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Mr. SPeaker Sir'

I beg to move that Mr' Speaker do now leave the chair'

Mr Speaker, aS We come to the end of the fiscal year 2000/01 and as we usher in

fiscai year ZOOIlOZ, we need to reflect on the fact that our economy recorded a

decline ol o.3o/o, the first negative growth since independence. This dismal

performance was caused by many factors, the main one being the effects of one

of the severest droughts experienced in recent memory. All sectors of the economy

were adversely atfected. we are all keenly aware of the devastating effects, the

sufferingandhardshipthishasplacedonourpeople.Weshould,however,feel
encouraged by the undeniable fact that our economy remained reasonably resilient

and we managed to weather the negative consequences ofthe drought and other

adverse economic shocks. we achieved this through (i) the Government's timely

interventions to deal effectively and comprehensively with the drought-related

emergencies, and (ii) the Government's continued implementation of prudent

economic reform measures.

Mr.Speaker,inthisregard,lwouldliketopaytributetoHE'thePresident'Hon'
Daniel Toroitich Arap Moi for his personal involvement in mobilizing domestic and

international support which delivered needed relief to our affected citizens' I would

also like to extend our thanks to H.E. the President for his firm and steady

stewardship of the nation and his unwavering commitment to the economic reform

programme which enabled the economy to withstand this serious drought and other

difficultconditions.lwouldalsoliketothankmycolleaguesintheCabinet,allHon.
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Members of this House and all Kenyans for their hard work and patriotic spirit. I

would like to thank our development partners for their support and understanding

during these difficult times.

INTRODUCTION
Mr. Speaker, lhe last five years have been very challenging. During this period,

Kenya has experienced exlreme weather conditions with both damaging El Nino

rains in 1997 and severe drought in 1999 and 2000. El Nino rains damaged our

road network and other infrastructure and caused serious food shortages. The

drought drastically reduced our water supply, decimated our hydroelectricity supply

by about 41oh, and caused further and even more serious food shortages. This

negative impact on physical infrastructure adversely affected productivity in all

sectors of our economy, but particularly in the agricultural and manufacturing

sectors.

Mr. Speaker, our economic performance was made worse by capital outflows from

the country. Both overseas development assistance and foreign direct investment

have been declining and negative on a net basis during the period. Our economy

was also negatively affected by the stop-go relations with development partners

who, as you know, suspended disbursement of committed funds in 1997 and once

again in November, 2000.

Mr. Speaker, high real interest rates in Kenya were also a major disincentive to the

private sector which was unable to access credit for investment in expansion

projects and new businesses which would have created jobs and economic activity.

Mr. Speaker, insecurity in our country, both clashes in rural areas and a breakdown

in law and order in urban areas, undermined investor confidence and tarnished

Kenya's image as a safe tourist destination.

Mr. Speaker, poor management of public expenditures and corruption was a major

cause of poor performance in the public sector. Low returns on public investment,

as a result of inflated costs in public projects and misappropriation of funds,

continue to deny us good service delivery. This is one of the main reasons the
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publicsectorhasfailedtoprovidetheenablinginfrastructureforourpeopleand

Or,"r,"sectorenterprisestocompeteeffectivelywithimportsandtoexportto
|."n,",,'marketsandtherestoftheworld.Slowimplementationofpublicsector
Orii"or, even when funding was available' added to the poor economic

performance of the economY'

Mr'Speaker,Furthermore,increasedconsumptionanddecliningpublicandprivate
investment have resulted in declining capital formation over an extended period of

time, including last year, when capital formation declined to 15'5% of GDP from

16.2%inlggg.Thiscomparesnegativelyagainstatargetgrossinvestmentratio
of25%ofGDPonasustainedbasiswhichisneededifwearetoaccelerate
economicgrowthtothedesired6%andsignificantlyreducepoverty.Equally'to
financethisneededinvestment,grossnationalsavingsasaratioofGDPmustrise
from the current dismal 7'9% to about 20%'

Mr.speaker,thesefactorshavehadanadverseimpactoneconomicgrowth'
employment and poverty. The overall growth of the economy in real terms declined

fromahigh of 4.}o/oin 1995to-0.3%in2000whilethepercentageof Kenyansliving

below the poverty line is estimated to have grown from 52% in 1997 to 56%

cu rrentlY

Mr.Speaker,itisclearthatthereisanurgentneedtoseriouslyaddressthe
challenges of revamping our economy, This urgent effort must include: (i) restoring

our phfsical infrastructure which enables economic activity to take place; (ii)

maintainingstablemacro-economicconditions,includinglowinflation,lowand
stable inteiest rates and stable exchange rates; (iii) restoring investor confidence

in order to attract new investments and create jobs for our young population; (iv)

restoring security, rule of law and delivery of prompt justice; and (v) restoring our

relationJhip with the IMF and other development partners in order to regain access

tointernationalcapitalwhichweneedtogenerategrowthinoureconomyinorder
toreducepoverty.TheGovernmentiscommittedtoundertakemeasurestocreate
thenecessaryandsufficientenablingconditionstoputoureconomyonthehighest
sustainable growth path as quickly as possible'



However, Mr. Speaker, we are confronted with a situation where our investment

needs far exceed the available resources. Progress in poverty reduction will

therefore depend on, first, our success in mobilising resources both domestic and

international, second, how well we prioritise our expenditure and allocate the scarce

resources, and, third, how efficiently we use our resources and howwellwe actually

implement selected policies, programmes and projects.

Mr. Speaker, this budget, whose theme is Effective Resource Allocation for

Growth and Poverty Reduction, seeks to target allocation of available resources

to areas that can accelerate economic growth through increased productivity and

employment and which have a direct impact on reducing poverty.

RECENT ECONOMIC DEVELOPMENTS

lnternational and Regional Economic Environment

Mr. Speaker, I will now review briefly developments at the global level. The world

economy, buoyed by positive developments in the US, Western Europe' Japan,

Asia, Africa, the Middle East and Latin America and the caribbean, registered

stronger growlh in 2000 when output grew by 4.8%, compared to 3'5% in 1999.

African economies accelerated by 3.0% in 2000, up from 2.3o/o in 1999. This

expansion drew much impetus from favourable external factors mainly higher oil

prices which boosted oil producing economies and continued growth in developed

countries that represented the continent's major export market. However, the

pattern of growth across major regional economies of the world remained uneven.

ln Africa, countries which are war-ravaged or experienced drought recorded weak

performance. Those that are net exporters of oil and those that lmplemented

sustained economic reforms, recorded higher growth rates. ln Eastern Africa,

growth decelerated from 3.4o/o in 1999 to 3.1% in 2000, mainly due to the armed

conflict between Eritrea and Ethiopia, drought in Kenya and weak export prices.

Mr. Speaker, with the growth in the global economy and the reduction in trade

barriers, the volume of world trade grew considerably by 12.4o/o in 2000 compared

to 5.3% in '1999 . This expansion benefited all major regions of the world including

Africa whose exports in US dollars grew by 26% while imports grew by 7%
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Consequently, Africa posted trade and current account surpluses of US$ 21 5

billion and 1 .3 billion respectively, thereby reversing past trends. lntra-African trade

alsoexpandedbyls%in2000.lnternationaldebtfinanceflowsintothecontinent
increasedsignificantly'Whilethesedevelopmentsarecommendable'itisimportant
to note that intra-Africa trade is stiil hampered by trade barriers and lack of trade

Mr.Speaker,inflationinadvancedeconomiesincreasedfroml'4o/oin1999to
2'3o/oin2000.Asaresult,shortterminterestratesincreasedfrom3.4%to4.5%.
ln Africa, inflation increased to 13'5% in 2000 from 1 1'5% in 1999 In Sub-Saharan

Africa,inflationwasevenhigheratlT'4o/oin2000'upfrom14'5%in1999'

Mr. Speaker, it is encouraging to note that future prospects look bright' Global

growth in 2001 is expected io *"in strong' albeit at a slower pace of 3 2% GDP

growth in the US is expected to slow down to 1'5%' the lowest level for a decade'

Other major regions which are expected to slow down include Japan' emerging

Asia and Latin America Activity in Europe will nonetheless remain reasonably

robust.ProjectionsforAfricaneconomiesindicatethatifcountriescontinue
implementingSoundmacroeconomicandStructuralpoliciesandifthereisa
significantimprovementinthesecuritysituation,growthwillfurtheraccelerateto

fin ance.

4 .2o/o.

has increased.

Domestic Economic Environment and Developments

Mr. Speaker, I now turn to the domestic economy Kenya's economic performance

weakenedfurtherin2oootol.Aslhavealreadystated'overallgrowthinrealterms
slowed to -0'3% in 2000 compared lo 1'4% in 1999' 1'8% in 1998 and 2'3o/oin

1997. This is significantly below our original growth target of 2 3% As a result per

capitaincomeandemploymentopportunitieshavecontinuedtodeclineandpoverty

Mr. Speaker, although economic conditions have been very difficult' we managed

tosustainarelativelyStablemacroeconomicenvironment.Althoughthedrought
pushed up food and energy prices we managed to achieve an annual average

inflation rate of only A2Win 2000' compared to 3'5% in 1999' lt was a major
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achievement to keep inflation at a single digit level under these difficult conditions.

The shilling remained reasonably stable, depreciating by about 6% to stand at

Kshs. 78.7 per US$ during December 2000. lnterest rates, as measured by the 91-

day treasury bill rate, came down significantly and remained stable at a lower rate.

This macroeconomic stability is attributable to the prudent fiscal policies pursued

by the Government. lt is projected that the overall fiscal position, on a commitmenl

basis including grants, will record a deficit of 1.8% as a ratio of GDP in 2000/01,

compared to a surplus of 0.6% in 1999/2000. Revenues performed better than had

been anticipated largely due to improved receipts from VAT, import duties and

excise duties. This is partly attributable to continued efforts by the Kenya Revenue

Authority to improve enforcement and administrative measures as part of the

medium term corporate strategy and to the tightening of policies and procedures

for tax exemption. The suspension of disbursements by the IMF forced the

Government to reduce expenditure, including drought related expenditure, and to

increase domestic borrowing instead of adhering to the original target of reducing

domestic debt by Kshs. 5.7 billion.

Mr. Speaker, turning to the external sector, the overall balance of payments

recorded a deficit of US$ 43 million. Our trade deficit deteriorated because exports

remained stagnant in 2000 as a result of depressed commodity prices while imports

grew by 13% primarily due to additional food imports. The current account,

however, remained stable at 2.9% of GDP over 1999 to 2000. This was attributable

to an increase of about 42%o in net services. The capital account surplus declined

by about 25o/o lo stand at US$ 234 million. Official foreign exchange reserves,

however, remained adequate to cover 3.3 months of imports. As a ratio of GDP,

public external debt remained stable at 5'l % while domestic debt declinedfiom2lo/o
in 1999 to 20o/o in 2000.

IMPLEMENTATION STATUS OF THE REFORM PROGRAMME

Mr. Speaker, last year I presented to this House a detailed economic programme

for Kenya as spelt out in the lnterim Poverty Reduction Strategy Paper (IPRSP).

The IPRSP which reflected a broad consensus on Kenya's development vision,

national objectives, priority policies, programmes and projects formed the basis for

allocation of budgetary resources. On the basis of that economic programme, we
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were abre to re_open access to internationar capitar finance by normalising our

relationship with international financial institutions' As a result' our development

oli""*."rmitted Kshs.2.1 .7 billion as programme finance to supportthe 2000/01

budget.However,wewereabletoaccessonlyKshs.T.5billioncomposedofKshs.
3.9 billion of programme loans and Kshs. 3'6 billion of programme grants'

Mr. Speaker, despite the setbacks' we implemented the programme outlined in the

ipns', and made significant progress in a number of areas. Details of the progress

of implementation are contained in the PRSP' which forms part of the budget

documents.Briefly,lwouldliketohighlightthatthebudgetdeficithasbeenkeptat
,"nag"aurelevels.Thisreducedpressureondomesticinterestrates,whichwere
maintainedatstableandrelativelylowlevelscomparedtothepreviousyear.The
CentralBankmaintainedmoneysupplygrowthwithintargetlevelstoensureprice
stabilitY

Mr. Speaker, in agriculture, we increased the budgetary provision for rural water

"no*pr","ntedinstitutionalreformsaimedatincreasingownershipandcontroli, Orr"rr. ln education' we revised both the primary and secondary schools

"u,.,o,t,, 
to reduce the number of examinable subjects and the cost of education

toparents.lntheareasoftrade,tourismandindustry,weundertookaggressive
initiativestopromoteKenyaanditsproductsandimprovemarketaccess.lnthe
a|.eaotpublicadministration,wecompletedphaseoneofthepublicsectorreforms
*n,"n ** a number of public servants retrenched, aS part of the implementation

oftherecommendationstostreamlineGovernmentoperationsandimproveservice
Oetivery. Progress has been made in preparing a number of enterprises for

privatisation.

Mr.Speaker,weestablishedtheNationalAidsControlCouncilandmobilisedover
US$ 50 million to help us combat this epidemic Aids Control Committees have

beensetupinallministriesandatalllevels,includingprovincesand
constituencies. This has strengthened our capacity in responding to the HIV/AIDS

pandemic'
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Mr. Speaker, in the area of governance, we implemented a large number of

measures. We increased the budgetary allocation to oversight institutions, including

the Judiciary which was able to accommodate commercial courts and increase the

number of judges. We took steps to increase the independence of the Controller

and Auditor-General's office and expand its capacity to present timely reports' ln

addition, Cabinet approved updated comprehensive procurement regulations for

implementation in all public institutions. The Government has now gazetted

regulations that redefine the procurement procedures and guidelines. Tendering

procedures have been decentralised by giving more powers and responsibilities to

the accounting officers and making them fully accountable for all procurement

decisions. We have also streamlined District Treasuries by providing for

establishment of separate accounts for each line ministry represented at the district.

ln order to strengthen the budget and financial management and improve

transparency, we have accelerated the development of an lntegrated Financial

Management System. We have also put in place procedures for disbursement,

management, and monitoring of the Local Authority Transfer Fund (LATF).

Mr. Speaker, Honourable Members are aware that disbursement of funding by the

IMF under the Poverty Reduction and Growth Facility was suspended late last year

as a result of the non completion of a number of measures agreed upon with the

IMF and World Bank. These measures include: the privatisation of Telkom, the

enactment of the Anti-Corruption and Economic Crimes Bill and the Code of Ethics

for Public Servants Bill. ln addition, Mr. Speaker, the declaration by the High Court

that the creation and existence of the Kenya Anti Corruption Authority (KACA) was

inconsistent with the constitution and therefore illegal created an additional obstacle

in relations with our development partners. This is because the programme we

agreed with them expected a substantial strengthening of KACA.

Mr. Speaker, the suspension of disbursements severely affected the

implementation of reform programmes since Government was forced to cut down

its expenditures in the second half of 2000/01. Even where projects and

programmes continued to receive donor funds, there were delays in disbursement

of funds which affected implementation. There was also slow disbursement of
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governmentfundstopriorityactivitiesduetotheintroductionofnewfinancial

satisfactory.

Mr. Speaker, in order to make progress in meeting its growth and poverty reduction

objectives, the Government is strJngly committed to implement prudent economic

reform measures. The Governmenihas intensified its dialogue with development

partnersandwehavecontinuedtoholdconstructivediscussionsatthehighest
level. lndeed, a joint lMFAlVorld Bank mission visited the country in May 2001 to

review our final Poverty Reduction Strategy Paper (PRSP) and to assess our

economic performance and our economic programme tor 2O01lO2 to 2003/04'

AnothermissionisplannedforJune/July200l.Basedonouron-goingdiscussions,
we are now optimistic that disbursement of the second tranche of the IMF

programme will be released by AugusVseptember 2001 ' With the concerted efforts

of all Kenyans, there is no doubt that the positive impact of our reform programmes

will be felt in the following years'

THE PRSP CONSULTATION PROCESS

Mr. Speaker, last year Cabinet advised that we conduct more comprehensive and

elaborateconsultationsdowntothegrassrootslevelsinpreparingthefinalPRSP.
The objective of these consultations was to widen participation' inclusion and

ownership of development programmes and projects all the way to 
l:^::1""'"

level.lamhappytoinformthisHousethatconsultationshavebeencarriedoutin
allT0districtsoftheRepublicandincludedallstakeholdercategoriessuchas
vulnerable groups (women, youth, pastoralist groups, and people with disabilities)'

civilsocietyandtheprivatesector.lnaddition,ParticipatoryPovertyAssessments
havebeenconductedinl0districts.Theconsultationswereagreatsuccessand
the priorities contained in the PRSP reflect the aspirations of all Kenyans. Overall'

9

Mr. Speaker, although commendable efforts were made to implement various

measures identified in the IPRSP' the pace of implementation of identifled

strategiessloweddownasaresultoftheseadversefactors.Thepreliminary
assessmentofthefirstyearoftheimplementationofthelPRsPshowsthatgrowth
enhancementobjectivesWerenotmetandpovertyreductionresultswerelessthan

accounting sYstems'



these aspirations cut across all the communities and reflect strongly the need for
them to have the capacity and ability to meet their basic needs. I wish to thank all
those who have made an input into the PRSP and particularly Hon. Members of this
House who took time off their busy schedules to participate in the consultations in
their respective districts and at the national level. I believe you found these
consultations to be an eye opener and a humbling experience.

DEVELOPMENT PRIORITIES AND POLICIES FOR 2OO1/02 .2OO3IO4

National lssues
Mr. Speaker, a critically important part of our poverty reduction effort is the
identification of national priorities, which conform to the aspirations of Kenyans at
the community level. The PRSP, which forms the basis for this budget, identified
national priorities by blending priorities emerging from the consultations at the
national and community levels. All the districts identified core priorities that must be
tackled as a matter of urgency. Overall, Agriculture and Rural Development
emerged as the highest ranked priority sector followed by Human Resource
Development; Physical lnfrastructure; Trade, Tourism and lndustry; Public Safety,
Law and Order; Public Administratlon; and lnformation Technology in that order.
This Budget attempts to allocate resources to sectors according to this priority
ranking. Ministries/departments have allocated resources based on the priority
ranking established under the PRSP. The PRSP also identified issues which cut
across all sectors. These include, among others, HIV/AIDs, bad governance,
gender imbalances, problems affecting the youth, problems affecting pastoral
communities, problems affecting people with disabilities, poor infrastructure, poor
enabling environmenl for the private sector, poor access to financial services and
insecurity.

Sectoral Priorities and Policies

Agriculture and Rural Development
Mr. Speaker, agriculture is critical to accelerating growth and achieving a positive
impact on poverty alleviation. Last year, this sector declinedby 2.4ok compared with
growth of L2% in 1999. ln order to effectively improve the lives of the majority of
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Kenyans,wehavetoinvestmoreresourcesintheruralareasandinagriculture.
we must implement specific measures to increase crop and livestock production

and improve supportive infrastructure in rural areas, including access to credit and

markets.ourpriorityforcropdevelopmentwillbeonbuildingeffectiveandefficient
participatoryextensionsystems'Accordingly,theGovernmentwillincreasethe
LrOg"irry allocation for extension services The Government will also spend about

407o of the road maintenance levy, equivalent to Kshs. 3.2 billion, to maintain and

upgrade rural access roads. community involvement in road maintenance will also

be-encouraged. To facilitate the establishment of efficient ruralfinance systems' the

Government will support micro finance schemes by putting in place the appropriate

institutional and policy arrangements. The medium term objective is to facilitate the

creation of a national rural agricultural credit facility and additional micro-finance

institutions. The co-operatives remain viable mechanisms for smallholder producers

to access inputs and markets. ln this regard, improving governance of the co-

operative sectorwill be addressed through the ongoing review of the co-operatives

Act. Profiteering by co-operatives, leadership is a vice that should be combated by

us all.

Mr. Speaker, the Government will provide additional resources in the next fiscal

year to help alleviate water problems of rural communities. Activities will include:

,lnring additional boreholes, constructing dams, promoting afforestation and

proteciing water catchment areas. lnitiatives to promote rain harvesting and its

efficient utilisation in the production of crops and for livestock will receive greater

emphasis. Livestock production is important for people living in ASAL areas' The

Government will intensify the mechanisms to control and eradicate livestock

diseasesandtopromotelivestockextensionservices.TheGovernmentwillalso
explore options for viable marketing systems. Food security will be improved by

maintaining national and strategic reserves. The Government has set aside Kshs'

1.5 billion for this purpose. ln order to strengthen its capacity to deal with disasters'

the Government will facilitate the implementation of an early warning system' lt is

expectedthattheCommissionoflnquiryappointedtoexaminethelandlawsystem
wiil complete its work during the next financial year. once this is done, Government

will strive to implement the necessary recommendations. other priority areas
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include environmental management and conservation through the development and

enforcement of environmental standards and creation of awareness'

Human Resource DeveloPment

Education
Mr. Speaker, education empowers people to improve their welfare and participate

actively in nation building. As we move toward the goal of universal primary

education, re-orienting education to make it more relevant to the needs of the

economy remains a critical challenge. During the 200112002 financial year, the

highest priority in this sub-sector will be to improve: access to basic education

including, special education, retention, and, the quality of education. This will be

achieved through collaboration with other stakeholders in enhancing provision of

textbooks and otherteaching/learning materials. The Government has in this regard

increased budgetary allocation for text books by 20o/o. The management and

provision of bursaries to the poor and the vulnerable, such aS the girl child and

people with disabilities, will also be enhanced. About Kshs. 600 million has been

set aside in the next fiscal year for secondary school bursaries, grants to schools

for the handicapped, and other school activities. The provision of grants to

secondary schools in poor areas will also be a priority and the Government has

increased the budgetary allocation for this purpose. The development budget for

t2

Mr. Speaker, I would like to inform this House that the Government is developing

a Rural Development Strategy which will provide a coherent framework for effective

co-ordination of investment in rural areas. The Kenya Rural Development Strategy

which is a long term plan aims at implementing broad based interventions on the

basis of stakeholder participation and empowerment. The major thrust of the

strategy will be to promote an all inclusive decentralisation process involving the

delegation of development management to the community level. Deliberate effort

to identify opportunities that support income generation in the rural areas will

enhancepovertyreduction. ltisestimatedthattheabovemeasureswill revampthe

agricultural sector which will grow by up to 3% in the next year and contribute

significantly to poverty reduction and growth.



the school feeding programme' the early childhood programme and curriculum

,rpport services has been increased significantly'

Mr. Speaker, various stakeholders including NGOs' the private sector and other co-

operatingpartnerswillbemobilisedtoprovideadditionaleducationalfacilities,while
thereviewofthecurriculumwillcontinueatalllevelstoensureflexibility,
affordability,qualityandrelevance.Resourcestoinstitutionscateringforchildren
with special needs will be enhanced while the school feeding programme will be

Health
Mr. Speaker, the declining health standards and re-emergence of diseases' the

unavailability/high cost of-health care' and the HIV/AIDS pandemic are areas of

greatconcernandneedimmediateactionbyall.lnordertoguaranteeavailability'
accessibilityandaffordabilitytothosemostinneed,theGovernmentwillcollaborate
with relevant stakeholders to increase funding to preventive healthcare, promotive

services and rural health services lndeed' the non-wage recurrent and

developmentbudgetaryallocationtoruralhealthcentresanddispensarieshas
beenincreasedbyabout40%toKshs.2.6billion.Tofacilitateaccesstohealthcare
services,theGovernmentwillcontinuetowaivefeesforthetreatmentofcertain
categories of people and diseases and improve enforcement of the waiver system'

Themaintenanceofhealthequipmentandfacilitieswillalsobeimproved.

intensified

programme

Physical lnfrastructure

Mr. Speaker, the capacity to respond

strengthened through increased funding'

,*"r"n"rr. A total of Kshs '146 million has

to support the activities of the National Aid

to the HIV/AIDS Pandemic will be

training, sensitisation and creation of

been set aside in the next financial year

s Council and the National Aids Control

Roads
frfr.sp"uX"r,theprovisionofanappropriateroadnetworktosupporteconomlc
activityremainsamajorchallengefortheGovernment.lnthisfisca|yearatotalof
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Kshs. 7.6 billion has been raised through the fuel levy and was used to maintain

roads both under the central and local governments. ln the next financial year, the

Government expects to collect about Kshs. 8 billion for this purpose. To ensure

effective utilisation of these resources, the Kenya Roads Board, which will oversee

the maintenance and rehabilitation of all major roads, and the District Roads

Committees, which will oversee the maintenance of roads in rural areas, will be fully

operationalised. This will enable the channelling of resources to the districts and

facilitate the upgrading and maintenance of rural access roads. Axle load limits will

be strictly enforced while community participation and involvement in road

maintenance will also be emphasised.

Energy
Mr. Speaker, the performance of our electric power sub-sector in the 1990s was

to say the least very unsatisfactory, because 36% of the planned addition in new

generation capacity was not made. Between 1991 and 2000, some 590 MW of new

generating capacity should have come on stream, as opposed to 378 MW.

Because of this investment deficit coupled with occasional severe droughts in our

hydro power catchment areas, our domestic power supply has become inadequate

and unreliable. The massive power rationing experienced in the country during the

second half of last year attests to the inadequacy of our electric power supply. The

reforms which have taken place since 1994 including tariff adjustments and

liberalisation of power generation to broaden financial resource base for power

generation through private sector participation have had the short{erm effects of

making our electricity tariffs higher than those of COMESA member countries, thus

impacting negatively on the competitiveness of our manufacturers. Despite these

reforms, there has been limited private sector interest in power generation and the

high tariff level demanded by the private sector investors, popularly known as

independent power producers (lPPs) has had the effect of raising our retail tariffs.

We therefore must address the issue of enhancing private sector participation at

generation tariffs which are competitive with those of our trading partners in

COMESA and elsewhere.

Mr. Speaker, our immediate priority in the next three to four years will be to ensure

that the power generation projects currently under implementation do not slip
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furtherfromtheirscheduledcommissioningdates.Theseincludethetwo64MW
geothermalpowerplantsatolkaria,onebyanlPPandtheotherbyKenGenand
inu OO1IW Sondu-Miriu hydro power facility by KenGen. I am happy to note that a

7sMW diesel power ptani at xipevu will be commissioned by end of August, 200'1

byanlPP'TsavoPower(K)Ltd.lnadditionandtoensurethatthecountrybenefits
from reriabre and competitivery priced power suppry, the Government has been

participatinginmultilateraldiscussionswiththeGovernmentsofTanzaniaand.Zambiaforinter-gridconnectionwhichwhenimplementedwillenableustoaccess

cheaperpowerfromthesetwocountriesandfromtheSouthAfricanPowerPool.
Thisinter-connectionwillenableustotakeadvantageofpowersupplyat
competitivepricesandtoaccesspowerduringperiodsofprolongeddroughtsin
Kenya. As a flrst step, a feasibility study on a 22OKv transmission line between

NairobiandArushawillcommencesoonsinceaconsultanthasalreadybeen
compet|tivelyidentified.TheGovernmentalsohopestoshortlyconcludealong
termarrangementwithUgandaforenhancedpowerimportsfromthecurrentlevel
ofabout30MWatcompetitivetariffs.AnEastAfricanCommunityleastcostpower
developmentplanwilla|sobepreparedwithinthenexttwoyearsandwhen
completed will help to identify candidate power projects for development on the

basisoftheircapacitytosupplythelowestcostelectricitytothethreecountries.

Water and Sanitation

Mr. Speaker, the majority of Kenyans do not have access to safe and clean water

and sanitation. Even those living in areas covered by existing water and sewerage

systems lack access because of poor management' The Government will take

Stepstoencourageprivatesectorinvolvementinrehabilitationandmanagement
of existing water and sewerage systems'

TransPort and Communications

Telecommunications
Mr. Speaker, telephone services in Kenya are expensive to those who have them

and inaccessible to a large number of Kenyans. ln order to address the challenges

ofprovidingmoderntelecommunicationservicesataffordablerates,the
Government wiil continue to invite investment by the private sector. The number of
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mobile phone subscribers has increased substantially in the last year and it is

hoped that this will be accompanied by a reduction in the cost of both the

equipment and service. Modernisation of the fixed line service will be facilitated by

the privatisation of Telkom Kenya (Ltd) and by inviting more private sector

participation in the sector.

Railways
Mr. Speaker, railway freight services recorded improved performance in 2000,

while passenger services remained depressed. Kenya Railways Corporation

earned Kshs. 5.2 billion through transportation of freight compared to Kshs. 4.5

billion in 1999. The rise in volume of cargo was the result of major increases in

cargo destined for neighbouring countries and reduced transit time. However, the

railway system must overcome a number of challenges before attaining optimality.

Some of these problems will be addressed by the privatisation of the Kenya

Railways Corporation through unitary concession. To date, bids for procurement of

transaction advisory services have been evaluated. The Government will strive to

Set aside funds forthese services and accelerate this process. Efforts to modernise

locomotives, railway lines and other equipment will also be hastened.

Marine TransPort
Mr. Speaker, marine transport offers cheap and suitable means of transport for

heavy/bulky goods. However, this service has been affected by the limited capacity

of the container terminal, poor and outdated equipment and lack of maintenance.

ln order to improve service delivery, the Government will hasten the process of

concessioning the container terminal and converting Kenya Ports Authority to a

landlord authority. A request for submission of proposals/bids has already been

made. The management and operations of the port will also be strengthened while

modernising its equipment and facilities'

Trade, Tourlsm and lndustry
Mr. Speaker, trade, tourism and industry contribute significantly to improving the

quality of life of all Kenyans. However, the growth of the sector remains inhibited

due to high input costs, ineffective export promotion and marketing, challenges of

globalisation, inappropriate legal framework and poor supportive infrastructure.
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Creatinganenablingenvironmentfortheprivatesectortoplayitsroleastheengine
of g.*in will remain the primary objective of the Government'

Financial Services

Mr. Speaker, the Government recognises that promotion of micro finance ts an

important element in its strategy to reduce poverty According to the national

baseline survey of 1999/2000' there are about 1'3 million micro and small

enterprises (MSEs) employing nearly 2 3 million person s or 29o/o of the country's

total labour force and contributing 18% of the gross domestic product' Yet' despite

their important contribution to the nationar economy, only 10.4% of the trlsEs

receivecreditandotherfinancialservicesfromtheformalbankingsectorwhich
regardsthemaSriskyandnotcommerciallyviable.TheGovernment,spriorityhas
been to develop an appropriate legislative framework to support the further

developmentofmicrofinance.AmicrofinanceunitisfullyoperationalattheCentral
BankofKenyaandhasbeenworkingwithallstakeholderssuchastheAssociation
of Micro Finance lnstitutions' Accordingly a Micro Finance Bill will be tabled before

this House soon

Trade
Mr. Speaker, efforts to develop a comprehensive trade system and network have

beenintendedtofacil|tategrowthinbothtraditionalandnon.traditionalexports.Key
actions to be taken in this sector include: export promotion and marketing through

prrti"iputionatinternationalfairs;facilitatingaccesstotheUSmarketthroughthe
AfricanGrowthandopportunityActinitiatives;participationinmultilateraltrading
.;;;, to enhance development opportunities; facilitating access to the European

marketthroughtheAfricanCaribbeanandPacificEuropeanUnionPartnership
AgreementandthePostLomearrangements,facilitatingaccesstoregional
marketsthroughintegration,particularlytheimplementationofCOMESAandEAC
treaties: and improving the regulatory framework'

Tourism
Mr. Speaker, the tourism sector plays a major role in our development through

creationofemploymentandindirectlinkageswithotherSectorsoftheeconomy.
The sector continued to improve in 2000 arbeit at a srower pace than 1999. The
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number of visitors grew by 6.9% compared to 8.4% in 1999 while there was a

significant improvement in bed occupancy. The improvement is attributable to

renewed vigour in tourism promotion by a number of stakeholders. For the sector

to thrive further, we must address the problems of insecurity, poor supporting

infrastructure and environmental degradation of parks and beaches and to sustain

our promotion and marketing activities. The Government has therefore set aside

adequate budgetary provision to the undertaking of major promotion and marketing

activities and the rehabilitation of tourist facilities. The Government will intensify

efforts to get communities to benefit directly from tourism and to diversify the sector

through developing eco-tourism and domestic tourism. The above measures are

likely to see a dramatic increase in tourists visiting Kenya of up to 10% during the

yeat.

Small-Scale lndustries
Mr. Speaker, the sector is very critical in addressing poverty challenges but is
hindered from playing an effective role by lack of access to credit, lacUhigh cost of

infrastructure for small scale industries and poor marketing. The policy actions to

address this sector are cross cutting and include many interventions which will be

undertaken in other sectors. The key interventions will be to facilitate access to

credit and finance, to improve market access and to provide supporting

infrastructure.

Manufacturing lndustry
Mr. Speaker, the manufacturing sector, which contributes 1 3.2% of GDP, continues

to suffer a substantial decline as a result of increases in the cost of doing business.

The sector declined by 15% in 2000 compared with a growth o'f 1o/o in 1999. The

decline is associated with the power rationing and higher electricity costs, inefficient

telecommunications, rail and port services and high transport cost due to poor

roads. Consequently, there was reduced plant capacity utilisation leading to lower

output, loss of jobs and increased product prices. The improvement of this sector

will entail creating an enabling environment for industries to perform better. The

Government will therefore review the legal and regulatory framework in order to
make it more supportive. The Kenya Bureau of Standards (KEBS) will be

strengthened to ensure quality standards and to protect domestic manufacturers
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Mr.Speaker,anumberofdomesticindustrieshavesufferedfromtheimpactofthe
importation of cheap secondhand goods These include' among others'

manufacturersofmotorvehicles,textilesandleatherproducts.lnordertofinda
lastingsolutiontotheproblemsafflictingtheseindustries'theGovernmentwill
undertake a detailed review of the taxation and cost structures facing the industries

withaviewtoimplementingappropriatetaxationpoliciestoencouragedomestic

fromtheinflowofcounterfeitandsubstandardgoods.specifically,theStandards
Act wi[ soon be amended to confer the KEBS with powers to seize counterfeit

goods.

production and comPetitiveness '

Regional lntegration
Mr. Speaker, during the fiscal year' Kenya continued to play an active role in the

regionalorganizationstowhichitbelongs'OnOctober31"'2OO0Kenya'alongwith
g other countries,.joined the coMESA Free Trade Area (cFTA). The Government

recognizesthatwhereastheCFTAandtheplannedCustomsUnionwillbringabout
benefits,thereisthepossibilitythattheeliminationofourtariffsmaythreatenthe
competitivenessofsomeindustries'lnordertocushionthemanufacturingsector
fromtheimpactoftheCFTAandensurethatitscompetitivenessissafeguarded,
customsdutiesonalargenumberofrawmaterialshavebeeneitherreducedor
eliminatedalltogether.TheGovernmentisalsoawarethattherearemember
countries of the coMESA region which are subsidizing production or engaging in

unfairtradepractices,suchascircumventionoftherulesoforiginandtranshipment
ofproducts,TheGovernmentisdiscussingwiththeCoMEsASecretariatthe
modalities of invoking provisions of the COMESA treaty which allow safeguard

measurestobetakenifitcanbedemonstratedthatinjurytotheeconomyhas
resulted from unfair trade practices'

Mr.Speaker,implementingtheEACandCoMESAtariffreductionprogrammewill
entailasubstantiallossofrevenuewhichcouldjeopardisetheimplementationof
someimportantprojectsthatarecriticaltopovertyreduction'TheGovernmentis
consequentlyplanningtoholdaconsultativeforumwithourdevelopmentpartners
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to discuss the possibility of assistance in financing programmes which may be

threatened as a result of the tariff reform.

Mr. Speaker, another important development that took place in the fiscal year was

the establishment of the African Trade lnsurance Agency to implement a Regional

Trade Facilitation Project. This will greatly increase the availability of trade finance,

and provide risk cover for exports and imports within the region. I therefore wish to

encourage the private sector to take early advantage of the services offered.

Public Safety, Law and Order

Mr. Speaker, the general deterioration of service delivery in this sector has greatly

contributed to the decline of investment and consequently increased the incidence

of poverty. To address the situation, appropriate action will be taken in a number

of areas. The Government, together with other stakeholders, will institute a

regulatory framework for legal services and promote public awareness of their legal

rights and encourage the culture of seeking legal redress whenever appropriate.

Other areas will include training paralegals, employing additional legal draftsmen

and promoting civil education. ln internal security, the Government will employ

more police officers in order to increase the police/population ratio to international

standards. Adequate budgetary provision has been made for acquisition of modern

security and communication equipment, including vehicles and fuel. Other

measures to be undertaken during the next financialyear include training of security

personnel in diverse skills, developing and administering entrance/upgrading

examinations for security personnel and promoting public awareness, including

community policing. The terms and conditions of service for security personnel will

also be improved along side those of other civil servants in order to increase their

motivation and Professiona lism.

Mr. Speaker, in recognition of the vital role the provincial administration plays in

social, economic and political development of the country, the Government, in

collaboration with stakeholders, will address the constraints faced by this sector.

The recruitment of appropriate staff will be streamlined. The terms and conditions

of service for the provincial administration staff will be improved, and equipment

provided to facilitate speedy delivery of quality services. Public awareness will also
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be promoted while the role of provincial administration in national development will

beredeflnedtomakeitmorerelevanttocurrentneeds.Thesemeasureswillmake
theprovincialadministrationmorefocussedandabletodeliverservicestothe
people more efficiently and effectively'

Mr.Speaker,aSaresultoftheincreaseincrimeandtheconstraintsinthejudicial
;;;; there is congestion and poorfacilities in prisons and other penal institutions

countrywide.Toaddresstheproblem'thesystemofcommunityservicethatfavours
communityservicepunishmentsasopposedtoimprisonmentandrehabilitationof

Or,r"r"*inpenalinstitutionsthroughskillstrainingandcounselingwillbe
strengthened.

Mr.Speaker,intheadministrationofjustice,variousconstraintsareencountered
includinginadequatefunding,mismatchofpersonnelandresponsibilitiesbothin
termsofski|lsandnumbers,lackofmotivationduetoinappropriatetrainingand
unattractivetermsandconditionsofservice'useofoutdatedlawsandcorruption.
To improve administration of justice' the Government will computerize and

automatethedepartmentsofimmigration,civilregistration,NationalRegistration
;;;""" and Attorney General,s chambers. The Government will appoint more

;;n;t and intensify anti corruption measures by involving all stakeholders'

Public Administration
Mr'Speaker,thedeteriorationintheperformanceandqualityofseryicedeliveryby
thissectorhas,toaconsiderableextent,contributedtotherapiddeclinein
economicgrowthandhighpovertylevelsbeingexperiencedtoday.Toaddressthe
situation, appropriate action will be taken in a number of areas'

Public Service Reform

Mr. Speaker, during the rationalisation exercise in 1999/2000'

ministries/departments redefined their mandates and determined their core

functionsandtheiroptimalstaffinglevels.Asaresult,Governmentwasableto
identifyalargenumberofpoststhatwereinexcessofthoserequiredtooperate
core functions and could be abolished' ln 2000/2001 recommendations of the

rationalisationexercisewereimplementedand,asaresult,alolalo,f2T,T24public
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servants were retrenched. Of these, 20,526 were from the civil service, 188 from

Catering Levy Trust, 884 from Kenya Revenue Authority, 3,204 from public

universities, and3,922 from other public bodies. For this purpose, the Government

spent Kshs 7.65 billion with Kshs. 6.86 billion coming from development partners.

I wish to emphasise that, although this retrenchment exercise was hard, it was

absolutely essential as a first step in the process of equipping Kenya with a service

that delivers high quality services and value-for-money. The Government therefore

is committed to continuing the right sizing exercise till effective and efficient delivery

of services is attained.

Mr. Speaker, the Government recognises the significant economic and social

consequences of disparities and the poor terms and conditions of service in the civil

seryice. lt is in this regard that H. E. the President recently appointed a Task Force

to review the recommendations of the Kipkulei Harmonisation Commission on

Terms and Conditions of Service for Public Servants and prepare a framework for

it's implementation. I would like to note that the Task Force has done a

commendable job. lt is in this regard that H. E. the President announced substantial

increases in house allowances for civil servants and teachers on Madaraka Day.

These increases are predicated upon wage savings. The Governmentwill therefore

deepen the rationalisation exercise. During 2001/2002 financial year, an additional

11 ,230 public servants are expected to be retrenched, of whom 8,900 will be from

the civil seryice, 1,400 from the public universities, and 930 from other public

bodies. This is estimated to cost the government Kshs. 2.92 billion.

Mr. Speaker, the Government will divest from providing subsidised housing to civil

servants by'l'' Ju|y,2001 when it implements the house allowance increase

proposals. The new rates will enable civil servants to acquire reasonable

accommodation in lieu of government housing. As a cost saving measure, the

Government also intends to surrender all leased houses back to their owners by the

end of the fiscal Year.

Mr. Speaker, the Government will shift the emphasis of the Public Service Reform

Programme from "cost containment" to that of "performance improvement". ln this

regard, a number of innovations will be introduced to improve performance such as
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the adoption of Result Oriented Management approaches' All ministries will be

requiredtoestablishServiceDeliveryBenchmarksandServiceCharterswhichwill
defineandpublicisethelevelsofservicestheywillachieveandagainstwhich
performancecanbemeasured.lnfuture,budgetallocationswillreflectsuccessin
achieving performance targets lmproved Staff Appraisal Systems will be introduced

andcurrentregulationswillbereviewedtolinkannualincrementstoasatisfactory
;;;;" ln addition' effective training programmes will be introduced throughout

the servtce.

Mr. Speaker, the Government is committed to developing and implementing a

mediumtermPayandBenefltsPolicytoincreaserealincomesforpublicservants
within an affordable wage bill while eradicating pay discrepancies across the public

Local Government Reforms

Mr. Speaker, strengthening of the service delivery capacity of local governments

hasbeenrecognizedasanimportantelementofthePovertyReductionStrategy.
Effective delivery of local public services such as water, sewerage, public health

andlocalroadsiskeytopovertyalleviationandtocreatinganattractiveinvestment
environmentfortheprivatesector.Theperformanceoflocalauthoritiesdepends
critically on the legislative and regulatory framework within which they operate' The

MinistryofLocalGovernmentisintneprocessofconductingawiderangingreview
of the Local Government Act based on country-wide consultations with

stakeholders.Reformingthelawsandregulationsunderwhichlocalauthorities
operate will improve their service delivery capacity and make them more responsive

totheneedsoflocalresidents.Th|slegislativereviewwillalsocoverprovisionsfor
FinancialManagementControlBoardstodirecttherecoveryoflocalauthorities
experiencingchronicfinancialdistress'Already,theGovernmenthasappointedan
lnterimoversightBoardtostartdealingwiththedeterioratingfiscalandservice
delivery condition of the Nairobi city council. More precise legal provisions under

the Locar Government Act wiil strengthen the abirity of the Board to direct this

,r;, so that Nairobi is restored to its rightful place as the leading business

centre in the region and proud capital of our Nation' An amendment bill that

consolidates all the proposed reforms to the Local Government Act will be

servlce.
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presented to this House September this year. The objectives of the amendment to

the Local Government Act are to develop a decentralised legal framework that

emphasise devolution of powers to the local authorities and create local

government structures that enable democratic participation of all stakeholders in

decision making.

Mr. Speaker, the Government will continue to disburse funds to local authorities

under LATF. Through this mechanism, the Governmentwilldistribute Kshs.3 billion

in2OO1lO2. This represents a 30% increase from 200012001 when local authorities

received Kshs.2.3 billion. These funds have been distributed in an objective,

transparent and accountable manner. lndeed, the administration of LATF has

resulted in an enormous improvement in the information available on the financial

performance of local authorities as evidenced in the Annual Report of the LATF

Advisory Committee. These funds are critically important to enable local authorities

improve service delivery, financial management and debt resolution. Access to

LATF disbursements will continue to be subject to local authorities meeting

performance conditions and inspection teams will continue to monitor their

compliance. The Government has allocated funds to ensure monitoring is

institutionalized and conducted on a continuous basis. Local authorities should

now work with the citizens in utilising these funds to target those investments and

services most needed at the local level. Local citizen stakeholders must be

involved in identifying priority needs, implementing the projects and the services

and monitoring the use of these funds. lt is only through a joint partnership of the

public and private sector, with full citizen participation, that these resources will be

successful in meeting the ultimate objectives.

P rivatisation
Mr. Speaker, poverty reduction and economic growth will be achieved only if we

raise both the level of investment and the productivity of capital. Public enterprises

have tended to utilise resources below optimal levels and impact negatively on our

fiscal sustainability and growth. The privatisation of public enterprises therefore

continues to be an essential policy of Government. ln the financial year 2Q01102,

efforts to finalise the sale of a 49ok equity stake in Telkom will be intensified with a

view to completing the sale. We also expect to offer about 50% shareholding in
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MumiasSugarCompanytothepublicthroughaninitialpublicofferingonthe
NairobistockExchange.outofthe50%,atleast20%willbeapreferentialofferto
farmersandSo/otothecompany,semployees.ltisanticipatedthatfarmerswillsave
moneytopurchaseafurtherl0%fromtheGovernmenttobringtheirshareholding
to 30%. Government is also at an advanced stage of preparing to offer its

shareholdinginKenyaReinsuranceCorporationLimitedthroughastrategicsale
io potentiaf i-nvestors The remaining 35% government shareholding in the Kenya

Commercial Bank will also be divested'

Mr.speaker,inthekeyareaofseekingprivateparticipationintheutilitiesSector,
GovernmenthascommissionedstudiestodeterminePrivateSectorParticipation
options in the power sector and in the derivery of water supply and sewerage

services in Nairobi. These studies are expected to be completed by December

200lfollowingwhichGovernmentwillproceedtoimplementthepreferredoptions'
The Government is also seeking funding for advisory services to concession the

or"r",rn"ofKenyaRailways,theKenyaPortsAuthoritycontainerterminalandto
consideroptionsforMombasawater.lnaddition,tostreamlineandacceleratethe
privatisationprogramme,GovernmenthasdraftedaPrivatisationBillwhichwillbe
broughtbeforetheHouseshortly.ThisBillwillprovidefor:theobjectivesandscope
of the programme, the institutional framework, operational procedures, and the use

of privatisation Proceeds'

Good Governance
Mr.Speaker,theGovernmentisfullycommittedtofostergoodgovernancewhich
it recognises as a prerequisite for faster economic growth and poverty reduction'

ouring-tnenextfinancialyear,theemphasiswillbeonensuringthatthenecessary
regisrative framework for oversight bodies is impremented. Speciflcally, the Anti-

CorruptionandEconomicCrimesBillandtheCodeofEthicsforPublicservantsBill
willbetabledinParliament.Thiswillleadtothere-establishmentoftheKenyaAnti-
CorruptionAuthority.WiththeSupportofallParliamentarians'itishopedthatthese
Bills will be enacted into law before the end of the year'

Mr.Speaker,wehaveovertheyearsmodifiedGovernment'saccountingand
financialreportingsystemsinordertomakethemmoreresponsivetopresent
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needs. As part of the on-going reforms, the Government will, effective from 1"' July,

2001 , operate one exchequer account. Allfunds required for ministries' operations,

irrespective of whether the activities fall under the recurrent or development budget,

shall be drawn from this account. lt should be emphasised that there is no law

specifically requiring Government to operate separate exchequer accounts although

this has been the practise for many years.

Mr. Speaker, in the next financial year, the Government will continue to deepen the

medium term expenditure framework in order to improve the efficiency and

effectiveness of budgeting. Key changes will be undertaken in budget planning,

execution and monitoring so that emphasis is placed on the distinction between

inputs, outputs and outcomes which is essential to achieve the best value from
public expenditures.

I nformation TechnologY
Mr. Speaker, it is now widely recognised that lnformation Technology (lT) is a key

driver to economic development and growth. lndeed, around the world, lT-led
growth is creating jobs, raising productivity, increasing incomes and opening many

opportunities for increased trade and human development. ln Kenya, our ability to
participate fully in the digital economy has hitherto faced many barriers including

inadequate and costly telecommunication and computer systems, lack of electricity
and a high level of computer illiteracy. Since Government resources are limited, the
active involvement of all players in the public and private sectors is essential to
ensure that the benefits of the info-economy flow to all citizens. The Government
is therefore committed to partnerships that will encourage entrepreneurs to invest
nationally as a strategy for a National lnformation lnfrastructure. ln doing this,
priority will be given to improving access to lT in under-served rural populations

through establishment of telecentres, digital villages and info-kiosks. The
Government will strengthen lT capacity in all ministries and departments in order
to support their core mission activities. ln addition, the Government will, in
consultation with all stakeholders, develop a digital transactions policy, regulatory
and legal framework for electronic signatures, contracts, electronic authentication,
security and cyber crime.
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MACROECONOMIC FRAMEWORK, 2oO1 102 - 2003/04

rur.speaxer,asaresultofthecontinuedimplementationofprudentfiscaland
rnon"trrypolicies,realeconomicgrowthisprojectedtoturnaroundtofollowa
nrrdrr' ,u"ou"ry path, rising to 2% in 2001 ' and then averagin g 3'Zok over 2002 -

iOO+. Overatt, groMh is projected to average 2'9o/o a year over the medium term'

thereby reversing the declining per capita income trend of '1997 - 2000' ln addition'

itisprojectedthattheimplementationofthesectoralprioritypolicieswillreducethe
currentlevelofpovertybyatleastthreepercentagepointsinthreeyears.Although
this is a modest achievement, it marks the beginning of the attainment of poverty

reductiongoalscontainedintheNationalPovertyEradicationPlanandwillenhance
the qualitY of life of KenYans'

Fiscal StrategY

Mr.speaker,theGovernment'sfiscalstrategyaimsatincreasingthelevelof
economicactivitythroughenhancingtheroleoftheprivatesectorastheleadsector
inwealthcreation.Thestrategyisbuiltaroundfourkeyobjectivesandconstraints:
first,toachieveaSustainablereductioninthelevelofpublicexpendituretoGDP
which will enable the private sector to play a larger role in the economy; second, to

achievearelativereductioninthelevelofdomesticdebttoGDP;third,tochange
thecompositionofGovernmentexpendituretofocusmoreonefficientpublic
investment and operations and maintenance in the long-run; and fourth, adopt

sectoralallocationcriteriathatreflecttheprioritiesofthepopulationandreward
efficient sectors

Mr. Speaker, the fiscal strategy aims at reducing the ratio of government revenue

anoexpenolturetoGDPfrom23.2okand2T.go/orespectivelyin2000/011o22.1o/o
in2003/04andthusattainingabalancedbudgetbythatyear.Duringthesame
perioO, net privatisation proceeds will be used to reduce domestic debt'

Consequently,thedomesticdebtisexpectedtodecline,from2oo/olo15o/oofGDP.
Over the same period, external debt will decline from 51% lo 44o/o of GDP'

Monetary policy and financial sector reforms

Mr'Speaker,letmenowaddressmonetarypolicyandfinancialsectorreforms,
which we plan to undertake in the course of the financial year'
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Monetary Policy
Mr. Speaker, it is generally agreed that price stability is a precondition for a stable

and well-functioning system of payments. This, in turn, is key to the promotion of

financial savings and investment and therefore to the achievement of rapid

economic growth and poverty reduction. Price stability will therefore continue to be

the principal goal of government's monetary policy. ln this regard, the Central Bank

of Kenya will aim to maintain the rate of underlying inflation within the single digit
range consistent with the government's economic objectives contained in the

macroeconomic framework 2001102 - 2003104. To achieve the price stability
objective consistent with the projected growth in real GDP, monetary policy during

financial year 2001102 will aim to: (i) contain the expansion in the money supply to

no more than 8olo; (ii) contain the increase in credit to the private sector and other
public sector lo 1Qo/oi and, (iii) ensure gross foreign exchange reserve holdings of
the Central Bank of Kenya are maintained at the equivalent of 3 months of import

cover. Meanwhile the Government plans to focus on limiting domestic borrowing in

2001lO2 to equal redemption.

Mr. Speaker, the Government will take further measures towards the reduction and

restructuring of her domestic debt. The net stock of domestic debt currently stands
at about Kshs. 170 billion, of which Kshs. 1 17 billion is in the form of 91-day and

182-day treasury bills. The balance is in 1-2 year treasury bonds. The Government
has relaunched the S-year treasury bonds and is in the process of launching 3-year
treasury bonds as a way of restructuring the maturity of government debt. The
results of the recent S-year treasury bond were encouraging and the Government
is putting in place additional measures to ensure that future sales succeed. The
objective is to reduce pressure on borrowing requirements in line with our economic
objectives and lower interest rates. The debt management capacity of the Central
Bank and the Treasury willalso be strengthened by rationalising existing structures.

Financial Sector Reform
Mr. Speaker, equally important to investment and growth is the existence of a
robust and vibrant banking system that functions efficiently. ln recognition of this,

the Government over the last several years has implemented a wide range of
reforms designed to strengthen the health of the financial sector. While significant
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progresshasbeenmadeinthisdirection,weareconcernedaboutthelarge
nuriber of small and unstable banks and the increasing portfolio of non-performing

loans, which threatens the stability of the banking sector'

Mr' Speaker, it is therefore necessary to take further institutional and regulatory

measures to improve the soundness of this sector. ln addressing the problem of

non-pe.forming loans, I am proposing that the Banking Act be amended to provide

foralegalframeworktoallowforthesharingofdebtorinformationbetweenthe
central-Bank, banks and non-bank financial institutions This will enhance the ability

ofbankstoaccuratelyassessthecreditworthinessofpotentialborrowers,thus
i.p.ouingthequalityoftheirlendingdecisionsandreducingtheincidenceofnon.
p"Iorring loans. confidentiality of customers' accounts will be safeguarded within

ihe existing legat framework and will not be compromised'

Mr.Speaker,theMortgageFinancecompaniesastheyoperatetodayarerestricted
bylawtofinancemortgagesonsecuritiesofland.Thisiscontrarytoourstated
pori"v of universal banrin! but, more importanfly, it denies them flexibility to grant

othertypesofloans'toacceptothersecuritiesortoengageinotherprofltable
investments.lintendtocorrectthisanomalybyamendingtheBankingActtoallow
mortgagefinancecompaniestoengageinotherprudentinvestmentactivities,and
to grlniotner types of credit facilities against securities other than land'

Mr.Speaker,HonourablememberswillrecallthatthisHousehasinthepast
allowedmetodelegatetotheCentralBankpowerstolicenseandsupervise
build ing societies since they carry out banking business similar to the other financial

institutLns. However, the powers of dissolution are still delegated to the Registrar

ofBuildingsocieties.ThisarrangementhasinhibitedtheCentralBankparticularly
when it endeavours to resolve cases of distressed building societies. Therefore, to

allow for effective supervision of building societies I am proposing amendments to

theBankingandBuildingsocietiesActstoallowtheprocessofinterventionin
distressed building societLs to be harmonised with that of other institutions licensed

under the Banking Act'
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Mr. Speaker, I am proposing a number of measures to strengthen the operations

of the Deposit Protection Fund (DPF). The DPF board will be allowed to acquire or

lease property of instilutions under liquidation when the property market is

depressed. I am also proposing that on payment of protected deposits by the DPF,

the DPF be given priority in its subrogated claims. The period in which claims by

depositors and creditors may be made will also be limited in order to reduce monies

held as uncollected deposits.

Mr. Speaker, an efficient insurance industry is an essential component of a healthy

financial system. The lnsurance Act will therefore be reviewed comprehensively by

July 2001 with a view to proposing a number of amendments to the Act. The

amendments will seek to enhance the supervisory role of the Commissioner of

lnsurance while at the same time liberalising the investment environment and

protecting the interests of the policy holders.

FINANCIAL OUTTURN FOR 2OOO/2001

Mr. Speaker, let me now briefly review the financial outturn for the 2000/2001 fiscal

year. Despite the slow down in economic activity and the suspension of

disbursement by the lMF, we have managed to keep the budget deficit on a
commitment basis and before grants to 1.8% of GDP or Kshs. 15.1 billion. This

compares unfavourably with a surplus of 0.6% of GDP in 1999/2000.

Expenditures
Mr. Speaker, as indicated in the Supplementary Estimates recently approved by

this House, expenditures for the year had to be adjusted upwards to cater for

drought related expenses. As a result, total expenditures for the year increased by
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Revenues
Mr. Speaker, total revenues (including LATF) were originally estimated at Kshs.

203.3 billion comprised of Kshs. '182.3 billion in ordinary revenues and Kshs. 20.9

billion in appropriations-in-aid. Due to the lower than expected economic aroMh,
ordinary revenues are now estimated to be 2o/o below target. I now expect a total

of Kshs. 178.2 billion in ordinary revenues and Kshs. 20.6 billion in appropriations-

in-aid.



Kshs. 21 .4 billion. lnitially, gross recurrent expenditures for the year were projected

at Kshs.267.6 billion, including appropriations-in-aid of Kshs. 16.8 billion and

consolidated Fund Services (cFS) of Kshs. '1 16.3 billion. Total gross development

expenditures were projected at Kshs. 38.4 billion of which Kshs. 23.1 billion was

appropriations-in-aid. The supplementaryAppropriations Bill adjusted expenditures

upwards as follows: total gross recurrent expenditure increased by Kshs. 2 4 billion'

from Kshs. 151.4 billion to Kshs. 153.8 billion, while development expenditures

increased by Kshs. 19 billion, from Kshs. 38.4 billion to Kshs.57.4 billion.

FORECAST FOR 2OO1/2002

Mr. Speaker, let me now turn to the 200112002 budget'

Revenue
Mr. Speaker, the total revenue target for fiscal year 2001102 is Kshs. 218.6 billion

or nearly 23.1% of GDP. This is comprised of Kshs. 194.8 billion in ordinary

revenues and Kshs. 23.9 billion in appropriations-in-aid'

Recurrent ExPenditure

Mr. Speaker, as Honourable Members have already noted from their copies of the

Printed Estimates, gross recurrent expenditures tor 2OO1l2OO2 will be Kshs' 264'9

billion. This includes Kshs. 19.2 billion financed through appropriations-in-aid'

payments for cFS will take Kshs. 107.4 billion, leaving Kshs. 157.4 billion for

discretionary expenditures. CFS payments include Kshs. 26.6 billion for domestic

interest, Kshs. 7.9 billion for foreign interest, Kshs. 1.6 billion for guaranteed loans,

Kshs. 9.4 billion for pensions and gratuities, Kshs.235.2 million for constitutional

offices and Kshs. 132.6 million for contributions to international organisations. ln

addition, I am expecting to finance domestic redemptions amounting to Kshs. 38.5

billion and external redemptions amounting to Kshs. 23.1 billion'

Development ExPenditure

Mr. Speaker, gross development expenditures for 2001/2002 will amount to Kshs.

a1.6 billion. Of this Kshs. 26.2 billion will be financed from external sources while

Kshs. 15.4 billion will be financed from domestic sources'

il



I shall now briefly explain how I propose to finance these expenditures.

External Financing
Project Financing
Mr. Speaker, I have received donor commitments totalling Kshs. 26.2 billion from

both multilateral and bilateral development partners to finance development

expenditures. out of these funds, Kshs. 18.8 billion will be appropriations-in-aid,

including Kshs. 9.6 billion committed as project loan and Kshs. 9.2 billion committed

as project grants. The balance of Kshs. 7.4 billion will be revenue from project loans

and grants.

Programme Financing
Mr. Speaker, we expect to access the balance of commitments by international

finance institutions made in the 2000/01 and2001lO2 fiscal years. These balances

consist of a total of Kshs. 14.3 billion, Kshs. 'l 0.9 billion of which is in loans while

Kshs. 3.3 billion is in programme grants. These funds will come from the World

Bank, African Development Bank, European commission and Department for

lnternational DeveloPment

General Overview
Mr. Speaker, a number of constraints face an attempt to raise revenues to bridge

the revenue gap. These include, among others, the slow growth of our economy,

the need to reduce the tax burden for Kenyans, but more specifically for the poor

and the need to provide additional incentives for investments and enhance the

compelitiveness of local industries. To the maximum extent possible revenue

32

TAXATION PROPOSALS

Mr. Speaker, as already mentioned, total revenue requirements based on ourfiscal

strategy is Kshs.218.6 billion. However, based on the targets set in the

macroeconomic framework and the current taxation Structures, a total of Kshs' 214

will be realised leaving a revenue gap of Kshs 4.6 billion. Various requests from

Kenyans for reductions in tax rates have increased this gap by a further Kshs. 8.3

billion. The rest of my speech outlines the tax measures I intend to take to raise the

revenues to bridge this gaP.



enhancement measures will avoid any tax increases that will adversely affect the

poor and investment but rather will concentrate in three areas' First, selected

specific taxes will be adjusted marginally upwards in line with inflation. This means

that the taxes will be maintained constant in real terms. Second, the Kenya

Revenue Authority will meet some burden of enhanced revenue collection through

improved administrative measures. Target areas will include tighter and selective

audits, intensified taxpayer recruitment, security printing for licences, and intensified

use of the Personal ldentification Number (PlN). Third, the expansion of the vAT

base will be continued to cover more services and by designating more goods'

Mr. speaker, I now request that the remainder of my Speech be regarded as a

Notice of a lvlotion to be moved before the committee of ways and Means.

Customs Duties
I will start with the customs measures that have no direct revenue implications.

First, I propose to increase penalties under the customs and Excise Act. This will

enable the commissioner to take more punitive measures against non-compliant

importers.

second, diversion of goods imported on a temporary basis for exhibitions has been

a major concern. To discourage this practice, I propose to reduce the period of

temporary importation from twelve months to the actual period consistent with the

purpose for which the goods are being imported'

Third, to control diversion of industrial sugar and prevent leakage of revenue, I

propose to gazette manufacturers who may import industrial sugar for use as raw

material for manufacture of goods.

Mr'speaker,lnowturntomeasureswithdirectrevenueimplication.

First, the Government recognizes the strain on the manufacturing sector which has

been caused by among other things poor roads, high cost of electricity, high interest

rates and importation of cheaper and at times subsidised goods from coMESA



countries. To alleviate this strain, I propose to further lower import duty rates on

raw materials and inputs used in the manufacturing sector. All primary raw

materials, which have hitherto been in lhe 2.5% tariff band, will now be lowered to

zero. ln addition, a number of raw materials and capital goods currently taxable at

5% will now be taxed at 3%. Further, a number of inputs which have hitherto been

in the 1 5o/o tarilf band will be lowered to 5%. These measures are an initial step

towards finally lowering duties on these goods to zero. These are far reaching

measures which will give local manufacturers a great relief and make their goods

even more competitive in the local market. lt is the expectation of Government,

therefore, that the relief will be shared with the final consumers.

Second, Honorable Members will recall that during my budget speech last year, I

announced that Kenya will be moving towards harmonizing its tariff structures with

those of COMESA and EAC trading partners in order to establish a common

external tariff by the year 2004. Accordingly, I propose to lower the top tariff band

from 4Oo/o to 35%.

Third, Honourable Members are aware that the textile sector has undergone

significant difficulties in the recent past. ln order to help rejuvenate growth in the

sector, I propose to rationalise the tariff structure for the industry. Duties on the

basic raw material, fibre will be reduced to 0% while duties on the intermediate

product, yarn will be reduced from 25o/o lo 20o/o. To cushion local manufacturers,

duties on fabrics will be increased from 25o/o and 30% to 35%.

Fourth, hitherto the Minister for Finance has not been able to grant more than 50%

waiver of duty on imported goods, making it difficult to accommodate duty waiver

needs of charitable institutions or other deserving cases. To address this problem,

I propose to enhance the Minister's powers to waive up to 100% of duty.

Fifth, to reduce discriminatory exemptions and at the same time cut down

administrative costs, I propose to delete the exemptions of duty granted to lecturers

and civil servants and provide for these benefits through budgetary allocation. ln

order to enhance revenue, I propose to delete a number of exemptions provided for

under both the Customs and Excise Act and the VAT Act. ln addition, in order to



guardagainstpossiblelossofrevenuethroughabuse,lproposetolimitthe
exemption from payment of duty on protective apparel to hospitals, clinics and fire

fighting departments of local authorities'

sixth, Honourable members are aware that the rural folk rely on bicycles for the

transportation of goods and people. ln order to enable increased access to bicycles

by these folk I propose to remove duty payable on imported bicycles'

Seventh,toencouragemanufacturerstouselocallymanufacturedgoodsasinputs
inproductionofgoodsandespeciallygoodswhicharedutyfreewhenimported,l
proposetoincludeindirectmanufacturersamongthemanufacturerswhocan
benefit from the Essential Goods Production Support Program'

Eighth,tobolsterexportgrowth,lproposetowaivethelmportDeclarationForm
(t#) fees applicable on raw materials imported to manufacture goods for exports

undertheEPPoprogramme.Furthermore,ExportProcessingZonesoperatorswill
nowbenefitonmyproposaltoallowbusinesseslocatedinthezonestoaccessduty
free fuel to be expended in their production/operations'

Ninth,concernshavebeenexpressedontheecologicaldamagebeingdonetoour
foreststhroughmassiveloggingactivitieswhicharenotcoupledwithre-
afforestation. ln order to reverse this trend and ease off pressure on our forests'

I propose to make imported timber duty free'

Tenth,tocushiontheagriculturalsector'lproposetoincreasedutyonimported
foodstuffs which are currently produced in Kenya to 35%. These foodstuffs include

meat and meat products, dairy products, poultry and poultry products'

Eleventh, to promote intra-African trade and facilitate movement of people, l

proposetoremoveovertimefeespayableforcustomsclearanceservicesby
vehiclesregisteredinKenya,UgandaandTanzaniawhentheycrossourborders
after official working hours'



Twelfth, hitherto Mr. Speaker, importers who have cleared goods through customs

on provisional basis are required to pay a deposit. However, an anomaly has arisen

in that when they finally perfect the entry, they are required to pay full duty payable

and thereafter claim for a refund for the deposit. ln order to remove this anomaly,

I propose to atlow importers who have made a deposit to the Commissioner to use

the deposit to pay duties while perfecting entries.

Mr. Speaker, the above measures shall cost Government Kshs. 124 million in

foregone revenues

Excise Measures
First, under excise duty, I propose to improve enforcement of the requirement for

excise stamps by enhancing the penalty for failure to affix excise stamps on

cigarette packets to Kshs. 1.5 million.

Second, oil duties have not been increased for the last two years. This means that

the inflation adjusted value of the these taxes has fallen by about 12%' I therefore

propose to increase excise duty by Kshs. 2 on petrol. Oil companies are expected

to absorb this increase and not pass it on consumers since world oil prices have

moderated significantly during 2001 and are expected to fall over the coming year.

Third, to enhance control over the issuance of excise licences, I propose to

increase annual excise factory licence fees to Kshs. 50,000 per annum for

breweries, wineries, distillers, denatures compounders, rectifiers, tobacco and

cigarette manufacturers. I further propose to increase other excise licences to

Kshs. 25,000.

These measures will raise an additional Kshs. 1.5 billion in revenue.

VAT Measures
trlr. Speaker, I now turn to proposed amendments under the VAT Act that have no

direct revenue imPlications.
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First,Mr.Speaker,inlinewithpovertyalleviationstrategy,lproposetozero-rate
theconsumptionofelectricityof200unitsandbelow'usedbyadomestic
household. This will reduce the cost of electricity to low-income earners. However,

those who consume more than 200 units will be charged VAT on the full amount

Second,toencouragelocalproductionofcheaperanimalfeeds,lampropostng
that VAT on oir seed cakes and maize germ, which are inputs into manufacture of

the feeds, be reduced from 18% to 0%'

Third,currentlycondomsareonlyzeroratedwhenconsignedtoMinistryofHealth
and Family Planning Association of Kenya or any other agency approved by the

Minister for Finance for family planning activity The goods are taxable at 18% if

imported by anyone else. ln order to encourage the use of condoms in family

planning,"tiuiti".'andtomakethefightagainstsexuallytransmitteddiseases
effective,lproposetozeroratecondomssoastomakethemmoreaffordableat
retail outlets.

the Commissioner.

Fourth, the rate of VAT penalty is currently 3% per month' which is very high and

hasbeenpunitivetotaxpayers.lnaddition,whenthisrateiscompounded,it
amountslo43o/operannum,whichisfarabovethecurrentbankrates.lam
therefore proposing that this rate of 3% be reduced to 2% compounded'

Fifth,thereareanumberofcaseswhereindividualdonorshaveprovidedfundsfor
puttingupessentialfacilities,suchasschools'churches'hospitalsetc'butthe
Minister has not been able to reciprocate their good gestures in form of tax

remissionsbecausethelawdoesnotprovideforthat.lamthereforeproposingthat
an amendment be made to provide for the Minister to grant remission to projects

funded from donations to non-profit making organizations on recommendation by

Sixth, currently, there are no provisions for a taxpayer to object to the

commissioner's decision on any matter arising underthe provisions of the VAT Act'
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ln order to accord the taxpayer fair hearing, I propose to introduce a provision in the

VAT Act to allow for objections.

Seventh, for a taxpayer's appeal against an assessment to be accepted, he has

to pay 50% of the assessed tax. This requirement has denied taxpayers their rights

to appeal especially where the amounts are substantial. ln addition, it forces

taxpayers to resort to Court injunctions, which unnecessarily delay resolutions of

such cases. I am therefore proposing that an amendment be made in the VAT Act

to allow the taxpayer to file an appeal after paying the amount he has not disputed

or such part of that amount which the Commissioner may allow.

Eighth, last year a negative list specifying services that are not subject to VAT was

introduced. I propose to refine this list further by redefining some of the existing

services and also adding more services that were not included in the list.

Ninth, deduction of input tax incurred in purchase of passenger motor vehicles by

taxpayers for use in their business is not allowed. However, there are a number of

cases where such vehicles are designed or modified for specific taxable services.

I am therefore proposing to allow input tax deduction on such vehicles subject to

approval by the Commissioner.

Tenth, many taxpayers are evading tax by not keeping stock records. I am

proposing an amendment to the VAT Regulations to make it compulsory for
taxpayers to keeP stock records.

Mr. Speaker, I now turn to Value Added Tax Measures with direct revenue

con seq uences.

First, in order to expand the VAT base further, I propose that some prepared and

preserved food items which are already taxable at manufacturing level be made

taxable all the way upto retail level. However, some basic food items including

cooking fats and oils, tea, coffee, margarine, jams, tomato sauces and biscuits will

remain taxable at manufacturing level only.
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second, Mr. speaker, currenfly chartering of aeroplanes and hiring of buses of
carrying capacity of 26 passengers and more are not taxable. However, hiring of
vehicles of carrying capacity of less than 26 passengers is taxable. For the law to
be equitable, I am proposing that chartering of aeroplanes and hiring of buses be
made taxable.

Third, I am proposing to introduce VAT on rental of commercial buildings for
business purposes. This measure will not affect rental of buildings for residential
purposes which remain exempt. ln addition, small-scale landlords will be left out of
the tax net since the law will only apply to those landlords who earn in excess of
Kshs. 3.6 million per annum in rent. This measure will further broaden the VAT
base and enhance compliance.

revenue

lncome Tax Measures
Mr. Speaker, as in the past my principle aim will remain to cushion the low income
employees from bearing an unfair share of the tax burden. I therefore propose to
raise the personal relief by 10%. This will increase the monthly taxable income
from Kshs.9,440 to Kshs.10,267 and consequenfly remove a large number of
employees from the tax roll. ln addition, to cushion the low income workers from
any inflation-induced "bracket creep" the lowest tax bracket width will be increased
by 60/o.

second, to further relieve the low income earners, I intend to increase the minimum
aggregate taxable value of a benefit from Kshs.2.400 per annum to Kshs.12,000
per annum.

Third, in order not to disadvantage Kenyan residents working abroad, I propose to
give them credit on foreign tax paid on the salaries earned in those countries.

l9

Mr. speaker, the above measures will raise an additional Kshs. 1.1 billion in



Fourth, to encourage investment in the power sector and make cost of power more

affordable, I am proposing to introduce investment allowance for power generation

for purposes of supply of power to the National Grid

Fifth, I propose to grve farmers the option of filing lncome Tax Returns or paying

Presumptive lncome Tax. This will ease the costs of preparation and filing returns

considerably.

sixth, to boost the growth of the capital market and encourage more companles

to list on the stock exchange, I propose to reduce the corporation rate of tax for

newly listed companies lo 27o/o following the date of listing for a period of three

years. However, the listed capital should not hre less lhan 2oo/o of the paid up

capltal. ln addition, the companies that apply and get listed shall get an amnesty on

the past omitted profits subject to making a full disclosure of their incomes and their

assets and liabilities during the year of income commencing after the date of listing'

seventh, to encourage more NGOS to be involved in projects which will be

beneficial to Kenyans, I propose to exempt institutions that have their regional

headquarters in Kenya and whose income is expended for purposes which will have

economic and social benefits to Kenyans.

These measures will raise an additional Kshs l .4 billion.

Other Miscellaneous Measures

First, Mr. Speaker, previously I endeavoured to transfer the responsibility for the

collection of the Catering and Training Levy (CLT) to the Kenya Revenue Authority.

This, however, was rendered unsuccessful due to inadequate financial provisions

and safety net considerations that were necessary to facilitate staff cuts at the CLT'

Given that the first phase of the public sector retrenchment was successfully and

credibly concluded, I propose to transfer the responsibility for the collection of the

2% Catering and Training Levy to the KRA. The revenue body has a better

efficiency level and operational machinery to undertake the collection at a cost of

1.5% of the revenue compared to the current collection cost of 25%. This measure
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Second,lproposetoimprovetherevenuecollectionpolicybytransferringthe
responsibility for the collection of National Hospital lnsurance Fund (NHIF) to the

KRA,whichwillnowdothecollectiononbehalfofNHIF.Theefficacyofthis
meaSurecannotbeoveremphasizedgiventhatKRAisalreadycollectingPAYEand
has an established database which will similarly apply in the case of NHIF'

Third, proliferation of counterfeit goods has become a source of discontent with

genuine manufacturers. To counteract the damaging consequences posed by

ih"s" goods a task force is looking into this problem and will revert with necessary

recommendations. rn the meantime, r propose to strengthen the Standards Act by

reviewing penalties for infringing Kenya standards and raising penalties under the

Trade DescriPtions Act'

Fourth,therecentre.introductionofVlsArequirementsdidnotgodownwellwith
some players in the tourism industry' To mitigate any gains which could have been

reversedbythemeasure,lproposetoreducetheAirPassengerServiceCharge
from US$40 to US$20 with effect from 1"r July' 2001 '

Fifth, when presenting his Budget for the fiscal year 1999/2000' the then Minister

for Finance undertook to improve the stability' health and integrity of our financial

institutions through a number of measures' One such measure was through

amendmentstotheBankingActtoraiseminimumcorecapitaltoKshs.500million
for banks and mortgage firiance companies. The existing institutions were given

threeyearstocomply.However,inviewofthedifficulttimes,giveroomforthe
economy to grow and more time for banks to ad'iust I propose to set the minimum

corecapitalrequirementsatKshs.300millionfornowaperiodoftwoyearswithout
escalation. This will be raised thereafter to the desired levels'

wirr rerease more funds to the catering Levy Trustee to enabre it undertake its

tasks.

CONCLUSION
Mr. Speaker, Kenya's poverty reduction and economic growth strategies will

requiretheconcertedeffortofallKenyansifweareevertosucceed.Forthesake
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of the future generation, we must come together as one nation in the fight against

our common enemy, unemployment and poverty. We must remain patriotic to our

nation and support all initiatives necessary to bring our economy back to good

health, othenarise our economy will continue to deteriorate while other neighbouring

countries prosPer.

Today I have presented to this House a comprehensive economic programme

which reflects the aspirations of all Kenyans. This Budget has addressed the

challenges facing Kenyans. lt has attempted to allocate resources more efficiently

for maximum impact. Resources have been earmarked for a number of core
poverty programmes and will be ring fenced. A number of measures have been

proposed to enhance the competitiveness of industry and to improve the enabling

environment for the private sector to operate. This programme is realistic and it's

implementation will significantly alleviate the suffering of our people.

We will accelerate discussions with our development partners with a view to
reopening access to international finance. We are, however, aware that such

discussions do take time and may drag on longer than we anticipate. We will

therefore aggressively pursue the privatisation of public enterprises and also

dialogue with all friends of our nation who are willing and ready to lend a helping

hand.

As a nation we should guard against anything that might threaten the political and

economic stability that has taken us years to nurture and a lot of sacrifice to
achieve. Those of you who attended the consultation processes will attest to the
fact that the suffering our people must be stopped now. I appeal to Members of this
House to endorse this programme and fully support its implementation.

Mr. Speaker, I beg to move.

Thank you
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