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ExPORT DEVELOPMENT
HMENT OF KENYA
EsTABLIS CORPORATION

Mr. Oduya: Mr. Speaker, Sir, the second
jon 1S:— ’ .

Motl_;’_HAT noting so far foreign agencies connm(xie

1o monopolize the business of exportm(g} goods

{rom this country, this House urges the bl?";?'n'

{ 10 eradicate the imbalance by establishing

o Kenva Export Development Corporapon

?-n; to be directed and manned by African

wlor.l.(crs and farmers as a step towards ensuring

all profits deriving are continually circulating
in this country.

BANNING OF EAST AFRICAN NEWSPAPERS LTD.

Mr. Khalif: Mr. Speaker,.Sir. 1 beg to give
notice of the following Motion:— . :
TuaT in view of the biased manner in whx.ch
the East African Newspapgrs Natxonal_ Series
Limited. namely Daily Nation apd Tatfa Leg
allows its newspapers to conduct its affairs, this
House calls upon the Government to can;el
the registration of these papers. thus banning
their continued circulation, and further this
House urges the Government to take over all
the property belonging to the said company.

COMMITTEE OF WAYS AND MEANS

MOTION \/

THAT MR. SPEAKER. DO NOW LEAVE THE CHAIR

The Minister for Finance (Mr. Gichuru): Mr.
Speaker. Sir. I beg to move that Mr. Speaker do
now leave the Chair.

The House is already in possession of the
Estimates of Expenditure for 1965/66 both
Development and Recurrent and of the Eco-
nomic Survey. I now present the estimates of
revenue for the year ending the 30th June 1966,
together with the Financial Statement.

The unscrambling of the Regional Constitution
bas caused an even greater rush than usual in
getting the estimates ready and printed on time,
and I am grateful to all those in the Ministries
concerned. in the Treasury and in the Govern-
ment Press, who bhave had to work at high
pressure to produce these documents. Three-
hundred vears ago, a king selecting officers for
his Treasury said that he wanted persons “who
were rough and ill-natured men not to be moved
with civilities or importunities in the payment of
money”. I hope that the House will agree with
me that Treasury officers must not be deflected
from discharging their duties to the Government,

to this House and to the taxpayers of the countrv
by either civilities or importunities, even if this

gains them a reputation for being a little rough
and ill-natured.

Each of my Budget Speeches has been shorter
than the last, but I fear that this speech will
inevitably be rather longer than last vear as I
will bave to explain in some detail major pro-
posed changes in our system of income tax.

I will begin by dealing as briefly as possible
with the out-turn for the present year and the
major points in the Economic Survey.

Recurrent revenue from taxation will be
very close to the original estimate after taking
into account the receipt by the Central Govern-
ment of revenue which under the former Consti-
tution would have gone to Regional Authorities.
Very little will be realized from the export duty
on sisal owing to the fall in price and income
tax is expected to bring in slightly less than the
estimate of £13 million. This loss of revenue will
be compensated for by additional receipts from
import and excise duties. Recurrent expenditure
will, according to the revised estimates. be
£47.3 million. However, taking into account the
surrender by Regions of cash balances amounting
to some £325000 and a windfall item of
£773,.000 received on the winding up of the
African Teachers’ Pension Fund and taking
into account also balances with Accounting
Officers at the beginning of the vear and the
British Government grant of £1.25 million, |
estimate that issues will be fully covered by
receipts and that the balance in the recurrent
exchequer at the 30th of June will be £2.7 million

or over £100,000 up on the figure at the beginning
of the year.

Receipts on Development account will total a
little over £16 million. Of this sum, £9.6 million
will be received from the British Government
including some £6 million for settlement. We
have also received the whole of the grant from
the Chinese Government of a little over
£1 million and slightly less than Z£1 million
from the West German Government. We wili
also have received some £350.000 from the Worlc
Bank or I.D.A. and I am hopeful that we wii:
get increasing sums from this source in the
future. 1 am also glad to sav that we will have
raised from local sources during the vear over
£3 million which is a considerable achievement.
These figures illustrate the extent to which our
development programme continues to depend on

assistance from the British Government which I
gratefully acknowledge.



»

;. 265 Budget Speech

>

LT Ay

10TH JUNE 1965

Budget Speech 266

[The Minister for Finance]

Development expenditure is expected to be
about £1 million less than Development receipts,
~- mainly because at the beginning of the year we
¥ were in arrears with claims for settlement expen-
diture, and I expect that the deficit in the
Development Exchequer at the 30th June will
fall by about £1 million to a little less than
£5 million. 1 also propose to reduce this deficit
further by a transfer to the Development
Exchequer of any balance which may be
left at the end of the year in the recurrent
Exchequer Account in excess of £1 million.

= To sum up, the Government's financial

©. position at the end of this financial year will

% be better than it was at the beginning of the
year. This is satisfactory but what is less satis-
factory is that one of the main reasons for this
is savings resulting from the large number of
unfilled vacancies in the senior and middle ranks
of the service.

. The Economic Survey has been laid on the
Table of this House and has, I hope, been studied
by all hon. Members. 1964 was a good year
and the National Income or Gross Domestic
Product rose by 7.2 per cent or more than the
target figure in the Development Plan. It is also
encouraging that a large part of the increase was
in the small farm sector and that over 200,000
coffee growers benefited from the rise in the
price of coffee. Employment recovered substan-
tially on the low figure of the previous year,
and the average amount paid in wages to
African employees rose by 14 per cent. Consumer
prices rose by only about 1 per cent so that
the benefit of the rise in the National Income was
widely spread and there was a real improvement
in standards of living. It is, however, significant
that there would have been no increase in agri-
Fulrural incomes in 1964 if prices had not
Improved.

The expansion in our manufacturing industry
was considerable. although a large part of the
increase was the result of the Mombasa oil
refinery coming into full production. Kenya’s
exports to the outside world were a record and
the adverse balance of imports over exports was
the lowest recorded by available statistics. Trade
with our common market neighbours continued
to expand at a faster rate than trade with any
other group of countries. This underlines the
benefits which stem from the common market.

There was an up-turn in private investment
and the Survey suggests that this rate of improve-
Mment will increase in 1965. There was a marked
recovery of'confidence in Kenya which is being

reflected in numerous investment inquiries, a
number of which are likely to be realized with
participation by the Development Finance Com-
pany of Kenya. The redemption yield on our
London stocks has fallen during the year and
is more favourable than that of almost any other
African country.

The prospects for 1965 are not so good. The
full effect of the drop in sisal prices will be
felt and partly owing to patchy rains, dairy
production is likelv to be down and in some
areas the yield from cereal and other crops will
be adversely affected. In fact it is feared that
agricultural income in 1965 will show no im-
provement over 1964. Other sectors of the eco-
nomy are expected to have a reasonably good
vear and an overall increase in the Gross
Domestic Product of 4 per cent is forecast. The
prospects for 1966 are more encouraging. By
then a number of large schemes in the agri-
cultural and other $pheres will have got under-
way, and I hope that we will in that year achieve
or surpass our Development Plan target rate
of growth. Before I leave the Economic Survey, I
would like to make two more points. First that
although the published figures are as accurate as
we can make them, they may well underestimate
the rate of growth of income of small farmers
as it is difficult to measure accurately the value
of produce sold within districts and outside the
control of the main marketing organizations.
Secondly, as the Survey itself suggests, the
numbers employed on small farms but not
enumerated in the Employment Census may be
as many as 50.000, and I, myself, am inclined
to believe that the figure may be even higher.
I do not wish the House to believe from this
that I am in any way complacent about our rate
of growth or the seriousness of our unemploy-
ment problem. I merely wish to suggest that
published figures for the National Income and
for employment may underestimate the true rate
of growth achieved in 1964.

I now come to the expenditure estimates for
1965/66 which bave already been laid on the
Table of the House and which indicate tbat_ pro-
posed expenditure amounts to some £67 million.
In addition to this. we will have to arrange re-
financing of a local loan maturing in December
and of other liabilities totalling a further
£5 million so that the total amount of‘ money
that we will have to find next year 15 sOmeé
£72 million. I am giving the combined figures for
recurrent and development expenditure so that
I can answer in advance any critics who may say
that we should have a deficit budget and should
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T Ml:sl:' :rdcfl?tional burdens on the taxpavers
s lrm:coumry. The figures demonstrate that we
Of' - fact be having a deficit budget. Out of the
S mditure to which I have referred only about
fﬁ.ﬁf?hi,ds will be financed from taxation leaving
one-third to be found by internal or.e.‘(lernal
borrowings or by ext_ernal grant money. Iﬁhave
also begun by giving the combined figure
pecause it does represent our total pr.oposed
budgetry expenditure and lf_ \\'e'fol?oxxed t.he
prac-ticc in many other countries. we would print
our estimates in one book 'mslead of two, and
would. for example, show in the Vote for the
Ministry of Education both the recurrent expen-
diture on Education anq {he proposed ‘capual
expenditure on school bunl_dmgs. _Therc might be
advantages in our agjoptmg th}s proced_ure in
future, but I am inclmed to think that for the
sake of clarity it is still preferable 10 ‘have our
Development Estimates printed separately so that
they can be readily related to our Development
Plan.

A further reason for eiving the combinefi
fieure is to emphasize that the Government 1s
now bhaving to find and spend on an average next
vear about £6 million a month or £200.000 a day.
This illustrates the need for a careful watch on
the flow of revenue and receipts irom other
sources and of the progress of expenditure and
the need to keep the rate of expenditure adjusted
in a way which will enable us to cover any
temporary lags in the receipt of revenue or loans
by the use of our short-term borrowing facilities.

A reaction to these very large figures may be
that surely in relation to expenditure of this size
the Treasurv should not quibble about the addi-
tional £5.000 or £10.000 which might be required
over and above the expenditure in the Estimates
1o mest the particular needs of a particular
project in a District, which an hon. Member
represents. or even to meet the cost of some
important item of expenditure which one of my
colleagues pressed for during the estimates season

but which had to be rejected on financial
grounds.

There are several answers to this. Our mone-
tary cash income per head of the population is
onlv £23 a vyear. out of which we take on an
average about £5 per head in taxation. We thus
bave only about £5 per bead to spend on all
Government recurrent services in the vear. We
must ensure that the taxpavers’ money is spent
on the sort of thing that we can justify to him
so that he can feel that what he pays is being
used more usefully than if it had remained in

his own pocket. or at least that this money
is not being wasted or spent extravagantly.
Another important point is that we should be
covering a larger proportion than two-thirds of
our total budgetary expenditure from taxation
and we will bave to do this in the future when
we will have to meet not only recurrent expen-
diture but also an increasing share of the local
costs of development projects.

In relation to our National Income both our
expenditure and the level of taxation are already
on the high side. and we must aim in the future
at restricting the growth of recurrent expenditure

to a rate related to the growth in the National
Income.

I now turn to the 1965/66 Developmznt Esti-
mates and | will have to be a little careful what
] say as I am no longer responsible for develop-
ment planning. and | do not want to steal the
thunder of my hon. colleague the Minister for
Economic Planning and Development. In another
African countrv when a similar decision to split
Development from Finance was made. I am told
that the two Ministers concerned did not speak
to each other for six months. My hon. iriend
and I have our ditferences of opinion irom time
to time but I can assure the House that we
are normaily on speaking terms most davs of
the week. This is helped by our two Ministries
being lodged in the same building and working
in close co-operation. The primary responsibility
for raising the money for development and
fixing the annual ceiling of expenditure is mine.
and | hope that the Minister for Economic
Planning 2nd Development will accept that I
have done him well in these estimates. Estimated
expenditure on the basic Developmen: Plan will
be over £12 million or 50 per cent hizher than
in the present financial year. Of the total amount
of money required to finance expenditure. namely
a little over £18 million, we have a very good
chance of finding £13 million from overseas
sources leaving about £5 million to be found
either from local sources or {from new
approaches to overseas Governments or agencies
in which we can now include the African Deve-
lopment Bank. If the out-turn this :ear is as
favourable as I hope, at least £1.7 million of
this amount will be available without fresh
borrowing to repay Contractor Finance on lsi
September. We will then be faced with finding
a little over £3 million plus arranging the re-
financing of a local loan also of over £3 million
together with the refinancing of part of the funds
originally used for the Mombasa Water Supply.
We have already negotiated with the banks who
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]eh:t:ls;f:iy one thing more to say before
leave Development. which is that 1 have been
-ouraged by reading some of tbg reports of tl?c
: i on their Provinces 1n
54 and by my own tours to believe that a new
irit is abroad in many parts of the country.
li-help schemes are becoming a mgmﬁcant
sment in Our progress. supplementing the
overnment's efforts in the Dew{elopment P_lau.
or example, it is reported that in one Province

1964, 350 miles of road, 30 bridges,
L70 houses and 250 nur§ery gentres were cons-
acted. There are also signs In many parts of
. country of a greater effort 'to make beFter
< of the land in accordance with the tgcbmcal
dvice of officers of the Ministry of Agriculture.

It is unfortunate that the rain.s have not been
ind to all those who bave cultivated .thelr land
ore intensively, but I hope they will not be
iiscouraged by any temporary s.etback'due to
afavourable weather. There is evidence in many
eas of better co-operation between the public
d civil servants often assisted by hon. Members
¢ this House. It is now beginning to be recog-
yzed that the benefits of Independence are
mere to be won through effort and enterprise.
| must, however, sound one note of warning
sith regard to self-help schemes which is that
care must be taken to see that the staff and
recurrent costs of operating a self-help project
are available and that the project itself fits into
the overall plan as otherwise the effort put in will
be wasted.

I now turn to the recurrent estimates for
1965/66. The increase in expenditure of nearly
£4 miliion is high, and I would like to take hon.
Members into my confidence and let them know
that | bad hoped with the agreement of my
colleagues in the Government to contain the
estimates within a ceiling of a little over
247 million instead of the actual figure of
£18.58 million. It was only very recently that I
was convinced that without cutting essential
expenditure. it would not be possible to get down
to this lower figure. One of the main reasons
was that when [ first began working on the
estimates. | had hoped that it would be possible
to restrict assistance to local authorities to the
imount provided in Regional Estimates for
1964765 with only a small addition. But during
the period of Regionalism the Central Govern-
ment lost direct contact with Local Authorities
and. therefore. with primary education and a
substantial part of secondary education. and
*nen the picture became clear. it was necessary
o accept that Local Authorities would need

fairly massive support. It has been difficult to
assess accurately the real needs of Local
Authorities for help and it will be necessary to
work out a new basis of Government grants
which will encourage local effort and at the same
time ensure that those Local Authorities which
are making a real endeavour to balance their
budgets will get the assistance which they require.
All my colleagues have however played their part
in getting the estimates down to the present figure
in relation to forecasts which added up to well
over £50 million and in almost every field we
are not doing as much as we would wish. We
have also provided in the estimates only one-
third of the theoretical provision needed for
vacant posts and if more than one-third of the
posts now vacant are filled. we will have
difficulty in containing expenditure within the
estimates. This we must do and [ will not be
able to accept bids for supplementary estimates
except in relation to the recent announced deci-
sion on medical fees and in connexion with
another matter to which I will refer later in my
speech.

The major increases relate to commitments for
Public Debt and Pensions which are unavoidable,
to the build up of the Armed Forces. mainly
related to the Air Force and the Navy, and to
additional provision for Education both in the
Education Vote and in the Vote for the Ministry
of Local Government from which grants to
Local Authorities for Primary Education will be
made. There is also a significant increase on the
Police Vote and the Vote for the National Youth
Service. In considering how this expenditure is
to be financed. it is necessary to accept that we
will not only have to find additional taxation
revenue to cover increases but also to replace the
British Government grant of £1.25 million which
we received this year.

Neither the expenditure estimates nor my
revenue proposals take into account the recent
decision to transfer to the taxpayver or the rate-
payer the full cost of providing hospital services
to children and out-patient facilities both to
children and adults. This decision was taken after
the estimates had been printed and the direct
additional Government expenditure will be about
£86.000. 1 hope that the House will forgive me
for the manner in which [ have referred to this
decision, which I welcome, but I do not think
that it can be emphasized too often that every
service provided either by the Government or by
Local Authorities has to be paid for either by the
users of the service or by taxpayvers or by
ratepayers or by a suitable combination of two or
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hold some £1.3 million of loans to the Mombasa

Pipeline Board and this money will be re-lent for
a further period. I bhave been preparng for
some time for this very difficult year and I have
deliberately been keeping in reserve part of our
short-term borrowing facilities so that 1 can now
be confident that we will be able to cope with the

problem.

The memorandum note on the Estimates is
comprehensive and bon. Members will have
noticed that we will be making a major edort in
the field of communications and secondary edu-
cation. In the field of Agriculture, in addition to
the projects mentioned in the note, we will be
attracting private investment into the further
development of pineapples, vegetables and
passion iruit on a large scale. The 1.000.000-acre
settlement scheme will be almost completed and
the Government will have to consider in the
light of the Stamp Mission Report what the
next stage should be. bearing in mind the
importance of not concentrating too much money
in one area of the country and also the impor-
tance of maintaining economic farming units.

Our large road programme supplemented by a
considerable building programme and the pro-
gress of the Seven Forks scheme and the im-
provements to the Nairobi City Council Water
Supply will lead to a substantial increase in the
amount of employment given by public sector
projects.

Our main sources of aid are set out in the
Table of Estimated Receipts of Development
Funds in ihe published Development Estimates,
and it will be noted that our main source will
again be the British Government which will be
providing £3 million for the basic development
programme as a twenty-five-vear loan with a
complete waiver of interest and capital repay-
ments ror the first five years. In addition, we
have negotiated another loan of £1 miilion for
the Land Bank and Agricultural Finance Corpo-
ration and will also be getting continued support
for the completion of the 1.000.000-acre settle-
ment scheme. Most of the projects to be financed
by the £3 million loan have already been agreed
and include £800.000 for the Mombasa Road.
We will also be getting £500.000 for Land
Consolidation and £435.000 for Forestry. There
is no other source from which we could obrain
overseas assistance towards these two projects
which involve almost entirely local expenditure.
One of the arguments that helps me in my nego-
tiations with the British Government on the local
cost problem is that we have standardized on

the purchase of British vehicles for Government
purposes. Assistance from the International
Development Association will include trunk roads
tea development, tea roads and 1 hope assistance:
with secondary school and teacher training
college buildings although this project has not
yet been fully negotiated. We will also be
obtaining substantial help from the West German
Qovernment and the American A.I.D. organiza-
tion for projects both inside and outside the
actual Development Estimates. One scheme re-
presents a model from our point of view for aid
agreements. This is the secondary school Science
Teachers’ College for which the Swedish Govern-
ment will be providing over £1 million. The
Swedish Government will be meeting all the local
costs and will also be assisting substantially with
recurrent expenditure. We also expect that the
Russian hospital project at Kisumu will go ahead.

Other important sources of development aid
include the United Nations Special Fund and the
Commonwealth Development Corporation. We
will also be receiving valuable assistance from
the Ford Foundation. the Rockefeller Foundation,
the Wellcome Foundation, the Freedom From
Hunger Fund and OXFAM. We will also be
receiving loan funds from commercial banks the
largest being a loan from Barclays Development
Corporation for the construction of a Govarn-
ment office building in Nairobi.

Before I leave the subject of overseas aid. I
would like to make it clear that we are in this
matter completely non-aligned, and are only too
eager to receive aid in acceptable form from any
country or overseas institution. What. however,
we cannot do is accept, for example, machinery
and plant for a factory on credit from an indus-
trial countrv. unless we can also see our way
to obtaining from that country the other money
which we need to construct the factory building
and the necessary housing and other local ser-
vices, and also unless we can obtain money to
produce the product which the factory will
process. We also have to be satisfied that the
price we are being charged is fair and reasonable
and that the whole project is economic and will
not involve losses which will have to be met by
the Kenva taxpaver. An illustration of a project
worked out in the correct way is the Chemilil
Sugar Project for which we have negotiated from
West Germany not only finance for the factory
machinery but also for the local cost of cons-
truction and a sum of nearly £1 million for the
actual growing and development of sugar cane
which will be supplied to the factory when it Is
installed.
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-;?:lonly one thing more to say before

=. Development. which is that I bave Fele]n
—raged by reading some of tbg reports of the
:—ncival Commissioners on the!r Provinces in
=.nd by my own tours to believe that a new
~ is abroad in many parts of the country.
=elp schemes are becoming a sngmﬁcant
—qgt in Our progress, supplementing the
—ment’s efforts in the De\felopment P.lan.
=example, it is reported that in one Pro.vmce
1964, 350 miles of road, 30 bridges,
=) houses and 250 nursery gentres were cons-
=d. There are also signs in many parts of
scountry of a greater effort ’to make be‘tter
=of the land in accordance with the u’echmcal
--¢ of officers of the Ministry of Agriculture.

is unfortunate that the rains have not been
3 10 all those who have cultivated .thelr land
.= intensively, but I hope they will not be
jouraged by any temporary setback.due to
avourable weather. There is evidence in many
»s of better co-operation between the public
, civil servants often assisted by bon. Members

is House. It is now beginning to be recog-
ﬁiuthat the benefits of Independence are
e to be won through effort and enterpri'se.
nust, however, sound one note of warning
h regard to self-help schemes which is that
¢ must be taken to see that the staff and
arrent costs of operating a self-help project
available and that the project itself fits into
 overall plan as otherwise the effort put in will
wasted.

[ now turn to the recurrent estimates for
45/66. The increase in expenditure of nearly
miliion is high, and I would like to take bon.
:mbers into myv confidence and let them know
it | bad hoped with the agreement of my
ieagues in the Government to contain the
imates within a ceiling of a little over
] million instead of the actual figure of
8.58 million. It was only very recently that I
s convinced that without cutting essential
penditure. it would not be possible to get down
this lower figure, One of the main reasons
s that when [ first began working on the
imates. | had hoped that it would be possible
restrict assistance to local authorities to the
rount provided in Regional Estimates for
54765 with only a small addition. But during
2 period of Regionalism the Central Govern-
#t lost direct contact with Local Authorities
d. therefore. with primary education and a
bstantial part of secondary education. and
een the picture became clear. it was necessary
 accept that Local Authorities would need

fairly massive support. It has been difficult to
assess accurately the real needs of Local
Authorities for help and it will be necessary to
work out a new basis of Government grants
which will encourage local effort and at the same
time ensure that those Local Authorities which
are making a real endeavour to balance their
budgets will get the assistance which they require.
All my colleagues have however played their part
in getting the estimates down to the present figure
in relation to forecasts which added up to well
over £50 million and in almost every field we
are not doing as much as we would wish. We
bave also provided in the estimates only one-
third of the theoretical provision needed for
vacant posts and if more ihan one-third of the
posts now vacant are filled, we will have
difficulty in containing expenditure within the
estimates. This we must do and [ will not be
able to accept bids for supplementary estimates
except in relation to the recent announced deci-
sion on medical fees and in connexion with

another matter to which I will refer later in my
speech.

The major increases relate to commitments for
Public Debt and Pensions which are unavoidable,
to the build up of the Armed Forces. mainly
related to the Air Force and the Navy, and to
additional provision for Education both in the
Education Vote and in the Vote for the Ministry
of Local Government from which grants to
Local Authorities for Primary Education will be
made. There is also a significant increase on the
Police Vote and the Vote for the National Youth
Service. In considering how this expenditure is
to be financed. it is necessary to accept that we
will not only have to find additional taxation
revenue to cover increases but also to replace the
British Government grant of £1.25 million which
we received this year.

Neither the expenditure estimates nor my
revenue proposals take into account the recent
decision to transfer to the taxpaver or the rate-
payer the full cost of providing hospital services
to children and out-patient facilities both to
children and adults. This decision was taken after
the estimates had been printed and the direct
additional Government expenditure will be about
£36.000. 1 hope that the House will forgive me
for the manner in which [ have referred to this
decision, which I welcome, but I do not think
that it can be emphasized too often that every
service provided either by the Government or by
Local Authorities has to be paid for either by the
users of the service or by taxpayers or bV
ratepayers or by a suitable combination of two or
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three of these means. I have also not taken into
account the cost of certain other increases which
will be consequential on an announcement that I
will have to make later in my speech. However,
I cannot pretend that my forecast of revenue
will be accurate to within £100,000 and I will
keep the situation under review during the course
of the year. If necessary, further taxation
measures mav have to be introduced but I will
do my best to avoid this.

My estimate of probable receipts from taxation
at existing rates plus the £2.6 million which we
will receive from the British Government for
compensation and commuted pension payments
is £45 million leaving £3.58 million to be found
from additional taxation receipts. The figure of
£45 million includes additional receipts expected
from interest and redemption on loans made by
the Government for Settlement and to the
various statutory bodies such as the Land Bank,
the Agricultural Finance Corporation and the
Local Government Loans Authority and the
Central Housing Board.

I now turn to my revenue proposals. and I
would at this stage ask. Mr. Speaker. that in
accordance with our usual practice, this Speech
be taken as Notice of Motion to be placed before
the Committee of Ways and Means dealing with
the measures 1 am now proposing.

I will deal first with proposals affecting cus-
toms and excise. A number of them are formal
or procedural such as those providing that “fruit”
means “nuts” and that Northern Rhodesia is now
Malawi. A numoer of the proposals agreed with
the Governments of Tanzania and Uganda give
additional protection to local industries. Included
in the list of p-oducts which will receive addi-
tional protection are wood-screws, nails, bolts,
nuts, aluminium hollow-ware, aluminium sheets.
circles and coils. steel strips, bars. rods and
angles, asbestos cement pipes, certain types of
leather, boxes including tea chests. plvwood.
cardboard and exercise books. Full details of all
the changes are given in the Financial Statement.

I now come to the proposals designed to bring
in increased revenue and as has already been
announced the general rate of 25 per cent was
increased to 30 per cent with effect from the
Ist April with corresponding adjustments in the
other ad valorem and specific rates of duty on
the majori:v of ::2ms in the Tariff. I do not think
that I peed to :ake up time in going through in
detail these changes which have already been
published and which are also fully covered in
the Financial Statement. Additional revenue of
about £820,000 is expected to be received. The

increase of 10 per cent on the duty on tobacco
and cigarettes has also been announced and
brought in from Ist April and is expected to
produce additional revenue of about £220,000.

The effect of the increase in the duty on
tobacco and cigarettes is interesting, and illus-
trates the very sharp and immediate effect on
consumption. of changes in taxation on goods
which cannot be classed as essential, although
some of us would not perhaps put tobacco and
cigarettes in the class of luxuries. The fall in
consumption in the first month after the impo-
sition of the new dutv was 8 per cent, so the
increase in revenue to the Government in that
month was only marginal. There are, however,
already signs that consumption is beginning to
come up again. and [ expect that my estimats
of additional revenue will be achieved. Part of
this additional revenue would. however. hav:
been achieved even if the rate of tax had been
left unchanged.

I now turn to beer. We must face the fact :hat
we will lose a substantial proportion of our beer
exports to the other East African countries 1n
the next few vears. In 1964, 24 per cent of the
beer produced in Kenya was sold to Tanzania or
Uganda. These exports will be replaced by
increasing demand in Kenya provided that the
excise duty is not too sharply increased. We
must also bear in mind that beer on which excise
is charged has to compete with locally produced
liquor such as the Matingasi produced in Mom-
basa on which no taxation is levied. I have care-
fully considered this problem and have come to
the conclusion that a small increase in duty equi-
valent to about 3 cents per bottle is unlikely
to influence demand to a significant degree. and
this increase with a suitable and slightly higher
increase on imported beer will come into force
from midnight tonight. It will bring in additional
revenue of about £125,000 next vear.

I have also considered whether or not the duty
on spirits and wines should be increased. but do
not believe that I would get any more revenue
if a further increase was imposed. The whole
problem of the taxation on alcoholic drinks is a
complicated one and the Uganda Government
faced with their special problem of verv large
production of illegal liquor has decided to pro-
duce a legal spirit at a very low price. Thers arz
three reasons whv 1 do not think that at :his
stage we should follow their example. The first is
that our breweries are con'ributing to the Govarn-
ment revenue through excise duty or income iax
over £2.5 million a year. The use of illicit spirit
is not nearly as widespread in Kenva as it is
in Uganda, and 1 am very afraid that the intro-
duction of a cheap legal local spirit would
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griouslv adect sales of beer, and would bhave a

serious effect on an industry which provides a
lot of employment.

My second reason is that from the point of
view of fairness both to manufactulrers and to
taxpavers. it is. 1 think. reasonable that the
amount of 1ax levied on alcghohc drlpks should
in general be related to their alcoholic content.
or. to put it more bluntly. that a man should be
able to gst a similar alcohollc stimuius at a
similar pricz whether he drinks beer, wine, or
whisky.

My third reason is that I .am doubiful whether
it is Wise on social grounds to pla.ce on the open
market a spiritous liquor on \.VhICh a man can
get drunk for two or three shillings. We will keep
this problem carefully under review but it is most
important :hat we should not look at 1t in isola-
tion. but should have regard to the social and
employmen: effects and to the need to ma‘ntain
our revenues from all forms of alcoholic drinks.

I have considered the possibility of increasing
the price of petrol and diesel. I am. however.
“anxious 10 avoid. if possible. a fqr:her increase
in the price of diesel in view of the effect it
would have on farmers’ costs of production and
also the e:dfect that it might have on bus fares
and ths cosi of transport throughout the coun-
irv. With -egard to petrol. the ol compan‘es a
few months ago made a substantial increase 'n
price. The reasons for this have bzen examined
and the ngures do demonstrate that even after
:his increasa. petrol is now being sold in Kenva.
ignoring :he duty clement. at a lower price than
it was ‘n 1959. and that without the recent
increase. the oil companies would not have bezn
obtaining a reasonable return on the capital
employed. One reason for this may be that com-
petiton cz:ween the oil companies has led to the
uneconomic development of unnecessary petrol
stations. znd we can all think of examples where
from the point of view of the motorisi. there are
an unnecsssarily large number of petrol stations
at particular points. 1 hope that the oil companies
will censider this problem and avoid further
uneconomic expenditure which can only ulti-
mateiv te paid for by the Kenva user of petro-
leum products. I do not propose therefore to
increase ihe duty on petrol this vear.

I have ilso considered the ques:ion of the duty
on moior vehicles. Our present rate of duty on
new vehicles is verv much lower than that in
Tanzan:a. taking into account the special taxation
measures introduced last year. Qur present rate
of duty is 20 per cent on load-carrying vehicles,

25 per cent on motor bicycles and the small pas-
senger cars and 30 per cent on the larger cars
with an engine capacity of more than 2.000 <...
Now that we have amended the general tang
rate to 30 per cent. | have decided that we shou:d
apply a similar rate 1o motor bicycles and the
smaller passenger cars, and I think it reasonabiz
that those who wish to buy large cars shouid pay
a little more. The rate of duty on large cars will,
therefore. go up 0 35 per cent from midnight
tonight. The rate of duty on load-carrying
vehicles will also go up 5 per cent to 25 par
cent. [ anticipate that additional revenue of
£135.000 will be obtained from this measure. and
I estimate that the iotal increase in rzvenue
obtained from changes in customs and exciz
will amount 1o £1.3 million.

There is one furiher measure that will arec
motorists other than those who buy new cars
The annual licence fee charged in Kenya is vary
much lower ihan.ihat charged in either Uganda
or Tanzania. and for example, for certa:n .ars
where in Kenva the annual charge is Sh. 160. in
Uganda and Tanzania it is between Sh. 170 and
Sh. 300. For larger vehicles the increase is even
more marked. The difference for vehicles orf irom
5001 1b. in weight to 3.040 1b. being Sh. 380 in
Kenya and Sh. 700 in Uganda and Tanzania.

I propose 10 increase our rates with etfect from
the 1st Januarv 1966. but I do not expzct that
the ordinary moiorist will find himself paving
more than ano:her Sh. 3 or Sh. 4 per mon:h in
additional licence fees. The additional revenue
which I hope o coliect in the last six months of
the 196366 financial vear is at least £100.00C.
The details of ihese changes are not included in
the Finance Biil but will be included in l:gisia-
tion published later this vear. I thought that :t
would be unrair to make this change wi:h zffes:
from tonight or even from the lIst July as this
would mean that those who had taken out a
vear's iicence would gei an unfair advaniage over
those who take out quarterly licences dur:ng the
year.

I now :urn io proposals relating to income tax
and will deal with these proposals in two parts.
The first. those which will affect the 1964 vear of
income and will bring in additional revenue :n
our 1965 66 financial vear. and. secondiy. those
which will afec: the 1965 vear of income anq
which will. :herefore. not have any fnanci.:
implications for the present Budget. It has zireac
been announced that it is the Governmant's in‘eZ-
tion to reduce the married allowance in relatica
1o the 1964 vear of income from £700 to £6U00.
the single allowance from £225 to £2116. and the
allowance for single people with dependant
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children from £450 to £432. I do not propose to
change the old age allowance or the children’s
allowances in relation to the 1964 year of

income.

In making these proposals, I have had the
advantage of seeing the very comprehensive
report on income tax prepared for the Uganda
Government by a United Nations expert. and
some of the considerations put forward in this
report have influenced me in making these
changes. There is at present a gap in our personal
tax struciure as the top rate of personal tax is
reached ai an income of £600. and taking into
account the former married allowance of £700
plus the children’s allowance. there were many
people who by Kenva standards in relation to
average ‘ncomes. are well off who do not pay
any add’tional tax when their incomes rise from
£600 per aznnum to well over £1.000 a vear. It
is also necessary for more money o be raised in
order to meet the increases in expenditure which
I have aiready described. The incidence of addi-
tional tax arising from these changes will bz
progressive. and in relation to individual tax-
pavers who are married. will mean that they will
pay tax on an additional £100 of income and thar,
therefore. :his additional tax will be at the top
rate at which they are liable. The man whose top
rate is Sh. 2 in the £ will pay an additional £10
tax and the man whose top rate is Sh. 15 in the
£ will pay an additional £75.

I have onlv one further change to propose in
relation to the 1964 vear of income which is an
increase of 30 cenis in Corporation Tax. This
small addi:ional charge will be imposed both on
public and private companies and will not be
passed on io sharsholders. In comparison with
the majority of countries both developed and
developing. our rate of company tax is not high,
and 1 am confident that this additional 30 cen:s
will prove a tolerable burden. I estimate that the
toral yield in additional revenue in 1965/66 of
the changes in personal income tax and in corpo-
ration tax will be approximaiely £ million.

I now turn to the future, and being verv con-
scious that income tax is a complicated subject
and that any simple summary may be misleading,
I have included in the Financial Statement a
detailed account of the proposed changes. These
changes zre not included in the Finance Bill
which is being published today. but I think it is
only fair to give taxpayers advance notice of my
proposals which atfect the tax which they will
eventually have to pay on their 19653/66 incomes.
The probosals have been worked out in con-
siderable detail., but to repeat a phrase that was

recently made in a debate in another place. 1
am very ready to “listen” to any representations
which may be made.

I will deal first with personal income tax and
PAYE. One of the difficulties which has pre-
vented the earlier introduction of PAYE i
administration. The Income Tax Department is
already fully stretched. and any complicated
system which involved the reassessment of each
income taxpayer's liabilities at the end of the
vear would impose an intolerable burden which
could not be faced. It is proposed to divide our
personal taxation system into two parts. the first
income tax. and the second. surtax. Income tax
on all chargeable income will be payable at the
rate of Sh. 2’30 in the £ PAYE will applv to
income tax only. and will be brought in for all
persons in emplovment from the Ist Julv 1966.
It is estimated that approximately half the total
number of emplovees subject to tax will be able
to extinguish their liability entirely through
PAYE. Each month’s chargeable income will
have income tax deducted at Sh. 2/30 in the £
which will extinguish the liability for that month.
Forms will be supplied to emplovers whose co-
operation it will be necessary to obrtain. and
these forms will be far less complicated than the
PAYE forms which emplovers in many otner
countries have to operate. The tables will show
wnat is the monthly free income from which no
deduction need be made according to the status
of the 'emplovee. that is to say whether he is
single. married or has children.

It wiil be observed that the new rates of allow-
ances for single. married and married with chil-
dren have already this year been brought to a
figure which is divisible by twelve. namely £216
for the single allowance. £432 for single people
with dependent children, and £600 for the
married. One further change proposed for the
1965 vear of income is to retain the present
allowance for single men over 65 and women
over 60. but to reduce this allowance slighdy
from £430 to £432.

I now come to the vexed question of children’s
allowances. As I have said. no change will be
made in relation to the 1964 vear of income. The
simplest answer would. of course, be to abolish
children's allowances completely, and this would
be in accordance with the advice which I have
received from the United Nations expert. but
this is one of the comparatively few points on
which I do not feel that I can accept his aavice.
I am fortified in so doing by the fact that he him-
self is a bachelor! At present the allowances vary
from £75 for a child under six years of age. up
to £250 for a child of seventeen or over who 1s
receiving full-time post-secondary education. A
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very considerable simplification of thl‘s system s
clearly necessary and as I have explained earlier
I do “feel that it is fair tbgt those who are by
Kenya standards comparatively well gﬁ. should
begin paying some more tax when their incomes
ris; substantially above the top figure for G.radu-
ated Personal Tax of £600. The maximum
amount of the total allowance for children
which T think should be granted is £480. yvhxch
will bring up the income tax-free element in the
earnings of a married person with the requisite
number of children to £1,080 or _£90 a month.
I have considered carefully ‘how this child allow-
ance of £480 should be dA1v1ded up, and wbe}her
it should be perhaps divided by six or .dnvndgd
bv four. No taxpayers with large 'f?lm]th will
lose if it is divided by four and families with not
more than four children will gain. _and a}though
this view may be slightly out of:' line with that
put forward by my colleagues 1n Uganda and
Tanzania, my proposal is that ther; should be a
flat rate allowance of £120 a chlld_ for up to
four children. This, as I have explalpcd. is .tbe
most favourable answer from the point of View
of the individual taxpayer. The allowance will be
given for each child up to nineteen years of age,
but a child of over nineteen who is incapacitated
or receiving education or serving as an appren-
tice will also qualify. The allowances will be
eiven onlv for children of the taxpayer. includ-
i'ng step-children and legally adopted children of
whom he has the custody and whom he wholly
maintains.

The rate of surtax will be nil on the first
£1.000 of chargeable income which, as I have
explained. will bear income tax at Sh. 2/50 in
the £ and will be Sh. 3 on the next £1.000 of
chargeable income going up in graduated stages
to a maximum of Sh. 12 in the £ on chargeable
income in excess of £10.000. This means that the
maximum rate of tax including income tax paid
on the highest incomes will be Sh. 14/50 in the £.
although the present maximum rate of Sh. 15
in the £ will be payable by individuals drawing
very high incomes directly from private
companies.

1 have explained that in relation to the 1964
vear of income. the combination of income tax
and corporation tax will add up to Sh. 8 in the
£, For the 1965 year of income. I propose a
Corporation Tax of Sh. 7/50 in the £ It might
appear at first sight that this represents a reduc-
tion in the overall tax burden and a loss of
revenue. It will in fact mean a slight increase
in the tax burden and a slight increase in revenue
as companies will not be in a position to deduct
any tax from their dividend payments. The effect

on the individual will not be as severe as might
be supposed as dividends received by individuals
will not be subject to income tax, which as I
have said will be levied at Sh. 2/50 in the £.
and they will only have additional tax to pay
on their dividends if they are liable to surtax.
This change will be effective from :he Ist
January 1966. and the present right to set off
tax deducted at source will continue until the
31st December 1965. Companies will not be sub-
ject to Corporation Tax on dividends received.
nor on interest from which tax will be deducted
at Sh. 7/50 in the £ Tax at Sh. 2/50 in the £
will be deducted from interest payments to indi-
viduals whether resident or non-resident. Trusiees
will be charged income tax at Sh. 7/50 in the =.
but credit for 1ax paid will be given on income
distributed. The rate of Corporation Tax on life
insurance companies and mining companies will
be Sh. 7 in the £ and Sh. 4 in the £ respectively.

I now turn to the position of the controlled
companies. The object of the present undistri-
buted income tax system is to try to ensure that
individuals who would otherwise have to payv tax
at more than Sh. 7'50 in the £ do not escape
this liability by failing to distribute a fixed pro-
portion of the earnings of the private company
in which they have an interest or which they
control. The simple answer would be to reduce
the maximum rate of personal income tax to
Sh. 7/30 in the £, but I fear that I could not
support a change of this nature on revenue
grounds or on grounds of equity. The present
system does. however, impose bhardship on
developing companies which may be required to
distribute profits which might better be used for
further development. Partly, therefore, in the
interests of simplification, and partly to ease the
position of developing companies, I propose to
abolish U.LT. Controlled companies will in
future be subjected to Corporation Tax at
Sh. 7/50 in the £ which they will not be able
to pass on to their shareholders. At first sight
this might appear to be likely to cause hardship
to small private companies, particularly farming
companies and it may be that some such com-
panies may decide that it would be in their
interests to form partnerships instead of main-
taining their present position as a private com-
pany. but thev will have another remedy. It is not
my intention that individuals forming a private
company should be forced into paying tax at 2
higher rate than their individual rates of tax il
their company operated as a partnership. The
remedy will. of course, be to limit the profits
subject to Corporation Tax at Sh. 7/50 in the £
by paying out appropriate sums in directors’
fees.
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It will also be necessary to reinforce the anti-
avoidance provisions to ensure that liability to a
higher rate of tax than Sh. 7/50 in the £ is not
avoided. The public or private company which
ploughs back its profits for needed development
will bave nothing to fear but those companies
which deliberately accumulate profits to escape
taxation on their principal shareholders or who
try by complicated devices to ensure that those
profits are enjoved by shareholders in a non-

xable form will be vulnerable. The Commis-

ner of Income Tax will be given the power to
ater this and other types of avoidance. How-
|, to ensure that these new anti-avoidance
isions are not unreasonably applied. and that
‘iduals can have access without excessive cost

Ln appellate body, an independent tribunal will

set up to which any company aggrieved by an
order of the Commissioner will be able to appeal.
This procedure will be simpler and less costly
than an appeal to a court, but the right to appeal
to the courts will be preserved.

I have dealt with the major changes that will
affect the 1965 vear of income and with the intro-
duction of PAYE from the Ist of July 1966,
except for one important point concerning
PAYE, namely cancellation and a number of
comparatively minor other points.

The question of cancellation is a controversial
and difficult one, but I start from firm ground in
saying that taxpayers would not support the
introduction of a PAYE system if they were
required to pay in the same year tax on their
current income under PAYE, and also arrears of
tax related to the previous eighteen months’
income. Cancellation for those who remain in
employment for four years after the introduction
of PAYE will be allowed. but it would in my
view not be proper to allow cancellation. for
example, for someone starting a two-vear contract
on the Ist January 165, If cancellation was
allowed in this case, it would mean that in rela-
tion to his two-vear contract, he would get the
entirely unexpected and unanticipated benefit of

paying no income tax on eighteen months out of
his two-vear period of work. My proposal to
get over this difficulty is. therefore. that there
will be no cancellation of past liabilitv for those
who leave emplovment within eighteen months of
the Ist Julv 1966, but that at the end of each
six months period after the Ist July 1967. one-
sixth of the outstanding income tax liability will
" be cancelled. This method will ensure that the
great majoritv of employees do obtain a genuine
benefit from the PAYE system. I should empha-
size again that PAYE applies to income tax at

Sh. 2/50 in the £ only, and similarly that cancel-
lation applies only to income tax and not to
surtax which will continue to be assessed as at
present.

The comparatively minor changes relate to life
assurance relief which as already announced will
in relation to the 1965 year of income be given
for East African policies only. No reason is seen
in present circumstances why relief against Kenva
tax should be given to those who wish to take out
life insurance in sterling or other currencies,
Relief will be given against the first slice of
income chargeable to surtax at Sh. 3 in the £,
The self-emploved who have taken out annuity
contracts will be permitted to continue to obtain
relief but in future relief on new annuity con-
tracts will apply to East African policies only.
Another change is that averaging relief will no
longer apply. Also. as already announced, the
passage deduction will no longer be given as this
is an anomaly in present circumstances. Passages
supplied by employers to their employees will,
however, continue to be allowed to the emplover
as at present.

I am grateful to the House for bearing with
this rather long exposition of a complicated sub-
ject and I hope that I have managed to make it
reasonably clear. The changes affecting 1964 are
included in the Finance Bill and come into opera-
tion at once in accordance with a Provisional
Collection of Taxes Order also published today.
[t will be necessary later in the year to introduce
a new rates and allowances Bill to include the
changes that are applicable to 1965 and later
vears. The Bill amending the Income Tax
Management Act will be presented to the Central
Legislative Assembly as soon as possible.

I indicated that it would be necessary to find
additional revenue of £3.58 million. £1.3 million

will come from changes in customs duty,
£100.000 from motor vehicle licences. and
£l million from income tax which leaves

£1.18 million still to be raised. Some hon. Mem-
bers who have studied the Development Esti-
mates which I laid on the Table of the House
ten days ago mayv have discovered the answer.
In this vear's table of receipts, I included
Currency Board profits, estate duty and balf the
proceeds of export taxes. They are not included
in the 196566 Table and I intend to appiy these
items to the recurrent Budget. Currency Board
profits will total about £630,000. a half share of
export taxes about £400.000 and estate duty about
£150.000. The total of these three comes to
exactly £1,180.000.

There were only two other wavs in which I
could have balanced the Recurrent Budget. the
first by cutting this amount off the expenditure
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n:;;;\(:'snand this is the solution I would have
23

convinced arter
liked X i ado:fllif)c:; :fu ihle “Igfimates that these
g exammbe achieved without damaging
cuts could A0 i including in particular
efiects on essential services, Incll
aducation and the security SeIVICEs.

The second way would have be_en by. furth'er
increases in taxation, but here again I was >at;s(;
fied that further increases could not be impos
without damaging effects on the economy and
the rate cf growth at which we are aiming. I
have chosen what may be regarded as the eas)
and popular course. but In this case [ am con-
vinced that it is the right one even if .I am
accused of performing another conjuring trick.

Looking ahead to the 1966/67 Financial Year.
I have already indicated. that the pattern of
income tax. in so far as it relates both 1o indi-
viduals and companies. will not only lead to
simplification but will also give me some addi-
tional revenue in that year. 1 will do my best to
cee that as much as possible of the inevitable
erowth of expenditure in that year is covered by
increases in taxation at existing rates. and the}t
the rate of increase in recurrent expenduurg is
held down to a figure which gorres‘ponds. fairly
closelv to the expected increase in national income
in 1966. My decision to transfer these sources 9f
revenue from development to recurrent will
make it a little harder for me to finance develop-
ment expenditure in 1965/66, but the response to
issues of local loans which have already been
made, encourages me to believe that this problem
will not prove insoluble. We must. however. aim
before 1970 1o cover a significant part of our
development expenditure from taxation.

There is one more important matter 10 which
I must refer before I sit down, that is central
banking and currency. With the agreement of the
three East African Governments. the Interna-
tional Monetary Fund was invited to send a
mission to East Africa to advise us how best to
proceed in establishing an effective central bank-
ing svstem. This mission visited East Africa in
February this vear and had full discussions with
the individual Governments on the problems in-
volved. On the 12th of February. a joint meeting
was held in Dar es Salaam between the three
Finance Ministers and the I.M.F. Mission. At
this meeting the Tanzania Government indicated
their intention of establishing their own Central
Bank and issuing their own currency. Further
negotiations have taken place since that date and
this indication of the Tanzania Government’s
views was recently confirmed as a definite decision
of policy which will be announced by the
Tanzania Finance Minister today. It is not for

me to comment or give the reasons for the deci-
sion of the Tanzania Government, but I should
make it clear thar this Government has alwavs
been anxious to maintain a common East African
currency with one effective central bank. This.
however, will not now be possible.

I think it would be fair to sav that this Govern-
ment has always accepted that the maintenance
of a common currency and a common centrai
bank carries with it the implication that financiaj
sovereignty may be shared. and currency and
credit policy co-ordinated. and that this view was
confirmed by the advice given by the experts of
the International Monetary Fund, and that the
Tanzania and possibly the Uganda Governmenis
feel it essential in their national interests 10 ga
further towards the management of their own
currency affairs than would be technically possibiz
under an East African Central Banking systen:.

The creation of Central Banks and the pre-
paration of nartional currencies will inevitabiv
take time, and it is essential that a Central Bank
should be expertly planned. organized and man-
aged. The Government has been assured of assis-
tance from the International Monetarv Fund and
from other sources. and through the good offices
of the International Monetary Fund. we have
secured the services of a very experienced central
banker who will be arriving within the next
month. During the interim period which in our
case will be at least a vear, the East African
shilling will remain the common currency of the
three countries. and we will co-operate with the
Governments of Tanzania and Uganda to ensu -
that the present svstem continues to functicn
smoothly. I am confident. that any uncertaini:s:
which may arise in people’s minds will be d::-
pelled when they understand clearly what ‘<
being done and appreciate that it is the firm
intention of this Government to maintain =
sound currency which will be strong and
respected. and a national credit policy based on
the maintenance of as high a level of economiu
activity within the country as is consistent with
the integrity of the national money.

The decision which the Tanzania Government
has taken will obviously have wide implications on
the structure of the common market and the
Common Services Organization. We wiil. how-
ever, continue 10 work in the greatest possic.:
harmony and co-operation with the other E:::
African Governments. but from the financiai pois.:
of view. wiil have to consider whether ::
proper for the Raisman Financial Arrangemer.:
under which Kenva meets about half the expena:-
ture on the EACSO Non-self-contained Ser\'ice§
and also contributes about half to a common poo!
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. which is then distributed between the three
".countries to continue in its present form.

The advice of all the experts I have consulted
"including the experts of the International Mone-
tary Fund is that during at least the transitional
period while arrangements are being made for
the establishment of central banks and the issue
»f new currency, it will be necessary in order to
rotect this country’s economy and to forestall
possible flight of capital to apply Exchange
sntrol Regulations immediately.

[ have made a number of statements on Ex-
. change Control in this House and to the Press
and do not wish to withdraw anything which I
have said. As recently as the 11th May, I stated
. and I quote: “Banking and currency statistics do
. not suggest that there is any need at present to
" take the drastic step of Exchange Control.” This
is still true and I could have added that as is
explained in the Economic Survey, our currency
- remains strong and our ‘balance of payments
position bas improved in each of the last two
years, The reason for the imposition of Exchange
Control is not that we are in balance of payments
difficulties or that our currency is not more than
‘adequately backed, but is, as I have explained,
'to protect the economy and forestall a possible
‘ flight of capital resulting from the announcement
about seperate currencies.

I also said that Exchange Control would be
likely to damage investment prospects to a greater
extent than it would benefit the country. Here, 1
will do my best to prove myself wrong by ensuring
that Exchange Control is administered in a
liberal and efficient manner.

Under regulations published today, Exchange
Control authority will be rzquired for transfers
of money to all sterling arez countries other than
Tanzania or Uganda. but there will be no restric-
tions on the movement of money within East
Africa and the scheduled territories will be re-
defined as consisting of Kenya, Uganda. and
Tanzania. The necessary instructions to bank on
the operation of Exchange Control have been
issued this afternoon, and a Bill has also been
published which I hope the House will agree to
pass through all its stages tomorrow giving full
legal sanction to the imposition of Exchange
Control.

The object of Exchange Control is, as I have

" said. to forestall the possible flight of capital. but

in order to forestall a flight of capital. it is
necessary for the Treasury to be satisfied by the
normal checks applicable at present to remittances
to non-sterling area countries that payments for

current transactions do not represent an illegal
export of capital. No interference whatsoever will
be placed on the normal flow of trade with sterl-
ing area countries. but payments for imports will
have to be made on the basis of documenis which
show the value of imports being paid for and
forms will have to be filled in, in connexion
with exports which will in due course provide
evidence that the money received for exports has
been remitted back to this country. Allowances
for travel. emigration and for personal and
family remittances will be permitted on a scale
approximately the same as those at present appli-
cable to non-sterling area countries. in fact the
allowances will in some respects be more
generous. For example, where the Government
buys land under the 1.000.000-acre settlement
scheme. the farmers being bought out will be
permitted to receive payment in sterling and this
will cause no net loss of foreign exchange to
Kenya as the monev for the land purchase is
being provided in sterling. Those who leave the
country permanently will be permitted to get
their money out either immediatelv or over a
comparatively short period of vears. Interest on
loans and dividends on shares in public and
private companies will be allowed to be remitted
to overseas residents as will pensions and rents
and other payments properly due.

The details of the Exchange Control arrange-
ments are contained in Treasury circulars to the
banks and I do suggest to all those who have
any queries to apply first to their banks for
information as otherwise the Exchange Control
section of the Treasury is likely to be over-
whelmed with inquiries which could be answered,
on the basis of these circulars, by the banks. As
far as investment is concerned, we alreadv give
“approved status” under the Exchange Control
Act to investments from non-sterling area
countries. and have always indicated that in the
event of Exchange Control, similar “approved
status” would be given to approved sterling invest-
ments. What Exchange Control does seek to
prevent is the transfer outside Kenya of savings
of Kenya residents as we feel that the savings of
our people should be ploughed back and invested
in the country in one of the many savings media
available. The administrative arrangements
governing exchange control have been discussed
and in general agreed with other East African
Governments and the circulars setting out these
arrangements have been prepared with the
assistance of expert advice from the Bank of
England. A Press statement giving further details
about Exchange Control is also being issued.
Some additional expenditure not provided for 1o
the Estimates will have to be incurred on the
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la?r:::inistration of Exchange Control and on pre-
paring for ihe establishment of a Central Bank.

To sum up, I have explained that we will .end
this financial year in a better position than \}hen
we started it. that 1964 was a good vear wnl:_t a
substantial rise in the Natlonal.lncome which
resulted in a real i'mprovc?mem in 'standards of
living, that 1965 will, agnqulturally,. be a more
difficult vear in which agncultpral income may
in fact fall but that during th'xs year there will
be increased investment and mc.rea‘sed employ-
ment whicn will provide the basis for a further
advance in 1966. I have preseqted the largest ex-
penditure Estimates in our history, and oo tne
development side have indicated that we expect
to be able to finance a 50‘per cent increase 1n
our expenditure on the basic development plan.
On the recurrent side, I have ma:naged to
present a balanced Budget and have introduced
only four new taxation changes other' than minor
measures related to increased protection for East
African industries. These are 50 cents on Corpo-
ration Tax. 5 cents on beer, 5 per cent on motor-
cars, and 2 small increase which will not ‘come
into operation until the 1st January 1966, in the
licence fees of motor vehicles.

In preparing the Budget, 1 have had very
much in mind the policies and principles set out
in the Sessional Paper on African socialism.
Honourable Members will if they refer to this
paper be able to confirm that the Budget includes
steps that will assist in implementing all eleven
of the matters referred to in paragraph‘83 of
the paper. With regard to taxation, they will find
that the 1ax changes which I propose are endorsed
or anticipated in the Sessional Paper. In
particular 1 have put forward my proposals for
the introduction of PAYE. I have announced
teductions in personal allowances and have
provided next year for the full taxation of
companies without credit for dividend payments.
1 have given advance notice of my intentions
with regard to income tax next vear and unless
unforeseen events necessitate a change in this
policy. iz will be possible for companies, investors
and individuals to have a clear idea of what they
will have to pay in 1966/67 as well as in 1965/66.
I have z2lso announced our intention to set up 2
Central Bank in the very near future and this
will provide the means for a greater control of
our economy which is also referred to in the
Sessional Paper.

1 bave no doubt that hon. Members will have
criticisms to make of the Budget both for what
has been done and what has not been done. .

There are some criticisms which I could antici-
pate, but I do not feel that I should detain thre
House any longer now and have kept some of
my ammunition in reserve for the reply to the
debate. I do. however, urge hon. Members to
accept that I have gone to the limits of financial
prudence in tne size both of the recurrent and the
development Estimates and that with regard to
taxation, I have also increased the burden to the
maximum prudent level bearing in mind the need
to maintain and encourage development in the
private as well as the public sector.

The overall effect of the revenue and other
proposals discussed in my speech on the cost of
living will be an actual reduction in the Cost of
Living Index. The Nairobi Middle Income Index
will fall by about one point and the Wage
Earners’ Index by about 1.4. This may seem very
surprising and i1 is not often that a Finance
Minister can report at the end of a Budget
Speech that his proposals will lead to a reduction
in the cost of living, but I am advised that the
removal of fees for out-patient treatment will
more than counterbalance the small increase
resulting from additions to customs and excise
duties.

We can look to the future in the knowledge
that Kenva is on the move and that we can con-
fidently expect that we will be able to achieve a

better life and better standards of living for our
people.

Mr. Speaker, Sir, I beg to move.

The Minister for Labour and Social Services
(Mr. Mwendwa) seconded.

(Question proposed)

DEPARTURE OF HIS EXCELLENCY
THE PRESIDENT

The Speaker (Mr. Slade): Hon. Members, it is
now his Excellency’s pleasure to take his leave.

(Hon. Members rose in their places while His
Excellency, the President, left the Chamber)

ADJOURNMENT

The Speaker (Mr. Slade): Hon. Members, for
the convenience of the House and in accordance
with tradition. the House is now adjourned unt:
tomorrow. Fridav. 11th June, at 9 a.m.

The House rose ar forty minures
past Five o'clock.

NJ



