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Abstract: The research has reviewed various concepts of privatization applied in several countries

including Egypt and shown the fundamental objectives of the privatization program and its features in the
Egyptian experience, in light of the selection of some companies that have been actually transformed from

the public sector to the private sector. The research has indicated the privatization program’s impact on
such companies concerning performance, competitiveness and profitability. Moreover, the research has

reviewed the different methods and mechanisms applied to the privatization process, with clarifying the
most important methods implemented in the Egyptian privatization program and how it was administered

in order to achieve its objectives. The study aims at identifying the most important obstacles that hinder
the privatization process in Egypt through the concentration on five practical cases of some companies

that have been privatized in Egypt, in order to show their efficiency and feasibility after implementing
the privatization program. In addition, the research aims at displaying the theoretical framework of the

privatization program in Egypt including its principles, objectives and obstacles associated with its
implementation in light of benefiting from the other countries’ experiences in this field.  The research

problem statement dwells in the extent and feasibility of pursuing the privatization process after its
implementation experience has faced problems and restrictions that may lead to the implementation’s delay

in certain cases because of the unavailability of the investment atmosphere necessary for implementing
the privatization program in Egypt.   

Key Words:Concept of privatization- Objectives of privatization- Selection of companies- Methods of

Privatisation- Foreign investment- Obstacles of privatisation- Egyptian Case study in
privatization .

Research Method: To analyze and study the

Privatization in Egypt, the researcher used the
descriptive method. The researcher made use the

reports of the Central Bank of Egypt, the National
Bank of Egypt and the Central Agency for Public

Mobilization and Statistics, the data given by the
General Authority for Investment in Egypt. In addition,

the researcher also made use of reference books and
scientific periodicals relevant the topic of the present

research.

Research Plan: The present research is composed of
five sections in addition to the introduction and the

results:
Section 1: Concept and Objectives of privatization

Section 2: Methods of Privatization
Section 3: The privatization methods used in Egypt

Section 4: Obstacles of Implementations the Egyptian
privatization programmer

Section 5: Egyptian Case study in privatization

Section 1: Concept and Objectives of Privatization:
1- Defining the Concept of Privatization: It is

necessary to define the concept of privatization before

approaching different aspects concerning it.
The process of selling a publicly owned company

to the private sector. Privatization may be pursued for
political as well as economic reasons.

The economic justification for privatization is that
a company will be more efficient as a result of

competition. The process can also be called
denationalization.

It results from the references related to this
Research consulted by the author that theorists and

practitioners have not agreed upon an exact definition
of privatization . Most of them, consider privatization(2 )

ageneral term that indicates any transfer of state
activity to private sector. Other authors , making more(4)

precise delimitations, define privatization as the formal
modification of the juridical form from public

companies to private companies.
Concerned with this issue, the author tries a more

detailed definition considering that through privatization
we understand not only a modification of the juridical

form of public companies but especially the
denationalization  of  economy.   This approach also 
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emphasizes the fact that a separation occurs between
the state and the companies and that mechanisms of
adjustment and stimulation are introduced not only to
produce positive economic effects in the company but
also to assure efficient inspections by managers,
employees and owners.

Therefore privatization is not an easy burden, but
on the contrary, complex and  a very wide concept. As
a result, in all the documentation, the process of
privatization takes place in 3 successive different
stages :(13)

First of all it takes place the transformation of
public companies into juridical forms of private law
(formal privatization as juridical basis of the evolving
process of privatization)

Second takes place the transfer of the right of
ownership over the companies to the interested
individual people.

In the third place we have integral transfer of risks
to the owners, forcing them to develop an efficient
management ( under the conditions of concurrence,
without any financial support as state subsidies)

This way the privatization does not appear as an
isolated event, but, on the contrary as a component of
a complex reform, that involves the entire social-
economic life of a country.

2-  the Objectives of Privatization: From the point of
view of the development strategy, the fundamental
objective of any program of privatization is that of
obtaining a positive global effect for the population of
a country by means of building up efficient competitive
economic circuits and a more intensive involvement of
the population in the economic process.

The general objectives of this privatization program
cam be formulated and classified in this way :(4)

a)the growth of global efficiency in economy by
the means of a system of property relations transparent
as a  purpose. Privatization can determine the increase
of efficiency of the superiority of private property over
the public. Global efficiency can develop in three
ways:

Through the increase of efficiency of allocating 
resources from the entire economy (by improving the
allocation of resources new and stimulating structures
can be created) 

Through the increase of efficiency of production
(as a result of increasing internal efficiency of every
company and eliminating public companies that
registered losses financed from the state budget)

Through the market coordination of economic
activities (introducing new coordination mechanisms
instead of controlled  economy)

b) social acceptance  and intensive involvement of
the population ( using these methods to lead to an
equal privatization and a tendency, in such a manner
that every citizen has an equal chance at the beginning)

c) fiscal objectives ( reducing budgetary deficit
through revenues resulted from the process of
privatization, reducing and gradually eliminating
subsidies as a consequence of privatizing inefficient
public companies, extra revenues brought by taxes from
private companies that had become profitable.

d) replacing employees in central and local
administration.

The general objectives are specified in every
country’s privatization program taking into account its
social-economic features.

3- Characteristics of the Egyptian Program of
Privatization: 1) This privatization program in Egypt
implies a gradual process. At first public companies are
taken under the protective “ umbrella” of some
holdings that are in charge of operational plans and 
investments, of naming the directing board as well as
of revising the reconstruction plans. The Ministry of
Public Companies , which is responsible for the(8)

privatizing program, informs the Government about the
companies proposed to be privatized in order to make
a decision.

2) The initial program was restrictive as extent and
covered just small part of the public companies of
Egypt (only 1500 of the accounting value of the public
sector, 88 billions Egyptian pounds from 600 billions
Egyptian pounds .(12)

3) It s a privatization based on the market, being
implemented specially though the stock market to
assure transparency and efficiency.

4) The priority represents companies with small
profits, with limited or zero work surplus in order to
achieve an immediate privatization. The profitable
companies are not yet privatized as they are capable of
attracting private investments and to reduce the public
opposition to the program because the impact over the
workers is limited.

5) A program of structural adjustment was
established in order to provide a secure economic
environment  

6) Only the productive sector of the economy was
eligible for this program not taking into account the
communication or banking system 

7) The program has a social component to reduce
short term negative effects, specially for the poor
segments of population. The Government has
established the Fund For Social Development (FSD)
which provides assistance for small project of the
unemployed or graduating students. Until 1996 the FSD
has mobilized over 2.5 billion Egyptian pounds and has
created 330,000 jobs .(10)

Starting with the year 1997, this institution has
also become the coordinator of professional conversion
programs.

The objectives of privatization in Egypt the same
ones as in other developing countries that adopted
privatizing programs: increasing production efficiency, 
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better allocation of resources, fixing fiscal disequilibria

in order to reach economic growth.
The reality has proved that these objectives cannot

be all reached at the same time and huge conflicts of
interests can appear. For example, the profits from

sales and revenues of the state would increase if there
were given concessions for the potential investors as

well as if the monopoly structures or the long term
subsidies were kept. But this would disregard the

concept of increasing efficiency. Social groups that take
part in this program should know about these conflicts

from the very beginning and settle priorities

4- Selection of Companies That Are Going to Be
Privatized: At the beginning of the privatization

process, we must settle the public companies that are
going to become privatized as well as the period for

this to happen.
Solving this problem it is not at all easy, as it may

seem at first sight. In order to make an efficient
selection, several criteria of classification of companies

that are about to be privatized can be used. 
In a brief presentation, the most important criteria

are the following :(7)

Strategic importance of the company and its degree

of competitiveness.
A) Classification of companies taking into account

this criterion is presented in picture 
Classification after strategic importance and degree

of competitiveness.

Strategic position Strategic position

Competitive Remaining in the Privatization

public sector

Non Commercialization Restructure /

competitive Privatization/ 
Liquidation

Grouping the companies after these criteria is a

good start in selecting the companies that are to be
included in the privatization program. Of course, from

a country to another, different criteria are formulated in
order to establish whether a company “strategic” or

not. For example, in Egypt, companies that contribute
to the national security, that are situated in areas with

high rate of unemployment, that have a monopoly
position or those that produce public goods of high

necessity were considered to be strategic.
As regards competitiveness, the evaluation of the

company is made depending on the market of interest
for the respective company, which can be regional,

national or international. 
I consider that this classification has a subjective

weighting, both by the interpretation of the word
“strategic” and by invoking the strategic importance,

which can prevent the privatisation of a company. 

b) The size of the companies to be privatised is

determined by the number of staff and/or by the

volume of sales. It is considered that on the basis of

this grouping we can plan the stages of privatisation

that must be used. Many countries have privatised the

small companies first as they raise fewer problems. By

this they wanted to obtain a larger effect of

privatisation in its impact with the public conscience . (20)

c) Classification of enterprises by their belonging

to a certain sector or sub sector of activity has the

advantage to offer potential investors the chance of

simultaneously buying more enterprises in a sector. In

this way, the big foreign investors can be attracted, as

well as the multinational concerns. We must take into

account that, in this case, there will be no competition

in the respective sector.

Other criteria can be used as well, and about the

criteria mentioned above, we cannot say exactly which

one, and when can be used. In the selection of

enterprises to be privatised one must start from the

specific economic structure, and also the political,

social and economic situation of each country.

This is also the case of Egypt, which, in contrast

to other developing countries engaged in privatisation,

decided that only profitable public companies must be

privatised. However, this criterion applies only when a

company with small profit can be restructured with the

purpose of a better sale in the future. Therefore, the

companies taken into account for restructuring may be

competitive for investors.

Another criterion of selecting enterprises to be

privatised was connected to the issue of deciding

whether or not a company is considered strategic for

the country. While “strategic” has a wide sense, in the

privatisation programme in Egypt, it was associated

with the following types of companies :(26)

Companies with a monopoly position, because, in

the case of their sale, the private sector could

arbitrarily establish the product prices;

Companies which provide essential services and

products;

Companies situated in areas with high

unemployment;

Companies which are connected to the national

security.

As a consequence, certain public companies were

excluded from the privatisation programme. Among

these were those in the oil sector, the Suez Canal, the

telecommunication network, the railways, the military

industry, Egypt Air, insurance companies and the banks

in the public sector. These public companies hold about

85% of the total assets of the private sector, which

means that only 15% of these were subject to

privatization . (14)
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Section 2: Methods of Privatisation:

1-  Methods of Privatisation: Before listing the

methods of privatisation, I must mention that in the

literature dedicated to this matter there are presented

two aspects of privatisation, meaning: the material

privatisation and the management privatisation.

If in the case of the material privatisation the type

of propriety changes, which means that the public

enterprise becomes a private propriety, in the case of

the management privatisation the enterprise still

remains a public propriety. When, for various reasons

(most often in the situation of the enterprises which

register loses), it is not possible the material

privatisation, amanagement privatisation is followed so

to increase the economic efficiency of the enterprise’s

activity . (13)

This way the managerial privatisation is the first

step to the total privatisation.

Also, to take a decision concerning the choice of

the adequate method of privatisation, the abilitated

organs must find the suitable answers to the following

two questions : the privatization of the entire(5)

enterprise or of certain parts? Or so to say: total

privatisation or partial privatisation? selling the

enterprise to national investors or to foreign investors?

Whatever the answers may be, there can be found

arguments to sustain them or they could face

objections. 

The option for total privatisation or for partial

privatisation it is solved, usually, by the way there are

appreciated the state’s interests .(8)

1- Total privatisation is indicated when a rapid

privatisation is wanted so the sums collected from the

selling of the enterprise should enter the state budget

as soon as possible.

2- The partial privatisation is indicated when the

enterprise must remain public propriety, so the state

could continue to control it. For this reason partial

privatisation is use, usually, when it comes to strategic

enterprises. Plus, they hope, that by delaying the

selling, they will obtain higher prices.

The second option – national investors or foreign

ones, has a solution politically based to, not only

economic criteria.

Following these regards of the selling of the entire

national economy to foreigners or to ethnic minorities

(for example to Indians in Zambia or to Chinese in

Indonezia) there are in many countries restrictions

concerning the participation of foreigners to

privatization . Some governments are protecting(10)

themselves of a great presence of foreigners, by selling

only parts of the entreprises, the presence of strangers

either selling parts of the enterprise, either keeping sow

called “golden shares” witch assures the government

the right to participate in making decisions. This fact

abducts (rises) the same problems as the partial selling. 

In general, the foreign investors must not be

discouraged, because their investments not only bring

the necessary capital but also it facilitates the access to

new markets and technology. Frequently the foreign

investments are bringing impulses of modernisation that

are absolutely necessary. Is no wander that the

countries with governments relative “powerful” prefers

to attract foreign investments than public selling, unlike

other governments that are afraid that they will lose the

next elections, if they seek to much on attracting

foreign investments.

Follow- up there are presented not only methods

of material privatisation but also methods of

management privatisation with advantages and

disadvantages.  

2- Methods of Material Privatisation: There are

known some methods of material privatisation not only

in developed countries but also in developing countries

and transition countries from Central and Eastern

Europe.

The Privatisation by Selling Shares to the Public:

Within this method the share issuance in made for the

enterprise that is going public (the enterprise has to be

a public limited company) and then they are sold to

the public. There are different possibilities: for

example, the national or international share issuance,

and also the anticipation of quantitative and qualitative

(as number of shares per person or group of persons).

In general, for share selling is hired an issuer (for

example, an investment bank) witch sells bonds on

behalf of itself and in one’s own account, so the state

risk is total eliminated. In case witch only a part of

public enterprise is transferred in private sector, is

possible to increase the volume of shares. Practice has

proved that this method is applicable only if two

conditions are met :(25)

The company that is being privatized must be

productive or potentially productive in the future, so

that there is interest form investors to own shares to

that company; The presence of large enough capital

markets capable of putting the financial necessary

means at the disposal of the company; The method of

public share selling presents a series of advantages,

from which we present: it keeps the concentration of

the shares off a single owner or a narrow group. This

method gives small investors the opportunity to take

place at the privatization and to create the so-called

„popular capitalism “it insures a great degree of

transparency of the privatizing process. But this method

presents several disadvantages, as : the procedure of(24)
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share issuance is relatively complex, it requires a great

deal of time and determines transaction costs, tied to

the privatization. These costs are extremely high; it

generates the so-called „crowding-out“ effects (the

effect of making the access of private investors to the

privatizing process very hard). It arrives at excluding

some particular investors because in low developed

countries the capital markets are not big enough to

make the necessary financial resources required by the

companies; may lead to a formal and inefficient control

of the managers by the shareholders, because the

individual share-holder has no power over the owners

of big packages of shares (as are the banks) and

neither over the management of the company.

Privatizing Through Share-selling to Private

Investors: The method implies the transfer of the

shares to a certain investor who has been elected by

auction or direct negotiations with the selected

investors.

Especially in small countries, with underdeveloped

capital markets, selling companies to private persons is

made much easier and carries fewer problems than

selling shares. This method is recommended in the case

of low-productive companies and a necessary of know-

how in the technical or managing domain . In such(2 6)

cases, there must be established the selection criteria

regarding the searching and negotiation with the

potential buyers (reputation, financial power,

experience). This way, the later owners can be better

appreciated and there can be flexible negotiations over

the future policy of the company.

This way the future owners can be better

appreciated and can negotiate in a flexile way the

future policy of the enterprise.

But there are some disadvantages to, like :(16)

There is the danger of propriety and revenue

concentration, and this way, the force of the control

throw individuals; groups of companies or institutions

(especially banks) will growth.

There almost is no possibility of control of the

wide public concerning the selection of investors and

prices that are to be paid, resulting in a larger danger

of corruption. That is why clear regulation concerning

the selection of investors must be made, this way

bigger level of transparency will be assured.

 

Management Buy-in Privatization (MBI): This

method is really an alternative to the previous on- the

sale of stocks by private investors and represents the

buying of shares of an enterprise by the managers that

became in this way entrepreneurs.

This method is recommended especially for enterprises

that need not only capital but also strong knowledge

about certain modern methods, practiced in more

developed countries, in fields like sale and marketing,

but also in efficient planning of costs .(19)

Management and Employee Buy-out Privatization

(MBO or EBO): According to this method either the

management (MBO) or the whole staff (EBO) buy the

enterprise, which is preparing for privatizations.

This method is recommended for public enterprises

that are in a difficult financial or economic situation

but have a qualified management, capable to put the

enterprise on the right track; or in the situation in

which the enterprise will have real chances on the

market after the restructuring. In favour of this method

are pleading :(23)

1. the reason for ensuring the existing jobs and

maintaining the activity of the respective

enterprise, that otherwise could not be sold;

2. the strong motivation and the opening for taking

the responsibility by all the personnel and/or by

the management; 

3. in case of EBO, the possibility of removing the

distrust that exists, not few times, among the

employees in opposition to the management;

4. the possibility of ensuring also a local population

participation.

The major advantages of this method, mentioned

above, do not have to stop us from taking into account

the serious drawbacks it has :(21)

1. There is the threat that this method could not lead

us to desirable and long expected replacement of

the old social and political pick and flower. The

factors of the power of  bureaucracy from the old

system are often identical with the owners of the

new system, something that can not enjoy the

acceptance from part of population; 

2. it’s hard to accept, not just to believe, that the

professional profile of an enterprise manager from

the system of centralized economy  based on

supply fits the requirements of management in a

market economy. Under the circumstances, the

transfer of the ownership right to the old leaders,

superannuated and conservative can stop the

formation of necessary human capital in a market

economy conditions.

The Privatization Through So Called Phenomenon

“Leveraged-buy-out”: This is in fact a variant of

“MBO” or “EBO” method presented before and

consists in the fact that numerous masses of employees,

that include managers or not and whose wages do not 
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permit capitalization of financial funds, and require

external capital, addressing credit institutions, the

public company owner or even the government. As

warranty are offered the enterprise’s equity or even its

future revenues .(19)

The Privatization Through Selling of the

Privatization Individual Assets: In case of direct

selling of patrimonial goods could be involved either

individual assets of an enterprise, without any

relationship between them, or assets that have some

connection with each other (in the case of working

companies). Usually, the selling of individual

patrimonial goods is done once with the liquidation,

which means that the material privatization of

interrelated companies can not be completed because

the financial and economic criteria do not permit this.

In rare cases, there are sold just isolated parts, the

nucleus of the company remaining intact. The selling

can be completed by auctions, shares or direct

negotiations with particular interested persons . (17)

It was noticed, that in some cases, the liquidation

could become more expensive than the restructuring of

the enterprise, because of all the expiring liabilities,

and some specific cost have to be carried forward, like,

the payments to be made for the fired employees.

The Privatization Through Restitution to Former

Owners: This method is more used in emerging

countries from Central and East Europe, where, in the

same time with the instauration of socialist economy a

lot of persons were expropriated. The returning to the

former owners could encounter difficulties, because,

often appear juridical conflicts in order to identify and

keep out the former owners, making this method more

expensive .(2)

The Privatization Through Coupons (Voucher

Privatization): Because the direct selling as a

privatization method are limited, especially in Europe,

in this country have been developed different forms of

donation for ensuring a fast transfer of the ownership

right correlated with a certain of social equity. All the

systems of privatization through vouchers have in

common the fact that every major citizen of the

respective country receives without any payment or for

a little price an equal number of coupons/certificates

that can be later exchanged for shares of a public

company or land.

On one hand, this method has the advantage of a

fast, low cost privatization . Because the entire(4)

population take part in privatization, a higher political

acceptance is expected. This is due to the fact that it

is more popular and it has a stronger effect on public

to be directly donated government’s property, than the

participation in privatization indirectly, for example, by

raising future revenues and fiscal facilities.

On the other hand, this way is compensated the

lack of internal financial resources. The first

experiences have already proved that mass privatization

even positively contributes to the development of

capital markets. The number of exchanged certificates

for every company, shows also the value it is given by

citizens, which became the starting point for

establishing the price for retained shares, for future

reselling on the internal or external capital markets.

There are also negative aspects of this privatization

method, as the fact that this way the government does

not benefit from important revenues from selling, nor

the companies does not obtain financial power

stringently necessary for the implementing of the

restructuring measures. Besides, at least at the incipient

phase, there is a relatively high difference of the

ownership rights, that makes almost impossible the

efficient control of the companies by the shareholders.

Because small shareholders do not have experience in

evaluation the results of the company, interpretation the

financial statements, as well as performing the general

shareholders meeting, the management of the enterprise

until that time, it will be extremely hard to sustain the

own interest. The result could be the lack of economic

efficiency growth expected after a privatization .(14)

Neither the deposing of shares in investment funds,

the administrate afterwards the majority of certificates,

does no lead to more efficient controlling structures,

because these institutions, even in the circumstances of

developed market economies, have merely an important

role in managing the companies from portfolio. 

We can assume that just a part of people

implicated in the economic process wish to own

patrimonial goods represented by shares. This is why,

a lot of citizens would immediately sell the obtained

coupons . This way, there is a lot more less(16)

dispersion of ownership rights, and, consequently, a

more efficient controlling. The comparatively high offer

of ownership rights will have as result low prices, that

will make little earnings for these who want to quit the

shares they hold. Because these kind of groups belong,

specially to the most poor categories of population, for

them the advantage of privatization would be

minimized, while the persons with financial power

willing to accept risk (generally groups already

privileged) will by offered shares and will register a

fast growth of earnings. Extremely high earnings from

speculations of some individuals willing to risk, could

provoke, in advance, political movements.

Section 3: the Privatization Methods Used in Egypt:

1- the Privatization Methods Used in Egypt: The

privatization methods used in Egypt include more or
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less the elements of privatization methods used in most

emerging countries .(1)

a. The method of selling the shares to a foreign

investor elected through tender was used at the

beginning; the Egypt government had to attract a

strategic investor that could bring know-how, to

ensure the growth of efficiency for bought

company and to make investments in a certain

interval of time. After the privatization of three

companies, the method was abandoned and

replaced by the method of public offer, due to the

pressure from population afraid that the selling to

foreign investors will lead to the externalization of

the Egyptian economy property.

b. The method of selling shares by public offer

consists of selling to public, by public subscription

of a share of10% to 20% of the total number of

shares of companies proposed for privatization. 

The selling of shares through this method is made

in two ways :(6)

1. either by the direct selling of shares to private

investors (that hope to fructify their economies);

2. or by selling the shares to the employees of the

privatized companies, through the Association of

Employed Shareholders.

Legislation in Egypt related to shares permits the

formation of this kind of associations in order to grow

the number of shareholders, meaning to improve the

employees interest in the implementation of the

privatization program, and, implicitly, to raise their

interest in productivity and efficiency of privatized

companies. But due to the low portion of shares hold

by employees in total number of shares of companies

privatized until 1994, it was noticed that the exercising

of the ownership right by the Association of Employed

Shareholders was limited in the management of the

company, in general, and in making the decisions

especially. As a result, starting with 1995, following a

government decision, has begun the selling of the

major packs of shares through the offer to the

Association of Employed Shareholders; this major

packs have now a portion between 80 and 90% from

all the shares of companies privatized . (8)

In this way, the selling of shares through public

offer is the major method of privatization in Egypt for

the companies from public sector.

c. The method of selling shares to set up joint

ventures

Represents the third method of privatization used

in Egypt for the implementation of the privatization

program. It proved to be less attractive for investors

and insignificant for government (until the end of 1994

there were sold share for only 125 million of Egyptian

pounds through this method). Even more, after this

date, a complete process of privatization for mixed

companies have taken place, which have lead to the

reducing of number of this kind of companies, as well

as their role in the economy .(11)

2- the M anagement Privatization: In case of

management privatization, the relation of ownership in

the company does not modify. This form of

privatization represents, many times, a step that

precedes the material privatization, and in used, mainly,

in public companies that can hardly attract particular

investors. It has the advantage of short term

implementation, growth of efficiency, becoming this

way more attractive for investors. 

The main methods of management privatization are

the management contracts and lease contracts .(14)

1. The method of management contract privatization

consists of hiring by the government, due to the

right of ownership of the company, of one or more

managers, for a certain period of time. 

2. The manager obtains a retribution for managing

the company, the risk of business remaining still at

the business owner. Especially in the sector of

services it is used the application of management

contracts – in case of hotels, of airlines or social

services; but more and more often this method is

applied in industry sector.

The method of privatization by leasing contract

consists in signing a contract between the government,

the owner and a individual beneficiary about the using

of a public company for a certain period of time.

The state receives a tax for this. The business risk

belongs to the beneficiary of the lease. According to

the contractual stipulations, the lease beneficiary has

rights and obligations, as the obligations for

maintaining the patrimonial goods or the obligation of

keeping a part of personnel. In many contracts, the

lease taxes are related to the profitability of the

company, this way the management is stimulated to cut

the costs.

In Egypt, during the first phase of reform, the

material privatization was in time with the management

privatization. Thus, among the first options of the

government related to this process were the selling of

shares to employees of public companies and setting up

management and leasing contracts for some of public

enterprises . (4)

These first options have had immediately success,

like: in tourism industry a hotel was sold, and for the
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other six hotels the management was ceased in favour

of private companies;

the “Duty free” shops from Cairo airport, from the

ownership of the state company “Egypt Air”, were

transferred to the private sector; incompletely used lines

from textile and alimentary industry were located to

private businessmen; more, the Industry Ministry let

some state companies to extend according to Law 43

(private sector law), keeping a participation margin of

state as of 3000 (as, for example, “General Nasser Car

Company”, “Trenco Radial Tyres”, “Trenco Carbon

Blank”, “Sinai Manganese Gypsum Boards”). Some of

these companies have been later privatized

materially .(12)

Section 4: Obstacles of Implementations the

Egyptian Privatization Programmer:

4.1- Obstacles of Privatisation: The privatization

process encounters a lot of obstacles that can stop the

success of the reforms. The possible obstacles in the

privatization course could be :(26)

the employees are afraid of salary decrease and of

loosing their work place;

the employees with managing functions are afraid

of loosing their power in the company;

Government employees are willing to except the

limitation of their competency field and keep sustaining

the fact that public enterprise managed by private

investors can no serve the public interest. This

phenomenon appears not only in emerging countries,

but can even be seen  in industrialized West countries,

were the policies frequently try to delay the selling of

public property;

the political opposition can explore the

privatization processes for improving own position,

criticizing the government’s way of action. The most

met critics are: low price selling or selling to privileged

persons, selling to foreigners or not respecting of

working population interests;

the army is often directly implicated in the

management and control of public companies. In some

countries  the military regimes have founded their own

companies to cover their needs for goods and for

ensuring work places for former soldiers. This

objectives, are anyway restricted;

besides this there are always isolated spirits against

privatization. They have the opinion that the

privatization favourites those most privileged and

wealth, promoting, unequal wealth distribution.

During every step of the reform it has to be taken

into account the importance of obstacles in the

privatization way and there is an understanding to be

agreed with privatization opponents capable of social

consensus. Even in Egypt a lot of obstacles appeared

in the way of privatization:

At the beginning of privatization there were talks

about a government’s “desire lack” to escape from

ownership of industrial companies and promote the

competition in the industrial sector, that under different

forms, invoke a series of arguments, like: protection of

national interests, protection of population majority

against its exploitation by a wealthy minority, the

protection of right to work and the protection of young

industries. The most believed justification offered by

the government for the continuously maintaining of the

government influence majority in the industrial sector

was the fear of wealth concentration, and as a result of

the power in hands of few individuals. There is also a

fear that lack of a capable market for government

owned companies could lead to a  “too small price”.

There are arguments that individual owners will reduce

the number of problems the government faces, fact that

could lead to political instability .(24)

for a long time there has been a fear among a part

of population that the privatization will grow the

unemployment rate, which already is very high. The

public sector employees are still hanging to their jobs

they consider to be more sure than the jobs from the

public sector. The decrease of employers number from

the public sector with almost 2,200 (about 29.00 until

1995) made believable the population fear that the

privatization could lead to the unemployment growth. 

This percentage seems to be little, but it has to be

analyzed and reflected taking into account the average

employment growth rate as of 20% and the weak

implication of the private sector in the creation of new

work places. There were also analysts that explained

the high unemployment rate in this period (of almost

7,5% in 1996) by the little privatization rate .(1)

a weak developed financial market has been

another obstacle in front of the implementation of

privatization.

In the last five years, the government had to

choose between the development of financial market

and the introduction of new financial instrument, or to

privatize it, creating a market demand through shares

coming from privatization. In this case, the financial

market has developed independently from privatization,

mentioning however the fact that the privatization has

contributed to the financial market development .(8)

In the period of 1993-1994, the commercial value

of the listed shares was growing, the market

capitalization growing significantly. However, in 1995,

the shares price has registered a decline that lead to a

slow in the privatization process. 

The redress of the financial market after 1996 is

due to the changes in the government’s privatization

policy, from the offer requesting method to the method

of public offer. In the first case, the investors are

required to make offers for just a little part of the
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shares released for public. In the second case, the

shares of companies to be privatized are offered to

public for subscription.

The holdings power is still an obstacle in front of

the privatisation

The general meetings and the administration boards

of holdings still have some priority in taking the

decision of selling the affiliated companies. It is

considered that they have the responsibility for the

slow growth rate privatization implementing. It is

understandable that from the moment the directors are

keeping their positions and privileges owned to the

existence of affiliated companies in public sector, they

could not show the enthusiasm in taking the decisions

of privatization. They prefer the continuity of this

situation, fearing a uncertain future, given the

conditions of the ongoing privatization.

Insufficient or imperfect laws have, as well,

stopped the rate and the dimension of privatization.

The Law 203/2991 does not have any clauses of

mandate for enforcing or encouraging this process. For

example, the law does not give any information for

evaluation of assets and does not contain any clauses

for the protection of the small shareholder. The general

law procedures were used through extension for the

establishing the legal framework, being not sufficient

and having no compulsory character. 

The existence of public companies with high losses

or with low profitability rate  have influenced the

negative development of privatization

It is known that one of the privatization objectives

is the one of the ensuring the funds for improving the

financial situations of the companies that registers

losses or that have a low profitability. this target is

realized by using the resources of the state for the

liquidation or reducing the debt pressure that presses

some public companies . (9)

At the beginning of the reform in Egypt, there

were a lot of companies with weak financial structures

affecting their productivity and economic performances,

and that’s why the private sector was reluctant from

buying indebted companies that could not honour their

obligations. But, many of these enterprises were

capable and attractive for selling. The first years of the

reform have proved the need for solving the problem

of the debts problem in order to remove a major

obstacle in the way of privatisation.

Taking into account the impact and the viability of

privatization there were implemented some measures in

order to solve the problem of the debt through the

application of new, and the most efficient has proven

to these: the reduction of the indebtedness, the issuance

of government titles, as well as the issuance of

obligation to the holdings. 

Also, it started the selling of the majority shares

pack not just to the associations of employed

shareholders, but also to any strategic interested

investor. This intention was well accepted by the local

financial market, as well as the international one, the

fact being proved by the significant growth pf the

subscriptions (even above the number of shares offered

for sale) and by the growing interest of foreign

investors in buying the shares of the privatized

companies.

In the same time, the government has launched the

program of the privatization of Commercial

International Bank, and of a number of 23 mixed banks

(the government was willing to sell about 49% of

shares from this public banks), following the reduction

of excessive independence among banks and

minimization of the banking sector risk .(17)

We can appreciate that 1996 marks the acceleration

of the privatization process, especially by developing

the Egyptian capital market. But the debt problem

could not be entirely solved, and that is why the

selling of some companies assets declared for

liquidation was used.

4.2. Implementations the Egyptian Privatization

Programmer: The privatization program is considered

an entire part, central of the economic reform adopted

by the Egyptian government for the implementation of

transaction to the free economy based on the market

mechanisms.

In the application of the privatization programme,

the Egyptian government have strictly respected the

three fundamental principles: the protection of public

funds by performing a continuously controlling of

offered companies or for an equitable participation of

some investors in their activity (mixed companies set

up);the protection of employees rights; maintaining the

state properties, in the sector of public business, for the

companies that produce strategic goods or that have

relation with national security .(18)

We can say that the privatization and the extending

of the property base are in close relationship with the

public interest and the implementation of a healthy

economic structure meaning to maintain and ensure the

development and progress of the society. As a

consequence, the policies of implementing the

privatization programme are referring, from the

beginning, at these important aspects: the program was

limited to the companies that belong to the public

sector business, leaving the government the

management and the ownership of this entities, that

mean: educational services, military fabrics, the Suez

Canal, the petroleum corporations, the roads, forests,

airports.
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At the same time, the state stimulates the private

sector in the stability of the activity of production

stations related to energy, the implementation of water

projects, as well as the activities related to the

communications encouraging the private sector in

buying profitable public companies, in order the

government to be able to concentrate its efforts on

developing the other areas that are not attractive to

private sector the financial restructuring of the

companies with problems (indebted ones, especially),

before offering them for public subscription; the selling

to a strategic investor that takes the responsibility for

developing and modernization of the less progressive

companies that will be offered for selling during the

second phase.

From the beginning of the privatization programme

implementation and to the end of 2004, there were

privatized about 119 companies, representing 38% from

the 314 public companies existent in June 1991 that

results: in 72 companies the selling part exceeds 51%,

and that is why they were excluded from the public

sector and do no more fall under the regulations of the

Law 203/1991. The privatization of these 72 companies

was done this way: 36 were sold on the stock

exchange, 10 were sold to a strategic investor, and 26

were bought by the associations of employed

shareholders .(1)

In case of 19 companies, the level of sale is under

50%:  40% in case of 10 companies sold at the stock

exchange (especially factories of medicines) and almost

50% in other 9 companies cases sold to the

associations of employed shareholders;

In 28 companies the assets were sold, being

declared in liquidation. So between 1991-1999, there

were privatized 119 companies, from314 public firms,

that means 3800 totally. The annalists consider that the

year 1999-2000 represents the second step of the

privatization program. The Ministry of Public Affairs

Sector made known  the privatization program in 2000

that contains new elements .(6)

First, the program names 62 companies that are

offered for sale or concession on long term. 

As well, the program predicts  that 28 companies 

should be liquidate because of the difficulties in

financial restructuring and the impossibility to cover the

losses in the activity that they carry on. The program

for the next  privatization step takes in consideration

the followings:

36 companies that already have negotiable shares

and a governmental participation part established

between 31 and 40 percents will be administrated

corresponding the laws of the mixed societies. It is

estimated the total value of the residual  shares will be

about 5.8 million Egyptian pounds.

It will be offered to the banks in the public sector

and to their companies the possibility to participate  in

the private and mixed banks and also in the companies

for sale.

To be offered for sale 36 firms from the public

sector of the hotels which includes 27 hotels and 9

cruise ships with historic names: Mariot, Minga House,

Manial Palace, Cataract, Winter Palace and Palestine .(9)

By offering for sale banks from the public sector and

insurance company it is estimated a simulation on the

stock exchange market. As well, the Law number 155

and 156/1998 that were promulgated to permit the

private sector the participation in the public banks and

in the insurance and reinsurance companies state-owned

are mentioned.

Because the privatization program on the year

2000 includes the sale of some parts of important

economic institutions it is necessary the improvement 

of the laws to permit, for example ,the sale of a part

from the telecommunication and electricity corporations

by public subscription.

Second of all, it was predicted the change of the

application way of the privation methods, meaning it

will resort to services of some promotion and insurance

companies.

In this purpose, the Ministry of the Public Affairs

Sector published a list with the local and international

banks, as well as some mixed groups qualified and

agreed by the public authority to promote and

guarantee the companies which will be offered for sale

in the next stage.

The list has 39 firms and banks chosen by the

specialized experts in promotion and banking

investments as a result of the analysis of the requests

of 56 requesters.

In short presentation the so-called method consists

of the followings :(1)

it is offered for sale to some interested investors

those companies that are not attractive for the public

subscription because it necessitate restructuring,

development and modernization ;

it is determined an equitable value ( the price ) of

the shares to these companies by negotiating them on

the stock exchange market;

the agreement of the investors it is requested to

cover the subscription corresponding to the price

agreed.

The Ministry of the Public Affairs Sector is

confident that it could privatize by this method 31

firms offered for sale in the last months of the year

1999, with 2,7 milliards Egyptians pounds and that

activate in different domains ,like : coal mine, cements,

paper, steel, trucks, milling, paints and food industry .(10)

The Ministry announced that will consider as investors

request to buy one of the 31 companies, the
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participation at the opening of the offers in cote that

rise from 51 to 95%. It looks like this method is very

attractive because it was received between 3 and 16

offers for each company from the Egyptian investors

and from companies and investors from Arabian

countries.

On the other hand, the residual share (the part

possessed by the Government) of the public firms, with

shares that are already negotiated on the stock

exchange market it will be offered for sale through the

public auctions.

Corresponding to legally regulations, the auction

and instructions must be published in 2 official

newspapers, and the add must mention the number of

the shares for sale and that the offered price mustn’t be

under the stock exchange price.

This method break out a lot of controversies

between supporters and opponents.

The supporters believe that this method :(22)

permits the rise of the residual share of the public

companies from 20 to 40%;

Will help the Government to pass through the

marks of the recess and deterioration prices, turned up

at the end of 1998 , by offering  the residual share to

an investor strategic or powerful.

On the  other side, the opponents are afraid that

this device : it will lead to the doubling of the

negotiations on the stock exchange market; it is a

contradiction to the requirement to assure the

transparency necessary, because the market must be

opened in the same kind for all the investors, powerful

or little and middle. This method favours only the

powerful investors, excluding from the market the

one’s little and middle.

it allows some unqualified investors to lead some

strategic companies and to administrate them

inadequate, and so their activity and performances

would be negatively influenced.

Thirdly, the program states the role of the financial

institutions in the privatization process. The Egyptian

banks play a role of pivot in the privatization process

in the stimulation of the monetary market in a primary

way (issue) and in a secondary way (negotiating) so :(26)

participating to the evaluation of the presented projects

to assure the right and equitable determination of these

projects value;

giving credits against guarantees and at the same

time, promoting and providing banking services needed

for their marketing;

supporting the private sector through consulting

and initiation in financial problems, as well as by

promoting opportunities in investments;

assuming the role of market-maker until the

foundation of specialized companies;

establishing mutual funds to administrate clients

financial investments, supporting “clearing” firms (a

payment system compensating, without cash)

investments services, custody, brokerage, portfolio

administration and insurance firms;

Rehabilitating and restructuring financially

companies which are in dilemma to break out financial,

techniques and administrative problems. So, the banks 

will finance the working capital of these companies for

which projects for refreshment and restructuring were

drawn-up permitting, at the same time, the management

improvement based on some foreign expertise to make

them profitable;

participating to the financial leasing for obtain  the

equipment and production lines, appreciated as

necessary for the replacement and renewal projects

after the privatization. More over, the banks will follow

the decrease investment costs and will guarantee the

finance on long term , and the working capital

exonerated will be reoriented to new investments.  In

this purpose, the National Bank of Egypt has founded

already 2 companies in cooperation with international

specialized institutions .(24)

The Egyptian Banks are included on the list of the

safe and promotional ones in the conditions that the

detained part by the banks in any company is less than

40% capital without the agreement of the Ministry of

the Finances and of the Governor.

Section 5: Case Study in Privatization: 

5.1. Al Ahram Beverages Company (ABC):

Background: Public Sector and Law 203  (6)

AI Abram Beverages Company (ABC) in Giza,

Egypt's beer brewing monopoly, is one of the country's

most famous industrial enterprises. ABC was

established in 1897 by several Belgian businessmen

who began operating breweries in Cairo and Alexandria

during the late I890s. It originally went under the name

of Bomonti and Pyramids Beer Company, produced a

beer of comparatively high quality - under the brand

name of Stella - and with sales booming at times

during the I940s, the company's stock was actively

traded on the Cairo Stock exchange. As part of the

increasing trend of Egyptian and Arab nationalism

during the 1950s and 60s, the company's name was

Arabised and changed to Al Ahram Beverages

Company in 1952. ABC was subsequently nationalized

in 1963 and brought under government ownership,

which resulted in the departure from the company of

much of its foreign managerial staff.

Between 1963-96 ABC first operated as a state

owned affiliate of the Ministry of Industry (until 1992)

and then was transferred to the Holding Company for

Housing, Tourism and Cinema upon its reincorporation

as a Law 203 enterprise. The state appointed ABC's
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Chairman and other government personnel to positions

on the Board of Directors and senior management.

Under the Public Sector, ABC's corporate mission

changed from operating as an Egyptian based, highly

profitable, globalize joint venture multinational

company to a government owned and managed

enterprise producing beer for domestic purposes

according to production quotas set by the Ministry of

Industry. Performance standards at ABC also seemed

to have changed for the worse during this period as the

company became highly overstaffed by excess labor,

and the seniority based promotions system reduced

worker motivation and productivity. The company's

management structure, which included 27 sector heads

and 72 general managers, seemed difficult to

comprehend even by Egyptian Public Sector standards.

Furthermore, the volume of bureaucracy within ABC's

organizational culture slowed managerial decision

making to such a degree, that black-market beer sales

organized within the company became a far more

efficient mechanism for distributing its product.

ABC's market position was protected by extremely

high tariffs levied on imported beer and the lack of an

alternative source of domestically brewed beer gave

little incentive for the government to improve the

quality of ABC's product. During the early I990s, when

ABC commenced functioning as a Law 203

government enterprise owned and supervised by the

Holding Company for Housing, Tourism and Cinema

(HCHTC), Egypt's oldest existing brewery ran three

plants with a combined production capacity of 675,000

hectoliters per year of alcoholic beer, 600,000 on non-

alcoholic beer, and 18 million cases of soft drinks. On

the eve of its privatization in 1996, ABC was a highly

profitable, miss-managed, public sector brewing

monopoly with a reputation for producing its brand of

Stella beer of an unpredictable quality.

The Privatization: Date and Method: The company

was first offered to the public in June 1996 as a

minority IPO. The offering was for 30% of the

company s equity but the under-subscribed offering'

resulted in just 25% of the company being transferred

to the private sector, including 10% to the employee

stock association (ESA). However, between December

1996 and February 1997 the company was acquired by

the Luxor Group in a strategic investor sale. It was the

fourth strategic investor transaction of the Egyptian

Privatization program.

Ownership Structure/corporate Governance: When

the privatization of ABC was completed after the

Luxor Group finally gained control of the company in

February I997, the official ownership structure of the

company appeared as:

12% to the Luxor Group

63% Global Depository Receipt (GDR)

10% to the Employee Stock Association (ESA) 

05% to Misr Insurance

05% to the Bank of Alexandria

05% free floating equity

Given that ABC was finally privatized in a GDR

transaction on the London and Frankfurt Stock

Exchanges, the Luxor Group kept 12% equity in the

company which was under Egyptian corporate Law the

minimum required for it to retain management control

in the enterprise. The Luxor Group also represents the

remaining 63% of equity holders in the GDR on the

company s Board of Directors.'

Although the Bank of Alexandria, Misr Insurance

and the ESA all had representation on the new Board,

the Luxor Group has since that time held effective

control over the company. The company's new

corporate mission was officially pronounced to maintain

its local beverages industry dominance and

subsequently become the leading beverages company in

the Middle East and North Africa region.

Management/Operations: Almost immediately upon

gaining control of the company in February 1997, the

Luxor Group began the task of transforming the

company s management and operational development.'

The Luxor Group appointed five new executives

(including three non-Egyptians) within the first one

hundred days of its take over of ABC. During the next

100 days another seven senior executives were hired.

Most of the appointments were made in the area of

investor relations and media, human resource

management, marketing, export promotion and sales

management. These appointments reflected an over-haul

of senior management at the company. Another 45

people have also been appointed to ABC's sales force.

Although the majority of the company's 3200

strong pre-privatization workforce remained with the

company, the Luxor Group succeeded in removing

much of the middle and senior management which was

associated with ABC's rentierist practices under the

public sector, hence clearing the way for substantial

restructuring of the company's internal organizational

culture. Under the public sector, ABC developed a

reputation of an internally hierarchical organization,

where people were promoted or rewarded on the basis

of their seniority in the hierarchy - not on the merit of

their performance. The Luxor Group promoted

meritocracy ahead of seniority, sought to replace ABC's

internal organizational culture with a modern

multinational management technique by introducing a

Performance Evaluation System. This device outlined

a job description for every one of ABC's employees,
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and through a series of bi-annual performance appraisal

meetings between the employee and an appointed

supervisor, the progress of ABC's entire staff would be

monitored and employees held accountable for their

performance.

ABC's management style was restructured in a

manner where it would be consumer, rather than

production, oriented. ABC's management now focused

on developing the company's business primarily

through corporate mechanisms such as marketing and

promotions; standardization and quality of product; and

aggressive sales strategies coupled with an expansion

of the distribution network. Rather than laying off

many of the company's redundant workers, the Luxor

group relocated workers vithin the company from

production to sales and distribution oriented functions,

and provided them with the appropriate training to

undertake their new tasks. A marketing department was

created for the first time, and 5% of sales were

budgeted towards publicity, advertising and promotional

activities. The results of the marketing program in

particular became physically noticeable throughout

Egypt, since many cafeterias and restaurants became

highly decorated with Stella labels, coasters and other

promotional materials.

The Luxor Group also hired Danbrew, the

consulting arm of Carlsberg Breweries in Denmark, to

help improve the beer quality at the three existing

plants and build a $65 million state-of-the-art brewery

to produce both Stella and Carlsberg. The taste of

ABC's product both improved noticeably and was

standardized at the quality control level in a short

period of time. The company's fleet of trucks was

expanded and upgraded and the numbers of its

distribution outlets jumped from 10,000 to 45,000

nationwide. A home delivery service was introduced

further enhancing availability of ABC s product'

amongst the consumer.

Since most of these managerial and operational

reforms took place during the company's first year back

in the private sector, ABC has used its privileged

monopoly position to further expand and diversify the

Egyptian beer industry. It has furthered its alliance with

Carlsberg and introduced several new brands of beer

with an imported image. It has also developed other

corporate alliances with beer industry giants such as

Guinness of Ireland, and wiII produce some of the

Irish company's most famous brand names in Egypt

under license. It has also formed a distribution

agreement with the premium Egyptian mineral water

company, SAFI.

Financials: The company has been highly profitable

since the privatization, which is the result of its

continued monopoly in the beer brewing industry, as

well as highly innovative and effective management

strategies and cost cutting measures.

New Capital Investment: Part of the original

agreement struck between the Luxor Group and the

Holding Company during the privatization of ABC was

a provision for ABC to re-locate from its original,

historic site in Giza, to a new location in a tax free

zone outside of Cairo by the end of 2002. Construction

on ABC's Greenfield brewery in El Abour City began

in the summer of 1998 under the supervision of

Carlsberg and is a $65 million project.

While the greenfield brewery is ABC's major

ongoing investment, the Luxor Group has also injected

other noticeable investments into the company, which

have predominantly been used to upgrade and expand

the company's distribution fleet, and provide for the

installation of a computer system tracking everything

from how much beer ABC sells in Cairo to developing

new routes for the company's fleet of 300 trucks.

Labor, Wages and Compensations Package: The

salaries of senior and middle management at the

company (particularly in the sales and marketing

departments) are now compatible with most of the

leading private sector enterprises and multinational

firms in the country. Wages have not increased

drastically for the line workers however, though the

bonus system and benefits package has been changed

at the company since the privatization to reflect an

employee's contribution to productivity rather than

length of tenure at the enterprise. Further, ABC's

employees were offered the first share options package

made by an Egyptian company and the Luxor Group

has introduced a number of profit–sharing schemes

since the privatization.

There does not appear to be any strong ties

between ABC’s labor force and the public sector s'

national labor organizations/unions.

Change in Public Sector Corporate Culture: While

the Luxor Group has achieved a great deal in

eliminating the public sector personality of the

company (i.e. public sector management titles have for

the most part been replaced with standard private

sector titles such as marketing manager, sales manager;

hierarchical promotions have been replaced by a

meritocracy based system: the work regime at  the

company is characterized by long hours and much

higher official salaries for middle man management),

high levels of internal bureaucracy is still present at the

company. Managerial decision-making, while having

adopted the style of a multinational corporation, still

has to proceed through a sequence of "in-house

approvals", which causes noticeable delays to the
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conduct of business (though this is not an uncommon

feature of internal organization that one will find at

numerous other Egyptian public and private sector

enterprises)

5.2. the Arab Company for Transistors and

Electronics (Telemisr): 

Background: Public Sector and Law 203 : Telemisr(6)

is Egypt s leading producer of color televisions, and'

one of the country's largest producers of electronics

goods (including transistor radios, home appliances,

cash registers and balasts for fluorescent lamps). The

company was established in 1962 in Ismailliya as a

public sector enterprise and operates from three

different production sites around the country. The main

factory is in the Haram (Pyramids) district, in Giza.

Under the public sector, Telemisr was a state

owned enterprise affiliated to the Ministry of Industry

and its business was supervised for the government by

the General Egyiptian Electrical and Electronic

Organization. Telermisr's Chairman was appointed by.

the Ministry while appointments to senior and middle

management were largely political, both in terms of

managerial title (i.e. reflected a civil service as opposed

to a private sector title) and manner in which the

appointment was made. Up until the I980s, the

company's senior management was essentially

concerned with fulfilling the government's production

plan and providing employment to university graduates.

Telemisr employed around 3000 people at its three

factories across the country. The state provided the

company with capital investment and protected the

enterprise from private sector and imported

competition.

A culture of limited  profitability existed at the

company since at least the early-to-mid I980s, when

the electronics market in Egypt experienced a degree of

liberalization. Telemisr found itself competing against

electronics multinationals such as Toshiba and National.

The company's Board of Directors and senior

management were encouraged to pursue profitability

within the framework they were allowed by the public

sector legislative regime, and earnt bonuses if they met

their financial as well as production-targets. Hence

during the 1980s, the company was already conducting

some marketing activities to bolster sales, and worked

with private sector agents and distributors as well as

those from the public sector.

When Telemisr was re-incorporated under Law 203

in 1992 it was further encouraged to pursue

profitability and increase its efficiency, as the

government officially annulled its soft credits and other

subsidies to the company, there-by encouraging its

financial and managerial independence. However, while

the Law 203 regime encouraged Telermisr to become

independent of the state, the government continued to

restrict the company's profit making capacity since it

still obliged the company to keep most of its redundant

labor, as well as prohibit the company from liquidating

or selling some of its loss making assets such as

Telemisr's lamp factory in Ismailliya, which had been

incurring annual losses of 6 million LE.

The Privatization: Date and Method: I/ Telemisr was

first offered for sale by the government to the public

in an IPO transaction in September 1996, resulting in

the Holding Company for Engineering Industries selling

73% equity and keeping the remaining 27%.

2/ In October 1999 the Holding Company sold off

its remaining 27% in a strategic transaction to one

group of investors. 

Corporate Governance/ownership Structure: After

the first privatization (September 1996) the ownership

structure at Telemisr appeared as:

27% to the Holding Company for Engineering

Industries

10% to the Employee Stock Association (ESA)

22% to the Sayyad Group

I2% to Investment Funds or Financial Institutions

(including public sector investors) 

29% to the Public (free floating equity)

Of the nine members of the Board of Directors

two were from the Holding Company, one (the newly

appointed CEO) was a professor of electronics from the

American University Cairo, one represented the ESA,

one from Misr Insurance and one from the National

Insurance Company, and two were from the private

sector.The Chairman occupied the final Board position.

However, within the first month after the

privatization, the Sayyad Group finding the company to

be in much poorer condition than was initially expected

reduced its equity in the company from 22% down to

3%, though the Sayyad group still remained on the

Board of Directors.

The ownership structure of the company changed

substantially after the second privatization (October

1999), when the private sector bought out the Holding

Company's 27%, and presently appears as follows :

55% owned by the private sector

10% owned by the ESA 

35% Public (free floating equity)

Sayyad gambled by investing in the company since

the government announced the offering of Telemisr

rather suddenly, giving investors only around two

weeks to study the company. The Sayyad Group was
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already involved in the electronics industry as

distributors, and given that the Stock Market was up at

the time, it sought to gain control of the company by

acquiring a 22% equity stake .The private sector, a

major player in the electronics sector in Egypt, also

sought to acquire equity in the company and looked at

the investment from a longer term perspective. The

Holding Company was hopeful that with Sayyad and

Sorour on the Board, substantial managerial and

operational reform would be brought to Telemisr.

However, Sayyad sold his equity in the company very

soon after his initial acquisition and the only ownership

concentration in Telemisr remained that of the Holding

Company. 

Management/Operations: Little management change

occurred at Telemisr after the first privatization, given

that Sayyad sold most of his equity in the company

and the Holding Company retained the largest equity

stake. The early retirement program, which was

initiated under Law 203, has helped to reduce the

company's highly over-staffed workforce from about

2800 at the time of the first privatization to 1930 in

May 2000. However, there was no major over-haul of

middle management after the first privatization, though

changes were made at senior management as was the

case with Ideal. With no new investment being injected

into the company after the September 1996

privatization, production remained largely as it was

under the public sector. Now, after the second

privatization has put the private sector in control of the

company, Telemisr's new majority shareholders are

hiring new people from outside the company to middle

management positions and it appears that some new

Management strategies are likely to be implemented at

,the company in the not too ,,distant future.

From an operations perspective, the newly

appointed CEO of the company after the first

privatization managed to initiate some operational

changes, including expanding the base of Telemisr's

agents and distributors in the country, introducing new

technologies to  the company's administration

departments (i.e. computerizing the company's data

base) but many of their ideas were rejected by the

public sector members of the Board of Directors due to

concern that these measures would not be affordable to

the company, now that it was no longer subsidized by

soft credits from the state. The private sector also

brought some changes to the human resource

management at the company, particularly by

introducing new management techniques such as

creation of new work teams, bringing coordination

between different departments at the administration

level, and creating an Information Technology

department at the company.

Now that the consortium controls the company, they

have began to implement further operational and

business development changes. These include the

establishment of a distribution company for Telemisr

products; increasing, Telemisr's base of agents and

distributors from 15 to 500 country wide; new product

launches (including computers) and is looking to pursue

broad based cost cutting measures.

Financials: Telemisr has sold its loss making lamp

factory in June 1999, which will improve its financial

position since the lamp factory was incurring losses of

about 6 million LE per year. The sale of the lamp

factory was negotiated by the Holding Company.

New Capital Investment

There was no evident injection of new capital into

Telemisr after the first privatization. However, since the

control of the company, it appears that Telemisr's main

production is moving to a new factory, built and

financed by the new owners.

Changes to Public Sector Corporate Culture: As in

the case with Ideal, it is difficult to conclude as to the

degree that the public sector corporate culture has

changed at Telemisr. Middle management titles still

appear to reflect civil service appointments and the

public sector managerial hierarchy is still, for the most

part, in place. This is likely to start changing due to

new appointments that the new owners of the company

are currently making. There is also now a high level of

unified private sector ownership concentration, which

is also likely to have an impact on the lingering

elements of the company s public sector corporate’ 

culture.

The enterprise's premises appear to be far cleaner

than what they were under the public sector, and

management claims there is far less complacency from

the workers to their position of employment. However,

it is not difficult to be skeptical of this claim on the

grounds that Telemisr's new owners have not yet

introduced any significant changes to the basic public

sector wages and benefits package previously enjoyed

by employees at the company (see below).

Labor, Wages and Compensations Packages:

Although the company was privatized more than two

and a half years ago, the basic compensation package

determined between workers (including middle

management) and employers has remained governed by

the framework agreements set down during the public

sector. Wages have not increased at Telemisr by any

means outside of the 10% - 15% annual wages rise

which is roughly in line with annual inflation and was

standard at the company under the public sector. Like

other privatized enterprises, Telemisr is also no longer
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restricted by public sector labor laws regarding the

hiring and firing of new employees, but is still

restricted from laying off labor due to social/cultural

factors which prevail in Egypt's Arabo-Islamic society.

5.3. Electro Cables Egypt (Kabelat):

Background: Public Sector and Law 203 Kabelat(6): 

is Egypt s leading producer of power and'

telecommunications cable of all dimensions. The

company was established in 1954 as a private

enterprise and became the first enterprise to engage in

industrial scale production of wires and cables in the

Middle East. It was nationalized in 1961. Kabelat

operated as a state owned enterprise from 1961 and

held a monopoly over the electro cables market in

Egypt up until the government allowed some

liberalization to occur during the 1980s. As an affiliate

of the Ministry of Industry, the enterprise operated in

a highly regulated market, with all major business

decisions taken at the company having to be approved

by the government. Like the other state owned

enterprises discussed in this section, Kabelat produced

to a quota set by the state, and employed a vast

residual of employees, who numbered well over three

thousand prior to the privatization.

The Chairman of the company since 1988, was

appointed by the Minister of Industry, management was

appointed on a political rather than merit basis, and

managerial decision making passed thorough a web of

bureaucratic checkpoints and controls. Capital

investment was financed by the state, through public

sector banking institutions on a `"soft-finance" basis.

Kabelat's main clients were mostly other public sector

entities, including ARENTO (the government's

telecommunications monopoly) and the Egyptian

Electricity Authority and prices for its product were

predetermined by the state. The company was also

obliged to procure its main raw materials - copper and

aluminum - from other public sector enterprises.

Kabelat's workforce however, enjoyed one of this

highest benefits packages for comparative industries in

both public and private sectors in Egypt, with the

annual wages package at around 14,000 LE. But the

remuneration structure in the public sector rewarded all

workers equally across-the-board, meaning that an

employees' contribution to productivity was not taken

as a yard stick for an increase in bonus. The lack of an

appropriate incentive structure undermined greater

employee contribution to productivity. There was little

change to this situation after the electro cables market

was liberalized during the 1980s, or when Kabelat was

reincorporated under Law 203 in 1992, even though the

company was now encouraged by the government to be

financially independent, autonomous in management a

more viable economic entity Over-all.

Privatization: Date and Method: The company was

first offered through an IPO in a minority transaction

in 1995, when the Holding Company for Engineering

Industries sold a 30% stake to the public and 10% to

the employee stock association. In December 1997, the

Holding Company for Engineering Industries sold off

its remaining 40% stake in the company, reducing its

stake in the company to 0%.

Ownership Structure/corporate Governance: After

the majority privatization of Kabelat, with the Holding

Company no longer having an ownership stake in the

enterprise, the new ownership structure resembled the

following configuration:

10% The National Bank of Egypt (public sector)

10% The El Sayyad Group

10% The Misr Insurance Company (public sector)

05% The Alem Group

05% The Commercial International Investment

Company (CIIC) 

10% The Employee Stock Association (ESA)

1.5% The Nile Development Fund

48.5% (The Public) Free floating equity

Although the company can be considered 100%

privatized, since the Holding Company no longer holds

an equity stake in Kabelat, government financial

institutions still hold considerable interests in the

company and have noticeable representation on the

Board of Directors (i.e. the National Bank and Misr

Insurance). However, it appears that most of the major

financial and managerial decisions at Kabelat have

been taken by three of the Board of Directors' nine

members.There does not appear to be any "pro-public

sector" intervention by the members from government

organizations on the Board of Directors which is

blocking the initiatives of the governance bloc, and

given that the public sector Board members are from

the financial sector, it is in their further interests to see

Kabelat do well economically.

M anagement/Operations: There are still 69 managers

presently at Kabelat, which is essentially the public

sector management structure still in place two-and-a-

half years after the privatization. Some managers have

left the company but this has essentially been part of

the early retirement program, as opposed to a concerted

policy of management restructuring, neither has there

been a major over-haul at the level of senior

management. However, the Chairman of the company

who is also the General Manager is currently seeking

to over-haul the present managerial positions and

replace them with 10 key managerial posts. There are

also appointments being made at the operations level,
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with new people being sought by the company in the

areas of sales and marketing. Hence while the public

sector management structure remains in place, it

appears that changes to this structure may be expected

in the future, and will accelerate as more of the

Kabelat's public sector "veterans" leave the company.

Although government institutions still hold at least

20% equity in the company, there is no longer any

M inisterial intervention in Kabelat's business

development/operations. Decisions are taken by the

Board of Directors and  senior management

independently, which has allowed the company to

improve its procurement strategies and reduce costs. 

Such flexibility exercised by senior management to

make an instant decision regarding a major purchase of

capital equipment would not have occurred under the

public sector, and currently represents a savings of

around 8.5 million LE for the company.

Financials: The company has always been in a

relatively good financial position and continues to be

profitable now that it is officially in the private sector.

Senior management continues to cut costs and adopt

prudent procurement strategies when possible.

New Capital Investment: The Sayyad Group has on

occasions increased the capital base of the company by

deciding retain dividends within the company, as

opposed to having them distributed amongst the

shareholders. This has worked as a defacto capital

injection and has been employed to finance some of

the company's purchase of new capital equipment.

Public Sector Corporate Culture: Public Sector

management titles are still in place at the company (i.e.

the most common is a "sector manager ) though the"

Chairman has every intention to simplify these and

make them more compatible with management titles

common to the private sector (i.e. Financial Manager,

Commercial Manager). The public sector corporate

culture is changing slowly at the company however,

this being largely the result of the comparatively high

level compensation package received by Kabelat s'

employees. However, the voluntary retirement program

being implemented at the company and the subsequent

labor reductions which are occurring will contribute

substantially to the erosion of the public sector

corporate mentality. The company is also hiring new

staff from outside the public sector, which will further

serve to reinforce this trend.

The early retirement program has reduced the labor

force at Kabelat from 3400 at the time of the

privatization to about 2100 today. Although the

Chairman suggests that he only needs around 1400 to

run the company efficiently, reduced labor means that

there are less employees "hanging on" at the enterprise,

contributing very little to productivity. The work

regime has been tightened since the privatization and

work hours are said to be more rigidly implemented

than prior to the divestiture.

Labor. Wages and Compensations Packages: With

already a comparatively high wages package enjoyed

by Kabelat's employees under the public sector, it

would have been quite unlikely that the privatization of

the company would have brought a noticeable increase

in wages. The chairman claims that wages have been

reduced by a figure of 8 million LE at Kabelat since

the privatization though much of this must be attributed

to the early retirements program. Senior management,

which is headed by the Chairman, has succeeded in

reducing some of the employees' benefits package but

with little change in personnel at the company (apart

from departing workers care of the early retirements

program), collective bargaining between owners and

workers still takes place within the framework set

down by the public sector. The workers still associate

with the public sector national labor organization and

participate in the national labor organization's sporting

tournaments, meaning that they can be absent from the

company for several weeks at a time on full pay.

5.4. the Middle East Paper Company (Simo):

Background: Public Sector and Law 203 : SIMO(6)

was established in 1945 as a private sector enterprise

for the production of various types of paper (including

duplex board, manila and heavy grey board) and the

conversion of paper and board for packaging. It was

nationalized in 196I. Located in the outer Cairo suburb,

Mustorid, it was one of three public sector enterprises

engaged in the production of paper in Egypt.

The company was owned and operated by the

Egyptian government from 1961 until its privatization

in 1997. It was an affiliate of the Ministry of Industry

(which also appointed the company s Chairman) and its'

business was supervised for the government by the

General Egyptian Chemical Industries Organization

(GECIO). The company produced output to targets set

by the Ministry, and cooperated with the two other

public sector paper companies in meeting the

government's over-all business plan for the sector.

There was no competition between the different paper

companies and the price for their product was set by

the government and kept below the international market

price. The company itself was managed by highly

qualified line engineers and chemists, was supplied by

GECIO with modern machinery during the 1970s and

80s, and developed the largest production line of heavy

cartons in the Middle East.
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The company employed around 1100 people,

whose work-place position was protected by the public

sector labor codes, and like the other government

enterprises discussed in this study, was well over-

staffed by redundant employees. SIMO's management

had some enterprise level autonomy from the

government and although the price for paper in the

domestic market was set by the government, the sales

and distribution functions of SIMO's business were to

some degree decentralized from state control. The state

acted as an intermediary linking SIMO's production to

would-be clients in both the public and private sectors

and did not engage in the practice of bulk purchasing

of SIMO s production, as it did in the case of some of'

the other SOEs, particularly those in the agricultural

sector.

SIMO's business practice was further liberalized

during the early to mid 1990s, when the company was

re-incorporated under Law 203 and became an affiliate

of the Holding Company for Chemical Industries

(HCCI). Like other Law 203 state owned enterprises,

SIMO was encouraged by the state to be independent

both financially and in terms of management and the

price for its production was no longer set by the

government but was now determined by the

international paper market. The company began to

export some of its production to neighboring countries

(it adopted the ISO for internationally recognized

production standards), as well as implement labor

restructuring policies (i.e. undertook an early retirement

program in an effort to reduce some of its redundant

workforce).

Privatization: Date and Method: The company was

offered by the HCCI and the National Investment Bank

(co-owners of the company since 1995) through an MO

on June 18, 1997. This transaction resulted in the sale

of 85% equity that the government held in the

company

Ownership Structure/corporate Governance: The

privatization created a new ownership structure at the

company, where the main stake holders in the

enterprise were now:

48% to The Diyya Group

22% to The Khorafy family

15% to the Holding Company for Chemical Industries 

10% to the Employees (ESA)

The transaction led to substantial re-organization

on the company's Board of Directors, including the

elevation of two individuals from the Diyya Group to

the Board and one from the Khorafy group. The

Holding Company retained two positions on the Board 

and the ESA was allocated one position. The

privatization of SIMO was the first transaction effected

through the capital markets where one group of private

sector investors were able to take a commanding stake

in a privatized SOE and appeared poised to take

control over management away from the Holding

Company.

Between June 1997 and April 1998, the ownership

bloc headed by Ahmed Diyya (48% equity in SIMO)

acquired more equity in the company, raising its stake

to 55% and on April 1st 1998, Ahmed Diyya became 

SIMO's Chairman of the Board. However, during the

ensuing months, corporate governance and industrial

relations problems engulfed the company. SIMO was

working profitably at the time of the privatization and

was in reasonable financial condition - though

susceptible to the volatility of price fluctuations in the

international paper market. As the price for SIMO's

product began to fall on the international market, the

company's sales declined. By the end of 1998 SIMO's

profits declined sharply and the company incurred

losses of 2 million LE. The company's financial

position deteriorated to the extent that its employees

were not being paid their basic monthly wage during

certain periods of 1998, leading to a tense atmosphere

between the employees and the company's major

shareholder.

The tense atmosphere deteriorated further as rumor

began to spread quickly at the enterprise that Ahmed

Diyya was now exercising the intention of closing

either some or all of SIMO's production line/paper

factories and employ the company's land assets for

alternative commercial purposes. The tense atmosphere

and the deteriorating financial position of the company

reached a climax at the end of 1998 at a time when

the company's internal problems could not be resolved

between its major shareholders, senior management and

the employees. The HCCI, still one of the major

shareholders in the company with a 15% equity stake,

made a recommendation to the Musllahat AI-Sharikat

(the Companies Authority in the Ministry of Economy),

that SIMO's Board of Directors (including its present

Chairman, Ahmed Diyya) be temporarily suspended

and that a new Chief Executive Officer (CEO) be

appointed by the government to run the company. This

administrative measure undertaken by the Holding

Company and the Companies Authority, which

effectively suspended SIMO's Board of Directors,

resulted in the removal of Ahmed Diyya from his

position as SIMO's Chairman and his replacement by

a government appointed CEO, Engineer -Al Roba.

Al-Roba was seconded from the National Paper

Company in Alexandria (a Law 203 affiliate of the

Holding Company for Chemical Industries), and was

given  a  mandate  by  the government to rehabilitate 
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SIMO's financial status to its previous position. The

measure was intended to be of a transitional nature and

the government has alluded towards the intention of

reinstating SIMO s'

Board of Directors once the company s operational'

and financial position is once again at a satisfactory

level. However, while together the Khorafy family and

the Diyya Group still maintain an equity stake

amounting to around 77% of the company, under the

current arrangement they are prevented from exercising

any influence over SIMO's management or major

corporate level decisions. In essence, they are currently

prohibited from exercising their basic rights as

shareholders. This is particularly distressing for Ahmed

Diyya who currently owns 55% in the company and

has tiled an appeals case at an industrial tribunal. The

case is pending and remains unresolved to this day.

Management/Operations: As SIMO has been in

essence "re-nationalized" since the end of 1998, the

company has only been effectively under private sector

control during the period April-December 1998, a

period which itself was hardly conducive to

undertaking any serious managerial or operational

restructuring. Hence there are presently no new non-

government managerial appointments at the company,

nor are there any evident operational adjustments

resulting from the initiatives undertaken by the

company's private sector shareholders. While the

government has alluded to its intention of re-instating

the company's Board of Directors, there is no tangible

evidence of any plans to restructure the public sector

management system which presently governs SIMO s'

operations.

It is evident that Ahmed Diyya had his own vision

for running the company since he began making a

number of changes in management personnel after he

became Chairman. However, after the administrative

measures taken against him by the Holding Company

and Companies Authority, these individuals have since

been removed and their place taken by persons

appointed by the Holding Company.

FinancialsL: Since the removal of Ahmed Diyya from

the position of Chairman of SIMO's Board of

Directors, the company's loss making position has

improved, and losses have been minimized to 150,000

LE during 1999-2000, as compared to 2 million LE

during April-December 1998. There have been no new

financial policies implemented at the company however

and the Central Auditing Agency remains SIMO's chief

auditor, as is the case with public sector enterprises

and other companies where the government holds a

significant ownership stake.

New Capital Investment: There have been no new

evident investments made into the company from its

private sector shareholders.

Changes to Public Sector Corporate Culture: While

SIMO remains in the odd position of being a private

sector owned, public sector managed enterprise, its

corporate culture has retained the flavor of the public

sector. The company s grounds in Mustorid, are littered'

by large volumes of decaying paper and other residual

products and are in need of refurbishment. Management

titles employed at the company reflect the status

oriented political appointments made under the public

sector and are still, for the most part, in place. The

company s employees, many of whom have spent their'

entire careers with the enterprise, continue to associate

with the pan-public sector labor organizations and their

colleagues in the two other public sector paper

producing enterprises, rather than with the private

sector. They continue to observe the hours of the

public sector work regime. Further, it can be added

that they see the HCCI (i.e. the government) as a form

of protection as well as representation of their interests,

particularly after the manner in which their wages were

with-held during Ahmed Diyya s time as Chairman of'

the company, and the industrial unrest which

subsequently resulted.

Given the problems that have occurred at SIMO,

and its dearth of experience with the operational culture

of the private sector, it is perhaps not surprising that

the present CEO of the company has suggested that in

developing countries like Egypt, it is important to have

the public sector controlling mainstream industries

which hold broad significance for society, including the

paper production. The present CEO appears to be

playing more the role of a civil servant than a senior

level businessman, since he refers to his present

position at SIMO as a transitional one, where he was

asked by the Holding Company (i.e. the government)

to come across from the National Paper Company in

Alexandria to help put things back in place for the

government at SIMO, before returning back to

Alexandria when the situation at SIMO returns to what

the government may consider normality ." "

Labor, Wages and Compensations Packages: The

basic Public Sector wages and benefits package,

together with its labor and employment codes, continue

to provide the base framework for employee-employer

relations at the company. There have been no wage

increases for SIMO's employees outside of the

automatic public sector annual increases enjoyed by

employees in the public sector proper.
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5.5. Middle & West Delta Flour Mills, East Delta

Flour Mills and Upper Egypt Flour Mills:

Background: Public Sector and Law 203 : All three(6)

companies were established in 1967 and operated as

government owned flour milling monopolies in their

particular regions of the country. Middle and West

Delta Flour Mills (MWDFM) was based in Tanta, East

Delta (EDFM) in Zagazig, and Upper Egypt Flour

Mills (UEFM) in Souhag. They were three of a total of

seven state owned flour milling enterprises established

by the government between 1965-67.

"'Under the public sector, the enterprises were fully

government owned and operated, employed numerous

workers, and owned substantial productive assets

including mills, silos for storage, bakeries, macaroni

factories, warehouses, distribution centers and large

fleets of vehicles. MWDFM was the largest of the

milling companies, operating 17 mills and 2 silos in

five governorates, running 23 bakeries and a macaroni

factory, owning 43 warehouses and 37 distribution

centers and employing around 6400 workers. The

central mission of all public sector flour milling

companies was to meet the wheat milling production

targets set by the Ministry of Supply and Trade.

Production targets were set on a daily and an annual

basis, and the largest of the flour milling companies,

Middle and West Delta (MWDFM), had an annual

milling capacity of over one million tons.

Bread has traditionally remained the single most

important component of an Egyptian's diet and the state

has exercised thorough control over its production

process. Price was subsidized by the government and

all inputs required for production were supplied to the

flour milling enterprises by the state, particularly the

supply of wheat to be milled be the companies, which

was supplied by the Ministry of Supply and Trade.

Moreover, of the two types of bread produced in Egypt

- 82% bread (consumed by the bulk of the population)

and 72% bread the public sector mills were restricted

to milling wheat for the production of 82% bread,

which is in essence a highly unprofitable line of

production. Given its relative profitability on the other

hand, the private sector has traditionally engaged in the

milling of the 72% bread.

All public sector flour milling companies were

reincorporated under Law 203 in 1992 and made

affiliates of the Holding Company for Rice and Flour

Mills (HCRFM), were officially separated from "soft"

government finance, and were encouraged to strive

towards greater efficiency and autonomy in

management. As of 1995, the government also lifted its

ban prohibiting the public sector from milling wheat

for the production of 72% bread, which resulted in the

Law 203 flour mills adjusting some of their milling

capacity to allow for the production of the profitable

white bread. However, the flour milling SOEs were

still restricted in the amount of wheat they could mill

for the production of the profitable white bread, and

the bulk of their milling activities were still geared

towards the 82% "popular" bread market.

Privatization: Date and Method: All three companies

were offered as IPOs by the HCRFM during August

and September 1996 initially as minority offerings. The

offerings were over-subscribed however and the

Holding Company decided to sell a 61% majority stake

in each of the companies, while keeping 39%.

Post Privatization Profile:

Ownership Structure/corporate Governance: The

same post privatization ownership structure emerged in

all three companies after the IPO:

39% to the Holding Company

10% to the Employee Stock Association (ESA) 

51% to the public (free floating equity)

However, public sector financial institutions hold

substantial chunks of equity in the 51% free float,

giving the government well over 51% stake in the

companies even though they are officially majority

privatized according to official statistics. Hence under

closer examination, the ownership structure of Middle

and West Delta Flour Mills (MWDFM) appears as:

39% to the Holding Company

10% to Misr Bank

10% (approx.) to Ahly Bank

10% to Misr Insurance

10% to the ESA

21% free floating equity (which is also likely to

have further stakes from public sector financial

institutions)

Hence the 9 member Board of Directors of the

company is made up of 3 members from the Holding

Company, 1 from the ESA, 1 from a public sector

bank, 2 from zawi el-khibra (two external experts from

the industry elected to the Board by the General

Assembly and who are allowed to represent the

shareholders on the Board even though they themselves

may not be shareholders in the company), and 2 from

external investors.

The ownership structure of East Delta and Upper

Egypt Flour Milling Companies are similar to the

above, though East Delta is reported to have more

equity held by public sector investment funds and

insurance companies as opposed to government banks.

The Holding Company retains no less than 3 positions

on the Board of both of the companies as is the case
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with MWDFM, with the other positions taken up by

representatives from the ESA, the public sector

financial institutions, the 2 non-equity holding external

industry experts, and a few small equity holding

investors.

Even though these companies are officially

majority privatized, the government has maintained

disproportionately large equity in all three, which

reduces the private sector s equity hold to well under'

the initially perceived 51%. This is not surprising given

the strategic nature of bread production to the Egyptian

government and to some extent it is surprising that the

government majority privatized these three companies

in the first place. However, it is still evident that major

Board of Directors decisions and senior management

are still directed by the government.

The Chairmen of the Boards of the three

companies are still Board members of the Holding

Company and appear to equally represent the interests

of both the Holding Company as well as its former

Law 203 affiliates. This creates a paradox where

independence from the state as well as lingering

government control are simultaneously present at the

privatized companies. That is, the privatized companies

are now clearly more independent of the government

since they do not have to present their major business

decisions to the Holding Company for approval.

H owever, the  H o ld ing  C o m pany has three

representatives on the Board of Directors of the

privatized companies (including the Chairman) and is

the dominant force in decision making.

Despite the overriding influence that the

government still holds over the privatized flour milling

companies, there is still some concern from the state

that it will gradually lose control over these enterprises.

The main issue of concern is that the companies' Board

of Directors will apply pressure on the Ministry of

Supply to allow them to mill more wheat for the

production of the more profitable 72% bread, which

could cause a shortage in the production of 82% bread.

While at the moment there is no sign of any alteration

to the restrictions still placed on the privatized

companies in the volume of wheat they can mill for

the production of 82% bread, the government has

reconfirmed its intention to dominate this strategic

sector of the economy by holding off the privatization

of the four remaining Law 203 flour milling

enterprises.

Management/Operations: There have been no major

changes in the structure of management in the

privatized companies from the flour milling sector, nor

have there been any major changes in management

personnel at the companies since the privatization. At

MWDFM, there were 23 General Managers before the

privatization and there are still 23 currently present at

the company. There is no early retirement program

being implemented at this or the other privatized

milling companies, and the workforce of MWDFM has

only been reduced from 6400 at the time of the

privatization to around 6200 at present.

The privatized companies overriding operational 

goal remains to meet the Ministry of Supply s'

production target of wheat to be milled for the

production of 82% extraction flour bread. The price of

82% bread remains subsided by the government and

engagement in its production is for the most part a

profitless undertaking. The largest of the privatized

companies, MWDFM is expected by the government to

direct no less than 60% of the 1.1 million tons of

wheat that it annually mills towards the production of

82% bread. The remainder of milling activities may

then be channeled towards the production of the

profitable 72% bread. The company's major inputs into

production essentially wheat are still supplied to it by

the government at pre-determined prices. The other two

privatized flour mills are governed by more or less the

same regime though their annual millage volume is

below that of MWDFM.

While some operational and business development

adjustments have been taking place at the privatized

flour mills since their departure from Law 203

establishment of a marketing department, the

introduction of new bands of macaroni and other side

products, some market

Research most of these were already being

developed while the companies were still Law 203

affiliates of the HCRFM and are not the result of any

infusion of new ideas from private sector members of

their Boards of Directors.

Financials: All three companies are still highly

restricted in their profitability due to the state s'

requirement that they produce such large volumes of

82% extraction flour bread.

New Capital Investment: There has been no new

injection of capital investment by the shareholders of

the company since the privatization. This is not to say

however that there has been no new capital investment

in the companies since the privatization. MWDFM for

example, has acquired two new storage silos since the

privatization. However, the acquisition of one of these

was funded by the Egyptian government, while the

other came courtesy of a grant provided by a USAID

project which comes within the framework of American

aid provided to the Egyptian government.

Such financial aid policies from the Egyptian

government and foreign aid projects are obviously not

typical examples of how a private sector entity finances
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its new capital investment and alludes to MWDFM's

continued close association to the Egyptian government.

Similarly, EDFM has benefited from an Italian

government grant through which it financed a new silo

in Ismailliya. The company has also built another mill

for production of 82% bread which it financed

internally, and is also about to embark on another

similar project in Mansoura.

Public Sector Corporate Culture: Most of the

management titles reflecting public sector appointments

are still present at the privatized mills companies. The

status which these titles accord to individuals within

the enterprise has retained its significance. At EDFM,

one will find individuals with titles such as General

Manager for Bakeries, General Manager for Transport,

General Manager for Silos. Individuals carrying these

titles however may have no more than 2 or 3

employees under their management, while their salary

may be as little as 150 LE per month. The lack of

correspondence between employment title and wages

remains for most of the management as it did under

the public sector, which has resulted in the departure

of some of the more technically qualified and

experienced staff from the privatized companies to the

private sector.

The work regime remains similar to what it was

during the public sector, with workers finishing the day

before mid afternoon. Furthermore, with so few

employees leaving the companies, and with little

rehabilitation of their productive assets, the physical

appearance of the enterprises remains of a similar

appearance to what it was under the public sector.

Labor, Wages and Compensations Packages: The

basic framework for the remuneration package at the

privatized companies has remained largely the same

during the three years since the privatization. Annual

wages increases, indexed roughly to the rate of

inflation, still apply. However, the companies appear to

have greater freedom to structure their bonus systems

and create other material incentives for workers. At

EDFM for example, there is a tendency to move the

bonus system away from the egalitarian approach

which existed under the public sector (and to a great

degree still exists today) towards a system aligned

closer to individual increases in productivity.

The majority of the employees of the privatized

companies continue to associate with the national

public sector labor organizations rather than with

workers in the private sector. Employees at the

privatized companies still participate in "rituals" such

as public sector sporting tournaments, and during the

time of our meeting with MWDFM, a good number of

the company's employees were absent from work on

full pay for at least two weeks while taking part in a

government sporting tournament in Alexandria. The

Chairman of the company, working to the assumptions

of maximizing profits and cutting costs, suggested that

it would be good for company productivity and the

workers morale to have these employees participate in

the tournament. 

Conclusion: The privatization program is considered an

entire part, central of the economic reform adopted by

the Egyptian government for the implementation of

transaction to the free economy based on the market

mechanisms. The privatization process (concepts,

objectives, methods, and options) was also given an

important place, between the main coordinates of

economic reform in Egypt. The objectives of

privatization in Egypt the same ones as in other

developing countries that adopted privatizing programs:

increasing production efficiency, better allocation of

resources; fixing fiscal disequilibria in order to reach

economic growth The privatization process encounters

a lot of obstacles that can stop the success of the

reforms. From the beginning of the privatization

program implementation and to the end of 2004, there

were privatized about 119 companies, representing 38%

from the 314 public companies existent in June 1991

that results: in 72 companies the selling part exceeds

51%, and that is why they were excluded from the

public sector and do no more fall under the regulations

of the Law 203/1991. The privatization of these 72

companies was done this way: 36 were sold on the

stock exchange, 10 were sold to a strategic investor,

and 26 were bought by the associations of employed

shareholders. The research has reviewed various

concepts of privatization applied in several countries

including Egypt and shown the fundamental objectives

of the privatization program and its features in the

Egyptian experience, in light of the selection of some

companies that have been actually transformed from the

public sector to the private sector. The study aims at

identifying the most important obstacles that hinder the

privatization process in Egypt through the concentration

on five practical cases of some companies that have

been privatized in Egypt, in order to show their

efficiency and feasibility after implementing the

privatization program.
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