REPIDLIC.

OMY OF EGYPT'S M Y ECONOMY



)

CARNEGIE
MIDDLE EAST CENTER

YEZID SAYIGH

OWNERS

OF THE

REPUBLIC

AN ANATOMY OF EGYPT'S MILITARY ECONOMY



This report is published by the program on Civil-Military Relations of the Arab States
(CMRAS) of the Carnegie Middle East Center.

© 2019 Carnegie Endowment for International Peace. All rights reserved.

Carnegie does not take institutional positions on public policy issues; the views represented
herein are the author’s own and do not necessarily reflect the views of Carnegie, its staff,
or its trustees.

No part of this publication may be reproduced or transmitted in any form or by any means
without permission in writing from the Carnegie Middle East Center or the Carnegie
Endowment for International Peace. Please direct inquiries to:

Carnegie Endowment for International Peace
Publications Department

1779 Massachusetts Avenue N'W
Washington, DC 20036

P: +1 202 483 7600

F: +1 202 483 1840
CarnegiecEndowment.org

Carnegie Middle East Center

Lazarieh Tower, 5th floor

Bldg. No. 2026 1210, Emir Bechir Street
PO. Box 11-1061 Riad El Solh

Beirut, Lebanon

Carnegie-MEC.org

This publication can be downloaded at no cost at Carnegie-MEC.org.



10 the memory of Robert Mabro and Samer Soliman, in affection and friendship,
10 the quest for truth and justice for Giulio Regeni,
And to all students of Egypt.






TABLE OF CONTENTS

About the Author

Acknowledgments

List of Acronyms

List of Figures, Maps, and Tables

Summary

Introduction

CHAPTER 1
Enabling the Military Economy

vii

ix

xii

xiii

XV

17



CHAPTER 2
Mapping the Formal Military Economy Part 1:

A "Citadel"” of Egyptian Industry 47
CHAPTER 3.

Mapping the Formal Military Economy Part 2:

We Build Egypt, We Feed Egypt, We Are Egypt 89
CHAPTER 4

Mapping the Informal Military Economy:

The Officers' Republic 155
CHAPTER 5

Soldiers and Businessmen 187
CHAPTER 6

A Military Unbound: Transformation in the Sisi Era 237
CHAPTER 7

Behind the Veil: Managing the Finances 297
CONCLUSION

What's At Stake? 331

Carnegie Middle East Center 339



ABOUT THE AUTHOR

YEZID SAYIGH is a senior fellow at the Carnegie Middle East Center in Beirut, where his
work focuses on the Syrian conflict, the political role of Arab armies, security sector trans-
formation in Arab transitions, and the reinvention of authoritarianism.

Previously, Sayigh was professor of Middle East studies at King’s College London. From
1994 to 2003, he served as assistant director of studies at the Center of International Studies,
Cambridge. He is the author of numerous publications, including most recently “Crumbling
States: Security Sector Reform in Libya and Yemen” (June 2015), “Missed Opportunity:
The Politics of Police Reform in Egypt and Tunisia” (March 2015); “Militaries, Civilians
and the Crisis of the Arab State” (December 2014); “The Syrian Opposition’s Leadership
Problem” (April 2013); “Above the State: The Officers’ Republic in Egypt” (August 2012);
“We Serve the People”™ Hamas Policing in Gaza (2011); and “Policing the People, Building
the State: Authoritarian Transformation in the West Bank and Gaza” (2011).

Vil






ACKNOWLEDGMENTS

THE AUTHOR GRATEFULLY ACKNOWLEDGES the critical feedback on various
drafts of this report from George Abed, Lori Allen, David Butter, Ishac Diwan, Clement
Moore Henry, Oussama Kanaan, Adeel Malik, Shana Marshall, Andrew Miller, Bessma
Momani, Pete Moore, Aram Nerguizian, Robert Springborg, and “Pink” Williams. Six
Egyptian reviewers are sincerely thanked anonymously.

The author is also grateful for the research assistance of Dina Arakji, Farah Al Farhan,
Ibrahim Nasr, Mohy-Dean Tabbara, Alexei Touma, Sally Youssef, and six Egyptian research-
ers to whom he owes a special debt but who must remain anonymous.

Last but not least, big thanks are owed to Samuel Brase for his patience and en-
couragement in editing successive drafts, Jocelyn Soly for her creative work on the
graphics for this report, and colleagues in the Communications teams in Beirut and
Washington, DC, for their enthusiastic contributions to presenting its findings to a
wide audience.






LIST OF ACRONYMS

ACUD
AMA
AOI
CAO
CAPMAS
EAF

EP
GDP
GID
GSA
IMF
MOD
MOl
MOMP
NAMP
NAPWASD
NDP
NSPO
NUCA
SCA
SCAF
VAT

Administrative Capital Urban Development Company
Administrative Monitoring Authority

Arab Organization for Industrialization

Central Accounting Organization

Central Agency for Public Mobilization and Statistics
Egyptian Armed Forces

Egyptian pound

gross domestic product

General Intelligence Directorate

General Services Agency

International Monetary Fund

Ministry of Defense

Ministry of Interior

Ministry of Military Production

National Authority for Military Production

National Authority for Potable Water and Sanitary Drainage
National Democratic Party

National Service Projects Organization

New Urban Communities Authority

Suez Canal Authority

Supreme Council of the Armed Forces

value-added tax

Xi






LIST OF FIGURES, MAPS, AND TABLES

FIGURE1  Sectors of Economic Activity Involving Military Agencies

FIGURE2 Timeline of the Evolution of the Military Economy Since the 1950s
FIGURE3  Economically Active MOMP and AOI Companies

FIGURE4  Ministry of Military Production, Output, 2000-2018

FIGURE5  Establishment of Military Companies, 1949-2019

FIGURE6 Economically Active MOD Agencies and Companies

FIGURE7  Retired EAF Officers in State Agencies

FIGURE8 Military Market Share for Select Civilian Products

FIGURE9  Average Annual Public Spending on Infrastructure

MAP 1 Principal Military Economic Activities and Interests
MAP 2 Principal Military-Owned Economic Production Sites
MAP 3 Land Reclamation Areas

MAP 4 New Cities

MAP 5 Suez Canal Economic Zone

MAP 6 Development Zones

MAP 7 National Roads Built or Controlled by the Military

TABLE1 The Egyptian Military’s Economic Advantages

TABLE2  Enabling Legal Framework
TABLE3  Quid Pro Quo in Military Relationships With the Private Sector, by Category

xiii






SUMMARY

THE EGYPTIAN MILITARY accounts for far less of the national economy than is com-
monly believed, but its takeover in 2013 and the subsequent rise of President Abdel Fattah
el-Sisi have transformed its role in both scope and scale and turned it into an autonomous
actor that can reshape markets and influence government policy setting and investment
strategies.

The military delivers massive infrastructure projects, produces consumer goods ranging
from food to household appliances, manufactures industrial chemicals and transport equip-
ment, and imports basic commodities for civilian markets. It has expanded into new sectors
as diverse as gold prospecting, steel production, and managing religious endowments and
pilgrimage. In parallel, thousands of retired senior officers benefit from the military’s power-
tul political influence to occupy senior positions throughout the state’s civilian apparatus
and public sector companies, complementing the formal military economy while benefiting
themselves.

The military boasts of superior managerial skills and technological advances and claims to
act as a developmental spearhead, but its role comes at a high cost. It has replicated the
rentierism of Egypts political economy, benefiting like its civilian counterparts (in both
the public and private business sectors) from an environment in which legal permissibility,
bureaucratic complexity, and discretionary powers allow considerable space for predation
and corruption. At best, the military makes good engineers, but bad economists: the mas-
sive surge of megaprojects in public infrastructure and housing it has managed since 2013

XV



is generating significant amounts of dead capital and stranded assets, diverting investment
and resources from other economic sectors.

The military economy’s entrenchment is detrimental to Egypt’s democratic politics, how-
ever flawed. The military economy must be reversed in most sectors, rationalized in select
remaining ones, and brought under unambiguous civilian control if Egypt is to resolve
the chronic structural problems that impede its social and economic development, inhibit
productivity and investment, subvert market dynamics, and distort private sector growth.
Nor can any Egyptian government exercise efficient economic management until informal
officer networks in the civilian bureaucracy, public sector companies, and local government

are disabled.

Rosy assessments of Egypt’s macroeconomic indicators issued by Egyptian officials and
their counterparts in Western governments and international financial institutions disre-
gard fundamental problems of low productivity and innovation, limited value added, and
insufficient investment in most economic sectors. These officials may be hoping Sisi can
somehow build a successful development dictatorship, which would explain why they gloss
over the social consequences of his administration’s economic approach and its fierce repres-
sion of political and social freedoms and egregious human rights violations. A corollary is
the faith that the military is as good an economic actor and manager as it claims to be, and
that it will withdraw from the economy as the latter grows. Yet current trends suggest Sisi
will remain hostage to key partners in the governing coalition, including the military lead-
ing its involvement in the economy to accelerate.
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MAP 1
Principal Military Economic Activities and Interests
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INTRODUCTION

MILITARY AGENCIES ARE SIGNIFICANT economic actors in Egypt. They deliver
massive infrastructure projects, produce consumer goods ranging from food to household
appliances, manufacture industrial chemicals and transport equipment, and import basic
commodities for civilian markets. They have expanded into new sectors as diverse as steel
production, pharmaceuticals, gold prospecting, and managing religious endowments and
pilgrimage. In parallel, thousands of retired senior officers have benefited from the pow-
erful political influence of the military to occupy senior positions throughout the state’s
civilian apparatus and public sector companies, securing extra postretirement incomes for
themselves while complementing the formal military economy in return. Both parts of
the military economy have become increasingly assertive since the EAF took power in July
2013, destabilizing market dynamics, crowding the private sector in important sectors, and
altering Egypt’s path to economic growth, social development, and political transition.

The military claims to act as a developmental spearhead, generating revenue for the state
and jobs, but its role comes at a high cost. Despite boasting of superior managerial skills and
technological advances, it has largely replicated the business model of virtually all economic
actors in Egypt since the establishment of the republic in 1952, along with the model’s ad-
aptations to an evolving policy and regulatory environment and most of its shortcomings.
This is not to say that the military is not adept at delivering engineering projects or building
up its funds with income from land it controls, but that it operates in a problematic politi-
cal and economic system it has done much to shape. Whatever the intentions at command
level, the military’s economic strategies and activities are undertaken in an environment in



which legal permissibility, discretionary powers, and bureaucratic complexity allow consid-
erable space for predation and corruption at lower levels.

The military does not, however, undertake this role independently. It is an integral element
of the incumbent regime governing Egypt, albeit one of a wider bureaucratic constella-
tion that also comprises senior civil servants, security officials and judges, state economic
managers, and technocrats. All are informed by the same political logic in their approach
to the general management of the national economy and public finances, which prioritizes
appeasing key constituencies and maintaining the governing system rather than undertak-
ing the kind of reforms that could galvanize economic productivity and mobilize domestic
resources more effectively. And all seek to occupy spaces within the national economy and
lay claim to public finances in proportion to their political influence, explaining the marked

tendencies of both to siloing (wasteful du-

plication of investment and effort) and

The military claims to act as a  fragmentation.

developmental spearhead, g ef1eratmg The military economy is two-faced, there-
revenue for the state and jobs, but ¢ i i self-serving, but also conforms to

its role comes at a high cost. and reproduces the broader regime mainte-

nance strategy. For this reason it has replicat-

ed the predominant rentier mode (reliance

on the capture of existing income streams rather than increasing productivity) of the Egyptian

political economy: its constituent parts have closely tracked the behavior of other actors in

both the public and private sectors, and responded in similar ways to new rent-seeking op-

portunities opened up by major shifts in the country’s economic orientation. The military

economy may offer efficiencies in some civilian activities—principally large-scale engineering

works—but what comes out at the end is negative economic value as losses are obscured and
the cost of capital investment often exceeds its return.

It is the government and, more frequently, the presidency who create the policy context and
assign national goals; despite being a springboard to power, the military is not a full politi-
cal partner.! Nonetheless, in working toward these policy goals—generating opportunities
for myriad forms of rent-seeking along the way—the military contributes significantly to
reproducing the chronic structural problems of the Egyptian economy, distorted private
sector development, and the erosion of social conditions for large numbers of Egyptians.
Western governments, international donor agencies and financial institutions, and foreign
investors knowingly acquiesce, presenting a facade of ebullient optimism about Egypt’s
macroeconomic indicators and potential while masking growing anxiety behind a slogan of

“Egypt is too big to fail.”

The military’s progressive capture of state power since the popular uprising that forced then
president Hosni Mubarak from office in February 2011 has transformed the scope and scale
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of its economic activity. The assumption of the president’s executive and legislative functions
by the Supreme Council of the Armed Forces (SCAF) was followed in quick order by the
military ouster in July 2013 of his successor Mohamed Morsi—the first civilian to be elected
to the presidency since the establishment of the republic by the armed forces sixty years ear-
lier—and then by the election of former defense minister Major General Abdel Fattah el-Sisi
as president in May 2014. Since then, the military has come to play a major role in managing
massive public works projects, supplying markets, and expanding into new economic sectors
in an attempt to deliver government targets and increase state revenue.

Developments in the military economy since 2013 mark a significant transformation of
scope and scale in what for decades was a protected but essentially limited enclave. Until
then, the military was just “part of the deal” in which other civilian actors had their part of
the overall pie—measured in ownership or control of material assets such as machinery and
land or in regulatory power over licensing access to specific sectors—with the lion’s share
going to politically connected business cronies of the president and, from the early 2000s,
his son Gamal and clustered in the governing National Democratic Party. The relative
weight of the military economy shifted at important turning points: economic liberaliza-
tion and reorientation to the West starting in the mid-1970s, financial retrenchment from
the mid-1980s, the first phase of privatization in 1991, and the second phase of privatiza-
tion in the early 2000s. But it did not undergo serious transformation, whether measured
in terms of the scope and scale of its activities, apparent net income and profitability, or
impacts on other economic actors (including the public and private business sectors) and
on policymaking.

Until 2011, the military principally practiced what Egypt researcher W. J. Dorman refers
to as “self-aggrandizing enclavization.” Nothing it did in the economic sphere disrupted
the workings of the governing system, whose principal characteristics evolved in the era of
president Gamal Abdel Nasser and through the presidencies of his successors Anwar Sadat
and Hosni Mubarak—from 1952 to 2011. They still shape the military economy, whether
with regard to its modalities and the symbiotic relationships between its formal and infor-
mal components or to the sense of technical superiority and moral entitlement that imbues
the senior officer corps of the Egyptian Armed Forces (EAF).

However, the deepening crisis of the Egyptian political economy that produced the 2011
revolution, coupled with the repositioning of the military economy since 2013, have set the
stage for deeper mutations in both. Sisi, who was elected president in May 2014, catapulted
the military into a more central economic position. Since then, acting on his orders, it has
managed roughly one-quarter of total government spending on a crash program of public
infrastructure and housing projects, stepped in to resolve shortages of food commodities
and medical supplies in civilian markets, intervened in productive sectors deemed strategic
with the ostensible aim of stabilizing prices, and generally scrambled to generate revenue
for the state treasury.

CARNEGIE MIDDLE EAST CENTER 3



This degree of reliance on the military to deliver public goods and services and help attain
national development goals is unprecedented even in comparison to the Nasser era, which
established the pattern. Underlying it are two sentiments that set the Sisi presidency apart
from its predecessors: undisguised contempt for the competence and integrity of civilian
state agencies, and frank belief that only the military can escape the confines of govern-
ment bureaucracy to “get things done.” A corollary article of faith for the president is
that the military is also a far better economic performer than the private sector. “I will tell
you simply,” he stated at the inauguration of greenhouses built by EAF engineers, that “it
would take the private sector three to four years to complete the executive procedures to do
something this big, such as roads and water projects, and to this standard.” The military
shares these sentiments, making it the obvious partner to a strongman president who prides
himself on making rapid policy decisions.” It is moreover highly unlikely to return willingly
to its pre-2013 economic enclave in the future, no matter which way the country’s economy

and politics head.

THE MILITARY ECONOMY: AN OVERVIEW
Today’s military economy has evolved out of the interaction between three main spheres:

® The defense industry, founded in the 1950s, and its later offshoots that comprise of-
ficially registered and commercially oriented military enterprises involved in manufac-
turing and established at various times since the mid-1970s.

® Agencies of the Ministry of Defense (MOD) that are tasked with enhancing EAF
self-sufficiency in food, personal kit, and other noncombat consumables, others that
provide fee-paying services to civilians or produce tradable agricultural and industrial
commodities, and, most importantly, EAF departments that engage in public works.
Together with the defense industry, these constitute the formal military economic sec-
tor, which is discussed in Chapters 2 and 3.

® The “officers’ republic,” as I have labeled it elsewhere, which comprises the extensive,
informal officer networks that permeate the state civilian apparatus as well as state-
owned companies and government entities engaged in public works and infrastructure,
various public services, natural resource management, and commercial manufacturing.®
The cloak of nominal legality enjoyed by these military bureaucrats enables and pro-
tects insider practices in the award of contracts, access to state land, and investment of
EAF special funds. A subsphere consists of officers-turned-entrepreneurs and privileged
private sector partners and subcontractors of military-run projects.

Common to all three spheres is their privileged access to state resources and public contracts.
Military agencies arguably make a significant contribution to the economy by providing
public infrastructure, though at what real cost to the state treasury and to the capacity of
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the civilian agencies that should have managed or undertaken national projects is open to

question. The net economic contribution of the defense industry’s civilian production is

considerably more dubious. The opacity or formal withholding of financial information

prevents definitive conclusions about economic cost-effectiveness, but the evidence points

to the inefliciencies and hidden losses typical of many state-owned enterprises in both the

pre- and postprivatization eras in Egypt.

FIGURE 1

Sectors of Economic Activity Involving Military Agencies
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CARNEGIE MIDDLE EAST CENTER 5



The military economy’s primary mode may be described as a kind of institutional or regu-
latory seizure: it captures a disproportionate share of public revenues and resources that
would otherwise have gone to competing state institutions and private companies, and di-
verts considerable amounts of investment capital from other productive sectors of the econ-
omy. In this sense, at least, military agencies differ less than they like to claim from civilian
state agencies and private firms, which are often viewed by the general public and members
of parliament as corrupt, unpatriotic, and incompetent in their own rent-seeking behav-

ior. The rentier mode is typical of the

officers’ republic and of private military
The military economy captures a entrepreneurs especially, but also char-

disproportionate share of public acterizes the formal military economic
sector’s involvement in massive white el-

revenues and resources from b . b as land reclamati
ephant projects, such as land reclamation
competing state institutions and schemes and the construction of a string

private companies, diverting  of failed “desert” cities.

considerable amounts of investment Consequently, frequent claims made by
capital from other productive  military officials that their projects stimu-
sectors of the economy. late economic growth and jobs are exag-

gerated at best, and often demonstrably
false. The urgency with which Sisi has
sought to raise revenue since assuming office has only exacerbated siloing and rentierism.
However, the military establishment’s preeminent political position and ability to control
public discourse—enhanced by the takeover of a swath of Egyptian media by various mili-
tary and intelligence agencies since 2013—enable it to paper over shortcomings and inef-
ficiencies. Military economic agencies moreover shield themselves from external scrutiny
by embellishing a public image that highlights their contribution to national development
through building basic infrastructure, providing civilian commodities and consumables at
discounted prices, stepping in at short notice to resolve bread shortages and other supply cri-
ses, and distributing EAF food packages to the poor during Islam’s holy month of Ramadan.

Importantly, the EAF’s senior officer corps has come since the 1980s to regard both the
formal military economic sector and its more informal access to the state apparatus and ci-
vilian economy as an entitlement. Speaking in 2012, Major General Mahmoud Nasr, then
assistant defense minister for finance and SCAF member, was blunt: “We will not leave the
[fruits of our] sweat that shaded us for thirty years to be destroyed by anyone, and we will
not allow anyone, no matter who, to interfere with EAF ventures.”” Anyone seeking to sub-
ordinate the military economy to civilian control or demanding curtailment or divestment,
he added pointedly, “threatens Egypt’s national security.”

Nonetheless, portrayals of the military economy’s evolution as linear, unvaryingly preda-
tory, and orchestrated by a military establishment pursuing clear institutional interests or
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else captured by crony officer networks pursuing narrow selfish ones are inadequate. There
has been a clear trajectory of growth and expansion since the mid-1970s, but this has been
contingent on landmark political and economic events generated by others that altered its
structure of incentives, opportunities, and resource availability. A handful of trailblazing
studies have outlined some of the military economy’s contours, but this report parses its
various components in depth in order to produce an accurate assessment of what drives
each and of its positive contributions and negative impacts.® By enabling a more nuanced
understanding of how and why the military economy has arrived at its present shape, the
comprehensive and detailed anatomy provided here can inform policy proposals to contain,
reverse, and ultimately dismantle those elements that go beyond the strict needs of main-
taining and upgrading the operational capability of the EAE

A SENSE OF PROPORTION: OWNERSHIP, CONTROL, AND INFLUENCE

Despite its visibility and much self-promotion, the military economy does considerably less
than either its representatives or its detractors claim. Even now, halfway into its seventh
decade and following several years of accelerated expansion, it still accounts for a small
share of the national economy. Estimates that the EAF owns or controls 25, 40, or even 60
percent of the economy are often bandied about, but are based on little data and even less
systematic analysis. None specify whether they refer to the military share of annual produc-
tion of goods and services or to assets, and all are highly inflated. Firstly, they confuse three
distinct spheres:

® formally registered, military-owned factories, companies, and farms, whose combined
output of military and civilian goods and services is measurably more modest than com-
monly believed or portrayed, and other military agencies such as the EAF’s Engineering
Authority and Megaprojects Department that generate considerably more income from
undertaking public works contracts;

® the much larger number of public sector economic authorities, state-owned enterprises,
and private sector firms that are headed by or employ retired EAF officers in manage-
ment positions, but whose assets and profits do not in fact belong to the military, even
though it can influence their business decisions to its benefit; and

® regulatory jurisdiction to derive income from licensing land use, leasing military and
public facilities, highway tolls, levies on mines and quarries, demining, peacekeeping,
clearing imports, and similar fee-paying services; and investing in joint ventures with
national and international private companies.

When Sisi and defense sector officials estimated the formal military economy varying-
ly to represent 1.0-1.5 or 1.5-2.0 percent of Egypt’s gross domestic product (GDP) in
2016, they were probably referring to the total value of goods and services produced by all
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military agencies: the Ministry of Military Production (MOMP), the Arab Organization
for Industrialization (AOI), and the MOD and its subordinate agencies.” It is unclear if
these estimates specifically included MOD income from public works contracts imple-
mented or managed by EAF departments, but this is not implausible, since all incoming
funds (including extra-budgetary incomings) would be logged in the ministry’s internal
books and subsumed under the overall figures provided to the president. In any case, the
military has access to significant extra-budgetary income streams and accumulated funds
and has come since 2013 to manage a substantial share of public capital expenditure, but its
economy is both less extensive and considerably less productive than commonly believed,
and certainly far less cost-effective than the military itself portrays.

The percentages cited by Sisi and others therefore appear close to the truth. But even if
they are taken only as indicative, they still point to a significant overall value. Estimating
Egypt's GDP is complicated by the sharp devaluations of the Egyptian pound in March and
November 2016, but in constant dollar terms the military economy’s share of GDP at that
time would have ranged from $3.32 billion to $6.64 billion, using Sisi’s percentages and
the figure from the International Monetary Fund (IMF) for nominal GDP of $332 billion
in the 2015-2016 fiscal year.'” Indeed, these are significant amounts when the poor per-
formance of pillars of the military economy such as the MOMP and AOI is taken into ac-
count. The “big push” of megaprojects assigned to the EAF since 2013 has increased MOD
income from management fees and profit margins and consequently raised the military’s
overall share of GDP, but probably only by an additional percentage point at most.

Second, inflated estimates confuse ownership, control, and influence. The military owns
certain productive and services enterprises outright, legally controls access to factors of
production that civilian economic actors need such as land, undertakes or manages various
public works and procurements under official government contracts, and disposes of the
incomes and surplus funds generated by all the preceding at its sole discretion. Although the
net value of military income from sales and fees is not published in full, at least it is quan-
tifiable should access be given to the data. Nonetheless, sufficient detail can be assembled
to support the contention made in this report that the net income of the formal military
economy cannot exceed a few percentage points of GDP.

Harder to assess is the income that the military derives from more nebulous relationships
with public and private sector companies and with governmental economic agencies. Even
after nearly three decades of privatization, the legacy of state intervention in the economy
and its continued ownership of hundreds of companies and partnership in nearly as many
joint ventures have also made it easier for military agencies and retirees to maintain cozy
relationships and “sweet deals” across all sectors. Military businesses form joint ventures
or feeder arrangements with private companies that gain access to subsidized inputs and
protection from possible competitors through such relationships, or for which the military
is the single or largest client.!" Military agencies—or their allies in the state bureaucracy
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and parliament—can manipulate the award of contracts or import licenses and create non-
tariff barriers tailored to favor specific companies or deny entry to others (especially for-
eign competitors). The officers’ republic of thousands of retired EAF officers employed in
government ministries and economic authorities wields the additional authority to award
contracts to military agencies (and to each other).'? And because they remain subject to the
military judicial system, they have a strong incentive to ensure that the government bodies
and sector companies they head or belong to comply with the military’s expectations.

The picture has shifted somewhat since 2013, as the quickening pace of compulsory take-
overs of private firms (most visibly in the media) or the predatory acquisition of equity or
board membership in start-ups confirms. But, in most cases, military control is indirect
rather than direct, and often should instead be thought of as influence. Various studies have
shown that in Egypt political connectivity is the key determinant of the access of companies
(both private and public) to contracts and credit and of their overall productivity: with the
lion’s share going to politically connected cronies of Mubarak’s son Gamal and his associates
in the 2000s, not the military. As pertinently, close relationships between military agencies
and favored private companies are mutually beneficial, and cannot be regarded as purely
reflecting military control. Furthermore, a significant portion of the benefits gained by mili-
tary agencies and businesses from relationships with private and public sector companies—
including from controlling or influencing their procurement and investment decisions—is
subsumed within the declared turnover of the formal military economy. In many respects,
the principal beneficiaries of the officers’ republic are the EAF retirees themselves, who
secure their sinecures by demonstrating their usefulness but in doing so primarily increase
their postretirement incomes.

The third source of inflated estimates of the military economy comes from oversimplifying
or misrepresenting the military’s relationship to key assets such as state land. Indeed, this
kind of estimate often confuses assets with the income that may be generated from utiliz-
ing them, that is, with output or turnover. Much of the commentary asserts that the MOD
owns all state land, estimated at 90-95 percent of Egypt’s surface area, but this is simply not
true."”” The MOD holds the power to license use of state land, but in fact is one (albeit the
most powerful) of several government ministries that have similar regulatory jurisdictions.
So although control of land use is indisputably one of the military’s most significant eco-
nomic advantages—and one of the most detrimental brakes on the general economy and
private sector—the actual income derived is not directly proportional to the extent of mili-
tary control. Nor can it be calculated from an assumed valuation of state land, since this has
no meaningful price until it is licensed for economic or residential development and thus
turned into real estate: only then does it acquire clear market value, which the military may
benefit from, but not capture in whole. Nonetheless, the ability to re-designate military-
controlled land has been a major source of income for at least three decades, providing the
seed capital for the expansion of military farms since the mid-1980s and the acquisition
or launch of new companies since the 1990s and yielding high, speculative gains generally.
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BETWEEN PRESERVATION, POLITICS, AND PREDATION

The military economy’s net worth is impossible to quantify, therefore. Indeed, the contra-
dictory figures given at different times by both the minister and official spokesperson of
the MOMP for its annual turnover in the period 2014-2017 show that even the military
faces problems keeping its own books." But in any case, trying to determine the propor-
tion of the Egyptian economy controlled by the military is a red herring. Instead, the more
consequential questions are why the military undertakes various economic activities, and
what effects that has—good or bad—on Egypt’s economic growth, public services, and
private sector development. The answers lie in a fluid mix of three principal drivers: an
instinctive, corporate effort by the military to preserve the productive capacity of the de-
fense industry; the striving of senior defense officials to serve the political priorities and
goals of the president; and the self-serving responses of various military and civilian actors
to capture the opportunities for economic
predation opened up by top-level policies
Serving the president’s political goals  and projects in a highly permissive legal
is a hallmark of military economic  and burcaucratic environment.
activity under the Sisi administration,  gygining the defense industry buile by
and explains the dramatic increase in  then president Gamal Abdel Nasser in the
its scope and scale since 2013. 1950s still shapes investment and com-
mercial strategies. Officials frequently re-
cite the mantra that production for civil-
ian markets is merely a means of utilizing excess capacity in military-owned factories. Yet
both the MOMP and the National Service Projects Organization, which comes under the
MOD, have ambitiously built new facilities, expanded production lines, and broadened
their range of goods and services for civilian markets since 2013, belying the argument
that they seek only to utilize idle capacity. Defense production is rarely economical unless a
country is able to capture a significant share of export markets, which Egypt has completely
failed to do. A major impediment in this context is its staggeringly low level of investment
in genuine research and development (R&D), which has severely limited absorption of for-
eign technology, generation of indigenous adaptation and innovation, and increases in local
content (consequently keeping value added to a minimum). Reflecting this, the minister
for military production admitted that the majority of his ministry’s twenty companies were
still making losses in 2018, after several years of claimed surges in production.” The eco-
nomic inefficiencies of maintaining the civilian side of the defense industry or expanding it
are probably no worse than in comparable public sector companies in Egypt, but result in
a similar drain on the state treasury and more dead capital (stranded assets that cannot be
salvaged under present or foreseeable economic circumstances).

Serving the president’s political goals is a hallmark of military economic activity under the
Sisi administration, and explains the dramatic increase in its scope and scale since 2013.
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The military’s role in delivering public goods and services, which is highly publicized and
extolled, is believed to reinforce political stability and the administration’s domestic legiti-
macy while demonstrating its credibility to foreign governments and investors. “We mean
business” is the intended signal to all audiences, rather than profic-making. The degree of
reliance on the military to spearhead this effort is unprecedented, even compared to the
Nasser era, but what the Sisi administration does share with all its predecessors, and magni-
fies, is an overriding technocratic bias that responds to social and economic challenges with
engineering solutions and technical fixes.'®

The most graphic embodiment of this approach is the enduring fixation on resolving over-
crowding in the Nile River valley (and its consequent environmental damage, transport
congestion, and loss of agricultural land) by reclaiming land in desert areas and moving the
bulk of the population to new settlements there. This thinking has dominated presidential
and government thinking for over sixty years, and provided a framework to justify massive
investment despite the failure of almost all previous schemes. It has also given rise to an
“edifice complex” that Sisi has elevated to new heights with megaprojects such as an expan-
sion of the Suez Canal and a grandiose scheme for an entirely new administrative capital,
both of which were placed under military management.'” It does not appear that any of this
is instigated by the military, let alone imposed by it—with the possible exception of infra-
structure and industrial development in the Suez Canal zone, which the military regards
as its economic sinecure. But it is equally evident that the military shares Sisi’s mindset,
including his faith in its own engineering and management skills.

Consequently, the military does not visibly object to Sisi’s approach to generating economic
growth, which revolves largely around launching a seemingly endless series of construction
projects. To the extent that either Sisi or the military thinks conceptually about the econ-
omy, if at all, it is assumed to be the sum-total of discrete projects to build highways and
bridges, power stations and water treatment plants, desert cities and luxury resorts. There
is little grasp in this top-down vision of how markets actually work, or of how to increase
productivity and efficiency, generate sustained growth in investment and jobs, and enable
genuine private sector development. And there is even less sense of how any of this touches
on the lives of the majority of Egyptians, some 60 percent of whom were either poor or
vulnerable as of 2019, let alone an inclination to pursue inclusive economic growth strate-
gies or participatory policy development.'®

Paradoxically, the technocratic bias of its state leaders and military has taken Egypt in a
divergent direction from that described by political scientist Ayesha Siddiqa in Pakistan,
where “military governments depend more on technocrats, especially experts in commerce
and economics, and on the entrepreneurial class, to earn the bulk of financial resources
channeled for military modernization that can be fulfilled from national budgets.”" Egypt
has no shortage of capable technocrats, but the lack of a clear profit motive behind this
aspect of military economic activity and ambivalent relations between the military and big

CARNEGIE MIDDLE EAST CENTER N



business have led to a fundamentally different model that has some noncapitalist aspects
and is heavily based on public funding (and borrowing). The contrast is even sharper with
Turkey, whose past model of military guardianship the Egyptian military now seeks to emu-
late, where military-owned civilian companies function wholly along business lines within
competitive markets and the defense industry is privately owned and subject to normal
commercial logic.?’

Not everything the military does in the economic sphere is overweening, damaging, or
predatory. Its displacement of the civilian actors that should have been providing public
housing and infrastructure compounds the shortcomings of the state apparatus, but can
still make a positive contribution. Military engineering agencies moreover appear to deliver
good quality, to budget, and on time—although this is far from true across the board, and
often hides many costs or significant outstanding dues to civilian contractors. The core
problem of the Egyptian economy lies, rather, in how the state functions, itself a reflection

of how political power is generated and

used. The military is evidently an integral

The core problem of the Egyptian part and a principal beneficiary of this sys-
economy lies in how the state  tem, and bears a major responsibility for

functions, itself a reflection of how ensuring its survival. But it has been suc-

political power is generated and have repeatedly decreed sinking enormous

used. The military is evidently  amounts of capital in megaprojects that

an integral part and a principal  are often based on false assumptions about
beneficiary of this system. expected impacts and returns.

cessive presidencies, not the military, that

The costs could be extremely high. Total
government debt (domestic and external)
reached an estimated 108.7 percent of GDP by June 2016, a twelve-year high.?' Three years
later, national external debt had risen to $106.2 billion, representing 35.1 percent of GDP,
and government domestic debt to 4.2 trillion Egyptian pounds (EP), which represents 92.5
percent of GDP).?> The surge of mega- and national projects under the Sisi administra-
tion reportedly accounted for 54 percent of the increase in government borrowing from
Egyptian banks and foreign lenders between December 2016 and May 2019. Public debt
service consumed up to 40 percent of the government’s budget, and foreign direct invest-
ment was plummeting as of 2019.%

The result is negative economic value added in many politically motivated projects decreed
by Sisi and implemented by the military, as the cost of economic capital exceeds its return.
Much of this investment represents dead capital, imposing a long-term financial drain and
making it harder to pull back and follow a different approach in the future. Four years after
it was launched, for example, the new administrative capital is struggling to raise the $58
billion it needs and has seen major foreign investors pull out.”
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The military’s central political role since 2011, and especially since the takeover of power in
2013, has made it an enabler of this economic approach. Its empowerment under Sisi may
moreover be taking it to the point where it can no longer be extricated from the economy.
In addition to the impacts on the national economy, this has major implications for pri-
vate sector development. While the military’s managerial role in public works and housing
projects since 2013 has drawn admiration domestically—including from the private sector
firms subcontracted to do the actual work—its expansion into new sectors has prompted
accusations of predatory economic behavior. Military entry into sectors such as steel and
cement that are both oversaturated and almost fully supplied by private sector compa-
nies turns military agencies into direct competi-

tors, for example, while elbowing aside struggling .
state-owned companies already operating in these The military makes good

sectors, rather than salvaging and making them engineers, but bad industrialists

more profitable. Furthermore, the fact that this and even worse economists
entry is linked to providing the needs of military-

managed public construction, the overall volume

of which is already declining as projects are completed or government funding and foreign
investment runs out, threatens to leave the military with additional stranded assets in the
form of excessive manufacturing capacity. The military makes good engineers, but bad in-
dustrialists and even worse economists.

Whatever drives policymaking by the country’s political leadership and top military com-
mand, it provides a context for predation at lower levels of the military economy. The
Egyptian state’s complex, indeed labyrinthine legal, regulatory, and administrative system
allows considerable discretion and extensive opportunity for insider information-sharing
and profiteering, rent-seeking, and capture of informal income streams. The dramatic ex-
pansion in scope and scale of the military economy since 2013 may have been intended to
serve the president’s political agenda, but it builds on modes of doing business established
over the preceding thirty years at least, if not the six and a half decades since the start of
the Nasser era. Officer networks have followed in the wake of formal military agencies to
muscle into a widening range of sectors, sometimes operating through family members to
set up private companies as fronts with the goal of capturing contracts (or winning them in
order to sell them on at a profit). This may also help to explain the military’s marked ten-
dency to favor small or medium companies, often unknown, with public works contracts
for which they lack the skill and capacity.

The relationship between the formal and informal spheres of the military economy is, for
the most part, mutually beneficial. But their complementarity is mostly self-serving rather
than adding value to public finances or to the wider economy. Distinguishing the two
spheres is nonetheless necessary if they are ever to be prised apart, should the political will
to do so materialize. In theory at least, so long as the overall driving forces of the military
economy cannot be reduced to predation alone, it should be possible to dismantle and
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divest those parts of it that do not relate specifically to providing defense needs. But its evo-
lution since 2013 may result in a qualitative transformation—not just a quantitative, linear
increase—making it ever harder to dislodge the opportunistic accretions that accumulate
and deepen with every passing year. The 2019 constitutional amendment empowering the
military to step in when it deems necessary to “protect the constitution and democracy, and
safeguard the basic components of the State and its civilian nature, and the people’s gains,
and individual rights and freedoms” effectively ensures that its formal economic role and
informal extensions also cannot be challenged—unless it decides to do so itself.*

RESEARCH CHALLENGES

Researching the Egyptian military economy presents challenges. Financial opacity and
poor quality of data complicate estimating important economic indicators such as GDD,
while the steady depreciation of the Egyptian pound, which slumped by 200 percent in
November 2016, makes it difficult to convert into a U.S. dollar value. (Conversions offered
in this report are based on current rather than constant or real dollar rates for the dates
indicated. They should be taken as merely indicative, especially when relating to periods of
major exchange rate fluctuations.) Besides these problems, compiling and fact-checking is
complicated by the very vastness of the state apparatus, which has a complex structure com-
prising 295 so-called units and 2,449 administrative entities.”” At times, government bodies
and information agencies themselves appear confused about not only the proper name of
certain units, but even which ministry or public authority they belong to. And when media
cite military officials speaking about economic activity, they often use terms interchange-
ably that in fact have distinct meanings—such as output or production and turnover—or

confuse these with net income or profit.

But while the military establishment does not publish its financial books, it is not coy
about its economic activity. Quite the opposite, officials are keen to tout supposed achieve-
ments. Consequently, this report relies mainly on open-source material, much of it pri-
mary: military company websites, the official gazette, business registers, and statements by
officials and officers carried in progovernment media. This allowed listing, for example, of
all general economic and national authorities, state-owned companies, and privatized for-
mer public sector companies with retired EAF officers on their boards of directors, shedding
light on their preferred areas of concentration and influence. Qualitative assessment and
mapping of informal practices is backed by interviews conducted from 2008 to 2019 with
several dozen Egyptians—retired EAF officers, cabinet ministers, representatives, business-
men, economists, journalists, researchers, and activists—and with an additional number of
non-Egyptians—foreign diplomats, international financial officials, defense personnel, and
analysts. Their names have been withheld for their protection. Taken together, these vari-
ous sources provide numerous data points from which relationships and the direction of
resource flows can be inferred and an overall picture drawn.

14 OWNERS OF THE REPUBLIC | SAYIGH



NOTES

1

10

11

12

13

This is also the view of various analysts, including Mohamed Brik, “The Legal Framework
of Civil-Military Relations in Egypt After January 2011,” draft chapter, 29, October 2015,
viewed with permission.

“Exclusion and Informality: The Praetorian Politics of Land Management in Cairo, Egypt,”
International Journal of Urban and Regional Research 37, no. 5 (2013): 5,
hteps://bit.ly/2IMKcV U.

This sentiment is expressed, for example, by a former cabinet minister regarding Sisi.
Anonymized interview by the Author. Then head of the EAF Engineering Authority Major
General Kamel al-Wazir quoted the same sentiment by big businessman Naguib Sawiris, cited
in: Hani Abdelrahman, “Al-Wazeer: The President Instructed Us to Build a Steel Factory to
Prevent Monopoly,” al-Masry al-Youm, April 9, 2016, https://bit.ly/2kHo9jk.

Cited in Janet McBride and Michael Georgy, “Special Report: From War Room to Boardroom.
Military Firms Flourish in Sisi’s Egypt,” Reuters, May 16, 2018, https://reut.rs/21QxqFM.

Political scientist and Egypt expert Robert Springborg describes Sisi’s “delegative” approach

in Robert Springborg, “Egyptian Parliamentary Elections Are Just a Sideshow in the Sissi
Regime,” Washington Post, October 9, 2015, https://wapo.st/2kwsGFm.

Yezid Sayigh, “Above the State: The Officers’ Republic in Egypt,” Carnegiec Middle East Center,
August 2012, https://bit.ly/2mbb4z3.

Cited by Wael Gamal, “The [Military] Council: Our Projects Are the Sweat [of the Brow] of
the Defense Ministry, and We Will Not Permit the State to Interfere in Them,” Shorouk News,
March 27, 2012, http://bit.ly/2n7rFP.

Most prominent are Zeinab Abul-Magd’s excellent Militarizing the Nation: The Army, Business,
and Revolution in Egypt (Columbia: Columbia University Press, 2018); and Zeinab Abul-Magd,
“Egypt’s Adaptable Officers: Business, Nationalism, and Discontent,” in Elke Grawert and
Zeinab Abul-Magd (eds), Businessmen in Arms: How the Military and Other Armed Groups
Profit in the MENA Region (Rowman & Littlefield Publishers, 2016). Other useful studies with
a narrower focus include Jessica Noll, Egypt’s Armed Forces Cement Economic Power Military
Business Expansion Impedes Structural Reforms, SWP Comments 5, February 2017,
hteps://bit.ly/2040Rpp.

Ali Abdelaty, “UPDATE 1-Egypt’s Sisi Says Military Economy Just 1-1.5 Pct of GDP,” Reuters,
October 26, 2016, hteps://bit.ly/2md5ah0; and “Egypt’s Sisi Says Military Accounts for 1.5-2
Percent of Economy,” Reuters, December 24, 2016, https://reut.rs/2kt QREL

IMF figure from “Egypt: IMF Executive Board Completes Third Review Under the Extended
Fund Facility (EFF),” International Monetary Fund, July 2, 2018, https://bit.ly/21Keskq.

The Central Bank of Egypt gave GDP as EP2.709 trillion. Calculated from the CBE Annual
Report for 2015/2016, https://bit.ly/2kJ9YdB.

As noted by Robert Springborg and Clement Henry, Globalization and the Politics of
Development in the Middle East (Cambridge University Press, 2nd edition, 2010), 151 and 154.
Yezid Sayigh, “Above the State: The Officers’ Republic in Egypt,” Carnegiec Middle East Center,
August 2012, https://bit.ly/2mbb4z3.

Estimate from World Bank, “Egypt: Public Land Management Strategy,” Report No. 36520,
Vol. I: Policy Note June 15, 2006, hteps:/bit.ly/2kGOP5m.

CARNEGIE MIDDLE EAST CENTER 15



14

15

16

17

18

19
20

21

22

23

24

25

26

27

16

Minister of State for Military Production Major General Mohamed al-Assar cited in “Minister
of Military Production: We Target EP12 Billion in Sales in 2018,” Dostor, March 5, 2018,
hteps://bit.ly/2kIMsx9; and Mohamed Youssef, “Minister of Military Production: We Achieved
EP 8.9bn in Sales in 2017,” al-Watan, March 5, 2018, https://bit.ly/2kid2gC. MOMP
spokesperson Major General Amro Fuad cited in Tarek Shaltout, “Assar Speaking on Military
Production Day: We Strongly Participate in Most National and Developmental Projects,”
al-Mogaz, October 24, 2016, https://bit.ly/2kG1eF3; and in Karim El Khatib, “Military
Production in 2016,” Sada al-Balad, December 30, 2016, hteps://bit.ly/21KhvZU.

Hambdy Mobarez, “Military Production Minister: We Target EP 12bn in Sales in 2018,”
al-Alam al-Youm, March 5, 2018, https://bit.ly/2kG2s37.

Indeed, Timothy Mitchell sees this bias as a defining feature of Egyptian state administrators
since the turn of the twentieth century. Rule of Experts: Egypt, Techno-Politics, Modernity
(Berkeley, CA: University of California Press, 2002).

John Waterbury applied the term “edifice complex” coined by Ichman to Nasser and Aziz
Sidqi, prime minister in 1972-1973 who was nicknamed the “father of Egyptian industry.”
John Waterbury, 7he Egypt of Nasser and Sadat (Princeton, NJ: Princeton University Press,
1983), 81.

“World Bank Group to Extend Current Strategy in Egypt to Maintain Momentum on
Reforms,” World Bank press release, April 30, 2019, https://bit.ly/32SBTZd.

Ayesha Siddiqa, Military Inc.: Inside Pakistan’s Military Economy (London: Pluto Press, 2007), 239.

Ismet Akga, Military-Economic Structure in Turkey: Present Situation, Problems, and Solutions
(Istanbul: Tesev, July 2010), https://bit.ly/2rdvSFa; and Firat Demir, “Militarization of the
Market and Rent-Seeking Coalitions in Turkey,” Development and Change 36, no. 4 (2005):
667-690.

“EGYPT: Enabling Private Investment and Commercial Financing in Infrastructure,”
International Bank for Reconstruction and Development, World Bank, 2018,
hetps://bit.ly/2k G8YHS.

Figures for eternal debt and percentage of GDP from “Egypt External Debt,” CEIC Data,
accessed October 28, 2019, https://bit.ly/2]JojhZs; and Hossam Mounir, “Egypt’s External Debt
Reaches 35.1% of GDP at End-2018, but Still Within Safe Limits: CBE,” Daily News Egypt,
August 1, 2019, https:/bit.ly/2Pndzed. Figures for government domestic debt and percentage
of GDP from “Domestic Debt Reaches LE4.2T by End of March,” Egypt Today, September

12, 2019, https://bit.ly/349LDyL; and Garbis Iradian, “Egypt: Resilient Against External
Headwinds, but Challenges Remain,” The Institute of International Finance, August 19, 2019,
heeps://bit.ly/2pS8EaD.

“Egypt- National Projects Most Likely to Capture Bank Financing, Foreign Loans,”

Daily News Egypt, May 23, 2019, https://bit.ly/2kHvejU.

Stephan Roll and Luca Miehe, “Egypt Engulfed by Militarism,” Mediterranean Yearbook 2019,
IEMed, 3, https://bit.ly/2Z0udlv.

According to Major General Ahmed Zaki al-Abdin, head of the New Administrative

Capital Company for Urban Development. Cited in Aidan Lewis and Mohamed Abdellah,
“Egypt’s New Desert Capital Faces Delays as It Battles for Funds,” Reuters, May 13, 2019,
heeps://bit.ly/2m8gEIH.

See “Egypt: Constitutional Amendments Entrench Repression,” Human Rights Watch,

April 20, 2019, https://bit.ly/2Xo0eE68.

“New Vision for Administrative Reform in Egypt,” Ministry of Planning, May 4, 2015, slide 2,
heeps://bit.ly/21QzWvK.

OWNERS OF THE REPUBLIC | SAYIGH



CHAPTER 1

ENABLING THE MILITARY ECONOMY

UNDERPINNING THE ENTIRE MILITARY economy is the ability of the Egyptian
Armed Forces to leverage its official primary role in defending the nation and the formal
and informal powers it wields within the Egyptian state. These are anchored in laws and
their implementing regulations, presidential decrees, and other instruments that empower
the Ministry of Defense and its afhliated agencies (including the EAF and its various de-
partments), Ministry of Military Production, and the autonomous Arab Organization for
Industrialization to engage in diverse forms of economic activity outside the specific, nar-
rower sphere of defense production. This legal and regulatory framework imbues military
economic actors with three critical advantages: legal permissibility, discretionary powers,
and lack of transparency.

The gray area between what the legal framework explicitly authorizes and what it does
not expressly prohibit has allowed new forms and avenues of commercial activity that are
blatantly self-serving yet not strictly illegal. But the legal veneer of permissibility—behav-
ior that is “undesirable but legally permitted,” to borrow a phrase from interpretations of
Islamic jurisprudence—has eroded severely over time, leading to substantial encroachment
on public and private assets and to frankly illegal practices. At the same time, the military
has colluded with others in the governing bureaucratic constellation, of which it is a part,
to promulgate legal instruments or administrative regulations (such as nontariff barriers
to trade) with the specific purpose of circumventing domestic laws or international trade
agreements that threaten to constrain it, while remaining formally within the law.



The defense sector—broadly comprising all the military agencies listed above—moreover
exercises very considerable discretionary powers. Over the past four decades it has acquired,
and in some instances appropriated, the right to award commercial contracts, make sub-
stantial investments, and “gift” funds or other assets—such as land, bridges and highways,
and food—to other state bodies, quasi-governmental organizations, and the general public,
without requiring prior approval or subsequent ratification from any external authority.
Nor do military agencies have to coordinate with any state body responsible for economic
planning or management when designing or implementing their own trade, production,
and investment strategies; forming business partnerships; or disposing of the proceeds.

The defense sector’s ability to veil its activities in the name of national security has exacer-
bated the opacity of information about financial transactions that is typical of many state in-
stitutions in Egypt, and which accounts for its poor ranking in Transparency International’s
Corruption Perceptions Index, which worsened to 105 out of 180 countries in 2018 (from
94 in 2014)." But the lack of transparency has played an enabling role in the evolution of
the military economy that is particularly perverse. The formal military economic sector
may make claims about its efficiency in comparison to civilian or private competitors, but
such claims cannot be independently corroborated or challenged. This opacity has also
contributed to an environment in which insider trading, diversion of state resources, and
racketeering can take place.

These trends have accelerated thanks to the assurance of impunity. The bulk of the formal
military economic sector does not fall within the remit of Egypt’s audit and anticorruption
agencies, whether de jure or de facto. Indeed, the most powerful of these agencies—the
Administrative Monitoring Authority—is headed and heavily staffed by EAF officers—
some retired but mostly still in active service—ensuring an additional layer of protection
from inspection. A legislative decree issued by the ruling Supreme Council of the Armed
Forces in May 2011 moreover transferred the authority to determine whether EAF ofhicers
accused of illicit gains should be tried in military or civilian courts to MOD prosecutors,
even if the suspects had left service. Coming against a backdrop of neoliberal econom-
ics and crony privatization since the early 2000s that have opened up new opportunities
for well-positioned actors, the outcome has been both a sharp acceleration and qualitative
transformation of the military economy.

REPRODUCING EGYPT'S RENTIER SYSTEM:
THE HISTORICAL TRAJECTORY

Egyptian defense officials have cited various justifications for military involvement in the
civilian economy. They stress the need to utilize spare capacity in the defense industry, and
above all repeatedly insist that military companies and EAF agencies are able to deliver
products and services (especially construction) at lower cost, break market monopolies in
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certain commodities, and contribute directly to socioeconomic development and trade.
But although the contribution to providing public infrastructure and jobs is real, the rest
of these claims are largely false and depend on several sleights of hand in how costs and
benefits are calculated.

Instead, the military economy’s primary
mode is rentier. It replicates the regime The military economy’s primary

logic of utilizi bli to ap- . . .
oglc OF UHIZING PUBTIC TESOUTees 10 8~ mode is rentier. It replicates
centrated in the public sector and state the regime logic of utilizing
institutions—while seeking rent income  public resources to appease key
for itself. Contrary to the suggestion that constituencies—heavily concentrated
sound economic or commercial thinking . .
. 1 in the public sector and state
has driven it at any stage, the military T ) i
economy has in fact evolved principally institutions—while seeking rent
by capturing income streams generated income for itself.

pease key constituencies—heavily con-

by its privileged access to state-controlled
funds and assets and to public contracts.
Along with both public and private sector civilian counterparts, military institutional actors
and interest groups have seized the opportunities opened up by major political develop-
ments in Egypts international and domestic environments to consolidate and expand their
structural advantage within the economy.

The trajectory of the military economy bears this out. Egypt’s modern defense industry was
built under then president Gamal Abdel Nasser in the 1950s and 1960s, in the dual context
of the conflict with Israel and of an era when economic nationalism and import substituting
industrialization strategies were popular among developing countries. This was also a period
in which the EAF officers were called on to assume managerial roles in the state bureau-
cracy, partly to provide technical skills and reduce the nascent republican regime’s reliance
on the civil service it had inherited from the monarchy. The defense industry’s foray into
civilian production starting in the late 1950s proved a failure, however, and the military
did not become involved, as an institution, in public works and the civilian economy up to
Nasser’s death in 1970.

The presidency of Nasser’s successor, Anwar Sadat, was initially marked by his struggle to
contain and dismantle hostile factions in the armed forces and security services. But this
gave way in the second half of the 1970s to reducing Egypt’s defense burden, resolving its
perennial shortage of capital, and demilitarizing domestic politics and government. This
reorientation moreover unfolded amid a strategic reorientation of military and economic
ties away from the Soviet Union, toward the West, and the peace process with Israel.
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These priorities shaped the military economy. In 1975, Sadat launched the AOI, a com-
mercial military enterprise funded by Saudi Arabia, Qatar, and the United Arab Emirates,
as a means of drawing significant investments to Egypt and making the country a regional
industrial hub. Four years later, the peace treaty with Israel allowed significant reductions
in the armed forces and defense budget. The EAF led reconstruction and rehabilitation of
urban centers and infrastructure in the Suez Canal zone, funded partly by international as-
sistance, positioning it to assert de facto claims to economic assets and activities there sub-
sequently. The MOD was authorized to produce the EAF’s basic needs of food, noncombat
equipment, and services, for which purpose Sadat established several economic agencies.
From placating the EAF officer corps in the wake of the Camp David Accords with Israel,
the focus of economic activity shifted to ensuring their living standards at a time of budget-
ary constraints.

By one estimate, defense spending had already been reduced from 16 percent of GDP in
1970 to 9 percent in 1978, so further cuts were largely nominal, achieved mainly by moving
select expenditures off government books.’> But they set the stage for the rise and diversifica-
tion of a parallel military economy under Hosni Mubarak, who assumed the presidency in
1981. Over the next thirty years, the military economy underwent three distinct phases,
each shaped by similar convergences of political and economic factors and equally depen-
dent on the sector’s status as an enclave enjoying state protection.

In the first decade, Mubarak endorsed the MOD’s self-supporting approach as a means
of securing political influence within a restive officer corps while shifting defense costs at
a time of deepening financial austerity. U.S. economic aid of $250 million annually and
other Western credit lines did not compensate fully for the cessation of official Arab bud-
getary assistance and development loans in 1978 or for declining revenue from petroleum
exports as global oil prices dropped sharply during the 1980s.* Pressure from international
financial institutions to reduce the defense budget inadvertently encouraged the growth
of a largely off-budget military economy. So did the behind-the-scenes contest for power
between Mubarak and then defense minister Field Marshall Abdul-Halim Abu-Ghazalah,
who used military production of civilian goods and services and the proceeds from export-
ing surplus weapons and ammunition to Iraq during its war with Iran to cement his own

standing within the EAF and with the general public.

The MOD invested in food production, constructed housing and infrastructure, leased
state-owned facilities placed under its authority (such as ports in the Suez Canal zone), and
leveraged its control of military zones around the capital and other cities to acquire a finan-
cial return on approving the use of land for state-funded projects. Notably, military entry
into food sectors such as macaroni, dairy, or bottled water mimicked the behavior of the
large numbers of so-called infitah companies that had appeared in response to the economic
liberalization policy introduced by Sadat in the previous decade. The military’s market share
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was probably much smaller than commonly assumed, therefore, and it was almost certainly
leasing and land use licensing that provided the MOD with seed capital for expansion in
the next stage.’

MubaraK’s dismissal of Abu-Ghazalah in 1989 marked a second phase, centered on a simple
trade-off: the military could increase its economic engagement in return for staying out of
politics. Mubarak had been compelled in 1986 to rely on the EAF to quell a rebellion by
the Central Security Forces—a large paramilitary organization attached to the Ministry
of Interior (MOI)—thus empowering Abu-Ghazalah. To confront the growing jihadi in-
surgency in the 1990s, in contrast, the president relied chiefly on the police and internal
security agencies. He increased the Ministry of Interior’s manpower and budget at a rate far
exceeding the MOD’s, and assigned the MOI's State Security Investigations department to
monitor EAF officers and influence their promotion.°

Abu-Ghazalah’s successor as minister of defense, Colonel General Youssef Sabri Abu-Taleb,
curbed the military economy’s expansion.” His tenure only lasted two years, but Field
Marshall Mohamed Hussein Tantawi, who succeeded him in 1991, proved fully compli-
ant with Mubarak’s goal of marginalizing the military politically. The new defense minister
oversaw a veritable mushrooming of the officers’ republic as he worked to co-opt the senior
officer corps: during his tenure, which was to last an unprecedented twenty years, it became
standard for EAF retirees to move into posts in the state bureaucracy and public sector
companies, often in sectors related to those they had served in (such as aviation or maritime
transport), which literally became sinecures of those branches of the EAE

The timing was propitious. The partial write-off of Egypts $50 billion debt to Western
countries in return for its support for the U.S.-led intervention in the 1990-1991 Gulf
crisis eased budgetary pressures on the government, while the simultaneous launch of a
sweeping privatization program of state-owned companies also increased revenues. This
allowed the transformation of military-owned defense companies and factories into pub-
lic businesses governed by commercial rules and regulations, effectively privatizing profits
while socializing losses. These and other military agencies diversified their activities and
business partners over the next decade, but there is little evidence that their overall turnover
or percentage of GDP grew dramatically in this period—although both presumably grew in
tandem. The more important consequence of this economic reorientation was that it helped
expand the military’s share of public works contracts and replicate the pattern of real estate
speculation and insider trading that characterized the wider economy, in effect serving the
officers’ republic more than the formal military economy.

Resumption of the privatization program in the 2000s signaled a third phase, offering the
military an opportunity to extend further into the civilian economy. It did so partly by
acquiring a few failing state-owned companies or establishing new military companies,
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but also by seeking partnerships and joint ventures with Egyptian and foreign private busi-
nesses. Nonetheless, although the military was able to consolidate its economic enclave,
this was not a period of unbridled growth. The formal military economy remained heavily
reliant on MOD management of public works such as land reclamation and construction of
new cities. Instead it was crony businessmen close to Mubarak, his son Gamal, and the rul-
ing National Democratic Party who reaped the principal benefits of privatization, capturing
market share in important economic sectors and overshadowing the military as the source
of political connections sought by both public and private companies to win contracts. This
loss of influence was a factor in the military’s discomfort with, and at times open opposi-
tion to, privatization of key state assets and the grooming of Gamal Mubarak to succeed his
father, setting the stage for its siding against him during the 2011 uprising.

A brief interregnum followed Mubarak’s ouster in February 2011. The Supreme Council of
the Armed Forces, which assumed the president’s powers, appeared not to have clear plans
for expanding the military economy, but revealed its determination to preserve what it al-
ready had, which it regarded as necessary for meeting the needs both of the EAF as a whole
and of its officers and enlisted personnel. This was the blunt gist of the statement by the
assistant defense minister for finance and SCAF member in April 2012, that the military
would not allow anyone “to interfere with EAF ventures.”® Just how far the military would
go to defend its stake was highlighted in spring 2013 when the MOD publicly compelled
then president Mohamed Morsi (elected in 2012) to abandon his plans to place develop-
ment of the Suez Canal zone, which the military saw as its exclusive economic preserve,
under a new civilian body attached to the presidency.

This open challenge came mere months before the EAF ousted Morsi in July 2013. Having
toyed with a succession of constitutional amendments enshrining its budgetary and op-
erational autonomy from any civilian authority, the EAF now assumed a position of com-
plete power and unbridled opportunity. If the 2011 revolution had seemed momentarily
to threaten the protected status of the military economy, any remaining constraints on it
were in fact removed. Under Sisi, who was elected president in May 2014, the military has
emerged as a principal economic broker and manager.
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FIGURE 2

Timeline of the Evolution of the Military Economy Since the 1950s

1952
The Free Officers Movement overthrows the monarchy,
establishes the republic in 1953

1954
The Ministry of Military Production is established

1956

Gamal Abdel Nasser's presidency begins

1961
July So-called socialist decrees issued, nationalizing private
companies and assets

Then defense minister Abdel Hakim Amer appointed to head the
Higher Council for Public Enterprises of an Economic Character

1963
Egyptian military intervenes in Yemen's civil war
(which ends in 1967)

1964
The Administrative Monitoring Authority is established

1965
An EAF officer is appointed to head all major land reclamation
schemes

1967
Six-Day War

1970

Anwar Sadat’s presidency begins

1973
October Yom Kippur War

1974
Start of infitah policy (economic “opening up”)

1975
The Arab Organization for Industrialization is established
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(Amanda Hsu Perkins / Alamy Stock Photo)

1978

Camp David Accords signed with Israel; the EAF takes a lead
role in reconstruction and rehabilitation of urban centers and
infrastructure in the Suez Canal zone

1979
Peace treaty signed with Israel; annual U.S. economic and
military assistance starts

The National Service Projects Organization is established

1981

Lieutenant General Abdul-Halim Abu-Ghazalah appointed
minister of defense, plays a major role expanding the military
economy in the 1980s

The General Services Agency is established
The EAF's Land Projects Agency is established

Hosni Mubarak’s presidency begins

1983
MOMP subsidiaries reclassified as public sector companies

1984
The National Authority for Military Production is established

1985
Creation of “civilian construction brigades” under the MOD
(comprising EAF conscripts)

1991

Launch of privatization under the Economic Reform and
Structural Transformation Program; military-owned
defense companies and factories become public businesses
governed by commercial rules and regulations

Lieutenant General Mohamed Hussein Tantawi appointed
minister of defense, oversees the expansion of the officers’
republic

1994
Founding Arab partners relinquish their shares in AOI,
leaving it wholly owned by Egypt

2003

The Maritime Industries and Services Agency (under the
MOD) is established; the agency receives control of Egyptian
Ship Building and Repair Company and Alexandria Shipyard
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2004
Privatization program relaunched under government of then
prime minister Ahmed Nazif

2011
Amid a general uprising, Mubarak is ousted, and the Supreme
Council of the Armed Forces assumes the president’s powers

2012
June Mohamed Morsi's presidency begins

2013
March-May The MOD and Morsi clash over economic
development of Suez Canal zone

July The EAF overthrows Morsi, and Adly Mansour named
interim president

September Start of massive increase in major public works
and procurement contracts managed by military agencies

2014
May Abdel Fattah el-Sisi's presidency begins

August The MOD launches Suez Canal expansion

2015
March The MOD launches new administrative capital
project

November Inauguration of Suez Economic Development
Corridor program

November The EAF's Land Projects Agency authorized to
form joint ventures with Egyptian and foreign companies,
and to use military-designated land as equity

2016

February The Administrative Capital Urban Development
Company is made a public limited company (owned by the
Land Projects Agency, NUCA, and NSPO)

2017

Administrative Monitoring Authority’s jurisdiction is
explicitly limited to civilian individuals and bodies, effectively
excluding the military

2018
December Egypt Defense Expo held for the first time
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THE LEGAL FRAMEWORK

The enabling legal framework of the military economy has evolved continuously under the
successive presidential administrations that have governed Egypt since the Free Officers
seized power in 1952. The foundations were laid in the Nasser era, during which the mili-
tary was exempted from paying taxes, fees, and duties and shielded from government regu-
lations on procurement and other aspects of financial management and reporting required
of the rest of the public sector. Later amendments under the Sadat, Mubarak, and Sisi
presidencies reaffirmed or expanded these exemptions; reinforced the military’s autonomy;,
discretionary powers, and exception from divulging information to civilian authorities or
submitting to external audit in relation to its about its finances; broadened its control of
public assets such as land; and generally widened the scope of its economic and commercial
activity.

The special status of the military was
The foundations for the military ~ confirmed shortly before Nasser became

economy were laid in the Nasser president of the republic in 1956. Decree

. . . 263 of 1956, which he issued while still
era, during which the military was prime minister, exempted the military’s

exempted from taxes, fees, and  “secret stores” from inspection by the
duties and shielded from state’s central Accounting Department

. (Diwan al-Mubasabah) and the Ministry of
regulations on procurement and )

] . Finance and Economy, empowering the

financial management  \OD o undertake this role and report

and reporting.  on its findings to them instead.” This was

probably the basis for the exclusion of all
military agencies and assets from civilian
monitoring and audit ever since. Law 204 of 1957 next exempted the MOD and its as-
sociated entities—chiefly the EAF at the time—from “taxes and fees and financial regula-
tions and laws amending them” in relation to armaments contracts and customs duties on
imports.'® Although significant numbers of EAF officers were appointed to senior posts in
the state bureaucracy—1,500 of them in 1954-1962, by the estimate of Egyptian sociolo-
gist Anouar Abdel-Malek—the military had not yet come to play a direct, formal role as
an institution in the national economy."" Indeed, the MOMP, which was set up in 1954,
performed so poorly that it was abolished in 1969.

The real impetus for the development of the formal military economy and its legal frame-
work came under Sadat, albeit in distinct stages. The new constitution of 1971 gave the
president authority to oversee and approve defense contracts, which was expanded in Law
29 of 1972 to include arms imports and related defense allocations (subject to ratifica-
tion by parliament) and the additional power to authorize spending beyond the approved
budget.'? Sadat later used Law 29 to extend his presidential prerogatives in other ways.
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The revised Armed Forces Retirement, Social Security, and Pensions Law 90 of 1975, for
example, drew on the president’s powers under Law 29 to prevent EAF personnel who took
civilian jobs from receiving their military pensions at the same time as their new salaries. (In
1995, nearly fourteen years after his death, the Constitutional Court ruled that Sadat’s use
of Law 29 to modify this provision of Law 90 had been unconstitutional. But the law and
the provision both stood."?) And in 1980, Sadat ended the exemption of the quasi-military
AOI from applying this provision of Law 90 to the retired EAF personnel it employed.'* In
Law 146 of 1981, he again claimed Law 29 as the basis for expanding his powers of over-
sight and approval to include defense exports.

The preceding laws did not relate to the military economy directly, but they established a
pattern of presidential prerogative and intervention that set it on an upward trend in the
second half of Sadat’s presidency and laid the basis for its accelerated expansion under his
successor, Mubarak. Sadat had reinstituted the MOMP in 1971, but it remained largely
dormant, and so the announcement of the AOI in 1975 represented the first significant step
in building up the military economy. The AOI was in fact an anomaly: Law 12 established
it not as an Egyptian company but as an “international organization,” because it had been
set up in partnership with several Gulf states.”” Consequently, it was governed by its own
bylaws rather than government regulations. But Sadat moved formal military agencies in
the same direction. He had already relieved them of other, lesser fees, such as the so-called
jihad tax levied under Law 117 of 1973, to support the national defense burden. He later
extended the MOD’s exemption from paying customs duties under Law 204 of 1957 to
both the MOMP and the AOI. And when he established the National Service Projects
Organization (NSPO) in 1979, he empowered it to regulate itself independently of the
Ministries of Defense and Finance and freed it from complying with government regula-
tions on procurement, accounting, and auditing.

Most important, however, was the legal
foundation that Sadat laid for the mili- ~ The Mubarak era expanded

tary’s formal control of the use of state 444 prerogatives and trends

land, which has proved to be one of its . .
foremost assets. Law 38 of 1977 had al- established under Sadat, putting

ready required tourism agencies to obtain the military economy on an

MOD permission in order to operate in  gccelerated growth path.

border areas, which included the country’s

coasts, a principal tourist destination.'

Presidential Decree 143 of 1981 expanded this requirement to include all “desert land,” that
is, any area not previously registered in cadastral surveys as zimam—owned by legal persons
or entities, public or private, and subject to real estate tax.'” This encompassed an estimated
90-95 percent of Egypt’s total surface area, thereby expanding the military’s potential eco-
nomic benefits significantly. Sadat followed this up with Law 531 of 1981 establishing the
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EAF Land Projects Agency, which was allowed to generate income from military real estate,
much of which lay in desert and border areas.'®

The Mubarak era expanded the prerogatives and trends established under Sadat, putting the
military economy on an accelerated growth path. Law 186 of 1986 extended the customs
exemption in Law 204 of 1957 to include all imports of equipment, transport vehicles,
medicine, and other noncombat items, in addition to arms.'” Since then, in fact, all com-
modities imported by military agencies are exempt from duties, including food intended
for sale in civilian markets. Law 11 of 1991 also exempted the MOD and all its affiliate
branches and agencies from the sales tax, an exemption that was extended in Law 17 of
2001 to all the commanders of all EAF branches, departments, agencies, and funds, as
well as to companies belonging to the AOI and MOMP.?® All exemptions were routinely
renewed, moreover; the exemption from customs duties was reaffirmed in Law 91 of 2005,
for example, and all EAF facilities that offer commercial services (hotels, clubs, hospitals
and clinics, cinemas, and supermarkets) were exempted from the real estate tax levied under
Law 196 of 2008.*

In parallel, MOMP companies were reclassified in 1991 in accordance with Public Sector
and Companies Law 97 of 1983, which provided for the formation of joint stock compa-
nies.”? Two years later, the Council of Ministers decreed that MOMP companies would
be relieved of the costs of defense production, which would instead be borne by the state
treasury. (In theory, at least, this decree did not apply to their civilian production, but in
practice the distinction does not appear to have been enforced, if annual accounts released
in 2011 are a guide to their accounting practices.) In the meantime, cargo destined for
military firms was additionally exempted from inspection at the country’s ports of entry.
Possibly at this time also, MOMP companies were allowed to defer budgetary surpluses,
that is, carry them forward to the next accounting year; these were deposited in “special
funds” that they subsequently retained as disposable capital.

These legal developments reinforced the military’s special corporate status and prepared the
ground for its economic expansion. But two stood out in particular: Law 89 of 1998 on
bids and tenders, and the series of laws granting extensive military control over state land
culminating in Presidential Decree 152 of 2001 designating “strategic areas of military im-
portance in desert land.”

In the first instance, Egypt is a member of the World Trade Organization, but is not party
to its Government Procurement Agreement.” This explains the significance of Law 89,
which awarded government ministries and agencies extensive power to award contracts
up to a certain value and within specific domains by what is commonly known as “direct
order”—that is, on a no-bid, noncompetitive basis. Crucially, the law conferred the same
power on the MOD and MOMP?* Consequently, all parts of the formal military economy
can follow what is variously termed “limited bidding,” “local bidding,” “limited practice,”
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or “direct agreement” with contractors, and may delegate these powers in relation to any
contract or activity falling within their remit without being subject to thresholds on the
contract’s value.

Military authority over state land was formally expanded in 1988, when a prime ministe-
rial decree required the Ministries of Agriculture and Land Reclamation; Housing, Utilities
and Urban Development; and Tourism to obtain MOD permission to operate in areas it
deemed of military importance.”” Law 7 of 1991 consolidated and updated this authority,
by requiring newly established general economic authorities also to coordinate their planned
land uses and zoning with the MOD, and granted the president the additional power to de-
lineate desert areas as strategic and of military importance.”® Law 5 of 1996 did not relate to
the military, but in empowering the president to set the rules and procedures governing the
disposal of state land to investors for free or at nominal rent, it set the stage for the rampant
speculation in real estate that was to follow, in which the military also engaged.”

The most significant development, however, came in Presidential Decree 152 of 2001,
which empowered the president to designate “strategic areas of military importance in des-
ert land.”*® This set out criteria that had to be met by any civilian agency or person seek-
ing to undertake construction or other activitcy—whether over or under the ground, along
roads, or off the shores of seas and lakes—within the vicinity of military installations.”” In
effect, the decree granted the MOD discretion to designate land for commercial use.* The
location of strategic areas was to be determined by the MOD, which would also specify the
distances to be maintained from their perimeters by new civilian construction, the permis-
sible heights of structures built in the vicinity, and the technical specifications for waste-
producing activities (solid, gaseous, or efluent) undertaken nearby.’' This was immediately
followed by Presidential Decree 153 setting up the National Center for Planning State Land
Uses, which sought to inventory and govern use of all state land, in coordination with the
Military Survey Department; an MOD representative sat on the new center’s board, whose
head was moreover to be approved by the ministry and has often been a retired EAF officer.*

Notably, these various laws coincided with the partial privatization process that Egypt un-
derwent in stages between 1991 and 2009, and with sharp parallel increases in real estate
speculation and corruption. The award of contracts by direct order underpins the ability of
military companies to sell products of inferior quality or at inflated prices to government
agencies, and enables the military to award contracts for government-funded projects they
manage to favored private contractors (or those willing to pay hefty bribes, as numerous
interviews conducted for this report confirm). A former member of the short-lived gov-
ernment of prime minister Hesham Qandil (2012-2013) later claimed, for instance, that
senior ofhicials in his ministry had ordered its procurement department to pay a defense in-
dustry company 400 million Egyptian pounds (then approximately $63 million) for mobile
phones worth some 50 million Egyptian pounds on the open market.?
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Similarly, the MOD has used its effective veto power over the use of state land and physical
access to zones containing exploitable natural resources to exact licensing fees and under-
the-table payments—neither of which can be quantified, but which must be considerable—
from both private investors and government agencies such as the Ministries of Housing
and Transport, which depend heavily on access to state land. Senior officials including the
assistant defense minister for financial affairs have repeatedly claimed that the MOD merely
seeks compensation for military facilities that must be dismantled or moved or for ceding
land designated for military use. But such designations are always asserted ex post facto, and
cannot be substantiated as the maps they are based on are kept secret. The MOD heads a
“hierarchy of de jure control over unallocated public land,” as a World Bank report noted in
2006.* Obtaining military clearance for land use applications could take more than a year,
creating a powerful incentive for applicants to pay bribes in order to expedite the process
or jump the queue.” The MOD’s special role in land management has moreover provided
officer networks with inside information, enabling them to purchase desert land at rock-
bottom prices before planned developments push up its value. Possibly in response to the
threat of legal action that surfaced after the 2011 revolution, SCAF head and acting presi-
dent Tantawi issued Presidential Decree 45 empowering military prosecutors to determine
whether accusations against EAF officers should be referred to military courts or civilian
agencies, effectively removing this power from the attorney general’s office.*

Predictably, all military exemptions, prerogatives, and privileges have been reconfirmed and
expanded since the EAF coup d’état of July 2013. A foremost instance was the amend-
ment issued in September 2013 by interim president Adly Mansour to Law 89 of 1998 on
bids and tenders, which raised the upper limits on the value of contracts that government
ministers and agencies could issue directly to contractors of their choice without open bid-
ding, “in case of emergency.” The MOD, MOMP, and their affiliated bodies were similarly
empowered, as was the AOI some months later; crucially, the amended law did not state a
threshold for their no-bid transactions.”

Furthermore, although Article 9 of the

Predictably, all military exemptions,  amended law related specifically to ar-

prerogativesl and privileges have mament contracts as deﬁned under Law

. . 204 of 1957, it has b ki |
been reconfirmed and expanded since of 1957 {* has been faxell to apply
to all contracts issued by military agencies

the EAF coup d'état of July 2013.  ; Gvilian suppliers and subcontractors,
including for government-funded public
works.

The EAF’s resurgent political influence after 2011 and its growing role in economic man-
agement after 2013 have translated into a sharp increase in the award of contracts by direct
order to the Egyptian private sector, which derives a major part of its income from pub-
lic works and procurement contracts, expanding the scope for corruption and cronyism.
Presidential Decree 32 of 2014, which banned third-party challenges to contracts awarded
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by government agencies, reinforced the ability of well-positioned actors, including the mili-
tary, to capture lucrative income streams and protect themselves from inspection and pros-
ecution at the same time. The main purpose was to prevent legal challenges to the award of
public contracts and protect both the government officials awarding them and the contrac-
tors.”® At the same time, Law 5 of 2015 exempted military agencies from complying with
the requirement that government procurement contracts prefer Egyptian manufactured
goods, allowing them to turn to foreign imports if they wished.”

Several subsequent laws related to the military more directly. Most significantly, Presidential
Decree 446 of 2015 authorized the EAF Land Projects Agency to utilize its assets as equity
in forming joint ventures with domestic and foreign companies. Exactly one month later,
Presidential Decree 127 authorized any government entity to establish public limited com-
panies after obtaining cabinet approval, paving the way for further military companies and
joint ventures.* The effect of granting the military commercial utilization of state land and,
de facto, retention of all incomes arising from that, was demonstrated when Presidential
Decree 57 of 2016 instructed the agency to form a public limited company (along with
the MOD’s NSPO and the Ministry of Housing’s New Urban Communities Authority)
to manage the new administrative capital project and the Sheikh Mohammed bin Zayed
City."! These decrees further magnified the scope for real estate speculation, reflected, for
example, in the discernible shift of commercial land developers’ attention from previously
desirable areas such as New Cairo to the new capital.

The military’s tax exemptions have also been reaffirmed or extended. In 2016, military
agencies were again exempted when the sales tax was converted into a value-added tax
(VAT) as part of IMF-inspired reforms.** The military does not have to pay VAT on goods,
equipment, machinery, services, and raw materials needed for the purposes of armament,
defense and national security, nor on any goods or services sold by military agencies and
outlets such as MOD-owned hotels or NSPO petrol stations. And when Sisi imposed a 25
percent levy on the deferred surpluses of governmental “service, economic, and national
general authorities” to the benefit of the state treasury in the same year, he exempted the
National Authority for Military Production, which manages MOMP companies.® In May,
Presidential Decree 233 designated twenty-one national roads as “strategic zones of military
importance” that, combined with prior laws, effectively granted the MOD exclusive com-
mercial franchise along them.* Five months later, amendments to the Military Judiciary
Law brought all incidents occurring at or in civilian areas and facilities run by the mili-
tary, such as petrol stations serving the general public, under the jurisdiction of military
courts.” Legislation passed in 2014 had already placed all “public and vital facilities,” such
as ministries and universities, under military jurisdiction for two years, and in 2016 this law
was extended to 2021.% Other advantages followed, such as the exemption of the defense
sector from a 43 percent government-mandated increase in electricity prices imposed on
industrial manufacturers in 2018.%
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Last but not least, the military economy was shielded even further from external audit.
The de facto exclusion of the military generally from inspection by the Administrative
Monitoring Authority (AMA), Egypt’s main audit agency, was made de jure when its ju-
risdiction was specifically limited to civilian individuals and entities in Law 207 of 2017.%
As importantly, the same law made the AMA directly accountable to the president, who
was also given the power to appoint its head, effectively confirming it as a tool of presiden-
tial power and cementing his influence over the military. Former prime minister Ibrahim
Mahlab had moreover designated the AMA two years earlier as a government agency whose
contracts were classified as secret “for national security reasons,” effectively exempting it
from Law 5 of 2015 requiring government agencies “to buy Egyptian” and further enhanc-

ing its distinctiveness and autonomy from civilian agencies.”

EXTENDING AND BENDING THE RULES

The legal framework summarized above reveals a skeleton upon which are hung a host of
prerogatives that appear to be asserted de facto as often as awarded de jure, and from which
emanate practices that range from the formal to the informal and frankly illegal. The mili-
tary economy operates within a complex and labyrinthine body of laws and bylaws that
are not harmonized and often conflicting, having accumulated over decades during which
powerful institutional and social constituencies lobbied hard to acquire or preserve eco-
nomic gains as the government instituted major changes of economic orientation: from the
capitalist mode of the pre-1952 monarchy, through socialist nationalization under Nasser,
controlled liberalization under Sadat, and finally under Mubarak to a nominally free market

system that in fact combines an extensive

residual role for the state in ownership
Among the numerous legally  and capital expenditure along with crony

sanctioned advantages enjoyed capitalism. An equally complex and frag-
o mented administrative structure for man-

by the formal military economy . . .
. o aging public finances and assets makes it
are preferential access to building  cyen harder to enforce rules and regula-
materials, public infrastructure,  tions that, to paraphrase the 2006 World
subsidized energy, and, crucially, hard Bank report cited previously, encompass a

. multitude of differentiated, nontranspar-
currency at discounted rates. : 50
ent, complex, and arbitrary procedures.

Among the numerous legally sanctioned
advantages enjoyed by the formal military economy are preferential access to building ma-
terials, public infrastructure, subsidized energy, and, crucially, hard currency at discounted
rates.’! Some advantages are provided in laws of establishment and may also be enjoyed by
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civilian public agencies and private businesses (such as energy subsidies). But others may be
tucked away in bylaws such as those of the revised Mineral Wealth Law 198 of 2014, for
example, which required MOD approval for the extraction of mineral wealth anywhere in
Egypt and empowering it to levy fees on all output at production sites.”> Military economic
entities can furthermore maintain deposits in banks of their own choosing—unlike civilian
government agencies that may only hold accounts with the Central Bank of Egypt—and
can hold foreign currency accounts and access extra-budgetary financing without govern-
ment supervision.

TABLE 1
The Egyptian Military's Economic Advantages

Legal right to use military-designated land as equity in
commercial joint ventures; Power to award or withhold
licenses for use of state land by any civilian individual or
entity, public or private

Land

Labor  Use of free conscript labor

Exemption from income tax, property tax, customs duties,

Taxes, duties, and fees and other fees and levies

Government subsidies (also available to big civilian
Energy  businesses) benefit energy-intensive military construction
and industry

Military receives favorable exchange rates; Military may

Foreign currenc . . . .
g Y retain foreign currency in special bank accounts

No civilian agency has power to audit military agencies;
De facto military control of the Administrative Monitoring
Authority protects the military and can be used to
intimidate and punish civilian businesses

Audit

Informal power to expedite or delay bureaucratic paperwork
Permits  needed by civilian investors, exercised through retired
officers in state agencies
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But the military economy also benefits
All military entities, facilities, and  from a marked degree of ambiguity.

assets come exclusively under the Senior defense industry officials have

jurisdiction of military courts. The =~ °ccsionally claimed that the sec-

rights of civilian business partners certainly untrue. In January 2017,
involved in joint ventures or even  Minister of State for Military Production

as subcontractors fa” into a Major General Mohamed al-Assar made
legal gray zone a significant distinction by stating that

tor is subject to normal taxes, but this

the industry paid taxes, customs duties,

and social security contributions on the
civilian side of its production, while acknowledging that similar payments were not made
on military output.’® But confusion remains about the legal status of military companies
that are registered as part of the public business sector, and of the joint ventures with
private companies, both domestic and foreign, that military agencies have been permitted
to establish under Presidential Decree 127 of December 2015. Nominally, they should
come under normal tax regulations, but in practice they do not, as Assar admitted. Nor is
there any evidence (or public claim) that the MOD pays taxes or other contributions on
net income its agencies make from managing public works projects. No less importantly,
all military entities, facilities, and assets come exclusively under the jurisdiction of military
courts, and so the rights of civilian business partners involved in joint ventures or even as
subcontractors fall into a legal gray zone that has yet to be tackled by Egyptian legislators
or policymakers.

Similarly, Law 6 of 1984 establishing the National Authority for Military Production
(NAMP), which oversees MOMP companies and factories, confirmed that their boards of
directors would receive bonuses and incentives and a share of profits. The introduction of
commercial incentives followed practice in the rest of the public business sector after 1983,
but the absence of external oversight over the defense industry meant that there has been no
way of verifying actual performance or confirming that profits (net of all expenses and con-
tingencies) have in fact been made. NAMP annual balance sheets released in 2011 showed
none, and Assar has repeatedly acknowledged that most MOMP companies incur losses,
suggesting that bonuses and shares of supposed profit are calculated on the basis of turnover
(overall financial flows handled) and distributed to directors and managers before net balanc-
es are calculated. A decree issued by Sisi in September 2016 that personnel of the NAMP and
its subsidiary companies should receive “not less than 25 percent of net profits” (emphasis
added), but the lack of transparency surrounding NAMP financial accounts and bylaws pre-
vents definitive assessment, not only of its economic viability, but also of legal compliance.*

As noted previously, the formal military economy is empowered by law to operate outside
much of the regulatory framework that applies to other state institutions. In some cases, as
with the mining sector noted above, specific bylaws govern the military’s income generation
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from public assets or natural resources. Less clear is what regulates the charging and reten-
tion of fees or profits from public works and commercial franchises, investments in and
dividends from commercial companies, and employment of conscript labor, both in the
latter and in profit-making activities. The latter example is particularly egregious. EAF con-
scripts are used as cheap labor in virtually all sectors of the military economy. The practice
started in 1986 when then minister of defense Field Marshall Abdul-Halim Abu-Ghazalah
announced that 30,000 conscripts would be organized into so-called development bat-
talions to contribute to the national economy.”® Over thirty years later, these battalions
(now known as civilian construction brigades) are still employed to implement publicly
funded projects, especially in construction, agriculture, and land reclamation, whether un-
dertaken by public or private contractors. MOD, MOMP, and AOI companies also employ
conscripts who are in their final six months of service, and sometimes for considerably
longer, and interviews confirm that skilled conscripts are routinely loaned to private sector
companies.

Last but not least is the extent to which the military’s legally sanctioned presence in various
state bodies and informal relationships with civilian ofhcials and legislators enables rules to
be bent to benefit the formal military economy. Political scientist Robert Springborg noted,
for example, how Abu-Ghazalah used his position as chairman of the Ministerial Policy
Committee in the 1980s to award land reclamation contracts to military agencies or with-
hold them from their public sector rivals (and offer sweet deals to retired EAF officers and
private sector businessmen).”® A World Bank working paper published in 2018 confirmed
that such political connections remained important in obtaining government contracts to

I'.57

procure goods or services, some thirty years later.”” More generally, as big businessman

Naguib Sawiris complained, the

military can get work done because . . . .
“when it gets involved permits are Military agencies and affiliated companies

unimportant, it doesn’t have to pay ~ Or private sector partners also benefit
bribes, and it can overcome all the  from other legal devices such as nontariff
problems that we all wish we could p 3\ o to trade, which can be designed
to favor particular companies and exclude
Military agencies and affiliated o mpetitors, including foreign ones.

overcome.”

companies or private sector part-
ners also benefit from other le-
gal devices such as nontariff barriers to trade, which can be designed to favor particular
companies and exclude competitors, including foreign ones. As economists Ishac Diwan,
Philip Keefer, and Marc Schiffbauer note, trade protection is firm- and not sector-specific
in Egypt, which had one of the highest nontariff barrier frequencies in the world in 2010.%°
Government agencies can skew markets in additional ways: three months after the MOMP
concluded a partnership with the Chinese firm Galantz to manufacture air conditioners
locally in June 2016, for example, the authorities restricted the import of foreign-made
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air conditioners.”” Military agencies were able to secure a similar legislative amendment
that blocked competition from more highly specialized Dutch companies for large water
projects. And when legal devices fail, the EAF is known to resort to means such as block-
ing the entry of imported machinery to Egypt in order to compel companies to accept its
terms—such as receiving a share of factory output—in return for issuing the necessary
licenses allowing them to set up in certain geographical zones or manufacturing sectors.®!

A LEGAL BALANCE SHEET

Military agencies are not alone in enjoying economic advantages afforded by the law. Many
state agencies and public companies were also exempted from paying customs duties on
imported goods during the Nasser era, subsequently reaffirmed in Law 91 of 1983.% So
were importers of goods and services for trading purposes, exports, basic foodstuffs, cater-
ing, natural gas, books and magazines, and goods used for scientific, educative, and cultural
purposes. Most importantly, the private sector had been allowed to import building materi-
als free of duties starting in 1977; this was a major advantage because construction, which
accounted for a large part of public contracts awarded to the private sector, was never fully
nationalized.®® But because the public sector continued to monopolize the distribution of
building materials, officials could expedite or delay allocations to extract bribes and sell to
the black market.** Most of such advantages remain in place. Furthermore, as Egyptian
political economist Amr Adly has noted, the private sector’s contribution to state revenue
through taxes on industrial, commercial, and capital gains is also small, not exceeding 7 per-
cent in 2008-2012, because of tax evasion among small and medium-sized enterprises and
broad tax exemptions and government incentives for large companies.® Similarly, property
taxes from all sources averaged 2.9 percent of state revenue in the same period. Tax exemp-
tions for the military are therefore part of a general problem for state revenue, and may not
make an appreciable dent in the budget deficit on their own.

In fact, all economic actors in Egypt benefit from extensive loopholes in the regulatory
framework, as a 2003 World Bank report described:

Although the Law and the Executive Statutes provide important concepts for public
procurement and are based on sound principles, they are broad and not always suf-
ficiently clear for consistent application. To compensate for this lack of clarity and
completeness of the written law and statutes available to them, different ministries
have created their own unwritten procurement “rules.” These unwritten “rules” have
become known to bidders only through application to actual cases and can vary.
Consequently, discretionary decisions by the Competent Authority have become
the rule rather than the exception, as for example, in the selection of the applicable
procurement method or acceptance of bid modifications after the bid opening.*
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Military companies are also not alone in benefiting from the legal preference that allows
awarding government contracts to Egyptian companies whose bids are within 15 percent
of competing bids.*’

The preceding emphasizes that, to a considerable degree, the problem for Egypt is not that
the military is different from its civilian counterparts, but rather that it is very much the
same. The military’s advantages are rooted in law, but along with many others in the state
bureaucracy, it uses its considerable discretionary power to bend the rules and assert rights
that are not explicitly sanctioned in law or that clearly exceed, if not frankly violate, its pro-
visions. The legal and regulatory framework affords all wide scope to further their economic
interests while remaining ostensibly within the law.

What determines the balance between formality, informality, and illegality is the degree of
political influence or connectedness of each interest group. This has not always favored the
military; under Sadat, the balance shifted clearly toward the new, so-called infitah bourgeoi-
sie, while National Democratic Party bosses and allied business cronies were the primary
beneficiaries in the last decade of Mubarak’s rule. But his ouster in 2011 and the subsequent
transformation of the military’s political and economic fortunes since 2013 have shifted the
scales for the foreseeable future. The military’s full legal and constitutional autonomy from
any form of civilian jurisdiction—whether executive, legislative, or judicial—ensure preser-
vation of the military economy even as it intrudes into its civilian counterpart.

TABLE 2
Enabling Legal Framework

Date Law Purpose
Prime Ministerial Decree 263 By empowering the Ministry of Defense to
Excluding Ministry of Defense Stores undertake this role instead, the decree set
1956 of a Secret Nature from Inspection by the basis for the general exclusion of military
the Accounting Department and the agencies and assets from civilian monitoring
Ministry of Finance and Economy and audit from there on.
Law 204 on Exempting Armament Exempted military agencies from taxes, customs
1957 Contracts from Taxes, Fees, and duties, and any other fees relating to armament
Financial Regulations contracts.
Law 147 Amending Certain Rulings Extended exemptions to include works and
of Law 204 of 1957 on Exempting services contracts and the import and domestic
1964 . . ;
Armament Contracts from Taxes, supply of all equipment and machinery relating
Fees, and Financial Regulations to those contracts.
Expanded the scope of the president's powers
Law 29 on Authorizing the President to include arms imports and related defense
1972 of the Republic to Issue Decrees with allocations (requiring ratification by parliament)

the Force of Law

and the additional power to authorize spending
beyond the approved budget.
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Date Law Purpose
Law 90 on Retirement, Social Regulated all financial aspects of retirement,
1975 Security, and Pensions for the including entitlements of military personnel
Armed Forces assigned to civilian jobs during active service.
Ratifying an agreement from April 29, 1975,
1975 Presidential Decree 12 establishing the Arab Organization for
Industrialization.
Exempted the Arab Organization for
Presidential Decree 150 on Industrialization from all taxes, fees, and customs
1976 Immunities and Privileges of the Arab duties, and authorized it to open foreign currency
Organization for Industrialization accounts in any bank of its choosing in Egypt or
abroad and to convert currency deposits freely.
Law 38 on Regulating Tourism Required tounsm agencies to obtain Mmls.try
1977 . of Defense permission in order to operate in
Companies
border areas.
1979 Presidential Decree 32 on the National Established the National Services Project
Service Projects Organization Organization under the Ministry of Defense.
Law 59 on Establishing New Urban Established the New Urban Communities
1979 o A
Communities Authority.
Law 531 on Regulations for Disposing
of Lands and Real Estate Vacated by
1981 the Armed Forces and Allocating the Established the EAF's Land Projects Agency.
Revenue to Establish Replacement
Military Cities and Zones
Presidential Decree 143 on Rules
of Disposal of Lands and Real Estate Expanded the requirement in Law 38 of 1977 for
1981 Vacated by the Armed Forces and tourism agencies to obtain Ministry of Defense
Assignment of Return to Construct permission in order to operate in all “desert land”
Replacement Military Cities and areas.
Areas
Law 146 Amend{ng Certain Rullngs of Expanded the scope of the president's
the Law Mandating the President of . .
1981 . i powers to include oversight and approval of
the Republic to Issue Decree with the
defense exports.
Force of Law
Law 97 Concerning Public Sector Used as the legal basis for converting military
1983 o ) o ) :
Authorities and Its Companies companies into public sector companies.
- . Established the National Authority for Military
1984 Law 6 Establishing of National Production under the Ministry of Military
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Date Law Purpose
Extended the customs exemption for military
Law 186 on Publication of Law agencies to include all their imports of
1986 . : ) . L
Regulating Customs Exemptions equipment, transport vehicles, medicine, and
other noncombat items, in addition to arms.
Required Ministry of Agriculture; Ministry
Prime Ministerial Decree 933 of .Lf'md Reclamation; Ministry of Housmg, .
. Utilities, and Urban Development; and Ministry
1988 on Land Reclamation and . L
. of Tourism to obtain Ministry of Defense
Reconstruction Areas . . .
permission to operate in areas it deemed of
military importance.
Expanding uses of revenue to include investment
Presidential Decree 245 on and service projects and other activities
1990 Regulations Organizing Disposal of increasing funds for the EAF's Land Projects
Revenue From Sale and Rental of Agency, allocation toward pay, bonuses and
Plots Vacated by the Armed Forces incentives, and allowances, and allocating 20%
of income for armament purposes.
Exempted public sector enterprises including
military companies from standard government
1991 Law 203 on Public Enterprise procurement and cont.ract procedures, a.nd .
placed them on par with private sector firms in
relation to salaries, benefits, pensions, bonuses,
and so on.
Granted the president additional power to
Law 7 on Some Decrees Relating to fjellneate desert areas as strategic and of m|||tary
1991 . ) importance, and required general economic
the Private Properties of the State o . .
authorities also to coordinate their planned land
uses and zoning with the Ministry of Defense.
1991 Law 11 on General Tax on Sales Exempted the Ministry of Defense and all its
(replacing Law 133 of 1981) affiliate branches and agencies from the sales tax.
1996 Law 5 on Regulating the Disposal of Empowered the president to set rules and
State-Owned Desert Lands procedures governing disposal of state land.
Extended power to award contracts up to
1998 Law 89 on Regulating Bids and certain values on a no-bid, noncompetitive
Tenders basis to the Ministry of Defense and Ministry
of Military Production.
Exemption from sales tax extended to all the
commanders of all Egyptian Armed Forces
2001 Law 17 Amending Certain Rulings of branches, departments, agencies, and funds,

the Law on General Tax on Sales

as well as to companies belonging to the Arab
Organization for Industrialization and Ministry of
Military Production.

CARNEGIE MIDDLE EAST CENTER 39



Date

Law

Purpose

Presidential Decree 152 on
Designating Strategic Zones of

Granted the Ministry of Defense discretion
to block sale of land, claim it for military use,
designate it for commercial use, and set

2001 Military Importance in Desert Land criteria for all civilian construction or activity
and Regulations Pertaining to Them over or under the ground, roads, and shores
near military zones.
Presidential Decree 153 on
2001 Promulgating the Establishment Requiring coordination of use of all state land
of the National Center for Planning with the Ministry of Defense.
State Land Uses
2005 Law 91 on Income Tax Renewed exgmpnon of military agencies from
customs duties.
Determined that buildings in industrial zones
S anywhere in the country could not exceed 15
2007 ministerial decree meters in height without Ministry of Defense
(and civil aviation) approval.
Exempted all Egyptian Armed Forces facilities
Law 196 on Tax on Built-Up Land that offer cgmmerual ;grwcgs such as hotels,
2008 Plots (Property Tax) clubs, hospitals and clinics, cinemas, and
perty supermarkets from the real estate tax. Renewed
annually by presidential waiver.
Decree with the Force of Law 45 Empowered m|||t.ary pros.ecutors tq determine
. . . whether accusations against Egyptian Armed
201 Amending Certain Rulings of the Forces officers should be referred to militar
Military Justice Law 25 of 1966 e ; y
courts or civilian agencies.
Applied upper thresholds on the award of
Presidential Decree 82 Amending contracts to civilian state agencies specifically,
2013 Certain Rulings of Law 89 of 1998 effectively excluding the Ministry of Defense,
Regulating Bids and Tenders Ministry of Military Production, and their
affiliates.
Presidential Decree 32 Regulating Banned third-party challenges ’Fo contrgcts
. . awarded by government agencies. Parliament
2014 Certain Procedures for Challenging . .
voted the law down in 2016, and its current
State Contracts (status unclear) .
status is unclear.
Presidential Decree 48 Amending Exempted the Arab Organization for
2014 Certain Rulings of Law 89 of 1998 Industrialization from the upper thresholds on the
Regulating Bids and Tenders award of contracts contained in Law 89 of 1998.
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Date Law Purpose
Legislation designated vital infrastructure (such
as power stations, oil and gas fields, railways,
Presidential Decree 136 on road networks and bridges) and unspecified
2014 Securing and Protecting Public public facilities as military and placed criminal
and Vital Facilities acts affecting them under the jurisdiction of
military courts for two years (extended in 2016
until 2021).
Law 5 on Preference of Egyptian Exemptgd military agencies from complying with
2015 . the requirement that government procurement
Products in Government Contracts .
contracts prefer Egyptian manufactured goods.
Presidential DeFree 446 Ameltldmg Authorized the EAF’s Land Projects Agency to
Decree Regulating Rules for Disposal I - L
2015 utilize assets as equity in forming joint ventures
of Land and Real Estate Vacated by . . . .
with domestic and foreign companies.
the Armed Forces
Paved the way for other military agencies to
establish public limited companies and joint
Presidential Decree 127 on Licensing ventures by allowing any state agency receiving
2015 Public Law Persons to Establish government approval to join or establish
Public Limited Companies commercial companies in accordance with public
sector company laws 159 of 1981, 97 of 1983, and
203 of 1991.
Prime Ministerial Decree 1657 Requwgd MlnlsFry of Defense approval for the
. - extraction of mineral wealth anywhere in Egypt
2015 Issuing the Implementation Statutes and empowered it to levy fees on all outout at
for the Mineral Wealth Law powe Y P
production sites.
Exempted facilities that offer commercial
Minister of Defense and Military services (hOte|S,.C.|lTIbS, rgsorts and rest houses,
. . parks, sports facilities, cinemas and stages, and
Production Decree 68 on Exempting .
2015 . . . supermarkets) belonging to 38 branches and
Certain Units Belonging to the Armed .
. departments of the Egyptian Armed Forces and
Forces From the Tax on Built-Up Plots T .
Ministry of Defense from paying the tax and
from inventorying and valuation.
Prime Ministerial Decree 1196 on
Designating the Administrative Shielded the Administrative Monitoring
2015 Monitoring Authority as an Authority, headed and extensively staffed by EAF
Authority Whose Transactions officers, from any scrutiny, indirectly shielding
Require Confidentiality for formal and informal military economic activities.
National Security Reasons
Law 69 Amending Certain Rulings Decreed that personnel of the National
2016 of the Law Pertaining to the Authority for Military Production and its

Establishment of the National
Authority for Military Production

subsidiary companies should receive “not
less than 25% of net profits.”
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Date Law Purpose
Presidential Decree 57 Regarding
Lands of the New Administrative Instructed the EAF's Land Projects Agency to
2016 Capital and the Sheikh Mohammed form a public limited company to manage the
bin Zayed Urban Community to be new administrative capital project and Sheikh
part of New Urban Communities Mohammed bin Zayed City.
Areas
Exempted the National Authority for Military
2016 General Budget of the State for FY Production (and its subsidiaries) from a 25% levy
2016-2017 on the deferred surpluses of governmental service,
economic, and national general authorities.
Presidential Decree 233 on Allocating Designated twenty-one national roads as
2016 Desert Lands to the Ministry of De- strategic zones of military importance, effectively
fense and Regarding Them as Strate- granting the Ministry of Defense exclusive
gic Zones of Military Importance commercial franchise along them.
Law 65 Extending Application of Law Extended Law 136 of 2014 (placing Pybllc
. infrastructure and facilities under military
2016 136 of 2014 on Securing and Protect- . S I
ing Public and Vital Facilities protection and the jurisdiction of military courts)
for another five years, to 2021.
. o o .
Law 69 Amending Certain Rulings Asmgngd distribution oﬂO % of net profits (after
- allocation for reserves) in cash payments to
of Law 6 of 1984 Establishing the .
2016 . ) - employees and 15% for purposes determined
National Authority for Military Pro- .
) by the board of directors (such as employee
duction . ) ;
housing and social services).
Finance Minister Decree 66 on s .
: Exempted military agencies from value-added
2017 Implementation Statutes for Law on tax (converted from sales tax)
Value-Added Tax '
Law 207 Amending Certain Rulings Limited the Administrative Monitoring
2017 of Law 54 of 1964 on Reorganization Authority's jurisdiction to civilian individuals and
of the Monitoring Authority entities, effectively excluding the military.
Pres.|dent.|a| Decreg 244 of 2015 Exempted the ministry from applying Articles 17
Designating the Ministry of Military . . .
2018 ) . . and 20 of the civil service law of 2015 requiring
Production as an Entity of Special o . ;
competitive hiring to senior management posts.
Nature
Presidential Decree 37.8 Allocatmg Placed land with potential for tourist
Desert Lands to the Ministry of
2019 . development around Zafarana and Gamsha Bay
Defense and Regarding Them as Stra- o
. o on the Red Sea coast under military control.
tegic Zones of Military Importance
Presidential Decree 380 Allocating
2019 Desert Lands to the Ministry of Placed 47 Red Sea islands with potential for

Defense and Regarding Them as Stra-
tegic Zones of Military Importance

tourist development under military control.
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CHAPTER 2

MAPPING THE FORMAL MILITARY ECONOMY
PART 1: A “CITADEL" OF EGYPTIAN INDUSTRY

THE STATE-OWNED DEFENSE INDUSTRY is the oldest part of Egypt’s formal military
economy. Indeed, Egyptian sources commonly trace its lineage to Mehmet Ali, who ruled
the country in the early nineteenth century and founded modern factories with French assis-
tance to produce weapons and munitions.! But today’s industry leaders, such as Minister of
State for Military Production Mohamed al-Assar, more correctly credit then president Gamal
Abdel Nasser with launching what they call “this giant complex” in the 1950s.> However, its
present form derives more heavily from the second half of the 1970s, when Nasser’s succes-
sor, Anwar Sadat, saw it as a means of reducing the cost of fulfilling Egypt’s weapons needs
and resolving its perennial shortage of capital. Since then, the sector has evolved to include
two main clusters of factories and companies that come under the Ministry of Military
Production and the Arab Organization for Industrialization, with a minor contribution from
companies belonging to the Ministry of Defense (discussed in Chapter 3).

Despite its long lineage, the defense industry has been chronically hobbled by inadequate
funding, and minimal investment in research and development. Consequently, its ability
to undertake technological adaptation and innovation, raise productivity, and add value is
limited, resulting in poor quality, low competitiveness, and marked inefliciencies. Industry
officials have repeatedly claimed increases in the proportion of indigenous content in mili-
tary (and civilian) hardware produced or assembled in Egypt, and promised to contribute
to the national economy by reducing imports, boosting exports, and saving hard currency.
But in reality, the sector has been dogged by severe delays in bringing production lines into
operation, massive underutilization of plants and machinery, and investment decisions that
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are not based on performance or efhciency. It has only survived by being allowed to displace
its losses onto the state treasury and, especially since 2013, to poach public contracts from
both public and private civilian competitors.

MINISTRY OF MILITARY PRODUCTION: INDUSTRIAL FLAGSHIP
OR RESIDUAL ENCLAVE OF STATE-OWNED ENTERPRISES?

The MOMP exemplifies both the defense industry’s hopes and its shortcomings.® Its estab-
lishment in 1954 reflected the government’s adoption of an import-substituting industrial-
ization strategy, which saw the launch of a huge iron and steel plant alongside car assembly
lines and a military aircraft factory. But its cost effectiveness was low and expansion too
rapid and ambitious, at a time when Egypt was moreover importing massive amounts of
Soviet weaponry, overshadowing the MOMP and leading it to close down in 1969.° The
MOMP was ofhicially resurrected in 1971 following an agreement allowing Egypt to co-
produce Soviet weapons, which was not in fact implemented. It resumed production of
low-technology military consumables, such as light arms, artillery and tank shells, metal
forgings, and vehicle batteries, for the next decade.® But as a U.S. Central Intelligence
Agency (CIA) research paper observed in 1985, this activity was guided as much by “per-
sonalities, contacts, and gratuities of the services ‘old-boy’ networks as ... by any long-range
requirements or projected capabilities shortfalls.””

Lack of funding was also a perennial problem. The defense industry was estimated to need
$4-$6 billion in new investments in the late 1980s, but was hobbled by Egypt’s massive
external debt (then approaching $50 billion) and poor credit rating.® As defense analysts
Florence Gaub and Zoe Stanley-Lockman note, this prevented setting up new ventures
and impeded the transfer of technology and manufacturing know-how through production
under license from advanced industrialized countries, leading to the delay or cancellation
of projects.” The same CIA paper confirmed these impediments, and highlighted others:
lack of coherent and centralized planning, programming, and budgeting processes; lack of a
marketing organization to target export markets; overstaffing; poor management; shortages
of skills; and overreliance on foreign technology.”

Thirty-four years later most, if not all, these problems still plague the twenty-plus companies
and attached seventeen factories belonging to the MOMP, which together have a workforce
stated in 2016 to be 35,000-40,000."" Originally set up in the 1950s, MOMP subsidiar-
ies were reclassified in accordance with Public Sector Companies Law 97 of 1983 that, in
theory at least, made them subject to audit by Egypt’s Central Accounting Organization.'
A vyear later, they were brought together under a newly established National Authority
for Military Production, which continues to oversee them."”” The NAMP was allowed by
law to retain funds under the heading of “free currency”—that is, it could acquire for-
eign currencies at commercial, rather than the official, exchange rates—in order to import
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necessary intermediate materials and make investments, and to settle unforeseen dues in
foreign currencies. It was also allowed to charge fees for managing projects on behalf of
civilian agencies.

Despite these advantages, the MOMP continued to struggle financially. In 1993, the
Council of Ministers decreed that its companies would be relieved of the costs of defense
production, which would instead be borne by the state treasury. The MOMP still needed
annual subventions from the Ministry of Finance; according to the Central Accounting
Organization, these amounted to approximately EP3.6 billion ($190 million) between the
2010-2011 and 2014-2015 fiscal years. In June 2014, the Ministry of Finance wrote off
EP1.15 billion in cumulative debt from 1994-1995 and allowed the MOMP to carry
remaining losses forward, but the latter ministry nonetheless built up arrears of EP960 mil-
lion over the next year."

Undeterred by this lackluster record, senior defense industry officials present it as a means
of utilizing the country’s natural resources, contributing to national development plans
and economic growth, achieving mutually beneficial commercial synergies with the do-
mestic private sector, and gaining access to foreign sources of credit, technology, and mar-
kets. Major programs to modernize and upgrade MOMP capabilities were announced in
the context of successive five-year plans for 2003—2007 and 2007-2012." In December
2017, local media reported a new strategic development plan extending to 2052;'° the first
phase, lasting until 2030, aims to raise technological levels, increase local content and value
through greater investment in research and development, integrate artificial intelligence
and robotic technology in production lines, and use information and communications
technology effectively.

Grand Plans...

Sound in theory, the strategy faces multiple obstacles. The MOMP’s course over the past two
decades reveals that it has been driven by contradictory objectives and has suffered persistent
delays, misleading reporting, and inherent inefficiencies. This is demonstrated by the trajec-
tory of the Defense Industries Complex, which was launched in the early 2000s in order to
relocate all MOMP factories and production shops to a single site. Ostensibly, its aim was to
provide the whole sector with modern infrastructure and create a logistics hub from which
the industry could supply customers, in-
cluding abroad. But it may also have been

The MOMP has been driven by b
) S an attempt to prepare the groundwork for
contradictory objectives and has  the creation of a special economic zone for
suffered persistent delays, misleading military industrial production (akin to the

reports, and inherent inefficiencies. model fo'llowed by Jordan and the United
Arab Emirates).!”
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Originally, twenty-eight production units were to have been relocated between 2007 and
2010 to Abu Zaabal, immediately northeast of Cairo, which was already home to several
MOMP factories. Construction was also slated to commence in October 2010 on a second
site at nearby Belbeis; described by then minister of military production Major General
Sayyed Meshaal as “a gift” to the president, this was to be named the Mubarak-II Defense
Industries Complex.'® Two factories were reportedly relocated to what was commonly re-
ferred to as the Mubarak-I complex in 2007, and in 2013 a Facebook post by the Egyptian
Special Forces confirmed that twenty-eight factories had relocated there by the end 0f 2012,
the original date announced by Meshaal, with plans for another thirty-four industrial sites."
It also claimed that the Mubarak-II complex would open for business at the start of 2014.2°

But none of this was true. Of three defense factories slated to relocate in 2007, only one,
the Shobra Engineering Industries Company (Factory 27), had been moved to the Defense
Industries Complex (no longer named after Mubarak) by the end of 2017.*' Speaking in
mid-2015, then minister of military production Major General Ibrahim Younes stated that
the complex was “entirely complete and 100 percent ready,” but admitted it was operat-
ing at low capacity, which he attributed to “the political situation in previous years” and
to delays in the delivery of manufacturing equipment from Europe.” Younes expected the
complex to be ready in 2016, but it was not until May 2017 that his successor, Assar, finally
declared the complex ready to receive relocated companies.”

It had been thirty-three years since the resolution passed by the two houses of parliament
in 1984 to move defense factories away from population centers, which ultimately led to
the creation of the Defense Industries Complex.* According to the Central Accounting
Organization, buildings valued at EP269 million ($38 million) were written off when the
Shobra company moved in 2014, and another EP69 million had to be paid to the contrac-
tors in compensation for price differences resulting from the lengthy delay.”> Machinery
belonging to the Abu Zaabal chemicals company worth EP2.5 billion sat in crates for
five years, while moving the Heliopolis Company for Chemical Industries cost EP1 bil-
lion worth of buildings and EP226 million worth of equipment and machinery, besides
EP126.8 million in interest owed before it had even resumed operations.” An accidental
explosion at one of its storage facilities near Cairo International Airport on July 12, 2018,
moreover revealed that it had not even completed the transfer.”” Indeed, an interactive map
posted by the MOMP showing the locations of its companies, services, and retail outlets
suggests that not one ever made it to the new complex.”®

... Dubious Results

Claims of increases in output and productivity have been equally inconsistent, raising se-
rious doubts about the MOMP’s ability to compile and process production data, under-
take financial reporting, and evaluate operations in order to improve performance. Output
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reportedly grew steadily. Speaking in August 2010, for example, Meshaal boasted that the
defense industry had achieved an “unprecedented leap in the preceding thirty years... at-
taining enormous technological and economic capabilities of all kinds in recent years.””
The MOMP’s implementation arm, the NAMP, was credited with output worth EP3.8
billion ($618 million) in 2007-2008 (for an investment of EP1.515 billion), up from an
output of EP1.4 billion nine years earlier.** Total investment during the Mubarak era came
to EP8 billion, Meshaal added, with cumulative production worth EP30 billion.*" He also
claimed that MOMP production had reached EP4 billion in the preceding year, with in-
vestments of EP2.5 billion, and was growing at 15 percent thanks to productivity increasing
from EP107,000 per worker to EP117,000.%

But these figures were misleading. Sustained growth at the rate claimed by Meshaal in 2010
would have resulted in an overall production value of more than EP6 billion within three
years, but in fact it reached EP4.5 billion at most, and probably fell considerably short of
that.*® As significantly, the Central Accounting Organization later revealed that the state
treasury bore the cost of investment in MOMP companies: in other words, they were not
generating enough income to reinvest in their own operations. Losses stood at 134 percent of
capital for Benha Company for Electronic Industries, 104 percent for Maadi Company for
Engineering Industries, 103 percent for Helwan Company for Diesel Engines, 59 percent
for Helwan Company for Machine Tools, and 56 percent for both Helwan and Masarah
Companies for Engineering Industries. Meshaal’s intimation that all costs of constructing
the new Defense Industries Complex—including roads, electricity infrastructure, and water
desalination plants—were covered by MOMP income was untrue.**

Statements by Meshaal’s successors, along with evidence that raising productivity and in-
creasing local content and value added in MOMP companies remained serious challenges,
belied at least some of his boasts. Soon after becoming minister of military production
in September 2015, Assar replaced the heads of several companies, and later acknowl-
edged that the ministry had suffered “imbalance in financial structures and losses in some
companies.” A major problem, he explained, was “chaotic hiring” that had taken the
MOMP wages bill from EP800 million in 2010 to EP2 billion in 2015 ($38 million to
$230 million), with the result that it came to 56 percent of production costs in 2014, ris-
ing in some factories to 200 percent.*® “If we produce something for EP100, for example,”
he noted, “we pay EP200 in wages and incur a major loss.” Facing financial difhculties,
MOMP companies accumulated significant arrears in social insurance payments for staff,
compelling the ministry to negotiate a settlement with the Ministry of Social Solidarity in
March 2016.%

Ironically, Assar’s admissions coincided with glowing statements about performance.
Speaking to the heads of the Central Bank of Egypt and several other banks in September

52 OWNERS OF THE REPUBLIC | SAYIGH



2017, he assured them that the MOMP’s “financial indicators show performance has been
on an upward curve over the past five years.”® This was true, strictly speaking, but the
figures he and the MOMP official spokesperson gave for output in 2015-2016 were mod-
est nonetheless: military products worth EP1.95 billion, and civilian goods and services
worth EP970 million, for a total of EP2.92 billion.?’ In dollar terms—a relevant measure
since MOMP companies rely heavily on imported machinery and intermediate goods and
are energy-intensive—the values of military and civilian output were approximately $234
million and $117 million respectively, or half the dollar equivalent of the MOMP’s total
output value in 2010 ($700 million).*!

What makes the output figures for 2015-2016 even more striking is that, according to
Assar, they represented an increase of 230 percent in military output and 115 percent in
civilian output over the preceding year.*” Using these percentages and historical exchange
rates, total production in 2014-2015 would have been EP1.692 billion ($226 million), split
almost exactly between military and civilian output.”’ In November 2017, Assar claimed
that MOMP turnover in 2016-2017 had increased over the preceding year by another
EP8.8-EP10 billion, or 140 percent, and anticipated a further increase to EP13 billion in
the next year (2017-2018).* He subsequently modified all his claims, stating in March
2019 that overall MOMP production had risen from EP4.2 billion in 2014-2015 to EP6.3
billion in 2015-2016, EP8.9 billion in 2016-2017, and EP11.6 billion 2017-2018.%

Assar’s original claims and predictions would have seen total MOMP output reach EP25—
EP26 billion in 2017-2018, so actual results fell far short of that mark. Even these reflect
significant inflation, as the Egyptian pound lost more than half its value against the U.S.
dollar in November 2016, with the value of one dollar going from EP8.88 to EP18 virtually
overnight (and staying between EP16.2 and EP18 ever since). Using Assar’s revised figures,
MOMP output grew impressively in 2014-2016 in U.S. dollar terms, from $236 million
to $712 million, but slipped in 20162017 and 2017-2018 to around $664—$665 million.

The MOMP has moreover never been a

significant exporter, nor a hard currency  The MOMP has never been a
earner of note. Egyptian arms exports . ...

peaked in the 198%)};, consisting mainly significant exporter, nor a hard

of basic munitions and secondhand EAF ~ currency earner of note.

equipment sold to Iraq during its war with

Iran. The total value of military exports

during the entire decade has been estimated at $505 million, although presidential decrees
approving military export sales totaling $2.52 billion were issued in 1981-1984 alone, of

which at least $1 billion was for materiel from EAF stocks.* In any case, exports are reliably
believed to have dropped to between $5 million and $22 million annually in 1990-2015.%
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Consequently, the Egyptian defense industry’s gains from the sharp depreciation of the
Egyptian pound after 2015 would have been limited. Indeed, its reliance on imports of pro-
duction machinery and intermediate goods and its access to foreign currencies at favorable
rates mean that the relative cost of its production to the public purse can only have risen
as the Egyptian pound fell.*® Currency depreciation and government measures limiting the
dollar supply denied private businesses the hard currency to finance their imports of pro-
duction goods, but the defense industry showed no signs of slowing down.

FIGURE 4
Ministry of Military Production, Output, 2000-2018*°
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Enduring Handicaps

Whatever the accuracy of the production figures cited above, the combination of an in-
flated workforce and low productivity had clearly reduced turnover to a minimum in the
years preceding 2016-2017. Indeed, Assar took the highly unusual step of admitting in
November 2017 that “this is the first time in eight years that profits exceed losses.” His
admission also raises questions about previous claims that profits were reinvested in the
MOMP and AOI and their subsidiaries;’! if they ran at a loss, then either they were not
making new investments regularly—whether for retraining personnel, upgrading equip-
ment, expanding production lines, and marketing goods—or operating costs were being
borne by other bodies, like the state treasury or discretionary MOD funds.** Shortages of
disposable income may explain the slow completion of the Defense Industries Complex,
among other things: estimated at EP1.5 billion in 2010 ($259 million), its cost had report-
edly doubled by 2013.

Conversely, the dramatic rise in production claimed in a single year lends credence to Assar’s
assertion that the MOMP factories had considerable surplus capacity.”® The Abu Zaabal
Company for Engineering Industries has invested EP2.3 billion in its steel rolling line, but
this was used at a mere 13.13 percent of capacity in the five years up to mid-2015. The com-
pany achieved sales of EP531 million in that period, but 25 percent of raw materials used in
production were being lost—instead of the standard rate of 4-5 percent. Underutilization
and waste on such a scale points to a much wider range of shortcomings. Assar’s response to
the MOMP’s financial problems confirms this. In May 2017, he underlined that MOMP
companies needed to increase production and improve performance through better quality
control, marketing, research, and management.”* Among other things, he argued, this would
bring down the wage bill as a proportion to total production costs: he claimed that it had
already dropped from 54 to 36 percent thanks to the surge in turnover in 2015-2016, and in
March 2018 stated that it had dropped to 20 percent.”® (The wage bill reduced as a percentage
because output increased, but Assar did not clarify how much the cost of other factors of pro-
duction rose, nor whether this allowed a net profit. Furthermore, wages are paid in Egyptian
pounds, whereas many other inputs must be imported or substituted for exports, such as fuel,
and are denominated in U.S. dollars, so their total cost must have risen.)

Assar insisted that reducing wages was not an option, but in late 2016 MOMP spokesperson
Major General Amro Fuad confirmed plans were in place to cut the workforce from 35,000
to 30,000 within five years.”® Fuad also stated that the MOMP was “encouraging youth”
by appointing four new company heads, and requiring all heads of boards of directors to
take strategic management training. (Most second-tier managers and workers in MOMP
companies and factories are in fact civilians, and probably contribute the most to produc-
tion and financial management, while the top 5 to 10 percent of positions are held by EAF
officers, for which role they receive second salaries.””) In September 2017, Assar commis-
sioned state-owned investment company NI Capital to prepare financial restructuring plans
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for MOMP companies in order to improve performance.’® At the same time, he contracted
with the Egyptian-Korean Development Association (representing seven South Korean
companies) to refurbish and upgrade MOMP factories (though there is no evidence this
happened). For good measure, Assar also instructed MOMP companies in January 2017 to
post the telephone number of the Administrative Monitoring Authority so their employees
could report corruption, and two years later he ordered them to play the MOMP “anthem”
over their public address systems to exhort their workers to greater productivity.”

Poaching as an Economic Strategy

While these steps made economic and administrative sense, their potential effects could not
have materialized so quickly. Past experience confirms this: Meshaal had previously claimed
that a program to “maintain and upgrade military factories and retrain personnel and work-
ers” was already 80 percent complete as far back as 2010.° Nor have mass layoffs at MOMP
factories been reported. Rather, the reason for the immediate surge in MOMP balance
sheets in 2015-2016 was Assar’s aggressive drive to win contracts from other government
ministries. By the start of 2017, he boasted that the MOMP had signed cooperation proto-
cols with “forty entities including twenty-one ministries, several governorates and universi-
ties, al-Azhar religious authority, and the Development Company for Egypt's New Rural
Areas, Long Live Egypt Fund, the Social Fund for Development, and others.”" Later that
year, the deputy head of the NAMP said it had “partnerships in all activities undertaken by
the other ministries, ... we provide all their needs.”®

Instead of contributing net value added to the national economy, as Assar and other defense
industry officials frequently claimed, the MOMP had only shifted its accounts into the
black by replacing other economic actors that would otherwise have won public works and

procurement contracts. This was achieved,

The MOMP only shifted its accounts thanks not to competitive quality or pric-
. he black b laci h ing, but to the powerful political position
into the black by replacing other .. . military has enjoyed since 2013,

economic actors that would  In a speech announcing MOMP profits in
otherwise have won public works November 2017, Assar proudly revealed

that it had signed memoranda of under-
and procurement contracts. . . . .
standing with thirty-five government min-

istries, authorities, and governorates (as
well as cooperation agreements with thirty-four foreign companies and thirty-two domestic
ones) in the preceding year.® Poaching contracts was the cause of the dramatic increase in
turnover for the third year running. Famously, the MOMP took over management of the
“smart cards” program intended to direct government subsidies toward the poorest sectors in
Egypt, but critics note that this has left “77 percent of the top spending bracket [with] smart
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cards entitling them to subsidized goods, while 82 percent of the poor do not benefit from
»64

Egypt’s social insurance program, which is plagued by corruption and fraud.
The MOMP was moreover entering sectors in which other military economic actors al-
ready operated: construction of roads, water treatment plants, residential housing, sports
facilities, and other buildings, and development projects in Sinai (usually undertaken by
the EAF’s Engineering Authority and its Megaprojects and Water Departments); railway
vehicles and equipment, solar panels and other renewable energy equipment, water heaters
and coolers and other household appliances, laptops, butane cylinders, piping and parts
for the petroleum industry, and agricultural machinery (usually produced by the Arab
Organization for Industrialization); and land reclamation, agricultural cultivation, and
agro-industry (normally the purview of the EAF Engineering Authority and the NSPO).®
(Indeed, MOMP companies and factories also duplicated many items in their respective
ranges of civilian products.®)

Reinforcing this trend, the MOMP announced in May 2015 that it was setting up a dedi-
cated company to undertake public works and procurement contracts (launched in late
2016 as the Military Production Company for Engineering Projects and Consultancy and
General Supply). In theory, setting up a construction-specific conglomerate provides the
MOMP with the capacity to undertake massive infrastructure projects and allows it to fun-
nel external assistance. But in reality, both the EAF and the NSPO have their own construc-
tion arms and continue to operate in the same domain.”’ Besides obvious duplication in
construction, related consultancy and contracting, and land reclamation, the new company
was intended to operate in the medical, public relations and advertising, real estate, and
tourism sectors, in which the NSPO and other MOD agencies are already heavily present.®®
Assar also revealed at various times in 2017 that the MOMP was planting 69,000 feddans
with aromatic plants for export, managing agricultural land owned by the religious endow-
ments authority in the Delta, and discussing a joint venture with Emirati investors to plant
20 million date palms on 92,000 feddans of land in the South Valley, departing clearly from
manufacturing and services as well as duplicating the NSPO’s sphere of activity.”” And in
the course of 2019 he added that his ministry was forming a company to manufacture eleva-
tors (which the NSPO had already done years earlier) and establishing new joint ventures to
produce greenhouses and packing and sealing (again replicating existing NSPO activity).”

Duplication is not new. Without detailed data, it is difficult to establish the extent to which
the MOMP competes directly with other military economic actors for contracts, or if this
drives down prices of the goods and services they sell to the public and private sectors or
to Egyptian consumers generally. But the latest phase of expansion and diversification of
MOMP civilian output clearly came in response to the drive by Sisi to generate and in-
crease income streams. This appears to lie behind much of the defense sector’s involvement
in a constantly widening range of economic sectors, along with the belief that improving
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the supply of affordable commodities is a means of shoring up middle-class support and
underpinning social stability. It also explains why the various arms of the formal military
economy target the same sectors, although focusing on separate complementary sectors
would be more efficient and make greater commercial sense.

Assar inadvertently revealed the limitations hobbling the MOMP in March 2018, when
after boasting of large surges in turnover, he admitted that only six of its twenty companies
had made a profit in the previous fiscal year.”! The cost of raw and intermediate materials,
imported machinery and spare parts, and other factors of production such as electricity
and fuel had presumably increased in direct proportion to the massive increases claimed for
turnover, consequently limiting net income. In June 2019, he also stated that the MOMP’s
contracting company had undertaken public contracts with an overall value of EP15 bil-
lion (under $1 billion) in the three years since it was formed, but the fact that this included
importing goods such as 1,500 elevators for the new administrative capital indicated that
MOMP was acting as a middleman as much as a manufacturer of goods and services,
though the balance between the two roles is unclear.’”? He nonetheless boasted, without
apparent irony, that the MOMP complex was distinguished and unique, “without peer in
Egyptian industry.””

ARAB ORGANIZATION FOR INDUSTRIALIZATION:
“THE WORK SITE OF THE STATE"

The AOI reveals the same patterns as the MOMP. The second main arm of the formal
military economy in terms of date of establishment and manufacturing capability, though
not of net contribution, it was set up as a joint venture with Saudi Arabia, the United Arab
Emirates, and Qatar in 1975 with a startup capital of $1 billion.”* The AOI was intended to
provide the participating countries with a degree of self-sufficiency in conventional military
hardware, reduce defense costs, build a manufacturing and scientific base for Arab industry,
and generate exports to Arab and Muslim countries.” It benefited from the recently issued
Law 43 of 1974 and Law 111 of 1975 that allowed Arab investors (unlike other foreigners)
to own real estate, thereby enabling military companies to offer land and infrastructure as
equity.”® (The MOMP and MOD later set up their own joint ventures on this basis.) The
Gulf states suspended their participation in the AOI after Egypt signed the 1979 peace
treaty with Israel and then relinquished their shares, valued at $1.8 billion, in 1994, leaving
the organization wholly owned by Egypt, albeit with its legal status as “a specialized inter-
national regional organization” unchanged.””

The AOI differs from other defense companies in being registered as an international orga-
nization, and in having the president of the republic and governor of the central bank on its
board.”® But like the rest of the defense industry, it was exempted from the outset from “all
taxes and fees” (including customs duties on imports and taxes and fees normally levied on
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exports). It was also authorized to open foreign currency accounts in any bank it chose in
Egypt or abroad and to convert its currency deposits freely—a major advantage in a country
that applied rigid exchange controls until 2015.7” A further presidential decree in 1977 ex-
tended the same exemptions to its subsidiary companies—which were additionally allowed
to take tax- and fee-free loans—and to all AOI suppliers and subcontractors.®

According to Lieutenant General Hamdy Waheibah, who headed the AOI from 2005 to
2012, the AOI was also not subject to audit by the Central Accounting Organization, nor
to the provisions of Labor Law 137 of 1981 and its 2003 amendment.®' The 2014 modifica-
tion to Law 89 of 1998 on tenders and bids additionally granted the AOI the same power as
the MOD and MOMP to award contracts on a no-bid, direct-order basis to suppliers and
subcontractors of its own choosing.®” In line with all other military economic actors, the
AOI may retain profits (rather than submit them to the state treasury); and like the MOMP,
it claims to reinvest all profits in its subsidiaries.*> The AOI is moreover exempt from the
health and safety provision of Labor Law 12 of 2003, allowing it to monitor itself.®*

The AOI initially comprised four defense factories that were transferred from the MOMP,
but has grown to a total of twelve companies and factories with a workforce of 15,000—
17,000, including 1,250 engineers.®> The AOI took full ownership of two joint ventures
that were originally established with British Aerospace and Rolls-Royce—Arab-British
Dynamics Company and Arab British Engine Company—in 1998 and 2009, leaving a
third—Arab American Vehicles—still jointly owned with Chrysler.* Most of its defense-
related output consisted of co-production, including assembly, of Western equipment.*” By
2006, Waheibah claimed, 30 percent of AOI military output was being exported to Arab
states, averaging $20 million annually in the two preceding years.®® This suggested a mod-
est volume of military production, but six years later, Waheibah stated that the AOI had
made a net overall profit of EP470-EP475 million ($78 million) on sales of military and
civilian products and services of EP3.4 billion ($563 million) in 2011-2012.** His succes-
sor, Lieutenant General Abdul-Aziz Seif-el-Din, gave lower figures for overall production
(EP3 billion) and net profits (approximately EP220 million) in 2012-2013, but this still
indicated a steady flow of work.”

The July 2013 military takeover transformed the picture. Since then, public sector entities
and private sector companies, which typically sought to build ties with influential political
actors in order to secure contracts and market access in every presidential era, have increased
their ties with defense sector entities as a means of securing business. The AOI subsequently
stated that it had won contracts totaling $965 million (including $400 million in sales) and
$855 million (including $760 million in sales) in 2015 and 2016, respectively.”!

Despite the dip in 2016, these rates showed impressive growth compared to previous pe-
riods. But they did not result from planned improvements in organizational structure and

staff training that the AOI had previously announced.”” Rather, as with the MOMD, the
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jump in output and sales was almost entirely due to the AOI’s drive to win a larger share
of public works and procurement contracts, displacing other suppliers and contractors.
Seif-el-Din boasted repeatedly of working with numerous government ministries and state
universities; AOI annual reports and periodic updates of projects confirm unequivocally
that these bodies account for the largest portion by far of AOI contracts and sales. This
may explain the claim by unidentified government sources that the AOI increased its sales

to $500 million in the second half of 2017,

an increase of 7 percent compared to the

As with the MOMP, the jump in frst half %
output and sales was almost enitrely
due to the AOI’s drive to win a
larger share of public works and also reflected in the minimal volume of its
procurement contracts, displacing — exports: a mere $2.9 million in 2015, they

years after it came into being.”* A contract
in 2016 to supply Pakistan with twelve

Chinese-designed K-8P trainer aircraft, which are assembled and part-manufactured under

That the AOI depends on assured con-
tracts from the Egyptian public sector is

license in Egypt, was expected to improve these figures, but the AOI has generally been
unable to build or sustain significant export levels. Indeed, production of all the more ad-
vanced military hardware it assembled under foreign licenses in its first decade or so for the
EAF and for export—most notably the Alpha jet, Tucano trainer aircraft, and Gazelle heli-
copter—has long been discontinued. The main exception has been its success in exporting
a total of 745 Fahd and Walid armored personnel carriers to seven Arab and African states,
but even this was relatively modest when taking into account that its total production cost
of roughly EP3.725 million ($600 million) was spread over three decades from the start
of exports.” These results belie boasts about AOI success in “bringing in hard currency to
help the national economy.” To the contrary, it used hard currency to import intermediate
goods, assembly kits, and manufacturing machinery.

THE RESEARCH AND DEVELOPMENT HANDICAP

Although the MOMP and AOI have undoubtedly made strides in acquiring technology
and production know-how, glowing reports in Egyptian media and their own self-con-
gratulatory statements contain considerable hyperbole. Seif-el-Din labeled the AOI “an
important citadel” of Egyptian industry soon after becoming chairman in 2012, while Assar
marked the MOMP?s sixty-third anniversary in 2017 by declaring its “greater goal” to be
“attaining a defense complex that is 100 percent Egyptian.””® But serious deficiencies in
the defense industry’s capacity for research and development (R&D), which is crucial to
absorbing external technology and knowledge and converting them into local output, have
greatly limited its economic impact.
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In the mid-1990s, Stephen Gotowicki, who then worked in the U.S. Army’s Foreign
Military Studies Office, anticipated that “in the coming years, Egypt’s military production
sector will probably decline. Egypt suffers from low productivity, a lack of adequate funding
and a dearth of external markets.” His prediction of decline proved wrong, but the rest of
his critique was accurate:

Egypts military industries have not promoted import substitution or sustained ex-
port earnings. The technological benefit of the armed forces’ military industrial en-
deavors have proven to be only marginal to Egypts economic developments. While
Egypt does assemble sophisticated military weapons systems, the facilities to do so
are provided by Western businesses on a “turn key” basis. The Egyptians receive
kits for assembly, but the technology involved is closely maintained by the Western
partner. Hence, little technology that would allow independent Egyptian develop-
ment of systems has been received. For Egypt, technology is a conundrum—high
technology industrial efforts are a capital intensive endeavor; Egypt has a labor
intensive economy with little capital.”

Drawing on insight from U.S. defense officials, political scientists Robert Springborg and
Clement Moore Henry assessed a few years later that “many if not most of [the Egyptian
defense industry’s] efforts in manufacturing appear to be direct spin-offs from relatively
low-level military technology.””® Since the primary national security value of local defense
industries lies in their contribution to the military adaptation capacity of states, inadequate
investment in R&D reflects either incompetence or lack of commitment to sustaining a
genuinely capable defense industry on the part of its managers and political leaders.”

Egyptian defense industry leaders have repeatedly acknowledged the need to invest in
R&D. In 2010, Meshaal stated that his ministry had collaborated with “all Egyptian uni-
versities to set up a scientific research and excellence center to serve the defense industry.”
In other interviews he explained that the R&D units of all MOMP factories and companies
had been grouped in a single new Center for Scientific Distinction in 2005 at a cost of
EP200 million ($35 million), and that it would commence operation in October 2011.'%°
Separately, an Integrated Technology Complex encompassing a technical secondary school,
intermediate institute, and a technology college had been set up; this had 180 master’s and
forty doctoral students, and trained 300 “engineers and chemists” annually.'®! For its part,
the AOI has an Arab Institute for Advanced Technology and two centers that are advertised
as developing capacity in administration, engineering and technology, information systems,
and languages. But in all these cases, the emphasis appears to be on acquiring narrow tech-
nical skills for limited applications, rather than on creating an interactive organizational
climate for technological and commercial innovation.'*

Then AOI head Waheibah appeared to acknowledge the lack of genuine R&D when he

commented, in 2009, that “Egypt lives in a major industrial coma...[it] lacks design
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[ability] in 99 percent of industries, from needles, camping stoves, and water taps to [ciga-
rette] lighters. Everything in our markets is a foreign design.”'® His evocation of a famous
speech in 1962 in which Nasser envisioned Egypt making everything from “the needle to
the rocket” was intended to present the AOI as the exception that was leading the way with
genuine R&D capability.'” But analyst Sarah Chayes found little evidence of this when
she visited an AOI factory producing consumer electronics and electric appliances in 2013:

[It] merely assembles low-grade Chinese components for products visibly below
the standards of readily available Samsung or Sony alternatives. Its line of comput-
ers—discontinued since the revolution [in 2011]—was sold only to government
ministries. Currently, the twelve-person research and development department
is focused on electrical controllers for a prospective solar streetlight project, also
aimed at government purchasers. The department, even according to [one of its
engineers], generates no innovation. Young engineers, hired right out of school,
cycled through on their way to higher-paying jobs in the private sector, at least
until the mid-2000s, according to another engineer.'”

As a consequence, both the AOI and MOMP have struggled to raise the proportion of
local content in products they assemble under foreign license. This is a familiar means of
acquiring technology and production know-how and a route to adding value and spurring
domestic feeder industries worldwide, but the slow rates of growth in local content reveal
inadequate R&D capacity and limit economic returns. The examples of the Walid armored
personnel carrier and its successor, the Fahd, is telling: both were based on German designs
and produced in Egypt under license (starting in 1960 for the Walid and 1985 for the
Fahd), but it took thirty years for local content in the Fahd to go from the initial 25 percent
to 68 percent.'® Much the same is true of the Jeep J8, which has been produced in Egypt
since late 2008 from knockdown kits supplied by U.S. firm Chrysler: its civilian and mili-
tary precursors have been assembled in Egypt by the AOI's Arab American Vehicles since
1978, but in April 2017 local content was stated still to be at only 45 percent.'”

The licensed production since 1992 of the U.S.-designed M1A1 Abrams main battle tank,
in which Egyptian defense officials take special pride, has been similarly affected. From
the outset, the MOMP’s purpose-built Tank Plant (Factory 200) manufactured about 40
percent of the components of the first 555 M1 tanks covered by the original agreement,
while importing 60 percent.'®® This was already an impressive level of local content for one
of the world’s most advanced fighting vehicles. Meshaal claimed in 2010 that local content
had risen to 75 percent, even boasting this was “higher than in the United States,” and then
claimed that it had reached 95 percent by October 2011. Yet this was true only of specific
components such as the chassis, and even that only became true in 2015; the engine was
also not produced locally.'” Reflecting these limitations, co-production in fact “dramati-
cally increased the per-unit cost of tanks and other jointly manufactured equipment,” ac-
cording to the U.S. General Accounting Office, which evaluated the program routinely
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in the late 1990s and early 2000s.'"® Factory 200 moreover employed inflated numbers of
personnel; it resisted pressure from U.S. manufacturer General Motors to reduce its work-
force from 6,000 to 1,200—although U.S. officials privately estimated at the outset that it
only needed 200—finally settling at 4,000 personnel and then bringing this figure down to
2,500 as production came to a close in 2018.""!

Egyptian military enterprises appear invested in raising local content—and in acquiring
the technology and production means to do so—for high-profile combat equipment that
boosts the EAF’s strategic capacity and prestige. Insistence on maintaining M1 co-produc-
tion moreover reflects hope of using this as a springboard for exports; in the meantime,
the Tank Plant is being used to upgrade earlier M1A1 versions.' This makes good sense,
but the limitations of the underlying R&D base impose a ceiling on this and other ef-
forts such as that of Unit 1703 of the MOD’s Military Intelligence and Reconnaissance
Administration, which supplements military technology transfer by acquiring equipment
that is then reverse engineered by the MOD’s Center for Technological Research, Design,
and Development.'”® A review of military hardware advertised on the official MOMP and
AOI websites shows only vintage technologies; the sole exception is the M1 tank kits, but
even these were included by the Defense

Security Cooperation Agency of the U.S.
Department of Defense in 2015 asone ofa  NOt only has the weakness of
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foreign military financing] or ended.

nology, but the sector has a poor track record in this regard: more than four decades after
the AOI formed joint ventures with several major Western arms manufacturers and nearly
three since the M1 tank assembly line started production, local content has risen relatively
little on average. Indeed, not only has the weakness of Egypt’s R&D base seriously impeded
absorbing new technology, preventing significant indigenous adaptations or innovations,
but it has also limited the addition of value that could be attained by undertaking main-
tenance, repair, and upgrades in-country. The motivation for building relationships with
foreign companies may therefore have less to do with the transfer of technology and know-
how than with investing ministry funds abroad with the aim of securing income streams
from dividends and acquiring stakes outside Egypt.
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A case in point is the agreement covering the donation of 92 second-hand BMP 1A1 in-
fantry fighting vehicles from Greece to the EAF in late 2018. Egypt financed the technical
inspection and upgrades to be conducted by Greek industry rather than undertaking these
tasks itself; it moreover opted for this deal instead of upgrading the 205 BMP-1 vehicles
already in EAF stores.''® Similarly, when the MOD acquired a fleet of Chinese Wing Loong
medium-range drones in 2017, it was UAE defense contractors who adapted the com-
munication, observation, and target localization systems for integration into the EAE'”
Waheibah had previously announced that the AOI was producing twelve Chinese-designed
ASN-209 unmanned aerial vehicles (that is, drones) in 2012, but his claim that local con-
tent reached 99.5 percent is not verified.''®

As telling of the real limitations are repeated delays in the launch of new production proj-
ects and delivery. Nine years passed between the initial order for 120 K-8E trainer aircraft
and the start of assembly in Egypt of the final forty using kits supplied by the Chinese
Hongdu Aviation Industry Corporation in 2008, for example.'"” Following the U.S. deci-
sion to reallocate foreign military funds away from major weapons systems such as the M1
tank and F16 fighter aircraft in 2013, the MOMP once again demonstrated its bias toward
big-ticket military technology by negotiating with Russian company UralVagonZavod in
2017 for the assembly and partial manufacture of 400—500 T-90 main battle tanks in Egypt
(which has also not taken place).'®

Undeterred by the defense industry’s underachievement, Assar has campaigned to raise its
international profile. As if in response to the critique made in the 1985 CIA research paper
cited earlier about the lack of effective information collection and marketing organiza-
tion for exports by the MOMP, he showcased its military production at the International
Defense Exhibition (IDEX) in Abu Dhabi in February 2017, its first participation in such
an event in over ten years.'””! AOI head Seif-el-Din had promised an international defense
exhibition in Egypt in early 2013, but it was not until December 2018 that his counterpart
Assar finally inaugurated the first Egypt Defense Expo (EDEX), again intended to drum up
orders for the defense industry’s military products.'*

But while the effort was commendable, marketing has been constrained by the poor com-
petitiveness of Egyptian defense products in global markets. Most notable among those
on display at EDEX were upgrades of the Fahd and Temsah armored personnel carriers,
both based on adaptations of German and Ukrainian vehicles, and prototypes of the ST-
100 and ST-500 vehicles, developed under the auspices of the South African International
Marathon United Technology Group.'* The Temsah reflected the entry of the Engineering
Industries Complex of the EAF’s Vehicles Department as a minor new defense producer
into the field; inaugurated in May 2015, it has ten factories that produce everything from
vehicle spare parts (exhaust pipes, radiators, nonmetallic rubber parts, foam seats, and the

first all-Egyptian-made battery) to tank transporters for M1A1 tanks.'**
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EDEX did not visibly mark the launch of Egypt as an arms exporter. The sale of 19 Fahds
to Burundi was agreed in March 2019, and the MOMP claimed a few months later that
the ST-100 was being trialed by Abu Dhabi, but no other orders for any of these vehicles
have been confirmed, even by the EAF, which has instead continued to use Mine Resistant
Ambush Protected vehicles supplied by the United States since 2015 through its Excess
Defense Article program.'* EDEX instead proved to be a marketing opportunity for for-
eign defense companies to conclude a diverse array of contracts with the EAE.'%

“OUR FINGERPRINTS IN EVERY HOUSE"™:
THE TRAVAILS OF CIVILIAN PRODUCTION

The defense industry is no less ambitious in relation to its civilian production. This covers
a very wide range of finished and intermediate products for household, service institu-
tions, agricultural, industrial, and environmental uses: kitchen utensils, washing machines,
refrigerators, televisions, satellite receivers, laptops, electric and water meters, water filters
and coolers, air conditioning, lighting and heating, cooking gas cylinders and regulators,
and wood furniture; hospital equipment, disposable syringes, medications and solvents,
firefighting vehicles and ambulances, garbage trucks, sports screens and seating, educational
tablets; fertilizer, water pumps and piping, agricultural machinery and storage equipment,
lateral move irrigation systems, and refrigerated food trucks; concrete mixers, cooling tow-
ers, metal fittings, fans, gas taps and fuel injectors, construction explosives, water purifica-
tion and desalination plants, and paint; agricultural waste recycling and water treatment
plants, and renewable energy equipment.'®” The defense industry also provides civilian ser-
vices including contracting and construction, supply and import, installation and upgrade
of IT and monitoring systems for public institutions, and technical training.

FIGURE 5
Establishment of Military Companies, 1949-2019

®MOD ®NSPO ® MOMP © AOI

1950 1960 1970 1980 1990 2000 2010 2019

NOTES: The five AOI companies established prior to 1975 were originally part of the MOMP, but ownership was transferred to the AOI
when it was established.

Companies formed under the monarchy came under the MOMP in 1954,
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No wonder a director of one MOMP factory boasted that “our fingerprints are in every
house in Egypt.”'*® But the shortcomings of the defense industry’s military production are
even more consequential for its civilian production. Here, the jumble of official rationales
for producing civilian goods and services is partly to blame. Leading officials have repeated-
ly stated that the defense industry is merely redirecting output that is surplus to EAF needs
to civilian markets, utilizing spare capacity, breaking monopolies and stabilizing prices of
supposedly “strategic” commodities, reducing imports and saving foreign currency reserves,
contributing to social and economic de-

velopment and GDP generally and to the

But shortcomings of the defense  state’s national development plan specifi-

industry’s military production are  cally, helping to reform the economy, and
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civilian production. In theory, some of these aims could be

compatible with each other, but in practice

most are contradictory. Underutilization

of capacity in the defense industry is severe, to take one example, and yet the MOMP

in particular has been on an expansionist trajectory for several years, adding production

lines, factories, and new companies to its portfolio in pursuance of Assar’s stated strategy

of expanding.'”” Almost none of the economic sectors in which military agencies are active

suffer private sector monopolies that require breaking, regulating markets and prices is the

business of government ministries and specialized state agencies, and reassurances about

not competing with the private sector are belied by statements about competing with it in
order to bring down prices.

Indeed, defense industry leaders make contradictory statements about their own main pur-
pose and contribution. Assar complained in 2017 that it was difficult to increase civilian
compared to military output “due to many challenges including competition and imports,”
for example, and yet asserted a year later that “if we only produced defense products we
would not achieve an economic return.”’?® Lieutenant General Abdel-Monem Bayyoumi
al-Terras, who became head of the AOI in August 2018, separately confirmed that provid-
ing the “top-quality” needs of the EAF was its primary goal rather than profit making,
which was ironic given the discontinuation of its higher-technology military programs and
the aging technology of its remaining military output.”" These statements moreover belied
the fact that at least 60 percent of production is civilian according to figures given by the
same sector leaders.'??

Preserving the Military Industrial Enclave, Replicating the Past

These contradictions derive from multiple sources. Most important is that, as a protected
enclave, the defense industry has inherited “the institutions, the administrative structure,
the policy framework, the modes of production and organization, the vested interests, and
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the habits of thought and work” characterizing much of the economy since the Nasser era,
to borrow the assessment of Egypt’s productive sectors and infrastructure by Khalid Tkram,
a former director of the World Bank’s Egypt department.'? In part, this also means reten-
tion by the defense industry of capital stock originally formed by past investments, such
as the huge iron and steel complex and automobile assembly plant established in the late
1950s, which were partly converted to defense production in order to utilize spare capacity,
or the aircraft factory that was turned to producing consumer durables.'**

Above all, the defense industry remains attached to the import substituting industrializa-
tion strategies introduced in the 1950s and 1960s, albeit in a distorted and much reduced
form. In addition to investing in new manufacturing ventures in select sectors protected
by high customs barriers (such as intermediate chemicals, fertilizers, cement, and steel),
defense industry leaders more often exploit their privileged relationship with government
ministries and agencies to secure public procurement contracts by direct order, for goods
that cannot otherwise compete with domestic or foreign goods that are cheaper or better
quality. They have also campaigned to drum up sales with slogans such as “Buy Egyptian,”
“Made in Egypt,” and “Encourage Egypt,” and the formation of a “Together to Support
the Civilian Output of [Ministry of ] Military Production” Facebook group.'”* The MOMP
announced in November 2017 that it was setting up twenty-two sales outlets across the
country, took regular part in the Cairo trade fair, and frequently offered “enormous re-
ductions” on home appliances “in celebration” of special days such as “the new year and
festive days of our Christian brothers”

and National Police Day."*® The ministry

also contracted briefly with a private irm  The defense industry remains
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viable without a captive market. This is al- distorted and much reduced form
most entirely domestic, as the defense in-

dustry has failed signally to achieve signifi-

cant export capability; and where it has, as in the case of phosphate and fertilizer, it benefits
from its multiple hidden subsidies. As with the military side of its production, a critical
handicap for the defense industry in producing output for civilian markets has been the
weakness of R&D, limiting increases in local content and value added. This is part of a gen-
eral problem for Egypt; former director of the Middle East and Central Asia Department
at the International Monetary Fund George Abed noted in 2019 that it spends only 0.6
percent of GDP on R&D compared to 4.3 percent in South Korea and Israel, 2.2 percent
in Singapore, 2 percent in China, and 1.3 percent in Malaysia and Brazil.'*® As a result, he
concluded, Egypt has neglected to transform its industrial structure and fallen continuously
behind its peers in integrating its economy into the global manufacturing value chain.'”
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This handicap is why the increasing emphasis by defense industry leaders on the impor-
tance of tawteen (resettlement), the transfer of technology and manufacturing know-how
to Egypt through assembly and licensed production deals with foreign companies, is un-
convincing. Although sound in theory, the defense industry’s low technological starting
base and insufficient investment in R&D severely limit its ability to attract or benefit from
transfers. The need for developing the R&D base has been evident for decades, and was
repeatedly acknowledged by past ministers of military production and AOI heads over the
past twenty years, but the prerequisites for doing so have remained largely ignored in real-
ity. Tawteen appears to have emerged as a new mantra only in response to what AOI head
Terras called “President Sisi’s mandate for the transfer and resettlement of technology and
the deepening of local manufacturing in cooperation with international expertise.”'*

A review of new deals signed with foreign companies since then suggests that little has
changed in fact. In a typical instance, the MOMP agreed in December 2018 to identify
needs and secure licenses and permits for joint energy and infrastructure projects with the
China Energy Engineering Group Corporation, which will provide the actual engineering
designs, supply equipment, and undertake the necessary construction services and technical
support.'*! Almost none of the co-production agreements reached with foreign companies
in 2016-2019 in the automotive and railway sectors, for example, envisage Egyptian lo-
cal content higher than 45-50 percent, only rising to 60 percent in rare instances. Indeed,
under these circumstances the sheer number of protocols signed with foreign companies
and governments suggests that the Egyptian defense industry remains as reliant on foreign
technology and know-how as it was in 1985 when the CIA research paper cited previously
identified this as a foremost problem.

These handicaps are largely why conversion of a large part of defense industry capacity to ci-
vilian production, which could make good economic sense, has proven ineffective. It is also
why so few of the dozens of memorandums of understanding and cooperation agreements
between the MOMP and AOI on the one side and Egyptian government ministries and
foreign companies and governments on the other side are converted into actual deliverables.
Talk of attracting Arab partners to reinvest in the AOI or emerging defense industries in
Saudi Arabia and the UAE to partner with their Egyptian counterparts is highly improb-
able for the same reasons.'* Poor competitiveness and high production costs moreover ac-
count for the persistence of the chronic problem of serious underutilization of capacity in
defense industry companies, even as new capacity is added. Duplication in the production
of manufactured goods and services could generate useful competition, but in the absence
of tangible technological innovation and deepening it means that defense companies can
continue to market similar products only because their customers are tied in, and the real
costs of redundancy and idle capacity are shifted onto the public purse. And despite the
defense industry’s claims about offering products at affordable prices, private companies
have complained of the high prices of inputs they buy from the MOMP and threatened to

turn to imports instead.'®?
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The defense industry is positioned between the roles of producer and procurer: it can manu-
facture low-tech civilian products at reasonable cost but remains stuck at the stage of as-
sembling imported components as it attempts to climb up the technology ladder, which
offers the least local content and value added, and therefore reverts to acting as a middleman
for imported goods. This is illustrated by its efforts to produce automotive vehicles, railway
cars, and electronics.

In Pursuit of the “100-Percent-Egyptian Car"”

The advanced technological content and multiple production linkages of the automotive
industry make it a classic starting point for defense industries and a nexus for commercial
synergies between military and civilian manufacturing sectors worldwide. But the handicaps
discussed above have prevented economic synergies, and threaten to raise the costs of new
forays into vehicle production planned by the defense industry. This is graphically displayed
by the periodic efforts to revive the bankrupt state-owned Nasr Automotive Manufacturing
Company by placing it under the wing of the MOMP, and by more recent attempts by the
MOMP and AOI to launch their own vehicle production lines.

Once regarded as a flagship of Egyptian manufacturing, Nasr was among the hundreds of
state-owned companies placed under commercial management in 1991, but not privatized.
After struggling for many years with loss-making subsidiaries, the Council of Ministers
slated it for liquidation in 2009, and production ceased. But in April 2013, then minister of
military production Lieutenant General Rida Hafez proposed reviving Nasr’s four factories
under the aegis of the MOMP, and later promised that the company would build the first
fully Egyptian car within two years.'**

Hafez’s proposal generated resistance from retired officers heading other companies whose
approval was needed. The head of the Holding Company for Metallurgical Industries, to
which Nasr Automotive Manufacturing Company belonged, claimed publicly to support
its transfer to the MOMD, but only on the condition that the ministry assumed the com-
pany’s debt—then EP1.2 billion ($172 million)—and committed to paying its remaining
workforce for another three years (a total cost of EP180—-EP216 million).'* Hafez, con-
versely, wished the holding company to absorb the debt. The retired major general who was
executive director of the Egyptian Automobile Manufacturers Association, which stood to
lose from the revival of Nasr and competition by the MOMP, was more openly opposed,
claiming that restoring the company would require $10 billion in investments."*® Hafez’s
death precluded completion of the transfer, which was blocked by his successor Major
General Ibrahim Younes. Younes now made the MOMP’s acquisition of Nasr subject to
finding a major global partner who could guarantee production of at least 200,000 vehicles

annually, an impossible condition.'*
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The idea of reviving Nasr refused to die, however. In October 2015, its supporters resumed
lobbying Assar, who had succeeded Younes as the head of the MOMP. Assar confirmed two
months later that the company’s fate was still under review, but showed little interest in ab-
sorbing it within his ministry."*® Apparently, neither the military’s professed interest in help-
ing to save leading national economic enterprises nor the perception among its critics that it
seeks merely to raid civilian assets outweighed realistic market thinking with respect to Nasr.
Various ideas were floated over the next four years, including an announcement in September
2017 that Nasr would be restructured with the assistance of the MOMZP, but none of this
materialized, and the Ministry of Public Enterprise Sector once again took up the search for
foreign partners as part of its plan to develop troubled public sector companies in 2019.'¥

The defense industry has instead sought to strike out on its own. Between June 2018 and
September 2019, the MOMP and AOI agreed co-production of trucks and earthmoving
loaders with the Minsk Automobile Plant (Belarus), electric buses with Foton (China),
electric cars with Geely (China), and charging stations for electric vehicles with SEE and
Marathon (China).”® The routine rationales have been cited in each case—transferring
technology and know-how, reducing imports, providing affordable goods, and supporting
development—but there is little reason to expect that the defense industry can escape the
travails faced by the civilian automotive industry. Despite the heavy trade protection the lat-
ter enjoyed until 2019, locally assembled cars were estimated to cost 20-30 percent more to
assemble in Egypt than to import in 2005 and still around 30 percent in 2012—at which
time the automotive sector was operating at 30 percent of capacity."”' The reliance of the
automotive industry on imports for at least 60 percent of its components (not to mention
production machinery, tools, and materials) means that it has not been able to benefit from
the sharp devaluation of the Egyptian pound to gain a real competitive advantage. As impor-
tantly, Minister of Public Enterprise Sector Hisham Tawfik estimated in January 2019 that
local components accounted for a mere 17 percent of the final product.’>? Sales of locally as-
sembled cars improved by 18 percent on the sharp depreciation of the Egyptian pound, yet
sales of imported cars rose by 58 percent after the abolition of customs duties on imports of
European vehicles as previously demanded in the 2004 EU-Egypt Association Agreement.'>?
Claims by defense industry leaders such as Terras, who promised in November 2018 that
the AOI would soon produce a “100-percent-Egyptian car,” must be viewed skeptically,
therefore.”* The AOI had launched a cheap three-wheel car modeled on the ubiquitous
“tuk-tuk” a year earlier, which it more credibly claimed to contain 90 percent local content
in parts and labor.'” But the MOMP agreement in September 2019 to co-produce electric
buses with Chinese company Foton was more revealing of the true situation: Foton will
supply the components—including the battery and electric motor, which are the most tech-
nologically complex parts—and Egyptian company IMUT will supply the capital, while
the MOMP will contribute a minor share of capital in addition to the land and labor.">
Once again, the inadequacy of R&D is blocking potential increases in local content and

value added. The fact that the head of the AOI’s Arab American Vehicles still felt a need
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to promise investment in R&D in March 2015, thirty-eight years after the company was
founded, gives some indication of how severe the deficiency remains.” So did his boast
of maintaining local content in passenger cars at 45—47 percent, which was no more than
the minimum requirement decreed by the Ministry of Industry. Similarly, Assar’s claim in
2017 that MAZ trucks were being produced in Egypt with 60 percent local content was
not only contradicted by then transport minister Hisham Arafat, who lowered the figure
to 50 percent a year later, but also violated the Ministry of Industry’s stipulated 70 percent
minimum for local content in this vehicle category.'®

In Slow Motion: Railways and Electronics

The inherent shortcomings of the defense industry are especially apparent in two more do-
mains: rail transport, which offers significant efficiency and savings, and electronics, which
are critical to industrial innovation and to Egypt’s integration into the global value chain. As
importantly, these two sectors illustrate the manner in which the wider policy setting and
political economy present obstacles to industrial development by distorting cost-benefit cal-
culations and incentive structures, and how these are also reflected in the defense industry.

In stark contrast to massive public investment in roads and highway and the associated
empbhasis on the automotive industry, Egypt’s railway system has suffered decades of neglect
and underinvestment. Analyst Tamer Hafez observed in late 2016 that the “notoriously un-
reliable, dangerous railway system has not motivated Egyptian businesses to rely on trains
to ship goods—even though rail is a far cheaper and more efficient means of moving cargo,
particular[ly] given the congested and unsafe state of the nation’s roads. Nonetheless, rail
freight has shrunk to almost zero in recent years.”"*” By then, less than 1 percent of the
country’s freight was being transported by railway (rising to 1.2 percent by 2017), and only
twenty of approximately 700 train platforms were full-service points where trains could
load and unload cargo.'® But rather than focus on providing cheap public transport and
freight services, ambitious planning cur-

rently under way envisages high-speed and )
monorail links worth $13.9 billion, which ~ The marked government bias toward

can only serve affluent passengers or van-  road transport appears to be entirely
ity schemes such as the new administrative shared by the military, which has
4
managed most of the so-called
The marked government bias toward road  ngtional roads construction
irely sh . .
transport appears to be entirely shared by projects since late 2013,

capital.'®!

the military, which has managed most of
the so-called national roads construction
projects since late 2013. As Hafez noted, none of the new desert cities lying outside the Nile
valley and delta, most of which have been constructed with military assistance or manage-
ment, are “anywhere near the railroad.” Similarly, development of rail transport with Sudan
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has been severely neglected despite the large number of travelers and volume of goods that
move between the two countries annually and despite major government investment in new
urban communities and large land reclamation and agricultural schemes projects along the
route in Upper Egypt. The construction of a rail link was under study in 2009 but aban-
doned until Egypts presidency of the African Union prompted a renewal of negotiations
in 2019, but the railway authority admitted that it had neither funding nor a start date for
the project.'®

Policy bias and the familiar problem of minimal investment in R&D have resulted in an un-
derwhelming contribution by the defense industry to rail transport. The Egyptian Railways
Equipment Company, SEMAF, which belongs to the AOI, claimed in 2018 that local con-
tent reached 95 percent in unsophisticated items such as cargo cars, but acknowledged that
this dropped to “25-45 percent for subway trains as they contain electronic and electrical
systems that are not yet manufactured locally in Egypt.”'%® Despite touting its production of
railway vehicles and equipment as a showcase of local manufacturing capability, the AOT’s
difficulties in delivering a much advertised order for 212 stainless steel, air-conditioned
passenger cars in 2012 revealed otherwise. A promotional video released in October 2013
confirmed that only the chassis, paint, and seating for the cars were being manufactured
in Egypt; an Italian subcontractor was to supply the engines, operating systems, and other
components.'® The AOI switched to a Chinese supplier in 2014, allowing the order to
be completed by 2017, but of the total number of the cars the AOI fully assembled only
twelve, and imported 108.'®

Indeed, instead of the AOI, it is the MOMP that has led the running to supply railway
needs. It was already involved in discussions over supplying signal boxes, engines, and pas-
senger cars in early 2015, and in 2017 announced plans to upgrade or supply 295 signal
boxes and rehabilitate eighty-six rail stations.'*® In January 2018, it discussed joint manu-
facture of railway control equipment and fast-speed tracks with the private sector Orascom
Construction Limited.'” SEMAE which by the start of 2018 had not received any new
orders in six months, was also in discussion with the Ministry of Transport to provide
the signal boxes; but the contract worth EP22 billion (then $1.17 billion) with Russian-
Hungarian consortium Transmashholding-Hungary to deliver 1,300 passenger cars and
provide maintenance services over fifteen years was finally concluded with the MOMP.
Until then, only the Railway Authority workshops and SEMAF had manufactured railway
cars, but the MOMP will import 700 cars and receive components and sub-assemblies for
final fitting of the remaining cars at its Tank Plant.'®® Lieutenant General Kamel al-Wazir,
the former head of the EAF Engineering Authority who became minister of transport in
March 2019, optimistically promised to attain 100 percent local content in railway cars
“within a few years.”'® But Transmashholding stated more modestly that it would help
the MOMP attain 80 percent local content by the end of the project, while the Tank Plant

director stated that it would start at 45 percent.'”
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While this kind of investment was necessary, it reproduced the typical effort to meet prob-
lems with technical fixes focusing on the acquisition of new equipment and expansion of
new infrastructure, rather than resolve underlying problems in the existing railway sector
and in the policies that determine its economic feasibility within the wider transport sys-
tem. Much the same applies in the case of the defense industry’s production of electronics.
Here, too, it suffers from low local content, poor competitiveness, and underutilization of
capacity. In 2002, South Korean Daewoo Electronics canceled a contract with the MOMP’s
Benha Company for Electronic Industries to assemble consumer electronics goods after the
latter undershot its production and sales targets by a large margin.'”" A consultancy report
prepared for the Industrial Modernization Center in 2008 noted that utilization reached
50 percent “at best” for some consumer electronics such as televisions, satellite receivers,
video recorders, monitors, and computers. It concluded that “Egypt cannot integrate in the
Global Electronics Value Chain at this stage. ... Currently, Egyptian Manufacturers mostly
work only in the last layer of the Value Chain.”'”* Eight years later, the head of the electron-
ics sector at the Federation of Egyptian Industries complained that the eight largest produc-
ers, including the MOMP, accounted for only 10 percent of the domestic market despite
having enough capacity.'” Faced with these continuing challenges, the defense industry
depends on direct orders from public sector customers such as Cairo University, which con-
tracted Benha in early 2017 to assemble or otherwise supply 750,000 educational tablets

for its students.'”4

CONCLUSION: THE LAST REFUGE OF NASSER-ERA ENTERPRISES

Lack of profitability might be understandable for military products that are not primarily
intended for export, but the only reason that the Egyptian defense industry has survived
low levels of productivity, utilization of capacity, and technological innovation in its civilian
output of goods and services is that its losses and hidden costs are transferred to the state
treasury, reducing its marginal costs of capital to a minimum. This is not for any lack of
genuine manufacturing capability and technical skills, but for the wider political economy
within which the sector operates, and which allows its leaders to disregard the need for
meaningful cost-benefit analysis. (This was further underlined by Presidential Decree 244
of 2018 designating the MOMP as a state entity “of special nature,” exempting it from
applying the requirement in the civil service law of 2015 to fill senior management posts
through competitive hiring.'”)

The problem also applies to protected public sector businesses and politically connected
private companies in Egypt generally, but the defense industry is assured immunity even
under market conditions that would prompt the government to restructure or privatize the
former and that would penalize the latter. In a very real sense, the defense industry has ac-
cess to capital (in the form of public sector contracts) that is equivalent to the capital Nasser
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generated through the land reform, nationalization, and socialist policies of the 1950s and
1960s, and that is utilized with equal inefficiency.

The knowledge that their inefhiciency is cost-free helps explain why the various entities
constituting the defense industry and their subsidiary companies and factories duplicate
activities rather than complement each other. This is also why they do not pursue product
specialization, technological deepening, or mergers and consolidation. Their real net con-
tribution to the national economy and to consumers is at best questionable, and yet those
in command show little inclination to streamline the sector, whether by divesting certain
subsectors and activities or by subjecting all to the transparency and cost-effectiveness mea-
sures in order both to provide Egyptian defense needs and attain economic feasibility. The
key to such transformation would be to end the defense industry’s assured access to public
procurement contracts, which papers over its major shortcomings and financial losses and
blocks any talk of reform. But this is unlikely to happen, so long as it functions primarily
to uphold the regime maintenance logic in place since the 1950s and service the military
component of the governing bureaucratic coalition.
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CHAPTER 3

MAPPING THE FORMAL MILITARY ECONOMY PART 2:
WE BUILD EGYPT, WE FEED EGYPT, WE ARE EGYPT

THE MINISTRY OF DEFENSE REPRESENTS the second main pillar of the formal
military economy, but unlike the loss-making defense industry, it makes a significant con-
tribution to extra-budgetary military funds. Together, the diverse range of departments,
agencies, and companies the ministry encompasses provide the EAF with noncombat con-
sumables and services and, increasingly importantly, undertake major public works under
contract to government ministries and authorities. These MOD bodies, which include the
EAF itself and its affiliated departments, have made tangible contributions in providing
diverse civilian goods and services—f{rom highways, bridges, and housing to intermediate
chemicals—but at heavy cost. Just how heavy is obscured by the deliberate lack of trans-
parency on the real economics of production, hiding considerable amounts of dead (that
is, nonfunctioning) capital and opportunity cost sunk not only in the important white
elephant schemes managed by the military but even in sectors that could contribute posi-

tively to social and economic development.

Most significant among the economically active MOD bodies are the National Service
Projects Organization and the EAF Engineering Authority and Works, Megaprojects, Water,
and Survey Departments, which are also backed by the Technical Consultancy Bureau in
the Military Technical College. These departments moreover liaise closely with civilian bod-
ies in which the MOD has a direct role by law, most prominently the National Center for
Planning State Land Uses, and other major contracting public entities such as the Ministry
of Housing’s Central Construction Agency and New Urban Communities Authority. The
MOD also comprises half a dozen additional departments that perform economic functions
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and report directly to it, such as the so-called Mining Sector, as well as several maritime
companies, and owns shares in a number of nonmilitary joint stock companies.

MOD-affiliated bodies differ considerably from the defense industry companies and fac-
tories belonging to the MOMP and AOI in terms of primary activity and categories of
products, but their income-generating activities reveal similar characteristics. They benefit
from an enabling regulatory framework of tax and customs exemptions and permission to
receive state loans, retain revenues, carry surplus funds over fiscal years (customarily to be
deposited and retained in their “special funds”), and hold deposits in commercial banks
of their choosing.! They offer tangible contributions to public infrastructure and lower-
income households but also reveal questionable commercial viability in terms of net cost to
the treasury and of the quality of goods sold to consumer markets. And rent-seeking officer
networks that straddle MOD-linked bodies, state-owned economic enterprises, and general
authorities again play a significant role in steering contracts and investments.

THE NATIONAL SERVICE PROJECTS ORGANIZATION

The NSPO is an economic arm of the MOD but also a significant pillar of the military
economy in its own right, listing thirty-five companies by 2019. As the reference in its name
suggests, it employs young Egyptian males conducting national military service in the EAF,
for terms of between eighteen and thirty-six months depending on educational qualifica-
tion. The potential labor pool is massive: an estimated 1,551,000 Egyptian males reach the
age for military service annually.? But although Sisi stated in 2015 that the EAF’s intake
was around 1 million conscripts, Janes’ Sentinel Security Assessment and the International
Institute for Strategic Studies more credibly estimated their number in service at between
220,000 and 410,000 in 2016-2017.°

Founded by Presidential Decree 32 in 1979 “to study and implement works and projects
for ministries, [government] authorities, local government, and public sector companies,”
the NSPO’s trajectory reflects the evolution of Egypt’s politics and economy.* Its bud-
get for the 1982-1983 financial year was EP50 million; nearly thirty years later, Major
General Mahmoud Nasr, then assistant defense minister for financial affairs, stated that
NSPO annual turnover had reached EP6.3 billion ($1.06 billion) in 2011, with net prof-
its since 1990 of EP7.7 billion.” The NSPO Board of Directors includes the heads of the
MOD’s Organization and Administration Authority and Logistics Authority; the ministry’s
Financial Authority is believed to supervise the NSPO and monitor its projects.
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A Conscript Economic Army

The NSPO was transformed by then EAF chief of staff Lieutenant General Abdul-Halim
Abu-Ghazalah following his appointment as defense minister in March 1981. An ambitious
figure, he was promoted by Mubarak to the rank of field marshall and made deputy prime
minister in April 1982. Under his direction, the NSPO set up a Food Security Division
with the aim of providing much of the EAF’s needs, in particular of livestock and poultry,
eggs and dairy products, and bread. According to political scientist Robert Springborg, the
NSPO also sought loans from the Principal Bank for Development and Agricultural Credit
to prepare conscripts to undertake similar activities upon finishing their military service. In
1986, Abu-Ghazalah also announced that the EAF would organize 30,000 conscripts into
development battalions.” These battalions

have been a source of cheap manual labor

for both public and private companies The NSPO followed in the footsteps
undertaking public works projects ever Of civilian businessmen who
since, working under the EAF Engineering  pere benefiting from the partial

H 8
Authority (rather than the NSPO). liberalization of trade to invest in
The rapid expansion of the NSPO reflect-  food, dairy, macaroni, and bottled

ed various factors. In 1986, Abu-Ghazalah water production in this period.
and Mubarak claimed that half its earnings

were spent on supplementing meager EAF

salaries, with the other half going toward clothing, accommodation, and maintenance of
equipment.” The NSPO moreover followed in the footsteps of civilian businessmen who
were benefiting from the partial liberalization of trade to invest in food, dairy, macaroni,
and bottled water production in this period.’ As was the case for the MOMP’s defense
companies and factories, the NSPO also provided an opportunity to replicate the military
“old boy” networks and clientilism established in the Nasser era. Much like then EAF com-
mander in chief and defense minister Abdel Hakim Amer, who sat on the Higher Council
for Nationalized Enterprises in the 1960s, Abu-Ghazalah chaired the Ministerial Policy
Committee starting in 1986, which enabled him to award land to the NSPO for reclama-
tion and cultivation while withholding it from adversaries and to favor EAF retirees joining
the private sector and their civilian partners with contracts."

In any case, by 1986 the NSPO was already estimated to account for almost 5 percent of
all housing construction and 18 percent of food production nationwide, which political
economist Safinaz Tarouty valued at EP488 million.'* These figures have not been con-
firmed, and seem excessive for a food production sector estimated to employ 5,000 EAF
personnel at the time."® Nonetheless, the NSPO also started production of macaroni across
the country three years later, and subsequently grouped all its pasta factories into a single
enterprise. It also set up support facilities such as an automated vegetable wrapping and

packing plant.'*
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FIGURE 6
Economically Active MOD Agencies and Companies
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Thanks to these activities, NSPO annual turnover grew from EP11 million in 1979 to
EP644 million by 1990." This enabled a new phase of expansion. Reflecting the commer-
cial opportunities provided by networking between various parts of the military economy
and the public sector, the NSPO branched out in 1992 by constructing six gas stations to
serve civilian markets, again using conscripts. These stations were brought under a new sub-
sidiary called Wataniyyah in 2002, which subsequently expanded countrywide; the compa-
ny now claims seventy-one stations.'® Sales of petrol, oil, and lubricants produced by NSPO
companies ensure a large profit margin since they are acquired at a discount from refineries
in which the General Intelligence Directorate is de facto gatekeeper. Wataniyyah has also
sold detergents produced by the EAF’s chemical warfare branch since 2015."” Following the
military takeover in 2013, a former head of the General Authority for Petroleum, which is
responsible for supply to civilian markets, complained that “most stations don’t even receive
their full quota of petrol, after more fuel was assigned to state gas stations owned by the
armed forces.”'® Wataniyyah has diversified following market developments; introduced
charging stations for electric vehicles at its stations in 2018, and won government approval
to host conversion facilities for dual-fuel vehicles (to use natural gas) in 2019."

NSPO expansion accelerated during the 1990s, with a continuing primary focus on agri-
business and labor-intensive services. In 1993, it established the National Company for
Public Contracting and Procurement, followed a year later by a company producing plastic
sheeting, and in 1996 by another producing fruit juices and jams, pickles, and olive oil.
Nasr Company for Services and Maintenance (originally named Queen Service) was start-
ed in 1998, offering cleaning and sanitation, security, maintenance, and management of
equipment and facilities including hotels, heavy haulage, and general procurement services
for government and private companies, including supplying and importing food.

As significant was the NSPO’s entry into the land reclamation market. In 1998 it estab-
lished the Upper Egypt Company for Agro-Industry and Land Reclamation, which pro-
duced a range of farming goods. A year later it also established the East Owaynat Land
Reclamation Company, which took over 100,000 feddans (42,000 hectares) in the Western
Desert from a reclamation project launched in the early 1990s. It subsequently established
farms irrigated by underground aquifers to produce cash crops for export to Europe; it
claims to have provided the Ministry of Supply with 78,000 tons of wheat in 2015, and
has leased land to Egyptian and foreign companies and to local farmers in the area.”” Some
experts believe the East Owaynat aquifer may be nonrenewable; the same is true of the Siwa
aquifer whose water is marketed by the NSPO’s Safi National Company for Producing and
Bottling through twenty-seven outlets countrywide, as well as supplying troops under the
U.S. Central Command and the Multinational Force in Sinai.*’

As these examples show, the NSPO experienced a growth spurt in the last decade of Mubarak’s
rule, mirroring other sectors of the military and civilian economies. Its National Company
for Road Construction and Development completed a highway from Cairo to the Red Sea

94 OWNERS OF THE REPUBLIC | SAYIGH



resort of Ain al-Sukhna in 2004; meanwhile, civilian public sector companies such as the
Nile General Company for Road Construction built roads and an airport serving NSPO
production sites in East Owaynat.** From 1995 to 2004, the NSPO had also constructed
or rehabilitated four museums, twenty-two archeological sites, and 390 schools, and in
2008 it consolidated its pasta production lines under the Queen label. Considerably more
important was its construction of the Arish cement plant, which it took over when major
civilian competitors balked at the starting price of EP300 million ($54 million) for the
project license in 2007.% By this point, the NSPO had become a holding company, hav-
ing acquired existing state-owned enterprises—the Arab International Optronics Company
and Nasr Company for Intermediate Chemicals—and having set up an elevator company.**

Post-2013: Favored Contractor

The real market value of NSPO output cannot be verified, but according to one source, its
closing accounts showed turnover of EP1.63 billion in 2012-2013, with profits of merely
EP63 million.” Whatever the truth, the EAF’s ouster of Morsi in July 2013 opened the
way to unbridled growth. Between October 2013 and February 2014, the interim govern-
ment headed by Hazem el-Beblawi awarded contracts by direct order to the NSPO to fund,
build, and maintain two national highways. This included the exclusive right to charge
tolls, sell advertising space, and lease land for the next ninety-nine years in the case of the
Rod al-Farag corridor around Cairo, and for fifty years on the desert highway between
Cairo and Alexandria.?

The government’s General Authority for . ,
Roads, Bridges, and Maritime Transport The Egy ptian Armed Forces’ ouster Of

immediately annulled existing permits of Mohamed Morsi in July 2013 opened

private sector advertising companies in the way to unbridled growth.

Rod al-Farag, and in July 2014 also ceded

the right to license advertising on addi-

tional stretches of the road network around Cairo to the NSPO, with which it will split
profits for fifty years.” The NSPO meanwhile increased heavy transport tolls on the Cairo—
Alexandria highway by 800 percent; under its leasing arrangement the NSPO will pay the
government roughly EP5 million in fees each year, but earn EP800 million annually ($112
million at the time) for the duration of its fifty-year franchise.?® (It is unclear how much of
the cost of building and maintaining these and other highways and “national” roads man-
aged by the military will be borne by the state treasury, which is responsible for this under
Public Roads Law 84 of 1968.)%

The NSPO went from strength to strength: in 2014-2016 alone it won new contracts by
direct order from individual government agencies to install traffic cameras at 250 junc-
tions in Cairo Governorate for EP260 million, build a services complex in Gharbiyyah
Governorate for EP240 million, a wastewater treatment plant and two electricity stations
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in New Heliopolis for EP200 million and EP230 million respectively, and four buildings
for the Matrouh branch of Alexandria University valued at EP346 million, and renovate
the great pyramids site near Cairo for a modest EP20 million.*® The NSPO also partnered
with the Ayadi Company for Development and Investment, a state-owned public-private
partnership established in March 2014, and the National Agency for Development of Sinai
to develop northern Sinai through investments in local industry, agriculture, and other
sectors.”’ The government meanwhile decreed that operation of 500 kilometers of national
roads being constructed by the Housing Ministry’s Central Agency for Construction con-
necting the Farafra oasis (a focus of military economic activity) at a cost of EP2.275 bil-
lion would be awarded on completion to the NSPO, which would levy tolls and run its
Wataniyyah service stations.*

The NSPO has also expanded the activity of its security company, Queen Service, founded
in 1988 and subsequently renamed Nasr Company for Services and Maintenance.* Still
known by its former name, Queen Service has won numerous protection and service con-
tracts since 2013 from clients including the Cairo subway, state banks, public universities,
and government ministries. In late 2013, it won a $600 million contract from a group of
Saudi and Arab investors to provide integrated services for hospitals in Egypt. This added
to its portfolio of managing services at 250 public hospitals, universities, and other public
facilities in the country.® Since then, Queen Service has been involved in megaprojects run
by the EAE such as the Suez Canal expansion, while expanding its operations to include
managing sea and land ports and providing I'T and communications services. By January
2015 it claimed 20,000 employees, of whom 5,000 were from the EAF according to com-
pany director general, Major General Wasfi Mahmoud Arafeh, although another source
claimed it employed 7,500 EAF enlisted personnel and conscripts.”

Breaking Out

The NSPO has expanded operations at an accelerating pace as the military economy geared
up to generate greater revenue, both feeding into and spinning off similar expansions by
other military economic actors. This encompasses increasing capacity in existing ventures
and entering new sectors, at times elbowing private companies aside to do so.

Most importantly, in May 2015 the NSPO announced plans for a new production line
at its Arish cement plant that would take annual output to 6.4 million tons, and in early
2018 completed a second, larger plant in Beni Suef that boosted its overall capacity to 19.5
million tons.* From a 3 percent share of the national market, the NSPO jumped to 23
percent, throwing the private companies that account for the rest of the cement sector into
serious financial difficulty. It also formed the Egyptian National Petroleum for Exploration
and Development Company in 2016 with the aim of “meeting the state’s needs of petro-
leum and natural gas” and becoming “a leading energy company in the Middle East.” This
ignored the extensive oversaturation of the sector by public, private, and foreign companies
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in Egypt (let alone the wider region), but may have been intended to tap into exploitation

of Egypt’s massive new Zohr offshore gas field.

The NSPO also positioned itself to benefit from impressive growth in Egypt’s domestic and
export markets for industrial chemicals, worth $1.7 billion in 2017.%® In February 2016,
its Nasr Intermediate Chemicals Company moreover started construction on what it pro-
claimed as the “largest factory” in Egypt to supply fertilizer for Sisi’s flagship 1.5-million-
feddan land reclamation project.*” A complex of nine new factories belonging to the Nasr
Company for Phosphates Industries was also launched in Ain al-Sukhna at the same time.
There was no obvious need for this expansion; according to the Ministry of Investment and
International Cooperation, there already are twelve major fertilizer producers in Egypt. But
the NSPO is doing what it and other military agencies have done in recent years: entered
or rapidly expanded in a tradeable commodity sector that enjoys state subsidies and trade
protection, even though it has excess capacity, with private producers underutilizing by
30 percent.”” In October 2018, the NSPO joined three other state-owned companies in
forming the Egyptian Marketing Company for Phosphate and Fertilizers, which has the de-
clared aim of acting as the “exclusive com-

mercial agent of all phosphate producers

in Egypt.™ Bizarrely, the NSPO claimed it

would break a supposed monopoly
The NSPO’s Mining Sector (sometimes in the marble and aranite sector
presented as the MOD?s) similarly sought 2 !

to increase its stake. In August 2014, it while bOGSting that it was already

took a 51 percent stake of the newly estab- meeting 70 percent of “the

lished Misr Sinai Development Company </ rrent gap” in supply.

that planned to build marble, glass, and

cement factories in the peninsula, in part-

nership with local clans.> National output of marble and various minerals had reportedly
reached 1.4 million tons in 2015, but the NSPO expanded its mining and quarrying ac-
tivities in Ain al-Sukhna, Ras Seder, al-Mina, and Aswan.® It placed these under a newly
established National Company for Marble and Granite in May 2016, which would seek
“optimal exploitation of Egypt’s natural resources...and self-sufficiency in meeting the
armed forces’ needs of these important strategic raw materials.”* This company became the
NSPO?’s partnership vehicle with the Misr Sinai Development Company.®

Bizarrely, the new NSPO company claimed it would break a supposed monopoly in the
marble and granite sector while boasting that it was already meeting 70 percent of “the
current gap” in supply. That the NSPO was itself acquiring a monopolistic position was
highlighted the following year, when it notified its private sector counterparts that it was
taking its marble production capacity to 1 million cubic meters annually, or 80 percent of
Egypt’s total output.® In fact, the five marble plants and two granite factories it inaugu-
rated in Beni Suef in 2018 took its production capacity to 3.6 million cubic meters a year,
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equivalent to 1.44 million tons.”” The NSPO reportedly also assumed the powers of the
General Authority for Mineral Wealth to issue entry permits to mineral-rich military zones
in the southern border region of Shalateen and to auction minerals extracted there.*

Separately, the NSPO formed a National Company for Fishery and Aquaculture in 2015,
and in late 2017 announced an EP1.7 billion ($107 million) investment in what it proudly
claimed was the largest fish farm in the Middle East.”” In parallel, it announced plans to
expand the area under cultivation in East Owaynat from 80,000 feddans to 100,000, and
in December 2016 established the National Company for Protective Cultivations to ex-
pand greenhouse production with the aim of “plugging the gap in domestic food supply”
and, contradictorily, increase Egyptian exports at the same time.”® In 2017, it also acquired
25,000 feddans from the Kingdom Agricultural Development Company, originally pur-
chased by Saudi billionaire Al-Waleed bin Talal in 1998.°!

Net Assessment

That the NSPO was pursuing an aggressive growth strategy cannot be contested. An EP1
billion donation it made to Sisi’s pet Long Live Egypt Fund in 2014 reflected its grow-
ing confidence and swelling coffers.”” But media portrayal of military domination of “the
markets for water, olive oil, cement, construction, hotels and gasoline’—mostly sectors in
which the NSPO was invested—was inaccurate.’® Even a cursory review reveals that its own
dramatic claims and ambitious aims should be treated with caution.

For example, even after raising output from 37 million bottles annually to 50 million, the
NSPO’s 4-5 percent share of the mineral water market is far from dominant.”* Its declared
annual output of eggs reached 120 million as of February 2018, enough to feed every
Egyptian just over one egg a year, or every soldier in active service two eggs every three days.
NSPO production of pasta is often cited, but overlooked is the fact that its famed Macaroni
Queen Company produces only 24,000 tons annually despite a capacity to produce 150,000
tons, which itself represents a mere 1.5 kilograms per capita annually, or under 100 grams
per soldier daily.® The NSPO accounted for a respectable but relatively small 6 percent of
Egypt’s total exports of olive products in 2005, while the market share of its Wataniyyah
gas stations stood at 4 percent in 2015 (with other government agencies accounting for 54
percent).’® Similarly, East Owaynat, which is presented as “one of largest projects producing
strategic crops (wheat, barley, maize),” has been unable to increase the area under cultiva-
tion to the advertised target of 100,000 feddans since 2012.°” And despite highlighting its
production of edible oils, the country still imported 97 percent of its needs in 2018.%

The NSPO has continued to claim that it primarily aims to provide self-sufficiency for
the EAE despite these modest results and its aggressive expansion into unrelated sectors.
Speaking to media in June 2019, the NSPO Director Major General Sabry Abdel-Latif

likened its role to the United States’ military PX stores and online sales service and the
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Navy, Army, and Air Force Institutes serving British armed forces overseas.” The NSPO
has also stated that its food production seeks to “ease the burden on the civilian sector”
and is provided at half the cost, but in fact it often pursues this aim by dumping cheaper,
imported commodities—such as meat and frozen chicken parts—into domestic markets.®°

Then minister of defense Sedki Sobhi had

previously told members of parliament

that the NSPO imported “large amounts The NSPO stated that its food

of cooking oil and baby milk,” and Abdel- ~ Production seeks to “ease the burden

Latif confirmed that the organization sold  on the civilian sector,” but in fact it

both locally grown and imported meat often pursues this aim by dumping
cheaper, imported commodities—

Clearly, thiS SCI'VCd thC Sisi administra— such as meat and frozen Chicken

tion’s overriding political purpose of keep- parts—into domestic markets.

from Sudan.®

ing prices affordable for its social constitu-

ency. In November 2016, for example,

Egyptian media reported that he had urged government agencies including the NSPO
to increase the number of outlets they ran selling basic food commodities ahead of the
planned devaluation of the pound, which was expected to inflate prices.®* (Previous sharp
hikes in 2008 and 2010 are believed to have contributed directly to the 2011 revolution.)
But although NSPO officials publicly justify its imports as a contribution to fighting infla-
tion and keeping living costs down, critical feedback from some customers indicated that
its prices are no cheaper than at Ministry of Agriculture outlets, which rely on Egyptian
farmers (and on imports), although other sources state that military (and police) outlets
sell at 10 percent below market.> The NSPO nonetheless expanded its sales capacity four-
fold by purchasing 250 food trucks from the AOI in 2016, adding to its existing sixty-one
mobile outlets, manned by EAF conscripts.®* Much of its produce is sold at outlets under
the NSPO’s “Smile” label; an official representative said it had 193 fixed outlets and 1,029
mobile ones countrywide as of July 2019. But it also markets goods through other retail-
ers; its director general claimed it was present at ninety-eight malls, retail branches, and
canteens across the country in the same year.*

NSPO involvement in importing basic food commodities obviously alters its overall market
share. But its modest share of local production is not insignificant. As the case of cement
showed, the NSPO was able to jump from a 3 percent share of national production capac-
ity to 23 percent in a few years; the fact that it enjoyed both a powerful political position
and a market for its output in the megaprojects under military management enabled it to
pose a serious challenge to the multinational and private Egyptian companies that domi-
nated the sector.”” Reflecting these advantages, the NSPO secured government approval
for the award of land to establish new farming and agribusiness ventures in 2018, includ-
ing 30,000 acres to cultivate olives and produce oil (with Spanish investors) and another
34,000 feddans for greenhouse cultivation to be managed by the National Company for
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MAP 2
Principal Military-Owned Economic Production Sites
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Protective Cultivations it had set up in 2016.° Sisi sought to reassure farmers in August

2019 that the military’s involvement in agriculture “will not exceed 10-15 percent of the
b . » . . . «s » .

country’s overall projects,” adding that this proportion “is not huge,” but this only under-

lined the scale of its expansion.®

As importantly, the NSPO has followed other military economic actors in achieving mas-
sive increases in turnover by wresting public contracts from competitors rather than by
raising productivity. Some of those losing out are private sector companies: Queen Services
replaced G4S in providing security at Cairo subway stations, despite charging 10 to 15 per-
cent more.”” But a large majority of the NSPO’s new contracts have come from government
agencies and public institutions, or from other military agencies. In December 2015, for
example, the head of the MOD’s Megaprojects Department, Major General Karam Salem
Mohamed, stated that the NSPO would open a sales outlet to serve workers constructing
New Ismailiya City.”! Weeks later, the governor of Faiyoum contracted with the NSPO to
set up meat and poultry sales points, a fruit and vegetable processing factory, salt pans, an
oil press, and other food production projects in the region.”” The NSPO has continued
to pursue this approach, planning in 2019 to build a biscuit factory with the intention of
supplying government schools and local markets, acquire two new dairy plants, expand its
livestock, and open new Smile supermarkets in desert cities constructed by the New Urban
Communities Agency (discussed later).”?

THE MILITARY AS CONTRACTOR, LAND AGENT, AND MANAGER

The contracts given to the NSPO since 2013 were part of a much bigger tranche of public
works contracts given to the military, the lion’s share of which went to other MOD depart-
ments. The republic’s president, Gamal Abdel Nasser, had deployed individual EAF offi-
cers to ensure control of a civil service formed under the monarchy and to kick start large
public works such as land reclamation in the 1950s, but his rivalry with defense minister
and EAF commander in chief Abdel Hakim Amer dissuaded him from using the mili-
tary as the primary institutional instrument of his major economic initiatives: land reform,
Egyptianization of foreign businesses, or nationalization.”

Consequently, the main contours of the military’s formal economic role emerged in the
wake of infitah, the limited economic liberalization launched by Sadat in 1974 in order to
encourage foreign direct investment, and the 1979 peace treaty with Israel. The MOD ben-
efited from major new influxes of foreign aid, undertook postwar reconstruction in Egypt’s
cities and the Suez Canal zone, and was awarded a say in the use of certain categories of state
land. It expanded its rent-generating activities and increasingly diversified into other public
works and infrastructure projects over the following two decades, acquiring an additional
role as a contract broker. These developments laid the basis for the ministry’s remarkable rise
since 2013 as the manager of some of the largest public works projects in Egypt’s history.
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Seed Money

The MOD’s initial purpose in generating income was to finance minor improvements in
service conditions for EAF career personnel, covering food, leisure, and bonuses among
other things. Over the years its recreational and service facilities—eventually numbering
574 by 2015, according to an official count—were also opened to middle-class custom-
ers—at rates that significantly undercut private sector competitors—with the profits being
distributed to officers.”” But the MOD also contributed to public infrastructure, with EAF
departments reportedly installing more than 40 percent of new telephone links covered in
the government’s five-year development plan for 1982—1986 and constructing power lines,
sewers, bridges, and overpasses in Cairo and other cities.”® They were credited in later years
with other notable public facilities including the Cairo International Airport road, Aida
Opera House, and El Galaa theater.”

MOD finances received a major boost thanks to a substantial increase in foreign military
assistance, which offset most of the cost of converting from Soviet to Western hardware. It
received initial military assistance of $1.5 billion in 1978-1980, part of a five-year program
worth $3 billion, and credit lines worth $2—$4 billion for arms purchases.”® According to
the U.S. Arms Control and Disarmament Agency, the value of arms transfers to Egypt in
1983-1987 came to some $7.8 billion.”” Debt forgiveness also played a significant role. A
ten-year moratorium imposed by Sadat in 1977 on repayment of $4 billion in military debt
to the Soviet Union relieved the MOD until 1987. Egypt then renewed the suspension,
despite receiving an additional $340 million in Soviet assistance in 1983-1987, finally set-
tling all its military and civilian debts to Russia in 1994.%°

U.S. military assistance initially cost Egypt up to $600 million annually in capital and inter-
est repayments, but it gained similar relief when the United States converted its assistance
into grants after 1984.%' The U.S. additionally wrote off $7.1 billion in military debt in
1990 to reward Egyptian support for the U.S.-led intervention against Iraq in Kuwait.*”
The U.S. Navy moreover paid above the standard fees that all military ships transiting the
Suez Canal must pay, throughout this period and until the present.®

In parallel, $17 billion in Western nonmilitary aid that flowed to Egypt in 1974-1980
went partly into large capital infrastructure projects, including the reconstruction led by
the MOD of cities and infrastructure in the Suez Canal zone and elsewhere.®* The MOD
is known to have implemented other development projects such as land reclamation using
foreign aid in this period, setting a pattern that continues today. It also generated income by
renting docking space at seaports to foreign companies bringing heavy machinery or cement
into the country, or by requiring them to upgrade port facilities in return for allowing use.®

The MOD still needed disposable capital. It earned an estimated $500 million by selling
munitions from EAF inventories to Iraq during its war with Iran, but the real estate market
offered a more significant source of income. Sadat set the legal stage for this one week before
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his assassination in October 1981, by establishing the EAF Land Projects Agency and in-
vesting it with the authority to sell or lease EAF facilities and real estate.® Up to 20 percent
of the agency’s income was to be spent on buying armaments, but since foreign assistance
covered this need, the main effect was to accelerate MOD accumulation of capital.*”

The MOD’s control of land licensing and its forays into dealing have probably provided it
with the most significant and lasting of all sources of disposable capital. The development
of extensive military zones along the Suez Canal and to the east of Cairo following the 1967
war with Israel had the side effect of granting the MOD a large reserve of land that it could
leverage. And the pattern of selling prime real estate in cities that had previously housed
EAF facilities or barracks to civilian investors was also initiated under Abu-Ghazalah in the
1980s.%8

The MOD was therefore ready to take ad- o
vantage of significant public infrastructure The Ministry of Defense’s control of

projects in that decade. A foremost exam-  |and licensing has probably provided
ple was the ring-road that was to be con- 4 \yith the most significant and lasting

structed as part of the Greater Cairo master X .
P of all sources of disposable capital.

plan launched in 1981: as Egypt research-
er W. D. Dorman has documented, the
MOD blocked construction on the eastern arc of the capital, where it had its own scheme
to convert military zones into large urban developments (including what later became New
Cairo), and where much of urban planning in the interim was absorbed into military and
police housing projects.®” The acceleration of work on desert cities, four of which were
under way in the 1980s, offered additional opportunities for the MOD to extract payment
for allowing use of state land. Military-affiliated bodies such as cooperatives formed by EAF
officers and retirees also took advantage by seizing more than their allocated land in these
new urban communities.

A lasting pattern was set. As urban researcher Florian Steinberg argued, “the Armed Forces
were reluctant to relinquishing land under their control, largely because these lands.... are
expected to yield high, speculative gains.””® MOD resistance prompted the German devel-
opment agency GTZ and the World Bank to withdraw funding for projects in the mid-
1980s, as Dorman notes, but the potential gain from future commercial sales to civilian
users far outweighed such costs. According to one estimate, sale of military real estate in the
Suez Canal zone alone amounted to EP1 billion (then $295 million at the official exchange
rate) by 1994.”" The MOD also leased or sold land it occupied in Nasr City (a district in
Cairo) for commercial and residential uses. Conversely, the MOD occasionally reclaimed
real estate it had previously ceded in prime locations—such as the grounds of Egypt’s prin-
cipal mental health hospital at al-Abbasiyyah—to erect new buildings for its own use.”* The
exemption of the MOD and all its affiliate branches and agencies from sales tax in Law 11
of 1991 also helped its accumulation of capital.
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White Elephants: Land Reclamation and Desert Cities

EAF involvement in land reclamation and the construction of dozens of new desert cities
has offered the MOD a significant source of capital over the decades. Since the establish-
ment of the republic, successive heads of state and senior officials have believed that “hori-
zontal expansion” out of the Nile valley and delta—where 95 percent of the population
live on 5 percent of the country’s territory—is necessary to reverse overcrowding and the
loss of agricultural land due to urbanization. Presidents from Nasser to Sisi have repeatedly
announced grandiose legacy projects aiming to reclaim over 6 million feddans (2.5 million
hectares) and engineer the relocation of 20 million or more people to nearly fifty new towns
and cities.”” Crucially, these endeavors require massive financial outlays, but despite drain-
ing the treasury they have consistently fallen far short of goals, making them quintessential
white elephants.

Making the Desert Bloom?

The military played a principal role from the outset and, despite a dismal record, continues
to derive significant income streams from implementing or managing schemes intended to
bring desert land under cultivation and construct entire cities with their associated infra-
structure. The Free Officers assigned EAF engineers to undertake a technical assessment of
a major land reclamation project in Tahrir Province soon after deposing the monarchy in
1952. An EAF officer was appointed to head the Tahrir Province Organization in charge
of the work in 1961, and another assumed responsibility for all major land reclamation
schemes in 1965.7* But these efforts were hobbled by poor soil analysis, low drainage, or
high salinity; excessive application of irrigation water; improper maintenance of canals; and
very high costs generally—as they still are.”” By 1970 only one-third of reclaimed land pro-
duced anything, prompting a halt and deterring Western donors from providing support
when the government relaunched a reclamation project in Nubariyyah in 1977.% The EAF
went ahead anyway, but the project again suffered waterlogging and salinization.”

Robert Springborg noted that continuing investment in these schemes reflected “the devel-
opment of a powerful institutional interest group of former military officers in the land rec-
lamation bureaucracy.” This “provided a real bonanza” during the Nasser era and beyond, as

branches of the civil service and public sector with responsibility for reclamation
and utilization of reclaimed land, including the Tahrir Province Organization, the
General Organization for Desert Development, and the General Organization for
Land Reclamation, were liberally stocked with officers....Who not only had an
interest in pressing the government to reclaim ever increasing amounts of land, but
also to retain the land under state control, for most of the reclamation companies
and public sector organisations under the Ministry of Land Reclamation also had
responsibilities for farming the land once it came under the plough.”
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MAP 3
Land Reclamation Areas
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John Waterbury separately observed that EAF ofhicers approached the task in the form of
a “military campaign,” in which “there was no agricultural strategy, just the [Aswan] dam
and land reclamation.””

Written in 1979 and 1983, Springborg’s and Waterbury’s observations remain true. Major
land reclamation was suspended in 1980 (as was U.S. Agency for International Development
funding), but it resumed after 1990 (along with support from the International Fund for
Agricultural Development) as massive population growth drove urban expansion and loss
of prime agricultural land in the Nile valley and delta. The NSPO took on the sizable
East Owaynat project in 1998, but a year later the government revived a much larger plan
(originally drafted in 1985, and shelved) for two mammoth projects to cultivate desert
land, build six new cities, and develop four free-trade zones. Between them, the South
Western Development (Egypt’s Southern or New Valley) and northern Sinai Development
Projects—known as Toshka and Salam respectively—sought to reclaim 1.4 million feddans
(588,000 hectares), create 3.6 million job opportunities, and resettle between 3 million and
6.3 million Egyptians over thirty years. Ultimately, the aim was to disperse the country’s
population over 20 percent of its landmass compared to 5 percent, and to help increase the
total arable area by up to 44 percent by 2017.'%

Crucially, the EAF and MOMP were made responsible for planning and excavation for the
new projects. But both stalled: Salam lacked water resources and failed entirely at a cost of
“billions,” according to the head of the North Sinai Investors Association, leaving water
lifting and pumping stations that had already been constructed in Rafah dilapidated due to
non-use; and Toshka was effectively suspended by the mid-2000s due to poor planning and
equally inept management.'” Besides, only 3 percent of the 2.8 million feddans estimated
by the government to be reclaimable nationwide at the start of the work was first-class and
only 20 percent second-class—the remainder comprised coarse and gravelly sandy soils and

192 But the state budget has continued to make annual allocations to

loams of lower utility.
these and nearly a dozen other, smaller reclamation projects ever since. Despite six and a
half decades of land reclamation efforts, and even after a canal was constructed to connect
Lake Nasser to a number of oases, the cultivated area of Egypt increased by only about 15

percent between 1947 and 2018.'%

These white elephant projects have resulted in significant losses for the public purse. The
General Authority for Reconstruction Projects and Agricultural Development owed its
principal stakeholder, the state-owned National Investment Bank, EP23.5 billion ($3.59
billion) by 2011.'* According to its head, Major General Magdy Amin, the authority was
itself owed EP15 billion by various private and public sector companies as of 2013.'%
Typical of these was the Ahmad Orabi Land Reclamation Cooperative, whose members
were mainly EAF retirees and reportedly did no agricultural work; meanwhile, scores of
desert villages constructed by the New Urban Communities Authority (NUCA) remained
mostly uninhabited.'®® And in 2014, subsidiaries of the public sector Holding Company
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for Land Reclamation owed EP4.8 billion to the tax authority, banks, insurance companies,
and other creditors.'””

Undeterred by these failures, dubious land quality, and prohibitive costs, Sisi made recla-
mation a pillar of the economic road map he announced during his electoral campaign for
the presidency. In April 2014, he promised to reclaim a total of 1 million feddans (630,000
hectares) within a mere two years.'® He later raised this to 1.5 million feddans, and stated
that it was just the first phase of a 4-million-feddan target. Sisi also revived the Toshka
project, even though it had still delivered only 10 percent of its goals by 2012.” Its original
cost estimate of EPG billion (then $1.76 billion) in 1999 was believed to have reached as
much as $70 billion by 2015, although as usual dependable accounts and credible data are
hard to come by.'"°

Revival of massive land reclamation schemes dovetailed with the effort to woo Gulf inves-
tors back to Egypt. Several individuals and companies had previously leased large tracts of
land earmarked for agriculture in the Mubarak era, but faced legal challenges after the 2011
revolution on the grounds that they had diverted use from cultivation to real estate develop-
ment. “Mega farms” in Toshka were advertised during the high-profile economic develop-
ment conference held in Sharm el-Sheikh in March 2016, for example.'"" Additional invest-
ments continued to be made, with the Council of Ministers allocating $1 billion to reclaim
181,000 feddans and establish a sugar factory in western Minya in January 2018, for ex-
ample.''? Waterbury’s wry observation in

1983 remains true: “Nearly anything can  The project’s original cost estimate of
be justified in terms of food security,” and

il $1.76 billion in 1999 was believed to
have reached as much as $70 billion
Predictably, the MOD once again assumed by 2015, although as usual credible

a central role in these various schemes. In .
data is hard to come by.

increased production.

2014, it received a government contract by
direct order to reclaim 500,000 feddans in
the Paris and Farafra districts of the New Valley, to which the UAE pledged $1.3 billion.
To cut labor costs, which are generally estimated to account for half or more of the cost
of reclaiming land, the EAF planned to use conscripts and local farmers.'"* The NSPO
meanwhile undertook a pilot project to reclaim 10,000 feddans, while the EAF Engineering
Authority would construct two model villages.'> The MOD has worked closely since then
with the General Authority for Reconstruction Projects and Agricultural Development and
the Holding Company for Land Reclamation, both of which were headed by EAF retir-
ees, and with the Egyptian Countryside Development Company, a new holding company
formed by the government in late 2017."'¢ And when Sisi expressed dissatisfaction with the
pace of implementation of the 1-million-feddan project in May of the same year, he warned
that he would instruct the EAF and police to take back land that was not in agricultural

use.!”
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Desert Cities, Dead Capital

Sisi’s 1-million-feddan project was part of a grandiose scheme to build forty-eight new cit-
ies and eight airports, taking the overall cost to an estimated $140 billion.""® This was the
latest in a long succession of schemes since at least the early 1960s, when planning started
to move surplus population from Cairo to four satellite cities that would be built for this
purpose in adjacent desert areas.'"” Sadat relaunched the effort in 1974, and established
NUCA in 1979 to see it through.'® Official data issued by NUCA has been inconsistent,
but the targets it published in 1997 and 2004 showed that it aimed to build between 41
and 44 new towns and cities with a population of 6.7-6.8 million."*! However, urban plan-
ning consultant David Sims has used figures published by the Central Agency for Public
Mobilization and Statistics (CAPMAS) to show that the twenty-three towns and cities built
by 2006 had a collective population of only 783,000, instead of what he calculated was
the official target of 20.6 million.'”” NUCA claimed to have taken the total number of
cities built to twenty-seven with a population of 5 million by 2011, but the fact that the
Toshka project was originally supposed to attract between 4 and 6 million inhabitants
alone revealed how far short these desert cities were falling.'* The authority also stated that
it expected to reach a total relocated population of 17 million by 2022, after completing
another five planned cities, but industry specialists observed they had once again “failed to
attract anywhere close to the numbers of new residents expected” by 2019.'%

Indeed, Sims concluded in 2017 that “not a single proclaimed desert development target
has been met, and most are several orders of magnitude out of sync.”'* In all the new cities
“especially around Cairo,” he noted, “housing and real estate ventures (both public and pri-
vate) ... remain stalled, vacant or unexploited for years—no returns, not recirculated, and
have little or no utility value.” A few first-generation new communities such as 6 October
and New Cairo—the first of which hosts EAF officer housing, while the second was built
on land leased from the MOD—have filled up since 2015 as the focus of real estate devel-
opment has shifted toward the nearby new administrative capital project, but previously
had attracted only about one-quarter of their targeted populations.’® Overall, according
to Sims, the population of all new cities accounted for only 3.8 percent of Egypt’s total
population increase, or roughly one-third the rate needed to start reversing overcrowding.'?’

The result is what economists call dead capital on an extensive scale. In 2016, the Central
Accounting Organization estimated total losses to Egypt arising from corruption, misman-
agement, and lost income relating to new urban communities at EP880 billion (this covered
a six-year period of repeated currency devaluations, so a dollar conversion is impractical).'*®
The accuracy of the methodology used was questionable, but even if sharply discounted
the findings indicate major problems. Yet heads of the Egyptian state and powerful insti-
tutional actors have persisted for over six decades in reclaiming land and building cities
in desert areas. One reason is that “large segments now have important stakes—not just

corporate elites but also government employees and small investors and millions working
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in the Gulf”'® As if to confirm this, the “Egypt Property” roadshow organized by Tawasol
for Public Relations, a subsidiary of Falcon Group International, a private security firm with
close ties to Military Intelligence, pitched the three exhibitions it held in 2017-2019 to
Egyptian expatriates in the United Arab Emirates and the United Kingdom.'

But as important are the military interests embodied in white elephant schemes, which
Springborg identified several decades ago. For example, the more successful new industrial
zones have centered on Alexandria, Port Said, and Ismailiya, where the military economy al-
ready has multiple, overlapping investments and public works contracts. Planned cities out-
side the Nile valley and delta were developed as standalone clusters, an analyst working for
the American-Egyptian Chamber of Commerce noted in 2016, with little thought given to
public transport or existing railroads.'*' But this has offered military economic agencies op-
portunities to undertake massive road construction contracts that connect Cairo and other
main cities with these investment areas, including EAF-managed land reclamation schemes,
but that serve no other purpose. With these exceptions, however, what is most noticeable
about the spatial distribution of existing new cities and those planned until 2052 is that
only two may properly be said to lie in desert areas; about half a dozen are pitched as coastal
idylls for the affluent, with all the rest lying on the edge of the Nile valley or in the delta.

The same is true of water supply and waste treatment, both sectors in which the MOD and
MOMP and their affiliates are active.' Most of the land reclamation schemes and desert
cities rely on carrying water in canals across hundreds of kilometers or on extraction from
underground aquifers, a significant portion of which are nonrenewable. Toshka depended
on lifting billions of cubic meters from Lake Nasser in a 240-kilometer canal, for example,
while the Salam scheme in Sinai depended on transporting water from the Nile through
tunnels under the Suez Canal.’® Conversely, Sisi’s 1-million-feddan scheme takes 88.5 per-
cent of its water needs from underground sources and only 11.5 percent from the Nile
River."®* In 2015, the government allocated EP6 billion ($692 million) to drill more than
5,000 wells in the Western Desert to tap into aquifers, much of it implemented or managed
by the EAF’s Engineering Authority in what national media dubbed a “miracle that will
irrigate 7 million feddans.”'®

An additional problem lay in the heavy cost of pumping water to elevated locations such
as Toshka or remote locations such as Sinai. Building a pumping station for this purpose
in 2005 came to $436 million, besides a projected cost of EP4.5 billion to construct the
main carrier canal and branches; with fuel costs, the outlay of delivering water alone came
to EP11,100 per feddan.”® Nonetheless, Sisi’s relaunch of work in Toshka as part of his
1-million-feddan scheme gave new impetus to military business such as the AOI’s Kader
factory, which manufactured water pumps for Toshka in 2016 and imported other irriga-
tion equipment at a cost of some EP500 million a year later.'”” And as a former World Bank
director for Egypt notes, even after incurring the costs, improving soil quality sufficiently to
grow a simple grass cover could take five years or more.'?*
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Diversification and Synergy

Parallel to land reclamation and water carrying schemes, the MOD undertook a widen-
ing and increasingly diverse range of government-funded construction and management
projects from the mid- or late 1990s onward. Like any big company accumulating capital,
business know-how, and market access, the MOD moreover sought synergies between its
different arms and activities. The EAF Engineering Authority and Works, Megaprojects,
Water, and Survey Departments constructed highways and bridges, sanitation or water
treatment facilities, and social housing; undertook or oversaw urban slum development;
delivered other public works (such as stadiums, bakeries and slaughterhouses, schools, clin-
ics, leisure and social centers, and government facilities like courthouses); and removed
unlicensed encroachments on the Nile River and ancillary irrigation canals or ditches and
on desert lands, especially around land reclamation schemes and new cities.

In many cases the EAF proudly labeled deliverables such as bridges as “gifts of the Armed
Forces to the Egyptian people,” but most, if not all, were in fact financed by public funds.'
The government was effectively awarding contracts to the MOD to implement or manage
projects that would normally be done by civilian agencies (ministries of public works and
housing, so-called general authorities and national authorities, and municipalities). EAF
media have moreover not been above claiming successful commercial ventures by private

sector firms in military-managed investment zones as the armed forces own.'%

Larger public works often served the MOD’s commercial interests as well, not least in food
production and trade. Speaking to reporters in early 2015, for example, an unidentified
military source stressed the importance of what he claimed were many Nile anchorages
constructed by the EAF to stimulate tourism and trade exchange between Egypt and neigh-
boring Sudan.'! Though he related this to achieving “comprehensive development” for
the country, it also facilitated the import of livestock and other agricultural products from
Sudan, a lucrative trade in which MOD agencies, EAF departments, and the NSPO are
involved. As with other public works contracts or commercial activities, this dovetailed with
companies headed by EAF retirees such as the joint stock Masria Company for Wholesale
Trade, headed by a retired EAF major general, that also imports fresh meat and live animals
from Sudan.'*

The MOD had already established some of the infrastructure for trade activity with the ac-
quisition of the United Packaging Company (1995), the SEMAF railway company (2004,
transferred to the AOI), and Alexandria shipyard, which builds river transport barges
(2007).'% At the start of 2014, the EAF invested EP7 billion (some $930 million) of its
own funds in linking the so-called Desert and Oases highways, serving its land reclamation
schemes in the New Valley.'* Similar motives may have prompted MOD involvement in
2004 in the construction of the highway to Ain al-Sukhna, originally a private seaport that
has become the focal point for major military economic projects and foreign investment
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in industry and infrastructure. The pattern has been replicated since then with develop-
ment of the Sohag International Airport and Port of Hurghada, again along the Red Sea
littoral where the EAF is extensively invested in tourism and real estate as well as in ex-
ternal trade. The same is again true of the development of the Alexandria saltpans and of
licensing of land use and provision of infrastructure for major tourist resort development
on Egypt’s northern coast prior to 2011—

with new highways added to connect them

The MOD has long used the national ;54,5 1ss
security argument to assert an
almost exclusive right to undertake o
o structure projects in the Red Sea zone also
or lead development of civilian  geryed the EAFs strategic military deploy-
infrastructure and socioeconomic  ment. The same is true of its involvement

development projects in Sinai. in the construction of new highways in
South and North Sinai, which aid opera-

The focus on major publicly funded infra-

tions against the insurgency ongoing there
for nearly a decade. An Israeli study published by the Jerusalem Institute for Strategic Studies
in January 2018 argued that, while new infrastructure is primarily intended for civilian de-
velopment, it also reinforces the EAF’s deployment capability by increasing the number
of hardened air shelters and runways, protected fuel and ammunition stores, dumps, and
improved road movement east of Cairo and on the Sinai Peninsula.'%
Whatever portion of the public works undertaken by the EAF are intended for military
purposes, the MOD has long used the national security argument to assert an almost ex-
clusive right to undertake or lead development of civilian infrastructure and socioeconomic
development projects in Sinai, assuring it of continued access to public contracts. In late
2013, for example, the interim government that was formed after the military takeover al-
located EP2.7 billion (then $380 million) for development and EP527 million for housing
in Sinai. The contracts were awarded—by direct order, as usual—to the EAF Engineering
Authority."” In August 2015, Sisi announced that the EAF would take the lead in building
new cities in the peninsula, and in March 2016 Saudi Arabia committed $1.5 billion to
finance agricultural development projects and residential complexes including hospitals and

schools in the region.!*®

Cashing in on Strategic Zones

As the preceding examples show, the MOD has been able to derive considerable income
from portraying its mission and the public projects it undertakes as “strategic.” Backing this
is the extensive authority it has been granted over the use of state land in wide areas of the
country during the past four decades. Law 38 of 1977 already required tourism agencies to
obtain MOD permission in order to operate in border areas, which included the country’s
coasts, a principal tourist destination.'” Presidential Decree 143 of 1981 expanded this
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requirement to include all “desert land,” that is, any area not previously registered in cadas-
tral surveys as zimam—owned by legal persons or entities, public or private, and subject to
real estate tax."® This encompassed an estimated 9095 percent of Egypt’s total surface area.

The MOD’s prerogative regarding land use was significantly expanded by Presidential
Decree 152 of 2001."" This designated “strategic areas of military importance in desert
land,” and set out criteria that had to be met by any civilian agency or person seeking to
undertake construction or other activitcy—whether over or under the ground, along roads,
or off the shores of seas and lakes—within the vicinity of military installations. In effect,
the decree also granted the MOD discretion to designate land for commercial use."* The
location of strategic areas was to be determined by the MOD, which would also specify the
distances to be maintained from their perimeters by new civilian construction, the permis-
sible heights of structures built in the vicinity, and the technical specifications for waste-
producing activities (solid, gaseous, or efluent) undertaken nearby.

Contrary to widespread assumption, these laws conferred neither ownership (mulkiyya) nor
possession (hiyaza) of land on the MOD, but control of land use. Construction or develop-
ment of any kind on desert land—whether residential, industrial, agricultural, or relating
to services and infrastructure, either privately or publicly owned—can only be undertaken
with the permission of the MOD and other ministries (including agriculture, antiquities,
and petroleum). In 2006, for example, the World Bank reported the typical case of a large
investor group that had been waiting for twelve years to obtain all the clearances needed to
register its property; the New Urban Communities Authority, which is heavily dominated
by retired EAF officers and works closely with military economic entities, also delayed the
transfer of some plots of land, demanded a sharp increase of the original price, and eventu-
ally awarded the land to competing investors.'>

Crucially, although the designation of any land as a strategic area was to be ratified by presi-
dential decree, the maps showing their precise coordinates are kept secret on grounds of na-
tional security. It is unclear whether specific areas were in fact demarcated in this way, or if
the decree acts as a catch-all that may be invoked at any time and applied retroactively. This
has permitted the MOD enormous leeway to claim that land for which approval is sought
for a civilian venture lies in a strategic area without having to present further evidence. It is
aided by the fact that a large proportion of privately owned land remains unregistered and
untitled—one 2004 study estimated this applied to 92 percent of property owners—en-
abling the EAF routinely to take over what are claimed to be illegal encroachments.'*

Businessmen confirm that they have regularly been asked to donate to the EAF fund in re-
turn for receiving permission to register land or change its use since 2001, or to pay outright
bribes."> Applications are often made to local EAF commanders rather than exclusively to
a qualified department of the MOD—Iet alone from the Ministry of Trade and Industry
or Ministry of Finance—creating opportunities to demand bribes, especially from smaller
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businesses, but also from government ministries. Sometimes permits must be obtained
from separate EAF branches: for example, the Air Force determines whether the height of
structures might affect “air use.” Egyptian businessman Naguib Sawiris stated publicly dur-
ing questioning over his large mobile telephone venture in 2011 that the EAF was “one of
the many authorities that have to approve setting up masts.”'

Coming on the eve of a massive speculative boom in real estate markets, Presidential Decree
152 of 2001 was a boon. The MOD charged for permitting private sector companies to
build luxury residences and upmarket tourist resorts along the coast, for example. Urban
sociologist Mona Abaza noted that in the subsequent period, sea resorts “multipl[ied] wildly
all along the North Coast and the Red Sea, in spite of the countless run-down, failed resorts
constructed during the past decades that look like war ruins.”"®” The MOD also capital-
ized on megaprojects such as the development of the affluent New Cairo extension of the
capital, much of which was built on land held by the military and sold in opaque deals to
investors and development tycoons.””® The head of the MOD’s Financial Authority later
claimed that it only took payment when it had to “move a battalion or find an alternative
training ground for its activities,” but there is little to suggest this was really the norm."’

The MOD also exploited its legal prerogative in other ways. As Egyptian journalist Ahmed
Abouleinein has reported, it charges investors to verify that the land they are acquiring is
free of mines and other military ordnance.'®® More importantly, private companies oper-
ating in remote areas after 2001, both domestic and foreign, were entirely dependent on
MOD permission to bring in machinery, materials, and labor as well as food, water, and
other supplies. This was especially true in high-value sectors such as oil and gas, which were
almost entirely located in desert areas already allocated for military use or that could be
designated as strategic.

An energy exploration company working in the Western Desert in the 2000s, for example,
was compelled to contract the EAF to arrange stevedoring and customs clearance for its
imports and to transport its heavy equipment, and to use the EAF’s civilian contractors as
its own main suppliers of food, safety gear, and other equipment.'®' An administrator in the
company recalled that the EAF

controlled how many foreign staff we were allowed to bring in, but the liaison of-
ficer would add, say, 10 percent informally in return for under-the-table cash pay-
ments. But our big issue was low productivity of Egyptian labor, especially [during]
Ramadan, so we always demanded permission for big increases in manpower—the
army officer would say there was not enough labor locally, but offered his soldiers,
who were far more disciplined and productive. The officer would get paid—I don't
know where the money went, but it was always in cash.'®?

The same administrator had to deal with “a young lieutenant, who was more powerful than a
brigadier because he was the son of a minister, who had a complete monopoly on the delivery
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of any and all materials we needed for construction and so on. He was in effect a sub-sub-
subcontractor!” Other EAF officers stationed in the area took advantage by running protec-
tion rackets, charging under-the-table fees to ensure that trucks and tankers bringing in food
and water were not stopped or robbed by local clans, with whom they may have colluded.

MOD control over land use and direct access to inside information about zoning and devel-
opment plans have led to other illicit practices. Officers and their families and friends have
repeatedly profited from buying desert land at rock bottom prices in areas where mammoth
infrastructural or residential developments are planned, and then selling once it became
prime real estate. A civil servant recounted, “A military friend tried to get me to buy some
land with him in the region near al-Sukhna highway known as the Fifth Grouping at 50
piastres a meter [in the early 2000s] because he knew where new roads and towns would
be built,” adding “T declined, but later the value of the land rose enormously.”'®® The son
of a former EAF officer was offered the opportunity to buy land in the same area “for only
$2,000 down payment; this eventually became part of a deluxe officer residential complex
worth millions.”'** Both Mubarak and the EAF command tolerated speculation as a means
of ensuring loyalty.

"By Direct Order": The MOD as Contractor

The award of increasingly large and ambitious public works contracts to EAF departments
suggests that the armed forces has considerable capacity to design, implement, and service
projects, and all to a high standard. The sheer quantity and growing diversity of projects
entrusted to it or for which it claimed credit in the fifteen-odd years prior to 2013 seem to
confirm this too. The EAF enjoys a very high media profile, which it promotes assiduously.
But a more careful review shows that its capacity to implement this volume of public works
is far more limited. Rather, it assumes the role of manager for most publicly funded proj-
ects, securing government contracts and then overseeing their implementation by private
subcontractors. This is routinely justified on the grounds that the EAF assures punctual
delivery and efficiency, but detailed data demonstrating cost-effectiveness has never been
published. Indeed, while the EAF does deliver on time in many cases, this is mostly true
of smaller projects; but several mammoth projects it manages have never been completed.

Subcontracting moreover undermines
claims that the EAF delivers at substan-  The award of increasingly ambitious

tially lower cost than domestic or foreign contracts to the armed fOI’CGS

private sector companies, since it is gen- tsith itv to desi
erally the latter that do the actual work, stuggests it has capacity to design,

for which they seek to charge market implement, and service projects.
rates. The EAF has moreover only ensured  But a more careful review shows that

punctuality by driving up costs, which it ;1o capacity is far more limited.
passes on to the state treasury or offsets by
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compelling Egyptian subcontractors (in contrast to foreign companies) to absorb losses or
to work for free, even on large projects. The head of Amlaak Holdings, a medium-sized
business with 500 employees, revealed the scale of this practice when he complained in
August 2019 of being unable to reclaim EP220 million ($13.3 million) from the MOD
for construction work on a series of buildings including the presidential palace in New
Alamein.'® He also noted that his and other construction companies were not compen-
sated for losses resulting from the devaluation of the Egyptian pound, which affected orders
they had already placed to import equipment and materials, and that they had been com-
pelled to build villas for Sisi and EAF commanders.

According to the EAF Engineering Authority, it implemented 473 strategic and service
projects between 2012 and 2014.'° But in the next two years up to June 2016, it reportedly
undertook 1,737 projects, an increase of 367 percent.'”” However, of the projects that were
not delivered by private subcontractors, a vast majority were small, including classrooms
and clinics in rural areas or small water treatment plants and involving only basic design
and execution. '

More sizable projects requiring complex administrative capabilities and technical skills were
assigned to private companies, accounting for the bulk of the EP7 billion (then $1 billion)
in contracts awarded to the EAF by the government in September—November 2013. This
even included contracts to construct military facilities; for example, the EAF awarded the
National Real Estate Bank for Development, which is headed by an EAF retiree, contracts
worth EP209 million in 2012 and 2013.'® Noha Bakr, assistant to the minister of inter-
national cooperation, later explained that “projects are implemented by civil subcontrac-
tors ... while the military as the main contractor has the role of monitoring and auditing the
quality and time frame of the implementation.”"”° Then minister of local development Adel
Labib confirmed this view when awarding an EP2 billion contract to the EAF to improve
urban slums in Cairo, arguing this would “ensure they would be accomplished promptly

and accurately.”"”!

Not surprisingly, EAF officers also regard military project management as superior. For
example, Major General Mohammad Mukhtar Qandil, formerly head of the Ministry of
Housing’s Central Construction Agency in Sinai, noted that government schemes in the re-
gion were typically planned hastily, with monitoring dispersed excessively among multiple
ministries and governorates, and argued that management of complex schemes “should be
like armies that have a command to coordinate combined services and mutual support.” He
proposed that coordination “be merged into a single ministry of monitoring and follow-up
as some European states do,” but it is easy to see why others view the EAFE rather than a
government ministry, as the body naturally qualified for the role.'”

Even the short-lived administration of the Muslim Brotherhood bought into this discourse,
at least outwardly. When the government of then prime minister Hesham Qandil allocated
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EP4.4 billion to development in Sinai, it assigned responsibility to the EAE This may sim-
ply have reflected pragmatic realization that the EAF would block any civilian program that
did not go through it in a zone it claimed as its exclusive security domain, but in public the
government cited its desire for speed and efficiency, claiming it sought implementation in
six to nine months.'”?

Again, the actual record is considerably more mixed. In the early 2000s, arguing that the
EAF could deliver at half cost, then minister of defense Field Marshal Mohamed Hussein
Tantawi wrested the contract to construct the Ain al-Sukhna highway from the Spanish
company to which it had been awarded. But this reasoning overlooked the EAF’s access to
virtually free conscript labor, exemption from customs duties on imports, state subsidies on
fuel and energy, and tax-free status.'”* The net savings to the public purse were unproven,
and likely to be modest at best if not negative. Yet this argument has been made countless
times since then to deflect inspection of military claims, let alone project books.

An Emerging Management Role

The sharp upswing in the scope and scale of contracts awarded to the MOD after July
2013 similarly disregarded real economics and performance. This was evident in the effort
to tackle Egypts acute housing crisis, for example, where between 15 and 50 percent of
the population are estimated to live in ashwaiyat, informal housing including squatting on
public or privately owned lands and unlawful urbanization of agricultural lands, without
basic infrastructure or public services.'”” The housing shortage was estimated at 3.5 million
units in 2014, and growing by 250,000 units every year."”® According to the head of the
EAF Engineering Authority in 2011, Major General Kamel al-Wazir, then SCAF head and
acting president Tantawi ordered “all sixty civilian companies belonging to the EAF to im-
plement housing projects” in recognition

of the seriousness and extent of the prob- Political factors, not performance
lem. Kamel said that Tantawi reasoned ! P !

that “since the EAF is not busy with the determined awarding major

main task of waging war, it can devote contracts to the armed forces,

itjjf to Ohhef d&ings iz Peace;me - this  which anchored the new regime.

additionally offers advanced, realistic, .. .
A . Sisi depended on them to deliver

and practical training for the army’s .

Engineering Authority that specializes in badly needed economic goals and

these tasks.”'”” underpin his policy initiatives.

The government’s previous track record

in delivering new housing was poor, but the MOD quickly found itself in a similar posi-
tion. A mass housing scheme launched by Mubarak during his reelection campaign in 2005
delivered less than half its target of 1 million units over the following six years, for exam-
ple.”® In 2011, the Ministry of Housing’s Central Construction Agency, which is heavily
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dominated by retired EAF engineers, undertook to build 1 million social housing units in
five years; the MOD committed to build 20,000 units, and announced a donation of EP2
billion ($336 million) to the scheme from its own funds.'”” Noticeably, the EAF did more
than commit to build housing; it additionally coordinated pricing with the Ministry of
Housing.'®

Similar political calculations prompted Sisi to announce in March 2014 that the MOD
would cooperate with the UAE’s Arabtec construction company to build 1 million resi-
dential units—partly aimed at youth and low-income groups—at a cost of $40 billion over
five years." The official military spokesperson boasted that businessmen had “answered
the call of the army” to invest, and the “whole budget was already covered.”'®? The claim
was specious, and these schemes again proved overly ambitious.'®* Arabtec withdrew due to
disputes with the EAF over the proportion of housing for low- and middle-income groups
and over profit-sharing. According to an insider business source, “Arabtec apparently balked
at EAF demands to hire Egyptian labor and buy Egyptian materials.”'®* Arabtec was re-
placed by the Ministry of Housing, which lacked the funds to proceed. Meanwhile the
EAF fell short on its smaller contracts. It was committed to build an additional 150,000
government-funded social housing units,'® but by the start of 2015 had completed only
7,500 and started work on another 50,000 (with separate UAE funding), none of which
had been delivered to intended beneficiaries.'®

Clearly the EAF would have been incapable of averaging the 200,000 units a year needed to
meet the Arabtec project targets had it gone ahead or, if it had, of remaining within budget.
But political factors, not performance, determined awarding major contracts to the EAFE
The armed forces anchored the new regime that took form after July 2013, and Sisi depend-
ed on them more heavily than on any other state agency or element of his ruling coalition to
deliver badly needed economic goals and underpin his policy initiatives in other domains.

Reflecting this overriding goal, the interim government of then prime minister Hazem
el-Beblawi awarded contracts by direct order to the MOD worth over EP7 billion ($1 bil-
lion) by November. The MOD also managed projects from nongovernment sources. The
Federation of Egyptian Banks stated that its members had spent approximately EP1 billion
on slum development between 2011 and 2014, and allocated a further EP300 million in
2014 for projects to be handled by the EAF Engineering Authority under the supervision
of businessman Hussein Sabour (who had overseen U.S. foreign military funding to Egypt
in the 1980s and 1990s).'® The EAF also found itself managing projects funded at least in
part by foreign aid agencies, replicating the pattern established in the 1980s; for example,
the World Bank extended Egypt a $500 million loan for social housing projects in 2015.'88

Further contracts followed in rapid succession. According to one account, by the end of
2014 these included over EP4.7 billion ($660 million) for maintenance of roads and bridg-
es, EP3.2 billion for development and housing in Sinai, EP2 billion for slum regeneration,
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and some EP960 million for assorted building projects including hospitals, schools, bridg-
es, traffic lights, bakeries, and administrative centers—nearly EP11 billion ($1.53 billion)
in total."® This was besides projects for national highways and roads in new cities—again
awarded by direct order—with a total value of EP14.76 billion (then just over $2 billion)—
bringing the cumulative value of all public works contracts to the EAF to date since July
2013 to EP25.7 billion."”® Amendments to Law 89 of 1998 on bids and tenders decreed by
interim president Adly Mansour in June 2014 reinforced the trend by raising the threshold
for government agencies to award contracts without open bidding, preventing third-party
legal challenges to public contracts, and effectively releasing the MOD, AOI, and MOMP

and their affiliated agencies, departments, and subsidiaries from any preset thresholds.

The Suez Canal: A New Economic Horizon

The amendment of Law 89 turned the MOD into a principal economic broker in its own
right. This was demonstrated immediately when Sisi announced a plan to expand the Suez
Canal in August. The expansion will be discussed in Chapter 6, but the canal zone had
already long been a sinecure for the military, which has consistently used the national secu-
rity argument to assert a deciding say in any civilian activity undertaken in a wide corridor
on cither side of the canal. Retired Navy admirals have for decades headed the Suez Canal
Authority (SCA), and dominate its subsidiary agencies and companies and a majority of the
forty-three ports along the 2,420 kilometers (1,512 miles) of Egypts coastline."””! Service
and support facilities for transit shipping moreover provide secure contracts for MOD-
owned facilities such as the Alexandria shipyard, as well as for numerous private companies
with military ties. Last but not least, the MOD is believed to levy an off-the-books percent-
age from the canal’s income from international shipping fees, which averaged between $400
million and nearly $500 million a month in 2014-2019."

This is why the MOD objected vehemently when then president Morsi announced the
launch of a Suez Economic Development Corridor project in March 2013, building on
long-standing proposals to develop the zone and attract foreign investment. The fact that
he had not consulted the ministry beforehand, coupled with the swiftness with which he
initialed agreements with India to invest in the corridor and other sectors, alarmed the
military."”® His plan to expand the 193-kilometer-long zone to include the Gulf of Suez
moreover prompted accusations that he intended to create an independent “Suez region”
that would be attached to Sinai and eventually separated from Egypt.'”* This was pure fab-
rication, but Morsi’s creation of a new authority attached to the presidency to oversee the
whole enterprise credibly threatened to sideline the SCA and challenged the MOD’s effec-

tive suzerainty in the canal zone.

The MOD’s first response was to warn publicly that it would not permit the project to
proceed without its review and approval, nor allow use of land designated for military pur-
poses. Other land in the zone could be used (intifz), but not sold, if it did not affect national
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security, and any contracts reached with foreign companies would have to exclusively come
under Egyptian, not international law.'”> Ostensibly, the MOD was merely upholding the
1981 and 2001 presidential decrees on desert land and strategic areas, and acting “to en-
sure that the national security of the state is not harmed.””® But as political scientist Shana
Marshall has noted, the EAF aspired to turn the canal zone into “a major logistics hub and
center of heavy manufacturing” of its own, and to contract military companies to construct
and equip industrial and energy-generating projects and provide services to shipping.'’

The EAF moved swiftly to protect its stake. It publicly reasserted its authority to determine
policy and regulatory frameworks in the canal zone and then proposed draft implementa-
tion statutes for the law establishing a new Suez Canal Development Authority.'”® These
limited permissible development to areas in which existing projects were already being im-
plemented, required 55 percent Egyptian ownership in joint ventures operating in the zone,
and made new projects subject to cabinet approval. The latter clause effectively enabled the
MOD to veto anything that threatened what it deemed in the national—and therefore its
own—interest.”” The MOD also refuted the president’s power to designate use of state land
within the proposed authority’s jurisdiction, while explicitly denying the latter control over
“land in strategic areas that has military importance and land designated to or owned by
the MOD and its agencies.” For good measure, the draft added the heads of the National
Agency for Development of Sinai—headed by a former EAF general—and National Center
for State Land Uses—Dby law, headed by a MOD appointee and therefore always a general—
to the authority’s governing board.**

A partial retreat by the Morsi administration seemed to resolve the dispute, and in mid-
May 2013, members of the Supreme Council of the Armed Forces declared that the revised
development plan satisfied national security needs.”! But the EAF had already reached
the conclusion that it could not coexist with the Muslim Brotherhood in March, suggest-
ing that in its view the dispute over the Suez Economic Development Corridor had been
the last straw.?* It ousted Morsi on July 3, and Sisi was elected president in May 2014; on
August 5, he assigned management of the Suez Canal expansion project to the MOD.

MINISTRY OF DEFENSE: THE HEART OF MILITARY INC.

EAF operational departments and the NSPO are clearly more significant in terms of eco-
nomic scope and scale, but other MOD agencies also serve an additional, if secondary,
income-generating role. Much of their operation revolves around procurement of military
needs—from food and gear to weapons and other combat equipment—an area identi-
fied by Transparency International’s Government Defense Anticorruption Index as being
at “critical” risk of financial fraud.”” The MOD also owns a few companies that it has
sought, somewhat inconsistently, to promote commercially, in addition to shares in a num-
ber of civilian companies. MOD agencies and companies moreover reveal the related role
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of informal officer networks embedded in these agencies and in many of their public sector
civilian counterparts, through which insider information is exchanged and private profits
are assured.

Services Agencies

Then president Sadat signaled the economic function of MOD agencies by establishing a
General Economic Company of the Armed Forces in 1977.2* However, it remained inac-
tive until April 1981, when its workforce and assets were transferred to the newly created
General Services Agency (GSA) that had the task of providing “all economic services at
appropriate prices to EAF units and personnel and their families.”** At some point in the
1990s, the GSA was designated as an “economic general authority” in accordance with
Law 11 of 1979; this made its budget independent of both the general state budget and
the defense budget, but most importantly allowed the GSA to cover its deficits and receive
additional transfers directly from the state treasury.?*®

The GSA helps maintain the support of EAF personnel and their large social constitu-
ency for the incumbent administration. It runs consumer cooperatives (military commis-
saries) under the “Sun” label, comprising twenty malls, seventeen supermarkets, and six
branches countrywide as of 2019 (EAF branches run an additional fifty-five).””” Active,
reserve, retired, and honorary EAF personnel as well as conscripts and civilian employees of
the defense sector may use discount vouchers to buy domestically produced and imported
goods—the latter already subsidized by virtue of being exempt from customs duties.”*® Its
starting budget of EP45 million in 1982 passed the EP500 million mark in the 2010-2011
fiscal year.”® Reflecting its political impor-

tance, the GSA’s budget was increased by .. , .
almost 50 percent following the military The Ministry of Defense’s Logistics

takeover in July 2013, going from EP679 and Supply Authority is involved in
million ($98 million) in the 2013-2014  the purchase and distribution of
budget that had been approved by Morsi basic commodities, especially food,

before his ouster to EP1 billion in 2014— f th d but
2015.2"% As the Egyptian pound devalued mostly for the armed forces bu

over the next two years, the budget inflated also fOl‘ civilian markets.

to EP2 billion for 2016-2017.2"!

The MOD’s Logistics and Supply Authority is also involved in the purchase and distribu-
tion of basic commodities, especially food, mostly for the EAF but also for civilian markets.
It fulfils EAF needs of food and bread, transport and fuel, uniforms and personal gear,

publications, medical services, veterinary services, and firefighting and rescue services.*

Boundaries are blurred between the authority and the NSPO, as MOD officials and EAF
commanders commonly credit both with the same activities. These include food production
and packaging, as well as running military bakeries.””> Both the General Services Agency

CARNEGIE MIDDLE EAST CENTER 121



and the Logistics and Supply Authority have imported basic food commodities—such as
meat and poultry, sugar, and rice—when hoarding by civilian traders and price rises have
generated shortages in domestic markets.

The Logistics and Supply Authority has also expanded income-generating activities in its
own right. Its Publications Department was expanded to launch commercial operations as
early as 2001; in early 2016 it competed directly with local small businesses by opening a

large modern printing press in Ismailiya.?'

It probably generates more lucrative income
from the procurement and sale of food, equipment, and services such as handling and
transport. It may also be the MOD agency in charge of the sale of meals and other needs to
EAF personnel at canteens on military bases or from the food trucks that serve conscripts
working on military farms and other sites and, occasionally, the workers of civilian contrac-
tors employed on EAF-managed public works projects.*”

Most notable in the public domain, however, is the MOD’s Medical Services Department,
which currently runs military hospitals in twenty governorates, ten cancer clinics around
the country, and mobile clinics in the southern border region with Sudan. It claims to treat
citizens at half the price of private hospitals, and in 20142015 boasted that it had provided
medical care at reduced fees to 400,000 people and for free to 40,000 Sinai residents.*'®
Given that medical tourism to Egypt has not been promoted actively, the main purpose is
probably to maintain social support and cover the cost of the Medical Services Department,

rather than to generate significant financial returns.?"”

The role of the MOD’s Mining Sector has also grown in recent years. Like the Logistics
and Supply Authority, it overlaps considerably with the NSPO, which set up its own min-
ing and quarrying company when it was established in 1979. MOD activity in this sec-
tor (mostly marble and granite) appears to have been subsumed under the NSPO until
June 2015, at which time NSPO annual output was given as 1.4 million tons. The revised
mining and quarries Law 198 of 2014 changed matters: Article 8 of the implementation
statutes approved the following year stated that licenses to extract mineral wealth anywhere
in Egypt, whether on state-owned or private land, could not be issued without MOD
approval. Article 13 moreover awarded the ministry exclusive rights to the proceeds of
extracting and processing raw materials from mines and quarries on military land.?'® This
potentially includes any area designated as a military zone, which reportedly encompasses
state land reclaimed by the EAF from encroachment by civilians.?’” The MOD Mining
Sector moreover joins civilian authorities in these areas to adjudicate on the legal claims
by local residents to land and minerals and to resolve environmental complaints.”** And by
tying the MOD’s jurisdiction to the activity, rather than limiting it to geographical zones
designated for military use or as strategic, the revised law granted it authority over the sector
everywhere in the country.
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In a related move, Sisi designated a strip in Shalateen, on the southeastern border with
Sudan, as a military zone in November 2014.%*' Significantly, the associated regulations
severely restricted the right of civilian residency to the existing inhabitants, and prohibited
any new civilian settlement in this or other areas of the Red Sea, Aswan, New Valley, and
Marsa Matrouh Governorates in which the military has economic interests.?”> Nonetheless,
the government put up 1.5 million feddans for sale to developers around several of the
southern oases and land reclamation schemes in Maghara, Farafara, West Minya, and
Toshka—the last of which is part of Nubian territory—in October 2016.**

Since the revised Law 198 of 2014 was issued, the New Valley Company for Mineral
Resources and Oil Shale (Wadico)—in which the MOD is believed to have a stake—has
joined a commercial consortium that exports minerals from the Shalateen area of southern
Egypt.?** In parallel, EAF checkpoints, which already levied a fixed daily usage fee di-
rectly from vehicles exiting quarries, adopted a new fee structure—based on vehicles” laden
weight and the number of trips—that reportedly tripled the fees and significantly increased
MOD income.*”

Potentially of even greater significance is the new foray by the MOD into gold prospecting,
which currently accounts for 1 percent of Egyptian GDP*** The MOD has a direct stake
through the NSPO, which in 2016 held a 34 percent share of the Shalateen Company for
Mineral Wealth. At that time, the company oversaw three apparently private companies
prospecting for gold, with thirteen more due to start operation in 2017, and additionally
bought gold from local prospectors at 20 percent of its market price.”” The MOD also had
an indirect stake in the sector: Shalateen Company was headed by retired Major General
Mohamed Gaballah Talkhan, while Red Sea Governor Major General Ahmed Abdullah
and the head of investment in the governorate, Major General Salah al-Gamal, were in-
volved in the July 2016 launch of what was billed as the first “Egyptian international city
for gold and mining” at Marsa Alam.***

MOD Companies and Investments

The Maritime Industries and Services Agency is the most recent addition to the MOD’s
economic portfolio, having been established in 2003. Although a military department, it
had the legal framework of a public sector holding company in all but name: it was empow-
ered to form joint ventures with domestic and foreign companies, retain a percentage of the
profits of its subsidiaries in return for its oversight and management, and raise loans against
these assets or its equity in joint ventures.**’ Its initial capital was secured by transferring the

assets of the Egyptian Ship Building and Repair Company to it.

The record of the Maritime Industries and Services Agency reveals the questionable eco-
nomic claims and commercial assumptions on which the sector is based. This was especially
visible in the Alexandria shipyard (ASY), which was transferred to the agency’s ownership
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immediately upon its establishment.”® The shipyard was exempted from the remit of health
and safety legislation issued in the same year (along with fifteen facilities belonging to the
MOMP).**' As Shana Marshall has noted, the ASY offered a means of securing technology
transfer, constructing new facilities, importing capital equipment, and training personnel.**?
In 2011, the Egyptian navy renegotiated a $13 million contract to build four patrol craft at
the shipyard instead of purchasing them directly from U.S. firm Swiftships; Egyptian partic-
ipation in assembly and production raised the cost to $20 million. Three years later, the ASY

won a similar co-production agreement to assemble three French Gowind-class corvettes.*

An expectation of commercial gain also motivated the MOD to acquire the shipyard. The
ASY had incurred annual losses of some EP50 million ($15 million) until 1997, but was
expected to be worth around EP5 billion following an upgrade to prepare it for privatiza-
tion. Officials hoped to make Alexandria the port of call for any of the 16,000 ships passing
through the Suez Canal every year that required repair or maintenance.”®* A decade later,
Egyptian Navy commander Major General (Admiral) Osama al-Guindi gave a grand spin
on the MOD’s vision by calling for “the military and civilian sectors to unite, in coopera-
tion with the maritime chamber and ... owners of ships and maritime agencies, to elevate
this industry that can give a strong boost to the Egyptian economy and world trade.”**
There was a definite commercial opportunism in the MOD’s entry into the maritime sector.
As political scientists Joshua Stacher and Shana Marshall noted, the Egyptian government’s
publication of a 2001-2017 master plan to liberalize the sector prompted an “investment
stampede” that left the world’s largest maritime conglomerates holding majority shares in
Egyptian maritime companies, in which the MOD retained the minority.”*® The Maritime
Industries and Services Agency expanded in the meantime: the Egyptian Ship Building
and Repair Company continued to operate as a distinct entity, but the Triumph Shipping
Company was established in 2009 and the Nile General Company for River Transport was
acquired from the public sector the following year.*”

But none of these commercial aspirations were fulfilled, despite the boast that “the ship-
yard attained profitability for the first time in its history” while Admiral Hussein Ahmed
Sennarah headed it in 2000-2007.%%® Productivity remained especially low. According to
the timeline on its own website, the Alexandria shipyard had built a lifetime total of twenty
ships with a total capacity of 188,840 tons between 1972 and 2010 (besides forty smaller
oil and water tankers, tugs, and river barges), although it also claimed to have built in excess
of thirty-five commercial (goods) ships.”’ Other sources put its output at 300,000 tons by
late 2017, but even this barely exceeded the displacement of a single supertanker on the
high seas. Along with the smaller Port Said shipyard, the ASY moreover spent nearly two,
five, eight-and-a-half, and eleven times as many worker hours per ton of shipping steel as
their counterparts in China, South Korea, Spain, and Japan respectively.”*® Revealing its

lack of work, the ASY manufactured steel tanks for a local sugar beet processing factory.?*!
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The ASY also appears to have underperformed even in relation to its defense output. In
2016 it faced looming penalties for failing to meet its delivery schedule for Gowind cor-
vettes, prompting the MOD to draft military high school students to replace shipyard
workers who had gone on strike. Two years later, the French Naval Group that had designed
the Gowind entered talks to build further vessels in the UAE or Saudi Arabia, indicating
that the ASY was not to be integrated into its production chain.*** And in December 2018,
the Naval Group inaugurated an Egyptian subsidiary—Alexandria Naval for Maintenance
and Industry—to maintain the Gowind vessels in Egyptian Navy service—again a task the
ASY should have been in a position to undertake.” Possibly in recognition of these dif-
ficulties, the MOD’s maritime industries and services sector commissioned the Industrial
Modernization Center, a quango funded jointly by the government and the European Union
to promote public-private partnerships, to improve and modernize the ASY’s capabilities.?**
The ASY was far from being “one of the largest castles of heavy industries and leader of the
shipbuilding and repair industry in Egypt and the Middle East,” as it boasted.** Indeed,
given the chronic underperformance of these maritime companies, it is possible that the
MOD acquired them as a means of writing off losses on its books, as much as of main-
taining industrial capacity and Navy support capability. Buying public sector companies
allowed the MOD to capture whatever revenues they made, while shifting their losses onto

the state treasury, a ploy originally developed by public sector businessman and presidential
crony Osman Ahmed Osman in the 1960s and 1970s.24

The MOD as Hub: Officer Networks

The murkiness of MOD accounts obscures both the full extent of the officer networks that
straddle MOD agencies, other state bodies, and civilian companies (especially public, but
also private) and the volume of illicit income they derive from their bureaucratic position
and privileged access. This is most obvious in relation to licensing use or re-designation
of state land, for which corrupt officers are known to solicit considerable under-the-table
payments—from public sector companies and government ministries (such as Housing), as
much as from private businesses. How much the MOD earned in official fees is not known,
but a joint report published by the Administrative Monitoring Authority and the Central
Accounting Organization (CAO) in 2015 estimated the cumulative cost of corruption,
encroachment, and mismanagement or undervaluation of state land, to which EAF officers

contributed, at EP440 billion.2”

Procurement is the other principal source of illicit income within the military, as it covers
an extremely wide range of spheres and activities. It also acts as a main locus connecting
MOD-linked bodies, suppliers, and officer networks. For example, successive heads of the
GSA have been delegate members on the Board of Directors of the state-owned Nasr Export
and Import Company. Originally established by the General Intelligence Directorate as a
front to counter Israeli intelligence activity in sub-Saharan Africa, Nasr became a major
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trading company in its own right in the 1960s, but then closed most of its foreign branches
in the decades following the 1979 peace treaty with Israel.*® It is not clear when MOD in-
terest in Nasr revived, but it now trades in many of the commodities that are either required
by the EAF or produced by the defense industry and that are also sold in civilian markets,
both domestic and export.

Nasr reveals much about the intermeshing of military-affiliated entities and networks. One
of its trade intermediaries, the Delta Sugar Company, is a major shareholder in the United
Packaging Company, which was acquired by the MOD in 1995 and employs EAF con-
scripts in its work force.””” Nasr is moreover one of fourteen subsidiary companies belong-
ing to the public sector Holding Company for Maritime and Land Transport that are head-
ed by a former EAF officer; the holding company itself is headed by Admiral Mohamed
Ibrahim Youssef.” No less significant is that two heads of Nasr’s Board of Directors in the
past decade were both EAF retirees and former senior officials of the AMA, Egypt’s most
powerful audit agency.”'

The recycling of EAF officers—especially but not exclusively retirees—through various ci-
vilian posts is common (discussed in Chapter 4). Among Nasr’s board members in 2016
was Major General Ayman Salem, who had spent the previous fifteen years as head of
the Egyptian Company for Retail Trade, a subsidiary of the Holding Company for Food
Industries that failed to make a profit until 2014-2015.%°* Salem was replaced in February
2016—along with the heads of twenty-seven other subsidiaries of the holding company—
for “failing to reduce losses,” but he was immediately made head of the famous Omar
Effendi retail company, in addition to joining Nasr.** And when the minister of trade and
industry formed the Higher Council for Logistics and Shipping to facilitate trade through

public-private partnerships in December

A conseauence Of this veritable 2017, he brought on five former EAF offi-
q cers, including the new head of Nasr, Major

game of musical chairs of EAF  Gepera] Fathi Jibreel. >
retirees has been to obscure

. A consequence of this veritable game of
serial poor performance.

musical chairs of EAF retirees has been to
obscure serial poor performance. A glowing
report on the performance of Nasr Export and Import Company in March 2015 boasted
that it had achieved “an enormous surge in turnover exceeding EP1 billion,” but Jibreel, who
took over as head in December 2016, admitted frankly that the company was “not in its best
shape.” The company had previously done well when it won public sector contracts “by
direct order,” he acknowledged, “but now we and the private sector compete equally for ten-
ders, and regrettably we don’t have the same flexibility as the private sector in taking action
and pricing and so the competition is not fair.”*
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Undeterred, the Holding Company for Maritime and Land Transport claimed that Nasr
achieved 60 percent growth in 2016-2017 and another 68 percent in 2017-2018, but
these results were only true when measured in Egyptian pounds; for a company dealing in
external trade and therefore highly susceptible to exchange rates, the pound’s loss of one
half of its value meant that the company’s net value was static or declining. Implicitly
confirming this, Admiral Youssef revealed in September 2017 that Nasr was to be
restruc-tured.”” Two years later Nasr, along with the Egypt for Import and Export
Company, which is also run by EAF retirees, were slated to play a role in a planned
shipping line con-necting Ain al-Sokhna to Kenyas Mombasa port.*® The promised
restructuring of Nasr had not yet taken place, but its involvement reconfirmed the close
intertwining of military interests in infrastructure projects, external trade, and military-
headed civilian companies and government agencies.

What the case of Nasr also revealed is that MOD affiliates can hope to extract income from
the activity of other firms while transferring their own costs and losses or those of their sub-
sidiaries—which nominally remain civilian state-owned enterprises—to the state budget.
An example is the Egyptian Navigation Company, which reached financial collapse in 2015
and had to be bailed out by the Holding Company for Maritime and Land Transport.**
However, corrupt procurement practices also occur on a large scale much closer to home.
Not surprisingly, officer ne tworks are es pecially ac tive in ar ms procurement, re portedly
clustering around key individuals such as former defense minister Tantawi or Minister
of State for Military Production Mohamed al-Assar; cliques such as the graduates of the
Military Technical College (spread out across the MOMP and EAF Armaments Authority);
or bodies such as the Military Intelligence and Reconnaissance Administration or the mili-
tary procurement office at the Egyptian embassy in Washington, DC.**® Ne tworks may
overlap, but they also compete; historically, those closest to the presidency have an obvious
advantage, which is why several former commanders of the Republican Guard are believed
to have been influential arms dealers. But the rise of Sisi has emboldened officers in Military
Intelligence, which he headed until 2012, who are believed to be encroaching on their com-
petitors. Furthermore, a new generation of MOD procurement officers has come to the fore
since the 2013 takeover, and they are said to be “greedier” in the bribes they demand from
commercial agents—themselves often EAF retirees—in return for the award of contracts.*!
The same patterns apply to all other aspects of procurement, such as those relating to food
and undertaken by the GSA and Logistics and Supply Authority. But they also extend to
ensuring that companies with which the military interacts use the same favored procure-
ment agents and customs handlers as the MOD, if not the MOD itself, given its exemption
from inspection at ports of entry; pay the transport department of the Logistics and Supply
Authority to move heavy machinery; and hire labor brokered by state agencies with close
military ties—such as Petrojet in the case of the oil and gas sector.?*
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The scale on which these practices occur lead unavoidably to the conclusion that they
are conducted with the connivance of the MOD’s financial administration, and therefore
with the knowledge of senior commanders and officials. In a typical case, finance officers
are asked to process invoices for shipping, labor, and material costs for EAF equipment
that is purportedly sent abroad for maintenance, but never leaves the country and is either
maintained by a local contractor or not at all.?®® This may shed additional light on why the
MOD has acquired companies or bought shares in others, especially foreign ones. An early
instance was an investment in 1980 by the MOD’s short-lived General Economic Agency
in the National Company for Food Security, one of the large companies established under
Law 43 of 1974 in partnership with the revived private sector.?* By 2011 the MOD had
“an extraordinary range of investments in domestic firms and large-scale foreign partner-
ships,” according to political scientist Shana Marshall.*

How, exactly, the MOD exercises ownership is unclear. Unlike the MOMP’s shares in
the Tharwa Petroleum Company, for example, which are held by the NAMP, the MOD’s
Financial Authority does not appear to directly own shares in its own ministry’s compa-
nies.”*® More importantly, the purpose of acquiring shares in both domestic and foreign
civilian companies is also unclear. As noted in Chapter 2, Shana Marshall argued that this
is intended as a means for securing technology transfer, but past practice in public sector
companies suggests other possible purposes. Investment in shares absorbs budget surpluses
that can be shown as expenditure in annual accounts and then written off as net losses to
be borne by the state treasury. Parking funds offshore removes them further from potential
oversight, while creating joint ventures from which military agencies and affiliated compa-
nies can import used equipment at inflated prices but claim in their accounts as new, using
false certification supplied by corrupt customs officers.>”

U.S. Military Assistance: A Business Opportunity

A crucial element of Egypt’s defense economics is the annual U.S. foreign military financing
(FMF) package that it has received since 1978. This is estimated to cover approximately 80
percent of the EAF’s needs of major combat systems, enabling the MOD to spend its own
disposable funds on other priorities such as acquiring shares in civilian companies and un-
derwriting military interventions in the cement and steel sectors or other markets. Without
U.S. FME the MOD would be very hard pressed to provided the EAF’s real defense needs.
But in reality, the MOD has been able to derive additional income from the relationship,
whether from commercial exploitation of EAF equipment and MOD facilities funded un-
der the FMF program for civilian purposes, rather than their original military ones, or from
other areas of military cooperation with or services for U.S. forces in the region.

As importantly, the FMF package also offers EAF officers, both active and retired, particu-
larly favorable business opportunities thanks to their privileged and often exclusive access
to defense-related information and contracts. These opportunities derive from procurement
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(of weapons and other equipment or materiel), support and service contracts associated
with the delivery of the FME, and other services and activities undertaken on behalf of or
with the U.S. military. The involvement of former officers in commercial defense contracts
is common worldwide, but in Egypt’s case it more clearly takes the form of insider trading
and profiteering from what in effect is the captive market of U.S. military assistance and
defense ties.

U.S. FMF to Egypt has run at a steady . . . .
level of $1.3 billion a year since 1987. U.S. foreign military financing

Additionally, in 1979 then president covers approximately 80 percent

Jimmy Cfaftef approl\lfed “cash flow fﬁ' of the EAF'’s major combat systems,
ing” for Eaypt, o )

nancing for Lgypt, & owing It 0 pay 10T o abling the MOD to spend on other

purchases of U.S. defense equipment in o o

installments rather than all at once, an ad-  Priorities such as acquiring shares

vantage it was to enjoy until 2018.% This  jn civilian companies.

enabled it to place orders worth $3.5 bil-
lion instead of $1.5 billion by 1982, for
example.” A special provision for advance disbursement of the entire annual grant has
also been in place since 2000, allowing Egypt to accumulate unspent assistance and accrue
interest on it, which it can then spend on additional purchases.?” It had received a cumula-
tive total of $48 billion in FMF by 2017, besides receiving what the U.S. labels as “excess
defense articles” not needed by its own armed forces worth hundreds of millions of dollars
annually.”?”' FMF moreover allowed Egypt to save significant amounts of foreign exchange,
equaling about 8.5 percent of its earnings in 1984-2000.%72

The fact that the amount of FMF is fixed has depreciated its purchasing power over time,
capping the business opportunities it generates. Precise figures are not available; according
to a 2006 U.S. Government Accountability Office report, even the Pentagon could not
track FMF commitments against actual disbursement to Egypt prior to 1998. But U.S.
agencies have estimated that approximately one-third of Egypt’s FMF is allocated for the
purchase of new weapons and equipment, one-third to upgrades, and the remaining one-
third to various support contracts.””? The first two categories offer officers scope for taking
commissions, but the latter offers additional commercial opportunities. Given the cumula-
tive value of FMF over the years, potential income derived from it has been considerable.”
Acquisitions are governed by the Reciprocal Defense Procurement Memorandum of
Understanding between the United States and Egypt. This suspends the latter’s Law 89
of 1998 on bids and tenders, which allowed public bodies to prefer local contractors over
foreign ones: in the case of MOD tenders, U.S. companies may bid on equal footing with
Egyptian competitors.””> But because procurement in the defense sector is a closed pro-
cess, an Egyptian representative is needed for U.S. (and non-U.S.) bidders.”® As in many

CARNEGIE MIDDLE EAST CENTER 129



countries, former officers play this role, although they must still bribe MOD procurement
officers to be favored.””

Among the more successful businesses that supply the EAF with foreign defense equipment,
training, and other services is the Triangle Group, which was founded in 1990 by Major
General Abdul-Monem Tawil. A former Air Force officer, Tawil handled EAF procurement
from the United States from 1985 until his retirement and the launch of his company,
and he became a senior member of the American-Egyptian Chamber of Commerce.””®
Within the larger group, Triangle Aerospace represents Western defense companies, such as
Lockheed Martin, Raytheon, Northrop Grumman, Rheinmetall Defense, and others, and
boasts a “team of handpicked consultants, all of which are retired high ranking officers who
served in the MOD’s different units” in addition to “young highly skilled business develop-

ment professionals.”?”’

Not all supplier and intermediary companies have a military background. An example is the
Artoc Group, which is also one of the more significant companies representing numerous
international firms in Egypt and providing the EAF with noncombat equipment—from
aircraft ejector seats to fitness machines—while operating in numerous fields in which the
EAF or retired officers are also active such as steel structures, petroleum, real estate, airport
construction, services, and cargo, and the car industry.”® Another example is Pyravision for
Trading and Consultancy, an Egyptian multinational that undertakes technology transfer to
the Egyptian defense industry as well as supporting a slew of civilian sectors including heavy
industry, cement and petrochemicals, shipbuilding, aviation and aviation services, automo-
tive and spare parts, oil and gas, telecommunications, environment, and food processing.?®'

Behind the legitimate side of doing military business in Egypt lie dealings that range from
what Shana Marshall calls “legalized bribery” to the clearly illegal, as with most parts of the
military economy.?®* Egypt, like a few other Arab states, requires all procurement contracts
to specify that commercial fees paid to agents in order to secure sales of equipment or ser-
vices are not charged to the government, but this formal provision is routinely sidestepped.
As a Mubarak-era cabinet minister confided after his ouster, with regard to illicit profiteer-
ing by the EAF, “a big hidden issue is arms purchases from the United States—that is, any-
thing that is secretive and involves a monopoly affords the biggest opportunities, whereas
in something like cement it would become immediately known and embarrass the army.”**

Until 2011, much of the commission-taking centered on Mubarak who, in the words of
opposition politician and one-time presidential candidate Ayman Nour, “ran procurement
as a one-man show for thirty years, allowing great corruption.””* Whether they actually
engaged in corruption or not, top-ranking EAF officers and defense officials formed part
of the rent-secking elite and certainly had—and still have—the most lucrative opportuni-
ties.”® Especially well placed to take advantage are active-duty officers privileged to head
the Egyptian MOD’s purchases office in Washington, DC, as well as defense attachés and
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officers who take part in the bilateral mechanisms through which FMF is negotiated: the
Communications Interoperability and Security Memorandum of Agreement, the Military
Cooperation Committee, and the Defense Resourcing Conferences. These posts are nor-
mally filled by heads of the MOD Arms and Ammunition Department or senior com-
manders in the ground forces and serve as career stepping stones to hold senior positions in
government agencies or public sector businesses upon retirement.

No less important a source of income is the large share of FMF allocated to support con-
tracts, especially for transport of U.S.-supplied arms and equipment, both at time of sale and
later for shipment of certain systems back to and from the United States for maintenance
and upgrade. A special provision in the FMF program allowed up to 50 percent Egyptian
ownership of the ships used to transport equipment, and so well-connected businessmen
quickly set up U.S.-registered companies in order to win these contracts.”®® According to
political scientist Robert Springborg, then president Anwar Sadat’s brother Esmat and sev-
eral generals formed a company to ship a military consignment worth $300 million from
the United States, for which they reportedly charged $56 million for shipment, despite
Pentagon estimates that the cost should be around $11 million.” A similar case surfaced
when a member of parliament for the Wafd Party, Elwy Hafez, demanded a formal de-
bate on corruption in military contracts following press reports that businessman Hussein
Salem, a Mubarak crony, and senior government officials had made improper gains totaling
$73 million from FMF contracts.”

Although fewer abuses have been exposed so publicly since then, the system appears to be
unchanged. In fact, according to an antigovernment source, the member of the Supreme
Council of the Armed Forces responsible for the handling of U.S. military assistance in
2011 pressed the United States to increase the proportion of FMF allocated to support con-
tracts, which would have expanded business opportunities for EAF officers to earn lucrative
profits through front companies.*®

What is certain, in contrast, is that Egypt has failed to make use of the 15 percent of total
EMEF originally allocated for the EAF’s own maintenance and logistics needs to bring busi-
ness as well as technology and technical know-how to its defense industry. This has long
been stated as a goal, and so Egyptian behavior is paradoxical. The Soviet Union had refused
to grant licensed production or technology transfer to Egypt at the height of their military
cooperation in the late 1960s—major combat equipment had to be returned to the Soviet
Union for maintenance and repair—impeding development of Egyptian know-how and
facilities and generating resentment.””® And yet the Egyptian defense industry has singularly
failed to take advantage of far more generous U.S. provisions, which U.S. officials specifi-
cally see as a means of assisting Egypt to develop sustainable indigenous capabilities.””' An
example of the consequences is that when U.S. military aid was suspended from 2013 to
2015, U.S.-made Apache helicopters in EAF service fell into disrepair because the Egyptian
contractors lacked the technical proficiency necessary.*”
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Indeed, by 2014 the Egyptian MOD was actually spending roughly half the annual U.S.
aid package on maintenance and sustainment of its existing systems.”®® Even at the lower
rate of 15 percent, this provision was worth $7.2 billion since FMF began. A U.S. technical
services contract worth $210 million to provide equipment, parts, training, and logistical
support for six Egyptian Navy frigates and a separate package worth some $750 million
for the upgrade of 156 aircraft engines in 2009-2010 give a sense of the potential value of
secondary contracts that were not taken up by the Egyptian defense industry.?* This failure
contrasts sharply with hyperbolic assertions about the existing capabilities of the defense in-
dustry made by numerous MOD officials, especially since the early 2000s, and their claims
that efforts to increase technology transfer and local content were being redoubled.””

For all the boasts of self-sufficiency, the Egyptian military and defense industry either lack
the technical expertise and technology to undertake maintenance—which they leave to
U.S. contractors—or else prefer to allow senior officers to extract easy rent from shipping
contracts. This may help explain why the MOD sought (and got) an increase in the FMF
share allocated to support contracts, and why it met U.S. proposals in 2014 to restructure
the FMF program (eventually confirmed in 2015) with barely hidden dismay. Conversely,
the practice noted above of submitting fraudulent invoices for maintenance and shipping
that do not actually take place indicates a risk that the increase may also explain why the
Egyptian MOD does not take advantage of the provision.

But the MOD also practices its own forms of rent-seeking from FMFE A former U.S. diplo-
mat based in Egypt confirmed that the MOD insisted on using hotels it owns for conferenc-
es and joint meetings and military hospitals when U.S. peacekeepers in the Multinational
Force and Observers in Sinai needed medical treatment—for which the United States had
to pay.”® Major General Michael Collings, who in 2006-2008 headed the U.S. Office of
Military Cooperation in Egypt, which handles FME similarly complained of price goug-
ing by companies chosen by the MOD to provide equipment or services—{rom chairs and
tables to bottled water for meetings.””

The MOD also earned millions from conducting joint military exercises, such as the bi-
ennial Bright Star maneuvers with the United States (which were suspended in 2011 but
resumed in 2017, albeit in a reduced form), or the Coral exercises with Saudi Arabia.?*® But
most egregious in the view of some U.S. officials is commercial exploitation by the MOD
and allied public agencies of facilities and equipment provided under the FMF package.
A prime example is the “not for profit” 800-bed International Medical Center, which is
intended exclusively for EAF use but proudly advertises its services to fee-paying private
patients, both Egyptian and foreign. Adding insult to injury, the center’s website, does not
acknowledge U.S. funding, merely noting that the center was “established by Egyptian &
American expertise and cooperation.””” Similarly, the U.S.-supplied Synchrolift device for
lifting large ships out of the water for repair, which was installed at Ras el Tin Naval Base
in Alexandria for Egyptian Navy use only, is hired out routinely for commercial use. The
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senior U.S. officer in charge of the FMF program at the time relates that he remonstrated
repeatedly to then Navy commander Admiral Mohab Mamish, who affirmed that “this will
never happen again,” but on his next visit the same officer again found a commercial ship
in the Synchrolift.>*

Lastly, the military economy benefits indirectly from U.S. and other international assistance
for civilian development projects. As political scientist John Waterbury has noted, signifi-
cant U.S. aid has been invested since the 1970s in public infrastructure, such as power sta-
tions, storage facilities, housing, irrigation, and transport—all areas in which military agen-
cies and the officers’ republic are heavily involved.**' Enabling them to tap into assistance
that in theory is earmarked to be channeled exclusively through the private sector is Law
43 of 1974, which qualifies state-owned enterprises as private if 20 percent of their share
capital is offered to the public.’”* Other international agencies, such as the World Bank,
have also used this loophole to fund large-scale projects implemented by military economic
entities or managed by the MOD, especially since 2013.

CONCLUSION: DEAD CAPITAL, CASH COWS, AND SHELL GAMES

The MOD and its affiliated agencies now undertake an enormous volume and range of ci-
vilian projects, but the net value they add to the national economy is dubious, and in many
instances negative. This is not measured simply in terms of the physical assets they produce
or the incomes they generate, which can be considerable, but rather of the extent to which
they enable sustainable growth, trigger economic diversification, or enhance the ability of
civilians in the private and public sectors to exercise autonomous, market-based decision-
making. Even in the case of undoubtedly useful contributions such as the construction of
public infrastructure and housing, the actual cost-effectiveness of military-run projects is
unproven, as much of the real cost of their factors of production is transferred to the public
purse and obscured or understated.

As the military now plays a much greater role in managing public works, leading invest-
ment, and addressing supply needs in civilian markets, its attitudes and perspectives have
come to bear more significantly than ever on the trajectory of the economy. Whether by
training and temperament or as a core regime pillar, it shares both the technical gaze of
civilian counterparts in Egypt’s state bureaucracy and the hierarchical and deeply paternal-
istic approach of successive state leaders to the design and implementation of policy in the
economic and social spheres. This results in what political scientist John Waterbury labels
“flight forward,” the tendency to avoid knotty problems such as changing the spatial distri-
bution of Egypt’s population, by resorting to engineering fixes such as constructing desert
cities or forcibly relocating small businesses to remote locations.?*

Atbest, the military’s response to social and economic problems exemplifies the belief that “if
you build it, they will come”—in a country where, to take just one simple indicator, extreme
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The manner in which the military
circulates budgets and surpluses,
contracts, and investments

forms an elaborate shell game

that complicates, if not prevents,
effective accounting and meaningful
evaluation of performance and
cost-effectiveness.

poverty increased from 26.5 percent of the
population to 32.5 percent in the six years
since the EAF took power.** At worst, the
military is wedded to activities that assure
it of constant income streams despite glar-
ing evidence of their nonfeasibility and
appalling cost-effectiveness. There is little
reason for this to change: the military has
been able to extract varying levels of capital
and economic opportunity from the public
purse and foreign assistance for nearly seven
decades, with little or no accountability for
actual delivery. In addition to the state trea-

sury, the Soviet Union, the United States, and more recent investors such as Chinese com-

panies involved in military-managed megaprojects constitute the military’s cash cows. The

manner in which the military circulates budgets and surpluses, contracts, and investments

between various public and private sector counterparts, the treasury, foreign partners, and

its own agencies moreover forms an elaborate shell game that complicates, if not prevents,

effective accounting and meaningful evaluation
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CHAPTER 4

MAPPING THE INFORMAL MILITARY ECONOMY:
THE OFFICERS' REPUBLIC

THE EAF'S POWERFUL POSITION within the state and as a final arbiter of Egyptian
politics is the indispensable bedrock of the formal military economy, but also anchors the
officers’ republic of self-perpetuating networks of retired EAF officers embedded through-
out the state apparatus.’ Although they occupy positions in the official bureaucracy, they
constitute a pillar of what may be labeled the informal wing of the military economy, since
the bodies they head or influence and the resources they command do not belong formally
to the military as an institution.

The core of this officers’ republic comprises several hundred retired EAF officers who are
chairmen, managing directors, or members of the boards of state agencies and public busi-
ness sector companies that manage economic assets; undertake production, trade, and ser-
vices or award contracts in these areas of activity; and control much of the policy and
regulatory framework in which both the public and private sectors operate. A significant
complement to the officers’ republic are the thousands of EAF retirees in government min-
istries and agencies and throughout local government, itself a massive structure, many of
them in senior positions. Others serve as cabinet secretaries and ministerial advisers. The
officers’ republic ensures income streams for many senior retirees that are far higher than
those received during active service, and more modest supplementary postretirement in-
comes for many hundreds, if not thousands, of other retirees who permeate the lower ranks
of state bodies.

The existence of the officers’ republic does much to explain the widespread belief that the
military accounts for anywhere between 25 and 60 percent of the national economy. But
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extensive penetration of the state appara-
The core of this officers’ republic  tus by EAF retirees does not translate into

comprises several hundred retired direct military control, let alone owner-
. . ship, of the financial and other assets of

EAF officers who are chairmen, bli ) .
! ) public economic authorities and enter-
managing directors, or members prises. Certainly, it secures revenue for for-
of the boards of state agencies and  mally registered military companies and

public business sector companies reinforces the economic utility derived
from those factors of production that are

substantially under military control, espe-
cially land, but otherwise this rent-seeking behavior is just as typical of civilian actors, both
public and private. Government agencies that are not headed by EAF retirees act in much
the same way in securing or awarding contracts, civilian officials wield their bureaucratic
powers over economic licensing and regulation to similar effect, and private companies
readily take advantage through privileged connections and bribes.

Furthermore, with the total proportion of GDP originating in the public sector estimated
at 31 percent in 2016, the military would have to control the entirety of public production
of services and goods in Egypt in order to reach even the more modest claims made about
its economic empire, and would remain far short of the more exaggerated ones.> Again,
pinning down an exact value is not only impossible, but also a diversion from grasping the
real import of the officers’ republic for Egypt’s political economy. Like their counterparts
in the formal military economy, EAF retirees in the state apparatus routinely use legally
sanctioned discretionary powers to award noncompetitive contracts to favored clients, ob-
scure economic inefhiciency (and mismanagement) of public funds, and both enable and
protect insider trading and what at times amounts to plain racketeering. In brief, they are
both an integral part and an outcome of the regime maintenance logic as it has evolved
since 1952, and of how all actors currently engaged in the Egyptian economy and admin-
istration do business.

THE OFFICERS' REPUBLIC

Together, EAF retirees constitute the backbone of the informal military economy and un-
derwrite the loyalty scheme that holds the officers’ republic together. They are to be found
across the state apparatus, but most significant for the military economy is their concentra-
tion in two broad areas of the public sector: first, the civilian administrative bureaucracy
comprising so-called general and national authorities, other central agencies and regulatory
bodies, and local government; and second, state-owned economic enterprises, including the
large number that have been partially or fully privatized since 1991.
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An Enduring Legacy

The officers’ republic emerged as the result of several factors, but its roots lie in the Nasser-
era practice of appointing EAF officers to key ministerial or civil service posts as a means
of ensuring both technical competence and loyalty in a public sector that grew to 900,000
by 1960, and then expanded massively in the wake of the socialist decrees of July 1961 that
led to nationalization of much of the economy.’ Reliance on EAF officers was additionally
a function of the power play at the head of the state. On one side stood Nasser, who in
the assessment of political scientist Robert Springborg “had to monitor personnel changes
even at relatively low levels in the bureaucracy, military, and public sector of the economy,
keeping a close eye lest one of his erstwhile supporters develop a ‘power base’ to which even
Nasser would be vulnerable.”* On the oth-

er was his powerful defense minister Abdel

Hakim Amer, who exploited the spurt of ~ Together, EAF retirees constitute the

institutional expansion to extend his own  hackbone of the informal military
military patronage networks.’ .
economy and underwrite the loyalty

The Nasser era left a lasting legacy. Most ~ scheme that holds the officers’

importantly, it established the entry of republic together
EAF officers to civilian roles, but the ri-

valry with Amer ensured that this also

came with numerous privileges and perks and embedded habits that undermined military
professionalism—as was shown disastrously in the June 1967 war with Israel. In the graphic
description of political economist Samia Sa’id, “Amer regarded the military establishment
as a tribe in effect, of which he was the sheikh.” He awarded his favorites soft military as-
signments and placed others in the state bureaucracy as company managers and governors
or posted them to foreign countries with diplomatic benefits and allowances.® Nasser tried
to require officers to quit EAF service if they took civilian jobs, but failed. It was not until
1975, when Nasser’s successor Anwar Sadat issued Social Security Law 79 of 1975 and
the modified Law 90 of 1975 on Retirement, Social Security, and Pensions for the Armed
Forces that salaries and pensions were suspended for officers who entered civilian service,
whether they did so on secondment during active service or after retirement.

Today, the officers’ republic ensures a flow of contracts and resources that helps sustain
military enterprises, but does much more as well. It doubles as a loyalty scheme, tying senior
EAF officers to the presidency and the governing political system and middle-ranking of-
ficers to their superiors, and as a reserve force of military bureaucrats who can be called on
to staff civilian agencies. The benefits work both ways. Because retired EAF officers remain
subject to the military judicial system, the MOD and affiliated agencies can use their influ-
ence in the state’s audit bodies—such as the Administrative Monitoring Authority, which is
always headed by a senior EAF officer and staffed by several hundred other active-duty and
retired EAF officers—to initiate investigations and prosecutions to those who diverge from
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the military’s preferences. Former officers are acutely aware of the military’s expectations
and largely toe the line to avoid retaliation. The legislative decree issued by the Supreme
Council of the Armed Forces (SCAF) in May 2011 giving MOD prosecutors the primary
authority to determine whether EAF officers accused of making illicit gains while in service
should be tried in military or civilian courts, even if they had retired in the meantime, of-
fered protection but also held the threat of lifting it as a permanent Damocles’ sword.

The Loyalty Scheme

What the late Egyptian political scientist Samer Soliman called a “loyalty allowance” is both
an enduring feature of the officers’ republic and integral to the informal military economy.”
Since the Nasser era, when EAF officers were appointed to upper ranks of the public sector,
they have been entrenched in almost every sector and at all levels of Egypt’s vast state ap-
paratus. From an estimated 1,500 under Nasser, a random sample of the civil service noted
in my “Above the State: The Officers’ Republic in Egypt” paper from 2012 and addition-
al surveys conducted for this report suggest that their number has increased several-fold.
These officers import the connections made at officer school—the famous duf'zh (graduat-
ing class) and the resulting shillah (cliques)—that carry over into their subsequent service in
the various EAF branches and afhiliated agencies; as a 1985 CIA research paper noted, these
“old-boy” networks are influential in shaping the behavior of the civilian agencies they join.®

Sadat’s assertion of presidential power over the EAF and partial de-militarization of the
state apparatus in the 1970s reversed the trend, but only briefly.” It gained powerful new
impetus under Field Marshal Mohamed Hussein Tantawi, who was defense minister from
1991 until Mubarak’s ouster in 2011, and then for another year while he doubled as acting
president. EAF officers had seen their purchasing power and official entitlements erode due
to inflation and decline in comparison to the expanding private sector over the previous
decade, but Tantawi brought welcome relief to many by trading loyalty during service for
the prospect of additional postretirement incomes.'” The officers’ republic grew massively
in this period, assisted by the transformations wrought in the public sector by two waves
of privatization in 1991-1997 and 2004-2009, the meteoric expansion of the real estate
market and other forms of speculative activity, and growth in foreign investment and trade,
all of which multiplied the opportunities for placing EAF retirees.

The loyalty scheme served so important a political purpose that a well-connected source
sympathetic to the Morsi administration alleges that it increased the number of recent EAF
retirees appointed in the state apparatus sharply, from 400—500 annually to an estimated
4,000 in the single year of Morsi’s presidency."" Whether the figure is accurate or not, it
reflects the enduring power of this informal scheme as much as the Muslim Brotherhood’s
eagerness to appease the military. The legacy endures, and indeed has been boosted by the
military takeover in July 2013 and Sisi’s reliance on the military to deliver economic results.
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The loyalty scheme focuses in particular on senior officers, estimated by one retired general
to represent about 15 percent of the EAF officer corps in 2012." This is a high percent-
age by international standards, indicating a system designed to maintain the loyalty of
officers by promoting them in numbers that exceed operational military requirements and
extending their service past normal retirement ages. As noticeable is the unusually large
number of retired major generals in Egypt. This is partly the result of the automatic pro-
motion of brigadier generals to the rank of major general upon retirement, assuring them
of increased statutory end-of-service pensions and benefits as well as improved postretire-
ment prospects. These officers make up the backbone of the officers’ republic, along with
the smaller but significant number of fel-

low EAF officers who are seconded to the
General Intelligence Directorate (GID) or Today, the officers' republic ensures

other agencies, such as the Administrative g flow of contracts and resources
Monitoring Authority, where they see out that helps sustain military
enterprises, but does much more as

Regarded as an entitlement, the loyalty  wall It doubles as a loyalty scheme.
scheme adds a relatively modest postcareer

their active service.

salary to the military pension for a major-

ity of retirees. Under Law 31 of 1992, the pension awarded to any member of the armed
forces (after factoring in all allowances) may not exceed their total basic pay on retirement,
making re-employment necessary.'? Following the end of their normal pensionable employ-
ment, retirees may be reappointed on renewable six-month “call-up” contracts that permit
them to remain in uniform and in (noncombat) service.'* In most cases, postretirement
positions are held for a few years, after which they are vacated to make way for more recent
retirees. But the contracts of retirees who play key roles in the officers’ republic may be
renewed for up to ten years as they rotate between a succession of new positions, and even
longer in some cases. Other retirees are hired on consultancy contracts that are nominally
for fixed terms, but which in practice are renewed at the discretion of the recruiting officials.
All appointments moreover come with associated benefits, service allowances, and bonuses.

The loyalty scheme has been reinforced since Sisi became president in 2014. Two years
later, parliament approved a draft law proposed by the MOD awarding the president the
power to extend the service of select officers at the rank of major general, who normally
retire at 58, by four years.”” In December 2017 it also approved an amendment to Law
90 that raised the retirement age for lieutenant generals by four years as well (to 64)."°
These legislative moves extend the scope for seconding active-duty officers to select posi-
tions in state agencies. In doing so, they moreover shift the costs, as was made evident when
the SCAF transferred four major generals to the Ministry of Housing, NUCA, and the
National Authority for Potable Water and Sanitary Drainage (NAPWASD) in 2011, re-
quiring the latter as the “benefiting party to cover all their military pay and compensations
as well as all financial and administrative incentives issued to their families.”"” Indeed, this
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may be a factor incentivizing the appointment of active-service oflicers to civilian agencies;
the Administrative Monitoring Authority alone employs many hundreds, and the GID
possibly a few thousand.

) . Predictably, appointments are made on
Predictably, appointments are  ,; informal gradated scale according to

made on an informal gradated  perceived loyalty, literally a pecking or-
scale according to perceived loyalty, — der Officers reaching the EAF general

literallv a peckina order staff or the service staffs of the four EAF
yap 9 " branches (Army, Air Force, Navy, and Air

Defense), central departments such as the
Engineering Authority, and special units such as the Republican Guard are ostensibly the
most competent but have, by definition, demonstrated unwavering loyalty the longest.
This top stratum is assured of appointment upon retirement to top managerial positions in
the civilian bureaucracy and state-owned enterprises that offer salaries commensurate with
commercial companies or opportunities for extra income generation and asset accumula-
tion. Some head more than one company, act as designated or delegated members to the
boards of subsidiaries, or are imposed on the boards of private firms."® Generally, senior
officers become heads or board members of public companies for a few years and then give
way to the next in line; middle-ranking officers tolerate relatively modest pay and condi-
tions in hope that their turn will come.

Military Sinecures

Appointment to civilian bureaucratic or commercial entities is not based on any legal re-
quirement or entitlement—except in the case of a few specialized parastatals or companies
such as Egypt Telecom, which is required to have the chief of staff of the EAF Signals Corps
on its board—but rather reflects the influence of the EAF and the tentacular spread of the
officers’ republic. The trend intensified sharply after the launch of privatization in 1991,
which rapidly widened the pay gap between the private and public sectors. By 2011, the
most privileged EAF retirees were commonly earning salaries of EP100,000 to EP1 million
(then $16,670 to $166,670), according to whistle-blowing officers, while hidden partner-
ships were believed to raise the annual incomes of the highest paid to between EP12 million
and EP100 million ($2-$16.67 million)."

It has also become customary for officers on track to senior command positions to serve
one or more tours of duty as defense attachés, as head of the military procurement office
in Washington, DC, or as managers in military companies. They receive “task allowances”
and an extra set of benefits and bonuses attached to each posting—including an additional
housing unit, which they may rent or sell—whether or not they are rewarded with further
promotions and eventual appointment to chair government agencies or companies.
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Some of the much larger number of senior retirees who do not rise this high are awarded
managerial positions in military clubs and hotels, with prime locations going to the bet-
ter-connected officers and more remote ones to the less favored. Many more retirees are
appointed in the state’s sprawling civilian bureaucracy and the local government struc-
ture. Well-connected officers are assigned positions in control of functions such as licens-
ing marble quarries or internationally funded development projects, which offer scope for
racketeering and bribe-taking. Others are hired as advisers and consultants in government
ministries and agencies or in state-owned companies, reportedly earning monthly salaries
of EP6,000-EP28,000 ($1,000—$4,670) and allowances and bonuses worth an additional
EP10,000 ($1,667) a month in 2011—hardly princely amounts compared to employees of
civilian companies with equivalent seniority and qualifications, but a significant boost for
major generals whose official retirement package in the same year comprised a lump sum

payment of up to EP40,000 ($6,670) and monthly pension of up to EP3,000 ($500).%°

Clearly, discretion rather than professional competence and merit lie at the heart of the
loyalty scheme. For example, the minister of defense has the power to award officers life-
time use of beach chalets in desirable coastal resorts belonging to the military, but can
also withdraw it, incentivizing loyalty and obedience.?! A tacit barrier moreover separates
junior and middle-ranking officers from senior ranks. The former are given apartments, for
which they pay monthly installments for three to five years, and loans from military funds
to purchase cars, whereas the latter receive villas and cars, as well as being assigned drivers
on retiring.”? Lower-ranking officers must normally educate their children at their own ex-
pense—a significant disadvantage given the poor state of Egypt’s public education system,
which prompts parents to pay for private tutors—but children of officers (and relatives up
to the fourth degree, according to anecdotal evidence), now benefit from tuition subsidies
to attend the handful of international schools run by or for the EAE*

At one level, the officers’ republic simply secures the interests of a large constituency of
former officers. The SCAF and the MOD’s Organization and Administration Authority
decide the appointment of retirees in military social facilities and companies (remaining in
uniform and retaining the perquisites of rank), but this primarily serves the loyalty scheme
rather than a clear strategic rationale. For most retirees, the process is more random. The
Administrative Monitoring Authority routinely sends cabinet ministers the names and
qualifications of EAF officers seeking postretirement placements.?* The Organization and
Administration Authority, which is responsible for administrative development and reform,
headed by retired Major General Safwat al-Nahhas from 2004 to 2016, has performed a

similar role.
A Military-Bureaucratic Reserve Force

But on another level, the distribution of EAF retirees has followed two main patterns that
characterize the informal military economy. First, retirees from specific EAF branches are

CARNEGIE MIDDLE EAST CENTER 161



systematically appointed to administrative or economic agencies within their general field
of service. Originating in the 1950s, when EAF officers assigned to the state apparatus
cultivated their own military networks in the public sector bodies they ran, these military-
bureaucratic fiefdoms have assured officers from the same branches of service a sinecure and
become a permanent feature of the officers’ republic.

For example, former Air Force officers assume management of civil aviation authorities
and companies; Navy officers do the same in the maritime sector and the Suez Canal; their
Signal Corps counterparts move into the telecommunications and information technology
sectors; and Army officers dominate construction, land transport, and public works. Officers
in charge of the Department of Armed

Forces Clubs and Hotels have, predictably,

Discretion rather than professional  moved into the tourism sector after retire-

competence and merit lie at the ment, while a former head of the EAF’s

Department of Morale Affairs became
heart of the loyalty scheme. minister of information in 2011 and then

head of the Egyptian Radio and Television
Union. Similar patterns have emerged in more incongruous contexts: three of four heads
of the Arab Organization for Industrialization have been former Republican Guard com-
manders, for example, and all heads of the Central Agency for Public Mobilization and
Statistics since 1977 have come from EAF ground forces, in clear displays of the sinecure
principle.

The second main pattern is the symbiosis that has gradually emerged between different
arms of the informal and formal military economic sectors. Initially this was primarily the
result of path dependency, as fiefdoms tended to concentrate in sectors regarded by succes-
sive presidents and governments as engines of the Egyptian economy, most notably major
public infrastructure and associated services, select manufacturing and feeder industries,
and related administrative and regulatory public agencies. The parallel expansion of the
EAF’s loyalty scheme and launch of the government’s privatization program in 1991 ac-
centuated the concentration of retirees in these sectors, but probably still reflected a legacy
factor rather than a clear strategic rationale. A principal exception was the MOD policy of
placing EAF officers in the civilian agencies responsible for planning the use of state land,
although this appears to have been driven by national security concerns as well as an early
attempt to generate rent.

Since 2013, however, a more coherent strategic purpose has driven the deepening of activ-
ity and investment in economic sectors in which military actors are already prominent, as
well as expansion in others. The discernible pattern of public bodies (including state-owned
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companies) that are headed by EAF retirees but have civilian deputies who are professional
managers or specialized in the relevant fields may reflect a growing awareness of the need to
ensure productivity and even profitability. This offers significant military influence, if not
control, while leaving the business of actually running these bodies to competent individu-
als. But the result remains more a symbiosis between the formal military economy and
the officers’ republic than a synergy: advantageous to each but failing to produce a greater
combined outcome. In this sense, the informal military economy is only marginally more
than a facsimile of the rest of the public sector. Another sign of strategic management is the
rotation of a cadre of politically reliable EAF officers between various government agencies
and state-owned companies—often but not always within the same sector—and also to top
bureaucratic positions within local government.

But rather than indicating the existence of a shadow economic board run by the military
with effective oversight and extensive control, the revolving-door phenomenon more likely
reflects converging but distinct factors: the MOD’s employment of officer networks to
secure its interests in specific sectors such as external trade and supply, on one hand, and
on the other, the extension of presidential power through the governors who represent him
while also complementing military economic activities. All serve the regime maintenance
logic that has governed Egypt since the establishment of the republic in 1952.2 Officer
networks, and the loyalty scheme that binds them to the incumbent administration, will
have to be dismantled if any Egyptian government is ever to exercise effective economic
management and attain sustainable development.

A Military Managerial Elite, or Military Fiefdoms?

There are four major types of public institutions involved in economic activity in Egypt
besides government ministries: local government productive enterprises, services general
authorities, economic general authorities, and public sector companies, of which the last
two are the principal economic actors. Public sector companies will be discussed later, but
there are currently between fifty-one and sixty-one general authorities responsible for assets
and operational budgets, regulatory frameworks, investment and development decisions,
and implementation in the most important sectors of the economy, including the Suez
Canal, petroleum, supply and trade, social and health insurance, public infrastructure and
land reclamation, and others. To these should be added some of the roughly 120 services
general authorities that affect economic activity or generate income in one way or another.
The general authorities operate as semi-autonomous corporations under Law 11 of 1979,
which separated their budgets from the general state budget.?
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FIGURE 7

Retired EAF Officers in State Agencies
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No known military presence

Military retiree is head, deputy head, or sits on the board of directors
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EAF retirees occupy an important position in the general authorities that award govern-
ment contracts in a wide range of areas including transport, housing, construction and land
reclamation, public infrastructure and utilities, mining and quarrying, petroleum, tourism,
media and telecommunications, energy (including nuclear), and religious endowments.
Established by presidential decree, most come under the relevant ministries responsible for
these sectors, with the exception of a few that are fully autonomous, such as the Suez Canal
Authority. In 1995, additionally, Presidential Decree 281 established general authorities
with a specific remit of planning, implementation, operation, and maintenance of works
relating to potable water and sanitation in individual governorates.” On the eve of the
1991 privatization program, general authorities accounted for 23 percent of Egypt’s total
GDP. Their operating budgets are financed either through their own activities, the National
Investment Bank, or foreign assistance channeled through the government—and most op-
erate at a loss.”®

Of seventy-two general authorities surveyed for this report (mostly economic, but also
including some services), EAF retirees were heads, deputy heads, or board members in
forty (56 percent) in 2018. This does not
include the ten subordinate authorities

Of seventy-two general authorities  of the MOD, all headed and staffed by
surveyed for this report, EAF retirees  EAF officers. Retirees also occupy a simi-

were heads, deputy heads, or lar proportion of positions in roughly two
4 4

board b . ¢ dozen government bodies that shape the
oard members in forty. economic sphere: so-called national au-

thorities that oversee railways, insurance,
pensions, mail, and so on, which are established in separate laws and equal in status to
ministries; national councils or centers that undertake planning or set policy in specific,
narrow fields such as energy and land use; and central state agencies that provide oversight,
regulation, and statistics and other information. Some general authorities moreover have
regional or provincial branches that are often headed by retirees, a foremost example be-
ing the Ministry of Housing’s Central Construction Agency, which is a major employer of
former EAF engineers.

The sectoral distribution of EAF retirees reveals an especially marked concentration in
transport infrastructure and associated services; certain utilities; housing and urban settle-
ments; and land reclamation. They head or sit on the board of: fifteen out of sixteen general
authorities for transport (land, including roads, bridges, and tunnels; maritime, includ-
ing the main sea ports; and aviation) as well as the National Authorities for Tunnels and
for Railways; two of three general authorities in housing and new urban communities;
one of two land reclamation authorities; three of seven in the agricultural sector; and the

NAPWASD.
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Contracting and construction are clearly the common denominator, but control of land
use is a key enabler: it lies at the basis for the military’s business-oriented approach, and
EAF retirees have headed the National Center for Planning State Land Uses for nearly two
decades. Control over land use moreover underpins the extension of the officers’ republic
into the development and construction of tourist resorts in mainly coastal areas, many of
which come under MOD jurisdiction as “strategic zones.” EAF retirees head or sit on the
board of seven of eleven general authorities for tourism. For the same reason they are heav-
ily present in important regional agencies, most notably the Suez Canal, Suez Economic
Development Corridor, and Sinai Development Authorities. EAF retirees additionally play
important roles in government agencies linked to real estate, including educational build-
ings, religious endowments (which manage assets worth an estimated EP70 billion in 2016,
or $4.24 billion), and real estate management for national insurance.”
The officers’ republic naturally also extends into land reclamation and related large-scale
agriculture projects, continuing a long line of involvement that has been uninterrupted
since the Nasser era. As Robert Springborg noted in the late 1970s, “Neither Abdel Hakim
Amer’s nor Gamal Abdel Nasser’s death terminated the presence of former military officers,
most of whom had been Amer’s clients, in those sections of the bureaucracy and public
sector responsible for reclaiming and farming reclaimed land.”* They were committed to
the continuation of these activities, he added, believing them to be desirable and “because
without such activity their respective state companies and organisations would be left with
little or nothing to do.”®! This emphasis persists, forty years later. The head of the General
Authority for Reconstruction and Agricultural Development, an EAF retiree, sits on the
board of the Egyptian Countryside Development Company that was formed to implement
the reclamation of 1.5 million feddans of
desert land on Sisi’s orders in 2014, along .
with the head of the EAF Engincering Control of land use is a key enabler:
Authority and an assistant to the minis- it lies at the basis for the military’s
ter of housing who is also a retired EAF  p;siness-oriented approach, and EAF
officer. The land moreover lies in the . .

. .~ retirees have headed the National
area of past land reclamation projects in .
which the EAF has been invested for de-  Center for Planning State Land Uses
cades at Farafra, Toshka, West Minya, and ~ for nearly two decades.
al-Maghrah.**

The officers” republic also encompasses six of nine general authorities under the Ministry
of Trade and Industry, affecting the activity of both public and private enterprises. EAF re-
tirees exert added influence through national bodies such as the Central Agency for Public
Mobilization and Statistics—the sole agency authorized to issue official statistics, which has
been headed by an EAF retiree since at least 1980—and the AMA. AMA officers moreover
sit on some eighteen other government bodies such as the National Payment Council,
the Supreme Council for Tourism, and the Supreme Council for Investment, extending
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presidential power but also potentially serving the officers’ republic. Retirees additionally
have a significant presence in the Egyptian Radio and Television Union (commonly known
as Maspero), while, as noted above, the sitting chief of staff of the EAF Signal Corps is a
statutory member of the National Telecommunications Regulatory Authority (as well as of
the main telephone company, Egypt Telecom).

The General Authority for Industrial Development illustrates both the extended reach that
the officers’ republic has when one of its own heads a government body that acts as a hub for
others. The authority came under a retired EAF officer for the first time in 2011, since then
it has always been headed by a former director of the EAF Engineering Authority or Water
Department. The major general who assumed the position in 2016 sits on the boards of
the AOI, the National Center for Planning State Land Uses, the Industrial Modernization
Center, the Executive Agency for Industrial and Mining Projects, the Abu Kir Company
for Fertilizers, the General Authority for Standards and Quality, the General Authority for
Economic Zones, the Rural Electricity Authority, the Arab Organization for Industrial and
Mining Development, the Nuclear Materials Authority, the Environmental Affairs Agency,
and the Isotopes Research and Development Center.*

The maritime sector offers an especially telling example of how the officers’ republic has
deepened and expanded. Most significant is its enduring grip on the Suez Canal Authority,
one of Egypts principal foreign currency earners: it has been headed continuously by
EAF officers since 1964, and several former Navy commanders are currently also depu-
ty heads. Former Navy officers have dominated twenty-nine of Egypt’s forty-three ports
and specialized terminals (for trade, min-

ing, petroleum, tourism, and fishing) for

EAF retirees exert added inﬂuence decades, as well as many of the dedicated
through national bodies such as  maritime services companies and dealer-

the Central Agency for Public ships that will be discussed in the next

el e - section. This position allowed horizontal
Mobilization and Statistics—the o :

extension into bodies such as the Arab

sole agency authorized to Academy for Science, Technology and

issue official statistics, ~ Maritime Transport, an Arab intergov-

ernmental organization, and its Research

and Consultation Center. Seventeen of the

twenty-eight members of the latter body’s governing board are Navy retirees who head

general authorities and maritime companies.** Separately, a Navy retiree heads the Union

of Arab Navigation Chambers, established by the Arab League’s Economic Unity Council.

Yet management of Egypt’s Maritime Transport Sector has been so poor that in 2010 the

United Nations™ International Maritime Organization blacklisted it, citing extensive cor-

ruption affecting safety inspections and maintenance of ships and ferries.”
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The presence of EAF retirees in leading positions within government agencies moreover
correlates with the spread of the officers’ republic more widely throughout the bureau-
cratic apparatuses they head. An incomplete media list of major generals in the Ministry of
Transport in 2016, for example, included four advisers to the minister, head of the central
administration of general personnel, head of protocol, head of the Maritime Transport
Sector and a consultant, head of maritime safety, head and three members of the crisis
center, head of the regional implementation sector, head of central administration, head
and deputy head of the central department for administrative affairs, and assistant head
for properties and advertising at the General Authority for Roads, Bridges, and Maritime
Transport, head of the lighthouses sector at the Egyptian Authority for Maritime Safety,
head of central administration for areas, head of mobility, and an adviser for ports and light-
houses affairs in the Maritime Transport Sector.’® The ministry was itself headed in 2015—
2016 by a retired EAF major general who had previously headed the General Authority for
Roads, Bridges, and Maritime Transport in 2014-2015.

Militarizing Local Government

The patterns are similar in local government, which almost certainly contains the largest
concentration of military-bureaucrats. They do not have exclusive control, as local govern-
ment is also heavily staffed by former police and security officers, generating what Robert
Springborg labels a duopoly of domination.”” But the embedding of EAF retirees in local
government is so extensive, nonetheless, that it imparts a powerful impression of military
ubiquity throughout Egypts public space. There are currently twenty-seven governorates,
which in 2002 were subdivided into 166 centers and 200 metropolitan areas designated as
cities, followed by hundreds of city boroughs and 4,617 villages (of which 920 were large
enough to have their own municipal council). Since the 1960s, officials at all levels of lo-
cal government have been appointed by executive order (governors by the president, heads
of centers and cities by the prime minister, and so on down the line), making it an ideal
sinecure for EAF retirees.’®

The number of governors with a military background reached an all-time low of some 20
percent toward the end of the Sadat presidency in 1980, but rose to between 50 and 80
percent consistently since the 1990s, with a sharp but temporary dip under the Morsi ad-
ministration in 2012-2013. The pattern has intensified since the military takeover of July
2013, with seventeen of twenty-seven governors appointed in November coming from the
EAF (besides two police generals). This was higher than the average during the Mubarak
era, which was already high. Their number was maintained in the next main round of ap-
pointments announced in August 2018, dipping to sixteen by 2019.

Although important, the number of governors diverts attention from the more significant
fact that military retirees hold an even larger proportion of subordinate posts in local gov-
ernment: deputy governor, director of the governor’s office, secretary general and assistant

CARNEGIE MIDDLE EAST CENTER 169



secretary general of the governorate-level local council, as well as assistants and advisers to
the governor in a wide range of specialist areas. The pattern is replicated at the lower ad-
ministrative levels of centers, cities, urban boroughs, and villages.” Each governorate and
its subordinate centers and cities moreover have their own directors of planning, properties,
finance, projects, as well as technical and engineering affairs who additionally run service
departments, branches of utilities companies, and other government entities. These officials
replicate or oversee the work of central government agencies in the areas of social, health,
welfare, and educational services and development, often determining how the latter’s bud-
gets will be spent locally. EAF retirees also
head central departments of the Ministry
The embedding Of EAF retirees in of Local Development, such as the agen-
local government is so extensive  cies for the development of villages and of
that it imparts a powerful impression /2t

of military ubiquity throughout  The high profile of military retirees in the

Egypt's public space.  media encourages citizens to credit the

EAF with services delivered by the local

government. Less visible is the parallel

economy run by local heads of geological and environmental departments and other ad-

ministrative services, who exploit their control over registration and licensing for business-

es, nongovernmental organizations, quarries, mines, and the like to generate illicit income

from bribes and racketeering. This accounts for reports showing corruption in state bodies

is highest in local government.”’ These patterns are especially pronounced in governorates

deemed to affect national security such as Sinai, which has a particular concentration of
EAF retirees as well as mineral resources and government investments.

Local government demonstrates the overlapping of different parts of the informal military
economy. The distribution of governorships follows a clear pattern: former military region
commanders (drawn from the EAF ground forces) have usually assumed governorships in
Cairo (or its four subdistricts), Suez, and the Sinai Governorates, for example; the Navy
customarily takes mainland coastal governorates, and the ground forces or the Military
Intelligence and Reconnaissance branch govern sensitive inland border regions such as
Upper Egypt. The distribution correlates extensively with the map of economic and public
works projects undertaken by formal military actors and their informal counterparts in
government agencies. All moreover invest heavily in highways and associated infrastructure
and services connecting these areas of concentration.

Governors are selected among EAF officers deemed particularly loyal and effective in serv-
ing presidential power, and for this reason rotate frequently between positions in the in-
formal military economy. To take just two recent examples, Major General Amro Abdel-
Monem directed the EAF’s Arms and Ammunition Department and then its procurement
office in Washington, DC, under Mubarak, became secretary general of the Council of
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Ministers following the July 2013 military takeover, then became a deputy minister in
2014, and was finally made governor of Qalyubiyah in September 2016.*' Major General
Atef Abdel-Hamid Mostafa, who became governor of Cairo in the same year, previous-
ly headed the EgyptAir Company for Maintenance and Technical Services and EgyptAir
Holding Company from 2002 to 2008.*

Then minster of local development Ahmed Zaki Badr justified the heavy reliance on ofhicers
in 2016 by arguing that “others don't approach the position of governor or like it because
it carries a heavy burden with no reward, and [competitive contenders] shy away from such
posts.”® As if to prove his point, nineteen out of ninety-three top-ranking candidates in
a competition to appoint “excellent leaders” in the ministry that July came from the EAF
alone.* Ironically, Badr’s own replacement in the reshuffle of ministerial posts in February
2018 was EAF retiree Major General Abu Bakr al-Jundi, who had headed CAPMAS since
2005. One of Jundi’s first acts as minister was to set up a new body, the South Upper Egypt
Development Authority; both the MOD and MOMP are required by law to be represented
on its board of directors, and an EAF retiree heads its board of directors.?’

PENETRATING STATE-OWNED ENTERPRISES

The extension of the officers’ republic into state-owned economic enterprises forms a sec-
ond principal component of the informal military economy. Like so many other aspects
of the military economy, this has its roots in the Nasser era. But it was the launch of the
Egyptian government’s Economic Reform and Structural Transformation Program in 1991
that offered EAF retirees the most significant commercial opportunities, which they were
quick to seize. Privatization moreover coincided with the start of Tantawi’s tenure as defense
minister, accelerating the loyalty scheme he oversaw. Predictably, the sectoral distribution
of EAF retirees in the civilian administra-

tive bureaucracy discussed in the previous . . . .
section and in public sector companies has The high profile of military retirees

been very similar. in the media encourages citizens to
As political scientist Gamal Selim noted, credit the EAF with services delivered

the EAF officer corps has been “the pri- by the local government.

mary pathway to senior government posi-

tions since the time of Nasser,” and that

included heading public sector companies.“ Political economist Samia S2’id adds that the
extension of Egypt’s security management to Syria during the short-lived union between the
two countries (1958-1961) and the Egyptian military intervention in Yemen (1963-1967)
boosted the military bureaucracy’s involvement in a wide range of commercial activity, as
did Amer’s heading of the Higher Council for Public Enterprises of an Economic Character
from April 1961 onward.”
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The gradual liberalization of the Egyptian economy from the mid-1970s widened the scope
for employing retired EAF officers by allowing the creation of an estimated 240 joint ven-
tures with domestic and foreign private sector companies.*® As Robert Springborg and
Clement Moore Henry argued, Sadat compensated the military for its “nominal loss of
power and permit[ing] the rehabilitation of the civilian political system” with “patronage
derived from quasi-privatized economic operations, many of which were placed under the
military” and with the means of “establishing methods of remote control that ran through
the political economy.”® A partial list compiled by S2id gives a sense of the diversity of
companies and sectors in which military retirees held senior positions or stakes: the newly
established Nile and Delta International Banks, tobacco imports, real estate investment,
building supplies, printing and publishing, the Peugeot dealership, maritime navigation
and shipping, granite and marble production, construction, stationery, footwear, and cul-
tural preservation.”® Major state-owned companies such as the Arab Contractors Company
also employed “scores of generals at ten times their former salary,” and has consistently been
a subcontractor for MOD-run projects ever since.”!

The launch of privatization in 1991 provided a major fillip to this part of the informal mili-
tary economy. The Economic Reform and Structural Transformation Program, which was
designed with the help of the International Monetary Fund and the World Bank, grouped
314 state-owned enterprises in the industrial and trading sectors under twenty-seven hold-
ing companies and placed them under market-oriented management.>* At that time, public
enterprises produced around 10 percent of GDP and employed about 6 percent of the labor
force, and additionally dominated the banking and insurance sectors.® Public Enterprise
Law 203 of 1991, which regulated the program, exempted these enterprises from follow-
ing standard procedures for awarding procurement and works contracts required of gov-
ernment entities. It also empowered boards of directors to award employees—and them-
selves—competitive salaries, benefits, and pensions as well as discretionary bonuses, placing
them on par with private sector firms. In short, it released Egypt’s public enterprises from
the restrictions previously imposed on them as nominally joint stock companies formed
under Law 97 of 1983, and now treated them the same as private enterprises in all respects
unless specified otherwise.*

Crucially, Law 203 applied not only to companies slated to be privatized but also to those re-
maining in public ownership. As Khalid Ikram, a former director of the World Bank’s Egypt
department, observed, the law put public sector businesses on an “almost equal footing with
private enterprises in terms of administrative, financial, and employment policies.” This
generated an unprecedented opportunity for their directors. A 1980 bill had already placed
the budgets of public sector companies outside the state budget, although their net deficits
would be financed by the state, but now they could privatize their profits while national-
izing losses.>® This was no less true of the military economy.
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Military Responses

Military responses to privatization were nonetheless contradictory. On one hand stood eco-
nomic nationalists who opposed selling off what they regarded as successful state-owned
enterprises. As one of his cabinet colleagues later recalled, Tantawi lobbied especially hard
against the sale of the major Alexandria and Cairo banks during the second main wave
of privatizations in 2002—-2007, but was overruled by Mubarak.”” According to a former
general, public sector companies—including military ones—depended on borrowing from
state-owned banks to pay their employees, building up bad debt.”® As a leaked cable from
2008 showed, the U.S. embassy in Cairo also believed that the “military views the [govern-
ment of Egypt’s] privatization efforts as a threat to [the military’s] economic position, and
therefore generally opposes economic reforms.”’

But the military also opposed privatization because buyers often simply wanted to strip
former public sector companies of their assets, especially land, and threatened social and
political stability by dismissing workers. The latter concern was justified, as employment de-
clined in almost 75 percent of privatized companies.®’ Indeed, following Mubarak’s ouster,
the SCAF pointed to its earlier opposition as proof that it had been defending the national
interest even before it refused his orders to use force against protesters during the 2011 Arab

Spring.

On the other hand, the officers’ republic benefited significantly from the Economic Reform
and Structural Transformation Program, as EAF retirees enjoyed massive increases in in-
come through appointment to public sector companies, whether or not they had been
privatized. Based on his discussions with EAF officers in active service, a former cabinet
minister confirmed in 2011 that the chiefs of staff and their deputies from the various
EAF service branches could, upon retire-

ment, typically look forward to earning

monthly salaries of EP1 million (then A 1980 bill had placed the budgets
$168,000) for directing military-owned  of public sector companies outside
companies.®’ Indeed, they might also sit ¢ ctqt0 budget, but after a 1991 law
on the board of one or more public sector . . . . .

e while : vine sal they could privatize their profits while
companies while in service, receiving sala- 4 o
ries of EP250,000-EP500,000 ($42,000—  nationalizing losses.
$84,000) from each.

“Institutionalized corruption,” as the minister called it, was the epitome of the loyalty
scheme. According to an avowed government opponent, the chief executives of fifty-five of
the largest companies in Egypt, which collectively control as much as one-third of the econ-
omy, were EAF retirees in 2014. Both figures are exaggerated, but contain some truth.
Retired officers were also well positioned to benefit from the sale of shares in select public
sector companies by prior arrangement (rather than open auction); the MOD acquired a
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75 percent stake in Nasr Company for Services and Maintenance, for example, with retirees

holding the balance.®®

Political Connectivity and Crony State Capitalism

The pattern of penetrating recently privatized public companies depended heavily on po-
litical connections. It also revealed the extent to which state capitalism survived in Egypt,
where the regime could have its cake and eat it too, as Robert Springborg and Clement
Moore Henry noted, running a crony system while appearing to comply with the pro—free
market Washington Consensus.**

For nearly two decades, the lion’s share of the fully or partially privatized part of the econo-
my was captured by businessmen and politicians close to Mubarak or his eldest son Gamal,
many of them also affiliated with the governing National Democratic Party. According to
economists Daron Acemoglu, Tarek Hassan, and Ahmed Tahoun, there was no overlap
between NDP-connected and military-connected firms, and NDP-connected firms were
about ten times more valuable than military-connected ones.®® But the shift of political
fortunes after 2011 reversed the picture as companies quickly modified their boards “to in-
clude more representatives from the group currently in power during each phase of Egypt’s
Arab Spring,” most pertinently the EAF. There was a “sharp drop in the profitability of
military-connected firms” during the short-lived Morsi administration, followed by “a dis-
cernible increase in [the] number of officers on company boards after 2013.7% Twelve pub-
lic sector holding companies with EAF retirees on their boards moreover controlled or held
stakes in thirty-three of 177 companies listed on the stock market in 2013, by the count of
Acemoglu, Hassan, and Tahoun.®’

Notably, the sectoral distribution of military-connected public sector companies matches
the rest of the military economy almost perfectly. Like the registered military companies
and military-connected general authorities, these public sector companies are concentrated
primarily in the maritime and aviation sectors (43 management, services, shipping and han-
dling, and storage companies) and in infrastructure and transport (31 companies, all but
two of them fully publicly owned). They are also prominent in chemicals- and petroleum-
related manufacturing and in textiles (14 companies), food supply and storage (14), con-
struction and contracting (11), tourism (9), energy (5, including related transportation and
services), and real estate, cars, and trade (7). These figures are based on a survey undertaken
for this report that showed 137 military-connected public sector companies in 2016; an
updated survey revealed a slight decline, but EAF retirees still headed or sat on the boards of
128 of 374 companies, or 35 percent, with the ratio holding as true for those that have been
privatized (fully or partially) as for those remaining in full public ownership in May 2018.%

The advantages of market-oriented management, especially the shift to more liberal rules for
the award of contracts and to commercial sector financial incentives for directors, prompted
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a parallel response. General authorities had not been privatized under Law 203 of 1991,
and thus remained subject to standard government civil service pay scales, but the managers
of some sought to convert them into holding or subsidiary companies. This was approved
in the case of the national airline (EgyptAir), the main national airport authorities, and
almost all other authorities in the aviation sector, which actively lobbied for conversion.
The maritime sector notably did not follow suit, however, possibly because of its poor com-
mercial viability. An adviser to the World Bank, Sufyan Alissa, moreover noted that many
public sector managers “used their access to public money and networks to establish their
own private companies or purchase other [state-owned economic enterprises],” allowing
expansion and diversification.®

Penetration of state-owned economic enterprises offered the officers’ republic access to a
very considerable slice of the national economy regardless of privatization. The process
slowed to a trickle after 2008, but 382 companies had been privatized—about one-third
of them fully—and a few dozen others liquidated by 2014. Public sector companies had
contributed approximately 37 percent of GDP in the 1980s, accounting for some 55 per-
cent of industrial output and controlling over 80 percent of external trade and some 90
percent of the banking and insurance sectors.”” But even after divestment, what had been
re-labeled the “public business sector” still dominated much of the economy, perpetuat-
ing and even magnifying the scope for cronyism. For example, a World Bank blog post
observed that while the performance of fully privatized companies had improved, partially
privatized ones showed no improvement, mainly because they had not undergone a change
in management.” In other words, privatization offered privileged actors such as the officers’
republic greatly increased salaries and benefits packages, while masking the continuation of
bad business practices and inefhiciencies.

As Egyptian researcher Mohamed Abdel-Salam argued in relation to the energy sector, the
creation of new public sector companies whose mandates overlapped with those of existing
general authorities made it extremely difficult to judge their economic performance, due
to the subsidies they received from the latter. Favored middlemen bought products such
as gas at subsidized prices to sell on to consumers at significant profits, while company of-
ficials engaged in “rampant graft in gas exploration and production contracts with foreign
partners.”’? The pattern was similar in other sectors, where “sweetheart loans, below-market
valuations of state assets, and other methods commonly used to reward regime cronies” ap-
plied, as Shana Marshall noted.” This helps explain why public sector holding companies
that were originally created with the purpose of maintaining operations until they were
privatized were instead expanding and buying into more businesses.”

These perverse incentive structures shaped the behavior of all economic actors, and the of-
ficers’ republic was no different. Defense spokespeople routinely tout the superior manage-
ment skills and relevant expertise of EAF officers to justify their penetration of the public
business sector, but their track record speaks differently for the most part. Commonly, in
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the words of one foreign consultant, “When you meet with company directors or board
members they are retired generals who understand nothing about the sector they are in.””
Indeed, the research conducted for this report reveals a marked pattern of competent civil-
ians appointed as deputies to military heads of company boards to ensure effective manage-
ment, or of civilian-headed boards that co-opt EAF retirees as members simply to assure
them of a sinecure, without assigning them serious responsibilities.

Military Commercial Fiefdoms

Sectoral fiefdoms similarly emerged in the public business sector. Former officers of the EAF
Water Department dominate the twenty-four subsidiaries of the Holding Company for
Water and Wastewater, for example, while Air Force retirees dominate aviation companies,
as well as virtually all their branches, such as regional airports and associated services com-
panies. An informal roster moreover shows retirees rotating constantly from one company
board to another across the public business sector—and often the general and national au-
thorities and governorships—perpetuating both the loyalty scheme and the military’s reach.

A random review of military-connected public sector companies confirms patterns of pen-
etration similar to those found in general authorities. Access at management level moreover
offers wide scope for employing EAF retirees at lower levels; in some cases the potential is
massive, as with the Holding Company for Food Industry “consumer complexes” that have
4,000 cooperatives countrywide, or the Ministry of Housing’s Construction and Housing
Cooperatives.”® Major public sector construction company Hassan Allam gives a sense of
the scale: according to an admittedly hostile Muslim Brotherhood media outlet, it was
compelled to hire sixty retired major generals in 2016 alone.”

Military-connected public sector compa-
Privatization offered privileged  nies also closely resemble defense industry

actors such as the officers’ republic companies in their economic inefficiency
greatly increased salaries and fects companies both large and small.
benefits packages, while masking  The Cairo Ferries Company, headed since
the continuation of bad business ~ 2008 by an EAF major general, was found

practices and inefficiencies to have racked up debts of EP80 million
" (approximately $5.2 million) by May

and poor financial performance. This af-

2016; all of its fifty employees were re-
portedly EAF retirees at the time.”® A parliamentary committee revealed in the same year
that the Alexandria Refrigeration Company, which had been slated for liquidation in 2002
with losses of EP15.7 million, was still in operation fourteen years later, while the Holding
Company for Food Industry, to which it belonged, had failed to collect EP455 million in
arrears from various contractors, including EP285 million from private firms, all of which
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prompted suspicions of fraud.”” Indeed, the holding company’s head, a retired major gen-
eral, was arrested on corruption charges in May 2018.%

Clearly, the giants of the public business sector have fared no better. For example, the Central
Accounting Organization estimated that the Holding Companies for EgyptAir (the nation-
al airline) and for Airports and Aviation and their subsidiaries—which are dominated by
Air Force retirees—had lost EP7.5 billion (roughly $1.19 billion) between the 2010-2011
and 2013-2014 fiscal years.®' In July 2015, the head of the National Navigation Company,
a retired Navy admiral, revealed that only eight ships remained of its original fleet of sev-
enty, and that it owed EP100 million for insurance, taxes, repairs, and spare parts.®* Hassan
Allam delayed paying statutory workers’ profits for seventeen months in 2015-2016 due
to insufficient turnover from new projects, while employees accused its head, a retired EAF
major general, of selling company vehicles and employing his relatives at high salaries.®
Hassan Allam was only one of thirteen subsidiaries belonging to the Holding Company for
Construction and Development deemed by the government to be in need of assistance in
2015; fellow construction giant Mukhtar Ibrahim was in debt by EP350 million.*

As with their defense industry counterparts in the same period, companies in the pub-
lic business sector were boasting dramatically improved results despite poor performance,
thanks not to demonstrable increases in efficiency and productivity, but to the redirection
of public funding. For example, the head of the Holding Company for Construction and
Development, a retired EAF major general, admitted in 2014 that performance was weak,
with only EP1 billion in turnover and EP40 million in profits in the preceding financial
year, and proposed restructuring subsidiaries that were underperforming or in liquidation in
a new asset management company that would work with the private sector.®” Instead, turn-
over reportedly jumped in the following year to EP6 billion, with profits of EP480 million,
as the holding company was awarded EP18 billion in government contracts to work with
the EAF Engineering Authority on the Suez Canal expansion and national roads plan.®

The head of the holding company moreover engineered a similar financial turnaround
for a troubled subsidiary of his holding company, the Arab Company for Engineering
Consultancies, by making it the exclusive consultancy firm for the holding company’s other
subsidiaries.®” The fact that government daily a/-Ahram described his decision to penalize
the head of the Arab Company for Engineering Consultancies, another retired EAF major
general, by transferring him to a smaller company as “banishment” revealed how clearly
the loyalty scheme is commonly seen to function.® It also underlined the constant rotation
between posts that is so characteristic of the officers’ republic.

Rotation was graphically displayed by the musical chairs played out when the head of the
Holding Company for Food Industry, a retired major general, was arrested for corruption
in May 2018. Both his deputy and his replacement were also retired EAF major generals,
one of whom had previously headed a subsidiary of the holding company, the General
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Company for Wholesale Trade, and then the holding company itself in 2016.* Indeed, the
Ministry of Supply and Internal Trade, to which the holding company belonged, has been
headed by retired EAF Major Generals Ali Mseilihi and Mohamed Abu-Shadi in the past

few years.

Similar patterns hold in sectors such as petroleum, in which a particularly high number
of services companies operate. The new head of the Sinai Company for Petroleum and
Minerals Services in June 2018, for example, was a former Republican Guard officer who
had undertaken a stint as defense attaché in Kuwait before becoming an assistant to the
head of the Ganoub al-Wadi Holding Company for Petroleum and then security officer
at the major state-owned Egyptian Natural Gas Holding Company.” The officers’ repub-

lic clearly reproduces itself continually in

these and other cases. For example, when
In this period, companies in the  the National Petroleum Company inaugu-

public business sector were boasting rated its own hospital in 2016, it appoint-
dramatically improved results ed a retired EAF major general to head it.””
despite poor performance, thanks  'That public business sector companies
not to increases in efficiency and have functioned as fiefdoms is especially

. . . well demonstrated by the example of al-
productivity, but to the redirection .1 1.1 Cement Company, a subsid-
of public funding. iary of the Chemical Industries Holding

Company. In early 2016, Nahdah’s execu-
tive director was a retired EAF major gen-
eral who had formerly been deputy governor of Qena, where the subsidiary is based, while
its head of public relations was another retired major general, formerly a member of the
ruling NDP’s Policies Committee. Some years earlier local protesters had complained that
75 percent of Nahdah’s staff came from the same local clan as its head of security, a police
major general and also a former NDP member. The entire board of directors was dismissed
for undisclosed reasons in 2016, and two military retirees (including a former head of the
EAF Engineering Authority) were brought in to run the company in quick succession.”

CONCLUSION: MUTUAL DEFENSE

The distribution of EAF retirees across the state’s bureaucratic apparatus and publicly owned
companies during the latter two decades of the Mubarak era reflected a mix of drivers. At
one level, former officers responded to privatization by entering economic sectors that of-
fered the best opportunities and incentives, much as civilian managers and private busi-
nessmen did. They moreover gravitated naturally toward sectors or individual government
agencies or companies with which they had dealt during their active service, whether this
was in one of the EAF’s operational branches or in a military company or factory operating
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in the same field. This partly explains the concentration of retirees in certain manufactur-
ing or transport sectors, for example, or in construction. At another level, conversely, the
growth of the officers’ republic after 1991 also revealed strategic purpose and coordination,
best shown by the positioning of EAF retirees in “nodal” government agencies that control
land use, telecommunications, information and statistics, or auditing.

The massive expansion of the remit of formal military agencies in managing public works,
generating revenue, and brokering supply to civilian markets since 2013 has impacted the
officers’ republic, albeit in subtle ways. Its role and distribution do not appear to have
changed significantly: the proportion of EAF retirees in management positions in govern-
ment agencies and publicly owned companies has not altered appreciably in most sectors.
But there has been a general reconfiguration of influence and networks within the state
bureaucracy in favor of the military. Most importantly, this has resulted in the displacement
of competing networks in lucrative sectors such as media, oil, and natural gas that were
previously the quasi-exclusive domain of the GID. Crucially, the rentier logic driving all
participants in the informal military economy remains unchanged, and EAF retirees will
seek new opportunities in the wake of the formal military agencies, so long as their role
continues to expand. But the officers’ republic is more than an opportunistic tailgater: lying
at the end of a conveyor belt starting in the EAF senior officer corps, it both offers and is as-
sured of defense against any future effort to restructure and rationalize, let alone dismantle,
the military economy.
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CHAPTER 5

SOLDIERS AND BUSINESSMEN

WHAT IMPACT HAS THE MILITARY ECONOMY had on the private sector? Some
unease over its growth was occasionally voiced in the final years of the Mubarak presi-
dency, but fears that it might actually crowd out the private sector have only really come
to the fore since it set on its new expansionary path in late 2013. Until then, the sum
total of military production of civilian goods and services had remained small compared
to the share of the private sector, whether

of overall GDP or within any given sector
of the economy. But the marked shift in The increasingly aggressive

the military’s economic approach and its  expansion of military economic
insertion into a more central role in public activity is starting to undermine
tion has both magnified the scale of mili- businesses and destabilize

tary interaction with the private sectorand ~ sectors in which the private
multiplied the scope of areas in which this  sector has long been dominant.

procurement under the Sisi administra-

happens. Fears of the military’s economic
activity have often exaggerated its market
share and misrepresented its behavior as exceptional (compared to civilian counterparts),
but are no longer groundless. The increasingly aggressive expansion of military economic
activity is starting to undermine businesses and destabilize sectors in which the private sec-
tor has long been dominant.
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FIGURE 8
Military Market Share for Select Civilian Products’

Select commodities, by volume or percentage

I =Military production [l = Military capacity

FOOD

120 mi"ion eggs (military production, 2018)
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I 13 billion eggs (total national production, 2018)
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?:p— capauty to produce up to 150,000 tons
- 1.2 million tons (total national production, 2017)

60,000 tons Of fiSh (planned military capacity, 2017)

i

1.8 million tons (total national production, 2017)
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1billion liters of gasoline

. (military retail sales, 2014)

s .
l 25 billion liters (total national consumption, 2018)

19.5 million tons of cement

(military production capacity, 2018)

OO—C _ 83.5 million tons (total national capacity, 2018)

2.3 million tons of steel reinforced bars

+ (military production capacity, 2019)

- 14.1 million tons (total national capacity, 2019)

1.44 million tons of marble and granite

g (military production capacity, 2018)
_ 4 million tons (total national capacity, 2018)

6.8% of hotels

+ (military ownership, 2019)

730 (total hotels, 2017)

NOTE: Some figures above are approximations, based on extrapolating available information.
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MILITARY AND PRIVATE ENTREPRENEURS IN A RENTIER ECONOMY

The relationship is complex. Contrary to the assumption that military economic activity
is necessarily negative for the private sector, the relationship has mostly been mutually
beneficial, as the military in fact steers a large volume of work toward the latter. But the
relationship is also often parasitical, as military agencies offer favored private companies
access to subsidized factors of production goods and materials or to public works contracts,
generating income from these or extracting shares of equity from their civilian counterparts
in return. And as the military economy accelerates, it is coming to impinge on the private

sector in new ways.

The exact balance between genuine cooperation and positive synergies in the generation of
economic value versus collusion in cozy arrangements generating higher financial costs and
lower return varies significantly from sector to sector. This depends partly on whether the
activity involved relates to manufacturing, public works, or supply and trade. It also depends
especially on the level of capital, technical skills and know-how, equipment, and advanced
technology needed, and if these can only be provided by private contractors (including for-
eign ones). These factors moreover determine whether the military’s civilian counterpart is
a big, medium, or small business (or foreign), a selection that is additionally influenced by
the military’s perceptions of each as a social, economic, and political ally or rival.

In each case the negotiating power of each
Contrary to the assumption that  party differs, as does the likely level of

military economic activity is scrutiny by government (or international)

. . . agencies. But leverage is inherent in all
necessarily negative for the private . L

. ] cases. The military wields its control over

sector, the relationship has mostly permission to use state land and its ability

been mutually beneficiall as the  to expedite (or delay) bureaucratic per-

military in fact steers a Iarge volume mits and award (or withhold) contracts,

both in th tand in the future, and
of work toward the latter. . . Proocntane i fae T an

to varyingly coax or compel civilian con-

tractors not only into accepting its terms,
but also into doing business with it in the first place. This power relationship lies at the
heart of the multifaceted interactions between the military and the private sector, allowing
rewards but also seriously distorting incentive structures and subverting market rationale.

The multifold expansion of the military’s role in managing public investment and procure-
ment of goods and services since 2013 has increased both the opportunity and the appetite
to redefine relations with the private sector more fundamentally. There is strategic thinking
behind the military’s approach, but it also reveals confused economic thinking, poor grasp
of market dynamics, and incoherence in harmonizing legal, regulatory, and developmental
frameworks. The net effect is to extend the regime maintenance logic that has governed the
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political economy of Egypt for decades and reproduce the basic patterns of how business
is done between the public and private sectors. The main difference is that, while the mili-
tary still does not set macroeconomic policy, its assumptions about what serves both the
national interest and its own have come to shape the field within which the private sector
operates more visibly.

Until 2013, much of the military’s direct involvement in the private sector took place
through EAF retirees who positioned themselves as fixers in bureaucratic interstices between
the private and public sectors, as brokers in economic sectors that enjoyed high levels of
trade protection such as the automotive industry, or as founders and managers of private se-
curity firms. Other EAF retirees have been shoehorned by military agencies onto the boards
of private businesses in sectors where the military has little other presence, a trend that has
intensified since 2013. At least as significant is the shifting pattern of the military’s business
alliances since 2013, and its expansion into several sectors in which private businesses have
long been dominant—most notably in media, cement, and steel—undermining businesses
and destabilizing markets. This environment is moreover expanding opportunities for mili-
tary agencies and individual EAF officers (whether retired or still in service) to set up front
companies to benefit from their insider knowledge and capture public contracts.

Military Fixers

Compelled to deal with labyrinthine bureaucracy in order to do business, numerous private
companies hire retired officers to deal with government agencies responsible for issuing
permits and regulating contracts. Often labeled “public relations” or “government affairs”
directors, their task is to clear bureaucratic hurdles and increase the chances of winning
contracts. Fixers often deal with fellow retirees embedded in the state agencies with which
they work.? As one interviewee put it, “companies and agencies hire officers, for example
as deputy heads of boards, so as to have a ‘hot line’ to officers in other agencies or in the
military command and facilitate getting permissions.”

The number of military fixers rose in the Sadat era as interactions grew between the public,
private, and foreign enterprises sectors.* They played a special role when MOD approval
of land use was needed, even in large government-funded projects. Egypt researcher W.].
Dorman established that when the New Urban Communities Authority sought permission
to launch the Obour desert city in 1982-1983, for example, the German development
agency (GTZ) providing funding and its Egyptian government counterpart authority had
to hire an EAF retiree to negotiate a resolution.” Even nonprofit and nongovernmental
organizations—as well as a significant number of public business sector companies—hired
retired officers or brought them on board as partners or directors so as to “smooth all variety
of business transactions, as companies often run up against the need for military permits
or approvals.”® Statistical surveys do not exist, but Egyptian analysts confirm that by 2011
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“most private companies had an officer [on the payroll], maybe 10 to 15 percent of their
”’7

employees have a security background—either retired or on ‘call up.
For many officers, this kind of employment simply offers a means of supplementing mod-
est retirement pensions. Hiring retirees or taking them on as board members or partners
became a means for companies to secure contracts—for which the fixers might receive
a percentage—or access to land.® One Egyptian business analyst noted that “developers
wishing to buy land often find it easier if they hire a construction company owned at
least in part by a former officer.” Companies occasionally also asked then defense minister
Tantawi for the loan of active-service officers, whether to acquire particular competences
or gain business connections, a practice that has probably continued since then.'’ In other

cases, as Egypt researcher Ayman Emam

established, companies hire the children or
Hiring military retireesis  other close relatives of EAF procurement

commonplace worldwide and officers (or register holiday villas in their

does not necessarily lead to names) as a means of securing contracts."!
corrupt practices. But the Sisi  The increased scope for profit-making
administration’s resort to the  means that this kind of arrangement has
. . not always been voluntary. In the last de-

military has gone hand in hand y , " :

T . cade of Mubarak’s rule, private companies

with circumventing legal and  sarted to come under pressure to hire

regulatory requirements.  retired officers as “delegate members” on
their boards of directors.'? In some cases

military affiliates or General Intelligence
Directorate front companies demanded this as recompense from private businesses that had
successfully bid against them for contracts, but it was probably also an adaptation to a pe-
riod in which private companies sought political favor from Mubarak rather than the mili-
tary. This practice has taken a new dimension, as by 2019 military agencies were reportedly
compelling start-ups to cede a share of their equity or appoint EAF officers to their boards."

Procurement officers and purchasing managers in private companies are also often EAF
retirees who can steer contracts toward military economic entities or win subcontracts for
their companies from larger projects run by the military."* That this relationship is often
purely parasitical is obvious from an op-ed written by liberal politician Mohammed Nosseir
in April 2015, in which he recounted meeting the director of a private hospital who was a
retired general, kept a gun on his desk, and issued instructions for patient care despite his
lack of medical training."

Hiring military retirees is commonplace worldwide and does not necessarily lead to crony-
ism or corrupt practices. Egyptians are hardly alone in perceiving government bureaucracy
as a hindrance, and in seeking ways of cutting through it in order to expedite business. But
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the Sisi administration’s resort to the military as a means of “getting things done” has gone
hand in hand with granting it the power to circumvent, and not simply cut through, legal
and regulatory requirements, making the role of military fixers even more attractive—or un-
avoidable—to civilian companies. Indeed, the latter may co-opt EAF retirees to leadership
positions, as the International Company for Airports (owned by Egyptian multinational
Kato Investment Group) did when it appointed Major General Hani Rashad ‘Oqab to head
its board of directors in 2014; ‘Ogab subsequently joined the board of EMAC Holding
Company for Investment, a subsidiary of Kuwaiti company Kharafi, which has a forty-year
build-operate-transfer contract for Marsa ‘Alam International Airport on the Red Sea.'®

Gaining Entry

The officers” republic secures other kinds of footholds in the private sector. This is achieved
in part through the membership of military-affiliated companies in relevant chambers of
commerce. But retired officers enable additional, mutually beneficial relations between
formally registered military companies, privatized and publicly owned state companies,
and private firms. The automotive industry demonstrates this particularly clearly, given the
“exceedingly high concentration of cronies” who occupied 95 percent of the related ISIC4
subsectors in 2016, according to political economists Ferdinand Eibl and Adeel Malik."”
Production, import, and licensing policies and de facto practices underpin what in effect
remains a captive, rent-seeking market for all participants, both public and private. And so
what could have been useful economic synergies function instead as self-serving symbiosis.

The military economy’s first serious foray into the sector was spearheaded by Arab American
Vehicles (AAV), a joint venture by the Arab Organization for Industrialization and Daimler-
Chrysler in 1977." But this consisted mainly of assembling kits supplied from the United
States and Korean, French, and Japanese cars in small numbers.”” Then defense minister
Abdul-Halim Abu-Ghazalah sought to acquire a more direct military stake in the sector in
the 1980s, with the result that Egypt was allowed to set up a production line assembling
construction vehicles at the M1 tank plant established with General Dynamic for the do-
mestic market after 1992.%

Privatization changed the structure of the automotive industry considerably after 1991,
but the expansion of the officers” republic has ensured a continuing and significant military
presence. For example, Major General Hussein Mostafa, former head of the AAV, became
executive director of the Egyptian Automobile Manufacturers Association, which groups
private companies assembling or importing vehicles, as well as feeder companies, a position
he held until February 2018.*" The association was headed by another EAF retiree, Major
General Hasan Soliman, until his death in October 2018. Soliman was also a long-time
board member of the General Union of Chambers of Commerce and head of its branch
for automobile traders and dealers. He additionally headed the al-Amal Group for the
Manufacture and Assembly of Cars, which was the distributor for the state-owned giant
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Nasr Automotive Manufacturing Company in 1970-2001 and now claims to be the big-
gest importer and trader of cars in Egypt, with exclusive dealerships for several foreign car
brands.?? Both Mostafa and Soliman were also founding members of the Egyptian Council
for Cars, which was launched in June 2015 as an umbrella lobbying body for manufactur-
ers, traders, feeder industry, and service and maintenance corporations.?

The automotive industry illustrates the conveyor belt that takes EAF officers from mili-
tary-affiliated bodies into the commercial sector. Retired EAF officers appear on company
boards or in significant staff positions, especially in public business sector companies such
as Engineering Automotive Manufacturing (EamcoEG), Misr Company for Car Trade,
and Auto Manufacturing and Repair. As this shows, the automotive market remains heavily
influenced by state agencies, nearly three decades since the start of privatization. The hold
of EAF retirees on public business sector companies is such that, when the retired major
general heading Misr Company for Car Trade head died in November 2016, he was im-
mediately replaced by another.?* This symbiosis of company management and the officers’
republic may also explain why Misr and Nile companies remain separate despite a 2010
decree by the holding company merging them, suggesting that influential military interest
groups may have seen the merger as a threat to their sinecures and resisted it. The Holding
Company for Maritime and Land Transport, to which these public sector companies be-
long, is also headed by an EAF retiree. Other officers have headed the automobile branch
of individual chambers of commerce or sat on their boards of directors, extending their
influence in the sector.”

Straddling by former EAF officers has moreover created an influence loop in which mili-
tary actors are involved not only in automobile production and sales but also in planning
and formulating strategic policy decisions for the sector. This was made evident when the
Egyptian Auto Feeders Association in July 2016 announced an initiative to boost national
production to 1 million cars annually.?® This seemed fantastically ambitious, vastly exceed-
ing current output or capacity, which has been variously estimated anywhere from 93,000
to 325,000 vehicles annually, with as few as 24,000 assembled in 2018. It would have meant
increasing exports to between 700,000 and 900,000 vehicles a year, since local demand has
never exceeded 300,000, and indeed was only 100,000 in 2017.%” But the ambition reflects
the mindset of industry leaders who wish to appear responsive to Sisi’s directives, and who
seek reductions in demand for foreign currencies and a parallel increase of local content in
manufactured goods.

Senior serving and retired military officers were deeply engaged on both sides of the ensuing
struggles over the strategic shaping of the industry, and over such thorny issues as the advis-
ability of reviving the ailing former flagship, Nasr Automotive Manufacturing Company—
struggles that brought out latent divergences over strategic and commercial goals between
different sectors or interest groups within both the military economy on the one side and
the public and private economic sectors on the other. When the Central Bank of Egypt
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and Ministry of Investment formed a committee in December to reconcile divergent views
on how to develop the sector, they appointed a retired EAF major general to head it and
another as a board member.”®

Private Security

Large numbers of EAF officers went into early retirement following the 1973 war and 1979
peace treaty with Israel, generating a pool of expertise for the new breed of private security
companies, which expanded with economic liberalization in following years.”” But while
genuinely private companies like the multinational Group 4 Securicor get most of their
business from the Egyptian private sector, those affiliated to, or promoted by, the EAF (and
Ministry of Interior) dominate public sector contracts.”® The perception that they are pow-
erfully connected moreover ensures they additionally win a significant share of contracts
from private businesses.

The replication of rent-secking patterns is clear in the case of Care Service, which was
founded in 1979 to provide typical services ranging from security, protection, and mon-
ey transfer to office cleaning. It has held on to its advantage ever since: in 2014 it was
among the top three market leaders, with a 30 percent share, and boasted clients such as

HSBC bank, British Airways, and KLM

in addition to major government bodies.”’ .
According to the company website, it had Large numbers of EAF officers went

a workforce of 35,000—including “many  jnto early retirement following

generals” according to several sources—  4p, 1973 war and 1979 peace
and enjoyed an annual turnover of EP500

million ($84 million) in 2011.%? Its head, treaty with Israel, generating a
Major General Adel Amarah, stated more pool of expertise for the new breed
conservatively in 2015 that the company  of private security companies.

had over 25,000 employees (split evenly
between security and cleaning and envi-
ronmental services), but this may have excluded Care Service operations in Kuwait, the
UAE, and Saudi Arabia. Amarah anticipated at the same time that company turnover would
reach EP350 million (worth between $32 million and $49 million due to the pound’s de-
valuation) by the end of the year (supposedly following 100 percent growth in the private
security sector since 2011).%

Discrepancies in reported income and employment reflect the opacity of private companies
like Care Service, which are not obliged to publish financial data. Indeed, the home page
on its website giving its turnover in 2011 has not been updated since then, a good indicator
of a company affiliated with sovereign bodies in Egypt such as the Ministries of Defense
or Interior. More pertinently, the company head is a former military intelligence officer
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who was assistant minister of defense and a member of the Supreme Council of the Armed
Forces in 2011.%* He additionally heads the private security companies’ branch of the Cairo
Chamber of Commerce, another EAF access route into the private sector.

Care Service has moreover been awarded no-bid contracts by direct order, typical of eco-
nomic agencies affiliated with the EAF or GID. These contracts included one in April 2013
to service three government hospitals in Sinai, where economic investment and business
contracts are tightly monitored and often controlled by the EAF; this may be why Care
Service facilities in al-Arish came under attack by Islamist insurgents in January 2016.%° The
synergy was also apparent in the company’s interest in securing services contracts for Egypt’s
megaprojects, which are managed by the MOD; in one example it reportedly received an
EP43 million contract to build low-income housing funded by the UAE.

In 2015, the director general of the NSPO’s security company, still known by its old name
of Queen Service (rather than Nasr Company for Services and Maintenance), made the
familiar claim that it provided many services at “one-third the cost of competing companies
in the private sector.”*® The company’s access to the virtually free labor of EAF conscripts
should have made it considerably cheaper, but even so it faced growing competition from
genuine private sector companies. By then, between 200 and 500 companies were estimated

to have joined the private security sector, although as few as fifty were properly registered,
with a combined workforce of between 70,000 and 120,000.%”

Predictably, some of these companies were set up by EAF retirees, such as Firewall Security
Consultants, which was founded in 2012 by a former Special Forces officer.?® In mid-2015,
the deputy head of the Protection and Security Branch at the Ministry of Interior (MOI)
expected the majority of independent private security firms to close, while new ones run by
former EAF and police officers entered the market.* Illustrating their growing assertiveness,
EAF-affiliated private security companies replaced existing civilian contractors for house-
keeping and grounds cleaning services at the American University in Cairo in July 2017.%

The most significant beneficiary of the growing private security market has been Falcon
Group International. Established in 2006, various sources claim its workforce grew to 4,000
by 2011, and to between 6,000 and 12,000 by 2014. By then, it was reported to have a turn-
over of EP2 billion (approximately $283 million, as the pound had devalued), representing
45 percent of the market; this cannot be confirmed, but the company claimed in 2015 to
have acquired 54 percent of the private security market.*! What is certain is that it has picked
up many of the new contracts generated by the intensified securitization of public spaces
since the military takeover in July 2013 and Sisi’s election to the presidency in May 2014.
This trend greatly expanded demand for private security companies, which it has scrambled
to fill. Falcon Group provided security at Sisi’s electoral campaign headquarters, and subse-
quently won a slew of contracts to provide site security for the second Suez Canal and fifteen
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state universities. In a new twist reflective of neoliberal policies, it has even been contracted
by the Ministries of Interior and Defense to provide public security at sports events.*

Falcon Group is the product of an unusual mélange of the public and private sectors. It
was founded by the Commercial International Bank, itself a joint venture established in
1975 between the state-owned National Bank of Egypt and the Chase Manhattan Bank.®
One of Egypt’s biggest businessmen, Naguib Sawiris, joined its board in 2008. Although
its executive director is a civilian, the company is widely seen as a front for military intel-
ligence.* Reflecting its favored status, Falcon Group formed a joint venture with the Civil
Aviation Ministry and other government agencies in August 2016 to complement security
at Cairo International and Sharm el-Sheikh Airports, and in 2018 became the local certi-
fied biometric integrator for the German company equipping these airports with biometric
gateways.” The new venture, the National Falcon Company, reportedly contracted a British
firm to train 7,000 personnel, potentially taking the mother company’s total workforce
to nearly 20,000, and planned to sell training services to the private security sector in
general.* In 2015, Falcon had also become the agent in Egypt for Westminster Group,
a UK-based global specialist security and services company, which claimed that Falcon
provided security for “more than 26 Banks as well as many diplomatic organizations such
as the United Nations and Arabic Embassies ... [and] more than 1,250 facility sites.”" A
further sign of Falcon’s commercial success, and of the influence of its officer networks,
was that it won the contract to inspect electricity meters in August 2017 and displaced the
NSPO’s Queen Service company in supervising ticket barriers in Cairo’s subway service in
December 2018.%

Possibly in response to lobbying by other agencies, Sisi issued a presidential decree in July
2015 allowing the Ministries of Defense and Interior to establish their own commercially
oriented security companies to compete in the market.* In late 2018, the Central Bank of
Egypt was reportedly in discussion with a number of major banks over establishing a money
transfer company in partnership with a “sovereign body,” a term used to indicate the MOD
or MOI, and a few months later Banque Du Caire established a private security company
in partnership with such a body.”® This new proliferation may also explain the award of
the contract to provide security at the African Cup of Nations games in April 2019 to a
new security company called the African Company for Security Guard Services, which had
no previous history, rather than to Falcon Group International, which already provided
this service for the country’s major football clubs such as Zamalek, al-Ahly, and al-Itihad.”!
Ticketing for the African Cup of Nations games was also handled by a “sovereign body,”
and Egyptian Media for Marketing and Production, a GID front company, partially orga-
nized the cup itself.”

But the sector so far remains a sinecure of Military Intelligence, as the profile of other
companies confirms. Most prominent is the Egyptian subsidiary of multinational Group 4
Securicor, which has 6,000 personnel. Group 4 Securicor was headed by former Military
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Intelligence officer Major General Sameh Saif al-Yazal, ensuring him membership of the
American Chamber of Commerce in Egypt.”® Yazal also headed the staunchly pro-Sisi For
the Love of Egypt parliamentary bloc until his death in April 2016. Military Intelligence
extended its reach in early 2018 when Falcon Group founded a new subsidiary, Tawasol
for Public Relations, which has bought out, often under constraint, Egypt’s remaining
private media outlets and is set to overhaul management of state-owned television and

radio stations.>*

Going Private

As the example of the media sector shows, evolving military—private sector relations and
the heating up of the military economy have generated rapidly widening opportunities for
EAF officers to launch their own commercial activities. In many cases these are legitimate
enterprises established by retired officers capitalizing on their specialist skills and connec-
tions, but a gray area has also emerged in which retirees and colleagues who remain in active
service form front companies in order to capture contracts. Once again, this derives from
a pattern established in previous eras, when bogus private sector firms were registered in
order to get allotments of subsidized commodities or imports, which they then sold on to
legitimate ventures, and when public sector bodies abetted the practice by purchasing goods
or services from bogus firms.>

An example of retirees successfully branching out on their own is Maridive, a global com-
pany with four subsidiaries operating in the oil and maritime sectors that was founded by
a former naval officer. But the Alexandria Stevedore Company presents the more common
kind of success story: formed in 1984 by former EAF and port authority officers, it has
been accused by the stevedores” labor union of illegally monopolizing warehouse facilities.”
According to a former administrator in a foreign oil and gas company operating in Egypt,
the Alexandria Stevedore Company was one of several bodies, including the port authority
and customs department, that had to be bribed in order to clear imported machinery and
supplies for which ofhcial fees had already been charged; EAF officers handled all transac-

tions, both formal and informal, for an additional handling fee.””

Military ties are more obscure in other cases. According to an Egyptian political economist,
EAF personnel benefit from “private companies that they don’t own. An example is courier
services, where the profit per unit is low but volume is big, because everyone in the military
sphere gets to use these same services, that is, military personnel, their relatives, and their
friends. These are informal ties, rather than institutionalized ones, but of course they cre-
ate jobs, helping people to employ sons or daughters.””® Another analyst notes that in Nasr
City, the largely MOD-owned residential urban neighborhood of Cairo launched in 1958,
minor works such as plumbing or electrics are contracted by direct order to designated
subcontractors.”
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The General Intelligence Directorate offers further insight to the functioning of front com-
panies, as it is closely intertwined with the EAE, which provides a majority of its officers.
Analyst Abdel-Fattah Barayez asserts, for example, that “the company with around 70 per-

»
>

cent of internet capacity in Egypt is somehow owned by [the GID],” which is also influ-
ential in the telecommunications regulation agency and owns an intermediary gas export
company.®® He also cites the testimony in court of a former head of the General Authority
for Petroleum that the GID owned al-Sharq Company, which exported gas to Jordan.®!
Some public business sector companies are also thought to be fronts, such as those under
the Ganoub al-Wadi Holding Company label. Ahmed Ezzat, a former GID officer who

turned whistle-blower following MubaraK’s ouster, moreover claimed in September 2011
that the profits of these companies were going to high-ranking officers in the service.®?

What remains unclear is whether the private companies winning subcontracts are merely
founded by EAF officers in their personal capacity and for their private gain, or if some act as
fronts on behalf of the MOD or other military agencies, using their funds and channeling in-
come back to them, in the way that GID sets up its front companies. Generally, the evidence
available suggests that the MOD does not operate venture capital in the same way, possibly
because it has much greater opportunity and leverage, both legal and de facto, to enter major
economic sectors and markets openly. And given the modest lump sum payments that even
senior officers receive on retirement, it is unlikely that they are able to capitalize companies
fully, even if they club together with fellow retirees—or with officers still in service.

EAF officers who act as intermediaries and clearing agents on behalf of private compa-
nies—both Egyptian and foreign—certainly receive off-the-books fees when dealing with
public agencies or providing introductions. But EAF officers still in active service may well
also be establishing small companies, registered in the names of family members, and us-
ing their direct connections and insider knowledge to win contracts (and possibly selling
them on), thus securing lucrative income streams. Commanding officers in the EAF’s “civil-
ian construction brigades” and their subordinate “platoons” and site engineers involved in
military-managed construction projects have the discretion to award contracts for minor
projects (or parts of larger ones), and may do so on the basis of personal relations or receipt
of bribes to companies so small that, despite being registered, lack an office address, per-
manent staff, or the requisite skills and machinery, resulting in padded costs and the use of
inferior materials.®®

SWIMMING WITH THE WHALES OF THE NILE: MILITARY
RELATIONS WITH THE PRIVATE SECTOR

Access to state land for business use has been identified by numerous economists and finan-
cial institutions such as the International Monetary Fund as one of the most important im-
pediments to private sector development in Egypt.®* And because this is under the control
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of the MOD, both directly through its veto power over licensing land use applications and
indirectly through its role in the National Center for Planning State Land Uses, this con-
stitutes the most obvious and significant example of military leverage over civilian actors
(including government agencies). The military has also taken full advantage of the discre-
tionary legal and regulatory frameworks and de facto practices that, while not primarily of
its own making, have offered it significant leverage over other economic actors. So much so
that the International Monetary Fund departed briefly from its normal public reticence to
warn openly in September 2017 that private sector development and job creation “might
be hindered by involvement of entities under the Ministry of Defense.”® Together, these
factors have contributed to the severe distortion of market incentives and of the structure
of the private sector.

At the level of individual private companies, however, mutual benefit has characterized
relations with the military far more often than rivalry or antagonism, generating favoritism
and cronyism. This is largely explained by the continuing reliance of private businesses on
public procurement and works contracts, which accounted for approximately 27 percent of
GDP in 2003 and 31 percent in 2016, and on state agencies for key resources such as access
to land and import licenses for intermediate goods.® Furthermore, as Khalid Ikram notes,

government interventions through laws and regulations in many sectors remained
so widespread that they virtually determined the level and composition of output,
even though formally these sectors remained in the hands of private decision-mak-
ers. The “footprint” of the government in the Egyptian economy is much more
extensive than might be inferred from traditional criteria, such as the ratio of gov-
ernment expenditure to GDP¢

Consequently, the nature of the military’s relations with the private sector has been a func-
tion of the relative rise or decline of its political preeminence within the governing system
and its level of penetration of the state apparatus in any given period. But a significant shift
has been under way since 2013, as the military’s considerable economic, bureaucratic, and
political autonomy allows it to reshape much of the context within which the private sector
operates. Its accelerating expansion in a number of economic sectors that have long been
dominated by private companies is turning it not only into a direct competitor but also into
a disruptive market actor as its behavior is not conditioned by normal calculations of com-
mercial cost-benefit. In parallel, the military has realigned its strategic relationships with
big, medium, and small businesses.

An Enduring Relationship

The era of nationalization in the early 1960s laid a pattern of relations between the military
and the private sector that endures today. Paradoxically, for decades its core was the mostly
cozy arrangement in which ascendant military-bureaucratic strata and the private sector
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extracted both licit and illicit incomes
from the public sector and from import
trade. Ironically, the 1961 socialist decrees
had the perverse effects of simply transfer-
ring many private sector employees into
the newly nationalized companies and of
extending corruption from the military

The era of nationalization in the
early 1960s laid a pattern of
relations between the military
and the private sector that
endures today.

into the rapidly expanding civilian bu-

reaucracy.®® The discrediting of the EAF

in the 1967 defeat by Israel and the introduction of controlled liberalization and foreign
investment under Sadat’s inifitah policy from 1974 onwards shifted the relative weight of
each: space expanded for private economic actors to flourish in select sectors, leaving the
military to following on their coattails opportunistically.

The historical trajectory confirms that interactions between the military and the private sec-
tor were a function of the latter’s relationship with the Egyptian state more broadly. Political
scientist John Waterbury observed of the Sadat era that “whatever segment of the private
sector one looks at, its interpenetration with the public sector is striking.”® He added that
contracting and construction were especially “dependent upon the enormous volume of
business dealt out by the state,” and further noted that for their part public sector managers
were mostly “willing to work with the private sector, particularly through subcontracting
arrangements, with the comfortable assurance that the private sector was legally subordi-
nate to and effectively prevented from competing with the public sector.””° As the military
economy commenced its growth path under Mubarak in the 1980s, Robert Springborg
concluded that its “alliance with public and private sector enterprise and the proliferation of
arms industries creates a class of military, and military dependent, munfatihun [commercial
middlemen].””" By 1990, a distinct segment of business people were being “awarded lucra-
tive contracts from the military for a variety of goods and services,” according to an area

handbook published by the U.S. Library of Congress.”

The privatization program launched in 1991 had a more far-reaching impact, by breaking
the monopoly of the public sector on command of the economy and enabling the private
sector to reemerge as a major economic actor. Businessmen allied to the Mubarak regime
were further enriched over the next two decades as he consolidated his personal power,
giving rise to their sobriquet of “whales of the Nile.” Conversely, the military was marginal-
ized politically as the president turned to the MOI as the chief agency for domestic repres-
sion; the MOI budget and manpower grew at faster rates than the MOD’s throughout this
period.”? The military was compensated with the expansion of the officers’ republic and
increased statutory power over use of state land, which it used to extract income from the
private sector. But control of the larger part of public funds and assets shifted to different
hands, limiting the military’s share of income streams and fueling its resentment of the
crony businessmen clustered around Mubarak, his son Gamal, and the governing National
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Democratic Party. This legacy has shaped the military’s evolving approach to dealing with
private sector contractors since it was catapulted into a position of political primacy by the
2011 revolution and 2013 coup d’état.

Political Connectedness and Military Leverage

The two decades between the launch of privatization and the end of Mubarak’s rule were
marked by the emergence of many politically connected firms.” Cronyism intensified in
parallel with the increasing concentration of legal authority over resources such as land in
the MOD’s purview, and with expanding penetration of official regulatory and economic
agencies by the officers’ republic. This laid the foundation for a similar parasitical relation-
ship between the military economy and parts of the private sector, albeit also for growing
tensions. Much of this rent-seeking behavior focused on powerful civilian actors: Mubarak;
his son Gamal and the Policies Committee of the ruling NDP that Gamal headed; and
wider NDP networks in parliament, chambers of commerce, and elsewhere. The more suc-
cessful private companies in the 1991-2011 period were those that drew heavily on this
group (rather than the military) for their board membership; penetration of the public sec-
tor offered the military leverage and the opportunity to extract income from relations with
the private sector, but did not confer control.

The anchor of political connectedness, which makes it so necessary and rewarding in the
context of the Egyptian economy, is what economists Ishac Diwan, Philip Keefer, and Marc
Schiffbauer call the “mechanisms of privilege.” These include trade protection, energy sub-
sidies, access to government land, and favorable regulatory enforcement, as well as better
access to finance, tax advantages, preferential access to government contracts, and easier
licensing requirements.”” Both private and publicly owned companies that are politically
connected enjoy multiple regulatory and fiscal advantages over possible competitors. The
military enjoys all these privileges, but more important is that it can extend them to its
favored private partners and subcontractors.

As a result, rent-seeking must have constituted a main form of military income generation
throughout this period. In contrast, the number of formally registered military businesses
and the volume of their output grew only modestly. Furthermore, much of their activity was
also rentier: privileged businesses were given access to subsidized inputs of military factories
to assemble goods such as electronics and enjoyed protection from possible competitors.”

Gifts of land and housing moreover became a centerpiece of political patronage amid the
rampant speculation in real estate that characterized this period. It became common for
businessmen to buy large areas of land in or around Cairo and other main cities in order to
gift parcels or sell them at below-market value to EAF commanders, as well as to governors
and other high-level state officials.”” These acted as sweeteners to secure the land cheaply
or to win government contracts; recipients might receive many such gifts, which they then

202 OWNERS OF THE REPUBLIC | SAYIGH



sold on at full market prices. Politically connected businesses were also assured that their
land would be supplied with electricity, telecommunication, and transport infrastructure
at public expense, greatly increasing the land’s market value and enabling them to use it as
collateral to raise bank loans.”® The MOD additionally capitalized on its control of land use
and its ability to provide infrastructure in order to generate significant commercial synergies
for the military economy.

TABLE 3
Quid Pro Quo in Military Relationships With the Private Sector,
by Category

Military Seek Private Sector Benefit Private Sector Cost

Capital, technical
skills/know-how,
technology, access
to foreign capital,

Large contracts and
political connections

Dependence on
military goodwill
in non-competitive
markets, limited

. Big and partnerships in opportunities in
business . .
higher tech or capital- sectors where
intensive projects military has their own
interests or favored
partners
Volume of output Award of contracts Compelled to accept
(delivery) in on non-competitive low profit margin,
. low-tech projects basis and assurance absorb losses (e.g.,
Medium- .
. (e.g., construction of future contracts due to exchange
sized : .
business of housing and rate fluctuations) or
highways) undertake work for
free/delayed payment
for work completed
Volume of output Award of contracts Low value added,
(delivery) in low- on non-competitive low development of
tech projects, and basis, ability to win technical capability
consolidation of social ~ contracts through and capital, poor
alliance. lllicit income bribes or personal prospect for future
Small  (bribes) for military connections, and growth
business  engineers and officers  use of poor quality

with discretionary
power to award

small contracts or
approve sub-standard
materials

materials
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The military’s relationship with the private sector is particularly significant because the lat-
ter accounted for 75 percent of GDP in 2009 according to the World Bank. But significant
economic activity has concentrated in only around 20,000 out of 2 million nonfarm estab-
lishments, as economists Ishac Diwan, Philip Keefer, and Marc Schiffbauer have shown.”
They believe the formal military agencies have in effect become what they dub “a large
crony market leader” for this 1 percent (the remaining 99 percent are too small to partici-
pate), at least in relation to projects in which they can award contracts.®® A review of these
over the past six years, especially, reveals that public business sector and private companies
that are politically connected—this time with the officers’ republic—receive bigger slices of
the subcontracting market, with a much larger number of less productive “small firms that
use vintage technologies to serve local market niches” making up the balance.®!

Partnering With Big Business: An Ambivalent Relationship

The EAF’s return to center stage in Egyptian politics in 2011 reinforced the importance
of political connections even further, as private companies that had military connections
found their bids for contracts and applications for licenses expedited by the SCAF and saw
their profitability increase.®” But the stage was also set for a discernible shift pattern of mili-
tary relations with the private sector.

Military ambivalence toward big business had intensified after the notably pro-business gov-
ernment of Ahmed Nazif was formed in 2004, prompting then minister of defense Tantawi
to escalate his opposition to the privatization of certain state-owned companies and banks.
Speaking in public three months after Mubarak’s ouster, SCAF member Major General
Mahmoud Nasr cited “the interference of big businessmen in political life” as one of the
causes of the “25 January revolution.”® An

, example of those now targeted by the mili-
The EAF's return to center stage tary was Mubarak crony Mohamed Aboul-

in Egyptian politics in 2071 Enein, whose Cleopatra Group, originally
reinforced the importance of ~ a manufacturer of ceramics, had partnered
political connections even further, with the'NSPO in its East ‘Owaynat land

. . reclamation scheme in the late 1990s.%

as private companies that had Aboul-Enein was among several high-
military connections found their bids  profile fugitives—such as steel magnate

for Contracts and applications for Ahmed Ezz and former arms and natu-
licenses expedited ral gas broker Hussein Salem—who were

prosecuted and fled the country. All wel-

comed the military takeover of July 2013
and agreed favorable financial settlements for their outstanding court cases for corruption
in return for being allowed back into the country, but none was granted full political and
business rehabilitation. This may explain why Aboul-Enein later objected in public to the
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growing economic role of the EAFE arguing that it “is unacceptable that the military gets
85

something because of advantages more than the normal investors.”
Some relationships remained, nonetheless, although they also reveal ambivalence on the
part of the military. Most prominent among the businessmen who survived the transi-
tion from the Mubarak era is Ahmad Haykal, second son of the famous former editor of
al-Ahram newspaper Mohamed Hassanein Haykal. His Qalaa Holdings (formerly Citadel
Capital) was one of a new breed of Egyptian companies that relied primarily on business
markets and international partners for capital and thrived under the economic reforms
of the 2000s, in contrast to the dependency of rent-seeking companies like the Cleopatra
Group, on access to public contracts and resources. Qalaa’s partnership with the military
became visible in 2009, when it purchased the National River Port Management Company
from the MOD, making it the only private transport company operating along the Nile.
The company was headed by a major general who had spent his last tour of EAF duty
before retiring as chairman of a state-owned oil and gas company.®® Possibly thanks to its
political connections, Qalaa Holdings was able to secure a major loan backed by the U.S.
governments Overseas Private Investment Corporation at the height of Egypt’s upheaval
in 2011.%

But Qalaa Holdings also ran into difficulties. In 2010 it announced plans to build “an
unparalleled river-transport network” to transport wheat, but was reported the following
year to be struggling to get its fleet of barges operational.®® Qalaa Holdings had already
contracted with the MOD’s Alexandria Shipyard in 2009 to build thirty river barges, but
few if any were delivered as the latter had produced only nineteen in total by 2019.% And
although Qalaa Holdings’ fleet had expanded to forty-five by 2012, it faced competition
from the MOD’s National Company for River Navigation, which claimed to have moved
2.5 million tons of cargo in 2018.° The Nile Valley Authority for River Transport, a joint
Egyptian-Sudanese governmental entity set up in 1975 and headed by an EAF retiree, also
competed for a share of the cross-border trade.”” But the main impediment has been the
failure of successive governments over the past two decades to implement ambitious plans
to resolve physical and regulatory bottlenecks and develop Egypt’s waterways, in sharp con-
trast to the massive investment in military-managed highway construction.”” River trans-
port still accounted for less than 1 percent of the total volume of cargo shipped internally in
Egypt in 2012, as a result, while a study commissioned by the Organization for Economic
Cooperation and Development in 2014 found that private investors believed they were be-
ing asked to bear too much risk.”

Nonetheless, Qalaa Holdings is positioned in sectors of primary interest to the military
economy, acquiring stakes in firms “that have leading positions in the energy, cement and
transportation sectors, among others” in 2015.”* It has also invested heavily in agricul-
tural land development, food export, and river transport in neighboring Sudan, in part
through its subsidiary ASEC Engineering and Management, dovetailing closely with the
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involvement of military agencies (and the GID) in the import of Sudanese crops and live-
stock for Egyptian markets. Qalaa Holdings also announced the expansion of transport
infrastructure along the Nile and western Suez Gulf in 2015, which again coincides with
similar investments previously undertaken by the MOD.”

The MOD later selected Qalaa Holdings’ subsidiary Mashreq Petroleum Company to take
part in the East Port Said development megaproject, while Qalaa Holdings subcontracted
the National Transport and Overseas Services Company (NOSCO), which is headed by a
retired EAF major general, to provide heavy transport for the big petroleum refinery it was
constructing in 2016 alongside the existing Mostorod complex (in operation since 1973) in
Qalyubiyah Province.” The fact that the new Mostorod venture was part of an $18 billion
plan to build new refineries and modify existing plants, and only the second of eleven refin-
eries in Egypt to be majority privately owned, indicates either Haykal’s privileged position
or the importance of the capital, expertise, and productive capacity Qalaa Holdings could
bring to bear.” The involvement of the state-owned NOSCO moreover reconfirms the
overlapping between publicly funded projects and the officers’ republic.”®

That said, the main significance of the
The military has not sidelined big  relationship with Qalaa Holdings is not

business completely. But it has cronyism, but rather the military’s shift
. . toward partnering with companies that
eschewed an unambiguous alliance . :
have both the technical expertise and the
with those it regards as political or capital necessary to improve project suc-

commercial competitors.  cess and delivery rates. This is evident in
the MOD’s partnering with long-standing

economic giants in several megaprojects it
manages: Egyptian multinational Orascom Construction Limited, which won subcontracts
for work in the Suez Economic Development Corridor and the new administrative capital
in 2014 and 2015; Elsewedy Electric, the largest producer of electrical cables in Egypt and
the Middle East; and the Arab Contractors Company, a former public sector company
that is now globalized, which in 2015 was involved in the €2 billion Burullus port project
in Kafr al-Sheikh Governorate (in which NOSCO was once again a subcontractor).”” The
MOD has also relied on Arab multinationals such as Dar al-Handasah, whose Egyptian
subsidiary was contracted in 2014 to design the master plan for developing the entire Suez
Canal zone, to draft terms of reference for the canal expansion and to lead on the East Port
Said development.'®
As these examples show, the military has not sidelined big business completely. But it has
eschewed an unambiguous alliance with those it regards as political or commercial competi-
tors.'”! Relations are especially uncomfortable with globalized businesses that have sought
to put themselves beyond reach by moving the bulk of their operations and capital abroad
as insurance against market fluctuations and political pressures in Egypt. Despite winning
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a share of public contracts awarded by the military, those businesses are very aware of being
marginalized in economic decisionmaking.'” Orascom CEO Naguib Sawiris repeatedly
expressed this in public in 2014, using television appearances to oppose EAF involvement
in the civilian economy and demand that it focus on “protecting the country and paying at-
tention to the disasters taking place in Libya and Iraq.”'® He pledged to invest $500 million
in infrastructure and energy projects during the Sharm al-Sheikh investment conference in
March 2015, which led to a slew of MOD-managed megaprojects, but later admitted that
none of this amount had been spent.'*

The military has apparently sought to circumvent the political complexities of dealing with
these big businesses by turning to both foreign investors and a new breed of companies
combining Egyptian and international capital. A clear focus has emerged on attracting
major investments from Europe, China, and India that can offer technology and capital
to the new industrial parks and commercial complexes being established under military
management in the Suez Economic Zone, for example. This offers military agencies and the
officers’ republic commercial leverage thanks to their control of land use and the necessary
permits, and also facilitates their access to private credit, which previously was more nar-
rowly channeled to politically connected firms in the Mubarak era.'®

Another example is Carbon Holdings, which undertakes extensive work in the Suez
Economic Zone, and also in Ain al-Sukhna, which the military has turned since 2004 into a
prime focus for massive investment in tourism, trade, and industry and their associated in-
frastructure. Founded and headed by Basil el-Baz, the son of one of Mubarak’s chief foreign
policy advisers and a member on the board of Sisi’s Long Live Egypt Fund (discussed be-
low), Carbon Holdings leverages connections with the national and international petroleum
industry, counterparts in the UAE, Europe, and the United States, and international lend-
ing corporations to access investments and technology. Its board includes the co-founder
and managing director of Qalaa Holdings, a former minister of petroleum and mineral
resources, and chairmen of several Gulf businesses, reflecting a new nexus of politically con-

nected domestic and foreign private capital with which the military prefers to deal.’®

Teaming Up With the Minnows: The Military's Small
and Medium Business Constituency

The pattern of military relations with big businesses reveals highly strategic motives, both
economic and political. The same is true of the military’s effort to build a new constitu-
ency of small and medium enterprises, although in this case the objectives and calculations
differ. For years, the MOD and afhiliated agencies such as the EAF Engineering Authority
have routinely outsourced work to small and medium-sized companies for projects that do
not require advanced expertise and that are labor- rather than capital-intensive.'”” The pat-
tern has intensified sharply as the sheer volume of military-managed construction projects
ballooned after 2013. Ostensibly a means of generating job opportunities and increasing
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economic growth rates, this has also led to a restructuring of rent-seeking and patronage
networks.'”® And for private companies that are too small to capture contracts through
political connections, hitching their fortunes to the military’s wagon clearly constitutes a
viable business strategy.

This is the backdrop to statements by military officials, such as those by the head of the
EAF’s Megaprojects Department Major General Karam Salem Mohamed, who claimed in
December 2015 that his department had given work to 198 big, medium-sized, and small
businesses in its New Ismailiya City project, through which it had provided direct employ-
ment for 80,000 people and another 2 million indirectly.'” Two months later, the head of
the EAF Engineering Authority, Major General Kamel al-Wazir, said that it had involved
“1,000 civilian companies, 300 consultancy bureaus, and over a million workers and tech-
nicians” in 1,377 projects.'"

Military agencies are responding once again to one of Sisi’s drives, this time to invigorate
small and medium-sized businesses. This resembles their efforts to increase revenue and
also their much-publicized contribution to his pet Long Live Egypt Fund, after prominent
businessmen failed signally to help reach its target endowment of EP100 billion (then $5.4
billion) in 2014.""" But although the military has not displaced patronage networks cen-
tered on the presidency or other state institutions, its management of megaprojects and the
extensive—at times exclusive—economic usufruct it enjoys in designated strategic zones
such as the Suez Canal have deepened its symbiotic relationship with favored medium-sized
and small enterprises while reinforcing impediments to the rest of the private sector.

Contractors working in Egypt confirm that in most large projects managed by military
agencies, the work is conducted by dozens of small subcontractors, each of which may
undertake construction of only one or two residential buildings or a few kilometers of high-
way.''? For example, the EAF’s Engineering Authority initially subcontracted work on the
New Ismailiya City to ninety small companies in June 2015."% But the most significant in-
stance of the trend was the allocation of subcontracts for the Suez Canal expansion: not only
did consortiums led by Mubarak-era companies or even former MOD partners such as the
Arab Contractors Company or the Arab Academy for Science, Technology, and Maritime
Transport fail to win the main tender, but two-thirds of the eighty-odd companies that
initially received subcontracts were either former MOD subcontractors or, in a majority of
cases, relatively or completely unknown.!* The military has also emphasized awarding li-
censes to small businesses and low-tech startups in the Suez Economic Zone. Little wonder,
as analyst Maged Atiyah reported in 2015, that a common concern in Egypt was that “soon
all small and medium businesses will be Army subcontractors.”'"> Although this is an exag-
geration, it reflects a growing trend behind which lies a clear incentive structure for both
sides. In order to win the work or gain access, subcontractors routinely pay bribes.!'® But
there are other trade-offs. EAF conscripts with specialist skills report being sent to work for
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companies, such as the Takmely Insurance Fund or the Delta Sugar Company, while private
companies employ graduates of military technical schools or produce goods that military
companies then market as their own.'"”

Military agencies and private partners both profit from the constant circulation of money
through subcontracting and management fees. After winning massive government con-
tracts to construct civilian housing in late 2013, for example, the MOD then subcontracted
the National Banks” Real Estate Company in January 2014 to build military housing. Ten
of the company’s twelve contracts at the time were from the MOD (worth EP209 million
in total—$30 million), and in April 2016 the company revealed it had received a major real
estate investment worth EP250 million from the MOD, was working on another MOD
project worth EP100 million in Nasr City (a district in Cairo on land previously owned by
the military), and expected to be assigned work for a megaproject managed by the MOD. '8
Similarly, Engineering Design Consultants constructed 1,000 residential units for EAF of-
ficers in Salam City on behalf of Nile General Contracting Company, which had been
awarded the contract, and the 6th of October Panorama, this time directly on behalf of the
MOD’s Military Works Department.

An Expanding Military Appetite?

Until 2015, military actors largely avoided economic sectors in which private firms made
the principal contribution to GDP and job generation. Economic analyst Abdel-Fattah
Barayez could still argue at the start of 2016 that the military was “virtually absent or re-
tained a tiny share in a number of key economic sectors that grew considerably since the
1990s,” including “a wide array of manufacturing industries like cement, fertilizers, glass,
ceramics, aluminum, and iron and steel, as well as key service sectors such as telecom and
hospitality and tourism.”""” The military remained concentrated in nontradable sectors.

But hostile takeovers of Egyptian media since 2016 and military investments in produc-
ing tradable commodities in sectors previously dominated by private businesses point to a
significant break with past practice. Already, by 2017 the Investment Climate Statement for
Egypt produced by the U.S. Department of State noted that military-owned companies (in
addition to state-owned enterprises generally) competed directly with private companies in
many economic sectors.'”” A mix of political and economic considerations shapes behav-
ior, as these developments are intended to serve the Sisi administration’s efforts to control
public space (in the case of media), provide public goods such as housing and affordable
food to gain social support, achieve savings in megaprojects (as with steel and cement), and
increase state revenues and exports. But military strategies have proved flawed in each, in-
flicting avoidable financial costs on both sides and political damage by alienating the private
companies most directly affected.
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Media: A Hostile Takeover

The MOD and allied agencies have acquired a commanding position in Egypt’s public and
private media since 2015, though with mixed consequences. Military involvement in the
sector stretches back to the Nasser era when EAF officers had a prime role in government

121 Demilitarization under Sadat reduced

media councils and other opinion-shaping bodies.
their direct role and influence, especially in print media, as did the rise of privately owned
TV satellite channels from 2001 onward. But military and security agencies have exploited
the Sisi administration’s containment of the private media that proliferated after the 2011
revolution, for their own commercial gain. This has been facilitated by the continuing mo-
nopoly over radio and terrestrial television broadcasting held by the state-owned Egyptian
Radio and Television Union, and its tight grip over private satellite broadcasters, who are
only allowed to operate in designated “free zones.”'**

The MOD demonstrated its interest in media soon after the SCAF assumed Mubarak’s
powers in 2011, donating $58 million in budgetary assistance to the Egyptian Radio and
Television Union (ERTU), which still had an EP19 billion ($3.2 billion) deficit in 2012.'%
A retired EAF major general heads ERTU’s major satellite company, Nilesat (in which the
AOQTI also has a 1 percent share).'” And when the government transformed ERTU into
a general authority in December 2016, its new board included representatives of several
bodies in which the MOD is represented.'” More significant has been the acquisition—
through blunt, hostile takeovers—of several of Egypt’s most prominent private media com-
panies. Others have been forced out of the market as military and security agencies gained
control of media production companies and redirected their contracts to their newly ac-
quired businesses.

Initially, the GID spearheaded the process, acquiring a swath of major news and entertain-
ment, advertising, and production companies in 2015. Its investment vehicle was Eagle
Capital for Financial Investments, a private equity fund that, according to investigative
journalist Hossam Bahgat, manages all GID companies, including Black and White, which
was commissioned by the ERTU to produce a patriotic daily television talk show.'** Military
Intelligence also entered the sector aggressively, working with military advisers in the presi-
dency. In January 2017, al-Asimah television network came under the management of the
Cheri Media company, whose deputy head is a former EAF spokesperson.'” In August, a/-
Asimab and its subsidiaries were acquired by Falcon Group International, a front for Military
Intelligence, which established Tawasol for Public Relations to handle its growing media
portfolio.'?® Tawasol immediately purchased al-Hayat private television network outright,
acquiring DRN Radio and Home Media management company.'*

Whether the push by Military Intelligence pointed to competition with the GID for in-
come streams or consolidation of regime control over media is unclear. In 2016, a Military
Intelligence officer joined the board of Youm7 newspaper, which was owned by a staunch Sisi
loyalist, businessman Ahmed Abu-Hashima. But his firm, Egyptian Media for Marketing
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and Production, was forcibly bought out by the GID’s Eagle Capital for Financial
Investments in late 2017, as investigative journalist and activist Hossam Bahgat painstak-
ingly detailed.’”® In addition to the newspaper, Eagle Capital acquired Abu-Hashima’s as-
sociated news website DotEgypt (DotMasr) and OnTV, which had been purchased from
independent businessman Naguib Sawiris in 2016. Under its new management, Egyptian
Media for Marketing and Production also bought al-Hayat network in 2018, presumably
from the military-sponsored Tawasol. Another of its subsidiaries is the Sout al-Omma news-

paper (acquired before the GID buy-out)."!

In any event, acquisition of private media enabled the military both to invest capital and to
provide employment and extra pay for both active-duty and retired officers who are embed-
ded in media outlets and monitor their content. It also served a political agenda: the EAF’s
Morale Affairs Department proudly announced in October 2017 that it had produced three
feature movies “for the first time since the 1973 war.”'** And it further reflected both the
drive of military-affiliated agencies to do the president’s bidding in generating new revenue
streams and the “gold-rush” effect as officers (and bureaucrats) vied to enter a lucrative sec-
tor; this could reach absurd proportions, as demonstrated by the Nile National Navigation
Company’s foray into producing cinema movies, TV series, and musical clips.'”> But the
emphasis on propaganda and the poor quality of much of the production of military-
controlled commercial media has severely affected their viability; by late 2018 they were
reportedly cutting staff to reduce costs and looking for buyers in order to exit the sector.

Market Stabilization or Predation?

Speaking in April 2016, the head of the EAF Engineering Authority Major General Kamel
al-Wazir justified military interventions in the steel and cement sectors as intended to ensure
the stability of supply and prices, prevent monopolies in “strategic” sectors and commodi-
ties, and support the EAF’s work on the country’s megaprojects.'* The latter assertion was
obviously true, since steel reinforced bars (rebars) account for 30 percent of construction
costs and 10 to 25 percent of building costs in Egypt.' But the rest of Wazir’s claims flew
in the face of market realities. The steel and cement sectors are dominated by private firms,
none of which enjoys a monopolistic position; furthermore, both sectors suffered from high
rates of idle capacity even before military agencies increased their own capacity starting in
2016. Price and supply instability at that particular time were due to the coincidence of a
severe shortage in national energy supply and dollar scarcity due to the sharp depreciation
of the Egyptian pound, rather than to price-gouging by the private sector or to structural
factors in those markets.

What military agencies have done is secure supply and prices for the megaprojects they
manage, while insulating the production facilities they own from the challenges affecting
the private sector. They are moreover able to reduce the most significant production costs
compared to both private firms and to the last few public business sector companies still
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operating in these sectors. These include raw materials (especially when imported) and
probably energy and fuel, which together account for 60 percent of total production cost,
since the military benefits from customs exemptions, favorable exchange rates, and discreet
discounts; labor, since the NSPO can resort to conscripts; and transport, which contrib-
utes heavily to fuel costs, since the military can utilize EAF vehicles for free, subsume fuel
consumption under the defense budget, and avoid paying tolls on highways operated by
the MOD or its subordinate agencies. Military agencies are moreover exempt from the
value-added tax applied in 2017 and, by being able to draw on their own funds, would not
have been seriously affected when the Central Bank of Egypt increased interest rates by 7
percentage points between November 2016 and July 2017, raising the cost of borrowing
for private companies.'*

These advantages have positioned military
As significantly, the military’s  agencies to undercut prices in the rest of

investment in the steel and cement the market, and so their expansion into
sectors is only feasible so long as atory. Rather than break monopolies, they
it is guaranteed a return thanks to  have generated a monopsony: as a large

the massive demand generated by buyer they can dictate prices of commodi-
megaprojects. ties, while also producing them. But they

the steel and cement sectors appears pred-

are only competitive because the playing

field is uneven. Forcing commodity prices
down under these conditions damages the private sector, with which Sisi seeks good rela-
tions in the hope of increasing investment and broadening the political base of his regime,
and discourages new investors, which the government has sought since 2016.

As significantly, the military’s investment in the steel and cement sectors is only feasible so
long as it is guaranteed a return thanks to the massive demand generated by megaprojects.
As that tails down, the military will either be stuck with dead capital and the permanent
drain on its funds from maintaining its large cement plants, or else have to cover its sunk
costs by competing aggressively for market share in the rest of the civilian economy, fur-
ther damaging and alienating the private sector. The free availability of military-produced
cement in civilian markets (rather than selling it directly and exclusively to military-run
construction projects) suggests that this kind of competition is already happening.

Steel

The steel sector bears out these dynamics. Local production capacity has consistently ex-
ceeded consumption since 2000; total national output of rebars for construction was some
6.5 million tons annually by 2017, leaving up to 35 percent of capacity underutilized by
conservative estimates.'” Even after megaprojects increased demand, this was easily met by
existing capacity; output reached 8 million tons in 2018, but overall capacity was estimated
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at 12.8 to 13.5 million tons.”® The rate of underutilization had increased to between 38
and 59 percent of capacity, depending on which source is consulted. When NSPO head
Major General Mostafa Amin claimed in August 2018 that his agency had stepped into the
steel sector to increase national production because overall supply was insufficient, this was
patently false, and by a very wide margin.'”

For decades, the defense industry was fed by the huge steel factory launched by Nasser in
1954. Military production of steel was largely confined to a large rolling plant belonging
to the MOMP’s Abu Zaabal for Engineering Industries, which commenced production in
2010."° However, this was only a semi-integrated plant producing semifinished products,
and it was not until the NSPO acquired the Suez Steel Company in 2016 that it finally
gained the ability to produce finished steel products needed for construction.'*! Suez Steel
was the country’s second-largest producer but had run up losses of EP1.48 billion by June
2015."2 The NSPO bought the 40 percent share of former owner Gamal al-Garhy for
EP3.8 billion, paid off over EP5 billion in loans owed to local banks, and raised the com-
pany’s total capital to EP13.9 billion (then $1.138 billion).'* This included EP2 billion in
new investment, partly from banks; it is unclear if the NSPO provided the balance from its
own funds, but it ended up with an 82 percent share of the company after its restructuring.

Having acquired a significant share of the sector, the NSPO reportedly planned to take
Suez Steel’s annual production to 1.4 million tons of rebars.'* It may have been to finance
this expansion that Suez Steel reportedly sought a further bank loan of EP1 billion in June
2017."5 Ostensibly, the aim was to replace the 800,000 tons of capacity of Misr National
Steel (Ataqah), a sister company of Suez Steel that remained in Garhy’s ownership, but this
simply meant adding further production capacity to an already oversaturated sector instead
of utilizing existing private sector capacity more fully.

The MOD behaved in much the same way when it acquired a controlling stake in the
Egyptian Steel company in November 2018. Only a year earlier, company CEO and co-
founder Ahmed Abu-Hashimah had confidently predicted that it would have a 20-25 per-
cent share of Egypt’s market, with total production capacity of 2 million tons.'* But the
shortage of gas and electricity that struck industrial sectors severely in 2016 took Egyptian
Steel into crisis and, like Suez Steel, it came under pressure to repay over EP3 billion in
bank loans. (As noted above, Abu-Hashimah had previously acted as a front man for the
GID in purchasing a swath of private media from 2014 onward, but was forced out after
racking up significant losses, and so his buyout from Egyptian Steel may have reflected a
similar behind-the-scenes dynamic.) In a restructuring deal reached in November 2018,
EP1 billion of debt was paid off, Qatari co-founder Sheikh Mohamed bin Suhaim Al Thani
was bought out (reputedly he held a 70 percent share), and the company’s total capital was
raised.'”” Major General Hisham al-Khatib, assistant for armaments to the minister of de-

fense, was appointed head of Egyptian Steel, with Abu-Hashimah as deputy.
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In the cases of both Suez Steel and Egyptian Steel, the military could claim that it was sav-
ing ailing companies. But this had little to do with breaking monopolies, stabilizing steel
prices, or assisting the development of the wider steel sector. Rather, the NSPO and MOD
insulated themselves from exposure to everything that makes steel a high-cost, high-risk
venture for private companies in Egypt: competition from imported rebars, dollar and en-
ergy shortages, fluctuation of exchange rates and global market prices (including for raw
materials that must be imported), and higher fuel consumption. The result is to create a
bifurcated sector in which the structure of risk and opportunity differs significantly for
the country’s military and civilian (and mainly private) parts; the former moreover offers
its products freely to civilian consumers, while creating market conditions that preclude a
reverse flow. With total capacity of 1.55-2.3 million tons, military ownership in the sec-
tor has leapt to at least 12—16 percent; this should be revised to 27 percent if the planned
expansions in Suez Steel and Egyptian Steel, which would take their combined capacity to
3.52 million tons, have been implemented.

The NSPO and MOD achieved this outcome, on the one hand, by acquiring the means
to produce not only rebars but also the intermediate products from which they are made:
billets, which smaller companies must import from abroad, making them vulnerable to
exchange rate fluctuations, and sponge iron, a cheaper substitute for steel scrap, which is ex-
pensive in Egypt.'*® Reflecting their vulnerability, smaller rerollers of imported billet halted
production and sales in response to the increase in customs duties in April 2019."* On the
other hand, military-owned companies are assured of high demand from megaprojects and
can therefore utilize capacity at higher rates even if this means stockpiling output, since
they can draw it down to meet guaranteed future orders. These companies can also force
commodity prices down by using their swing capacity to undersell private competitors in
their own markets, in theory benefiting consumers, but only at the cost of forcing private
companies either to sell below cost (absorbing significant losses), reduce sales (incurring
costs of stockpiling), or cut production (increasing their ratio of idle capacity).

Cement

The pattern has been identical in the cement sector. It, too, is dominated by private com-
panies, and suffers from considerable oversupply. Typically of economic data for Egypt,
estimates of total production capacity vary widely, ranging from 68.5 million tons a year
in 2015-2017 according to official figures submitted by the Egyptian foreign ministry to
the Organization for Economic Cooperation and Development in May 2018, through 79
million tons estimated by industry sources, to 83.5 million tons according to the Cement
Association of the Egyptian Federation of Industries.”® Consumption has been relatively
steady, even after the launch of the country’s megaprojects: 50 million tons annually in
2013 and 2014, rising to 5455 million tons in 2015-2018."" Until 2018, internationally
owned companies accounted for 52 percent of the market, Egyptian private companies for
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around 40 percent, with the publicly owned National Cement Company and the NSPO’s
al-Arish Cement Company making up the balance.

As in the case of steel, military officials presented a distorted picture of capacity when justi-
fying new investments in the cement sector. The NSPO inaugurated its first two production
lines with a total capacity of 3.2 million tons in April 2012, accounting for 6 percent of
national output in 2015."* But in 2016 it made two major commitments: to double capac-
ity of its al-Arish plant to 6.5 million tons annually by 2018, and to add nearly 12.5 million
tons more in 2018 by building an entirely new plant in Beni Suef (which is also owned
by al-Arish Cement Company) at a cost of $1.12 billion."* NSPO head Major General
Mostafa Amin explained that expansion was needed in order to meet predicted demand of
86 million tons by 2022, omitting the fact that this target could already be met almost fully
154

by existing capacity.””* Indeed, even with NSPO plants at full production, idle capacity in

the sector as a whole is expected to run at 19 percent by 2020."°

Once again, sanguine projections overlooked the adverse consequences to the private sec-
tor and to government plans for the cement sector—as well as the future financial risk to
the military. Buffeted by energy and dollar shortages in 2016, which slowed demand for
construction materials, as well as stiff competition in export markets from regional produc-
ers with lower input costs, most cement firms experienced mounting losses in 2017 and
2018."¢ According to a report by financial services company CI Capital, cement prices rose
by 20 percent in 2017 while the cost of production increased by about 37 percent, but pro-
ducers were unable to pass the increase on to consumers. Many economized by stockpiling
clinker, the intermediate product in the manufacture of cement, rather than turn it into the
final product, although this added to the strain on their capital. National inventory stood
at 5.0—7.1 million tons by the first quarter of 2018, and may reach 15.7 million by 2022."’

Faced with its own deep inefliciencies, the publicly owned National Cement Company
suspended production in November 2017, and finally went under less than a year later."*®
As a Reuters special report also noted, Suez Cement and Alexandria Cement, majority
owned by German and Greek companies respectively, saw their losses rise by 100 to 1,000
percent compared to 2017; the publicly owned al-Nahdah Cement, which had claimed a
profit in 2017, was compelled to reduce production at the start of 2019 and to stockpile its
clinker.” In August, a report by Egypt-based Pharos Investment Banking anticipated that
market demand was inadequate to save smaller companies, which could be forced to close

over the coming year.'®

Rather than secure the supply of cement and stabilize prices by helping the private sector to
cope with marked volatility in 2016-2017—or by taking over the ailing National Cement
Company and rehabilitating it, approximately as it did with Suez Steel and Egyptian Steel—
the NSPO exploited its relative insulation from negative externalities to expand its own
company. In doing so it completely disregarded the government’s parallel effort to expand
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the cement sector and undermined it. In 2016, the Industrial Development Authority had
offered fourteen licenses to establish or expand cement plants but was only able to sell three
161

by 2018 (adding an eventual 6 million tons of capacity annually).'®' Both local and foreign
companies were reluctant to invest in a sector with an estimated oversupply of 30 million
tons a year.' Under pressure from private cement companies, which claimed their sales
had plummeted by 50 percent over the preceding few years, the government pledged in July
2019 to subsidize their production, meaning that the public purse would absorb the costs

of the military’s entry into the sector.'®

Pushing the NSPO’s share of overall capacity to some 23 percent in an industry estimated
to account for 10 percent of Egyptian manufacturing and 1 percent of GDP may have
appeared tempting from a commercial perspective.'® But attaining market viability has
other requirements that the military has shown it neither grasps nor controls. In theory,
military production can help correct markets and prices, much as governments do, but only
if it is accompanied by extensive consultation, coordinated effectively with other policy in-
struments, and carefully calibrated. Instead, military interventions in the steel and cement
sectors have been market-distorting and self-defeating, both financially and politically.
According to a former company official cited by journalist Omaima Ismail in September
2019, the new Beni Suef factory was operating at just 40 percent of its capacity.'> Some
realization of this may explain why the NSPO has not yet followed up on statements by its
director general and Sisi in August 2018 that the agency would put shares in its al-Arish
Cement and Suez Steel Companies for sale on the stock market, a proposal repeated by Sisi
in October 2019.1%

Distrust, Crowding, and Diversion

Military partnership with private companies in the production of public goods and ser-
vices under its management has contributed to economic value added in terms of capital
investment, but has also led to several consequences that have been almost as damaging for
private sector development when in harmony with each other as when they are in conflict.
The political connections that have secured business for many companies have contributed
more generally to stifling normal market competition and innovation. Whether the result
of deliberately favoring cronies or of a misguided economic approach, the military is clos-
ing select markets to rivals by resorting to noncompetitive methods to drive down prices
and siphoning off investment capital, thereby additionally reducing employment prospects
(despite claims to the contrary).'” And even in an area that the military claims as a special
interest such as the Suez Economic Zone, which could significantly boost national eco-
nomic growth and industrial output, the military has neither resolved internal debates nor
demonstrated the professional competence to develop the legal and regulatory frameworks
for private (and primarily foreign) investment, despite six years of massive investment of
both financial and political capital by both the president and government.

216 OWNERS OF THE REPUBLIC | SAYIGH



A problem for the military is that its objectives in working with the private sector are at
cross-purposes. At one level, it seeks capital, expertise, and equipment that it lacks, whether
for publicly funded megaprojects it manages or for investment areas and industrial clusters
of special economic interest to it such as

Ain al-Sukhna. At another, it ostensibly . ) )
seeks to assist the development of small A problem for the military is that its
and medium-sized businesses, in line with  objectives in working with the private
declared priorities of the president and  cartor gre at Cross-purposes.

the urging of international financial in-

stitutions. But in both cases the military’s

primary aim is to generate revenue and growth to service the political needs of the country’s
ruling coalition, and secondarily to capture rent to serve clientelistic networks while build-
ing up its own capital and assets base. This was at least marginally compatible with private
sector interests up to 2013, but the transformation of military economic activity since then
has put the relationship on a different trajectory. The problem does not lie so much in the
scale, because military management of massive public works has also benefited private com-
panies, as it does in the scope, because military agencies have imposed cost-sharing on the
latter and also entered tradable commodity sectors aggressively.

Commenting in 2015, Noha Bakr, an assistant to the minister of international coopera-
tion, argued once again that the military’s interventions were solely intended to protect the
economy from market shortages and fluctuations, and that only surplus military output
was sold to cover supply gaps in civilian markets, adding that “the products of the military
factories have not disturbed the market or affected free market rules.”'*® Minister of State
for Military Production Mohamed al-Assar later underlined that 70 percent of MOMP
projects were being undertaken in partnership with private companies; and sought once
again in March 2019 to reassure the private sector that the ministry did not wish to take
over or monopolize any industrial sector.'®

The validity of these claims was already dubious in 2015, as various military agencies geared
up to expand their economic role, but they are certainly no longer true now. As its forays
into the media, steel, and cement sectors show, the military is on an expansionary path
of acquiring, and then defending, stakes that set it in direct competition with the private
sector. This is additionally demonstrated by the massive expansion of NSPO capacity for
the production of processed marble and granite (discussed previously), and by the launch
in August 2019 of a phosphate and fertilizer factory complex managed by military-owned
Nasr Company for Intermediate Chemicals. That company has an annual production ca-
pacity of 3.45 million tons, greater than the entirety of Egypt’s expected total production of
three million tons of chemical products by 2020.'7°

Relations with the private sector are further complicated by an unmistakable shift in percep-
tions and tone since the establishment of a new administration in July 2013. Big businesses
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that would normally regard autocratic rule as profitable and seek a special relationship
have faced erratic behavior and contradictory statements from Sisi and senior military of-
ficials. An early instance of this was the president’s launch of the Long Live Egypt (Tahya
Misr) Fund in 2014."" Sisi hoped to build this into a “generations sovereign fund” with
a capital of EP100 billion through investment in export-generating and labor-intensive
projects, commercial partnerships, and private sector donations.'”? But as he acknowledged,
the fund had raised only EP5-EP6 billion by January 2015 despite donations from famil-
iar EAF business counterparts such as Arab Contractors Company, Nasr City Housing
and Development, Etisalat, and Orascom Construction Limited. The total value of dona-
tions reached only EP7.7 billion by March 2018, but by that time the devaluation of the
Egyptian pound had reduced the dollar value of its endowment to below its initial level.'”

In April 2015, then prime minister Ibrahim Mahlab appointed the head of the MOD’s
Financial Authority as treasurer of Tahya Misr and an EAF brigadier general as its finan-
cial director.'”* Whether as a result or not is unclear, but private businessmen have been
pressured to donate to the fund, a practice that continues at present and one they resent,
as interviews conducted for this report confirm. Indeed, even smaller businesses, such as
hotels in popular tourist destinations, report being pressured to make monthly donations
to Tahya Misr."”> The fact that Sisi felt it necessary to reassure business leaders in December
2015 that donating to the Long Live Egypt Fund was voluntary—and that they did not
run a risk of seeing their businesses nationalized or confiscated—was a telling measure of
the concerns his administration was generating, its need for their capital, and their limited
actual investment.'”® Yet when just a month later an official such as the governor for North
Sinai (typically, a retired EAF major general) sought to explain the failure of development
in the region, he blamed it on the private sector, accusing it of delivering less than 1 percent
of projects when it was supposed to undertake 60 percent.'”’

No less novel is the shift in the functioning of political connectedness. In the Mubarak era,
as economists Adeel Malik and Ferdinand Eibl have shown, sector-wide trade protection
benefited both cronies and non-cronies operating in the same sector, and civilian companies
could receive preferential treatment by entering sectors in which the military was present.
But developments in the steel, cement, and industrial chemicals sectors since 2016 show a
reversal of this pattern, as new protectionist tariffs have had starkly differentiated impacts,
hurting private producers while benefiting their military counterparts.

The pragmatism and opportunism that largely governed relations between the presidency,
military, and private sector up to 2011 have not been replaced entirely, but are being cor-
roded. As economists Ishac Diwan, Philip Keefer, and Marc Schiffbauer argue,

Sisi has taken the route of a reversal to a hard-autocratic rule, including through
rebuilding state dominance. In such a situation, the state is unlikely to trust the pri-
vate sector. At the same time, Sisi has taken its distance from several of Mubarak’s
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old cronies, developing instead his own personalized network now mostly managed
directly by the army. But as long as political risk remains high, a risk inherent in the
“restoration” efforts built on a violent divide-and-rule-strategy, it is likely that this
new group of cronies would remain narrow, and growth low.'”®

Besides reproducing the chronic distortion of market incentives, Sisi’s focus on megaproj-
ects and the military’s expansion in established economic sectors intensifies the capital-
dependent approach of the past, rather than encouraging the expansion and diversification
of markets that private companies need in order to grow and of which they are a principal
agent. Instead, they divert resources needed by the private sector in a manner reminiscent
of the Nasser era. Then, the Aswan High Dam project significantly affected both public and
private investment, leading to retrenchment in other sectors, and diverted them of needed
building materials."” Ironically, although the military has considerably expanded produc-
tive capacity of cement since 2016, numerous private developers complain that military-
managed construction has drained markets of steel, tiles, wire, and other materials and
resulted in the slow-down or suspension of private sector projects.'®

CONCLUSION: PRIVATE OR MILITARY CAPITAL TO BUILD EGYPT?

The military’s behavior in the economic domain is not all predatory, nor even predomi-
nantly so—yet. Rather, it reflects the reality of how much of economic activity in Egypt is
still driven by the state and top-down decisions by powerful political actors, whose invest-
ment criteria and methods of evaluating economic utility are extremely crude.’™ As a joint
venture business adviser notes, the official approach puts an

empbhasis on targets: “we will produce X tons in the next six months,” but without
checking what the market needs or can absorb. When the state tries to help com-
panies, it focuses on one and encourages it with a big contract, and then moves on
to the next company and does the same thing—but this results in surges of output
that don’t match what the market needs or can absorb.'®

Khalid Ikram observed in 2006 that Egyptian economic performance and policies were
shaped by “a narrow approach to project selection, in which the ability to produce a particu-
lar commodity could be all important, while the economic costs of producing it received
only cursory attention.” His observation remains valid today, of an administration that
understands the economy as no more than a collection of discrete projects and investments,
and of the military that has been chosen as one of its principal tools.'*?

This is also the context for the preference of both the Sisi administration and the military
to seek strategic alliances with foreign investors, rather than with Egyptian businesses who
might evolve as competing domestic political actors. But as with the Egyptian private sec-
tor, a new pattern is emerging in relation to foreign companies as well. Chinese, Russian,
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Gulf, and some Western companies that feel politically protected or are not risk-averse (no-
tably Italian, for example) have invested in economic development zones and in construc-
tion and industrial projects favored by the military. But as a Reuters special report in 2018
noted, other foreign investors continued to shy away from Egypt (despite a $12 billion loan
from the IMF that should have laid the ground for economic expansion), due to concerns
over the military’s tax and other advantages and the lack of credible arbitration in business
disputes with it."®* As a result, what the World Bank assessed in October 2019 as “sluggish”
foreign direct investment has been mainly directed to the oil and gas sector, leaving Egypt’s

other productive sectors struggling with diminishing levels of private investment.'®

The military is often no more than an in-
Western governments and  strument of presidential or governmental

international financial institutions ~ policy, but as it expands into producing
abet this trend through a posture Eadab.les o Slgmﬁc‘?m .VOlur.n.eS Fhe fikeli-
ood increases that it will utilize its advan-

of nominal political neutrality that tages to undersell the private sector and
overlooks the real impacts of the  strive for greater market share in order to
Sisi administration’s policies on ~ Protect its investments and sunk costs. It

. is also likely to overinvest in quick-yield-
private sector development. . . .
ing activities as it becomes more embed-

ded in the civilian economy, reinforcing
the speculative trend already evident since at least the early 1990s, although this would
be detrimental to encouraging the kind of private sector development that Egypt needs.
At an absolute minimum, the military will fall back on the enclave it has greatly expanded
since 2013, as is evident in the major trade-tourism-industry complex that it is putting
together along the Red Sea coast. Partnerships with select private companies are integral
to this trajectory, as is the military’s role in opening the door to foreign companies and
government-supported agencies with even greater financial and technological resources to
invest in strategic zones that are under near-total military control. Western governments
and international financial institutions abet this trend through a posture of nominal politi-
cal neutrality that overlooks the real impacts of the Sisi administration’s policies on private
sector development, which they formally endorse as the key to resolving Egypt’s social and

economic problems.

Even if the military ultimately refrains from overextending, the potential consequences of
the present policy course for the Egyptian economy are portentous. The World Bank esti-
mated in December 2018 that Egypt needs $675 billion to cover infrastructure needs and
financing gaps over the coming twenty years, but faces a shortfall of $230 billion that only
private investment or commercial financing can meet.'® This is wholly dependent on creat-
ing an enabling environment, but highly unlikely on current trends. Sisi’s award of control
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of prime tourist real estate in dozens of Red Sea islands and at two main coastal locations
to the MOD in August 2019 merely reinforced the message that private investors can only
operate in one of the most lucrative sectors of the Egyptian economy if they work with,
and through, the military.'"® For its part, the military remains wedded to the notion that
it has gained a usufruct to state-owned assets and indeed to national resources generally;
rather than relinquish it, it is far more likely to double down.'®® Whether consciously or
not, Sisi and the military are gambling that private capital will go along and that, at worst,
the momentum of capital generation by the military will suffice to make up for a shortfall
of private investment.
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Eggs:

NSPO output from Mohamed Ibrahim, “The National Service Projects Organization: 13
Companies Serving Development in Egypt and Providing Army Needs,” Sada el-Balad,
January 5, 2018, https://bit.ly/2MR58WY.

National output according to cabinet Spokesman Nader Saad. Cited in “PM: EGP 64.5 bn in
investments in poultry, broiler meat production,” State Information Service, October 9, 2018,
hetps://bit.ly/2PscJwD.

Bottled mineral water:

NSPO output percentage from Mohamed Ibrahim, “The National Service Projects
Organization: 13 Companies Serving Development in Egypt and Providing Army Needs,”
Sada el-Balad, January 5, 2018, https://bit.ly/2MR58WY.
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NSPO output according to Noha al-Alki, “Harvest of Two and a Half Years: Achievements of
the Armed Forces Supporting Agricultural and Industrial Development,” Rose al-Youssef, May
30, 2015, hetps://bit.ly/2qR1Mux.

NSPO capacity according to Mohamed Ibrahim, “The National Service Projects Organization:
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hetps://bit.ly/32VnRpR.
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Organization: 13 Companies Serving Development in Egypt and Providing Army Needs,”
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heeps://bic.ly/2WOARvh.
Marble and granite:

NSPO capacity according to Ayat Al Tawy, “Sisi Inaugurates Mega Industrial Complex in
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bit.ly/2kt09QU. On al-Amal, “al-Amal Group,” Waseet, https://bit.ly/2kTnI5A, accessed on
May 18, 2018. Soliman was succeeded as head of al-Amal by his son Amr, a civilian engineer.
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Amani Samir, “Establishment of the Egyptian Council for Cars With the Chairmanship of
Farid al-Tobji, Chairman of the Bavarian Group,” Youm7, June 14, 2015, https://
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Does Not Benefit Egypt’s Local Industry,” Egypt Daily News, January 26, 2018, https://
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Ahmed Tantawy, “Major General Mahmoud Wasty, Chairman of el-Nasr Company for
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Tharwat and Emad Hamdy, “Security Department Discusses the Consequences of Allowing
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Security,” Freedom and Justice Gate, April 12, 2014, https://bit.ly/21\WoEq6; and “Will Falcon
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Security?,” Mada Masr, August 2, 2016, hteps://bit.ly/2kKNGZ5/.

Westminster Group website at https://bit.ly/2mqdg62, accessed August 21, 2019.

On electricity meters inspection contract: Wafaa Nour el-Din, “Details of the Ministry of
Electricity’s Contract With Falcon,” Sada al-Balad, August 23, 2017, https://bit.ly/2koZUpS.
On contract for underground entrance supervision: Ahmed Kassab, “Officially...Falcon Is in
Assigned the Security of the Ticket Gates in Metro Stations,” Shorouk News, December 1,
2018, hetps://bit.ly/2mlwy]z.

See text of Presidential Decree 86 of 2015 in Mohamed al-Ghali and Mohamed Attia,
“Presidential Decree Allowing the Ministries of Interior and Defense to Form Money Transfer
and Facilities Protection Companies,” Youm7, July 12, 2015, https:/bit.ly/2kmzCVc; and “Text
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Ibid., 1 and 4.

Robert Springborg and Clement Moore Henry, Globalization and the Politics of Development
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CHAPTER 6

A MILITARY UNBOUND:
TRANSFORMATION IN THE SISI ERA

THE EAF'S TAKEOVER OF POWER in July 2013 did more than remove any remain-
ing restraints on the military economy. Whether by design or accident of Sisi, who provides
active political encouragement and enabling legislation, the military is spearheading Egypt’s
transition into a new phase of state-led capitalism that recreates major aspects of public
ownership or control of the economy even while partnering with private domestic and
foreign capital and claiming faithfulness to the free market line of Western governments
and international lenders. Senior EAF officers already believe that their managerial skills
and inherent superiority to civilians position them uniquely to lead economic growth and
modernization. However, the record of the past six years instead suggests that the more
likely outcome will be growing disruption of markets and adverse impacts on the private
sector, rising (if still mainly hidden) opportunity costs for the economy as a whole, and an
increasing military appetite for profit-making and policy-setting.

For now, the bonanza of economic opportunity that opened up after 2013 has sharply
enhanced the military’s gate-keeping role and rent-seeking activities. The most important
consequence has been the increasingly central role Sisi has assigned to the defense establish-
ment to manage a massive surge in government-funded megaprojects, concentrating on
construction of public infrastructure and housing. But military agencies have also expanded
aggressively in a widening range of other economic activities and sectors: intervening in
domestic supply chains and import markets, for example, and foraying into lucrative sectors
such as mobile telephones and internet provision, media broadcasting and production, and
quarrying and mining. Even if the initial post-2013 surge in massive construction projects
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continues to abate, the military is highly unlikely to relinquish other economic footholds it
has acquired. At the very least, it will double down on the zones of special economic interest
it has carved out, intensifying the siloing and fragmentation of the broader economy.

Officially, the military seeks greater efficiency, whether by generating higher revenue and
reducing costs through improved efficiency and punctuality, or by curtailing losses due to
corruption and waste. Novel coordination between EAF agencies and the AMA since the
end of 2015 may actually have contributed to achieving these goals in relation to the public
works they undertake or manage on behalf of the government, though possibly without re-
ducing cronyism and profiteering on the big volume of smaller subcontracts of which large
projects are often composed. The assignment of a widening range of tasks to the MOD and
other military agencies has moreover acted as a fulcrum for growing integration between
different parts of the military economy. But it has also prompted growing fears of direct
competition with the private sector, while heating up rent-seeking competition and realign-
ment between disparate military interest groups and their counterparts in the security agen-
cies, state bureaucracy, and private sector. Thus the military economy becomes entrenched
without increasing productivity or growing the rest of the economy.

POLITICS, PROFIT, AND PREDATION

Assessments of the motivations, implications, and even extent of the military’s accelerated
economic activism since 2013 have varied. Political scientist Zeinab Abul-Magd and jour-
nalists Mohamed Hosni and Osama as-Sayyad, for example, perceive a dominant predatory
purpose behind what appears to be a coordinated capture of resources and opportunities.’
But analyst Abdul-Fattah Barayez argues, conversely, that the military is doing more than
merely “use its political privileges to make money and easy profits.” Rather, in his view, the
defense establishment seeks to legitimize the Sisi administration and underpin the new po-
litical status quo by investing heavily in “national economic recovery plans (however poorly
conceived these plans may be).” Driving these is “the need both to attract foreign capital
and to appeal to middle-income groups, a politically significant constituency for Sisi.”

There is truth in both views, as developments in the military economy appear to be driven
by multiple logics. The president’s overarching wish to demonstrate his administration’s
credibility to foreign governments and international markets explains the urgency with
which he has launched high-visibility megaprojects. Generating growth and jobs is also
an important objective, as is suppressing price rises in key commodities and services to
mitigate the effects of reducing food and energy subsidies on low-income groups. But this
requires capital, which explains Sisi’s drive both to increase revenue and to make savings
by containing the corruption that pervades much of the public and private sector. A para-
doxical consequence has been to heat up the military economy, whether because of com-
petition and duplication of effort between military agencies or to ever greater rent-seeking
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and competition among special interest groups, including informal officer networks, in
response to the emphasis on state-led initiatives and public funding,.

Sisi’s public statements present a clear rationale that only the EAF can spearhead this effort.
He relies on it to shore up what he has frankly described as a “pseudo-state” lacking respect
for institutions and the law and to compensate for the visible incapacity of the government
and its ministries and other civilian agencies to deliver critical public works and services at
reasonable cost.? There is an objective basis for this perception: by one account the Egyptian
state’s “core capacities” declined by half between 2011 and 2014.# Furthermore, it is evident
that once Sisi trusts a military or affiliated agency to get the job done, he relies on it to
deliver additional tasks beyond its normal remit. In November 2018, for example, he in-
structed the Suez Canal Authority (SCA)
to take part in developing the Arish port

The president’s overarching wish to
length of the Nile River navigation chan- demonstrate his administration’s

nel from Aswan to the Nile delta.’ credibility to foreign governments and
But although this overarching logic has mternat’o’?al ma.rkets explains the
some coherence, it generates contradic- ~ UFGENCY with which he has launched

tory dynamics and consequences at low-  high-visibility megaprojects.
er levels. Most importantly, by drawing

in northern Sinai and in clearing the full

scarce capital away from other parts of the

economy—rather than increasing Egypt’s overall finances—megaprojects and new com-
mercial schemes have accelerated competitive rent-seeking. This can be inferred from ap-
parent realignments between specific military economic actors and private businesses or
other interest groups (represented in the internal security services, media, and parliament).
Newly empowered military contenders have moreover dislodged previous rent-holders, re-
placing favored business partners or supplanting incumbent EAF retirees in certain sectors.
Lower-level actors implementing the overarching approach pursued by Sisi and the military
establishment have naturally adapted to it dynamically, seizing opportunities for profiteer-
ing and predation. From his perspective, their competition may also serve a coup-proofing
function, which he complements by frequently reshuffling senior EAF commands.

These various logics are symbiotic rather than synergistic, feeding on each other rather
than adding to an economic sum that is greater than its constituent parts. They appear to
do as much to shape and direct the military economy as does the strategic leadership that
some assume exists. Certainly, the evidence suggests extensive coordination and consulta-
tion between different officials and agencies, reflected for example in the rotation of EAF
officers between bureaucratic and economic assignments. And the MOD’s efforts to enter
higher-value economic sectors could not take place without command-level commitment
of military funds and enabling legislation. But while individuals such as Minister of State
for Military Production Mohamed al-Assar, Head of the MOD Financial Authority Major
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General Mohamed Amin Nasr, and Director of the EAF Engineering Authority Major
General Kamel al-Wazir (who was appointed Minister of Transport in March 2019) are
highly influential, they do not orchestrate the military economy as a whole.® Rather, they
are among numerous defense officials, military agencies, and officer networks and cliques
responding to presidential directives. Collectively, their responses constitute the military
economy; but because it is siloed into parallel lines of communication and loyalty it lacks
policy coherence and generates contradictory and self-defeating outcomes.

THE BIG PUSH

The succession of megaprojects since Sisi assumed the presidency in 2014 is emblematic of
the drive to demonstrate the credibility of the post-2013 administration. Sisi gave a sense
of the scale of investment by stating in June 2016 that the cost of “national projects” in the
preceding two years had exceeded EP1 trillion; Prime Minister Mostafa Madbouly stated
in December 2018 that this figure had risen to EP1.56 trillion spent on completing 8,278
projects in 2014-2018 (roughly $87 billion at the 2018 exchange rate).” More detailed
breakdowns provided by senior civilian and military officials suggest a considerable increase
in average annual investment in public infrastructure when compared to the last decade
of the Mubarak era (see Table 1). But these figures also show that infrastructure did not,
in fact, consume the bulk of public investments, which averaged around EP312 billion
annually in this period, suggesting that housing probably accounted for the lion’s share.
Nonetheless, pride of place has been taken by grandiose, high-profile megaprojects, dem-
onstrating the edifice complex that Sisi shares with several of his predecessors.®

The most grandiose megaproject is Sisi’s plan to build an entirely new administrative capi-
tal for Egypt, to be managed by the EAE Other edifice projects include the Suez Canal
expansion, relaunch of the Sheikh Mohammed bin Zayed “new urban community,” and
construction of three new “smart” cities (so-called because they use digital technology to
improve energy efliciency) and at least four conventional desert cities. As these examples
show, the Sisi administration remains as doggedly attached as all its predecessors since 1952
to a top-down, state-led development model and as resistant to alternative approaches pro-
posed by the private sector, independent experts, and international agencies. The haste with
which the administration dusted off and implemented the plans for expansion of the Suez
Canal, which the Mubarak administration had shelved at least twice, dramatically demon-
strated that attachment.
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FIGURE 9
Average Annual Public Spending on Infrastructure®
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The Second Suez Canal

In August 2014, three months after his election as president, Sisi assigned to the EAF
management of a project to construct a 37-kilometer (23-mile) bypass parallel to the Suez
Canal and widen the existing canal along nearly the same length to allow two-way shipping.
Former Navy commander Admiral Mohab Mamish had promoted the canal expansion
heavily since becoming head of the Suez Canal Authority in August 2012. The project ben-
efited the MOD and favored private sector companies, though its benefit to the national
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economy was dubious. Sisi’s demand that it be completed within one year rather than the
three years it was estimated to require compelled the MOD to hire two foreign consortiums
to undertake the dredging at a cost of over $2 billion, contributing to more than doubling
the initial price tag of $4 billion to $8.5 billion."

But as Sisi and EAF commanders regularly reminded domestic audiences, the entire cost
was to be raised from Egyptian sources: government bonds worth EP64 billion were sold in
a mere two weeks, to approximately 1.1 million Egyptian investors."' Banking on national-
ism proved costly. The expansion project was launched on the assumption that the Suez
Canal would double earnings from transit fees to $13.5 billion by 2023, but these have
actually declined due to the long-term downward trend in global trade and the availability
of cheaper alternative routes.'? The SCA, which borrowed a total of $1.4 billion Egyptian
banks toward the cost of digging the canal expansion, bore financial responsibility, rather
than the state treasury, and was lumbered with EP7.7 billion in annual interest payments.'?
It fell into arrears from late 2017, compelling the Ministry of Finance to step in by pay-
ing off $600 million in overdue loan repayments in March 2019, leaving the SCA to pay
another $300 million it owed foreign banks operating in Egypt.'* The lack of return on
investment moreover underlined the fact that the canal expansion had absorbed around
EP32 billion of domestic capital deposited in banks, which could have been invested in
other sectors of the economy.”

The Suez Canal project nonetheless increased MOD earnings from management fees. It
contracted the bulk of the work to 112 Egyptian companies, many of which had previously
worked with the ministry or had other military connections, such as Dar al-Handasah,
in which the MOD is believed to be a silent partner.' Some contractors were completely
unknown, not appearing in the business register and even lacking websites, let alone pos-
sessing the heavy plant and track record to undertake excavation work, suggesting they were
front companies set up with the knowledge of the MOD—possibly by EAF officers or their
close relatives, as investigate journalists Hosni and Sayyad claim—purely to win lucrative
subcontracts or to profit from selling them on.'” SCA head Mamish claimed that a consor-
tium selected by “an impartial French company” had won the expansion contract, whose
terms had been approved by World Bank experts, but this obscured the fact that the MOD

subsequently awarded the work contracts by direct order.'®

“The Most Important Economic Project in Egypt”

The canal expansion was moreover only the first phase of a broader plan to turn an area
of 76,000 square kilometers (29,000 square miles)—encompassing three governorates
bordering the canal and including the cities of Port Said, Ismailiya, and Suez—into an
international industrial, logistics, and transport hub." Ironically, this proposal replicated
the Morsi administration’s plans for the canal zone (discussed in Chapter 3), an unsurpris-
ing development since both originated in the same concept devised in 2002. Planning to
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develop the zone resumed in the immediate aftermath of the military takeover in July 2013,
with Mamish now calling it “an industrial citadel as well as a maritime passage” and the
“most important economic project in Egypt.”* Reflecting this view, the EAF Engineering
Authority started work in August 2015 on a new north—south highway linking the length
of the Suez Economic Development Corridor at an estimated cost of EP4 billion.?!

Sisi launched the next stage of the new megaproject in November 2015, again closely fol-
lowing the development plan that the MOD had imposed on the Morsi administration in
May 2013. Focusing on the area east of Port Said at the northern end of the canal, it envis-
aged a new seaport, industrial area, logistics hub, and 10,000 housing units, as well as a fish
farm and tunnels running under the Suez Canal.** The area was envisaged as an industrial
and logistical hub that would attract some $40 billion in international investment, with
then minister of investment Ashraf Salman expecting it eventually to account for one-third
of Egypts economy.” By December 2018, Mamish claimed that $30 billion had been in-
vested since 2015 in what he proudly described as a “genius site on the global investment
map,” 75 percent of which came from foreign investors led by China.?* (Chinese companies
may be attracted by Egypt’s free-trade agreement with the United States, which offers them
a means of exporting their goods from qualifying industrial zones to the United States un-

der a “made in Egypt” label.*)

As always, authoritative statements about the financial worth of projects and investments
often confuse contract value with actual disbursement or output. Only seven months af-
ter Mamish’s boast, prime minister Madbouly pressed the heads of the SCA’s seven sub-
sidiary companies to “attain profits, and avoid imposing new burdens on the budget of
the [Suez Canal] Authority or the state.”

Previous grand plans for the zone have

Authoritative statements about  proved problematic. In 2011, several

the f,'nancia[ worth Of projects Mubarak-era cabinet ministers and re-

and investments often confuse ~ t4 EAF officers—ewo of whom had
headed the Maritime Department of the

contract value with actual Ministry of Transport—were accused of

disbursement or output.  gross mismanagement of previous proj-

ects launched in Port Said in 2001, result-

ing in cumulative losses of EP1.75 billion

($295 million). Infrastructure costs for the first phase of the Suez Economic Development

Corridor, which is scheduled to end in 2030, are estimated at $15 billion; the second phase

is supposed to last until 2050.” With an expected price-tag of $50-$60 billion, the Port

Said megaproject launched in 2015 could generate new white elephant schemes on an even
larger scale.”®

Assigning a major management role to the MOD is supposed to mitigate such risks. In
November 2015, Sisi went a step further by instructing the AMA to team up with the EAF
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Engineering Authority and the MOD’s Military Technical College in order to review the
terms of reference for projects, approve bids, clear administrative hurdles, and monitor
expenditure.”” AMA head Major General Mohamed Erfan claimed in May 2017 that a
committee of 312 EAF engineers and 221 AMA ofhcers had reviewed 1,705 “national and
mega’ projects costing EP285 billion undertaken in the preceding fifteen months.”® He
later stated that the joint committee had grown to 800 officers—468 from the EAF and
332 from the AMA—divided into 198 subcommittees that had reviewed 2,542 projects by
January 2018.%' The significance of these numbers additionally lies in the proportion they
represent of AMA personnel. In 2012, then AMA head Major General Mohammed Omar
Heibah said it had 420 officers but needed 1,500; a year later he said it had the budget to
build up to a staff of 800, though actual strength stood at 430.°

This was potentially a significant shift. If it proves successful, it should help military agen-
cies undertake the huge volume of work and achieve economies of scale, while curbing
the scope for profiteering, price-gouging, and outright corruption by officers and private
contractors alike. But the emphasis on terms of reference and administrative process are
unlikely to impact implementation on the ground, where much of the corruption by site
managers or engineers happens. Nonetheless, the continuing opacity of contracts, their
award by direct order, and the “strategic” location of the development zone still left the
MOD with near-total discretion. In August 2013, a communications officer for the de-
velopment project had in fact denied the EAF would be involved in the project at all, but
a few months later Mamish invoked “national security” as a factor in awarding contracts
for work in the zone.”> And favored companies continued to receive contracts for projects

implemented by the EAE

The continuing risk was demonstrated by the General Authority for the Suez Economic
Development Corridor, which was established to manage the overall development plan.
Ahmed Darwish, a competent civilian, initially led the department, but he was dismissed in
April 2017 after being accused of terminating contracts and licenses issued to some of the
many canal zone companies that are headed and heavily staffed by EAF retirees, without
referring to his deputy, Major General Abdul-Qader Darwish (no relation).** Mamish took
over as head of the new authority, while remaining head of the SCA. The board of direc-
tors of the General Authority for the Suez Economic Development Corridor also included
an MOD representative and two retired officers—the head of the Port Said Port Authority
and the Suez governor—and the head of the EAF Engineering Authority was added in
December 2018.>> MOD influence is supplemented by its informal hold over lesser state
bodies operating in the zone, such as the Red Sea Ports Authority, also headed by a retired
Navy admiral.

The MOD has achieved a complete reversal of fortunes since Morsi’s proposal threatened its
economic stake in the Suez Canal zone in 2013. Far from being overshadowed by the new

development authority that Morsi had proposed, the SCA—the MOD’s main economic
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vehicle in the zone—instead extended its effective suzerainty over all development and re-
lated public works in the country’s most important economic growth region. This addition-
ally reinforces the MOD’s de facto hold on much of Egypt’s energy sector, since a majority
of oil and gas resources and infrastructure lie in or go through the Suez Canal corridor.
The potential gains to be made were boosted considerably by the start of production at the
massive Zohr offshore gas field at the end of 2017. And even if all public works undertaken
as part of these mammoth schemes are completed with minimal corruption or waste, they
ensure decades of project management fees for the MOD.

Bright Lights, Big City

Speaking at the highly publicized Egyptian Economic Development Conference in Sharm
el-Sheikh in March 2015, then housing minister Mostafa Madbouly announced the launch
of what he described as a “giant project,” the construction of a new administrative capital
east of Cairo. Presented as a “Smart City [that] will take advantage of the sustainable tech-
nologies of today as well as be adaptable to future technologies,” it promises to provide 1.1
million housing units for a population of 5 million, allow the transfer of “the entire state
administrative apparatus” (except for some ministries) and foreign embassies from Cairo,
and alleviate congestion and overpopulation in the old capital over the next forty years.*

Madbouly moreover claimed that the new capital, which he boasted would compare with
New York and Barcelona, would not cost the Egyptian state “a single millim,” as construction
would be funded commercially in partnership with the private sector and foreign investors.
And yet the government was almost immediately compelled to allocate EP5 billion ($639
million) to the project, which had to borrow an additional EP1 billion in September.?”
Estimates of the overall cost fluctuated wildly: the housing minister initially set it at $45 bil-
lion over five to seven years, while Mohammed al-Abbar, CEO of the main private contrac-
tor involved, doubled the estimate to $80—$90 billion (then EP500 billion) and minister of
investment Ashraf Salman extended the anticipated timeline to over twelve years.?® Actual
spending on the new capital’s infrastructure reached EP140 billion by March 2019, accord-
ing to the official spokesperson for the project.”

Fluctuating cost estimates and overruns so early in the project were partly the result of Sisi’s
insistence that the first phase of the new capital be completed within two years, by the end
of 2018.% Urgency again influenced his choice of the EAF to manage the project, ensuring
it a long-term income stream from management fees, partnerships with major foreign com-
panies, and massive new scope to cement ties with favored subcontractors. These included
clan leaders from South Sinai, who are being compensated for their loss of income from
tourism due to the EAF’s ongoing counterinsurgency campaign and co-opted into support-
ing the government.*’
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Also involved were familiar public business and private sector companies Arab Contractors,
Hassan Allam, Taalaat Mostafa Group, Palm Hills, Petrojet, and the Holding Company for
Construction and Development.*? Behind the scenes, several of the bigger private companies
had balked at investing in the capital, but were intensely pressured to do so0.”® Speculators
and real estate developers have nonetheless responded to the high political premium placed
on the new capital by flocking to it while reducing their investment in previously attrac-
tive areas around Cairo, sharply driving up the market value of the MOD’s extensive land
holdings between the existing capital and the Red Sea as a consequence. At the same time,
the umbrella company set up to manage the new administrative capital project (51 percent
owned by the MOD) was granted ownership of government buildings in Cairo that would
be vacated following the transfer of ministries and other agencies, granting it prime real
estate in central parts of the old capital.*

The new administrative capital demonstrates that the MOD now occupies a position once
held by big businessman Osman Ahmed Osman under Nasser and Sadat, who was allowed
to run the publicly owned Arab Contractors Company as a quasi-private firm. The MOD
is similarly assured of a very long lease of management fees and of construction and follow-
on maintenance contracts, and has advance knowledge of new megaprojects, allowing it to
orient its activities and investments accordingly. So not only was the MOD ready to start
work on the new administrative capital as soon as Sisi had approved the plan in mid-June
2015, but it had already started construction of the connecting road network earlier.”

Another important development was the appearance of a new military economic actor. On
November 29, 2015, Sisi issued Presidential Decree 446 amending the powers of the EAF’s
Land Projects Agency, which was set up by presidential decree in 1981 to manage the sale of
real estate no longer in use by the armed forces. The agency was now authorized to engage
in commercial activity and “develop its resources, for which purpose it may form companies
in all their guises, whether on its own or jointly with national and foreign capital.” Sisi
followed up on February 8, 2016, with Presidential Decree 57 instructing the Land Projects
Agency, NUCA, and NSPO to form a public limited company to undertake planning,
construction, and later development of the administrative capital and Sheikh Mohammed

bin Zayed City.

The Administrative Capital Urban Development Company (ACUD) was duly formed un-
der Law 8 of 1997 on Investment Guarantees and Incentives, which was designed to attract
foreign investors to Egypt with the offer of tax and customs exemptions and nontax incen-
tives such as reduced energy prices and government subsidization of social security charges
for labor. The MOD and NUCA shared ACUD’s startup capital of EP6 billion, although
ACUD spokesperson Major General Khaled el-Husseiny revealed in May 2018 that the
MOD and Ministry of Housing had injected EP204 billion (approximately $11.4 billion
at that time) into the project, leaving the MOD with 51 percent ownership and NUCA
(nominally representing the Ministry of Housing) with 49 percent.”” The MOD and
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NUCA held five and three seats, respectively, on the company’s thirteen-member board.*
Initially a civilian was made nonexecutive chairman, but EAF retiree Major General Ahmed
Zaky Abdeen replaced him with full executive powers in August 2017. Presidential Decree
57 additionally allocated a total of 16,645 feddans (over 17,000 acres) around Cairo to

the NSPO for construction of the admin-

) istrative capital, with the value of the land
A legal framework to govern relations constituting the NSPO’s share of equity

between military and civilian investors  in the project.”
has not yet been devised, but being As the establishment of ACUD showed,
able to use land as commercial equity by allowing the MOD to use state land
gives the former permanent leverage  as its share of capital in joint ventures,

over private sector partners. Premdentla'l Decr‘e? 57 effectively locked
such land into military control to an un-

precedented degree. The MOD already

controlled use of state land under existing laws, as it repeatedly reminded the public, for

example when assuaging fears that foreign companies would acquire national territory un-
der the guise of joint ventures in the Suez Economic Development Corridor and elsewhere.
A legal framework to govern relations between military and civilian investors has not yet
been devised, but being able to use land as commercial equity gives the former permanent
leverage over private sector partners, whether domestic or foreign. This includes limiting
recourse to civilian courts in the event of disputes, since military partners are subject only
to the jurisdiction of military courts. The same jurisdiction will presumably apply to the
Air Force’s al-Qatameyya and Cairo West bases, which were opened to civil aviation in May
2015 in order to serve the new administrative capital and receive traffic overflow from Cairo
International Airport.*

Smart Utopias for the Affluent, Desert Cities for Workers

These patterns also apply to the three other smart cities (in addition to the new adminis-
trative capital) under construction by the EAF’s Engineering Authority and Megaprojects
Department as of early 2019: al-Galalah International City, New Alamein, and New
Alexandria. The “smart” label denotes a new marketing approach following the serial fail-
ures of the first three generations of desert cities, now with an emphasis on high-end urban
projects offering luxury housing and facilities and natural advantages such as beach fronts or
elevated views intended to attract upper-middle-class customers and investors. Predictably,
it also reflects the central role of information technology, whether in managing infrastruc-
ture in the new cities or enabling surveillance of their inhabitants. The new administrative
capital will include a separate smart city designed by the MOD’s Information Technology
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Department for the Ministry of Interior, for example, which will allow the police to moni-
tor the rest of the capital.”!

According to Madbouly, the aim of both New Alamein and New Alexandria is to “trans-
form northern coastal areas into residential cities instead of summer resorts that work only
one or two months a year.””” The former has a target population of 4 million, and may be
designated as a summer capital.”” Serving this objective, the EAF Engineering Authority
is building additional trunk roads—officially labeled “national roads” to distinguish them
from other roads—connecting Cairo to the northern coast at Alamein and Dabaa, where
the MOD is involved in building a city around Egypt’s nuclear plant project.”* Notably,
the New Alamein project received technical assistance from the United Nations Human
Settlements Program (UN-Habitat) and funding for demining (paid to the MOD) from

the United Nations Development Program and the European Union.”

New East Port Said, conversely, is another “1-million” city designed to attract industry,
services, white collar and skilled workers, and youth entrepreneurs.”® The city of New
Mansoura that the NUCA is also building in the Nile delta again reflects the corporat-
ist perspective of government and military bureaucrats, in which neighborhoods or entire
cities are designated for specific social strata. Boasting a Dubai-style, artificially created
palm frond waterfront, it is intended specifically for middle-class families that cannot afford
housing in the superior smart cities, along with social housing for lower income groups,
with a target population of 1.5 million.”

Al-Galalah International City combines all these functions. Lying at the heart of the emerg-
ing special interest zone of the military, it is presented as a “complete and comprehensive
city comprising all facilities and governmental and service centers such as hospitals ... with
multilevel residential areas for all classes,” it will eventually boast the King Abdullah
University, an Olympic village, and a massive tourist complex.”® The region, which also
contains mines and marble quarries, forms a link between the new administrative capital
and Ain al-Sukhna, which has emerged since 1998 as a linchpin of multiple military inter-
ests, with its deep-sea port, tourist complexes, airport, industrial zone, and NSPO fishery.
The industrial zone is moreover touted as part of a grand scheme, along with a “technology
valley” in Ismailiya, to generate 1 million direct job opportunities.”” And in late 2015, the
EAF Engineering Authority also commenced construction of what it bills as an Egypt-
Africa highway paralleling the existing highway from Port Said to the border with Sudan,
which will run through al-Galalah and Ain al-Sukhna, along with connecting and lateral
roads totaling 3,000 kilometers.

In anticipation of this massive construction surge, the government approved a 100 percent
increase in the NUCA budget in February 2015, reaching EP28 billion ($3.68 billion).
In stark contrast, the Slum Development Fund was allocated a mere EP500 million, or
less than 2 percent as much as the new cities.®” Ignoring the dismal track record of desert
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and satellite cities, the EAF and NUCA announced planning or construction for four new
towns in northern Sinai, with the stated aim of generating development in the region.®!
Work also commenced on building New Ismailiya on the east bank of the Suez Canal,
which the state information service described as a “multi-service residential city” intended
to house the workforce of the Suez Economic Development Corridor and to “realize one of
the national security objectives of the reconstruction of Sinai.”®

However, the goal of providing up-market middle-class housing and gated communities
clearly drives much of the new urban development. The complex inaugurated by the MOD’s
Department of Armed Forces Clubs and Hotels in Alexandria in February 2017, which
included a yacht marina, exclusive restaurants, and a skipper training school, exemplified
the growing investment in luxury leisure projects.”® Reflecting the true target audience,
residences in smart cities have moreover been marketed through a traveling “Egypt Property
Show” that has so far targeted Egyptian expatriate communities in Abu Dhabi, Dubai, and
London. Organizing the show is Tawasol, the media company established by Falcon Group
International that has fronted several acquisitions by Military Intelligence.* Indeed, dur-
ing his initial presidential election campaign in 2014 Sisi specifically stated his hope that
Egyptians living abroad would provide $120 billion of the $140 billion cost of his grandiose
“Map of the Future” plan for effecting “a quantum leap in the Egyptian economy.”®

The increasing involvement of MOD agencies in high-profile educational ventures with
international partners further confirms the upward class mobility sought by the EAF senior
officer corps. In January 2018, the head of the EAF’s Megaprojects Department said it was
overseeing construction of six new “international universities” in the new administrative
capital.®® He added that the department was delivering four new universities in other ar-
eas—King Salman in South Sinai, al-Galalah in al-Galalah International City, Egypt-Japan
University of Science and Technology in Borg al-Arab (Alexandria), and Egypt National

Project for Scientific Renaissance in 6 October city—and facilities at nine other universities.®’

That the military is consciously positioning itself as part of Egypt’s globalized “new middle
class” is also evident in the Badr International School in Salam City, which was built by the
MOD and teaches what it describes as a U.S. curriculum. It is overseen by the Third Army;,
which almost certainly subsidizes the enrollment of the children of its officers, who could
not otherwise afford the annual fees of EP20,000—EP40,000.% This class bias dovetails with
social screening to exclude applicants from low-status backgrounds from entering military
(and police or judicial) academies—a discriminatory practice known as kashf al-hayab that
evolved in the Mubarak era and is now used across the board.

The emphasis on creating prime real estate was also reflected in the amendment of NUCA’s
mandate in early 2018 to include constructing “new communities” in re-planning zones
within existing cities and villages, rather than in desert land.*” A prominent example is the
Nile River island of Warraq in the center of Cairo, which was placed under the authority
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of NUCA in December 2018 with the intention of creating an upmarket neighborhood
of high-rise buildings and a marina. This built on a pattern established at least since 2001,
when Mubarak awarded Qursaya, another mid-Cairo island, to the MOD, which approved
a tourism development there in 2007 and attempted to evict its inhabitants by force in the
wake of the July 2013 coup.” As with other luxury urban redevelopments in Cairo, such
as Maspero Triangle, formerly home to 41,000 working class residents, Warraq’s 90,000
inhabitants were told they could receive replacement housing in desert cities.”*

Anecdotal evidence indicates that the new luxury high rises remain empty, as they target a
social stratum that no longer has the capital to invest. The drive to generate revenue through
one of the state’s most important and abundant assets, land, is proving counterproductive
even as it triggers competition between military and civilian economic actors to invest even
more in real estate ventures. Yet Sisi and the government, with the active aid and abetting
of the military, have launched or decreed seventeen new cities and towns since 2016 by one
count, although the population of existing new urban communities accounted for only 3.8
percent of Egypt’s total population increase annually.”

Military Social Benevolence and Paternalism

The new cities have been lauded by government media for their “comprehensiveness and
breadth, and their spread all over the country.” A glowing survey of new projects in the
official information service argued they would contribute “in one way or another to achiev-
ing the economic balance, and establishing bases of social justice in its large concept and
therefore reducing unemployment and poverty,” and to “re-distribution of the population
over a number of new cities in all regions of the Republic, including Sinai and the northern
coast and surrounding areas.””?

However, lower-income groups such as the former inhabitants of Maspero Triangle and
Warraq Island are not moving to the desert and satellite cities being constructed by NUCA
and military agencies. Instead, they relocate to substandard housing unconnected to public
services in other parts of Cairo. As urban development expert David Sims notes, virtually all
areas that have been designated for the relocation of small industries are in remote zones or
new towns that impose heavy transport costs on owners and workers and crowd out more
effective industrial policies for boosting employment and manufacturing.”

Ignoring the failure of these top-down approaches to assigning the spatial distribution of
social housing and workplaces, the EAF’s Megaprojects Department announced in January
2018 that it was working on 124 projects to build facilities for 424,000 social housing units
for rural and Bedouin communities, and on at least two “model villages” for university
graduates east and west of the Suez Canal.”” Madbouly estimated total planned invest-
ment in megaprojects in Sinai at EP150 billion by late 2017, besides projects tendered by
NUCA to build 340,532 “social housing units” (apartments for low-income residents) in
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twenty-two new cities at a cost of EP37 billion.” The timetable for attaining these targets
was unclear: AMA head Mohamed Erfan claimed that the overall delivery rate had risen
from 48,000 housing units annually before 2014 to 81,000 in 2017, and so completion was
unlikely for at least a decade. But the latest

. . . housing projects were in addition to others
While the construction of social already under way, and so were certain to

housing is certainly needed, it  face serious delays.”

comes as part of an overall While the construction of social housing
approach to urban development is certainly needed, it comes as part of an

that has done little to alter stark  overall approach to urban development

socioeconomic realities.  that has done little to alter stark socioeco-

nomic realities: the top 5 percent of land-

owners owned 57 percent of agricultural

land, while the bottom 43 percent owned less than 1 percent in 2015, even when reclaimed

areas are taken into account; the number of Egyptians living in abject poverty had risen

to 32.5 percent by 2019, at which time illiteracy stood at 25.8 percent.”® The military ap-

proach to social and economic development moreover reflects the marked paternalism of

the Sisi administration, as is evident from the military’s involvement in his Long Live Egypt

Fund. In June 2014, the MOD placed EP1 billion (then $141 million) of the NSPO’s

funds at the fund’s disposal; one of its senior officials later revealed that it was kicked off
with EP4.7 billion from the military.”

Since then, the military has contributed to projects funded by Long Live Egypt such as
providing prevention and treatment of eye impairment at military hospitals, under an EP1
billion grant awarded to the Nour al-Hayat charity.® In another example of this approach,
the EAF chief of staff and minister of military production provided 600,000 food packages
as a religious donation to the intended residents of eighteen “development communities”
under construction by the EAF Engineering Authority in north and south Sinai in January
2019. The new homes were additionally to be furnished and equipped with electric ap-
pliances donated with the help of the Misr al-Kheir charity, another of several programs
launched at Sisi’s prompting.®' But the primary objective of this approach is to prevent
social protest and political instability, as demonstrated when the EAF offered reduced fares
on its own buses following the sharp increase in fuel prices in July 2014, or when it supplied
markets with 8 million food boxes at cheap prices following the 48 percent devaluation of

the Egyptian pound in November 2016.%

Infrastructural Synergies

Military agencies have inevitably been heavily involved in building associated infrastruc-
ture and service facilities for the new cities, significantly expanding both the scale and the
scope of their economic activity. This included three new airports: Capital International
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Airport serving the new administrative capital, Sphinx International serving the 6 October
and Sheikh Mohammed bin Zayed Cities and surrounding governorates, and Melleez
International Airport at Bir Gifgafa (Rephidim) in Sinai, which is claimed to have a capac-
ity of 1.7 million passengers annually.* The EAF Engineering Authority advertised Melleez
as improving access to the NSPO’s major cement factory and to local marble quarries and
agricultural and hunting zones.** The authority similarly claimed that its work on Highway
6 in Sinai served both a new technology hotspot and the NSPO cement factory at Arish,
“which is supposed to increase output in the coming period to seven million tons annually
to reduce monopolies and bring down market prices.”®

Melleez was in fact one of two airports being built by the EAF in Sinai, effectively its eco-
nomic backyard. The MOD and several other ministries and state agencies commenced
planning for an airport at Ras Sedr in late December 2015, which was proposed as a joint
venture between the MOD and private investors on a build-operate-transfer basis, with a
seventy-year franchise.®® Typically, those lobbying for the airport resembled an EAF roll
call: the South Sinai governor, assistant secretary general of the governorate council, head
of Ras Sedr City, and assistant director of the Projects Department of South Sinai were
all retired EAF major generals.”” Most telling of the military stake, however, was that the
terms of reference for the airport contract were issued by Lieutenant General Osama Askar,
Commander of East of Canal Forces for Combating Terrorism.*

Water and wastewater infrastructure is another important sector affected by the big push. The
government committed to increase capacity by up to 50 percent by early 2018 and awarded
the lead role to the National Authority for Potable Water and Sanitary Drainage, which
has been headed by a retired EAF major general since 2011. Previously NAPWASD had “a
reputation for delays and cost overruns, low quality delivery and limited transparency” and

was relatively inactive. But in mid-2016 it

- ) L claimed to have received nearly $1 billion
Military agencies have inevitably  in World Bank and European Union loans

been heavily involved in building ~ for planned new projects.”” Other major
associated infrastructure and service ~ 2signments followed, including develop-
facilities for new cities, significantly istrative capital, and the authority’s budget
expanding both the scale and the  rose from $562 million in 2015-2016 to

scope of their economic activity. $999 million (EP8.87 billion) the follow-
ing year.”

ment of infrastructure for the new admin-

These projects also notably benefited the military directly. As a consultancy study in 2011
noted, the MOD and MOMP are large consumers of water and active in constructing and
operating water and wastewater treatment plants, both for their own use and as general
contractors to the civilian sector.”” Their role has increased exponentially with the massive
construction surge since 2013. The EAF Engineering Authority has undertaken projects to
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build canals and tunnels to transfer irrigation and drinking water under the Suez Canal and
its secondary branch, to farms on the eastern bank and to 100,000 feddans of the projected
420,000-feddan land reclamation scheme in Sinai.”? It issued the tender for water desalina-
tion plants that will provide 150,000 cubic meters a day for al-Galalah International City
it is constructing at elevations of 700—1,200 meters above the Suez Gulf, at a total cost of
$500 million. The authority also undertook work to supply the mammoth new NSPO
fishery in northern Sinai with the massive volume of fresh water it will require.”

The most important instance of synergy, however, is arguably the massive complex centered
on the Red Sea port of Ain al-Sukhna that has emerged in the course of the past two de-
cades. Launched in mid-1999 with a twenty-five-year concession from the government and
operational since 2002, al-Sukhna was the first fully private port in Egypt (and still only one
of two). In 2004, the MOD completed a new highway connecting Cairo to Ain al-Sukhna,
and started to lease land on which the EAF barracks and other facilities stood to tourist de-
velopers. The MOD has made the area a nodal point of infrastructure, industry, trade, tour-
ism, and upper-middle-class housing since 2013, and a magnet for foreign investment and
public-private partnerships. Its deepwater facility now serves the new administrative capital
as well as Cairo and, as importantly, land reclamation, agricultural, and mining ventures
owned or managed by the military in inland governorates such as New Valley, which the
military has connected with publicly funded highways. There is a similar synergy between
the Abu Tartour mining complex, which is undergoing major expansion, and the NSPO,
which owns the Nasr phosphate factory in Ain al-Sukhna and has a 20 percent share in the
joint stock Egyptian Marketing Company for Phosphate and Fertilizers that was established
in October 2018 as the exclusive commercial agent of all phosphate producers in Egypt.”*

In part, Ain al-Sukhna reflects the approach adopted by the government of grouping re-
lated industries and services in geographical clusters to enhance synergies and net value.
The MOD was involved in the creation of the first cluster in Robiky, moving leather tan-
neries from central Cairo and setting up a production and maintenance facility (to be built

by the MOMP).*>

Ain al-Sukhna is moreover developing as a linchpin for infrastructure and economic sec-
tors in which the military also has vested interests along the Red Sea littoral stretching over
1,000 kilometers (675 miles) from the southern end of the Suez Canal to the border with
Sudan. Unsurprisingly, EAF retirees head all governorates and relevant government agen-
cies such as port and development authorities within the region. Ain al-Sukhna’s proximity
to the South Suez Economic Zone ties it to shipping and services through all ports up to
Port Said at the northern end of the Suez Canal and to Arish on the northern Sinai coast.
This includes reception, production, storage, and export facilities for petroleum, natural
gas, and their derivatives; in 2018 alone contracts worth $10.9 billion were signed for what
is expected to be the largest naphtha cracker plant in the world, the Tahrir Petrochemical
Complex.” The military is meanwhile also investing in expanding ports farther south such
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as Safaga, partly on land leased by the MOD, which will allow exports from ventures in the
New Valley.”” This and other developments are part of a government plan adopted in 2016
for the “golden triangle” in southern Egypt, another major focus for the military, with the
aim of building up mining, tourism, and other economic interests on the Red Sea coast.”®

Ain al-Sukhna and its region also reflect the Sisi administration’s social and political al-
liances. Al-Galalah International City is developing as a military-managed extension of
the upper-middle-class resorts and residences of Ain al-Sukhna, along with significant in-
vestment in manufacturing and extractive industry. And in August 2019, Sisi transferred
75,000 feddans around the major tourist destination of Hurghada to the MOD, along with
control of forty-seven Red Sea islands used by tour operators to offer snorkeling and safaris,
which he declared “strategic zones of military importance.”” Ain al-Sukhna also embodies
the alliance with the UAE: Dubai Ports World acquired a 90 percent stake in the port in
2008, and Emirati capital is invested in the Tahrir Petrochemical Complex.'®

Haste Makes Waste

Sisi’s deployment of the military to undertake megaprojects imparted a tangible sense of ur-
gency that was backed by repeated promises to deliver on accelerated schedules. The EAF’s
Megaprojects Department started designing New Ismailiya in January 2014 with the aim
of delivering a city for 314,000 people by the end of 2016, for example, while in May 2015
Sisi promised that 1 million feddans of land would be reclaimed in “no longer than two
years,” a target that remained far from completion as 2020 approached. These statements
were accompanied by inflated claims of how many jobs could be generated—New Ismailiya
would supposedly employ 80,000 people permanently and another 2 million indirectly—
and of record delivery times—such as the boast that three new international airports “were
completed in no more than a year,” instead of the scheduled two years.'”

To deliver swift results, the MOD had to hire inexperienced companies and agencies. State-
owned petroleum services company Petrojet found itself building housing and roads in
the New East Port Said city project, for example, as well as digging tunnels under the Suez
Canal.'* It lacked the labor and relevant expertise, but subcontracted smaller companies,
assigning quotas of housing units or different stretches of road to each, which they built
under military supervision.'”® The EAF Megaprojects Department did the same, employing
thirty private sector firms to work on 219 kilometers of Highway 6 in Sinai.'**

Yet the politically motivated drive to show swift results also raised costs: to attract sufficient
workers to al-Galalah, for example, the EAF Engineering Authority offered above-average
wages. It offset other costs by persuading some firms to undertake work for free, such as
digging tunnels under the Suez Canal, which they accepted in the hope of securing fu-
ture contracts.'” Even when they were paid, these firms may have received below-market
rates—in contrast to foreign contractors—and made to absorb the losses. But the MOD
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was also willing to incur costs itself for the sake of speedy delivery where it was expedient;
for example, the EAF Engineering Authority financed U.S. company General Electric to
expedite installation of twelve turbines in Asiut and West Damietta rather than wait for
state funding.'%

As egregious is the extraordinary draw of virtually all military-run megaprojects on Egypt’s
water resources. These are under severe pressure, with the country already below the thresh-
old of water poverty and heading toward absolute water scarcity by 2025. Yet the new ad-
ministrative capital is expected to consume over 500 million cubic meters of water annually
on completion; plans to siphon some 200,000 cubic meters of water a day from nearby
satellite cities again demonstrate how political considerations trump cost-benefit analysis
and resource scarcity.'”

As this case shows, the military tends to respond to a challenge with simple engineering
fixes that do not resolve the main problem. Indeed they may aggravate it: desalination
of seawater to supply new cities and megaprojects on the northern Mediterranean shore
or around Ain al-Sukhna on the Red Sea is fuel-intensive. So is pumping water from the
Nile or underground aquifers to higher terrain or through cross-country canals or tunnels
under the Suez Canal to water-hungry land reclamation schemes and agricultural projects.
Wastewater canals moreover carry toxic industrial and agricultural waste, affecting down-
stream areas such as Kafr el-Sheikh, home to a significant part of Egypt’s fish stocks.'”® And
yet the NSPO is rapidly expanding fish farming there and in northern Sinai to increase food
supply (discussed below), magnifying both the demand for fresh water and the generation
of waste that flows back into canals and the sea. These projects are moreover concentrated
in areas most threatened by the potential rise of sea levels due to global warming, putting
them at risk.

Indeed, environmental impacts of military projects generally are impossible to verify or eval-
uate since any technical studies or documentation relating to them are kept under wraps.
For example, the NSPO’s major farming projects in East Owaynat draw on a deep ground-
water aquifer believed to be nonrenewable.'” No less importantly, the NSPO has launched
a major new fishery in Lake Burullus, which is one of several Nile delta lakes found in 2008
to have concentrations of heavy metals above internationally permissible limits including
iron, zinc, copper, manganese, cadmium, and lead. These lakes had moreover shrunk due
to land reclamation, conversion into fish farms, and overgrowth of aquatic vegetation and
suffered from industrial and agricultural discharge as well as petrol combustion from boats
and automobiles, resulting in an overall contraction of their share of national output of fish
from 40 percent to 12 percent.'® The government has moreover warned about rising salin-
ity in the Delta, where most of the country’s rice is grown, and restricted rice cultivation in

response, and yet the NSPO’s new fisheries are major consumers of fresh water.!!!
P b4 J
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In theory, the NSPO or other military agencies could actually be applying the international
standards and best practices they (and civilian counterparts) claim for virtually everything
they do. But none of the many such pronouncements reviewed for this report mention
specific environmental safety measures or initiatives, suggesting that the greater premium
is placed on maximizing output at minimum cost. Nor has the military identified counter-
ing environmental damage among its priorities in the civilian domain; Egypt was identi-
fied in June 2019 as the biggest contributor to mismanaged plastic waste in the entire
Mediterranean basin, accounting for 42.5 percent of the 6.6 million ton total, and generally
mismanages 93 percent of its plastic waste streams, to take just one example of a sector in
which the NSPO and military factories are active.''?

Similarly, according to the Egyptian cabinet’s own Information and Decision Support
Center, around 80 percent of the entire country’s annual industrial effluent was being dis-
charged untreated into the Nile and its waterways in 2007."> And yet the EAF intervened
to suppress local inhabitants protesting the potential environmental effects of expanding a
(civilian) petrochemical plant in Damietta in November 2011, for example, while protest-
ers campaigning against three similar factories that were inaugurated in Fayoum a month
later were told nothing could be done since the factories were owned by the MOMP.!*4

As a study published by the International Food Policy Research Institute in 2018 noted of
megaprojects launched in Egypt over the past several decades, they have been “large-scale,
with broad visions (usually accompanied with political dimensions), multiple objectives,
and extremely high costs. Their impact is often large enough to be irreversible.”'"> The
continuous expansion of military-managed construction and industrial projects and of its
new extractive projects for heavy metals (such as the NSPO’s black sand factories discussed
below) in heavily inhabited and agricultural areas has the potential to raise the environmen-
tal costs very considerably, precisely because they escape external monitoring and control
despite relating to civilian purposes.

A STRATEGIC GOLD RUSH

Much of the military’s expanding economic role since 2013 has taken place in geographical
zones long designated as strategic—the Suez Canal and its development corridor, Sinai and
the rest of the Red Sea coast, and other border areas—and in sectors deemed of strategic
value to the national interest and well-being—such as social housing and land reclamation.
The military is deemed—Dby itself as much as by others—the only state institution capable
of spearheading national projects on this scale and of providing the capital needed—espe-
cially human, and occasionally financial. But the military has also exploited its effective
suzerainty over strategic zones to intensify its commercial exploitation and pursue spin-off
activities that lie in, or pass through, those zones. In doing so, the military has displaced
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civilian economic actors—both public and private—in sectors such as the fish industry,
transport infrastructure and operations, and agribusiness and imports.

Utilitarian Zoning

As noted in Chapter 3, Sisi gave an early demonstration of the commercial utility of strate-
gic zoning by designating the southern Shalateen border area a military zone in November
2014, enabling the MOD and NSPO to develop extensive mining and quarrying interests
(including gold prospecting).''® He again demonstrated the utility with Presidential Decree
233 of 2016, which designated twenty-one national roads as “strategic zones of military
importance.”'"” Several of these roads connected areas of military economic activity, such
as the land reclamation project in Farafra in the New Valley and New East Port Said. But
many connected popular tourist resorts and main cargo and passenger terminals in Sinai
(Port Said to Sharm al-Sheikh, Nuweibe, and Taba), the Western Desert (Siwa and the
Western Desert Oases), and the Cairo—Red Sea hub (at Ain al-Sukhna). The EAF patrols
these highways, dealing with traffic accidents, levying fines, and referring cases to military
18 In May 2017, Major General Sayyed al-Shahed, assistant for financial affairs to

the minister of health, additionally revealed that Sisi had entrusted the EAF with setting up
119

courts.

first-responder posts on highways.

Decree 233 moreover placed land to a depth of 2 kilometers on either side of national roads
under the control of the MOD, effectively granting it a significant commercial franchise.
Cabling for internet and telecommunications, a sector the MOD has sought to enter ag-
gressively, will almost certainly be laid in this strip of land. Indeed Egypt Telecom, which
owns this sector’s infrastructure and re-

tains a de facto monopoly in it, had pre- .
ousl q pow P Member of Parliament Mohamed
viously announced that it would replace

the outdated copper cable network with Anwar Sadat was one of the few to
fiber optic cables with the target of reach-  openly argue that any income from
ing 4 million customers by the end of the highways should accrue

powers, the MOD may confer its stan- to the treasury as they had been
dard exemptions for income tax, prop- built with state funds. Others

erty tax, and customs duties to compa-  were more Comp[iant_
nies it awards franchises in these highway

2015."% Furthermore, under its existing

zones. The prospective diversion of rev-

enue from the public purse compounds the allocation of usage tolls on the highways to the
MOD. And by instructing the EAF to remove encroachments on state land encompassed
by all roads designated as “national,” not just “strategic,” Presidential Decree 233 gave the

military effective control of the intercity network as a whole.'!
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Member of Parliament Mohamed Anwar Sadat was one of the few to openly question
Presidential Decree 233, arguing in a public release that any income from the highways
should accrue to the treasury as they had been built with state funds in order to help eco-
nomic development.'** Others were more compliant. Hisham Ibrahim, professor of finance
and investment at Cairo University, countered that the EAF was entitled to benefit com-
mercially “since the roads were built on its land and it has the right to compensation.”* But
subsequent decrees consolidated the MOD’s advantage. On February 28, 2017, Presidential
Decree 77 transferred 60,000 feddans of arable land in the “green belt” belonging to 6
October city to the Sheikh Mohammed bin Zayed City. This turned agricultural land into
high-value residential real estate in areas adjacent to the Rod al-Farag road complex, which
connects central Cairo to outlying suburbs and satellite cities, and to nearby highways now
under MOD control."* Similarly, Presidential Decree 101 issued on the same day awarded
the MOD 14,596 feddans in the vicinity of the Dabaa nuclear complex on the northern
coast, again connecting ultimately to the Rod al-Farag road complex, which has emerged as
a magnet for overinvestment of public funds.'*

In parallel, the MOD planned expansions in more traditional areas of activity. A prime
example was the launch of a project to build an “airport city” near Cairo International
Airport in August 2014, shortly after the announcement of the second Suez Canal scheme.
Designed as a mixed services, tourism, entertainment, and sports complex with an initial
cost varyingly estimated at between EP6O0 billion and EP100 billion, those responsible
claimed it would generate 100,000—120,000 jobs and EP422 billion in income between its
intended completion date in 2020 and 2040.'*° In this instance, retired EAF major generals
were the prime movers, including two successive heads of the Cairo International Airport,

the head of the Civil Aviation Authority, and the Giza governor.

Displacement 1: Feeding Egypt Fish

The MOD also consolidated its interests in the Sinai Peninsula, the neighboring Suez Canal
zone, and the Nile delta, most notably with a major foray into fish production. In January
2015, the NSPO announced the establishment of a new venture, the National Company
for Fishery and Aquaculture; its initial cost was announced as EP1 billion (then $100 mil-
lion), revised to EP1.7 billion by its inauguration in November 2017.'” Heading it was
Major General Hamdy Badeen, the former head of Military Police who had been accused
of ordering excessive violence against demonstrators and coerced virginity tests on female
detainees in 2011."%

The establishment of the National Company for Fishery and Aquaculture revealed two
significant trends. First, in contrast to other sectors involving public funding and eco-
nomic output in which military-affiliated agencies partner or share sectors with civilian
government counterparts, the new company has almost completely displaced the General
Authority for Fish Resources Development (part of the Ministry of Agriculture), which saw
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its budget slashed by 75 percent cumulatively in 2014-2016."% By fall 2015, the NSPO’s
National Company for Fishery and Aquaculture had assumed management of fisheries in
Lakes Bardawil, Burullus, and Nasser and in feeder basins along 120 kilometers of the Suez
Canal expansion.'® These areas had previously come under the general authority, which
lost control of an additional 123,500 feddans of land for fish farming in New East Port
Said, Berket Ghalioun (which produces 200,000 tons of fish annually), and Ain al-Sukhna
by August 2016, on Sisi’s orders.””! In February 2017, Sisi assigned Badeen to oversee all
government agencies involved in increasing fish production from Lake Nasser and to set
up four new plants to process crocodile products.”* And in November the president in-
augurated a “fishing industrial city” at Lake Ghalioun, comprising factories for fish feed
(“the largest in the Middle East”), ice, and foam containers, and he approved plans to build
similar facilities at Lake Bardawil.'?

Second, the National Company for Fishery and Aquaculture has become an additional
means of inserting the MOD into the country’s external trade links. In fact, the Egyptian
military had been accused of illegal seabed trawling in Yemeni territorial waters in the Red
Sea as early as 2003, using civilian boats. But now it sought to enter this market formally.
According to Central Bank Governor Tarek Amer, Egypt imported fish worth $800 million
in 2016; press reports on the company’s activities frequently emphasized the aim of increas-
ing local output to meet domestic demand.'** Underlining the importance attached to the
enterprise, the Kafr el-Sheikh and Port Said governors—both retired EAF major generals—
toured the new fish farms with Badeen in April and September 2016.'%

Badeen’s announcement in August that the company had obtained its first export license for
a joint fish farming venture with a Chinese company also revealed a clear profit motive.'*
This was followed in November by a joint venture with a Cypriot company that aimed to
produce 50,000 tons of fish annually for export to Russian, French, and British markets.
Significantly, the National Company for Fishery and Aquaculture hoped to access foreign
loans of €400 million through its Cypriot partner, confirming the pattern of using joint

ventures as means for securing funding and technology."”’

Paradoxically, Badeen visited
Mauritania to secure fishing rights for Egyptian vessels in March 2017 and visited Eritrea
the following month to sign deals to import fish, whether in a bid to secure Egypt’s needs
until local output had built up or to capture the price differential between imported Red
Sea and Atlantic fish and exported Egyptian fish.'*® Either way, this was another instance of

the MOD inserting itself into the country’s supply chains.

Displacement 2: Cities of Marble, Salt, and Black Sand

By a twist of fate, much of Egypt’s mineral wealth lies in the extensive strategic zones con-
trolled by its military. The MOD’s foray into gold prospecting in the Shalateen border area
with Sudan was noted in Chapter 3, but since 2013 the ministry has also established quasi-
monopolies over marble quarrying, salt production, and commercial exploitation of sand.
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The NSPO has been its principal vehicle for these ventures, which mainly concentrate in
the Sinai Peninsula and Lake Burullus in the Nile delta.

In mid-2014, the NSPO’s Mining Sector launched Misr Sinai for Industrial Development
and Investment, with which it then agreed to cooperate in building a cement factory and
marble and glass production facilities in central Sinai.'” The MOD reportedly held a 51
percent share in the new company, which declared a startup capital of EP3 billion; the re-
maining 49 percent stake was supposedly held by thirty-six Sinai clan elders.'*” In January
2016, the NSPO and Misr Sinai announced they would construct a “marble and salt city”
comprising ten marble factories and five salt factories for an investment of EP1.2 billion,
which they claimed would employ 13,0000 people within the year.""! But in May, the
NSPO transformed Misr Sinai into a new subsidiary, the National Company for Marble
and Granite, which announced plans to construct the “largest” marble complex in the
Middle East and North Africa at a cost of EP800 million.'#

Egypt was exporting 68 percent of its
marble output in raw form and losing the  Volatility in the supply of basic

opportunity to add value, according to PP .
commodities in domestic markets
NSPO Director General Major General

Mostafa Amin. To rectify this, the NSPO after 2013 has provided both

was ready to muscle aside civilian coun-  stimulus and pretext for the military
terparts and competitors, whether in the economy to expand even further
public or private sector. The fact that it .

) Into commerce.
now had the authority to award explora-
tion and exploitation licenses to compa-
nies in the mining sector revealed the extent to which it had displaced government agencies
in controlling natural resources in strategic zones.'* But it went significantly further in
April 2017, when it informed stunned members of the Federation of Egyptian Industries’
Chamber of Quarries and Marble Industry that it was expanding its capacity from three to
seven marble processing facilities with the target of supplying 80 percent of Egypt’s total
production.'™ By August 2018, the NSPO marble and granite complex in Beni Suef had
seven factories, with five more planned in other rich quarrying areas under MOD control
in Sinai, Ain al-Sukhna, and Aswan by mid-2019.1%

Potentially more profitable still is the NSPO’s parallel investment in the extraction of heavy
metals and rare earth elements from alluvial sand deposits in Lake Burullus on the Nile
delta coast. In mid-2016, it established Egyptian Black Sand as a public limited company,
in which it holds a 61 percent share, with the stated aim of meeting local needs and acquir-
ing a 30 percent share in export markets.'* The stakes are high: the NSPO controls the sole
black sands site in Egypt, with estimated deposits of 250-285 million tons, and expects
to produce 3-5 percent of the world’s total supply of titanium and zirconium within the

coming decade.'”
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According to the head of Kafr el-Sheikh Governorate, which is a stakeholder in the Egyptian
Black Sand Company, the venture is expected to bring $176 million in annual revenue to
the state treasury once in full production.® Not surprisingly, it has attracted foreign in-
vestment: a deal with an Australian extraction company in May 2018 was immediately
followed by the formation of a joint Egyptian-Chinese company to build a second extrac-
tion plant.'® In January 2019, parliament approved the Egyptian Black Sand Company
Agreement Law authorizing it (along with the Nuclear Materials Authority) to explore, ex-
tract, and process black sand minerals and derivatives throughout Egypt, effectively grant-

ing a largely military-owned company a commercial monopoly."°

IMPORT CHAINS AND SUPPLY CRISES

Much of the preceding highlights the growing insertion of military agencies and affiliates
into Egypt’s external trade system. Volatility in the supply of basic commodities in domestic
markets after 2013, affected by the sharp depreciation of the Egyptian pound against for-
eign currencies and by the subsequent major shortage of dollars and price inflation in 2015,
has provided both stimulus and pretext for the military economy to expand even further
into commerce.

Meat and Poultry

As noted in previous chapters, much of the military’s external trade activity has clustered
around the import, transport, and sale of livestock and meat from neighboring Sudan. This
is a major business sector, both due to the size of the Egyptian market and rising proportion
of meat in the national diet since the liberalization of imports under Sadat in the 1970s,
as well as the presence of large, guaranteed customers like the EAF and the massive state
bureaucracy. And because trade with Sudan involves the Nile River, Red Sea coast, and a
foreign government with which Egypt has complex political relations—all deemed to af-
fect national security—the MOD and GID are extensively involved behind the scenes in

facilitating access and deals.

Private sector companies undertake much if not all of the real commercial investment,
such as building slaughterhouses and growing fodder in Sudan, while the MOD and af-
filiated agencies mainly engage in procurement and retail. But the two are interwoven. A
prominent example is the familiar private partner of the MOD, Qalaa Holdings, which has
invested heavily in trade-related transport. Its Care Marine subsidiary owns two river ports
in Sudan, from which it delivers industrial and agricultural products to Egypt.”" In 2010,
the retired EAF major general who heads Qalaa’s Holding Company for Transport Means,
which owns four subsidiaries geared toward trade with southern Egypt and Sudan, negoti-
ated the purchase of three ports on the southern Nile River from the General Authority for
River Transport, headed by a fellow EAF retiree.'*
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Worsening economic and social conditions helped justify the trend. In August 2016, Sisi
commended the MOD for “reducing prices through the relevant departments that import
livestock, frozen meat and poultry without middle men and at lower prices.”">® The NSPO
was already publicly involved in importing meat for the domestic market, while the MOD
supply department probably did the same under the guise of procurement for the armed

forces.>*

Indeed, the MOD already had secondary income streams from building a network
of slaughterhouses offering meat at discounted prices to the public, while the GID has set
up front companies trading in meat.' The appointment in September 2016 of the former
head of the EAF’s Logistics and Provision Authority, Major General Mohammed Ali al-
Sheikh Mseilhi, as minister of supply and internal trade probably helped integrate military

agencies and the GID into the civilian supply system even further.

Consequences for domestic markets have been mixed, at best. Earlier in 2016, the NSPO
and other military agencies had exploited the sudden removal of all tariffs on imported
chicken and chicken parts to dump large quantities of imported chicken in domestic mar-
kets, undercutting private businesses.'*® Responding to their protests, the Ministry of Supply
and Internal Trade stated that it had asked “sovereign bodies,” which it later identified as
MOD importing agencies, to import chicken to meet local demand ahead of Ramadan in
June 2017." But the imports resulted in a glut that drove prices down for the rest of the
year, triggering further protests from the Egyptian Poultry Producers Association.'*®

The manner in which military agencies had come to the country’s rescue revealed the com-
plex interplay of politics and business and the contradictory considerations shaping trade
and economic policy. It also generated lucrative opportunities for individual EAF officers
and middlemen to profit. Writing in early 2017, investigative journalists Mohamed Hosni
and Osama as-Sayyad claimed that private importers of poultry and meat found their ship-
ments delayed in ports on health and safety grounds unless they paid off the relevant EAF
officers, or else brought the shipments in at military-controlled ports in Sinai without going

through customs.'

Entering the Wheat System

A crisis in wheat supply in 2016 offered the most graphic demonstration of the military’s
growing role in economic management and the resulting new dynamics. The sector, which
is governed by a plethora of government agencies and complex rules, was already character-
ized by extensive penetration by retired officers, multifaceted corruption, and mafia-like
competition between rival cliques, revolving around imports, domestic procurement and
supply, and storage.'® The stakes are very high. Egypt is the world’s largest importer of wheat,
bringing in 12 million tons in the twelve months up to July 2017 and 12.5 million tons up
to July 2018, representing about 4 percent of the country’s total imports.'! To encourage
Egyptian farmers to plant wheat, the government has always procured it at a fixed price far
above international prices: $84 more per ton for domestically produced wheat in 2014, and
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A crisis in wheat supply in
2016 offered the most graphic

$180 more in 2016.'? The government is
also the only major purchaser of domestic
wheat, as well as operating all large-scale

demonstration of the military’s inland storage and much of storage capac-

growing role in economic
management and the resulting
new dynamics.

ity at main seaports.

Not surprisingly, large volumes of flour
and wheat are believed to be resold on the
black market, as a review of the sector by
the Food and Agricultural Organization
of the United Nations noted in 2015.'3 A parliamentary investigation in 2016 confirmed
that officials and private wheat traders mixed cheaper imported grain with subsidized do-

16 This illicit practice may have contrib-

mestic grain and pocketed the difference in price.
uted to the dramatic shift in the ratio of imported to domestically produced wheat, from
1:1 in 2002 to 3:1 by 2017.'® Reuters correspondent Eric Knecht reportedly estimated
that this practice “accounted for roughly 2 million tonnes of supplies bought by the govern-
ment last year [2015], equating to a loss of nearly 2 billion Egyptian pounds” (then $225
million).'* To cover up, officials falsified quantities in storage and exaggerated losses due to
rot, rodents, and theft. The parliamentary investigators said they had uncovered EP119 mil-
lion in fraud in the first two storage facilities they inspected; a separate press report claimed
that “gifts” (ikramiyyah) of up to EP700,000 had been given by heads of storage companies
to senior officials in the General Organization for Exports and Imports Control and in the

Ministries of Supply, Agriculture, and Health.'"’

With so much at stake, the MOD has played an increasingly visible and assertive role in
the sector since 2013. Initially, retired officers were mainly involved. In February 2014, the
new minister of supply and internal trade Major General (police) Mohamed Abu-Shadi
dismissed the entire board of directors of the Holding Company for Storage and Silos (the
second-most important state body undertaking import and storage of wheat) for failing to
achieve targets and incurring losses of EP89 million, and appointed an EAF major general
as the new company head.'® Abu-Shadi was himself removed in a cabinet reshuffle shortly
thereafter, reportedly after his chef de cabinet was arrested for corruption; the dismissed
holding company head was restored to his post and yet another EAF major general was
made his deputy.’® This unfolded against the backdrop of a pledge by the UAE to fund
construction of 25 wheat silos with a storage capacity of 1.5 million tons; in March it com-
plained that a tender to build four silos had been inflated by 300 percent and demanded
that it be reissued and monitored by the MOD."° Whether the holding company or the
Ministry of Investment, which owned it, was at fault was unclear, but in June the AOI was
contracted to build the remaining silos funded by the UAE, and the General Company for
Silos and Storage (a subsidiary of the Holding Company for Silos and Storage headed by a

former EAF major general), was selected to operate them.'”!
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Matters came to a head in mid-2016, when the Ministry of Supply and Internal Trade de-
clared that its procurement of domestic wheat had jumped to nearly 5 million tons, from
an annual average of 3.0-3.5 million tons over the past decade.'”” Ostensibly, suspicion
that the data had been manipulated to commit massive fraud is what prompted parliament
to launch an investigation; Reuters cited claims that over 2 million tons of the total may
have existed only on paper.'”” But parliamentary involvement also suggested that compet-
ing security and military interest groups and the parliamentary factions representing them
were taking their rivalry into the open. In any case, the MOD was immediately involved.
Unusually, a senior EAF officer accompanied the parliamentary inspection, whether be-
cause retired officers were implicated or signaling the MOD’s wish to enter the sector more
directly;'7* the officer, Major General Sharif Adel Basili, had previously overseen construc-
tion of UAE-funded silos on behalf of the EAF Engineering Authority, and following the
investigation was appointed to head the Holding Company for Silos and Storage, part of
the Ministry of Supply.'”

As significantly, the MOD became direct-

ly involved in fixing Egypts antiquated  The wheat crisis revealed the MOD's
storage system, which relies extensively on gr owing assertiveness in economic
to contamination, humidity, and birds affalrs, but also that it remained

and rodents—leading to the loss of any-  constrained by other powerful

where between 10 and 50 percent of lo-  hyrequcratic and private interests.
cally produced wheat.” In fact, the EAF
claimed to have already built forty-seven
modern grain silos from 2013 to 2015 (with UAE funding), and in March 2014 assumed

management of the construction of four more."”” In late July 2016, it took over negotiations

shounas—open-air holding bays exposed

with U.S. food security company Blumberg Grain to construct 300 warehouses capable of
storing 2.35 million tons of grain, at a cost of $250 million (to be funded by a U.S. gov-
ernment grant)."”® The company had originally entered the Egyptian market in mid-2014,
reportedly agreeing with Sisi to have 164 new storage facilities in place by the 2015 harvest
season, in a deal worth $350 million."” Blumberg Grain expected to handle Egypt’s entire
crop by 2018, by which time the project would reduce waste by $550 million a year and cut
imports, saving another $8 billion over five years in hard currency.'®

But these hopes ran aground due to the resistance of the Ministry of Supply, whose compa-
nies owned the silos and barns in which all wheat procured by the state had to be stored.'®!
Blumberg Grain finally installed ninety-three steel storage sheds with a total capacity of
744,000 tons in time for the 2016 harvest—a year late—but even these could not be
brought into use because the ministry’s Holding Company for Silos and Storage failed to
provide them with electricity, in another example of bureaucratic pushback by other inter-
est groups in the wheat sector.'®* The MOD’s decision to deal directly with Blumberg Grain
in late July brought the behind-the-scenes struggle into the open. When Blumberg warned
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that it would exit the Egyptian market unless second phase construction was brought un-
der the supervision of the EAF Engineering Authority, the Ministry of Supply refused to
continue the project.'® Then supply minister Khaled Hanafi resigned abruptly a few weeks
later, and was replaced in September by Mseilhi.'$*

The EAF had won, partially. The government brought procurement prices for domestic
wheat in line with imported wheat in January 2017, reducing the scope for profiteering
from price differentials, but a final solution to the storage problem was deferred.'® The
EAF’s Engineering Authority now had charge of determining storage solutions, along with
the government’s Agricultural Research Center and the MOMP, which was contracted in
October 2017 to supply and maintain machinery and surveillance equipment at storage fa-
cilities.'®® Blumberg Grain finally completed the first phase of the project with the delivery
of 105 silos in August, and announced it was moving into a second phase of building 300
modernized shounas at a cost of $150 million, in a joint venture with the EAF Engineering
Authority, which was at least partly funded by the Long Live Egypt Fund."” But Blumberg
Grain and its U.S. subcontractors revealed in August 2018 that the Egyptian government
had failed to make contract payments over the previous twenty-two months and had yet to
reimburse the costs of air-freighting three buildings and systems to Egypt in 2015. Worse,
they claimed that Egyptian government officials had “illegally provided their design and
engineering documents to companies from other countries,” including Russia.'®

Multiplying Supply Crises

The wheat crisis revealed the MOD’s growing assertiveness in economic affairs, but also that
it remained constrained by other powerful bureaucratic and private interests. Whether its
main intention was to muscle in on a lucrative sector or to resolve a critical flaw in public
supply and finances, intervention also offered it a commercial advantage.'® The health sec-
tor, conversely, demonstrates the result of convergence between the military and civilian
counterparts, albeit mixing the goal of resolving a supply problem and achieving savings
with attaining commercial gain.

As Egypt researcher Ayman Emam has detailed, the MOD won the exclusive right from
the Ministry of Health in 2016 to procure medical supplies—including imports—on be-
half of the government in what was known as the “Berlin deals.”*® This may have built
on Presidential Decree 82 of 2013 that relieved the ministry completely of observing the
previous thresholds for contracts awarded by direct order when purchasing medical supplies
of a “strategic nature,” which were taken to include vaccines, intravenous drips, medica-
tions, and even baby formula. Originating in a trade negotiation involving various com-
mercial suppliers held in the German capital in 2015, the Berlin deals gave rise to a Unified
Procurement Committee headed by an EAF major general and including several others,
which expanded its remit from catering to military medical facilities to the public health
system a year later. Making the MOD especially attractive as a middleman is the exemption
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of its imports from customs duties and its ability to clear or circumvent government red
tape. Its power to award contracts by direct order offers an additional advantage by enabling
health agencies to expedite spending down their remaining budgets at the end of the fiscal
year—contracts that can no longer be challenged by third parties under legislation passed
in 2014.

The military’s formal entry into the civilian health sector was spearheaded by responding
to yet another supply crisis, this time of baby formula. On September 20, 2015, the state-
owned Egyptian Company for Trade in Pharmaceuticals took out a paid newspaper ad to
complain that the Ministry of Health had transferred its license to import and distribute
medicines to a “sovereign body,” and appealed to Sisi to step in to protect the jobs of its
5,000 employees. The MOD confirmed it had replaced the company in response to price-
gouging by private dealers, and announced the resumption of baby formula sales at half
the recent price.'”" Assar next stated that the military would produce formula locally, but
instead it merely took over importing it. Critics noted that it could still make a profit de-
spite selling at a discount as it did not pay customs duties on imports, and claimed that the
Ministry of Health had stopped open bidding for baby formula import licenses, effectively
granting the MOD a monopoly for the whole market. Whatever the truth of these claims,
baby formula was being sold at a 28 percent markup by February 2019, at which time it
was being marketed under the label of the Long Live Egypt Fund."”

The MOD expanded its involvement in medical imports and production rapidly over the
following year as various media and ofhcials sensationalized alleged shortages of medical
supplies as further crises. The first of these followed a report by a regime-afhliated media
outlet in January 2016 that accused private sector “mafias” and “emperors” of inflating the
price of stents used in heart surgery and “suitcase traders” of importing low-quality stents
that often proved defective.'” This was a prelude for the announcement in June by the EAF
that it would unify procurement of stents, valves, and catheters in a single international auc-
tion, displacing the three firms alleged to control the entire market and supplying all public
hospitals at significantly reduced cost in the new financial year starting on July 1." On
August 20, the assistant for financial affairs to the minister of health, a retired EAF major
general, confirmed that all imports of medical supplies and equipment would henceforth
be undertaken by the EAF Medical Services Department and the national armaments au-
thority alone, and that this would pass 50 percent savings on to local clients and patients.'”
The trend continued with the announcement in October by the Holding Company for
Drips and Vaccines that it had signed an EP140 million contract with the MOMP and the
Arab Company for Drug Industry and Medical Appliances to produce medical solvents.
Despite claiming this was aimed at filling a shortfall in domestic supply, it announced that
it would also export them."® At the same time, Sisi instructed the EAF to produce blood de-
rivative drugs used to treat cancer and liver disease by intravenous infusion on behalf of the
Egyptian Company for Blood Transport Services, again due to a supposed shortage in the
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Egyptian market."”” According to an anonymous member of the Chamber of Engineering
Industries, the MOD was even importing cotton wool for hospitals. Whether in response to
the supposed crisis in medical supplies or to enter a profitable sector, the National Authority
for Military Production sought government permission to establish the Egyptian National
Company for Pharmaceuticals as a public limited company in January 2017."

In the meantime, the MOD Medical
Services Department won a growing num-
The MOD's pursuit of a major stake  ber of exclusive contracts from state-run

in lucrative sectors such as mobile  universities to supply their needs, and by
telephony and internet service September 2016 had increased the number
provision after 2013 indicated it general public by 50 percent, from thirty

was also actively going after  in 2013 to forty-five, reportedly providing
“low-hanging fruit.” healthcare to 500,000 people.””” The EAF
Engineering Authority also claimed that it

of military hospitals and clinics serving the

had been contracted to build nearly forty
civilian hospitals and medical centers across Egypt in 2013-2015, that it had built five new
hospitals and upgraded three, and that it had started work on an additional fifty-four medi-
cal facilities in Upper Egypt in 2018.2%
Military agencies have competed to enter this lucrative field. The NSPO has marketed
medical and maintenance services aggressively, and also offered financing arrangements, for
commissions ranging from 8 to 15 percent.””' In July 2017, for example, it won contracts
to provide comprehensive service packages for hospitals worth $600 million for the Arab
Investors Union and to build a specialist hospital from Benha University.**> The MOMP
also joined, receiving a contract to oversee construction of three hospitals for the lawyers’ as-
sociation in October 2018.2 Two months later, the General Authority for Social Insurance
contracted with the EAF’s Medial Services Department to allow its members to receive
healthcare at any military hospital.*® And in February 2019, the MOMP approached

Emirati investors with a plan to set up a medical waste disposal plant.*®

REACHING FOR LOW-HANGING FRUIT

These interventions in import and domestic supply chains inevitably generated complaints
that the military was crowding out the private sector. In some instances, reliance on mili-
tary agencies seemed unavoidable given the deepening decrepitude of state institutions and
incompetence or corruption (or both) of the civilian bureaucracy. But the MOD’s pursuit
of a major stake in lucrative sectors such as mobile telephony and internet service provi-
sion after 2013 indicated it was also actively going after “low-hanging fruit,” as an industry
insider termed it.?* Predictably, this is presented in the name of national security, but along
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with the expanding role of military actors in the religious sector—real estate endowments,
organizing pilgrimage, and related tourism—it similarly mixes the drive to generate revenue
at Sisi’s behest with commercial opportunism.

The Mobile Market

For many years, the MOD’s known involvement in telecommunications was limited to mem-
bership of the board of directors of Egypt Telecom, which was converted into a joint stock
company in 1998, replacing the Arabic Republic of Egypt National Telecommunications
Organization. Egypt Telecom retained its monopoly on fixed-line telephones, but two (later

three) private sector firms held the mobile market.?””

Starting then, if not earlier, every in-
coming chief of staff of the EAF Signal Corps automatically joined the board of Egypt
Telecom. EAF retirees have additionally sat on the board or held other senior posts in the
company.””® With that exception, however, Financial Times journalists Charles Clover and
Roula Khalaf were correct in stating in 2011 that “the military has no presence in some of the

commanding heights of the Egyptian economy, such as telecoms or oil and natural gas.”*"

This held true until the 2013 military takeover, but the MOD then made a direct bid to
assume this commanding height. In October 2014, then minister of communications and
information technology Atef Helmy confirmed that the MOD would play a central part in
forming a National Company for Communications Infrastructure, along with other state
agencies and communications operators. He denied that the MOD would have a control-
ling stake, but this was later publicly reversed by Gamal el-Sadat, CEO of mobile operator
Etisalat Egypt.?'® A press report at the time set the MOD'’s share at EP255 million, or 51 per-
cent of a total startup capital of EP500 million (approximately $70 million at the time). An
EAF major general would head the company board, which would additionally include rep-
resentatives of the Ministry of Interior and individual security agencies, and military compa-
nies would lay fiber optic cables nationwide, over which the MOD would have oversight and
monitoring rights.”'! Under the new structure, the three existing mobile companies (Orange,
Vodafone, and Etisalat) would end their rental contracts with Egypt Telecom worth EP1
billion annually, and instead pay EP300 million each to the new infrastructure company.”'*

In May 2015, the Ministries of Defense, Communications and Information Technology,
Finance, Electricity, and Transport were reported to be finalizing plans to invest EP3.8 bil-
lion in the venture, which one study estimated would generate overall revenue of EP30 bil-
lion over fifteen years.”” Egypt Telecom had already objected to the scheme in mid-2014, in
part because it sought to enter the market as a mobile operator.?* Resistance from various
quarters built up amid unconfirmed reports that the MOD was demanding 60 percent of
the proposed company’s capital.*”® In June 2015, the Ministry of Communications and
Information Technology pulled out, announcing that Egypt Telecom would instead rent
out its infrastructure (at a discount) and receive a 4G mobile license of its own.
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This presented a commercial opportunity for the MOD. In order to become an operator,
Egypt Telecom would have had to sell its 45 percent stake in Vodafone Egypt; according
to one well-placed industry insider the intended buyer was the MOD, potentially making
it a partner of Vodafone UK, which held the remaining 55 percent share.?’® But its com-
petitors objected strenuously. In August 2016, the government allowed Egypt Telecom to
set up its own mobile company without first divesting from Vodafone Egypt, promising to
resolve the potential conflict of interest in the future.””” The MOD is not known to have
acquired shares, but it retained the power to determine the 4G frequencies to be given out
to mobile operators.”*®

Making Religion Pay

Where formal military economic actors lead, the officers’ republic follows. But in contrast
to the communications or media markets, which require major institutional investments,
EAF retirees have sought commercial opportunity in the religious sector, which offers more
modest, but dependable, returns. This is enabled by their penetration of transport authori-
ties and hubs, especially in strategic zones through which tourism and pilgrimage routes
pass, and of government tourism authorities and companies. Field research confirms that
government rest houses used by Muslim pilgrims en route to Mecca are run by EAF officers.
So, too, are ports such as Hurdaga, which is the point of departure for many of Egypts
“labor pilgrims,” workers who obtain a combined pilgrimage and three-month work visa
to Saudi Arabia.”"

Military agencies have also become formally involved in the religious sector. Starting in
2017, the government took control of all pilgrimage visas issued in Egypt, and then assigned
the EAF to manage the lottery through which the visas are awarded. The AOI has tapped
into the religious tourism market by providing equipped tents for Christian pilgrims taking
the Ministry of Tourism’s “Flight Into Egypt” trail, which follows the journey made by the
holy family’s flight from Sinai to Asyut in Upper Egypt.”** Only accredited tourist agencies
may organize pilgrimages, enabling the EAF retirees who head the General Authority for
Tourism and several public sector tourism companies to steer contracts in their direction.

The greater financial opportunity, however, lies in religious endowments (awgaf). Retired
EAF officers head the General Authority for Religious Endowments, which manages ur-
ban real estate, farmland, and commercial enterprises estimated to be worth EP70 billion
($3.9-$4.6 billion) in 2016.**' (The general authority nominally comes under the Ministry
for Religious Endowments, but is effectively autonomous thanks to the influence of the
EAF retirees heading it.) As part of Sisi’s drive to increase state revenue, which one expert
optimistically claimed could be taken to EP10—EP15 billion annually, he assigned the EAF
Engineering Authority to join a new committee tasked with inventorying and recovering
endowment assets and increasing their economic return. In what has become a familiar
pattern, the MOMP next stepped in, concluding a formal agreement with the Ministry of
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Religious Endowments to help it upgrade its assets and investments, improve efficiency in
g pPg y
its ventures, and train its personnel in June 2018.%*

Military involvement is equally long-standing in the closely related sectors of culture and
education—especially in relation to historical buildings and antiquities. Political scientist
Robert Springborg, who worked in Egypt in the 1970s, notes that the military, security, and
presidency all had “at least indirect pecuniary interests in preserving the nation’s cultural
heritage, typically in the form of competing companies controlled by their colleagues or
favourites.”** Decades later, researchers Jeremy Hodge and Nizar Manek observed that the
Supreme Council of Antiquities, which hired at least eighty-eight retired major generals un-
der Mubarak, was notorious for awarding contracts at inflated values to military-affiliated
companies. The focus on prime government-owned real estate is mirrored in the education
sector where, as in the cases of tourism and religious endowments, EAF retirees have con-
tinuously headed the General Authority for Education Buildings.?*

MILITARY INTEREST GROUPS

The award of commercial franchises to multiple military (and security) agencies serves Sisi’s
main purposes of securing their political buy-in and attempting to solve Egypt’s massive
economic problems. But his approach has the paradoxical consequences of enabling and
legitimizing the narrow pursuit of profits by interest groups within these sectors, strength-
ening them while further impeding the development of unified, coherent responses by the
institutions to which they belong. These interests have evolved since 2013, but they often
overlap or at least do not come into direct conflict so long as the commercial and economic
opportunities continue to expand.

Sisi’s dependency on governing coalition partners extends even to relations with the EAFE.
As analyst Marina Ottaway noted, for example, the start of construction of the new admin-
istrative capital was delayed by the MOD’s refusal to cede land for free, because its “interest
in maximizing returns from the land it controlled trumped al-Sisi’s interest in seeing the
new capital built, suggesting al-Sisi does not have total control over the military’s affairs.”**
He has the means to manipulate the various military interest groups and play them off
against each other, but must also award them economic resources and opportunities. This
most directly affects formal military agencies, but also extends indirectly to the advantage

of competing officer networks.

Duplication

Competition among formal military agencies has so far mainly taken the form of inef-
ficient duplication of specific economic activities. This became especially visible in May
2015, when the MOMP established its own contracting and construction conglomerate,
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MP for Engineering Projects, Consultancy, and Public Procurement. The new company is
supposed to undertake projects on behalf of the EAF and civilian and commercial custom-
ers in a wide range of fields: urban development, housing, real estate investment, sports
facilities, schools, hospitals, factories, hotels and tourist resorts, and public relations and
advertising.””* Launched with startup capital of EP100 million (then $13.1 million) and
completely owned by the National Authority for Military Production, MP was moreover
authorized to enter into mergers, acquisition, and partnerships with domestic and foreign
companies.””” The MOMP had previously undertaken projects of the same kinds as those
by various EAF departments or the NSPO, such as its contracts in 2011-2012 to develop
sanitation and a wholesale market in Giza.””® But MP duplicated a broader range of activi-
ties than the MOMP had previously, with the ambition to do so on a much larger scale;
indeed Assar claimed it had racked up EP15 billion worth of contracts by June 2019.2%
Indeed, with such a premium on contracting, even the MOD’s General Services Agency,
which normally runs military commissaries, has taken on construction contracts despite
being a minor economic actor and lacking relevant capacity.

Much the same kind of duplication has emerged in other fields. In 2016, for example, the
NSPO established the National Company for Protective Agriculture to expand greenhouse
cultivation in cooperation with Spanish and Chinese companies. But the AOI and MOMP
have also launched similar ventures of their own, working with South Korean, Dutch, and
Belarusian partners. Since 2016 the NSPO has also established a new subsidiary for pe-
troleum exploration and development (a field in which numerous state companies already
operate), a second for mining and mineral extraction (parallel to the MOD’s own Mining
Sector), and an elevator company (parallel to the elevator company formed jointly by the
MOMP and a Saudi firm). Similarly, the NSPO reported that it had supplied pharma-
cies with 23 million units of baby formula in response to the sudden shortage in 2017,
even though the MOMP had already announced it was taking measures to meet the need
through imports or taking on production itself.**

These military agencies are responding in similar ways to common circumstances: they all
seek entry to economic sectors that offer secure returns, and pursue foreign partnerships as
a source of know-how and capital. They moreover situate their behavior in both instances
within Sisi’s agenda of increasing income and cementing political alliances with foreign
countries. But they do so separately from each other, as private businesses competing in
an open market would do, suggesting that they perceive their interests as distinct rather
than mutual and revealing the poor integration of this sector of the military economy. As
significantly, the marked political empowerment of the military since 2013 has enabled
both formal and informal military actors to displace rival agencies and networks, includ-
ing those affiliated to the GID. Hosni and Sayyad claimed in early 2017, for example, that
the MOMP was replacing two GID companies that previously had exclusive contracts for
supplying public hospitals, in favor of its own new pharmaceutical company and of other
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companies with informal military affiliations—including one run by the brother-in-law of

retired Admiral Mohab Mamish, head of the Suez Canal Authority.*"

The same is true of other sectors such as food supply to civilian markets, which has in-
creased in direct response to Sisi’s political directives. The sale of bread, meat, poultry, and
other commodities through the MOD’s network of bakeries, butchers and slaughterhouses,
and outlets of its Sun supermarket chain has already been described. But the NSPO also
expanded its own sales capacity by 400 percent in 2016, and announced that it was do-
ing its bit to combat inflation by providing 250 tons of meat and commodities daily at
reduced prices through 700 outlets nationwide.?* The NSPO director general later claimed
that it had provided local markets in 2017

with 300,000 tons of meat, poultry, cook- The absence Of firm rules means that

including imports) through its own and  CONflicts of interest are often resolved
Ministry of Supply outlets, as well as  through direct contestation.

233

ing oil, and other consumables (possibly

210,000 tons of locally grown wheat.
The GID reportedly also used its trading

companies to increase food supply to markets, as did the Ministry of Interior, which in
late 2015 started selling meat, poultry, pulses, and the like through its own newly estab-
lished outlets (labeled Aman)—starting with 120 and building up to a claimed 1,000 by
mid-2018.%*

Behind each of these supply chains lay the separate procurement agencies or companies of
each agency or ministry, raising the possibility that each was competing for market share
while purportedly pursuing the president’s political objective. But even if competition was
not a primary factor, the fact that a significant portion of the food sold by these various
agencies consisted of cheap imports raises serious doubts about the economic sense and
financial sustainability of their approach. As one commentator observed in an op-ed sar-
castically titled “The Security Authorities’ Potatoes,” it could neither guarantee that prices
would stay low nor provide more than passing relief for low-income families in the absence

of a comprehensive system to monitor markets and coordinate production.*”

Clash of Networks

The absence of firm rules means that conflicts of interest are often resolved through direct
contestation. This has been especially evident in the responses by both EAF retiree net-
works and well-connected civilian lobbies based in the state bureaucracy who pushed back
when military agencies aggressively moved into import and supply markets, threatening
to dislodge them. At the same time, the military has been the main beneficiary of the dis-
solution of the crony networks tied to Mubarak until 2011; the general reconfiguration of
networks of privilege within the civilian bureaucracy has enabled the military to displace,
if not altogether eclipse, powerful competitors such as the GID, which has been compelled
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to cede ground across the board, including in the all-important oil and gas sectors that had
previously been an almost exclusive GID domain.

An intense dispute affecting wheat supply in late 2015 demonstrates the dynamic. The cen-
tral state buyer of wheat, the General Authority for Supply Commodities, changed the al-
lowable level of the common fungus ergot in imported wheat to zero, rather than the global
photo-sanitary standard of 0.05 percent. This was a classic case of using quality controls
as a nontariff barrier to direct markets toward narrowly targeted enterprises or away from
their competitors.” It disrupted imports from France and Canada, but more serious was
the suspension of a huge deal to import 6 million tons of Russian wheat, straining diplo-
matic relations and prompting a (short-lived) Russian ban on importing Egyptian citrus in
September 2016.” One of the largest affected shipments was eventually sent back to Russia
after sitting in Damietta Port for two months, according to researcher Shana Marshall. The
shipment had belonged to Medsoft, an energetic privately owned company whose expan-
sion into river transport made it a competitor to military-affiliated interests in the sector.”®

Notably, the board of the General

The accelerating expansion of the  Authority for Supply Commodities in-

military economy since 2013 reveals cluded several EAF retirees who headed

. . the General Company for Silos and

greater levels of strategic planning, Storage; Holding Company for Food

direction, and coordination within the  Industries, Mills, and Threshers; Holding

military economy.  Company for Food Industry; and Holding

Company for Ground and Maritime

Transport.”’ The dismissal of the head of

the General Authority for Supply Commodities in March 2016 and then of his successor in

January 2017 reinforced the common perception that rivalry between powerful traders and

bureaucrats was driving the wheat crisis.*

In January the government also transferred most of the responsibility for inspecting wheat

and other agricultural imports to the General Organization for Exports and Imports

Control, which has been headed continuously by EAF retirees since at least 2005.%*' The

dispute then moved to the state’s administrative court, which restored the jurisdiction of the

General Authority for Supply Commodities in mid-June 2017.%? Further reshuffles in the

sector saw the departure of the heads of boards of ten subsidiaries of the Holding Company

for Food Industries in March—April 2018—mostly connected with mills and bakeries—

followed closely by the arrest of the retired EAF major general heading the company and
several senior officials on corruption charges in May.?*

Hosni and Sayyad explained the entire episode as an instance of competition between rival

import “mafias” associated with the EAF on the one hand, or with the GID, three import
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companies fronting for it, and allied state bureaucrats on the other hand. These rivalries
moreover played out visibly in the People’s Assembly, as the launch of a parliamentary
investigation into the wheat crisis in July 2016 demonstrated. Virtually all members of par-
liament elected in late 2015 were government loyalists, but as investigative reporter and hu-
man rights activist Hossam Bahgat has chronicled, various interest groups coalesced around
competing factions backed on one side by the National Security Agency, which comes
under the Ministry of Interior, and on the other by the General Intelligence Directorate

and Military Intelligence.?

CONCLUSION: HEATING UP

The accelerating expansion of the military economy since 2013 reveals greater levels of stra-
tegic planning, direction, and coordination within the military economy. This is evident in
the choice of economic sectors and geographic regions to invest in and, albeit to a lesser ex-
tent, in the differentiated approach to partnering with big, medium, and small private sec-
tor enterprises. But that does not mean that these expansion and investment decisions make
good economic sense or are compatible with each other. As importantly, with expansion has
come a redoubling of predatory and rentier behavior, and with it new forms of competi-
tion and displacement that are disrupting the informal arrangements and understandings
that previously regulated the distribution of income-making sinecures. These trends are
overheating the military economy and starting to crowd the private sector more directly, in-
creasing friction and transaction costs. As importantly, they signal incipient, strategic shifts
within the governing coalition and the wider political economy of Egypt.

Mapping the military’s economic activity since 2013 shows that its extent, patterns, and
financial returns vary considerably from one sector to another. The military clearly derives
the main part by far of its income from its control of land and from public contracts, where
it has very considerable leverage—and where the private sector is most held hostage. Access
to this captive market compensates for the military’s weakness in most areas of manufactur-
ing, where it has proven unable to overcome its inability to add value and cannot compete
with the private sector in any genuinely open market. But its ability to assert an overt role
in external trade, whether as supplier or as broker, bears on private competitors in other, no
less significant ways. And since 2016 it has also been expanding from its traditional focus on
largely nontradable goods to include tradables in protected sectors related to its public works
such as cement and steel, with the private sector bearing the brunt of market disruption.

The military is also visibly positioning itself to gain a significant share of the production
and sale of natural resources, even though this, too, must be shared with private companies
(both domestic and foreign) that retain leverage and market share through their command
of needed technology and access to export markets. The presence of important foreign
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companies in lucrative sectors such as mobile telephony compels the military to be cir-
cumspect, but it already appears to compensate by extracting income from the domestic
companies entering these and other sectors.

These variations reflect differing opportunity structures and costs and shape competition
between interest groups, military and otherwise. The manner in which both formal and
informal military actors have responded since 2013 is reinforcing tendencies to siloing and
fragmentation in the economy, and contributing to increasingly divergent outcomes for
market participants. What enables all this is a combination of the “delegative authoritarian-
ism” constructed by the Sisi administration—in which participants in the governing coali-
tion are constrained only by power balances between them, with minimal constitutional
or legal limitations—and the permissive, when not actively supportive, attitude of foreign
governments and international agencies eager to respond to the message tirelessly repeated
by the Sisi administration that Egypt is “open for business.”

The military is on a trajectory that, if left unchecked, will institutionalize its involvement
in the civilian economy, transforming the senior officer corps from being merely a special
interest group (albeit a large and powerful one) into a market-setter, if not a policymaker.
But because it functions through a mix of old-fashioned étatist notions about the economy
and crony public-private partnerships, on one hand, and on the other hand wields the
power to disregard market dynamics and signals (except when needed to accommodate
contending members of the governing coalition and state bureaucracy), its more likely
impact will be to impart a greater sense of inconsistency and unpredictability to the course
of the Egyptian economy.
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CHAPTER 7

BEHIND THE VEIL:
MANAGING THE FINANCES

THE COMBINATION OF DISCRETIONARY POWERS, legal immunity, and opacity
of information relating to military incomes and accounts has generated a mode of financial
management that enjoys the veneer of legality and yet permits manipulation of public funds
and assets without meaningful accountability to any civilian authority. Indeed, even within
the military, financial management appears to consist of little more than basic bookkeep-
ing—logging incomings and outgoings and producing end-of-year financial statements.
This makes it virtually impossible either to evaluate their individual cost-effectiveness or
to provide overall accounts for the military economy as a whole. It also obscures what
insider accounts suggest is a financial system rife with corrupt practices. At best, a further
consequence of financial opacity is that military agencies find it difficult to assess economic
feasibility, resulting in demonstrably counterproductive investments of military-held funds.

As noted in Chapter 1, this enabling environment benefits numerous civilian agencies and
private actors as well. The World Bank’s World Justice Project summarized the enduring
problem in late 2014:

For years, people in power in Egypt created patronage networks in the civil service,
judiciary, army, police and parts of the private sector that fed on public contracts.
They and their contacts benefited from ‘rent-seeking’ (earning income free of com-
petition). The institutional environment they relied on was based on little—if
any—access to information; when it came to even minor bureaucratic decisions,
‘discretion’ (individual judgment) prevailed.'
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The outcome is a military economy that does not all pull in one direction. Its dynamics are
shaped by much the same intra- and interagency bargaining, interest-driven networks and
coalition-building, and persistent rivalries across sectoral and functional lines as character-
ize the rest of the Egyptian state and political economy. In the case of the military, economic
decisionmaking and flows of capital are heavily determined by three factors:

1) which military college, graduating class, and EAF branch of service the leading
officials derive from, with their distinct and often competing cliques and networks;

2) bottom-up interactions with interest groups in the state bureaucracy (including
local government, as well as potential competitors in the MOI and intelligence ser-
vices), public business sector companies, and the private sector, channelled through
informal networks behind the facade of formal institutions and rules; and

3) responses to top-down pressure generated by policy directives and goals set by
the president.

Consequently, there is no economic or income-generating master plan, even if military eco-
nomic agencies often work in tandem. They do so pursuing relatively consistent interests,
but the evidence suggests that these tend

. to be defined and pursued independently
The m"’tary economy does not all pu” of each other, and that each agency holds

in one direction. Its shaped by much  onto and manages its separate financial
the same bargaining, interest-driven  pot jealously. This is not to deny strategic
. . . behavior, but to underline implications for

networks, and persistent rivalries as
characterize the rest of the Egyptian tary agencies will spend or invest funds in
state and political economy.  response to presidential instructions, even

the military’s financial capital. First, mili-

when these are economically unsound and
lead to financial losses. Second, converse-
ly, these agencies have virtually complete discretion to allocate funds they control—in the
sense that they are not obligated to consult any other state agency beforehand, let alone
obtain its authorization—so long as their activities align broadly with the president’s policy
orientation. This is what offers scope for informal networks to capture or generate their own
income streams, often in ways that undermine the purpose of both the president and of se-
nior figures in the formal military economy—although evidence suggests that this happens
with their full knowledge. Third, the military lacks both the equivalent of Eagle Capital,
which in effect acts as a private equity vehicle for the GID, and the know-how or intention
to deploy its funds as a form of venture capital to help develop civilian economic sectors.

These patterns and relationships may be observed by mapping how military incomes are
generated and utilized, where they are deposited, and the means by which meaningful audit
by any civilian agency, including parliament, is almost entirely avoided.
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MAPPING MILITARY INCOME STREAMS: GOING FOR POLITICAL
OR FINANCIAL GAIN?

Clearly, the military’s mode of financial management is hardly unique among Egyptian

state agencies, many of which also handle extra-budgetary incomes and deposits. But the

volume and diversity of military income streams almost certainly exceed those of any indi-
vidual civilian counterpart by a wide margin. Indeed, by May 2018 the head of an MOMP

factory could happily tell Reuters correspondents that “[As] soon as I submit a request to

the ministry and say I need 60 million or 40 million Egyptian pounds... the following day

[minister] Major General Assar approves the request.”

The anatomy of the military economy presented in this report indicates the following sourc-

es of legally sanctioned funding, most of which are exempt from all taxes and levies:

the defense budget;
fees earned from MOD-owned hotels, resorts, and other social and sports facilities;

sales of basic food commodities in domestic markets and provision of fee-paying medi-
cal services;

fees for managing public works, including land reclamation, megaprojects, and other
housing and infrastructure schemes, or profit margins built into project budgets agreed
with implementing contractors;

rent income—fees or donations received for granting licenses to use land, leasing facili-
ties such as ports, and levying tolls on highways or at mines and quarries;

fees for providing specialized services such as clearing imported goods at ports of entry
to Egypt, stevedoring, transport of heavy equipment, and demining of state land leased
to civilian parties;

revenue from sales of civilian goods and services by military businesses (factories, farms,
and other companies), including new ventures in mining, prospecting, and other ex-
tractive sectors;

deposits held in special funds and interest accruing on them;

fees for ad hoc activities such as contribution of troops to United Nations peacekeeping
or demining missions, or the conduct of joint exercises on Egyptian soil with foreign
militaries; and

income from commercial investments through front companies (this is indirect, but
may be covered by the internal bookkeeping of the relevant military agencies).
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Profit margins are probably significant in only a few of these activities, but not all are pri-
marily profit-oriented anyway. For example, at least 60 percent of the defense budget is
spent on salaries and compensation (allowances and benefits other than pensions).? The bal-
ance is spent on other recurrent nonsalary expenses such as food and gear, healthcare, fuel,
replenishment of combat consumables and upkeep of equipment, estates maintenance, and
investment in new facilities or equipment. It is unlikely that funds remain unspent, but if so
they are certainly retained by the MOD, and carried over on its books as deferred surpluses
from year to year and transferred to one of its special funds. Currency depreciation has re-
duced the relative cost to the MOD of salaries and domestically sourced consumables and
services (since they are denominated in Egyptian pounds), but generally made it difficult to
do more than maintain the dollar value of the overall defense budget.

The defense budget nonetheless allows the bonuses and pay increases that help keep the
EAF rank-and-file loyal. Military salaries are modest compared to public business sector
and private companies (at least at management level), but defense sector personnel—the
EAE Ministries of Defense and of Military Production, and ancillary agencies—are desig-
nated as “special cadre” in state statutes and enjoy significant disparities in pay and ben-
efits compared to civil servants.* During periods of unrest, EAF officers have additionally
received bonuses worth up to double their salaries, which are presumably charged to the
defense budget.” Basic pay has moreover been increased at least three times since 2011, al-
though this has not offset the depreciation of the Egyptian pound. Military pensions saw a
more significant cumulative rise of 140 percent by July 2016, and then a further 15 percent
in July 2018 and the same again with effect from July 2019, but they are charged to the
general state budget and so the defense budget is unaffected.®

MOD-owned hotels, resorts, and other social and sports facilities presumably provide a
steady income. The extension of the military’s exemptions from taxes (including VAT)
to their civilian facilities enables them to inflate profits even while undercutting private
competitors, though the MOD’s revenue from these facilities may be net of profits shared
with the EAF officers who manage them.” The ministry has moreover sought to expand
its market share: the NSPO runs the Tolip Hotels and Resorts chain (launched in 2015,
with at least fifteen hotels), while the MOD’s Financial Authority manages the al-Masah
(Diamond) chain, including the massive al-Masah Capital Hotel that was inaugurated in
the new administrative capital in late 2017.%

This expansion strongly suggests a desire to benefit from tourism, one of Egypt’s more lucra-
tive economic sectors, which made a total contribution of EP528.7 billion ($29.6 billion),
representing 11.9 percent of the country’s GDP in 2018.° Along with other military-run
social facilities such as clubs, military-owned hotels appear to cater primarily to a domestic
clientele that accounted for 48 percent of the total number of tourists in Egypt in 2017,
although this percentage was above normal following the decline in foreign tourism due
to terrorist attacks. Indeed, it is evident that the al-Masah and Tolip chains seek business
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especially through preferential deals with government ministries.'® This is probably crucial
for their viability in an industry dominated by the private and public sectors: the number
and capacity of military-owned hotels is a mere fraction compared to the national total of
730 hotels with over 108,000 rooms by 2017, besides the 1.4 million rooms that the gov-
ernment plans to add to publicly owned capacity by 2020." High investment and operating
costs, the offer of below-market prices, and profit-sharing among military managers may
nonetheless mean that net profits are relatively modest. According to the private contrac-
tor who constructed the Triumph Hotel on behalf of the EAF Engineering Authority (for
a client fronting for Military Intelligence), it cost EP2 billion; although this was atypical,
as it was built in an unsuitable area, it confirmed that crony interests may dispense with
commercial feasibility."> But catering to an EAF officer corps with aspirations of upward so-
cial mobility and to a civilian middle-class

that increasingly feels the financial pinch . .
may be as important a goal as commercial Military salaries are modest

gain in prompting these ventures. compared to public business sector
Political objectives are even more unam- and private companies, bUt defense
biguously uppermost with regard to the sector personnel are specially

sale of food and provision of medical ser-  designated and enjoy significant
vices to the general public. Sisi, military disparities in pay and benefits

economic officials, and government min- L
. . compared to civil servants.
isters repeatedly emphasize the need to

provide the public with basic commodi-

ties and services at affordable prices, countering inflationary pressures. The MOD and re-
lated agencies such as the NSPO probably make a net profit on cheap goods they import
in bulk, such as frozen chickens and chicken parts, but this is done in response to political
directives. Military-run supermarkets almost certainly profit from any imported commodi-
ties they sell, since these are probably exempt from customs duties, but the need to keep
prices low to cater to the families of EAF personnel and low-income groups likely limits
their overall profitability.

Political considerations similarly play into the provision of medical services. Researcher
Ayman Emam estimates that the MOD’s Medical Services Department is the second-largest
healthcare provider in Egypt after the Ministry of Health, but its services are offered free to
military personnel and their immediate families and to all other civilians at rates 50 percent
cheaper than in private facilities.”’ That potentially means the department may only break
even or incur a loss on services to low-income groups. Receiving fee-paying middle-class pa-
tients at its upmarket hospitals and clinics is no doubt profitable, but whether the number
of patients is sufficient to offset the cost of equipping and maintaining these facilities and
of providing free services to ranking defense sector personnel cannot be established with-
out full financial transparency. As in other instances, simply reducing the cost of meeting
the expectations of core constituencies for advanced medical care is probably the primary
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objective, rather than capturing market share. Egypt’s failure to become a destination for
medical tourists from other Arabs states additionally limits the commercial potential of
military medical facilities.

In all cases, these activities are not major money spinners, though some have the potential
to be. The military’s investment in them responds in part to demand from constituencies
deemed socially and politically important, and therefore is not always driven by commer-
cial feasibility or a clear profit motive. Furthermore, according to an Egyptian economic
analyst, military special funds are partly used to pay bonuses and allowances to EAF person-

nel, but some profits are also distributed

. .. to a few dozen top-ranking officers.'* As
Political objectives are even more lici - .
political scientist Dina Rashed argues in

unambiguously uppermost With  her assessment of similar schemes in the

regard to the sale of food and ~ Ministry of Interior, they predominantly

o o . . 1 1 15
provision Of medical services benefit senior officials and commanders.

to the general public.

The exact pattern of distribution cannot
be independently verified, but in the case
of special funds that come under the gen-
eral state budget this was based on a percentage of basic salary until June 30, 2015, when
profit-sharing was converted into fixed amounts.'® Profit-sharing is additionally written
into the laws of establishment of military agencies producing civilian goods and services for
commercial sale, such as the MOMP’s National Authority for Military Production; whether
this is strictly applied only when an overall net profit is actually made, or taken from turn-
over before all income and spending is calculated, is unclear and may be open to misuse.

Harder to estimate are incomes to the MOD from licensing land use, leasing facilities,
levying tolls on highways and quarries, providing specialized import or transport services,
demining, and the like."” These activities involve fewer sunk costs, and can ensure a depend-
able income that is especially significant in the case of approving use of state land. However,
some of the more lucrative sources of potential income may be traded for other kinds of
advantages; a foremost example is waiving fees for granting use of land or facilities, in return
for equity in new joint ventures or simply as a means of attracting investors to high-priority
schemes such as the Suez Economic Development Corridor. Another is approving land
use applications in return for the award of services, infrastructure, or supply contracts to
companies favored by the military or in which officers have a commercial interest. Several
of these activities moreover generate opportunities for illicit income on the side.

The MOD clearly has access to substantial funds, nonetheless. The NSPO’s establishment
or acquisition of several new companies since 2016 suggests it can draw on considerable
reserves held by the MOD, command large-scale funding from the state treasury, or lever-
age credit (cheaply) from publicly or privately owned banks—or assemble mixed fund-
ing packages. Much the same is true of construction under EAF management of dual-use
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civilian infrastructure such as highways and bridges since 2013, which is funded by the state
treasury or government borrowing, but it is possible that the MOD finances military-only
infrastructure using its extra-budgetary funds (rather than the defense budget). Similarly,
the cost of expanding certain military-owned facilities has been at least partly offset by using
the income from feeding civilian projects with products such as cement, reinforced iron,
and water meters.

In theory at least, the MOD can also put its reserves toward making major arms purchases
not covered by U.S. foreign military financing. This includes orders placed in 20142018
for French and Russian weapons systems totaling $8 billion (€7.15 billion) and up to $7.5
billion, respectively.'® At least half the €5.2 billion cost of purchasing French combat air-
craft was to be covered by several Gulf states, with the other half coming from commercial
loans raised and guaranteed by the French government, and Gulf states were reportedly
contributing to some purchases of Russian weapons. The Egyptian MOD would still have
had to finance a major part of these deals; this may be why, along with the subsequent
withdrawal of Saudi funding, some agreements for French and Russian systems were not
translated into actual orders or else have been delayed."” And in all cases the MOD would
have to allocate funds from the defense budget or its own reserves for the future costs of
maintenance and repairs, upgrades and spare parts, and training for the duration of the
operational lives of all these weapons systems, which can add up to six times their purchase
cost. It is not certain that such investments are actually made, potentially undermining the
EAF’s operational effectiveness.

Consequently, the only military agencies with clear opportunities to build substantial fi-
nancial surpluses are the MOD and some of its subordinate agencies: the NSPO, the EAF
Engineering Authority, and the Mining Sector. Management of national and megaprojects
may have jumped to the top of the list of earners since late 2013, given the sheer scale of
public works launched by the Mansour and, especially, Sisi administrations. Figures is-
sued by the Administrative Monitoring Authority for military-managed projects indicate a
volume of EP369 billion over nearly two years between February 2016 and January 2018
($22.5 billion, using an average exchange rate for that period). In theory, if military agen-
cies earned agreed fixed management fees for these projects, then a 5 percent rate would
translate into EP18.45 billion in income for the MOD, or somewhat over $500 million
annually (depending on the exchange rate used), while a 20 percent management fee would
translate into over $2 billion annually. This is the range suggested by available, if fragmen-
tary, evidence. The claim made in August 2019 by the fugitive owner of Amlaak Holdings,
whose main client for fifteen years was the MOD, that the military regularly rakes in 25-30
percent of project budgets cannot be verified independently, nor can it be assumed to be
true across the board, but even if it were, this would result in peak annual income for the
military of $3 billion from public works.
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But this is not how the finances of national and megaprojects work. The MOD and other
military economic agencies do not receive set percentages of the budgets approved by the
government in return for managing these projects. Rather, they are assigned a fixed budget
within which to deliver the project, and then negotiate deals with the contractors who will
undertake the implementation.? Making a net income depends on the margin that mili-
tary negotiators succeed in extracting between the official budget and actual project costs.
Margins may vary widely. Military agencies are in a strong position to make smaller com-
panies bear a greater share of costs—including those arising from fluctuations in currency
exchange rates and the price of inputs—or even to compel them to undertake the work at
their own expense, which they may do in hope of securing future contracts.”’ But the mili-
tary may forgo much or all of their profit margin in order to bring on board big businesses
whose expertise, industrial plants, or capital they need. Political factors also play a role:
when the president sets deadlines that push costs beyond the allocated budget, the MOD
may absorb the resulting losses from its own funds. This was the case with the construction
of the cathedral in the new administrative capital, which Sisi wanted finished in time to
celebrate Coptic Christmas in January 2019. What all this suggests is that the military’s net
income from the public works projects it manages approximates the aggregate amount by
which the profit margin of private contractors is reduced.

Estimating net military income from national and megaprojects is virtually impossible,
therefore. But it will not continue at the inflated levels seen since 2014, as the pace of new
projects is declining. Military agencies benefited from the huge construction surge of hous-
ing and infrastructure—managing nearly 24 percent of projects announced by the govern-
ment, if official statistics are accurate—but this may have plateaued as government figures
show a decline in the rate of new projects from EP500 billion annually in 2014-2016 to
EP224 billion annually through the end of 2018. However, it is also unlikely that military
incomes will drop to pre-2013 levels, when the MOD earned more modest income from
managing long-term projects such as the Toshka land reclamation scheme. This is because
the MOD and its subordinate agencies have been assigned to manage projects such as the
new administrative capital, Sisi’s 1.5 million feddan reclamation, and East Port Said devel-
opment zone indefinitely, and will no doubt be assigned a significant role in the construc-
tion of at least fourteen new desert cities in coming years, and so their overall management
portfolio will remain several times larger than it was before 2013.

Evidence of profitability is less convincing for the MOMP, MOD companies, or the AOL
Even though the MOMP reported impressive sales growth of 276 percent between the
2014-2015 and 2017-2018 financial years, from EP4.2 billion to EP11.6 billion, in dol-
lar terms this went more modestly from $552 million to $649 million, or 18 percent. And
according to Assar, who provided these figures, fourteen of the MOMP’s twenty companies
were still recording net losses in 2018.% He did not specify which companies were profit-
able, but it is likely that these produced intermediate chemicals, in which they have cor-
nered the Egyptian market and contributed to exports, or else have provided contracting
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and management services, thanks to their captive market of government contracts. MOD
companies such as the Alexandria Shipyard have yet to post profits, and there is no publicly
available evidence that the AOI is performing better, despite sporadic boasts of new con-
tracts and healthy sales.

Increases in turnover should have improved balance sheets across the board, but gains would
partly have been offset by the commensurate rise in the total cost of factors of production,
continued low productivity, inadequate research and development, and the need to invest
in modernizing industrial plants and processes. And even in loss-making enterprises, EAF
officers in management positions and other employees possibly receive a share of income
under the profit-sharing provision stipulated in the regulations of military businesses, prior
to calculating net profits, if indeed there are any. Furthermore, military businesses appar-
ently manipulate budget rules and laws that allow them to carry surpluses forward from
year to year—even as they post operating losses that are charged to the state treasury—in
order to build up substantial deposits in discretionary funds (discussed below).

Military businesses have clearly faced continuing difficulties in adding value in most areas
of manufacturing, but might achieve healthier results in the extractive sectors into which
they are currently expanding. According to their statements, the MOD’s Mining Sector
and related NSPO companies are set to produce, or at least control, a major share of the
country’s total output of marble and granite, gold, minerals, and heavy metals, and are
expanding their share of phosphate production. In part, this is done with the purpose of
increasing revenue for the state treasury, but the military agencies involved will presumably
receive either a management fee or a set share of net income—whether allocated formally
or asserted as a de facto tithe. But the military is not the only actor in any of these sectors—
with the possible exception of heavy metals—and would have to force out the domestic and
foreign-based private companies that currently dominate them. Yet this may prove costly,
certainly politically but also financially (as the military investments in the media, steel, and
cement sectors discussed in Chapter 5 indicate).*

BANKING AND BLACK BOXES

Contrary to the defense budget, which is deposited with the Central Bank of Egypt, the
MOD places at least a portion of its income in a variety of Egyptian banks; “one billion here
and half a billion there,” according to an anonymous source in the central bank.”> Deposits
are possibly managed by the MOD’s Financial Authority, but even in this case the extent
of its authority over military financial assets is unclear: it is not represented on the board of
directors of a major economic actor such as the NSPO, for example, nor does it hold the
military-owned shares in companies such as al-Tharwa.?® Indeed, subsidiary MOD agencies
such as the NSPO are also empowered by law to open and manage their own accounts in
state-owned commercial banks, and probably manage these independently.
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As importantly, the MOD holds a significant portion of its funds in dollar deposits. In
late 2011, for example, it loaned the central bank $1 billion to help shore up the Egyptian
pound.” Its easy access to large amounts of dollars was based on a law in force since at least
1984 allowing it to purchase and retain “free currency” in order to finance its imports and
investments and to settle dues to suppliers.”® But in May 2013, Major General Mohamed
Nasr, then assistant defense minister for finance, also justified MOD retention of foreign
currency deposits as a means to assist civilian authorities to tackle “emergencies.” According
to the same article, which claimed to be citing him directly, he also revealed that the MOD
had refused a request from then president Mohamed Morsi for $2 billion in foreign ex-
change to help the government deal with worsening shortages of electricity, fuel, and other
basic commodities.”” As a leading banker complained, the military’s special privilege made
them “a state within a state, with their own hard currency supplies.”

The MOD and other military agencies also retain special funds in which they deposit bud-
get surpluses—denominated in Egyptian pounds, since they are part of official budgets—
which a great many civilian government agencies do as well. More infamously known as
“black boxes,” special funds were established by a series of presidential decrees issued in the
1970s onward. This offered a perverse incentive for public institutions to charge capital in-
vestment costs and operating losses to the state treasury, while showing net budget surpluses
that they were allowed to place in special funds and defer from one financial year to the
next. The rare publication of the annual accounts of the MOMP’s NAMP and a few other
EAF agencies in 2011 revealed that they followed the same practice.

As Nizar Manek and Jeremy Hodge found in an impressive piece of investigative journal-
ism, special funds are held at the central bank, but neither the latter body nor the Ministry
of Finance or Central Accounting Organization (CAO) has any oversight or regulatory
power over them.?' According to former police finance officer turned whistleblower Abdel-
Khaleq Farougq, there were 600 special funds (containing EP500 million) by 2000-2001,
rising to 1,045 by 2003.%* In 2012, Nasr gave their number as 7,000, with EP35.5 billion
(then nearly $6 billion) in deposits, while Manek and Hodge estimated that the special
funds held the equivalent of at least $9.4 billion two years later.” The military’s share can-
not be determined with any confidence, but Manek and Hodge claimed that special funds
worth about $4.9 billion in the 2010-2011 fiscal year belonged to state economic agencies
with close ties to the military—such as the Suez Canal Authority, General Authority for
Petroleum, and, not surprisingly, the AOL

In May 2017, Major General Safwat al-Nahhas, member of a recently formed administra-
tive reform committee, confirmed that special funds still lacked organizational structures
and statutes, making them “no more than companies belonging to the [state] entity that
owns the funds.”® Unwittingly, he echoed the late Samer Soliman, political scientist and
founding member of the Egyptian Social Democratic Party, who in 2011 had described
the transformation of state institutions in the Mubarak era into “autonomous financial
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fiefdoms.”*® What uses military special funds are put to remains the subject of speculation,
but as a 2018 report by Transparency International on security funding mechanisms in
Nigeria showed, discretionary funds of this kind may exceed significant parts of the regular
national defense budget, if not the whole of it.”

The MOD may additionally control funds that originate outside the black boxes. In
February 2015, a leaked conversation between Sisi and his chief aide Major General Abbas
Kamel showed that the president planned to deposit $10 billion of assistance from Gulf
states in the MOD’s account.”® Whether the Gulf donation went to its general account or a
separate special fund is unclear, but the MOD is almost certainly one of the state agencies
authorized to receive foreign donations in its special funds.*’

Equally probable is that the military was exempted from a government decision in 2013
transferring 6,061 special funds worth a cumulative EP38.6 billion (around $5.7 billion)
to a unified account in the central bank. The military was probably again automatically ex-
empt from a subsequent decree issued by Sisi in July 2014 requiring “service, economic, and
national general authorities” that had special funds to contribute 10 percent of their annual
income to the state budget.”” The mandatory contribution was later raised to 25 percent in
the 2016 budget law; as a public business sector entity, the NAMP would normally have
been subject to the law, but was explicitly exempted.*! The depreciation of the Egyptian
pound in the meantime would have significantly reduced the value of the special funds
in dollar terms, so the military’s exemption from making similar contributions probably
served only to offset part of the loss.

Standing legislation since at least 1984 authorizes military borrowing from banks, com-
panies, and other bodies—including foreign ones—and lending to companies. Economic
analyst Abdul-Fattah Barayez assessed that the MOD had not in fact taken loans of this
kind until the end of 2015, nor competed with the private sector for credit.* But this has
started to change, as military acquisition of steel companies since then has shown. The
MOD has also invested capital from state-run bodies in projects it manages, a significant
example being the investment by the National Authority for Social Insurance and Pensions
in the MOD-managed Toshka land reclamation scheme.®

Companies in which the military has a commercial interest are also known to have ben-
efited from preferential access to loans. In a Carnegie Endowment for International Peace
paper, Shana Marshall noted the example of a subsidiary of Tharwa Petroleum, in which the
military has a direct stake, that was able to borrow $20 million from the National Bank of
Egypt in 2014: having done little business with the state previously, the subsidiary swiftly
won two major concessions.* The desire to maintain bank support for poorly performing
state-owned companies, including any with military affiliations, may help explain then de-
fense minister Tantawi’s opposition to the proposed privatization of Cairo Bank in 2004.
That this remains a problem was revealed by the Egyptian National Maritime Transport

CARNEGIE MIDDLE EAST CENTER 307



Company, an MOD afhiliate that was found to have racked up major debts in the years
running up to 2016.%

ACCOUNTING WITHOUT AUDIT

EAF spokespersons and senior defense industry officials routinely state that military busi-
nesses, “be they agricultural, services, industrial, or other, are subjected to taxation and
monitoring by the Central Accounting Organization, like any other company in Egypt.’”‘7
Ahmed el-Sayed al-Naggar, a senior economist at the state-owned Ahram Center for
Political and Strategic Studies, bluntly responded that such claims “are at complete vari-
ance with the truth.” The logical outcome of each government ministry running its own
economic activities, he added for good measure, was to dismantle the state and inflict an
injustice on the Egyptian people.®

That was in 2012, but little has changed since then. Generally, defense sector officials are
guilty of conflating accounting—tracking inflows and outflows of funds and balancing the
financial sheets at the end of each reporting period—with auditing—the more demanding
verification of financial statements for the purposes of identifying financial risk areas and
assessing controls, processes, and information flows and thereby the overall efficiency of
management and other systems. The former is conducted internally, while the latter is usu-
ally done by bodies external to and independent from the agencies under inspection.

Military agencies duly keep their financial books—as does the MOD for the EAF and other
affiliated departments—but do not appear subject to anything constituting a full audit.
Still less does the CAO or any other specialized government agency evaluate the ability
of military agencies undertaking economic activities to attain performance targets, resolve
problems, and alter or redesign processes to improve results. Further impeding effective
evaluation of performance is the lack of transparency regarding whether newly acquired or
established companies count as assets or expenditures in military books, and whether the
latter show outstanding dues as debts or rather as arrears, which may be carried forward
from year to year. This appears to be the accounting method for MOMP companies, at
least, helping to explain their significant cumulative losses. Delaying payment to civilian
contractors indefinitely is similarly a means of portraying military-managed projects as ef-
ficient and profitable, as the high-profile case of Amlaak Holdings that came to light in
August 2019 demonstrated, whose owner claimed it was owed EP225 million for construc-
tion work done for the military.

The MOD appears to have managed the accounts of all agencies under its umbrella until
around the turn of the century. But as military involvement in the civilian economy accel-
erated at that time, a special Ministry of Finance office was established within the MOD
to review the books of the EAF- and MOD-affiliated agencies and companies engaged in
nondefense production and public works.*” According to a knowledgeable source, however,
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the special office simply reports overall expenditure and income, suggesting that its main
task is to balance the books rather than conduct detailed audits.”® This interpretation was
supported by the interim minister of finance in 2011, Samir Radwan, who complained that
his ministry could only track allocations of public funds to government agencies and report
actual spending, but lacked detail and could not evaluate that spending; defense-related
agencies were subject to even less monitoring.”!

The MOMP may similarly undertake bookkeeping through its own accounting depart-
ment, but the fact that the head of the MOD’s Financial Authority sits on the board of the
MOMP’s NAMP suggests that its budget and financial operations might also come under
review by the same Ministry of Finance office at the MOD.>> However, the head of the
“state general budget sector” at the Ministry of Finance, a retired EAF major general, is also
a board member, indicating an extra level of involvement. In either case, this is apparently
what enabled Assar to claim that his ministry’s budget is audited by the CAO “under super-
vision of the Ministry of Finance.” (The AOI, by way of contrast, does not come formally
within the scope of any audit agency, as it retains the status of an international organization
and is therefore governed only by its own by-laws, even though it may allow CAO inspec-
tions on a voluntary basis.*)

Whatever the merits or demerits of this
accounting setup, it falls short of an  Military agencies duly keep their
audit, even less an independent one. financial books but do not appear

ample, then assistant defense minister for subject to anything constituting
finance Nasr stated in March 2012 that @ full audit.
“we submit to the Central Accounting

Defense officials claim otherwise. For ex-

Organization ... which sends hundreds of

monitoring committees annually.”> An unnamed military source provided greater clarity
in 2015 by stating that the CAO reviewed military economic activities related to providing
“public services” specifically, a nuance later confirmed by Assar, who stated that MOMP
companies paid taxes, customs duties, and social security contributions on their production
for civilian markets.® How the distinction is verified and maintained is unclear, assuming
it is at all; similarly, equipment and materials acquired for production are likely to benefit
from the military’s broad range of tax and customs exemptions regardless of whether their
end-use is military or civilian.

This distinction apparently allowed the CAO, which has no jurisdiction over defense-related
bodies, a circumscribed window into the formal military economy. Speaking in early 2014,
CAO head Hesham Geneina gave military companies a clean bill of health. But his call two
years later for “a legislative revolution” to empower state audit bodies brought him into con-
flict with Sisi; a committee appointed by Sisi to investigate Geneina accused him of using
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“incorrect and imprecise data, endangering public peace and weakening respect for the state
and confidence in its institutions,” and in March 2016 he was removed from ofhice.”

WEAPONIZED AUDIT

The CAO has been eclipsed completely since then by the Administrative Monitoring
Authority, whose head, former EAF officer Major General Mohamed Erfan Jamal-al-Din,
led the investigation of Geneina.’® Established by then president Gamal Abdel Nasser in
1958 and upgraded in Law 54 of 1964, the AMA’s mandate is to combat corruption in
any government agency or private company involved in public works. For decades its remit
effectively excluded the defense sector, but in 2017 Sisi ratified an amended Law 207 that
made this exclusion official by limiting the AMA’s scope specifically to civilian agencies.”
This act removed the last vestigial claim that any defense-related agency—outside of its

public business sector companies—comes under external audit by any state agency.

Thanks to its powers of judicial investigation, the AMA is Egypt’s most powerful audit
agency, which successive presidents have used to punish opponents and keep supporters in
line. Sisi has similarly used it as what one Egyptian journalist called his “striking arm,” un-
derlining his public commitment to stamping out corruption while ensuring obedience.*
In April 2015, he removed Major General Mohamed Omar Heibah, who had only headed
the authority for two and a half years (instead of the normal four), to replace him with
Erfan, Sisi’s fellow graduate from war college in 1977.¢

The AMA has always been headed by EAF officers (seconded during active service), who
also lead many of its operational divisions and twenty-nine regional branches.®> Law 112 of
1983 reflected the extent of this inter-penetration by establishing a conversion table for all
commissioned military ranks into their equivalent bureaucratic grades, and carrying over
the pay, allowances, and seniority of EAF officers transferred to the authority.> As former
AMA investigator Moatassem Fathi described it in 2014, the agency “operates like an intel-
ligence service whose officers mostly come from the military or police, and enjoy vast pow-
ers of interrogation, search, and surveillance.”* This leaves the EAF Inspection Authority as
the only body authorized to investigate corruption in the military; cases are tried exclusively
by the military tribunal, ensuring they do not enter the civilian justice system even for
nonmilitary charges.®

Since assuming the presidency, Sisi has consolidated the AMA as an instrument of presi-

% 1n 2015, a decree issued by the prime minister designated it “a state agency

»G7

dential power.
whose procurement contracts should be kept secret for national security considerations.
And in October 2017, parliament agreed to end the authority’s autonomous status by em-
powering the president to hire and fire its head, granted the rank and benefits of minister
to the AMA head, and exempted it from the provision of Social Security Law limiting
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pensionable pay to 80 percent of final basic salary (thereby raising the allowable ceiling to
100 percent).*®

The AMA’s public profile has risen in parallel. Erfan, whose tenure was renewed for a fur-
ther four years on March 31, 2017, broadened his portfolio by visiting infrastructure proj-
ects and speaking about national economic development.”” In the meantime, Lieutenant
Colonel Mostafa el-Sisi, the president’s son who was transferred from the EAF to the AMA
after his father took office, won unusual publicity for a middle-ranking authority official by
being credited with delivering several high-profile cases.”” Progovernment media burnished
his credentials, celebrating him as a “torchbearer” and “strongman” who has dealt “a painful
blow to the ‘corruption mafia’ in Egypt,” suggesting he is being groomed to head the au-
thority eventually.”! Erfan’s standing appeared secure after the president assigned the AMA
to resolve tax disputes valued at EP900 billion in July 2018, but his abrupt dismissal only a
month later lent weight to predictions about Mostafa el-Sisi’s swift rise.”*

Sisi has clearly used the AMA to disown corrupt networks and burnish his own credentials,
but continues to use it selectively, and has not tackled the discretionary powers and opac-
ity that enable systemic corruption in Egypt. AMA involvement in reviewing tenders and
bids for public works managed by the EAF since the end of 2015 has probably resulted in
tighter scrutiny of the terms of reference for contracts awarded to private companies, but
does not constitute a meaningful audit of military economic activity and finances. Indeed,
the AMA’s teaming up with the EAF Engineering Authority may provide a means of cir-
cumventing government rules, a pet peeve of Sisi, who bluntly castigated the state’s admin-
istrative apparatus as “an obstacle to Egypt’s progress” in 2015.”* He was equally scathing of
feasibility studies, stating three years later that “in my estimate, if I had followed [them] and
allowed them to be a decisive factor in resolving matters in Egypt, we would have achieved
only 20 to 25 percent of what we actually achieved.””*

Whistle-blower Abdel-Khaleq Farougs description of Egypt’s wider security sector (defense,
interior, and justice) in 2008 remains apt today. It is “characterized by opacity and com-
plete lack of transparency under pretexts of ‘national security concerns,” allowing ‘cancer-
ous expansion in administrative-organizational and economic-financial terms, giving rise
to a multi-tentacled nature and incomprehensible organograms.””

PARLIAMENTARY ABDICATION

The inability (and unwillingness) of the People’s Assembly to exercise oversight of the de-
fense budget or any other aspect of defense affairs merely confirms the military’s lack of
accountability to civilian authorities. For decades, parliamentarians were allowed only to
approve the defense budget as a one-line item, without receiving a detailed breakdown. The
Supreme Council of the Armed Forces strove to curtail even this minimal parliamentary
prerogative following Mubarak’s ouster, by issuing a constitutional declaration in June 2012

CARNEGIE MIDDLE EAST CENTER 3N



that required the defense budget to be submitted only to the National Defense Council
(all but defunct since its establishment under the 1971 constitution).”® This limitation was
reaffirmed in the revised constitutions passed by referendum under the Morsi and Mansour
administrations in 2012 and 2014. Sisi has occasionally convened the council since assum-
ing the presidency and established a general secretariat based at the MOD to routinize its
work in July 2014, but it is not clear that the council has ever reviewed the defense budget.”

In any case, dissent was rare in the politically subservient People’s Assembly. The fact that
an attempt by representative Elwy Hafez to expose corruption in defense procurement in
1988 is still remembered today shows how exceptional it was. His efforts finally led to a
debate in 1990, but even this was subsequently excised from the parliamentary record.”
Twenty years later, Ayman Nour, a former member of parliament who ran unsuccessfully
against Mubarak in the 2005 presidential election, took advantage of the 2011 revolution
to oppose a draft supra-constitutional framework document proposed by the ruling SCAF.
Arguing that this would “gift the nation to the army,” he rejected maintaining “‘black zones’
in the general budget, over which there is no monitoring or review or accountability.”
He also demanded that “expenditure on armament, defense production, with what ex-
penses this entails” be discussed in a dedicated parliamentary committee. As for “for-profit
companies, cement, car, and washing machine companies and mineral water companies,
and National Service Projects,” these “should be subject exclusively to public regulations.”
Otherwise, he warned, the EAF would be “transformed into a state within the state,” and
Egyptians “a nation for the army rather than an army for the nation.””

The military pushed back. In March 2012, assistant minister of defense and SCAF member
Major General Mokhtar al-Molla insisted that the defense budget would remain exempt
from parliamentary oversight.*” A month later, assistant defense minister for constitutional
and legal affairs and SCAF member Major General Mamdouh Shahin argued that “previ-
ously the military budget was subject to specific laws and was not in any constitution.” By
proposing constitutional amendments exempting defense from parliamentary debate, he
added, “I am simply asserting a reality that has existed for a long time. What is the problem
with that?”® Their colleague Nasr openly boasted a year later that he had blocked efforts by
the Muslim Brotherhood and allied Islamists of the Nour Party to bring the defense budget
(and the NSPO) under parliamentary scrutiny.®

Despite these objections, a very broad breakdown of the defense budget was submitted
for the first time ever to the Shura Council (the Senate) in April 2013. This was three
months prior to the council’s dissolution by court order during the brief interlude of the
Morsi administration.® But the exception only proved the rule. In April 2012, the Muslim
Brotherhood—dominated parliament approved the decree issued by SCAF head Tantawi
in May 2011 awarding the MOD the power to determine whether EAF officers accused
of illicit gains should be prosecuted in civilian or military courts.** And in October 2017,
parliament approved draft Law 207 that explicitly limited audit by the AMA to civilian
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agencies alone, making the exemption of military agencies from its remit de jure for the
first time ever.

A historically supine People’s Assembly has become openly complicit with the military.
Former EAF, police, or security officers won eighty-four parliamentary seats in the 2015
election, at least seventeen of whom sit on the Committee on Defense and National
Security.® This has assured military economic agencies of vocal support in the People’s
Assembly, not that this has ever been in doubt. When asked about the MOMP’s foray into
medical manufacturing in October 2016, for example, several representatives praised this
as “a guarantee of quality.” Another called for the MOD to oversee Egypt’s health sector in
its entirety, arguing this would “guarantee 100 percent success ... and reveal 90 percent cor-
ruption [in the existing sector].” He added, for good measure, “if the army were to take the
country in hand we would become like

Europe within one year.”* And one par- . . o
liamentarian who acknowledged that use The inabili ty (and un w:llmgness)

of conscript labor in military companies  of the People’s Assembly to exercise
gave them a competitive advantage over oversight of the defense budget
the private sector, nonetheless endorsed .

. : or any other aspect of defense affairs
their constant expansion on the grounds . . ,
that they fill “an economic void to provide merely confirms the military’s lack of
goods that the state could not provide.””  accountability to civilian authorities.

An altercation during a debate on July 25,

2016, demonstrated parliament’s relationship with the military vividly. In question was a
proposal to increase military pensions, which are charged to the general budget. Addressing
the MOD representative who was attending the session, the head of the parliamentary
committee on human rights (and nephew of the late president) Mohamed Anwar Sadat ob-
jected that “we know neither the basic salaries nor the pay scale [of the EAF], so how can we
increase [pensions]?” The main problem, he continued, was not knowing what salaries and
pensions were awarded from the (general) budget to officers “who hold civilian positions
as ministers, governors, mayors, or chairmen of authorities and companies.”®® At this point
the Speaker of the House forcibly silenced Sadat, who some months later was stripped of his
parliamentary seat.® The speaker was himself to gain a brief moment of international no-
toriety when, in October 2019, he likened Sisi’s ambitious development strategies to those
of Nazi Germany, saying that “Hitler had his mistakes, but what allowed him to expand
eastward and westward was that he created a strong infrastructure.”

Parliamentary abdication enables the military economy in significant ways. The Planning
and Budget Committee, for example, judged that it could not review the budgets of mega-
projects managed by the military. “The rules that apply to the armed forces budget also
apply to the budget of the new Administrative Capital for Urban Development Company,”
Member of Parliament Yasser Omar told investigative journalist Beesan Kassab.” He
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justified this particular case on the grounds that it “does not take a single piaster from
the state budget,” which is both erroneous—since the government provided some initial
funding and the company’s start-up capital came from the ministries of defense and hous-
ing—and misleading—since NUCA and

other civilian authorities involved in fact

A historically supine People’s  receive official public funding, albeit un-

Assembly has become openly dera budget for general authorities that is

complicit with the military separate from the state budget. Other ofhi-
" cials, including Sisi and the spokesperson

for the company managing the adminis-
trative capital project, added the further justification that its development was financed
solely from the proceeds of land sales. Parliament has tacitly allowed this wholesale transfer
of usufruct over state land and assets and the revenues deriving from them to privileged
institutional actors. It similarly withheld from seeking clarification when Sisi acknowledged
the use of public funds to construct multiple presidential palaces around the country in
September 2019 and vowed to build more, claiming “Those aren’t for me. Nothing is for
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me ... they are for Egypt.

THE WAGES OF IMPUNITY

The EAF has assiduously cultivated an image of financial probity and rectitude, for the
most part successfully as the adulation of the members of parliament quoted above con-
firms. This contrasts with the widespread perception—actively if informally propagated by
military personnel—that corruption pervades its civilian counterparts, whether in the pri-
vate or public sectors. Mismanagement of state assets and national resources and outright
corruption have been structural features of Egypt’s economy since the EAF established the
republic—rather than an aberration. To paraphrase analyst Thomas de Waal’s assessment of
corruption in Ukraine, the problem is not that a well-functioning state has been corrupted
by certain illegal practices, but rather that those corrupt practices constitute the rules by
which the state is run.” But the notion that the military has been able to remain a bastion
of integrity amid a sea of corruption for decades is neither convincing nor borne out by the
facts. Rather, anecdotal evidence, insider accounts, and public revelations of the kinds cited
below indicate extensive and routinized corruption within at least those parts of the defense
sector concerned with procurement and supply, licensing civilian functions of any kind,
and public contracting and services.

Sisi has repeatedly identified corruption as a major challenge in public, noting that it will
take considerable time and effort to resolve.”* He has moreover recognized that this affects
major state institutions; for example, he acknowledged to a senior U.S. State Department
official cited by journalist Peter Hessler that he was unable to tackle corruption in the po-
lice because “it’s a million-man mafia.”® But another senior U.S. official involved in the

314 OWNERS OF THE REPUBLIC | SAYIGH



formal relationship with the Egyptian MOD argues that this also works to Sisi’s advantage:
“As a former Director of Military Intelligence, he is intimately familiar with the military
economy in all its dimensions.... [and] knows where the metaphorical bodies are buried.”*
Indeed, according to Transparency International, the risk of corruption has worsened since
he assumed the presidency: Egypt scored consistently between 32/100 and 37/100 in its
overall Corruption Perception Index for 2014 and 2018, keeping it in the poorly perform-

ing end of the index.”

Major General Michael Collings, who served as senior U.S. defense representative and
chief of the Office of Military Cooperation in Cairo from 2006 to 2008, later told the New
York Times that corruption was endemic in the senior EAF officer corps. He asserted that
“a fair amount” of the income of formal military businesses “goes back to the senior officers
that are in charge of these particular factories.” Collings also revealed that, according to
EAF counterparts he met during his posting, Mubarak used to disburse cash payments to
the commanders of the four EAF services (Army, Navy, Air Force, and Air Defense Forces),
a claim confirmed separately to the New York Times by a high-ranking EAF retiree.”® The
pattern extends all the way down the chain of command: conscripts who can afford to
reportedly pay bribes to be assigned to units or locations they prefer—up to EP15,000 in
2015 (then $2,000).”

Legal immunity is further reinforced by the formal prohibitions placed on divulging in-
formation relating to the military, starting with Law 313 of 1956 and replicated in more
general legislation such as Presidential Decree 35 of 1960 on the Central Agency for Public
Mobilization and Statistics and the National Archives and Intelligence Law 100 of 1971.1%°
Transparency International’s Government Defense Anticorruption Index concluded that
the procedures and mechanisms in place to prevent corruption put Egypt in the top cat-
egory of countries where the risk of defense sector corruption was “critical” in every cat-
egory it measured.'”"

Insider accounts reveal that this is an actuality, not mere risk: there is an established pat-
tern in the MOD financial administration of approving invoices known to be fraudulent,
for example, and procurement officers routinely demand bribes for the award of contracts.
Anecdotal evidence moreover shows that bribe amounts have risen sharply since the mili-
tary takeover of 2013, reflecting the military’s enhanced leverage. Indeed, inhibitions linked
to notions of legality have weakened further, resulting in what might be termed rapacious
entrepreneurship: greater awareness of opportunities for extra income-generation and bold-
ness in extracting it from civilian actors. A foremost example is military intrusion into the
operation of the government investment company that provides seed capital to startup
companies, imposing officers onto their boards or extorting a share in equity (reportedly up
to 20 percent) in return for approval of funding,.
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There is considerable cumulative evidence of these practices, stretching back for decades.
Political scientist John Waterbury noted in the early 1980s that “senior EAF officers traded
on their influence, pocketed kickbacks on everything from citrus exports to arms purchas-
es, acquired property and income through appropriations or management of sequestered
properties.”'”* Fellow political scientist and Egypt expert Robert Springborg corroborated
reports from foreign contractors working in Egypt that similar lucrative practices in that
era centered on major ports for leasing of quays, permission to offload cargo, and filing
fraudulent insurance claims for damaged goods.'”® EAF officers were still supplementing
their incomes thirty years later by taking fees in cash for routine services they control such
as passage through the Suez Canal, according to foreign diplomats interviewed by journal-
ist Matthew Axelrod in 2011." In March 2014, a private importer of satellite receivers
complained openly of having to pay thousands of dollars in bribes to EAF officers working
with the Suez Canal Authority in order to release his recent shipments.'® And ships transit-
ing through the Suez Canal were routinely compelled to hire local crews to facilitate their
crossing, in addition to paying smaller tips and bribes.'®

Extracting illicit income occurs wherever the military controls physical or regulatory ac-
cess. Businessmen confirm that they have regularly been asked to donate to MOD funds
in return for receiving permission to register land or change its use since 2001, or to pay
outright bribes. Applications relating to land use are moreover often made to local EAF
commanders rather than an authorized MOD department—Iet alone to the Ministries
of Local Development, Trade and Industry, or Finance, any of which would be the more
obvious authority—creating opportunities to demand bribes, especially from smaller busi-
nesses. But public sector and government agencies are no less afflicted: insiders confirm
that the Housing Ministry, for example, has routinely paid bribes amounting to millions of
Egyptian pounds to MOD ofhicers in return for approving land use applications for pub-
licly funded schemes.

Control over borders offers other lucrative opportunities. Since 2014 especially, agricultural
produce of military-owned farms in the Farafra and Bahriyyah oases that used to be sold to
government agencies is reportedly being sold in Libyan black markets instead. Local clans
operate large convoys of goods in both directions across the border with EAF knowledge;
soldiers serving in the area report being told by their commanders which to intercept and
which to protect.'”

Corruption is so prevalent in the wider economy and administration that officials routinely
identify fighting it as a priority. In 2010, for example, Admiral Mohamed Ibrahim Youssef,
then head of the Holding Company for Maritime and Land Transport, stressed this fight
as one of the company’s key social corporate responsibilities—alongside serving society,
securing its workers rights, and protecting the environment.'”® But much of the reported
fraud or mismanagement takes place in sectors in which the military claims primacy. For
example, a study commissioned by the Cabinet of Ministers in 2009 concluded that the
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development plan for Sinai, which the MOD leads in setting priorities and implementing,
had fallen short by 70 percent on its goals in agriculture; 66 percent in industry, mining,
and petroleum; and 86 percent in water and sanitation. With no hint of irony, North Sinai
governor Major General Munir Shash attributed this failure to corruption.'”

Local government is commonly perceived to experience the highest levels of corruption
within the executive branch of the Egyptian state.'® It is also a branch that has been heav-
ily penetrated by EAF retirees; much of the corruption revealed over the past decade has
clustered around seaports, airports, and ground transport infrastructure—all bastions of the
officer’s republic. In 2011, the AMA found that the Port Said Port Authority and Maritime
Transport Sector of the Ministry of Transport had awarded a series of contracts, extensions,
and exclusive terms to the Suez Canal Container Transport company since 1999 that would
result in losses to the state treasury of $489 million (including $350 million in future earn-
ings); responsible were three retired major generals who headed these agencies at the time.'"!
Port Said was again the focus of a corruption investigation in 2015, when the governor of

the province, another retired major general, was accused of fraudulent import dealings.'"?

In the same year, the head of the National

Maritime Navigation Company, Vice | 4cqf government is seen to

Admiral Nabeel Lotfi, announced that . .
o experience the highest levels of
fifteen years of declining performance

had left the company EP100 million in corruption within the executive
debt and with only eight ships out of an  branch of the Egyptian state. It
original fleet of seventy by 2015; he did ;o 115 4 branch that has been
not explain this, but in Syria similarly .

severe depletion of the state-owned mer- heavily p e.netrated by armed
chant fleet was due to fraud.'® Lotfi was ~ forces retirees.

replaced by yet another vice admiral the
following year, and the government trans-
ferred the company to the newly created public business sector.'' And in February 2016,
a former assistant to the Navy commander and head of the Port Said Port Authority was
sentenced to five years imprisonment for accepting bribes.'"

Civil aviation, a fiefdom of the Egyptian Air Force in the way the Suez Canal and ports
are the Navy’s sinecure, has been similarly afflicted. Retired Air Force Major General Atef
Abdul-Hamid headed the Company for Maintenance and Technical Services of the nation-
al carrier EgyptAir and then EgyptAir itself before becoming minister of transport (from
2011 to 2013), at which point the Illicit Gains Agency charged him and a deputy of ille-
gally receiving EP4 million in profits from the aviation services company.''® In April 2015,
the CAO head Geneina publicly stated he was “appalled by the extent of corruption in the
airport,” which he blamed on “corrupting and beneficiary cliques.”"'” The AMA ordered the
removal of the new head of the Holding Company for EgyptAir for financial violations and
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then announced a “cleanup” of the Holding Company for Civil Aviation on Sisi’s instruc-
118

tions at the end of August.
Domestic food supply is another obvious candidate for fraud. The MOD claimed to be
producing up to 60 percent of EAF requirements of food, uniforms, and other consumable
goods by the late 1980s and was selling its surplus produce in domestic (and, it claimed,
export) markets starting in the early 2000s. And yet it continues to import considerable
quantities of the same commodities or to purchase them from local suppliers. As with the
import of commodities such as wheat, sugar, and medicines, MOD procurement ofhicers
and favored commercial agents may extract significant profits from pricing differences be-
tween open markets and subsidized military production. Most prominently, several EAF re-
tirees who headed the Holding Company for Food Industry or advised the minister of sup-
ply were arrested in May 2018 on charges of accepting bribes worth EP2 million. The AMA
was reported at the same time to be investigating several of the company’s subsidiaries.'"’

Rotating discredited officials from one job to another has been a standard response when
mismanagement or fraud can no longer be disguised. The revolving door does not always
reflect corrupt practices, but it has routinely hidden debt arising from poor performance
as well as fraud. Once again, this has a long history. In 1986, for example, the head of the
board of directors of the MOMP’s Factory 360, was accused of misappropriating funds,
conducting secret deals with foreign companies, and gifting company property “to high
officials in various sectors of the state,” for a total loss of EP20 million (then $28.6 mil-
lion) in two years.'* Another military company—AOI subsidiary Kader—claimed to have
dismissed corrupt officers in 1998 and 2004, only to have its director tried in 2011 for
receiving bribes from Mercedes-Benz in return for awarding supply contracts.'”' In 2012,

the AMA referred former AOI chairman Major General Sayyed Meshaal himself for pros-

ecution for allegedly awarding contracts above cost.'?

The legal umbrella that shields EAF officers—whether in active service or retired—from
scrutiny also protects them when they face challenges. For example, the head of the Holding
Company for Silos and Storage, a retired EAF major general, was charged with fixing con-
tracts in 2011, and then again in 2012 for burdening the company with fraudulent legal
expenses, but remained in his post until the company’s general assembly finally referred him
to prosecution in 2016.'* Similarly, a retired EAF major general who headed the Company
for Sale of Egyptian Products and was also charged in the holding company fraud case in
2011, reappeared on the company board following its merger with the publicly owned
Sidnawi Company in 2018.*

That the cases listed above reflect a pattern rather than an exception is highlighted by the
AMA’s own record. Its role in protecting senior officials from investigation during the
Mubarak era embedded it in the regime’s crony networks, and inevitably several of its own
heads were accused of corruption, while those who did not conform were penalized.'” In
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1996, for example, Major General Ahmad Abdul-Rahman was reportedly replaced after
insisting on pursuing a corruption case against then housing minister Ibrahim Soliman
that the president wanted dropped.'?® But Abdul-Rahman, too, was subsequently accused
of heading several housing companies in partnership with a Saudi prince and then selling
their assets for his own gain.'”

Abdul-Rahman’s successor as AMA chief, Major General Hitler Tantawi, apparently proved
more pliant in serving Mubarak’s wishes, as he received three one-year extensions after the
end of his normal four-year term in the post. After retiring in 2004 (with the Medal of
the Republic, First Class, awarded by Mubarak), he was accused of abusing his position
to illegally acquire subsidized officer housing and land in high-value development zones,
reportedly registering some of these properties in the names of his children and grandchil-
dren."?® Tantawi was followed by Major General Mohammad al-Tohamy, whose tenure was
similarly extended four times after it had ended in 2008. The final extension was decreed
by SCAF head Field Marshall Mohamed Hussein Tantawi in December 2011, despite ac-
cusations that Tohamy had ordered the shredding of documents relating to corruption in

the Mubarak era.'?

Tohamy was eventually dismissed in September 2012 by then president Morsi. This fol-
lowed accusations by whistle-blowing AMA ofhicer Lieutenant-Colonel Motasem Fathi that
Tohamy had blocked investigations into retired EAF officers, including a governor of North
Sinai and a minister of military production as well as current members of the SCAF, who
Fathi claimed had made up to $7 million from smuggling subsidized fuel.'** Tohamy him-
self allegedly received “millions of pounds” in gifts from state companies, and used AMA

131 (Tohamy was also Sisi’s men-

funds to purchase gifts for ministers and Mubarak’s family.
tor in Military Intelligence, and was even-

tually rewarded by being made head of _ _ _ o
the GID immediately after the miliary’s ~ Rotating discredited officials from one

takeover of power in July 2013.'%) job to another has been a standard
The new AMA head appointed by Morsi, ~ [€SPONSE when mismanagement or

Major General Mohamed Omar Heibah,  fraud can no longer be disguised.
projected a different image by openly ac-

knowledging that the “marriage of capital

and power” under Mubarak had obstructed the AMA from carrying out its duties proper-
ly.'%% He also revealed that Morsi had taken the unprecedented step of making the presi-
dency subject to AMA audit, and teamed up with the CAO under Geneina in a joint in-
vestigation of illegal encroachments on state land, which were reported in October 2015 to

134

have cost the public treasury EP440 million in lost income."** But Heibah’s tenure was cut

short when Sisi replaced him midterm with Erfan.
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Lower-ranking AMA officers have moved into lucrative consultancies in government agen-
cies and state-owned enterprises on retiring, including in companies they had previously au-
dited. A press report in February 2009 revealed, for example, that former EAF officer Major
General Samir Yousef had moved from auditing al-Qawmiyya Construction Company to
consulting for it; it later appointed him to head the committee that took its well-known
subsidiary company, Omar Effendi, back into public ownership in 2013.' Also joining
him at al-Qawmiyya Construction was Major General Hamdi Rashed, formerly AMA dep-
uty head. Major General Mohamed Amin Abdul-Ghani similarly went from being assistant
AMA head to heading Misr Company for Car Trade.'*

. . Sisi may have curbed the potential for
With so many overlapping and mismanagement and fraud in military-
potentially competing military ~ managed public works when he ordered

agencies and jurisdictions, individual =~ te AMA to team up with the EAF
. y Engineering Authority in late 2015. But
officers may easily the effects can only be partial, both be-

claim they are the legitimate  cause the relationship between the AMA

authority to license one activity ~ and EAF is so intimate and because the
or prohibit another. AMA focuses on the formal paperwork of

tenders and invoices. This does not nec-

essarily impede the opportunity to cream
profits from outsourcing the actual work to private subcontractors and from procuring or
supplying materials and equipment for projects, which as Ayman Emam argues offers the
larger opportunities for fraud.'”” And as this section has shown more generally, there are
few other barriers to the involvement of EAF officers in a range of corrupt practices given
their extensive penetration of public sector agencies and local government, their exclusion
from audit by the AMA or any other civilian agency, and their quasi-assured immunity
from prosecution in civilian courts. With so many overlapping and potentially competing
military agencies and jurisdictions, individual officers may easily claim they are the legiti-
mate authority to license one activity or prohibit another. But as the example of extorting
equity from startup companies in return for approving their applications for venture capital
showed, even such legal niceties are weakening.
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CONCLUSION

WHAT'S AT STAKE?

WHAT IS THE MILITARY ECONOMY'S likely trajectory going forward, and what are
the political implications? Its evolution has always, to a very considerable degree, tracked
that of the wider political economy of Egypt, replicating the behavior of civilian institu-
tional and social actors. But it is now poised for significant qualitative, even transformative,
change paralleling its enhanced political and constitutional stature. The military economy
has expanded significantly beyond its enclave since 2013 and, although this was not by
design or even largely of its own making, at least initially, it will not return to its former
size or status. This is partly because the political stage is set for the military to have a more
central influence on governing arrangements. But the cumulative effects of Egypt’s chronic
economic problems and increasing decrepitude of its state institutions also create both con-
text and opportunity for greater intertwining of military and civilian economic actors and
a more direct implication of the military in setting economic direction.

In the Introduction to this report, I argued that the core economic problem for Egypt
lies in how the state functions, which reflects how political power is generated and used.
Writing in 2018, Khalid Ikram, a former senior economist and director of the World Bank’s
Egypt department concluded that since 1952, concerns about regime survival have always
trumped considerations of economic vulnerability in the calculations of Egyptian policy-
makers. This is the defining feature of Egypt’s political economy, as successive regimes have
sought to bolster their fragile legitimacy “by continually increasing public consumption
expenditures... [and] minimiz[ing] resource mobilization from domestic sources.”" The
fundamental economic problems of Egypt have resulted, in his assessment, “not so much
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from a shortage of financial resources as from failures of governance,” allowing influential
factions within the state and society to “benefit from economic rents created by inefficien-
cies in the economy.”

The failure of governance, Ikram added, has resulted in a political economy characterized by

unclear property rights, a sluggish bureaucracy, an overburdened judicial system,
a weak and unbalanced taxation system, corruption, uneconomic pricing of scarce
resources (such as electricity and water), an education system that does not deliver
the skills and especially the quality demanded by an internationally competitive
market economy, the prevalence of crony capitalism, oligopolies and reduced com-
petition in many sectors of the economy, significant overstaffing in public enter-
prises, a perceived lack of accountability at many levels of government, and the list
goes on. These impediments raise the cost of doing business and thereby discourage
investment, and they also lower its productivity.

The macroeconomic consequences were neatly summarized by George Abed, a former di-
rector of the Middle East and Central Asia Department at the IME Egypt’s average growth
rates over the past three decades have lagged behind those of other emerging markets coun-
tries. GDP per capita increased by 50 percent from 1988 to 2018, compared to 600 per-
cent for the group of emerging markets monitored by the IMF’s Institute of International
Finance—and to around 400, 600, and 700 percent in Turkey, Malaysia, and South Korea
respectively.” Total investment (public and private) since 1991 is one-third lower than the
average for emerging markets generally, manufacturing value added per capita rose by only
105 percent compared to 273 percent for the emerging markets as a whole, and merchan-
dise exports as a ratio of GDP virtually stagnated in contrast to increases of 36, 100, and
165 in South Korea, Thailand, and India respectively.’ Responding in February 2019 to
enthusiastic rhetoric about an economic rebound from both Egyptian and Western officials,
Abed observed that the economy still has

. , to achieve “rates of increase in capital,
A former director of the World Bank's savings, and in the quality of human re-

Egypt department concluded that  sources” at “about double those sustained
since 1952, concerns about regime by Egypt in the last fifty years™ if it is to
survival have always trumped meet the challenges facing it.
considerations of economic  The military has never formally controlled
vulnerability in the calculations key levers of economic or fiscal policy,

Of E tian policvmakers such as setting taxes or interest rates,
9yp poficy * except briefly when it held government

power in 1952-1956 and 2011-2012.
But it contributed to the economic, social, and institutional outcomes summarized above
by upholding the authoritarian bureaucratic alliance and its regime maintenance strategy
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for the best part of seven decades. The impact was not merely indirect. The military’s own
claims—of a moral right to steer the ship of state, of making major contributions to the gov-
ernment’s national economic development plans, and of “we do it better, quicker, cheaper”
management skills—confirm its self-image as directly implicated in the economic record of
Egypt, which it naturally portrays positively. Predictably, the military replicated the regime
maintenance logic within its own economic enclave, prioritizing military constituencies,
especially the senior officer corps, both during service and after. More importantly, it helped
reproduce that logic through the daily practices and influence of the thousands of active
and retired senior officers embedded in the state’s civilian bureaucracy, economic agencies,
public business sector, and local government.

The military economy has not resolved any of its own chronic problems and shortcomings,
but the primacy it has achieved in a political arena that has been systematically emptied of
all serious contenders since 2013 enables it to enter a new phase of expansion and deepen-
ing. In theory, it could resume its pre-2013 profile as the megaprojects that most embody its
expanded role wind down or if funding for launching new ones runs out. Improvement in
the national economy could also reduce the incentive for military involvement in economic
management, production, and supply. Similarly, the president could encourage meaningful
administrative and budgetary decentralization and, in the face of inevitable resistance from
entrenched officer networks, make local government genuinely participatory and respon-
sive to citizen’s needs as a path to inclusive social development and to economic growth
and diversification. But in practice, the opposite is likely to happen, as both Sisi and the
military double down on privileging central interventions, command policy, and invest-
ment in megaprojects that trump social

profitability.
The military economy has not

resolved any of its own chronic
and the repositioning of the military since problems and shortcomings, but the
2013 as a manager and producer of eco-  primacy it has achieved in a political
nomic assets on an expanded scale have  grena enables it to enter a new phase
set the stage for a more profound shift in . .

of expansion and deepening.

The underlying economic and social
problems that led to the 2011 revolution

the military’s relationship to the national

economy and to public finances. Its eco-

nomic assets and opportunities have expanded to such an extent that it may become more
assertive. Over several decades, the military has repeatedly refused to relinquish economic
assets or access once it has acquired them; indeed, the scale of changes since 2013 more-
over may see it double down on their stake. And in turn, the military must influence, if
not control, policy levers if it is to preserve its economic interests and build them up. Self-
promotion comes at a price, however: the military’s prominent role at a time of deepening
poverty and inequality is starting to generate unease and dent its image among a public that

has almost always held it in high regard.
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Deepening and expansion are not inevitable. The military economy is in transition, and
displays mixed signals and contradictory trends. The failure of acquisitions in the media
sector could dampen military appetite, for example, as might the burden of investment in
the cement and steel sectors once demand for military production declines and pushback
from the domestic private sector and foreign companies mounts. There are also indications
of a desire within the EAF to refocus on its own professional development and improve
its operational capabilities. The revised constitution of April 2019, which empowered the
armed forces to “protect the constitution and democracy” and “preserve the pillars of the
civil state,” may represent a formula allowing the EAF to extricate itself from the complex
politics and institutional turf battles of governing Egypt, while still claiming the right to
intervene whenever it deems necessary.*

But the reasons for a deepening and expansion of the military economy are at least as pow-
erful. One is inertia: both the desire to retain existing assets, best represented by the inef-
ficient companies and factories of the MOMDP, and the conservative tendency of the mili-
tary to reproduce and reinforce past patterns and legacies. More importantly, the weakness
or absence of other institutional or social actors that might concentrate public assets and
funds in their own hands leaves the military as a leading player in the emerging economic
field—in contrast to the privatization era, which preponderantly favored big businesses and
Mubarak cronies and visibly sidelined the military.

The process in either direction will be gradual, with starts and stops, but the boundaries of
the former military economic enclave may remain blurred, if not dissolve altogether. An ex-
pansionary trend could see the military emerge as a major economic actor in its own right,
embedding more broadly and formally in the structure of national economic management
and decisionmaking. Their interventions in determining price and supply in the cement
and steel sectors and in importing commodities ranging from meat and poultry to baby
formula to meet market shortages could presage a more routinized policy-setting role. The
twinning of the EAF Engineering Authority with the AMA in managing public infrastruc-
ture projects offers a significant example of the kind of formal military-civilian partnership
that could become normalized in other areas.

In theory, again, a positive economic growth path could generate conditions for a contrac-
tion of the military’s economic role from its current scope and scale. But Egypt lacks both
the political legacy and the socioeconomic prerequisites to replicate the experience of Chile
or Turkey, where sustained economic growth generated social change and empowered the
business and labor sectors that pressed for the restoration of civilian rule and full return
of the military to barracks. In Egypt, growth that is overwhelmingly state-led and comes
in response to top-down initiatives is far more likely instead to confirm the military as an
economic actor on an even larger scale, expand its reach beyond the scope of the post-2013
crash program of publicly funded construction and revenue-generation, and extend its eco-
nomic role well into the long term.
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Conversely, worsening social and economic conditions or deepening debt will neither dis-
courage nor impede deeply entrenched military networks from sucking up the funding
resources needed to generate sustained growth and domestic savings. Authoritarian systems
need to raise economic efficiency once they have exhausted their initial growth phases, es-
pecially if they are to appease key constituencies on whom their power rests. Egypt is clearly
not geared to achieve this. To the contrary, tight economic straits are more likely to spur
and accelerate militarization of the economy in the ways suggested above—in part, on the
grounds that emergency conditions require abnormal measures and even greater investment
in publicly funded works.”

Should it respond in this way, the Sisi administration and the military will open the door
to massive free-riding and opportunity-seeking by military (and allied nonmilitary) interest
groups. Behind his appearance of supremacy, Sisi is in fact heavily dependent on his part-
ners within the governing coalition of state institutions—and even on divergent factions
within senior EAF echelons—all of whom expect a return on their support. These political
considerations are as important in some respects as his policy goals of generating growth,
managing living costs for the public, and consolidating the domestic and international
credibility and legitimacy of his administration. Military networks and interest groups are
already entrenched enough to resist any other course of action, and may indeed be in a po-
sition to continue expanding the informal

military economy and deepening preda- . . .
tory practices regardless of what Sisi or the Worsening social and economic

leaders of the formal military economy  conditions or deepening debt will
decree. The extortion of equity in start- neither discourage nor impede deeply
up companies is just the latest example of ofs

. . entrenched military networks from
behavior that is not only predatory but ] .
also market savvy—and that could not be sucking up the funding resources
undertaken without aid and abetting by ~ needed to generate sustained growth
formal military authorities. and domestic savings.

Yet both Sisi (like all his predecessors) and

the military are fully wedded to top-down and capital-intensive activity—as are a great
many senior civil servants and technocrats across government ministries—making it ex-
ceedingly unlikely that they will change tack. The military cannot, in fairness, be blamed
for not being better at economics, but it is at fault for standing in the way of approaches
that are more likely to raise total factor productivitcy—and for milking the state treasury in
the meantime. Similarly, its economic forays increasingly reveal growing insensitivity to the
political ramifications. Not least of these is the damage done to the administration’s rela-
tions with the private sector, which has to pay high interest rates on loans due to crowding
out by the state, which is the largest borrower from banks, and then suffers from unfair
competition by military companies entering new sectors or expanding their own market
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share.® Further diversion of public funds into military-run projects and schemes will only
encourage more favoring of cronies and elbowing aside of the rest of the private sector.

The Sisi administration faces the task of delivering sufficient economic goods to keep politi-
cal challenges at bay in the medium term. On the one hand, this requires both preserving
the membership of all coercive agencies—the military, the sprawling Ministry of Interior
(police and internal security), and the General Intelligence Directorate—within the govern-
ing coalition, and expanding it. But on the other hand, preservation and expansion cannot
take place to an extent that taxes the economy excessively.” This is a tall order for an ad-
ministration with a particularly crude grasp of economics and market dynamics, and which
has narrowed its political base considerably in contrast to the Mubarak era by excluding
all shades of Islamists, liberals, and old economic elites. Its attempts to elicit middle-class
support through favoring small and medium-sized enterprises with public works contracts
or establishing funding schemes to encourage new ones are impeded by inadequate invest-
ment and high political risk, including vulnerability to the predatory behavior of networks
loyal to the regime itself. Consequently, private investment in the economy has remained
exceedingly small.

The odds against maintaining a stable coalition while generating the capital needed to un-
derpin it—in the absence of deep economic and administrative reforms, which would nec-
essarily collide with military interests, both formal and informal—are considerably heavi-
er than might seem from rosy assessments of Egypt’s macroeconomic indicators—GDP
growth rates, foreign reserves, and foreign investment—issued by Egyptian officials and
their counterparts in Western governments and international financial institutions.

Western officials who publicly endorse these assessments and court the Sisi administra-
tion—extolling his supposed commitment to the democratic path, despite his administra-
tion’s systematic repression of political and social freedoms and egregious human rights vio-
lations—appear in fact to cling privately to the hope that he can somehow build a successful
developmental dictatorship that will produce economic growth that is both on a sufficient
scale and sustained.® Among international economic and financial practitioners, a similar
outlook may result from recent thinking that recognizes the state’s role in solving coordina-
tion failures in industrial policy: this acknowledges that insiders will initially be privileged,
but posits that ultimately all economic actors will enjoy universal access to opportunity
and resources. In the case of Egypt, Western and international officials who seek refuge in
this kind of reasoning are effectively pinning their hopes on the military to advance these
outcomes. But more than reflect mere wishful thinking, this masks willful blindness to the
underlying realities of Egypt’s economy.

Egypt is “too big to fail” is the trite response in Western capitals when challenged. An im-
plicit corollary article of faith, despite denials, is that the military is as good as it claims as an
economic actor and manager. This willfully overlooks the sixty-seven-year-old legacy of the
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military’s economic role, but may explain
the public silence of the IMF and the
World Bank, among others, on the mili-
tary’s economic activities, of which Abed
confirms they have “long been aware.”
Indeed, the military footprint in the econ-
omy has grown significantly on the watch
of the IMF program that has released $12

billion into Egypt since November 2016.

Egypt is “too big to fail” is the trite
response in Western capitals when
challenged. An implicit corollary

is that the military is as good as it
claims as an economic actor. This
willfully overlooks its legacy.

Faith in the ability of the Egyptian military to snatch economic success from the jaws of

social meltdown rests on precious little substance. Egypt will instead remain critically de-

pendent on the formula, nearly seven decades old, of securing injections of foreign capital

to stave off its most severe crises.'® At present, only the armed forces could keep the country

from painting itself into an economic and financial corner again. But this would require it

to initiate a political dialogue and a reform process that could only end in dismantling both

its formal economy and the automatic entitlement to bureaucratic and economic power

that retired officer networks claim.
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