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INTRODUCTION


We are three decades into a major global experiment. What happens when the nations of the world weaken their controls on the size and power of industrial giants? What happens when countries, in the name of globalism, grandly subsidize their wealthiest and most powerful firms?

The answers, I think, are clear. Look at the global economy and witness the rule of concentrated monopolies and oligopolies, the by-product of decades of consolidation across industries like agriculture, finance and pharmaceuticals. Witness the power of the great tech platforms, like Google and Facebook, which have gained an extraordinary power over our lives and collectively know more about everyone than anyone. And behold the unconscionable concentration of global wealth, the yawning gap between the rich and poor, most clearly manifest in the international class of billionaires who inhabit their own sovereignty.

Back in the 1990s, the promise of globalization was that the elimination of trade barriers and the rise of global supply chains would yield a broad spreading of wealth to everyone. There was, to be sure, debate over who would benefit from such competition, and worries about displaced workers and environmental impact. But in retrospect, the advocates of globalization – and even some of its critics – forgot something more fundamental about how capitalism works. They failed to realize that globalization might breed a new class of monopoly that would drain wealth from everyone: workers, suppliers and producers. They also forgot that some nations would seek precisely that outcome in the name of progress.

The result is that a great concentration of wealth and private power has now transformed and radicalized politics around the globe, as a disaffected and declining middle class, those who feel left behind, have come to support increasingly radical solutions. In nations around the world – Brazil, Britain, Hungary, the United States and others – have emerged nationalist movements that, in their more extreme forms, resemble the most dangerous movements of the 1930s. They blame the same scapegoats – immigrant workers, foreigners, gays or elite conspiracies – for the diminishment of the middle class, while calling for an enlargement of state power in a manner that can only be described as terrifying.

What we are facing is a global ‘Curse of Bigness’ that represents a profound and dangerous threat to economic thriving for the broader public, but also to liberal democracy itself. For we have, incautiously, given up on the ideal of economic democracy, while forgetting that economic dictatorship tends to beget political dictatorship. The operating premise of a democracy is that it makes the people of a nation sovereign over their affairs. Yet around the world, in so many nations, people do not feel that way.

The patterns we are seeing should be familiar to any student of twentieth-century history. If we learned one thing from the last century, it should have been this: the road to fascism and dictatorship is paved with failures of economic policy to serve the needs of the broader public. Gross inequality and material suffering feed a dangerous appetite for nationalistic and extremist leadership. Yet, as if blind to these lessons, we are going down the same path.

The questions we need to face are these: Is tolerance of global monopoly and oligopoly actually compatible with the premise of basic equality among citizens, industrial freedom, or democracy itself? Can we create broad-based wealth in many regions, not just a few, and also a real sense of opportunity in economies dominated by monopolists? Is there just too much concentrated private power in too few hands, which has too much influence over government? The questions, I think, answer themselves.

But it is not enough to diagnose the problem. The goal of this book is to rediscover a classic answer to the problem of bigness: a programme of anti-monopoly and the redistribution of monopoly profit. To do this we need to relearn the lessons taught by two groups of important thinkers: the European Ordoliberals and those of the Anglo-American anti-monopoly tradition. These are thinkers whose influence was paramount after the catastrophe of the Second World War.

Unfortunately, over the last thirty years, beginning in the United States, the anti-monopoly tradition has begun to shrink, and in some instances, nearly disappear. The problem is an overindulgence in the extreme ideas first advocated by American conservatives in the 1960s that have been repackaged and globalized. Stated succinctly, an embrace of technocratic neoliberalism has transmuted into the tolerance or even an embrace of monopoly, while shedding the historic concerns over excessive political power and political influence.

The ideas that originated with the American right, and severely weakened the anti-monopoly tradition in its home country, have spread to the centre and around the world. In Europe, the home of the Ordoliberal tradition, competition officials, while superficially very active, have nonetheless too often accepted and approved the consolidation campaigns of global industries. While well intentioned, in the pursuit of technocratic rigour, Europeans have too easily accepted a narrow view of their powers, sensitive only to questions of efficiency and with greater indifference to the growth of private power or the potential corruption of democracy.

Finally, most of the major Asian economies have been too willing to accept close ties between private industry and government, sometimes embracing state-directed capitalism. This variety of capitalism can be very effective over the short term; but its longer historical record is troubling for not just economic but political reasons. Japan, both before and after the Second World War, is the most recent nation to demonstrate both the political and economic dangers, and China has begun to make clear the alarming possibilities that come from the potent mixture of private and public power.

The democratic nations desperately need to do something about concentrated private power and wealth and their effect on politics. It is striking that documents like the Magna Carta, the US Constitution, the Treaty of Lisbon and the UN Charter were written to restrain the exercise of unaccountable public power, yet we have nothing that really does the same for unchecked private power. If we do not act, the alternative is not appealing. The old cliché is that those who fail to learn from history are doomed to repeat it. We have returned to the struggle between democratic and authoritarian systems, and if democracy does not provide some answer to the problems caused by unrestrained capitalism, it may not win.

This book, in structure, is a simple story of there and back again. After detailing our current economic state, it returns to history to focus on the twentieth century’s struggle with bigness, and its political consequences, with a focus on Germany and Japan before the Second World War. The book introduces the principles that underlie the anti-monopoly tradition, through an examination of the Anglo-American anti-monopoly tradition, as well as the ideas of Louis Brandeis and of the European Ordoliberals. And it shows these ideals at the height of their influence in the post-war era, a time of great prosperity and increasing equality. Finally, this book includes a programme for fighting the curse of bigness in our time, based on the premise that the democracies of the world need to provide better answers to their populations or face their own extinction.
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WHERE OUR PATH HAS LED

Once upon a time, the major industrialized nations might have been thought to have learned their lesson. After suffering communist and fascist revolutions, a great depression and two catastrophic world wars, most of the industrialized world changed its approach to the economy and its role in a democracy.

Three extreme alternatives were rejected, at least in their fullest forms: laissez-faire’s rule by the wealthy, communism’s dictatorship of the proletariat and fascism’s state-directed capitalism. Instead, the democratic nations of the world embarked on the re-democratization of economic policy and the politics of wealth redistribution. That path yielded decades of economic growth that built strong middle classes who enjoyed important freedoms and a previously unknown level of prosperity, reducing what had become a massive gap between rich and poor.

To be sure, different parts of the world achieved widespread prosperity and freedom on different schedules. Large parts of the world – the ‘Global South’ – never made the gains hoped for. But the economic achievements of Western and Eastern democracies stole the thunder of both communism and fascism, whose calls for revolution were always driven by the unfairness and cruelty of unfettered capitalism.

No one economic policy overcame the inequalities produced by the Industrial Revolution and the consolidations of the early twentieth century. But anti-monopoly laws formed part of the story, by breaking the economic and political power of self-enriching trusts, and resisting the accumulation of wealth in monopoly and concentrated cartels. That was a mission reinforced by the horrible lessons of fascist Germany and Japan, and their close partnerships between government and private monopoly.

One way or another, concentration and inequality had its effects. In Great Britain, the country for which we have the most data, the share of income going to the top 5 per cent of wage earners had plunged to less than 20 per cent by the late 1970s.1 In the United States, by the late 1960s, the share of national income going to the top 1 per cent of earners had fallen to 8 per cent.2 France, Denmark, Japan and the Netherlands follow roughly similar trends.3 Seemingly, the capitalist nations had found a way to square the circle, and by promising prosperity to the middle classes, presented an alluring alternative to the self-enriching dictatorships in other parts of the world.

That was then, and yet here we are again, as if trapped in a bad movie sequel. Laissez-faire economics, renamed neoliberalism, is the dominant economic ideology. And today, as in the 1910s, two essential economic facts characterize the industrialized world. The first is the re-emergence of an outrageous divide between the rich and the poor. The world’s richest 1 per cent currently own 45 per cent of the world’s wealth.4 The world’s ten richest billionaires own some $745 billion in combined wealth, a sum greater than the output of many nations.5

This trend is particularly stark in the United States and the United Kingdom, where the gains made in equality achieved by the 1970s have been lost. In the US, the top 1 per cent today earn 23.8 per cent of the national income and control an astonishing 38.6 per cent of national wealth. The top 0.1 per cent alone earn 12 per cent of the nation’s income.6

The second feature is a return to concentrated economies – that is, industries that are dominated by fewer and larger companies, especially in the developed world. In 2015, the average market capitalization of the top hundred firms was a staggering seven thousand times that of the average for the bottom two thousand firms, whereas in 1995 it was just thirty-one times higher.7 Similarly, since the year 2000, across US industries the measures of market concentration have increased in over 75 per cent of industries.8

The most visible manifestations of the consolidation trend sit right in front of our faces: the centralization of the once open and competitive tech industries into just a handful of giants, Facebook, Google, Apple and others, many of which have achieved monopolies not just in their home countries, but around the world, creating a rather extreme version of global economic monopoly.

The power that these companies wield underscores our sense of concern that the problems we face transcend the narrowly economic. Big tech is ubiquit-ous, knows too much about us, and seems to have too much power over what we see, hear, do, and even feel. It has reignited debates over who really rules, when the decisions of just a few people have such great influence over everyone.

Given a global economy that looks like that of the early twentieth century, is it any surprise that world politics has come to match it? The early twentieth century was marked by persistent economic distress, the brutal treatment of workers, the destruction of small- and medium-sized businesses, and broad economic suffering. That led to widespread popular anger and demands for something new, different and fairer. The economic distress experienced by broad swathes of the population subsequently led to communist revolutions in Russia and China, and to fascist or ultra-nationalist takeovers in Italy, Spain, Germany and Japan.

Today, economic grievances are again giving way to angry, populist and nationalist answers around the world. People are blaming their economic woes on immigrants, Jews, Muslims, Christians, the Chinese, or whomever, giving rise to a new generation of xenophobic, nationalist and racist politics. We have witnessed a return to the politics of outrage and violence, stoked by the humiliation of being poorer than one’s own parents, and by the real prospect of falling through the cracks. We may be just one hard economic crash away from the end of democracy as we’ve known it.

The forgotten lesson from the twentieth century is that more measured, less angry alternatives work: programmes to aid the unemployed and the aged, to protect workers and labour movements, and to blunt the harshness and disparity inherent in unrestrained capitalism.

But that seems more obvious and better known. The missing piece of the puzzle is the importance of controlling economic structure, using laws designed to prevent or undo the consolidation of excessive private power. It would be an exaggeration to suggest that an anti-monopoly programme provides a full answer to inequality or other economic woes. But it does strike at the root cause of private political power – the economic concentration that facilitates political agency.

Advocating a revival of anti-monopoly laws is not meant to compete with other economic proposals aiming to address inequality. But laws that would redistribute wealth are often themselves blocked by the enhanced political power of concentrated industries, when they are able to exercise that power over democracy. In this way, the structure of the economy has an underlying influence on everything in the realm of economic policy.

All this is easier said than done. The world’s largest and most powerful firms enjoy the kind of political influence that tends to dampen criticism. Many, moreover, are regarded as ‘national champions’ in their countries or regions of origin. And many countries encourage their champion to attempt the conquest of the rest of the world. It is very hard for any country to want to challenge the firms that it sees as its own champions, or of which an entire region is proud. Nor does any country or region want to feel it is unilaterally disarming. This is what makes the dilemma particularly difficult: we fear other giants, but often love our own.

The potential dangers of economic concentration and international consolidation can sometimes feel abstract and removed. We might gain a more concrete sense of the stakes by turning to the nation of Brazil, and the twenty-first-century story of the family slaughterhouse that grew into a global monopoly.

The Rise of a Global Meat Trust

In 1953, a Brazilian rancher named José Batista Sobrinho began his slaughterhouse operation in a straightforward fashion: by killing and butchering the cattle himself. He expanded into a modest, four-cow-a-day operation and found it to be a good business, and slowly but progressively expanded his holdings. By the year 2000, his firm, now known by his initials, JBS, was among the country’s largest beef slaughterhouses, but it remained a private, family-owned operation. The founding family liked to emphasize their country roots and their traditional methods of management. As Wesley Batista, one of the founder’s sons, put it in 2011, the firm was run in a ‘a simple way’, without ‘a lot of layers, not a lot of fancy things, not a lot of time spent on PowerPoint presentations’.9

In the early twenty-first century, effective control of JBS passed from the father, José, to two of his sons, Wesley and Joesley, then ambitious young men in their thirties. The younger generation of Batista brothers had different and far grander visions than their father did. Coming of age amidst the exciting prospects of globalization and Brazil’s emergence as South America’s most promising economy, they began to see a way they might refashion their family business into something much larger, a global empire of meat.

It wasn’t just that. The Batistas also sensed a golden opportunity to propel their family, already very rich in Brazilian terms, into the ranks of the ultra-wealthy, the ludicrously rich, and to become the Brazilian equivalent of the Trumps, Boehringers or Kwoks, the billionaire families emerging in the United States, Europe and Asia. The story of how they did so, and what happened, is the economic story of our times.

* * *

In 2005, soon after taking control of the family company, the young Batista brothers first met with a man named Guido Mantega, then president of the Brazilian Development Bank. The Development Bank is a branch of the Brazilian government with the power to lend out money at subsidized rates. It had been designed to help small and medium-sized businesses catch up with the big guys, by providing credit to invest in domestic projects. But Mantega, an economist, politician and apostle of globalization, saw that as old-fashioned.

Mantega discussed with the brothers a different plan to refashion the family business. Instead of building up the business the old way, they agreed on a much faster alternative: acquiring other firms – buying out as many as possible of the world’s other major meat processors.

Buying companies is expensive: where would the money come from? That’s where Mantega and his Development Bank came in. In the early 2000s, the Brazilian government, infatuated with globalism and global markets, was eager to create a new generation of so-called global players. President Luiz Inácio Lula da Silva and his Workers’ Party, under the banner of globalization, would use Brazilian money to build companies that invested outside of Brazil. What that meant, in practice, was cheap money from Mantega’s Development Bank to buy rival companies in other countries.

Mantega and the Batista brothers conducted a trial run of the new strategy in neighbouring Argentina. That nation’s leading slaughterhouse, Swift Armour SA, had been weakened by Argentina’s seemingly never-ending financial crisis and was vulnerable to a buyout at a cheap price. Mantega was enthusiastic and approved the financing of a $200 million purchase at discount interest rates. The brothers were also asked to wire $3.2 million in US dollars to an overseas account. It was what one might call a personal expression of gratitude. ‘That’s what it took for us to get the deal done,’ said the elder Batista later.10

And so the trial run was a happy one for everyone. Over the next decade, the Batista brothers would return over and over again to the Brazilian Development Bank, embarking on what amounted to a state-backed global spending spree, lubricated by large cash bribes. Armed with billions in public, risk-free loans, and later shareholder money, the Batista brothers set their eyes on other targets. In the late 2000s, they bought, in quick succession, three American firms weakened by the Great Recession: Swift, the beef division of Smithfield Foods and Pilgrim’s.

After buying its main domestic rival and some of Australia’s slaughterhouses, JBS had managed to make itself into the largest beef processor in the world. It was by then slaughtering some ninety thousand cattle a day and exporting beef to over 150 countries.11 Using the miracles of cheap credit and consolidation, the sons had achieved more apparent growth in six years than their father had in fifty years of hard work.

When the time came, the Batistas did not neglect themselves or their immediate family. In 2009, they conducted an initial public offering of shares in the family firm, while holding on to a controlling share. The stock sale was a success, propelling the Batistas into the growing new cadre of twenty-first-century billionaires. By 2014, the family had a combined net worth of $4.3 billion, joining the ranks of other Brazilian billionaire clans that then included the Marinho family ($28.9 billion) and the Safras ($20 billion), among others. Ironically, the build-up of wealth by these families occurred during a time when many thought Brazil was teaching the world a lesson on how to combat inequality.

If they had been satisfied to be merely the world’s largest beef processor, or merely wealthy, the Batistas might have avoided some of what was soon to befall them. But growth is addictive, and only a few executives really understand the dangers of bigness, or know when to stop, until it is too late for everyone. To be fair to the Batistas, it must have been hard to stop when both the Brazilian government and private sources of capital welcomed and applauded JBS’s plans to go further. Through the 2010s, JBS began buying chicken and pork processors around the world, in Mexico, Australia and other countries. They made a total of more than forty further acquisitions, which would make JBS not just the world’s largest meat processor, but the second-largest food company in the world (after Nestlé).12

At this stage JBS’s buying spree began to cause a chain reaction around the globe, as it triggered similar consolidation campaigns by other meat processors, eager to divide up what were now being called the ‘protein markets’. JBS’s rivals now included China’s WH Group, which relied on Chinese state subsidies to buy American pork producer Smithfield Foods for $4.7 billion. Not to be left out, American giant Tyson Foods, the inventor of the vertically integrated ‘factory-farm’ model of chicken production, went on its own buying spree.

In the anti-monopoly tradition, government is supposed to block mergers that lead to monopoly or reduce competition significantly. Yet somehow the consolidation of the world’s meat processing industry slid under the radar. With one exception, in the United States, the world’s governments, over twenty years, did almost nothing to slow down or prevent the acquisitions of JBS or the other global consolidators. To the contrary, government was, instead, encouraging concentration and consolidation, at least by their favoured champions. And among them, the Brazilian government was the most generous of all. When it was all said and done, Brazilian taxpayers had ultimately backed a $20 billion global spending spree.

In consequence, by the mid-2010s, the global markets for beef, chicken and pork had been transformed. Meat processing, once a largely regional business, was now dominated by a small number of firms. The effect was to change how the spoils were divided, or if you prefer, the carcass butchered. In the new order, a small, consolidated group of middlemen – the meat processors – were in a position to squeeze suppliers and retailers to enhance their profits. The losers were small and medium-sized ranchers, smaller retailers, workers and, of course, the animals.

It may be no surprise to learn that industry concentration has led to wage stagnation and a widespread squeezing of ranchers and farmers around the world. Even as demand for meat goes up, the actual producers, and the people who raise the animals, have seen their share of profits diminish. JBS was not particularly concerned with such matters. In fact, a 2017 investigation found that JBS bought from suppliers in Brazil whose work practices included work hours of up to twenty hours a day, and the use of rotten meat to feed employees.13

As for the animals, consolidation brought the spread of ‘factory’ techniques, first developed to maximize chicken yield, to the raising of cattle and pigs, a trend sometimes referred to as the ‘chickenification’ of cattle and pork. Compared with earlier times, all of the animals now live in smaller spaces, in much larger production facilities. They are treated with more drugs, and their lives are shorter, thanks to the use of growth hormones that ensure a more rapid attainment of the ideal weight for slaughtering. All of this does reduce the cost of creating a gram of protein, but it is the animals who pay the price.

But if bigness has been bad for the little guys, workers and animals, aren’t consumers at least better off? Unfortunately, even this did not go as expected. Industry rationalization did result in a decrease in prices for protein over the 1990s and early 2000s. But since then, prices have stabilized, and as consolidation has increased, even begun increasing for pork and beef. Increasing demand is part of the picture but another, obvious reason is bargaining power. With just three or four dominant meat processors in each country, it is easy to set higher prices. In fact, together they can decide how animals will be raised, what they will pay for cattle, and at what price they will sell meat to retailers.

The story of the industry’s economics is important, but not the full story. For the effects of excessive bigness are rarely limited to economic redistribution, but have a nasty tendency to spill over into politics, particularly, into the corruption of government and the creation of political backlash. And unfortunately for Brazil, its reckless globalization campaign would soon shake the nation to its foundations.

In 2016, the Brazilian federal police force conducted a raid of JBS’s offices.14 The raids confirmed what was long suspected: that JBS and other firms had been routinely paying off health inspectors to avoid complying with Brazil’s food safety laws and inflate their margins. The firms, the police alleged, had used bribes to hide the alteration of spoilage dates and to facilitate the export of potentially rotten or disease-ridden meat, treated with chemical additives to disguise odours and appearance. At a widely reported press conference, an investigator even accused the meat processing industry of selling rotten meat, disguised with a carcinogenic acid treatment, to Brazilian schoolchildren.

Soon after the tainted beef scandal, the Batista brothers were arrested by a different prosecutor after accidentally sending prosecutors a tape of a conversation discussing bribes with Brazilian president Michel Temer. Over the course of that prosecution the brothers would admit to having bribed over 1,800 politicians and officials. The investigations revealed, among other things, that JBS had, for years, knowingly violated rainforest protection laws. Overall, the brothers would eventually admit to paying $150 million in bribes and ‘contributions’.15 Guido Mantega, the man who originally financed JBS’s buying spree, was also arrested on an allegation of taking bribes during this period, but was never charged.

These tainted meat and corruption scandals were not good for JBS or for the nation of Brazil. In 2017, countries around the world announced bans on the import of Brazilian meat, creating a near collapse of the sector. That collapse dovetailed with severe problems and scandals being faced by other Brazilian ‘national champions’ in the 2010s, including the petroleum firm Petrobras, the mining firm Vale and the aircraft manufacturer Embraer, among others. These were the heavily subsidized global champions that were supposed to be transforming Brazil in the global economy of the future, yet each of them faced both corruption scandals and severe business problems based on a pattern of over-expansion and dubious investments.

It turned out, in retrospect, that the Brazilian government had bet heavily on a small number of giant firms, so long as those firms were willing to wire cash to overseas accounts or contribute to political campaigns in a generous fashion. One study revealed that a majority of the Brazilian Development Bank’s loans went not to small and medium business, as intended, but instead to the richest and largest firms.16 When those firms began to weaken, and in some cases collapse, they took the economy with them.

By 2014, Brazil had entered its worst recession in decades. The economy contracted by almost 10 per cent, and unemployment rose by 76 per cent, producing twelve million newly unemployed, angry workers, and an alarming rise in crime rates.17 The bet on globalization and consolidation had seemed like a good idea in the 2000s, and in more moderate forms might have succeeded. But a company like JBS was really doing little else than spending the Brazilian public’s money to destroy competition, both at home and overseas, so as to squeeze the profits of ranchers in the United States, Australia and other countries. That strategy produced growth for a while, but ultimately resulted in a stunning and destructive collapse.

Among other achievements, Brazil’s progress in combatting inequality turned out to be far less impressive than advertised. In retrospect, during the booming 2000s, the poorest labourers did improve their lot, and reforms like higher minimum wage had their impact. But the wealthiest, like the Batistas, got even wealthier, making inequality worse. And when the crash did come it hit the poorest hardest of all, undoing much of the progress of the previous decade and adding 6.3 million to the ranks of the impoverished, who grew to total 11 per cent of the population. Unemployment was stuck at over 12 per cent, a number that refused to come back down. In this way Brazil became this era’s defining example of what the Curse of Bigness looks like, especially considering what happened next.

For Brazil’s economic misery would soon transform its politics. Two decades of wealth consolidation in the nation’s elite and wealthy created a nationalist backlash of ferocious power, a danger for any democracy. Brazil had been an authoritarian dictatorship from 1964 through 1984. In 2018, with the economy still suffering, a former military officer, following the old script, ran for president as a national saviour who would restore Brazilian greatness. Jair Bolsonaro adopted as his slogan an unsubtle echo of German’s old ‘über alles’ anthem: ‘Brazil above everything, God above everyone’.18 He promised to re-establish Brazil’s military power, create economic stability and wage war on the various villains: the ‘reds’, gays and other scapegoats. Bolsonaro promised to ‘break the system’. And, of course, he won election easily.

The story of JBS and Brazil shows that we have not absorbed the important lessons of twentieth-century history. For Brazil’s progress, through economic consolidation, to stark inequality, to economic collapse and extremist government, is hardly unprecedented. It shows that what we need, most of all, is to relearn the hard-won lessons of the 1930s, the rise of fascism and the Second World War.
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