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  PROLOGUE




  IN WHICH AN OLD MAN FIGHTS A BILLIONAIRE




  Strike Matsepo is no Erin Brockovich and yet, in a way, he’s a thousand times braver. His corporate enemy towers so high above him that its shadow falls on his tiny

  house, and though he’s been fighting that giant for years, you can see how many blows he’s taken. Strike is 80 years old with fecks of grey in his hair and a short, neat beard, lines

  etched deep into his skin and a wary look in his tired eyes when he first meets you. After a few seconds of conversation, however, he breaks into a warm and welcoming grin and shows you around the

  rows of vegetables, the squat six-roomed house and the dusty outbuildings that make up his cherished smallholding.




  As he leads you – slowly, with shaking legs – through the kitchen and the hall, you can’t help but notice how clean every surface is. The bare rooms are sparsely furnished,

  with angular 1970s furniture resting on dust-free rugs and well-swept floors. Strike is house proud in a way that’s hard to understand completely if you haven’t been forcefully denied

  the right to buy your own home. For the first 65 years of his life, Strike lived under apartheid rule in South Africa – a system which banned him from owning property simply because he was

  black.




  He was born in the Orange Free State – the fat boundless plains in the heart of South Africa – where his parents were farm tenants, working for a white landlord but renting land to

  grow a little of their own produce. Strike didn’t go to school – he spent most of his childhood looking after the farmer’s cattle. When a foreman from a steel plant in

  neighbouring Transvaal came recruiting, Strike signed up to be a carpenter and moved north, to the highly industrialized Vanderbjlpark. After ten years and a couple of jobs he ended up as a welder

  and mechanic at the Coca Cola factory where he stayed for 25 years building up a respectable pension until, in 1990, with South Africa stumbling towards democracy, the laws were changed and anyone

  could own a house if they wanted.




  ‘This was at the time of Mandela, when people could move where they liked and buy what they liked,’ he recalls. ‘I wanted to buy a small farm – to keep some pigs and some

  cattle, to grow some vegetables. So I found this place,’ he sweeps his arm across his land – roughly the size of three football pitches. ‘It used to be a good place. My children,

  my sister and my brother – with their children – came to live here. Maybe six children?’ he puzzles for a second, then his daughter bustles across the sun-drenched yard and starts

  counting for him. ‘Ten children,’ he laughs and points to a brick outhouse. ‘The children all had to live there, a hostel,’ he jokes, using the word for the workers’

  hostels often attached to factories in South Africa, where employees sleep in bunk-filled dormitories. ‘We would finish a big sack of mealie meal in two weeks.’




  But slowly, things started to go wrong. The vegetables grew, but they grew very small. Some of his animals started giving birth to severely damaged young, with hooves stuck together or feet

  missing entirely. ‘One pig was born with his penis in his anus,’ Strike gives a brief, wry grin at the dangerous absurdity. He lost some fully grown animals – they shrivelled and

  died. Once he went to sleep with six cows outside his window and when he woke in the morning they were all dead.




  Then his sister got sick. There was blood in her urine and she was very tired all the time. The hospital said she had kidney problems, that it might be cancer, and they started to treat her but,

  in July 2004, she died. The immediate cause was kidney failure and cancer but the doctors noticed something odd about her blood – very, very high levels of cadmium. The sort of levels that

  used to be found in workers in badly run industrial plants in the 1950s and 1960s.




  Cadmium is a heavy metal – a particularly toxic one. Aside from being carcinogenic, ingestion of any significant amount causes irreversible damage to the liver and kidneys. The bones

  become soft, lose density, and become weaker and weaker. This causes sharp pains in the joints and back, and massively increases the risk of fractures. The kidneys stop removing acids from the

  blood, which causes muscle weakness, arthritis and sometimes a deep coma. Over time, the kidneys can shrink by up to 30 per cent before finally shutting down.




  In 1970, the German government investigated the source of cadmium leaching into the Rhine Basin – home to zinc, coal and lead mines, battery plants, pigment and acid manufacturers, power

  plants and the iron and steel industry. Of the 168 tons (171 tonnes) of cadmium produced in the valley, processes involved in the steel industry – burning coal, coke production and the

  manufacture of iron and steel – accounted for around 98 tons (100 tonnes).




  By coincidence, Strike Matsepo’s plot of land is literally across the road from a giant slag heap in the grounds of ArcelorMittal’s vast Vanderbjlpark steel factory. Some 130 feet

  (40 metres) high, the mountain of industrial garbage towers over his tiny farm. You can see yellow bulldozers powering across it all day, kicking up plumes of dust as they shovel mounds of black

  waste around. When the industrial cleaning company Bauerumweltgruppe, or Bauer Environment Group, treated a similarly sized slag heap at the former Neue Maxhuette steel works in Germany, beside 10

  million tons (10.1 milllion tonnes) of slag, oil sludge and filter-dust from flue gas treatment, they found a cocktail of deadly organic compounds, heavy metals and cyanide leaching into the

  ground-water. When Carin Bosman, formerly a water pollution control officer for the South African government, was overseeing Vanderbjlpark in the mid-1990s, she found tar pits and waste water

  storage dams carrying carcinogenic organic compounds known as phenols. The dams, built in the 1940s, 1950s and 1960s, were completely unlined, meaning water could simply drain away into the

  soil.




  ‘There is also a physical effect to the slag heap,’ Bosman explains. ‘The aquifer – the ground-water, or water table – is very shallow in the Steel Valley.

  It’s only around 6 metres [19 feet 7 inches] beneath the surface. The weight of the dump pushing down on the aquifer displaces the water, raising it even higher – to 1 or 2 metres [3

  feet 2 inches to 6 feet 4 inches] beneath the surface. Most of the smallholdings around the factory aren’t connected to the municipal water [supply] so they use bore-holes, and septic tanks

  for sewage. The aquifer rising up meant the natural slow process of the septic tanks did not take place and nitrates entered the bore-hole water. Nitrates can bind in the blood in the place of

  oxygen, causing methemoglobinemia – lack of oxygen in the blood.’




  Around the time his sister fell ill, his brother was also found to have abnormally high levels of lead in his system, and Strike decided to take action. With 15 other smallholders in the Steel

  Valley area he sued the factory to stop it polluting any further and to gain compensation for current victims of pollution.




  He had high hopes of success. For one thing, there was a solid historical record of the plant’s polluting activities. Founded in the 1940s by the South African government and run by the

  state-owned Iron and Steel Industrial Corporation, or ISCOR, the plant had been brutally racist – black workers weren’t allowed to have training, housing subsidies or pensions, meaning

  they laboured in menial and exhausting roles. White workers and local residents, however, had already complained about the pollution.




  In 1950, white residents near the plant complained about oil in their maize fields. In 1961 the Department of Water Affairs (DWA) warned ISCOR that it might face legal action for compensation

  over polluted water from the unlined dams. In 1979 an official from the Soil and Irrigation Research Institute found what he suspected were phenols in one of the dams. In 1983 a bore-hole survey

  found seepage from ponds on site was polluting the ground-water. In 1984, the Department of Water Affairs complained in a letter to ISCOR that smallholdings in the Steel Valley had become so

  polluted that the ground-water was ‘neither suitable for domestic use nor garden irrigation’. A 1988 report for the DWA by the engineering firm Steffen, Robertson & Kirsten –

  while admitting surveyors had not been able to examine sufficient bore-holes to be certain, expressed the opinion that the ground-water contained ‘a number of harmful organic constituents

  which can be either carcinogenic or non-carcinogenic’. In 1996 residents reported a black effluent from the plant that smelled of oil and burnt the skin. White precipitate covered gardens and

  roads. One farm – Rietkuil Farm – closed because plants died and animals fell sick. ISCOR announced it would plant a million trees. All of them died. Another report in 1997 found dense

  non-aqueous phase liquid in the ground-water – a highly carcinogenic black oily liquid – over 2.7 square miles (7 square kilometres).




  And this history produced some results for locals. In 1984 a man called Tromp secured a clean water supply from ISCOR after he complained of pollution in his bore-hole. In 1998 a local resident,

  Johnny Horne, led an all-white group in a case against ISCOR pushing for damages, the plant to be closed down and the valley cleaned up. They used evidence built up by the local government

  including an archive of DWA complaints about ISCOR’s pollution, letters from ISCOR that seemed to acknowledge this pollution and reports from consultants hired by ISCOR that clearly described

  the problem. The presiding judge, Judge Cloete, made it clear he was prepared to rule in favour of shutting ISCOR down. The company, now privatized, settled out of court, paying Horne R1 million

  and the rest of his group a healthy R130,000 (roughly $16,000 at the time), buying up their properties. By 2001, the 500-strong Steel Valley community was down to around 20 smallholdings. ISCOR had

  bought up the rest of the land and was – without admitting anything – piping clean water to the remaining residents while carefully sealing up their bore-holes.




  When Strike and his 15 fellow smallholders launched their court case in 2001, therefore, they had some hope of success. They were using essentially the same evidence as Johnny Horne. The

  old-fashioned privatized state entity had by then recruited a vibrant London-based steel magnate to help run the company. A ‘business assistance agreement’ between ISCOR and Lakshmi

  Mittal provided for Mittal to buy a strategic shareholding in the company for $75 million, have two representatives on ISCOR’s board as well as running large chunks of ISCOR’s business

  including procurement, performance, technical support, R&D and marketing.




  In 2001, Mittal wasn’t the world’s eighth richest man – he was only 272nd according to Forbes. He didn’t yet have his full complement of steel plants in Indonesia,

  Trinidad, Mexico, Turkey, Kazakhstan, Germany, Ireland, Romania, Algeria, Bosnia, the Czech Republic, Poland, the US, Canada, Macedonia and more. He was, however, well on his way to becoming the

  world’s largest steel producer – a status he has since achieved – and his business tactics were way ahead of the rest of the industry. With a young, go-ahead, first-world-resident

  visionary like Mittal in charge, Strike reasoned, the bad old days of apartheid-minded management would finally be over.




  In fact, the newly constituted company fought harder than the old-school ISCOR. It obtained a gagging order on the 16 court applicants, banning them from speaking publicly or to the press about

  the case. It fought each document in turn, disputing that the plant was responsible for the pollution of Steel Valley. In 2003 – just as Mittal made a bid for a controlling stake in ISCOR

  – the court decided it couldn’t make a conclusive ruling and dismissed the case. It awarded costs to Mittal and, in the days following the collapse of the case, all 16 received letters

  from ISCOR demanding costs in full or – if the money was not forthcoming – the right to buy the applicant’s house. It offered around R9,000 each (just over $1,000 at the time) for

  houses bought less than ten years earlier for R52,000. By the end of the year, all but three had accepted terms and moved away. Strike was holding out for a deal that would at least give him the

  chance to buy an equal-sized house when his lawyer came up with legal aid to pay the remains of ISCOR’s costs. He could stay.




  His house and land now stand alone in the middle of a vast barren field where once a large, diverse community with shops and local businesses thrived. Around the edge of his land, ArcelorMittal

  has erected a high electric fence. Indeed, all the land that once was Steel Valley is fenced off in a similar way. And all that land is now owned by ArcelorMittal. What isn’t clear is why.

  Why would someone buy up an entire town – often against the residents’ will – then knock the whole place down, erect massive electric fences around it and abandon it? There are no

  plans to redevelop the massive space, no plans to farm it, no plans to clean it up. Indeed, at a meeting with ArcelorMittal management in the factory boardroom, I was told ‘We have no plans

  at all for Steel Valley.’ There is talk of it acting as a ‘green buffer’ around the plant, but Steel Valley is only on one side of the factory – the side, as it happens,

  that is downstream in ground-water terms. The side towards which any pollution reaching the water table would flow.




  Strike tried to keep his smallholding productive. He worked the land, raised cattle, looked after his dead sister’s children. He became a priest and healer. In the end he gave up keeping

  livestock for good.




  ‘I feel very sad,’ he explains. ‘I had hoped to use my pension money to build something that I could give to my children and grandchildren, but now that’s all been blown

  out.’ He shakes my hand and goes off to sprinkle water on his wilting lettuce beds, the last smallholder in Steel Valley.




  Carin Bosman, who now works for the environmental consultancy Sustainable Solutions, believes the whole area could be rehabilitated. Assuming pollution from the factory is stopped from entering

  the air and ground-water, there are treatments that could clean out the ground-water and restore the soil. ‘They’re not cheap,’ she says carefully. In fact, the complete

  rehabilitation of Steel Valley could cost around $60 million. It’s an enormous sum of money. And it’s roughly the same amount of money Lakshmi Mittal spent on his daughter’s

  wedding in 2004, a few months after his company started purchasing homes at knockdown prices in Steel Valley to cover costs in a court case that had reached no conclusion.




  During a meeting at ArcelorMittal with Nku Nyembezi-Heita – the company’s CEO – she tried to put a lot of distance between the European ArcelorMittal and the South African

  company, however. Her ArcelorMittal is a legally constituted South African company. Mittal’s shareholding, she insisted, was only 52 per cent. The group offers advice and sets bench-marks but

  really the local managers manage. Some of her workers disagree, saying production targets change overnight following phone calls from Europe – ‘Lakshmi calls Nku and the next day

  everything changes,’ said one union shop steward. Certainly Lakshmi Mittal travels to South Africa regularly. Indeed, he is a member of the presidential advisory committee – a group of

  ten industrialists who advise the South African president on the country’s policy towards corporations. Effectively, he advises South Africa on how to run its economy. Would he really let his

  own steel mill run itself?




  That doesn’t sit well with the way Lakshmi Mittal usually operates. The world’s eighth richest man is legendarily hands-on. Profiles talk of his talent for spotting under-utilized

  plants, often in low-cost corners of the world, and making them productive. His empire, employing more than 200,000 people, spans 60 countries and although only 1 per cent of his workforce is based

  in Britain, he chooses to live there, running his empire from London.




  ‘London is my home now,’ he has said. ‘It is very convenient. I can fly anywhere at short notice, you are in a much better time zone than the US, and it is a very lovely city.

  The whole family is here. They all love being in London.’1 And when it comes to the super-rich, Lakshmi is far from alone. The last ten years

  have seen billionaires arrive in Britain by the truck-load – or perhaps, by the stretch-limo-load. In part, this is because the country’s treatment of wealthy, officially non-domiciled

  foreigners is very generous. Although there have been a few changes recently, they are broadly still taxed in the normal way on their UK income or money earned from the UK but largely avoid UK

  taxation on money made overseas. Given most of them make most of their money outside the UK, this means they can stay while paying very little tax indeed while laundering their past and personality

  so that within a generation they are embedded at the heart of the establishment.




  As a result, London can now boast the densest concentration of billionaires on earth. They come from Russia, the Middle East, the US and Asia, they fuelled the recent boom and they are still

  snapping up homes in Mayfair for millions. Britain not only offers generous tax breaks as well as international political support and lobbying, but even – as in the case of the former Russian

  spy and dissident Alexander Litvinenko, who was poisoned in London in 2006 – will take up arms on their behalf and pursue those who threaten or harm them around the world.




  How did they get here? Essentially they came because the world changed, turning on a handful of political and economic decisions at the end of the 1980s and start of the 1990s. In London in

  1986, the Thatcher government deregulated the City in the Big Bang – something Professor Karel Williams at Manchester University’s Centre for Research on Socio-Cultural Change describes

  as ‘an anti-democratic coup’. In the same year, Mikhail Gorbachev began loosening the Soviet state’s grip on the economy through glasnost. By 1991, post-independence India,

  constrained by the so-called Licence Raj – the economic system mixing government controls and capitalist trading that was founded by India’s first prime minister, Jawaharlal Nehru, was

  close to collapse and the country was running out of money to buy essentials so it brokered a deal with the International Monetary Fund (IMF) to liberalize its economy. In 1992 Deng Xiaoping,

  leader of the Chinese Communist Party, announced that China would open itself to foreign investment and abandon theoretical principles of egalitarianism. In the same year, Itamar Franco took over

  as president of Brazil from his impeached party boss Fernando Collor as inflation reached 1,100 per cent, and launched the Plano Real, stabilizing and modernizing the economy.




  In 2001, Jim O’Neill, head of global economic research at Goldman Sachs, produced Global Economics Paper No. 99 – ‘Dreaming with BRICs’, coining the term to describe the

  emerging economies of, obviously, Brazil, Russia, India and China. The report predicted growth of 3.6 per cent for Brazil, estimating it would overtake Italy by 2025, France by 2031 and the UK and

  Germany by 2036. The Goldman Sachs team saw China’s growth slipping to 5 per cent by 2020 but still expected it to become the world’s largest economy by 2040. India’s forecasts

  were the healthiest of all – growth above 5 per cent through to 2050, outstripping Japan by 2032 while Russia, Goldman Sachs warned, might be hampered by a shrinking population but should

  still overtake Italy in 2018, France in 2024, the UK in 2027 and Germany in 2029.




  Seven years later, the performance of the emerging stock markets was running well ahead of the bank’s high expectations. At the end of 2008, even after the year’s falls, Brazilian

  shares were up by 345 per cent since November 2001, India’s by 390 per cent, Russia’s by 639 per cent and China’s, depending on whether you go by the mainland or the Hong Kong

  exchange, by 26 per cent or 500 per cent. In 2001 Goldman Sachs had predicted that by the end of the decade the BRIC economies would account for 10 per cent of global gross domestic product (GDP)

  at purchasing power parity (PPP); by 2007 their share was already 14 per cent. The investment bank now expects China’s GDP to surpass America’s before 2030. Most economists believe that

  this upward trend will not be seriously broken by the current economic slowdown. Nor is it restricted to the BRICs. In 2005, for the first time since the dawning of the industrial age, emerging

  economies accounted for more than half of global GDP at PPP.




  This should be good news. Increasing wealth should prevent poverty and starvation. Indeed, in April 2007 the World Bank announced that 986 million people worldwide suffered from extreme poverty

  – the first time its count had dropped below 1 billion. In August 2008, however, it had grim news to report. According to two of its leading researchers, Shaohua Chen and Martin Ravallion,

  the ‘developing world is poorer than we thought’.2 The correct number was actually almost 1.4 billion. Half of the populations of India

  and China still relied on wood, charcoal and dung to cook their food.




  A little earlier in 2008, the business magazine Forbes published its annual list of the world’s billionaires and hailed the dawning of a new era. Forbes has been producing

  its global list for 22 years – its debut list in 1986 reported 140 billionaires worldwide. In 2006, half of the world’s 20 richest were from the US. In 2008 only four were, while India

  won bragging rights for its domination of the top ten – four out of ten, more than any other country.




  For the first time, in 2008, the number of billionaires Forbes could identify crossed into four figures, reaching 1,125. Their total net worth was $4.4 trillion, up $900 billion from the

  previous year. A third of the new billionaires came from Russia (35), China (28) and India (19). Russia, with a total of 87 billionaires, came in at number two – behind the US and easily

  overtaking Germany, which had held the honour for six years but whose total of 59 didn’t even come close.




  Many of these new BRIC billionaires made their money from industries the West was moving away from. The top 20 featured steel tycoon Mittal at number four, India’s petrochemical giant

  Mukesh Ambani at five, his estranged brother Anil at six, Indian real estate baron K.P. Singh at eight, Russian aluminium magnate Oleg Deripaska at nine, Chinese shipping billionaire Li Ka-shing at

  ten, Russian oil, steel and mining oligarch Roman Abramovich at 15, his car maker and coal mining compatriot Alexei Mordashov at 18 and Ukrainian oil and banking mogul Mikhail Fridman at 20. They

  all own industries that will materially affect our lives as the world faces oil, mineral and food depletion in the coming years. They all operate internationally, buying plants, mines and

  businesses all over the world. Few have shareholders; their companies exist wherever they are and their word is law. We are entering an economic system you could call The New Feudalism.




  * * *




  This book originally set out simply to explore the increasing power of these developing world super-rich, the effect that would have on our lives and whether we were seeing the

  arrival of a new non-democratic multi-national super-class. The run on Northern Rock, the failures of Bear Stearns, Lehman Brothers, the Royal Bank of Scotland et al. appeared briefly to

  argue against this thesis. The Russians required government money to totter along; the Indian stock market fell. In March 2009, Forbes’ annual Rich List estimated that the number of

  billionaires in the world had fallen by nearly 30 per cent over the previous 12 months. The number of people who could call themselves billionaires in US dollar terms dropped from 1,125 to 793

  – the first year since 2003 that the billionaires’ club had contracted.




  The Sunday Times Rich List, published just over a month later, painted a similar picture in the UK. The paper’s figures showed the recession wiping £155 billion from the

  fortunes of Britain’s richest 1,000 people, equivalent to more than a third of their wealth and the biggest annual fall since the list began 21 years ago. The number of billionaires in the

  list fell from 75 to 43. Between them, people ranked in the top 100 lost £92 billion. Only three saw their wealth increase.




  In 2009, however, Citibank chief executive Vikram Pandit began work on restructuring the bank, telling senior staff it would effectively become two separate banks, one serving the West –

  ‘massive debt, slow growth’ – and the other serving the BRIC countries – ‘little debt, massive growth’. Brazil appeared to have skirted the recession entirely

  while India and China had taken a light hit but seemed back on course. Russia’s problems were more complex, but the slump had removed the old animosity between Russian President Putin’s

  reign and the oligarchs – which accounted for many of the permanent London residents from the ranks of Russia’s wealthy who had fed his wrath. The story of the slump appeared to be

  simple – the developing world did better and kept their oligarchs in place while the poor old liberal democracies suffered but remained free.




  In May 2009, however, Simon Johnson, Professor of Entrepreneurship at MIT Sloan School of Management and former chief economist at the IMF, realized the slump had uncovered a broader, more

  menacing trend. Writing in Atlantic Monthly in May 2009, Johnson described the US economy thus: ‘Just as we have the world’s most advanced economy, military, and technology, we

  also have its most advanced oligarchy.’




  Johnson identified a network of cronies, old boys, financiers, politicians and high net worth individuals with a network of connections and patronage that linked Wall Street and Washington more

  intimately than Putin and his oligarchs. Robert Rubin, once the co-chairman of Goldman Sachs, served in Washington as Treasury Secretary under Clinton, and later became chairman of

  Citigroup’s executive committee. Henry Paulson, CEO of Goldman Sachs during the long boom, became Treasury Secretary under George W. Bush. John Snow, Paulson’s predecessor, left to

  become chairman of Cerberus Capital Management, a large private equity firm that also counts Dan Quayle among its executives. Alan Greenspan, after leaving the Federal Reserve, became a consultant

  to Pimco, perhaps the biggest player in the international bond markets.




  As a result, Johnson argues, ‘the oligarchy and the [US] government’ had been behaving like an emerging nation with vested and deeply rooted business interests that took no account

  of the wants or needs of the citizens. In particular, the deals to bail out the financial sector reminded him of Russia in 1998. ‘Some of these deals may have been reasonable responses to the

  immediate situation,’ he accepted, writing about America in 2008.




  

    

      But it was never clear (and still isn’t) what combination of interests was being served, and how. Treasury and the Fed did not act according to any publicly

      articulated principles, but just worked out a transaction and claimed it was the best that could be done under the circumstances. This was late-night, backroom dealing, pure and

      simple.3


    


  




  In other words, as far as the man from the IMF was concerned, the recession showed that the financial story of the past ten years wasn’t about the hyped-up booms of 1999

  and 2007 – now revealed as Ponzi schemes both literally and metaphorically. It was that the rise of the super-rich in the BRIC countries was mirrored by the rise of a similar, unnoticed

  oligarch class in the West. Others went further.




  Around the same time, an article by Bloomberg analyst Matthew Lynn in the Sunday Times took a shot at predicting Britain’s post-recession economy. ‘Capitalism in the

  post-credit crunch era is going to look much more like the state-dominated, oligarchic but fiercely competitive and dynamic systems of the rising BRIC economies of Brazil, Russia, India and

  China,’ he decided.4




  When we went for a drink on a slow, sunny afternoon in an old pub near Farringdon station in London, Matthew Lynn unpicked his thinking a little.




  

    

      For a decade now we’ve seen the BRIC companies becoming more and more important but we thought that they’d become like us. We thought they’d go like the

      Japanese in the 1950s and 1960s and the Koreans in the 1970s and 1980s, emerging in a more or less American/European-style capitalism. Sony and Toyota pretty much do what we do only slightly

      better. So we had a basis for thinking China and Brazil, they’ll get richer and richer and then they’ll do what we do, have a stock market, big corporations, chief executives and

      have companies like Heinz or Nestlé. We thought they’d end up looking like us, but actually we’ll end up looking like them.


    


  




  The thing about BRIC-style capitalism, he argued, is that it’s much harder to understand how things get done. It’s like a club and ordinary punters aren’t

  allowed to know the address let alone the membership criteria. In Russia, Dmitry Medvedev goes from running Gazprom to being president. Putin goes from president to prime minister but remains in

  charge. So what exactly is the relationship between the company and the Russian state?




  ‘If you want to build a tin mine in Russia it’s no good just being good at tin mining,’ Lynn believes:




  

    

      Who cares? Anyone can do that. You’ve got to know the right person in the Party. Same in China – you have to know the right people, take them out to the right

      dinners and marry your son to the right daughter – which we don’t really do in this country. Here we have – you want to build a chip factory? What’s your business plan?

      And yet that may not last. We will have a semi-nationalized banking system for quite a long time. If you need access to capital you will need political friends and that might mean making

      donations or building factories in marginal constituencies. We assumed a necessary condition of wealth and maturity is that you arrive at a liberal capitalism model with companies that operate

      to a set of ideas and values and are roughly held accountable by society. In fact it may go the other way.


    


  




  * * *




  To an extent we have been here before – in nineteenth-century America with the rule of the Robber Barons. Even if their once mighty empires now look like small fry

  compared to Abramovich and Mittal, Andrew Carnegie, John D. Rockefeller, Cornelius Vanderbilt, John Jacob Astor and JPMorganChase set the course for today’s billionaires. If the Russians

  engage in dubious share dealings, so did they. If Mittal fights vicious merger battles, so did they. If today’s tycoons have an uneasy relationship with government and a terrible relationship

  with their workforce, so, of course, did they.




  They created their wealth through the same swift opportunism, taking advantage of the massive industrialization and rapid technological advances spreading across nineteenth-century America. Half

  of them made their fortunes in the railways, and the secret of their success was acquiring land from the US government for free – an early version of loans-for-shares and something that was

  as close to a licence to print money as Russian president Boris Yeltsin’s share issue.




  These days Carnegie, Morgan, Rockefeller and Vanderbilt are familiar names even to those who care little about economic history. Vanderbilt started out as a poor Staten Island farmer boy, then

  built an enormous fortune in steamships and railroading. Rockefeller, the son of a travelling salesman, forged his mighty Standard Oil by undercutting rivals thanks to secret rebates from the

  railroads bringing oil into his home state of Cleveland. They lived in, and arguably created, the period in US history dubbed the Gilded Age by Mark Twain.




  Having amassed huge personal fortunes, these billionaires certainly engaged in extensive philanthropy, but they weren’t exactly giving all their money away. Carnegie built Dungeness, a

  59-room Queen Anne-style mansion, on Cumberland Island, just off the coast of Georgia. Morgan owned several yachts and, legend has it, when asked about the cost of maintaining them replied,

  ‘If you have to ask the price, you can’t afford it.’ Vanderbilt preferred to splurge money on racehorses.




  Their unethical and often illegal business practices so incensed the US journalist and historian Matthew Josephson that he dubbed them the Robber Barons after a group of feudal lords who charged

  exorbitant tolls to ships sailing up and down the Rhine, using soldiers, steel chains and castles to enforce their monopolies. His 1934 book, called simply Robber Barons, outlined their

  history thus:




  

    

      The barons had such great panache with their private palace cars on rails, their imitation Renaissance castles and their pleasure yachts – one of which JPMorgan

      defiantly christened the Corsair. The expanding America of the post-Civil War era was the paradise of [these] freebooting capitalists – untrammeled and untaxed. They demanded

      always a free hand in the market, promising that in enriching themselves they would ‘build up the country’ for the benefit of all the people. The Americans of those days had no time

      for the arts of civilization but turned as with a single impulse to the huge tasks of developing their continent . . . All of this was achieved in a climactic quarter-century . . . with much

      haste, much public scandal and without plan under the leadership of a small class of parvenus. Theirs is a story of a well-nigh irresistible drive toward monopoly, which the plain citizens,

      Congress and presidents opposed – seemingly in vain.


    


  




  Only three times over the twentieth century has 5 per cent of America’s national income gone to families in the richest one-hundredth of a per cent, according to the economists Emmanuel

  Saez at the University of California, Berkeley and Thomas Piketty at the Paris School of Economics: in 1915 and 1916, as the Gilded Age was ending; briefly in the late 1920s, before the

  stock-market crash; and most recently at the beginning of the twenty-first century.




  In the first two cases, such over-centralized wealth and power caused governments to act. The Robber Barons’ empires were broken up by the Sherman Antitrust Act, which was passed in 1890

  but found its form at the beginning of the twentieth century. By 1900, for instance, John D. Rockefeller’s Standard Oil controlled over 90 per cent of the refined oil in the United States,

  could set prices to maximize profits and could bludgeon suppliers into cutting costs. On 15 May 1911 Rockefeller was on the golf course when he was told that the Supreme Court had found the firm

  guilty of anti-trust violations and had ordered it to be broken up. So vast was Standard Oil’s monopoly that the resulting 34 companies included giants like Exxon, Amoco, Mobil and

  Chevron.




  The Act remains on the statute books in the US, just as anti-monopoly legislation exists in most Western countries. These should be bulwarks against the excessive power of the super-rich should

  they attempt price-fixing or cartel-style behaviour – which critics say they already are. In September 2009, for instance, ArcelorMittal in South Africa and two other steel producers were

  accused of ‘cartel activity, which involved price-fxing’ by South Africa’s Competition Commission – which said it would seek huge fines of as much as 10 per cent of revenue,

  as the price-fixing came at a time when South Africa was spending R787 billion ($102 billion) over three years on power, rail and road projects preparing to host 2010’s World Cup.




  What’s different today, however, is the international nature of this oligarchy. As the furore over the non-domicile tax rate has shown, many of these individuals have no concern for the

  nation state – they can simply move to another of their houses in some other country or some other continent and carry on business as usual.




  According to Frederico do Valle, lead consultant in wealth management at Capgemini Financial Services:




  

    

      Ultra high net worth individuals – people with $30 million or more in investable assets – are becoming more globe trotting due to the regulatory environment and

      now that’s impacting their view of where they live. They don’t want to commit to one nation. We have a client who lives on his boat and he just moves around because he doesn’t

      want to be stuck in one tax jurisdiction permanently.


    


  




  Yet, instead of passing laws restricting the super-rich – as with the Sherman Act – national governments have ignored, supported or actively rescued these vast

  multinational monopolies, with their wealth still unscrutinized and unassailable. And the threat is greater: in 1890 peak oil was inconceivable. Now we’re conscious that oil and mineral

  wealth is finite. The scramble to impress rather than regulate shows that few nation states tower above the super-rich in terms of the power they can exert. Bill Gates’s personal wealth

  outstrips the GDP of Lithuania, Sri Lanka and Kenya; Lakshmi Mittal is ahead of Jordan and Cameroon; while Chinese billionaire Li Ka-shing tops Zambia, Jamaica and Uganda.




  Even non-governmental organizations (NGOs) like Global Action on ArcelorMittal – a coalition of community and environmental groups from around the world working to get ArcelorMittal to

  invest in pollution prevention and health and safety at its steel mills and coal and iron ore mines – is worried that the company’s response might be to just up and leave troublesome

  countries.




  ‘The problem with these huge personally run companies is that they are stronger than any one country,’ the NGO’s co-ordinator Sunita Dubey explains. ‘That’s how

  Lakshmi Mittal secures loans from public banks and huge favours from governments.’




  And their power over those governments is not just the threat of unemployment. ‘The weaponization of Russia’s oil revenues poses the most serious threat to Western security,

  especially since [the companies of] many oligarchs are used as fronts to conceal the Kremlin’s actions,’ according to Kim Zigfeld, a New York City-based writer who publishes her own

  Russia speciality blog and writes about the country for US media outlets. She continues:




  

    

      Obviously, Russia’s ability to threaten economic warfare depends almost entirely on the price of oil, but we should not be entirely sanguine when we see that price

      fall. It backs Russia into a corner, inducing it to begin to play nasty hardball in the style of the old USSR. I see the recent gas cut-offs in Ukraine not as an attack on Ukraine itself,

      though Russia doubtless has designs on it just as it has on Georgia, but as an effort to destabilize markets and squeeze more money out of Europe. Russia has the same interest in destabilizing

      the Middle East, to drive up the price of oil, and its action in Georgia indicates clearly the lengths it is prepared to go to in order to vent its spleen.


    


  




  Zigfeld is referring to the disputes, in March 2005, over prices paid by Russia to send its gas to Europe through the Ukraine’s pipeline system which led to Putin’s

  government cutting off all gas supplies to Ukraine on 1 January 2006. Eventually, four days later, the supply was restored, and an agreement hashed out between the countries.




  A second dispute in October 2007 over gas debts led to a reduction in gas supplies and, during the last months of 2008, fresh tension led to 18 European countries reporting major falls or

  cut-offs in their gas supplies from Russia. In a bid to stabilize the situation, the IMF, the World Bank and the European Bank for Reconstruction and Development (EBRD) agreed a loan of $1.7

  billion to help the Ukraine provide stable supplies of gas to Europe.




  In 2009, Britain’s energy demand hit 59 gigawatts – over 45 per cent of which was supplied from North Sea gas with 35 per cent from coal, 15 per cent from nuclear energy and the rest

  from a variety of sources. Assuming modest economic growth, The Economist estimates the country will need around 64 gigawatts to cope with peak conditions by 2015. Meeting that demand could

  be a problem.




  North Sea gas has served Britain well over the years but its supply peaked in 1999. Since then the flow has halved. By 2015 it will have dropped a further two-thirds. By 2015, four of

  Britain’s ten nuclear power stations will have shut and no new ones will be ready for years. As for coal, Britain will be breaking just about every green promise it has ever made if it is

  using anything like as much as it does today. Renewable energy sources will help, but these can be on-off forces and won’t easily replace more predictable gas, nuclear and coal power in their

  current technological form. There will be a shortfall – perhaps of as much as 20 gigawatts. This will, most likely, be met by imported gas – the largest and easiest supplier of which is

  Russia.




  Lord Cameron of Dillington, a farmer and the first head of the Countryside Agency, was commissioned to explore the effects of an all-out four-day oil embargo as experienced by Ukraine in 2006.

  His scenario imagined a sudden shut-down, so that petrol already in the system was all that was left. By the end of day one, he predicted, there would be panic buying and stocking up of shelves

  – thus emptying supermarkets quicker than the feet of lorries, with their dwindling fuel supplies, could replenish them. By the end of day two, shops would be almost empty, and by day three

  – well, Lord Cameron coined the phrase ‘nine meals from anarchy’.5
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