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No Factories, No Problems: 
The Logic of Neo-Liberalism in Egypt 

Timothy Mitchell 
Neo-liberalism is a success of the political imagination. Its achievement is 
a double one. It makes the window of political debate uncommonly narrow 
and at the same time promises from this window a prospect without limits. 
On the one hand it frames public discussion within the elliptic language of 
neo-classical economics. The condition of the nation and its collective well 
being are pictured only in terms of how it is adjusted in gross to the 
discipline of monetary and fiscal balance sheets. On the other, neglecting 
the actual concerns of any concrete local or collective community, it 
encourages the most exuberant dreams of private accumulation - and a 
chaotic reallocation of collective resources. 

In Egypt, these ways of thinking defined the 1990s as a decade of remarkable success 
and a vindication of the principles of neoliberalism. Fiscal and monetary discipline 
brought the inflation rate below 5 per cent and reduced the government budget deficit 
from 15 per cent of the country's gross domestic product (GDP) to less than 3 per cent 
and for some years less than 1 per cent, among the lowest levels in the world. The 
economy was said to be growing at over 5 per cent a year and a revitalised private 
capitalism now accounted for two-thirds of domestic investment. The value of the 
Egyptian pound was pegged to the US dollar, supported by hard currency reserves 
that reached US$20 billion. These half a dozen financial figures, endlessly repeated in 
government newspapers and publications of the International Monetary Fund, 
constituted the picture of the 'remarkable turnaround in Egypt's macroeconomic 
fortunes' over the final decade of the last century (IMF 1997). 

But accompanying this picture of monetary control and fiscal discipline was a 
contrasting image of uncontrolled expansion and limitless dreams. The most 
dramatic example was the country's rapidly expanding capital city. While govern- 
ment budgets were contracting, Cairo was exploding. 'Dreamland', the TV 
commercials for the most ambitious of the new developments promised, 'is the 
world's first electronic city'. Buyers were invited to sign up now for luxury fiberoptic- 
wired villas, as the shopping malls and theme park, golf course and polo grounds, 
rose out of the desert west of the Giza pyramids - but only minutes from central Cairo 
on the newly built bridges and ring roads. Or one could take the ring road the other 
way, east of the Muqattam Hills, to the desert of 'New Cairo', where speculators were 
marketing apartment blocks to expatriate workers saving for the future in the Gulf. 
'Sign now for a future value beyond any dreams', prospective buyers were told, '... 
Before it is too late'. They could start payments immediately (no deposit was 
required) at agencies in Jeddah and Dubai. 'No factories, no pollution, no problems' 
was the advertisement's promise, underlined with the developer's logo, 'The Egypt of 
My Desires' (Al-Ahram, 1 January 1999:40). 
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The development tracts stretched out across the fields and deserts around Greater 
Cairo represented the most phenomenal real estate explosion Egypt had ever seen. 
Within the second half of the 1990s the area of its capital city may have doubled - but 
a symptom of the way it happened was that there were no maps available that might 
confirm this. 

The exuberance of these private developers was matched by the state. While 
speculative builders were doubling the size of Cairo, the government was proposing 
to duplicate the Nile Valley. In October 1996, President Mubarak announced the 
revival of plans from the 1950s to construct a parallel valley, by pumping water from 
Lake Nasser in the south into a giant canal running northwards that would eventually 
irrigate two million acres of the Western Desert (Al-Wafd, 12 January 1999:1, 3). 

Unable to persuade the World Bank or commercial investors that the Toshka scheme, 
as it was known, was feasible, the government still proceeded with building the 
pumping stations and an initial 70km of the canal (Endnote 1). It granted the first 
100,000 acres of future farmland to the world's second-richest person, the Saudi 
financier Prince Al-Waleed bin Talal, whose Kingdom Agricultural Development 
Company (Kadco) appointed a California agribusiness corporation, Sun World, to 
develop what would become the world's single largest farm, consuming by itself one 
per cent of the waters of the Nile (Endnote 2). Sun World was to invest no money of its 
own to build the farm, but its global patents on more than 50 commercial varieties of 
fruit cultivar would guarantee it a future payment on every grape, peach, plum and 
nectarine that Egyptian farmers might one day grow there (Endnote 3). The Egyptian 
government put up 20 per cent of the farm's capital and granted the project a twenty- 
year tax holiday, but was still looking for private-sector investors willing to take 
advantage of its subsidies (Endnote 4). 

Urban Property Development 
In the meantime the state was subsidising the urban property developers as well, 
selling public land cheaply and putting up the required expressways and Nile bridges 
in rapid time. The state was also involved again as the major developer, for the largest 
single builder of Cairo's new neighbourhoods, even bigger than the builders of 
Dreamland, was the Egyptian army. Military contractors were throwing up 
thousands of acres of apartments on the city's eastern perimeter to create new 
suburban enclaves for the officer elite. 

If one's first reaction was amazement at the scale and speed of these developments, 
one soon began to wonder about the contradictions. The IMF and Ministry of the 
Economy spoke calmly of financial discipline and sustainable economic growth, but 
made no mention of the frenzied explosion of the capital city or the vast reclamation 
schemes in the desert. And the role of the state in subsidising this speculative 
investment went unexamined. A bigger problem was that structural adjustment was 
intended to generate an export boom, not a building boom. Egypt was to prosper by 
selling fruits and vegetables to Europe and the Gulf, not paving over its fields to build 
ring roads. But real estate had now replaced agriculture as the country's third-largest 
non-oil investment sector, after manufacturing and tourism (EIU, 1998:6). Indeed it 
may have become the largest non-oil sector, since most tourism investment went into 
building tourist villages and vacation homes, another form of real estate. 
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Neo-liberalism was supposed to open Egypt to trade with the global market. In fact it 
did the opposite. The country's openness index, which measures the value of exports 
and imports of goods and non-factor services as a proportion of GDP, collapsed from 
88 per cent in 1985 to 47 per cent in 1996/97. In the same period, its share of world 
exports also dropped by more than half (IMF, 1997:59). The value of non-oil exports 
actually shrank in 1995/96, then shrank again in 1996/97, leaving the country 
dependent on petroleum products for 52 per cent of export income. By the end of 1998 
the situation was still worse, as the collapse of world petroleum prices forced Egypt 
briefly to halt its oil exports (EIU, 1998:54). In 1998-99 the US government quietly set 
about rebuilding the OPEC oil cartel, holding secret negotiations with Iran, Saudi 
Arabia, and Venezuela in which it traded political concessions for promises to cut 
production. The negotiations were a success, doubling the price of oil again within six 
months (Odell, 1999 in Financial Times, 9 September 1999:12). But this unpublicised 
state management of world trade was too slow to solve Egypt's new balance of 
payments crisis and repeated shortages of foreign currency. 

It is worth adding that the most visible element in Egypt's picture of success - the 
stabilisation of the value of its money - came about because the government was now 
better able to insulate the local currency against the speculative flow of international 
finance. The result was not the removal of protections, in this case, but a higher degree 
of national protection against international markets, in this instance the global foreign 
exchange market. The protectionist policy relied upon the often-announced US$18 
billion or more of foreign reserves, a statistic that came to symbolise the entire 
strength of the economy. This symbolism was so great that the government became 
increasingly unwilling to actually spend its reserves to defend the currency. As a 
result, as the trade balance worsened in 1998-99, the government was forced to resort 
to a series of ingenious alternative measures to impede the flow of imports and thus 
the exodus of hard currency, insulating the country further against the global market 
(Endnote 5). 

'Prudent' Fiscal Policies 
How does one account for developments so at odds with official representations? The 
conventional story is that by 1990 the Egyptian economy was in crisis, no longer able 
to support loss-making public industries, an overvalued currency, 'profligate' 
government spending, an inflationary printing of money to cover the budget gap, and 
astronomical levels of foreign debt. After fifteen years of foot dragging and partial 
reforms, in 1990-91 the government was forced to adopt an IMF stabilisation plan that 
allowed the currency to collapse against the dollar, slashed the government budget, 
tightened the supply of money, and cut back subsidies to public sector enterprises, 
which the government reorganised into holding companies that were to sell them off 
or shut them down. These 'prudent' fiscal policies were implemented more 
drastically than even the IMF had demanded, achieving a drop in the government 
deficit that the IMF called 'virtually unparalleled in recent years' (IMF, 1997:4). 

Some accounts are willing to admit that the story is more complex than this simple 
tale of a prodigal state starting a new life of prudence. They may add, for example, 
that among the most profligate of the government's expenses was its level of arms 
purchases, willingly supplied and subsidised by the United States - as part of its own 
system of state subsidies. An impending default on these military loans, causing an 
automatic suspension of US aid, helped trigger the collapse in 1990 (Egypt had begun 
to default as early as the mid- 1980s, but for several years the US government illegally 
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diverted its own funds to pay off Egypt's military loans, until Congress caught up 
with what was happening) (Mitchell, 1997). They may also acknowledge that the crisis 
was brought on not just by a spendthrift state but by the slump after 1985 in the price 
of oil - the largest source of government revenue - and by the lost remittances and 
other income caused by the 1990-91 Gulf conflict. The Iraq crisis persuaded the US and 
other creditors in Europe and the Gulf to write off almost half Egypt's external debt, 
cutting it from US$53 billion in 1988 to $28 billion. The savings on interest payments - 
$15.5 billion by 1996/97 - accounted for all of the increase in currency reserves (IMF, 
1997:47). So the largest single contribution to Egypt's fiscal turnaround resulted from 
a political decision of the US and its allies. It had nothing to do with neo-liberalism. 

Furthermore, an important part of government revenue in Egypt comes not from 
taxing productive activities but from the rent derived from public resources. About 
one-third comes from just two sources, the state-owned Egyptian General Petroleum 
Corporation and Suez Canal Authority. These revenues are paid in hard currency, so 
the one-third devaluation of the Egyptian pound produced an instant 50 per cent 
increase in their value. This increase contributed the bulk of the growth in 
government revenues in the stabilisation period. Again, the fiscal magic had rather 
less to do with free-market principles. In this case it owed more to the extensive 
ownership of resources by the state. 

Behind all this there is another, still more complex story, one that official accounts 
tend to bury in their footnotes. The crisis of 1990-91 was not just a problem of public 
enterprises losing money or a profligate government overspending. It was also a 
problem of the private sector and the chaos brought on by deregulated international 
flows of speculative finance. And the financial reforms that followed were not so 
much an elimination of state support, as the neo-liberal version of events tells things, 
but more a change in who received it. The so-called free market reforms in Egypt 
represented a multi-layered political readjustment of rents, subsidies, and resources. 

First, it is not in fact the case that public-sector enterprises were losing money. In 
1989/90, on the eve of the reforms, 260 out of 314 non-financial state-owned 
enterprises were profitable and only 54 were making losses. While the latter lost 
LE300 million ($110 million), the profitable companies made after-tax profits of LE1.5 
billion (about $550 million) (LE=Egyptian pounds) (Endnote 6). 

At the centre of events in 1990-91 was a crisis not of state-owned industry but of the 
financial sector, which brought the country's banking system close to collapse. Since 
1974 the number of banks had increased from seven to 98, as commercial banks 
sprang up to finance the investments and consumer imports of the oil-boom years. 
The four large state-owned banks made loans mostly to public sector enterprises. It is 
estimated that at least 30 per cent of these loans were non-performing (Mohieldin 
1995:20). But the state banks were also part-owners of the private-sector banks, 
enabling them to channel public funds toward a small group of wealthy and well- 
connected entrepreneurs (Springborg, 1989). These large private-sector borrowers 
were also in trouble. 

By 1989, 26 per cent of private and investment loans were in default, more than half of 
which belonged to just 3 per cent of defaulters. Many of the big defaulters were able to 
delay legal action and others fled the country to avoid the courts (Mohieldin, 1995:20- 
21). The largest default came in July 1991, when the Bank of Credit and Commerce 
International collapsed. Depositors in BCCI's Egyptian subsidiary were protected by 
an informal insurance scheme among Egyptian banks, which had to contribute 0.5 per 
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cent of their deposits and share the cost of a LEl billion interest-free loan to make up 
the missing funds (Mohieldin, 1995:17). 

These difficulties reflect the problems of a state increasingly beholden to the interests 
of a narrow class of financiers and entrepreneurs whose actions it was unable to 
discipline (Endnote 7). As with the 1997-99 global financial crisis, however, the 
problems of undisciplined capitalism (a better term than 'crony' capitalism, which 
came into vogue with the IMF during the latter crisis, for it points to the pervasive 
struggle to subject capitalists, within and outside the state, to law and regulation) 
cannot be separated from the problems caused by speculative global finance, 
especially currency trading. Following the abandoning of international currency 
controls in 1980, pioneered by the US and Canada, daily global foreign exchange 
turnover increased from $82.5 billion (1980) to $270 billion in 1986 and $590 billion in 
1989 (by 1995 it was to reach $1.230 trillion) (Felix, 1998:172). This chaotic explosion of 
speculation overwhelmed the attempts of governments to manage national currencies 
according to the local needs of industry and exports. 

In Egypt, global deregulation coincided with a surge in private foreign currency 
transfers as expatriate workers sent home earnings from the Gulf. More than 100 
unregulated money management firms were formed to transfer and invest such 
funds, five or six of them growing very large (Sadowski, 1991). These Islamic 
investment companies (so-called because they appealed to depositors by describing 
the dividend they paid as a profit share rather than an interest payment) invested 
successfully in global currency speculation, later diversifying into local tourism, real 
estate, manufacturing, and commodity dealing, and paid returns that kept ahead of 
inflation. The public- and private-sector commercial banks, subject to high reserve 
requirements and low official interest rates (essential to the government financing of 
industry), could not compete and were increasingly starved of hard currency. The 
system was in crisis. 

In 1988-89 the bankers finally persuaded the government to eliminate the investment 
companies. It passed a law that suspended their operations for up to a year, then 
closed down those it found insolvent (or in many cases made insolvent) and forced 
the remainder to reorganize as joint-stock companies and deposit their liquid assets in 
the banks. The measure protected the banks and their well-connected clients, but 
provoked a general financial depression from which neither the banks nor the 
national currency could recover. As a UN report on the 1998-99 global financial crisis 
confirmed, the best predictor of economic crises in countries of the South is not state- 
led development but the deregulation of finances (UNCTD, 1999). 

In response to the financial crisis, the centerpiece of the 1990-91 reforms was a gigantic 
effort to bail out of the country's banks. After allowing the currency to collapse and 
cutting public investment projects, the government transferred to the banks funds 
worth 5.5 per cent of GDP, in the form of treasury bills (IMF, 1997:31). To give an idea 
of the scale of this subsidy, in the United States during the same period the 
government bailed out the savings and loans industry, transferring a sum that 
amounted to about 3 per cent of GDP over ten years. The Egyptian bailout was almost 
twice as large, relative to GDP, and occurred in a single year. Moreover, the 
government declared the banks' income from these funds to be tax free, a fiscal 
subsidy amounting to a further 10 per cent of GDP by 1996/97. In 1998 the 
government attempted to end the subsidy by reintroducing the taxing of bank profits, 
but the banks thwarted the implementation of the law (Endnote 8). The banks became 
highly profitable, enjoying rates of return on equity of 20 per cent or more. All of these 
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profits were accounted for by the income from the government bailout (Handy, 
1998:62; IMF, 1997:34). 

A further support to the banking sector was provided when the government tightened 
credit to raise interest rates, pushing them initially as high as 14 per cent above 
international market levels. Non-market interest rates brought in a flood of 
speculative capital from abroad. This was quickly taken to indicate the success of neo- 
liberal discipline and market orthodoxy. It was nothing of the sort. The money 
consisted of highly volatile investment funds chasing interest income whose 
attractiveness was due not to 'market fundamentals' but state intervention. After two 
years interest rates were brought down and the mini-boom passed. 

In 1996 the government engineered another mini-boom, by announcing an aggressive 
programme of privatisation. It began to sell shares in state-owned enterprises on the 
Cairo stock market, which it had reorganised to exclude small brokers and eliminate 
taxes on profits (Handy, 1998:59). By June 1997 the government's income from the 
privatisation sales amounted to LE5.2 billion ($1.5 billion). It used forty per cent of 
this income to provide further support to the banking sector, by paying off bad debts. 
In May 1998 the IMF praised Egypt's 'remarkable' privatisation programme, ranking 
it fourth in the world (after Hungary, Malaysia, and the Czech Republic) in terms of 
privatisation income as a share of GDP (Handy, 1998:52). 

The sell-off fattened the banks and the government budget and fueled a short-lived 
stock-market boom. But its outcome was not a switch from state-run enterprise to a 
reborn private sector. It was a complicated adjustment of existing relations between 
public-sector business barons and their partners in the private sector. By 30 June 1999, 
the government had sold shares in 124 of its 314 non-financial public enterprises, but 
fully divested only a handful. It liquidated 27 companies and remained the largest 
shareholder in many of the others (Endnote 9). The press was full of stories of phony 
privatisations, such as the December 1997 sale of Al-Nasr Casting, which in fact had 
been sold to the public sector banks (Middle East Times, 9 August 1998). A year later, 
state officials forced the chairman of the stock exchange to resign after he tried to 
improve its surveillance of company finances and share trading (Financial Times, 15 
January 1999). 

The stock market boom lasted less than 18 months, with the EFG index of large 
capitalisation companies reaching a high in September 1997 then losing one-third of 
its value over the following twelve months (Endnote 10 ). As the stock market slid the 
government halted the sell-offs, suspending most privatisations after the summer of 
1998 and stalling on an IMF demand to begin privatising the financial sector. Instead, 
to stem the collapse of the market, the government used its financial institutions to 
invest public funds. Between December 1997 and October 1998, the large state-owned 
banks, pension funds, and insurance companies pumped at least LE2 billion ($600 
million) into the market, suffering large losses (Middle East Times, 25 October 1998). In 
the process, the state reacquired shares in most of the companies it had recently 
claimed to be privatising. The market recovered briefly in the winter of 1998-98 when 
the financial crises in East Asia, Brazil, and Russia made Egypt, with its state- 
supported banking system, seem one of the few safe havens for international 
speculative funds, but after February 1999 the decline resumed. By the following 
summer the market was so flat that a single stock, the country's privatised mobile 
phone monopoly, MobiNil, was regularly accounting for over fifty per cent of daily 
trading, and often up to seventy per cent (Endnote 11). 
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Most of the remaining stock market activity, and privatisation progress, was confined 
to the construction sector - cement making, steel reinforcing bars, and contracting 
companies - as the Toshka irrigation scheme and other giant undertakings by the 
state, together with the real estate boom and tourism development, provided the only 
significant source of economic growth. Toshka and other schemes increased the 
demand for cement so rapidly that the world's three largest cement makers, 
Holderbank of Switzerland, the French-based Lafarge group, and Cemex of Mexico, 
scrambled to buy up Egypt's government-owned cement plants (Endnote 12). The 
scramble also reflected a global reorganisation of the cement industry. A decade 
earlier there had been no global cement makers. But declining growth in their home 
markets led these three companies to expand around the world, following the path of 
financial crises (and hence cheap acquisitions) first into Latin America, then East Asia, 
and by the late 1990s the Middle East and Africa, regions where expanding 
populations (cement production is driven by demographics) promised long-term 
growth. 

Egypt's construction boom had turned the country into an importer of cement, so 
these foreign investments should perhaps be classified as a return to the now 
unfashionable 1960s policies of import-substitution industrialisation. One other 
major industrialisation project of the 1990s, billed as a leading example of the new 
private-sector funded, export-oriented investment (and the first large Egyptian-Israeli 
industrial venture), turned out to be a largely state-funded venture oriented, once 
again, to the domestic market. The Middle East Oil Refinery (Midor), a project to build 
a $1.5 billion oil refinery announced in 1996 by the Swiss-based Masaka company, 
owned by an Egyptian financier Hussein Salem, and the Israeli Merhav Group, 
owned by Yosef Maiman, failed to attract private investment. So the Egyptian 
government increased its funding to sixty per cent, the two private financiers reduced 
their shares to twenty per cent each, and the Egyptian partner passed on all except two 
per cent out of this share to other, mostly state-owned Egyptian finance houses. And it 
was announced that instead of refining petroleum products for export, most of the 
production would be for the domestic market (Endnote 13). 

Real estate booms and stock market swings failed to address the problem of the 
country's low levels of domestic investment. Gross domestic investment dropped 
from 28 per cent of GDP in 1980 to 19 per cent in 1998, compared to an average of 
lower and middle income countries of 25 per cent (World Bank, 1999:254-255). 
Between 1990 and 1997, investment grew at only 2.7 per cent per year, compared to 7.2 
per cent for all middle income countries and 12.7 per cent for those in East Asia 
(World Bank, 1998:210-211). In addition, by June 1996 the number of loss-making 
public enterprises had almost doubled since the start of the reforms, from 54 to 100, 
and accumulated losses had risen from LE2 billion to LE12 billion ($3.5 billion) 
(Handy, 1998:50). The government had redefined its finances to exclude public-sector 
companies from the fiscal accounts, however, so this worsening situation was hidden 
from view (IMF, 1997:12). Neo-liberalism could continue to claim that it was replacing 
government deficits with a balanced budget. 

Financiers vs. Factories 
The neo-liberal programme did not remove the state from the market or eliminate 
'profligate' public subsidies. These achievements belonged to the imagination. Its 
major impact was to concentrate public funds into different hands, and many fewer. 
The state turned resources away from agriculture and industry and the underlying 
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problems of training and employment. It now subsidised financiers instead of 
factories, cement kilns instead of bakeries, speculators instead of schools. Although 
the IMF showed no interest in examining the question, it was not hard to figure out 
who was benefiting from the new financial subsidies. The revitalised public-private 
commercial banks focused their tax-free lending on big loans to large operators. The 
minimum loan size was typically over LEl million and required large collateral and 
good connections (Cairo Times,10 December 1998:12). So the subsidised funds were 
channeled into the hands of a relatively small number of ever more powerful and 
prosperous financiers and entrepreneurs. 

At the top were about two dozen conglomerates, such as the Osman, Bahgat, Seoudi, 
Mohamed Mahmoud, and Orascom groups. These family-owned businesses typically 
began as construction companies or import/export agents, but most had moved 
subsequently into tourism, real estate, food and beverages, and computer and internet 
services, and in some cases the manufacturing of construction materials or, where 
tariff-protection made it profitable, the local assembling of consumer goods such as 
electronics or cars. They enjoyed powerful monopolies or oligopolies, in particular as 
exclusive agents for the goods and services of western-based transnational 
companies. 

The Seoudi Group, for example, had its origins in a local trading company set up in 
1958 by Abdul Moniem Seoudi after the post-Suez War exodus of the European 
commercial class. In the 1970s, with the opening of the consumer economy following 
the years of import restrictions, the company began to import foodstuffs, general 
merchandise, and Suzuki commercial vehicles, and used the new tax-free zones to 
manufacture and export acrylic yarns. The family was also involved in establishing 
two of the new private-sector banks, Al-Mohandes and Watany. In the 1980s they 
expanded into agribusiness, producing factory chickens and eggs with US-subsidised 
feed grains and importing pesticides, feed additives, and agricultural equipment. 
They also established their own construction company to build facilities for their 
expanding enterprises. By the 1990s they were assembling Suzuki vehicles, were 
making car seats and radiators, were the sole importers of Nissan vehicles, and had 
become the exclusive importers of NCR computers (see http://www.seoudi.com). 

The Mohamed Mahmoud Sons group dates back to 1895, when Mohamed Mahmoud 
inherited his father's shoe making workshop, becoming a shoe retailer in the 1920s 
and by the 1950s the largest shoe manufacturer and exporter in the Middle East. Over 
the following two decades the family diversified into the wholesale import and 
distribution of consumer goods, and became the country's largest manufacturer of 
corrugated cardboard boxes. In the 1980s they set up their own engineering and 
construction arm, and imported and later began to assemble aluminum windows and 
doors, household and office furniture, and Ukranian-made tractors and irrigation 
pipes. By the 1990s the group's thirteen companies included the MM chain of luxury 
fashion stores, carrying lines such as Yves Saint Laurent, Church's, and Fratelli 
Rossetti; financial interests in the Egyptian Gulf Bank and the Pharaonic Insurance 
Company; the Datum internet service provider; the sole Egyptian agency for Jaguar 
Cars; and showrooms selling fine motor cars from Rolls Royce and Ferrari (see http:/ 
/www.mmsons.com). 

The Bahgat group, the biggest producer of televisions in the Middle East with a 
dominant position in the Egyptian market, graduated in the 1990s from assembling 
Korean sets to making Grundig and own-name brands. The group's other major 
interests included wholesale and retail marketing, hotels, and computer software and 
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internet service. They were the builders of the internet-wired Dreamland. Dr. Ahmed 
Bahgat, the family head, was reputed to be a front-man for members of the 
presidential family, which may explain why the express roads out to Dreamland were 
built in such rapid time. Orascom, a holding company wholly owned by the Sawiris 
family, controlled eleven subsidiaries that included Egypt's largest private construc- 
tion, cement making, and natural gas supply companies, the country's largest tourism 
developments (funded in part by the World Bank), an arms import business with 
offices close to the Pentagon outside Washington DC, and exclusive local rights in 
mobile phones, Microsoft, McDonald's, and much more. 

By the 1990s these conglomerates were increasingly concentrating on producing 
goods and services affordable mostly to only a small fraction of the population. A 
meal at McDonald's cost more than the day's pay of most workers. A family outing to 
Dreampark, the entertainment complex at Dreamland, would consume a month's 
average wages. A pair of children's shoes at MM's fashion stores might exceed the 
monthly pay of a school teacher. The Ahram Beverages Company, which makes soft 
drinks, bottled water, and beer, calculated its potential market (including expatriates 
and tourists) at just 5 to 6 million, in a country of 62 million (Business Today: Egypt, 
November, 1998:19). This narrow market was the same part of the population that 
could afford, or even imagine affording, the country's 1.3 million private cars - which 
is why local manufacturers concentrated on assembling Mercedes, BMWs, Range 
Rovers, Jeep Cherokees and other luxury cars. Beyond the small group of state- 
subsidised super-rich, modest affluence probably extended to no more than five or 
ten percent of the population (Osman, 1998:7-8). 

But what of the other 90 or 95 per cent? Real wages in the public industrial sector 
dropped by 8 per cent from 1990/91 to 1995/96. Other public sector wages remained 
steady, but could be held up only because the salaries remain below a living wage 
(IMF, 1997:50). A school teacher or other educated public-sector employee took home 
less than US$2 a day. One small sign of the times was the reappearance of soup 
kitchens in Cairo, offering free food to the poor. A more telling sign was that an article 
in the national press interpreted their appearance not as a mark of how harsh 
conditions had become but as a welcome return to the kind of private benevolence 
among the wealthy not seen since the days of the monarchy (Al Ahram, 1 January 1999, 
Supplement, 3). 

Household expenditure surveys showed a sharp decline in real per capita 
consumption between 1990/91 and 1995/96. The proportion of people below the 
poverty line increased in this period from about 40 per cent (urban and rural) to 45 per 
cent in urban areas and over 50 per cent in rural. There is no reliable guide to the 
changing share of consumption by the very wealthy, for the surveys failed to record 
most of their spending. If household expenditure surveys for 1991/92 are extrapo- 
lated to the national level, the figures show the population as a whole spent LE51 
billion. Yet national accounts give the total expenditure as LE100 billion. In other 
words, about half the country's consumer spending is missing from the surveys - 
although this did not deter the World Bank and other agencies from publishing such 
figures as reasonable indicators of income distribution. For a variety of reasons it is 
plausible that the bulk of this missing expenditure belongs to the wealthiest 
households. Categorised as those spending over LE14,000 (about $4,000) per year, 
these households represent 1.6 million people or 3 per cent of the population. One 
estimate suggests that this 3 per cent may account for half of all consumer spending 
(Endnote 14). 
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The inequalities were greatest in the countryside, where neo-liberal reforms began 
earlier, in 1986. They were also targeted more directly at those with few resources, for 
example by overturning two of the corner stones of Egypt's post-independence social 
reforms, the control of agricultural rents and the security of tenant farmers against 
eviction. Reviewing the first decade of agrarian neo-liberalism, the reformers 
acknowledged that its consequences included 'growing unemployment, falling real 
wages, higher prices for basic goods and services, and widespread loss of economic 
security' (Fletcher, 1996:4). They might have added to this list: stagnant agricultural 
growth (real output in 1992 was lower than 1986), repeated crises of under- and 
overproduction, the growth of monopolies and price-fixing, a shift away from export 
crops such as cotton, and a decision by most small farmers to move away from market 
crops and grow more food for their own consumption (Mitchell, 1998). The latter was 
a sensible decision, but it reminds us again how much the achievements of neo- 
liberalism remain successes of the imagination. 

A final aspect of the neo-liberal imagination is the political alternatives that have 
disappeared from view. Two absences are especially important in Egypt: the political 
claims of the rural population and the political rights and freedoms of the population 
as a whole. 

For the first two-thirds of the twentieth century, the right of the country's rural 
population to remain on the land was continually reasserted, and gradually set a limit 
to the new and violent principle of private land ownership invented in the late 
nineteenth-century (Mitchell, forthcoming). In 1913 the British colonial administra- 
tion was forced to pass the Five Feddan Law, modeled on a similar measure in the 
Punjab, which prevented creditors from dispossessing small farmers of their last five 
feddans (acres), their house, their last two draft animals, and their essential farm 
implements. Further protections were introduced in the late 1930s and 1940s, and the 
first act of the new military regime after the 1952 coup was a modest land reform 
intended to head off more radical proposals already put before parliament. It was 
these limited achievements of the 1950s, already weakened since the 1970s, that the 
neo-liberal reforms of the 1990s sought to erase. 

The US government, the World Bank, and other international agencies argued that the 
limited rights enjoyed by small farmers were 'creating disincentives to more efficient 
use of the land', although they had no evidence or logic to support them (Endnote 15). 
Among US academic specialists on Egypt, it would be difficult to find much criticism 
of this new orthodoxy (Endnote 16). Yet, leaving aside the appeal one might make to 
questions of economic equity or social justice, there is strong evidence to support the 
opposite view, that the security of tenant farmers improves the sustainable use of 
resources (Endnote 17). In fact a convincing case could be made today for moving in 
the other direction, towards a far more extensive land reform, on the model of earlier 
programmes in East Asia and elsewhere. Halting the further acquisition of land by 
those already owning more than five acres, and gradually reducing all holdings to 
this or a lower limit, would raise living conditions immediately, as well as 
agricultural output (Endnote 18). East Asia also provides an earlier model for 
financing such a redistribution. In the Taiwanese land reform of 1953, the government 
compensated large owners through a concurrent privatisation programme, giving 
them shares in the Taiwan Cement Corporation and other state-owned industries 
inherited from the Japanese occupation (Wu, 1994). By the end of the 1990s the 
Egyptian government still owned several billion dollars worth of assets it planned to 
privatise, including not just the cement companies whose sale was in progress but the 
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highly valuable urban property on which privatised factories, hotels, and other 
enterprises were located, which had typically been retained by the state when the 
enterprise itself was privatised. The government could have opted to distribute small 
shares in this property in exchange for the land it was redistributing in the 
countryside. 

The redistribution of agricultural land would reverse the growing landlordism and 
merchant monopolies that were returning the countryside to the conditions of the first 
half of the twentieth century. It would also provide a powerful stimulus to local 
investment and wealth creation. At present, with consumption of commodities other 
than food so heavily concentrated among the affluent and super-rich, much of the 
country's demand for goods could be satisfied only by luxuries imported from 
abroad. The new wealth of ordinary households would create a strong demand for 
local services and local manufactures. Given the relative importance of workers' 
remittances from the Gulf (in 1996/97 they amounted to $3.26 billion, more than 
double the amount of Western portfolio investment and almost five times the paltry 
level of direct investment by transnational corporations), it was at this level that 
radical initiatives were needed and could make a difference (Endnote 19). 

The other silence concerns the question of civic and political rights. Neo-liberalism in 
Egypt was facilitated by a harsh restriction of political freedoms. Its character 
included a parliament more than one hundred of whose members the courts declared 
fraudulently elected, but that announced itself to be above the law in such matters; 
and in which the handful of opposition deputies were increasingly deprived of 
opportunities to question the government (Endnote 20). It included a regime that 
allowed no right to organise political opposition or hold political meetings, and 
allowed the few legal opposition parties no right to public activities. It included a 
steady remilitarisation of power, especially as control shifted away from ministries, 
many of which were now run by technocrats, to provincial governors, most of whom 
were still appointed from the high ranks of the military. And it included the repeated 
intimidation of human rights workers and opposition journalists by closures, court 
cases, and imprisonment. In 1999 the regime consolidated these new restrictions, by 
passing an NGO law that dissolved all the country's licensed non-governmental 
organisations and required them to apply for permission to re-form under new and 
more restrictive regulations, including a ban on any activity that the state considered 
political. Meanwhile, the United States refused every appeal to speak out in public on 
these issues, quietly dropping the 'Democracy Initiative' it had introduced in the early 
1990s when political transformations in Eastern Europe seemed to threaten its 
autocratic allies in the Middle East, and declaring no serious concerns in Egypt 
beyond the endurance of the regime and its neo-liberal reforms (Endnote 21). 

Conclusion 
I want to conclude by relating these political developments to the larger question of 
the logic of capitalist globalisation and the market. It is not uncommon now, even 
among the proponents of these ideas, to admit that so-called free-market reforms and 
globalisation may be accompanied by political repression. However, the tendency is 
to see one as the consequence of the other. Depending on one's perspective, the 
repression is either an unforeseen, unfortunate, and probably temporary side effect of 
the expansion of the global market, or the predictable, necessary, and probably long- 
term consequence of the logic of capitalist development. I would argue against seeing 
one as the simple consequence of the other. By homogenising contemporary politics 
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into ineluctable and universal logics of capitalist globalisation, we attribute to the 
market, to capital, or to globalisation a coherence, energy, and rationality that it could 
never otherwise claim for itself. To counteract this tendency, we need to put together 
accounts of contemporary politics, as I have tried to do here, that bring to light the 
incoherences, reversals, and contradictions that accompany the apparent logics of 
globalisation. The intense political struggles under way in places such as Egypt are 
not the consequences of a more global logic, but an active historical process whose 
significance is repeatedly marginalised and overlooked in reproducing the simple 
narratives of globalisation. 

Tim Mitchell, Department of Politics, New York University (tim.mitchell@nyu.edu). 

Endnotes 
Parts of this paper were published in an earlier version as 'Dreamland: The 
Neoliberalism of Your Desires' in Middle East Report (Winter 1999). Thanks to David 
Sims, Max Rodenbeck, Boutros Wadie', Kris McNeil, Ethel Brooks, Ray Bush, Robert 
Vitalis, and Lila Abu-Lughod for information, comments, and criticism. None are 
responsible for the views presented here. 

1. The Toshka scheme, named after the depression through which the Nile waters 
would be pumped, was later given the more formal title of Southern Valley 
Development Project. 

2. Prince Al-Waleed bin Talal bin Abdul-Aziz Al-Saud was ranked by Fortune 
Magazine as the second richest person in the world after William Gates. His assets, 
mostly in listed US shares, included ownership of 5 per cent or more of Citigroup, 
Saks Fifth Avenue, TWA, Apple Computer, The News Corporation, and Daewoo, 
among others. 

3. Sun World is a subsidiary of Cadiz Inc. The parent company agreed to a separate 
joint venture with Kadco to pursue related projects in the area. Economist Intelligence 
Unit (EIU), Countiy Report: Egypt, 3rd quarter 1999, p.25; http://www.sun- 
world.com. 

4. The Egyptian state funds were promised by the National Bank of Egypt. Prince Al- 
Waleed was expected to keep a twenty percent share, but shortly after the deal with 
Sun World was announced he appeared to be facing financial difficulties following 
the failure of other major investments. Economist Intelligence Unit (EIU), Country 
Report: Egypt, 3rd quarter 1999, p.25; 'Prince Alwaleed: Still Stellar?' The Economist, 2 
October 1999, p. 74. 

5. The import restrictions included much tighter limits on credit, abolishing duty-free 
imports, and introducing new and onerous customs inspections requirements. 
Economist Intelligence Unit (EIU), Country Report: Egypt, 1st quarter 1999, p. 33. 
Middle East Times - Egypt, 27 August 1999, from http://www.metimes.com. 

6. Howard Handy and Staff Team, Egypt: Beyond Stabilization, Towards a Dynamic 
Market Economy, IMF Occasional Paper, no. 163 (Washington DC: IMF, 1998), table 21, 
p.50. For this paper, the number of Egyptian pounds to the US dollar is calculated at 
the average rate of 2.74 for 1989-90, 3.34 for 1991/92-93/94, and 3.39 for 1994/95- 
1997/98 (based on Handy et al., Egypt: Beyond Stabilization, table 1, p. 2). 

Steven Ditchkus
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7. On similar problems faced by the Indian state in the same period, and the 
importance of discipline, see Prabhat Patnaik and C P Chandrasekhar, 'India: 
Dirigisme, Structural Adjustment, and the Radical Alternative', in Globalization and 
Progressive Economic Policy (ed.), Dean Baker, Gerald Epstein, and Robert Pollin 
(Cambridge, 1998), pp. 67-91. 

8. IMF, 'Egyptian Stabilization', p 35; Economist Intelligence Unit, Country Report: 
Egypt, 3rd quarter 1998, pp. 19-20. Other benefits were transferred to the banks in 
1991, including a reduction in reserve requirements (a source of fiscal income) from 25 
per cent to 15 per cent. Mohieldin, 'State Intervention', p. 13. 

9. Of the 97 other companies in which the government sold shares, it retained a 
majority of the shares in eighteen, remained the largest single shareholder in a further 
twenty-five, retained significant share holdings in another twelve, and transferred 
twenty-eight more to 'employee shareholder associations', which in practice allowed 
continued control by the same managers. Fourteen companies were said to have been 
sold directly to large 'anchor investors'. EIU, Country Report: Egypt, 3rd quarter 1998, 
p.19; EIU, Country Report: Egypt, 3rd quarter 1999, p. 20. 

10. EIU, Country Report: Egypt, 3rd quarter 1998, p. 21. Business Today: Egypt, 
November 1988, p. 29. The EFG index is at http://www.efg-hermes.com/docs/ 
market/home. 

11. The popularity of MobiNil stock reflected the unexpectedly high demand for 
mobile phones among Egypt's 300,000 subscribers. They used their phones four times 
as often as the worldwide average for monthly minutes of use per subscriber. 
Following the privatisation of MobiNil (sold to the Orascom Group (on which, see 
below), in consortium with leading US and French telecom operators), the 
government licensed a second mobile phone operator, Click GSM, to placate the 
powerful Alkan group, which had lost out in the bidding for MobiNil. See EIU, Egypt: 
Country report, 3rd Quarter 1999, pp. 29-30. 

12. In 1997, Holderbank, the world's largest cement maker with operations in sixty 
countries, including subsidiaries in Morocco and Lebanon, purchased twenty-five per 
cent of the Egyptian Cement Company, and began to build three new kilns near Suez. 
In July 1999, Lafarge S.A., the world's largest building products group and second 
largest cement maker, also operating in 60 countries, purchased 76 per cent of Beni 
Suef Cement, and was set to increase its share to 95 per cent. It arranged to sell on half 
its holding to the Greek cement company Titan, which already owned two cement 
importing facilities in Egypt jointly with the local 4M Group, Egypt's largest importer 
of construction materials. In late 1999, the government was negotiating the sale of 
Assiut Cement to Cemex of Mexico, the largest cement producer in the Americas with 
operations in North and South America, Europe, and East Asia, and the sale of 
Alexandria Portland Cement to Blue Circle Industries, the largest British cement 
producer with operations in Europe, Africa, and elsewhere. See EIU, Egypt: Country 
Report, 3rd Quarter 1999, pp. 20-21; http://www.holderbank.com; http:// 
www.lafarge.fr; http://www.cemex.com; http://www.titan.gr/en/news; http:// 
www.4mgroup.com.eg. 

13. Masaka transferred sixteen per cent out of its twenty per cent holding to NBE 
Finance of the Cayman Islands, presumably an off-shore subsidiary of the National 
Bank of Egypt. Another two per cent went to the local joint-sector Suez Canal Bank. 
EIU, Egypt: Country Report, 3rd Quarter 1999, p. 27. 
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14. The estimate is based on the assumption that all the missing expenditure belongs 
to this group. The plausibility of the assumption rests on factors such as the character 
of the missing expenditures and the relative proportion of incomes that different 
groups spend on food. Ulrich Bartsch, 'Interpreting Household Budget Surveys: 
Estimates for Poverty and Income Distribution in Egypt', Working Papers of the 
Economic Research Forum for the Arab Countries, Iran and Turkey, no. 9714. Cairo, 1997, 
pp. 17-19. 

15. Ngozi Okonjo-Iweala (Chief of Agricultural Operations, World Bank) and 
Youssed Fuleihan, 'Structural Adjustment and Egyptian Agriculture: Some Prelimi- 
nary Indication of the Impact of Economic Reforms', in Mohamed A Faris and 
Mahmood Hasan Khan (eds.), Sustainable Agriculture in Egypt, Boulder and London: 
Lynne Rienner, 1993, pp. 127-39; p. 134. 

16. An exception is the work of Prosterman & Hanstead, who are neither Egypt 
specialists nor social scientists, but hold positions in a school of law. Roy Prosterman 
& Timothy Hanstead (1992), Egyptian Development and US Aid: A 25-Year Perspective, 
Seattle: Rural Development Institute. 

17. See Nicholas S Hopkins (1993), 'Small Farmer Households and Agricultural 
Sustainability in Egypt', in Mohamed A Faris & Mahmood Hasan Khan (eds.), 
Sustainable Agriculture in Egypt, Boulder: Lynne Ryner, pp. 185-195; and M Z Moussa 
& T T Jones (1991), 'Efficiency and Farm Size in Egypt: A Unit Output Price Profit 
Function Approach', Applied Economics, vol. 23. 

18. For a useful view of the arguments and evidence about landholding in 
development economics, see Debraj Ray (1988), Development Economics, Princeton: 
Princeton University Press, pp. 415-463. 

19. EIU, Country Profile, table 28, p. 54. The World Bank and USAID have set up 
programs to provide loans to the small businesses and micro-enterprises denied 
access to the formal financial sector. But these programs ignore the question of 
redistributing wealth to create the demand for such enterprise. 

20. Gamal Essam El-Din, 'MPs rage over erosion of parliamentary power', Al-Ahram 
Weekly, 7-13 January 1999:3. 

21. For a discussion of the US democracy initiative, see Timothy Mitchell (1996), 'The 
'Wrong Success': America's Fear of Democracy in the Middle East', (in Arabic), in 
Timothy Mitchell, Al-dimuqratiyya wa'l-dawla fi al-'alam al-'arabi, Cyprus: Dar 'Iybal. 
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