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The High Cost of Privatized Warfare
Iraq and the Costs of War

By WILLIAM D. HARTUNG
Counterpunch, March 6/7, 2004

Halliburton's role in Iraq has been deeply scrutinized in the past
few months but its implications go far beyond one company or one
conflict. The real issue at hand is determining how to best provide
effective support for our men and women in uniform, at a
reasonable cost, with transparency and accountability. That's true
in Iraq, or Afghanistan, or the Philippines, or Colombia, or
Kosovo, or Liberia, or anywhere else American military personnel
are sent on short notice to face down tyrants or keep the peace.

Problems with the Estimation Game: The Hidden Costs of War

Wars are costly undertakings. They almost always cost more than
government officials claim they will. Yale economist William D.
Nordhaus has suggested that governments have an incentive to
understate the costs of conflict because "If wars are thought to be
short, cheap, and bloodless, then it is easier to persuade the
populace and the Congress to defer to the President.” 1 Robert
Hormats, the Vice-Chairman of Goldman Sachs International,
observed during the run-up to the current war in Iraq:

History is littered with gross underestimates of the cost of war.
Lincoln originally thought the civil war could last 90 days. His
Treasury told him it would cost $250 million. It lasted four years
and cost $3.3 billion. The First World War was originally forecast
to be short and inexpensive. The Vietnam war cost 90% more than
forecast. 2
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Even conflicts that appear at first to be relatively "cheap,” like the
1991 Persian Gulf War, often end up having substantial, hidden,
long-term costs. In that conflict, the bulk of the $76 billion in
direct war costs were paid for by U.S. allies, and U.S. combat
deaths were relatively low, at 148 personnel lost. But more than a
decade later, U.S. taxpayers are absorbing billions of dollars in
costs for treating the service-related injuries and disabilities of the
veterans of that conflict. More than one-third of the veterans of the
1990/1991 Gulf War--over 206,000 in all--have filed for service-
related disabilities, and as of early 2003, more than 159,000 of
those claims had been approved. This extraordinary "postwar
casualty rate" puts the lie to the idea that the first Gulf War was
either a cheap or easy victory. 3

Likewise, when former White House economic adviser Lawrence
Lindsey suggested to the Wall Street Journal in September of 2002
that a U.S. intervention in Iraq could cost about 2% of our Gross
Domestic Product--roughly $200 billion--the White House quickly
dismissed his estimate. A few months later, they also dismissed
Lindsey from his post as White House economic adviser. Roughly
a year and a half after Lindsey made his prediction, and less than a
year into the war in Irag, his rough guess is beginning to look like
a gross underestimate of the cost of intervening in Iraq. To date,
U.S. taxpayers have committed roughly $180 billion to the buildup
to war, the overthrow of Saddam Hussein's regime, and the
ongoing occupation and rebuilding effort in Iraq . That doesn't
count the costs of "buying allies" through special aid and trade
deals, or any projections forward of how long we may have "boots
on the ground" in Iraq. And it is unlikely in an election year that
this administration will be forthcoming about future costs. It will
pretend they don't exist--as with the failure to budget for war costs
in the FY 2005 budget documents--or let them out in dribs and
drabs as with the recently floated $50 billion supplemental request.
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The biggest source of the underestimate in the case of this war was
the notion among some in this administration that the war would
be a "cakewalk," and that once Saddam Hussein's regime had
crumbled, building a functioning democracy in Iraq would be a
relatively straightforward, inexpensive affair. In fact, Deputy
Secretary of Defense Paul Wolfowitz and AID administrator
Andrew Natsios cited figures as low as $1.5 billion for Iraqi
rebuilding, on the theory that most of the funds could come from
the sale of Iraqi oil. This is particularly ironic when we consider
that some of the charges of fraud and abuse relating to Halliburton
have to do with overcharges in the importation of fuel into Iraq.

As for hidden human costs of this war, we are already past 500
deaths of our military personnel, and combat injuries are occurring
at a much higher rate than in the first Gulf War. In addition,
because it is an occupation and not an air war, there is a need to
keep an eye on trauma-related issues for veterans returning from
Irag--the impact of seeing friends and fellow unit members killed
and maimed, of serving in close combat, of seeing the impacts of
the years of brutality that Saddam Hussein imposed on his own
people, and so forth. U.S. combat personnel should get all the
support they need to process these experiences, which will
undoubtedly include needs for traditional health care as well as
psychological and emotional support services. This will cost
money, and it is not something that we can in good conscience cut
corners on now that our troops are in harm's way in a very difficult
situation in Iraq . If contracts with companies like Halliburton are
"indefinite cost, indefinite quantity," our social contract to meet the
ongoing needs of the men and women of our armed forces--and
their families--needs to be firm, fixed, enduring, and non-
negotiable.

The Halliburton Factor: The High Price of Privatized War
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Just as many in the Bush administration underestimated the
challenges posed by the postwar occupation and stabilization of
Iraq, they overestimated the ability of private companies like
Halliburton to bear a lion's share of the burden in the rebuilding
process. In the January/February issue of The Atlantic, James
Fallows points out the degree to which the Pentagon cast aside all
of the detailed pre-war planning that had been done not only by the
State Department, but also by the Agency for International
Development, the CIA, and the Army War College. As the
magazine's own summary puts it, "The U.S. occupation of Iraq is a
debacle not because the government did no planning but because a
vast amount of expert planning was willfully ignored by the people
in charge." 4

A related point that Fallows doesn't mention is that there were two
sets of plans that the Pentagon had well underway before the start
of the war: 1) to drop its hand-picked Iraqi exiles into the country,
and the Iraqi ministries, as soon as possible; and 2) to hand over as
much of the rebuilding process--and the sustainment and support
of U.S. troops--to private firms like Halliburton, Bechtel,
Dyncorps, and SAIC, as quickly as possible. 5 On one level,
"exiles plus-Halliburton" was the Pentagon's plan for post-war
Iraq. This raises problems in terms of cost and accountability, but
it also raises problems in terms of our larger objectives in Iraq,
such as promoting security and democratization.

What do we know so far about Halliburton's work for the
Pentagon? We know that it has been secretive and that it has been
extensive. The company was already doing significant work in the
region under the Logistics Civil Augmentation Program
(LOGCAP) contract, a ten-year arrangement in force since 2001
under which the company is in essence the on-call logistics and
supply arm for the United States Army. Under LOGCAP and other
non-Iraqg-related contracts, Halliburton's Kellogg, Brown and Root
division (KBR) has done everything from throw up "temporary"
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military facilities in Afghanistan, Uzbekistan, and Iraq to build
prison facilities for terror suspects in Guantanamo Bay, Cuba.

So, with or without Iraqi rebuilding money, Halliburton would be a
significant Pentagon contractor. The company has been in this line
of work for some time, going back to when then-Secretary of
Defense Dick Cheney first asked the firm to study whether a
private firm might be able to provide logistics planning and
support for U.S. contingency operations. Its first big contract for
military support operations was in Somalia, followed by a multi-
billion dollar payday in the Balkans, where the company made
itself essential to the conduct of U.S. operations. 6

What really drew public attention was not the pre-existing
LOGCAP work, it was the no-bid contract that Halliburton
received to put out potential oil fires in the wake of an intervention
in Iraq, and repair Iraqi oil infrastructure. The company was asked
to estimate the scope of work prior to the war, and then they were
awarded the contract. As an Army spokesman put it in an interview
for the New York Times Magazine, "They were the company best
positioned to execute the oil field work because of their
involvement in the planning." 7 This is circular logic, to put it
mildly. Who was checking Halliburton's assessment of what work
needed to be done, to make sure they weren't tailoring the scope of
work to what they could do rather than what needed to be done?
Who was going to monitor Halliburton, which was already
providing a wide array of services for the U.S. military worldwide?
And if there were problems, who was going to discipline
Halliburton, a company that U.S. forces were already depending on
for meals, clean laundry, vehicle maintenance, base building and
repair, and a host of other essential functions?

One of the arguments made for rushing to give the contract to
Halliburton was simple expediency. The public was told by the
Pentagon that we needed to be ready to hit the ground running,
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particularly if Iraq's oil fields were up in flames as had happened
with the Kuwaiti fields in the first Gulf War. But it turns out that
there were firms that were never allowed to bid far more capable
than Halliburton of putting out oil well fires. As the late, great
Mark Fineman of the Los Angeles Times pointed out in a piece
filed with his colleague Dana Calvo in April of 2003, Boots and
Coots International Well Control Inc., the Halliburton affiliate that
would have been utilized to put out oil well fires, was actually in
financial trouble at the time of the Iraqi contract and had limited
"surge capacity" to deal with a major outbreak of oil-well fires in
the Persian Gulf. Luckily, the oil-well fires were limited, but even
to deal with a small amount, Halliburton had to bring in a second
firm, Wild Well Control, Inc. Bill Mahler of Wild Well told
Fineman and Calvo "We would have liked to participate in the pre-
planning. It was frustrating we weren't included." 8 So, the rush to
hire Halliburton didn't serve the need to get the best oil-fire-
fighting firm in place, and could well have proved a major problem
had there been more oil fires to deal with. Secrecy didn't serve the
needs of expediency, but it did serve to exclude other qualified
firms from bidding on the work.

A similar story emerges in the case of the gasoline overcharges out
of Kuwait. It appears that Halliburton overcharged by about $1 a
gallon on 57 million gallons brought in from Kuwait, using an
intermediary firm called Altanmia. When pressed, Halliburton
claimed that it was directed to use the firm, or alternately that the
firm was the most expedient firm to truck the gasoline in from
Kuwait. But when Rep. Waxman's office asked a few questions, it
emerged that Halliburton had spent only one day looking for
companies to assist in this work, that Altanmia had no track record
in fuel supply, and that there may have been nepotism involved, in
the form of a relative of a member of the Kuwaiti ruling family
associated with the firm. Yet both Halliburton and the Army Corps
of Engineers had argued that the company had done its best under
difficult circumstances to get fuel into Iraq in the most expeditious
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way possible. Other Pentagon officials seem to disagree, since
there is now an investigation underway to see if there was criminal
wrongdoing involved in the fuel overcharges. 9

Then of course there is the "meals not served” scandal, in which
Halliburton was billing the Pentagon for 42,042 meals a day at
Camp Arifjan in Kuwait while only 14,053 were actually served.
That's not a small undercount, a case of being a little off in playing
"guess who's coming to dinner?" as one Halliburton PR person put
it. That means day in, and day out, billing U.S. taxpayers for three
times as many meals as were actually served. And according to
press accounts, the quality of the meals was so unappealing that
many U.S. soldiers in Kuwait skip out of the mess hall and go out
and buy food from vendors on the street. So far, $27 million in
overcharges have been detected in just five facilities, with roughly
another 50 to be checked. 10 This sounds like a case of a company
that was not just "stressed out." This sounds like a company that
was taking advantage of the fog of war and occupation to take U.S.
taxpayers for a ride.

Finally, we have the case of at least $6.3 million in kickbacks on
yet another Halliburton contract in Iraq. If there are kickbacks, that
means there has to be enough "padding" in the contract to allow for
the kickback, plus a profit for all concerned. And if there's a
kickback on one contract, plus an overcharge on another, plus a
systematic overbilling on a third, one must ask when these should
stop being treated as isolated instances and acknowledged as a
systematic problem of waste, fraud, abuse, and possible criminality
in Halliburton's operations in Iraq. Can these companies rip off the
taxpayers first, and then just pay back the overcharge from future
contracts, as has been the case so far, or will there be a demand for
systematic accountability and monitoring to make sure that the
examples so far are not the tip of a very large iceberg?
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Toward Greater Accountability: A Question of Balance

A number of members of Congress and representatives of good
government groups have called for Halliburton to be debarred from
government contracts altogether, or from future contracts for the
rebuilding of Iraq, based on the overcharges, kickbacks, and
overbilling practices that have emerged in its work in the Iraqi
theater to date. This may well be warranted, but it is as important
to think about how we would go about doing this as whether to do
it. As David Isenberg of the British American Security Information
Council put it recently, for our armed forces as they are currently
structured, private military companies like Halliburton are like the
American Express card--they can't leave home without them. So
before punishing a company like Halliburton, one must consider
how to accomplish the support and logistics tasks that Halliburton
is currently shouldering on behalf of the armed forces.

The U.S. has gone too far down the road of privatization when it
comes to military support services. There are certain levels of
discipline, risk, and discretion that one can expect from a person
who has agreed to wear the uniform of their country that one
cannot necessarily expect from a person or entity who is
performing a similar task for a fee. Lieutenant General Charles S.
Mabhan, Jr. has asserted that there were points during the current
Iraq war when the refusal of contract employees to go into harm's
way deprived U.S. troops of fresh food, showers, toilets, and other
basic services for months at a time. 11

Unlike for U.S. military personnel, no one is keeping figures on the
numbers of civilian contract employees killed and wounded in
Iraq, but it is believed to be substantial, and some press accounts
have suggested that the security costs tacked onto contracts by
private companies doing rebuilding and troop support work in Iraq
are anywhere from 6% to 25%. The U.S. cannot even provide the
number of contract employees present in Iraq at any given point.
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Brookings Institution expert Peter Singer says flatly "No one
knows the figures. The accounting and accountability is Enron-
like." 12 The early departure of 60 Korean engineers from Iraq in
early December after two of their colleagues were killed in an
ambush was only the most dramatic case of how the security issue
may be affecting foreign subcontractors working for U.S. firms. 13

It is unclear what one can expect from contract employees because
in situations like Iraq they are increasingly becoming explicit
targets of terror-bombers, resisters, and "dead-enders." They are
viewed as a potential weak link in the support system for our
forces in the field that can be exploited to undermine morale,
deprive them of vital supplies, and so forth. A company like
Halliburton might well argue in response to this that they are better
equipped than most firms to operate in dangerous environments,
and that therefore they are a better choice than a firm that might
otherwise seem like a logical choice based on more traditional
business skills alone. :

But it is on the efficiency front that the case for privatization,
Halliburton-style, is perhaps the weakest of all. The advantage of
privatization is supposed to be that it shakes up complacent
government bureaucracies by introducing an element of
competition. Other advantages include cutting overhead by not
having to invest in full-time, long-term employees to do short-term
tasks, and hiring individuals with specialized skills (such as
integrating certain kinds of technologies) for as long as needed and
no longer. The problem with the Halliburton case is that once you
have handed over a huge swath of your operation to them for a 10-
year period, mostly in the form of open-ended, cost-plus contracts,
there is no more competition. If you become dependent upon a
company like Halliburton for essential functions, while eliminating
the people you would need to carry out those functions, then you
are setting yourself up for the death of a thousand cuts. Or, in this
case, a thousand cost over-runs. And that's particularly true if you



680

don't have a good system for monitoring their activities on a
regular basis.

So, what should happen? Independent investigations of Halliburton
need to continue, but the punishments may have to proceed in
parallel with a sort of "policy audit.” This process would be helped
substantially if the doors were opened to genuine competitive
bidding, not only among big U.S. companies, but also between
private companies and units of the U.S. government that may be
able to do the job better. The U.S. should also do a better job of
involving indigenous Iraqi entrepreneurs. And the absurd limits on
who can bid on Iraqi rebuilding work should be:lifted. If
companies are only brought in at the subcontracting level, there
isn't competition on price at the prime contractor level, which is
where taxpayers' money can be saved.

Over time, the functions of private companies, and which ones we
want the military itself to handle, should be reexamined--
particularly with respect to logistics and support functions that
involve being in the midst of combat and occupation operations.
But for the moment, part of holding Halliburton and other private
companies accountable may involve scaling their responsibilities
down to size, so they are not "too big to punish," without also
punishing our men and women in uniform. That doesn't mean they
shouldn't be held accountable, it just means a short- and long-term
strategy is needed. The privatization of military support functions
has evolved over a decade or more. Restoring the proper balance
between government and corporate roles in this area could take at
least that long.

William D. Hartung runs the Arms Trade Resource Center and is
an advisory committee member of Foreign Policy in Focus. He is
the author of How Much Are You Making in the War, Daddy?
This article is adapted from testimony presented before the Senate
Democratic Policy Committee on February 13, 2004.
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