence has meant that whereas in 1963/64
we financed only 87 per cent of our recurrent
budget, in 1970/71, we shall effectively finance
100 per cent from our own resources. On the
development side, domestic finance was only able
to finance about 12 per cent in 1963/64, but in
1970/71, 1 expect to finance over 70 per cent
from domestic sources of finance. We are, there-
fore, in large measure relying on our own
resources 1o achieve our development. It would,
however, be wrong for me to give the impression
that we can now manage entirely without financial
assistance from overseas. The current account of
the balance of payments—as opposed to the
current and long-term capital accounts taken
together of which I was speaking a moment ago—
is still in deficit and the projections in the Deve-
lopment Plan show that if we expand our economy
as planned, this deficit will grow very substan-
tially. It will, therefore, be necessary to cover this
current account deficit—as in recent years—with
loans from the international lending organizations
and friendly countries.

I shall, however, endeavour to reduce our
dependence on overseas loans as far as possible,
so long as this does not cause me to introduce
measures which retard the growth of the economy
and employment. Our best hope of achieving this
aim is to increase our export and tourist income
as rapidly. as possible and to reduce our need to
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purchase goods and services overseas whenever
these can be produced in Kenya. Hence “Buy
Kenyan Build Kenya™.

It is, therefore, gratifying to observe that our
exports reached a new record in 1969. Imports
were also a record but the increase was less, so
that a narrowing in the balance of merchandise
was achieved. The increase in imports was in fact
due to special factors such as the arrival of a new
VC 10 for East African Airways. While there was
an increase in imports of capital goods and basic
materials, imports of food, drink and tobacco and
consumer goods declined. Since these are the
things we can produce ourselves we must continue
to strive to replace imports in these groups.

Trade with our East African Community
partners was still a little disappointing. Our ex-
ports to Tanzania and Uganda did move up but
still did not achieve the 1966 level. Imports from
Uganda and Tanzania in fact recorded a further
decline in spite of our desire to increase our pur-
chases from our partners in the Community. The
Government will continue its efforts to remove all
artificial impediments to trade within the
Community Common Market.

One reason why imports did not rise in 1969
was that—as expected—there was no great expan-
sion of capital formation. The increase of about
6 per cent in real terms recorded in the Economic
Survey was influenced by the fact that capital
expenditures of the East African Community were
lower and that although there were a number of
large capital projects in the pipeline, they had
not been brought to completion during 1969. In
part also, this was a reflection of the slackness in
the economy but I am confident that the rise in
capital spending necessary for the achievement of
the Plan production targets will start to be evident
during 1970 and 1971. The Government itself
proposes to set a lead in this—as in fact it did
last year—by expanding its development budget
on a net basis by 25 per cent (excluding the special
transaction to purchase the expatriate holdings of
East African Power and Lighting).

I propose to take up the siack in the economy
by expanding both the development budget and
to a lesser extent the recurrent budget. Total
Government expenditures in 1970/71 on a gross
basis will reach a level of about K£141.5 million
compared with about K£120 million in the
current year and will reflect an increase of 17 per
cent. I have satisfied myself that the resources are
available to support this expanded budget and that
in the present circumstances of slackness in the
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economy there is an obligation on me to take the
initiative in this. My budget is a budget for
expansion to ensure that the targets the Govern-
ment has set itself in the Plan are achieved and
that the economy as a whole is set on the chosen
course. This does not mean that the budget is
inflationary. It is designed to utilize human and
capital resources that are lying idle and to achieve
an acceleration of the economy to a level it is
quite capable of sustaining without inflation. These
higher expenditures will create new opportunities
for the enterprise sector and I look to Kenya firms
both publically and privately owned to expand
their capital expenditures to seize these opportuni-
ties by expanding capacity and increasing produc-
tion. The Government is showing the way with its
spending budget for 1970/71 and the private
sector has the opportunities to follow.

Before 1 move away from this part of my
speech, I want to say a few words on costs and
prices and industrial protection. The House will
be aware that price control has for some time now
been imposed on those consumer items which the
Government considers essential for wage earners
and lower income group of our community. To
make this control effective and to protect the con-
sumer from unscrupulous traders, we have
expanded the price inspectorate which is now able
to operate in most parts of the country.

It will be recalled that the Government spends
a substantial amount of money on subsidies to
agriculture, mainly as a means of supporting agri-
cultural exports and reducing the cost to the
farmer and consequently minimizing the cost to
the consumer. In order to clearly establish the
cost of agricultural inputs, a working party will
shortly embark on a study of economic aspects of
these inputs with emphasis on machinery and
fertilizers.

In the industrial front, it is the Government’s
policy to encourage viable industries to establish
locally, mainly in order to provide employment and
substitutes for imported goods and to increase
our exports. As a measure towards this objective,
the Government spent over £1 million for the
year 1969 on customs duty refunds for raw
materials imported by industrialists for local
manufacture, and several firms have been gazetted
for customs duty remission on such materials. The
problem which has in the past been experienced
by certain categories of firms in claiming duty
refunds has now been to a great extent overcome
by the introduction of a category of firms to be
regarded as concessionaires for the purposes of
customs duty refund and in relation to our export
drive.
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I now turn to the 1970/71 Development Esti-
mates which stand at a gross sum of about
K£37.9 million and a net total of about K£36.5
million. Relatively, the net amount exceeds the
expected expenditure in 1969/70 by K£5.5 million
and the Development Plan allocation for
1970/71 by K£3 million.

In my consideration of the expenditure 1 have
proposed to this House, I have been influenced
by the facts, that project implementation has
improved remarkably and that it will continue to
improve, that the expenditure will represent real
development and capital formation, that the
existing liquid position of the monetary sector
1s capable of financing the local component
of the estimates, that revenue receipts from
external sources will be higher than previously and
finally, my belief that we can and should be able
to implement a more ambitious development pro-
gramme than we have set ourselves to achieve.

I should, however, warn that we shall have to
recognize that the changes we all look forward
to are dependent on the devotion and performance
of our development agencies, be they Govern-
ment Ministries, statutory boards, the private
sector, the Armed Forces or the Civil Service.
Much too much unnecessary and uncalled for
criticism has in the past been voiced in this House
and elsewhere, against some of these vital instru-
ments of development. I am sure that we all want
to see a well-disciplined, contented and efficient
Civil  Service whose performance should be
encouraged and not interfered with. As an hon.
Member stated recently in this House, time has
come when M.P.s should stop regarding civil
servants as outcasts.

Mr. Speaker, Sir, I cannot promise hon.
Members that my speech this afternoon is going
to cover every aspect of next year’s development
programme because there would not be sufficient
time for me to do so and furthermore because
details of programmes and projects provided for
can be obtained from the printed copies of the
Estimates.

It should, however, be noted that the provision
for roads heads the list with gross allocation of
about K£10.4 million, the greater part of which
will be in relation to continuing projects. The
importance of roads as a means of communica-
tion cannot be over-emphasized in relation to the
activation of other fields of development and the
allocation I have proposed should be seen in the
context of other sectors and subsectors such as
education, health, agriculture, marketing and
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trade. In the development of our road network,
therefore, more should be seen than what meets
the eye.

The Ministry of Agriculture takes up the next
largest provision of about K£4.5 million allocated
to three areas of expenditure. Expenditure on
agricultural services is expected to be slightly over
K£2 million, about K£1 million being for agri-
cultural credit through the Agricultural Finance
Corporation. The remainder will be spent on the
development of the Livestock Industry and in
particular on veterinary services, the Range Live-
stock Project and the Range Management Services
on the one hand and on land transfer through the
Agricultural Development Corporation and Agri-
cultural Finance Corporation on the other.

The Ministry of Agriculture is also responsible
for water and irrigation for which, respectively,
allocations of about K£1.2 million and K£342,000
have been made.

In the same order and approximation, Housing
will take up K£2.53 million, Health Kg£2.4
million, Building and Works K#£2.18 million,
Education K£1.4 million, Lands and Settlement
K£1.7 million, Commerce and Industry K£1.7
million, Lands, which includes Land Consolidation
K£1.3 million, and Power and Communications
K£1.11 million.

My financing proposals envisage that 1 will
obtain K£23.9 million from local sources includ-
ing a transfer of K£6 million from the recurrent
revenue, and K£14 million from external sources.

Mr. Speaker, Sir, I now turn to my recurrent
expenditure proposals for 1970/71 and as it will
have been noted from the printed Estimates. I
have already tabled before this House, I have
planned for a gross expenditure of about K£103.7
million which represents an increase of slightly
over K£16 million if all supplementary appro-
priations for 1969/70 are taken into account. The
net revised expenditure for this financial year
stands at a figure of about K£75 million so that
comparatively the 1970/71 net expenditure is up
by about K£12 million. Appropriations-in-Aid
have also increased by roughly K£2 million.

Both gross and net estimates, as would be
expected, are the highest ever. There are three
major factors to account for this record increase.
The first, of course, is the higher level of activities
of Ministries and Departments in the implementa-
tion of the Second Development Plan. The second
is that the public debt and subscriptions to certain
international institutions have gone up consider-
ably. The third which is in a way related to the
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first, is that the cost of running the services taken
over from the county councils is, as far as it
could have been assessed, fully reflected in the
Estimates.

The largest allocation is under Vote 24—The
Ministry of Education—which will take a net pro-
vision of over K£19 million or about 29 per cent
of the total net sum to be voted for Ministries
and Departments. Compared with the current
financial year the Vote has increased by about
K£6.6 million. The comparison, however, does
not fully reflect the cost of Primary Education,
a half of which is included in the 1969/70 esti-
mates of expenditure. I have estimated that the
cost of primary education will be a gross sum of
about K£13.2 million, and that Appropriations-in-
Aid of about K£4.3 million in respect of tuition,
boarding and equipment fees will be applied to
reduce the gross to net expenditure of about
K£8.9 million. The estimate includes the cost of
the recent Industrial Court Award to Primary
School Teachers. The establishment of the Uni-
versity of Nairobi as from the 1st of July next
accounts for an increase of K£934,000 and there
is also an increase of K£375,000 relating to 158
new classes in secondary schools. Extension of
technical education at the Nairobi Polytechnic
accounts for K£55,000. The Ministry will in the
light of its expanded responsibilities require addi-
tional administrative staff and these will call for
expenditure of about K£39,000.

Now that the Central Government is respon-
sible for financing the cost of primary education,
teachers should have no fear of not receiving their
salaries on time; parents and pupils should be
relieved from their experiences in the last few
years.

The next largest provision relates to the pay-
ment of the public debt which has gone up to
about K£16.8 million, representing an increase of
about K£6.9 million. This last amount is almost
off-set by revenue receipts I have estimated for
in my revenue proposals and in this respect, I
expect (o receive about K£4.2 million from the
East African Railways Corporation in relation to
their share of the Railways 24 per cent 1965/70
and 44 per cent 1961/71 loans which will mature
during 1970/71 Financial Year. Another sizeable
receipt of K£2 million will come out of the Sink-
ing Fund established by the Government for the
purpose of servicing our share of the Railway
Loans. Other Funded Debts, including interest on
deposits, short-term borrowings, and internal loans
raised in 1968/69 and 1969/70 Financial Years

account for the balance of the increase. The net
rise in our Public Debt obligations is, therefore, of
the order of about K£700,000. 1 am, however, not
unduly worried about the amount of money we
have borrowed or intend to borrow so long as the
money is used to finance viable development pro-
jects which, I am confident, should generate
incomes in excess of our repayment requirements.

While on Consolidated Fund Services, there are
two other items of expenditure which, Mr.
Speaker, Sir, I feel I ought to bring to the atten-
tion of the House. The first relates to what 1
informed the House early this calendar year that
the British Government has now agreed to take
over with effect from April 1971, payment of
pensions to expatriate officers who worked for the
British Government in Xenya prior to our
achievement of independence. The pensions bill
should, therefore, come down considerably in the
Financial Year 1971/72, possibly by about
K£2 million.

The second aspect of the Consolidated Fund
Services which I should like to bring to the atten-
tion of the House relates to a rise of about K£2.5
million under the item dealing with our subscrip-
tions to international organizations. When we
joined the International Monetary Fund, we were
allocated a quota subscription of 25 million
dollars or about K£8.93 million of which we were
required to pay about K£2.2 million under the
Bretton-Woods Agreement Act. In view of the
fact, however, that we were then operating under
the Currency Board and our foreign reserves were
not in a healthy position, we were allowed by the
Fund to pay K£0.8 million in cash and the balance
in Promissory Notes. We have since then re-
purchased Promissory Notes worth about
K £300,000 and about K£1.1 million will be needed
in the next financial year to re-purchase the
remainder.

Of the K£2.5 million, the balance is accounted
for by the recent decision of the International
Monetary Fund to increase quotas allocated to
member countries. The main purpose of increas-
ing members’ quota is to improve international
liquidity which should in turn promote the healthy
growth of international trade and the flow of
investment capital. A member’s borrowing from
the Fund is based on the quota the member has
acquired in it. It follows, therefore, that the
increase in our quota also means that our borrow-
ing facilities will improve and although we do not
in the near future need to borrow from the Fund
in view of the satisfactory position of our foreign
reserves, it would be unwise on our part if we
were not prepared for that rainy day.
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The Vote for the Kenya Armed Forces is the
third largest with a net provision of about
K£6.15 million. In order of magnitude, it is
followed by the Ministry of Health with estimated
expenditure of slightly over K£6 million. Included
in the latter Vote is a sum of K£1.32 million to
meet expenditure on Health Services taken over
last January from the county councils and which
reflects the Development Plan target of the rate of
growth of the services.

The provision for the Ministry of Works reflects
a net additional amount of K£615,100 which will
20 towards maintenance of roads taken over from
the county councils and also to meet expenses
arising from more rented housing and office
accommodation. This additional amount includes
about K£220,000 to be spent on minor feeder
roads previously maintained by county and area
councils from their own financial sources. For a
true comparison between the Financial Years
1969/70 and 1970/71, however, the Supple-
mentary Estimate of about K£600,000 presented
in 1969/70 should be taken into account.

At a glance, it would appear that the Votes for
the Ministry of Agriculture and the Police Depart-
ment have had a cut if compared with the
provision shown against 1969/70 Financial Year.
This, however, is misleading in that the 1969/70
Estimates include large items of expenditure which
do not require to be provided for in the 1970/71
Estimates.

These then, Mr. Speaker, Sir, are only a few
examples to show why and how my proposals in
relation to the recurrent expenditure for 1970/71
have gone up to the extent indicated in the
printed Estimates.

GPK 1713—300—6/70

I must turn now to the financing of the expendi-
ture programme. We have, in Kenya, been
fortunate in a number of ways in recent years.
Taxation revenue has in the main been very
responsive to the growth of the economy and
although there have been increases in taxation
both for revenue purposes and for purposes of
protecting local industry, most of the growth of
revenue can be said to have derived from a
normal expansion of the economy. Income Tax
receipts have risen by 115 per cent since 1963 /64,
Excise receipts by 113 per cent and Customs
receipts—affected by Government measures to
protect industry—by 63 per cent. It is this natural
increase affording me an expected increased
revenue of some K£44 million in the coming year
—which will in large measure meet the higher
expenditures in the recurrent estimates.

1 have already indicated that the current high
level of liquidity in the banking system represents
unutilized resources for development and that I
propose to organize those resources as necessary.

Over K£17 million was raised in loans and
advances from the local market in the financial
year coming to an end—more than twice as much
as in any previous year. If it had been necessary,
I am sure that I could have raised more than this
total. It is interesting to note that the National
Social Security Fund is now the largest investor
in Government Stock, holding over K£17 million
nominal value at the end of 1969, an increase of
K£7 million over twelve months earlier. It is in
this way that the savings of wananchi are orga-
nized to finance national development. It is
apparent that these savings are now increasing
regularly every year.
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In some of the literature we read, Benjamln
Franklin is quoted as having said, "In this WLIld
nothing can be said to be certain except deaTh and
taxes". 1 have this afterncon nothing at all to say
about death since I am clearly not ohd]liled to do so.
I will merely talk about taxes, and in accordance with
our Parliamentary practice, I request, Mr. Speaker, that
the following part of my speech be taken as a Notice
of kntirn tn be placed befrre the Committee of ways and
Means which will cnasider in detall the measures 1 am
about to anncunce.

I have been impressed, Mr. Speaker, by the
fact that we shall have to spend very substantial sums
on the development of nur airports tn keep pace with the
expansion of traffic using them and I feel that it is
necessary that the people whn enjny the benefit of these
expenditures should provide me with a rather greater
contribution to the cnst nf servicing the capital
invelved in building the airports and the cest of running
them nn a day to day basis. I have, therefore, decided
that, as is already the case in Tanzania and Uganda,

a fee will be charced nn all passengers who rass through
the .airports at_Iaixs Torkasa,.llson, - ndindi-and Kisunu
en route to destlnatlons cutside Kenya. This rfee will
be KShs.l0/- per head and will be collectable by the
airlines and travel agents as from to-morrow. KEveryone
travelling tn destinatirns outside of Kenya through

an airprrt will be required to show a ticket indicating
that they have paid the necessary fee to pass through.

I expect to nbtain approximately K£130,000 from this
measure in the first year and increasing amounts in
future years as nur tecurist industry expands.

My second measure, which will affect a great
many more of our citizens, is to abolish the present
system of annual radic and television licenses., In 1ts
place, the Minister fer Informaticn will intrnduce a
system of non-renewable permits te receive radio and
television broadcasting. These peimits will be attached
to each receiver now in existence and each receiver
purchased in future. Every license issued for the
year 1909/70 will, as from to—day, represent the permit
for a single receiver already in the hands of individuals
and will nnt as in the past need to be renewed every
year. BEvery person, however, who purchases a new
receiver as from the lst July will be expected to
purchase a permit threugh his radio cr televisicn
dealer at the same time. It will be the iespcn31b111ty
¢f both the purchaser and the seller to ensure that this
permit is cbtained and penalties will be impcsed on
either or beth the parties involved 1" sales are undertaken
without the issue of a permit. Similarly, anyone
now in possession of a radio or television receiver
who 1s not in possession of a license will be liable to
prosecution if he does nct hasten tc cbtain one of the
new permits. Nc¢ questions will be asked abcut why he does
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Thirdly, there ar:c a nunber of changss I
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Finally, there ¥ @ few proptesls made 1o .
clarify the des cription of 1tems 1l the customs kariff

and t(}uerE;I‘Cl me ancinall€s that have cule to light in fthe
last Vbér quring itis usec. These proposals cover Tl sl fag 455
pre l’)!'"ili'fj tiong, chalns and matches. ‘'Lhe latter propesal
111 have the efiect of reducing the tax ~n boock natenes.

All these changes will come into effect at
mid-night to-night and the additional revenue they involve
in total is expected to be about k$340,0C0.

T will now turn to exclse duties. 'These

have become a significant scurce of revenue but much as
I may have been tenpted tc add a 1ittle mcre to the
excise cn beer, whisky and cigarettes, I have decided
nct tc touch these on this cccasion. Indeed, 1 Propcse
tc give away a small amount of revenue - to show

that Ministers of Filnance are genercus at heart - by
making a special prcvision for a 1ower rate of excise for
matches when they are packed in packings of less then
05 matches. As with the changze in the customs tariff,
this provides a special concesslon for book matches.

1 have a more substantial series c¢f measures
relating to Income TaX. These measures are somewhat
complicated and I shall, therefore, explain them at scone
length.

1. CORPORATION TAX.

Last wear some changes wele introdnced to
advance the due date of Couporation Tax 1€ make 1t
payable twelve months after the accomnting peviod and
to provide for the individual taxpayers oC pay thelr
full tax liability within the twelve months in the cueccading
year I 1ncone. These changes went only half-way since
twelve menths is still a long period and the Government
is still being forced t9 resort tu borrowlng while the
taxpayers are keeping the covernment's revenue.

I have, in consultation with my colleagues 1in
Uganda and Tanzanin, now decided tc make new changes
on due dates to correct +hese unsatisfactory features
where the Government 1s forced to walt fcr twelve mcnths
befere it is able to get its revenue.

with effect frum let December, 1970 Corpcration
i - . o 2 7 Bt
Tax will be payable 1n this manner:-—

(1) 75p of the tax will be payable withln cne
calendar month atter the date of the
accounting pericd.

(1ii) The balance will be payable three months
later - i.e. four months after the date of
the accounting pericd.
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(iii) Cory fraulon Tax due hetween L3l Deceibel
1970 and 30th Ncvember, 1971,

To avoild hardship, I nave >ided to
spread forward the Corporation Tax due
between these two d f@ undar the present

p ’
f

system so that 1t 1s in four equal
instalments. 'The f1:
will be paysblc cn the

whole amount would heve besn Gu Th

other turee instalments will be JLVmeb at
intervals of twelve months - the due date
falling cn the date of the accounting pericd.
To be mrre specific, I will give an bA&MLlC
of the Corpcraticn Tax alrdauv due cn 31lst
Decenk *r, 1970. The four instalments will be
payahle as follews -

instalment of 25%
due date cn which the
1 d.L

Q¥

-

O R

First instalment on

31.12.70 - 250
Second instalment on  31.12.7F - 25
Third instalment on 51.12.72 - 2%
Fourth instalment on 31.,12.75 - 256

The above example will be the pattern of the
]

ey ~ £ | ~r T 2 ' £, T~
cavaents of the tax spread forward.

QO
N

BXTENSION OF P,A.Y.E. TO
RANGE OF TAX ON INCOME ¥}

P.A.Y.E. has been in existence since 1lst
July, 1966. As you are aware, tax collected under
P.A.Y.E. has been limited to Shs.2/90 1 The
time has now cciie for me, in consuvltatic 1
colleagues in the other Partner wtates, to eztend
P.A.Y.BE. to cover the whole range of t n i
from employment. The effcctive te of this new c
is 1st Janvary, 1971. The rates of tax and persona.
allowances remain unchanged. However, 1t hes become
necessary, in order to facilita t th< silooth cperaticn
of the new system, fcr Life Insurs Relief tc be
given in the forin of perscnal ani?uV?W Insurance
allowance will «till be anplica ]
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As in the case of compagiesy gtu,? '
the 1970 tex will be spread feriard and will
be paid in eizht equal instalments sg
fnllows:

First instalment cn
Second instalment cn
_ Third instalment nn
Fourth  instalment on 21 — one-eighth
Fifth instalment on 31.8.73 - cne-eighth
Sixth instalment on 31,5,74 - one—elighth
Seventh instalment on %1.5.74 - cne-elghth
Eighth  instalment rn 31.5.75 - one-eighth

= cne—eighth
— one-eighth
one-eighth

SR G100
.

RN 0O O -
I

.
i
o

— = — =
o
£l

~3 ~J ~3 3

e

CA OY €A €A CN
L&

(b) One-half 1968 and 1970 Surtsx ~f
Gevernment Servants and Employers
Deductirn Scheme Cases.

This tax will alse be spread I'srward and
Wwill be chHllected monthly in forty-eight
instalments starting from 5lst March, 1971.
Empleyers will receive the necessary instructinns
from the Commissioner—General of Income Tax sbeout
the change-cver cn the 1969 surtax currently
under deductirns.

8. INTRODUCTION OF :UARTHRLY PAYMBNTS OF TaX

BY SELF-RMPLOYED AND OIHGLR INDIVIDUALS wHO
HAVE INCOME OITHILR THAN FROW RMPLOYNENT .

As a result eof extending P.A,V.E. to crver

the whele range of tax cn income from employment,
individuals receiving inceme from emplcyment will be
required tc poy their tax 1liability as they earn ik
I cannct, however, leave the matter there withcut laying
myself cpen tc scme accusatirn that I have treated employee
differently frem cther individual taxpeyers. by colleagtses
and I have, therefore, decided that gll individuals who
receive incowe from suvirces ¢ ther than frem enployment
wlll be required tc pay their tax gquarterly oan current
year cn acccunt of the year cf inceme. The quarterly
payments will be due cn %lst march, 50th June, 30th Septenber,
and 51st December cf each year fcr these whe have nc
business inccme. Fer these with business inccme the
quarterly payments will be due as fellews:

[4p]

Fizst pavment - Three menths after the
beginning of cach acceunt
year.

Sscrnd payment - 91X mcunths after the
beginning of each acccunt
year,

Third payment — Nine mcnths after the
beginuing cf each acceunt year,
Fourth payment — dWwelve munths afser the

PEZ10ning L caoh aceount year,




The (inal liabilities will be determined by
the Cemmissioner—General of Income 'lax after receiving
the yearly Accrunts and/cr lncoue Tax Returns.

The effective date of this new  system will Dbe
1st January, 1971, and will e 1ffect the year »f incone
1971. 'TlLose afl fected will be required to estimate
their yearly income and inférm LhC Income Tax Department
of these-estimated figures at the beglnning of each

year.
1970 Tax:

As in the case of companies and empleyees the
1970 tax will be spread forward and will be paid in
eight equal instalments on the dates indicated for
employees (nther then civil servants).

4, CHARGE ON QUARTERS ON ALL INDIVIDUAL wMPLOYEES
WHO ARE PROVIDED vIlH HOUSING BY THpIR EMPLOYERS.

When P.A.Y.E. was introduced in 1966, those
whe were nct liasble to surtax were exempt from the charge
en the value of the quarters provided by their employers.
This exemptien intrnduced some 1neuu1ty in that those
whe received house allewance in lieu nf housing were
taxed rn the whcle amcunt of the house allowance. 1
have, therefere, decided tr restrre the prsition which
was 1n GYlStean befnrre the intrcduction of P.A.Y.E.
where all the empleyees hcused by their employers were
liable tr tax cn the value of the guarters provided to
them. With effect frem lst Jamuary, 1971, and affecting
the year of incrme 1971, the value of ouartcro will be
chargeable tc tax en ail individuals whe are prcvided
with official quarters by their employers. The rate of
charge will be:

(i) in the case cf an erdinary employee 15 »f the
incrrie frem employment with a maximum of
£528 (~r Shs.10,560); and

(ii) in the case cf a director of a company,
.ther than a whele-time service director,
15% of his Werld Inccme with a maximum of
£750 (cr 5hs.15,000).

5. CESSATION OF CARRY BACK OF LOSSES.

It has becn the practice for taxpaycers to carry
l.sses back conz year if they applied to the Ccmmissinner-
General before the end ot the year foullcwing the year of
income. With effect frcem 1st January, 1971, nc losses
v 111 be allewed te be cairied back. The new change will
affect the deficit fcr the year cf incciie 1970 and
subseguent years.
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The effective date Q{ this newrﬁystgm'will be
1lst January, 1971 and yiil aflect.tbg yiuTjw%v}ncome
Jom AR oee arfected will be required to estimate =
their yearly income and 1nf9;m the ;?ngg {QA‘Ucpartment
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year.

As in the case of companies and employees the
1970 tax will be spread forward and will be paid in
eight ecual instalments on the dates indicated for
employees (rther thun civil servants).

4. CHARGE ON QUARTERS ON ALL THDIVIDUAL «MPLOYELS
WHO AR® PROVIDED «ITH HOUSING BY THmIR EMPLOYERS.

When P.A.Y.E. was introduced in 1966, those
whe were nct liable to surtax were exempt from the charge
en the value nf the quarters provided by their employers.
This exemptien introduced scrie ineguity in that those
whe received house allewance in lieu oI housing were
taxed ~n the whcle amcunt of the house allowance. 1
have, therefere, decided to restore the prsition which
was in existence before the intrcductimn of P.AY.E.
where all the empleyees hcused by their employers were
liable tr tax on the value of the guarters provided to
them. With effect frem 1lst January, 1971, and affecting
the year of incrme 1971, the value of guarters will be
chargeable tc tax #n all individuals whe are prcvided
with official quarters by their employers. The rate of
charge will be:

(1) in the case cf an ordinary emplnyee 15%6 »~f the
incrme frem employment with a maximum of
£528 (or Shs.10,560); and

(ii) in the case cf a directer nf a cronmpany,
..ther than a whele-time service director,

156 of his Werld Inccme with a maximum of
£750 (cr Shs.15,000).

5. CESSATION OF CARRY BACK OF LOsSohis .

It has becn the practice for taxpaycrs 1o carry
1losses back cn: year if they applied to the Ccommissioner-
General Lefore the end of the year follcwing the year cof
income. Wwith effect frcm lst January, 1971, nc losses
v 111 be allewed to be ca.ried back. 'The new change will
affect the deficit for the year cf inccie 1970 and
subsequent years.,
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