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FOREWORD

Andrew Harrop and Ulrich Storck

As elections approach, politics often narrows in its focus.
Vision tends to extend little beyond voters” doorsteps.

Of course political parties need to address people’s imme-
diate concerns, but they also have a duty to inspire: to make
big arguments about how a particular political creed will
address the world that’s coming. In recent years the need for
progressive political visions has often been proclaimed; but
politics has remained reactive to day-to-day demands and
preoccupied with small-scale policy.

This pamphlet not only reminds us of the negative impacts
of rising inequality for the quality of our lives, it also shows
how these are linked to one of the fundamental challenges
facing humanity today: climate change. Global warming has
been at the margins of both the British Labour party’s intel-
lectual debate in opposition; and the coalition’s programme
in government, despite prime minister David Cameron’s
pledge to lead “the greenest government ever”. But, as
Richard Wilkinson and Kate Pickett point out, “if we fail to
reverse the policies that have been driving climate change,
we face disaster on a world scale”.

In The Spirit Level, the authors provided the left with the
rigorous evidence base to support the claim we instinc-
tively knew to be true — that inequality is socially corrosive
and more equal societies do better across the board. In A
Convenient Truth they guide us towards a future that is
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environmentally sustainable and that also maximises human
wellbeing. Inequality drives status insecurity, which fuels
the consumerism that is destroying our planet. But the things
we buy aren’t making us any happier: the link between
economic development and real improvements in quality of
life is broken in rich societies.

For real improvements in wellbeing, we need a more equal
society, where community life can be restored, where people
can look each other in the eye again, and we can enjoy the
company of friends and family. As the authors note, “the
most fundamental benefit of reducing the very large differ-
ences in income and wealth which disfigure many societies
is the improvement in the quality of social relations and the
increases in social cohesion”.

Change on the scale the authors demand can’t be achieved
by income transfers. It needs equality to spread deep into
the foundations of our society through economic democracy.
Wilkinson and Pickett highlight existing examples, such as
the compulsory representation of employees on boards in
countries like Germany, which have contributed to a more
democratic corporate life, and call for an expansion of co-ops
and employee-owned companies. The introduction of a
federal minimum wage in Germany this year or the ‘living
wage’ campaign in the UK, constitute steps in the right
direction. But fundamental change can only be embedded if
democratic constraints are intrinsic features of the economic
system. As Wilkinson and Pickett put it: “Rather than being
a revolution, it is a gradual but vital transformation.”

This is a pamphlet that provides a bold and optimistic
vision of a better society, rooted in detailed evidence, with
a series of practical policy steps for how to get there. It
shows that the levels of inequality in society differ widely
even within Europe. Countries could learn from each other
and adopt measures that helped their neighbours to reduce
inequality in their societies. G.D.H Cole — the great sage of
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industrial democracy —lamented that “We are too apt, despite
our will to regenerate society, to regard the present character-
istics...as fixed and unalterable”. Wilkinson and Pickett offer
us hope that politics can provide us with a different future
and that the transition to environmental sustainability is not
only within our grasp, but will be better for all of us.

Andrew Harrop is general secretary of the Fabian Society

Ulrich Storck is the director of the Friedrich-Ebert-Stiftung
in London
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Summary

Although economic development is what has transformed
the real quality of life during the last couple of centuries,
in the rich countries it has largely finished its work. The
evidence shows very clearly that, in the rich countries,
economic growth no longer drives measures of either health
or happiness, adult or child wellbeing.

But it is a remarkable coincidence that, just as this has
become evident, we have also become aware of the envi-
ronmental limits to growth. Though ignored by sceptics, the
scientific evidence on the consequences of carbon emissions
is incontrovertible.

Given our predicament, what is astonishing is that carbon
emissions continue to rise and the world’s politicians
are nowhere near agreement on policies to make the necessary
dramatic reductions. The explanation is that reducing carbon
emissions is seen as an unwelcome belt-tightening exercise.
Moving towards sustainability is regarded as a matter of
reducing the environmental impact of our existing way of life.

This pamphlet shows another path. There are ways of
moving towards environmental sustainability which would
simultaneously bring real improvements in human wellbeing.

It is an important and extraordinarily convenient truth that,
just as higher material standards have ceased to be critical to
raising wellbeing in the rich countries, improving the quality
of social life and the social environment has become crucial.

A growing body of research evidence makes it possible
to track the deep sources of our society’s social and psycho-
logical malaise to crisis levels of self-doubt and insecurity
about how we are valued. As settled communities have
disappeared, we encounter each other as socially exposed,
unknown individuals, whose worth we judge substantially
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from social position. Outward wealth becomes the measure of
inner worth, while status and social position are assumed to
be indicators of intelligence and ability. The larger the income
differences, the stronger the impression that some people are
extremely important and others are almost worthless.

In a fragmented and atomised society, with status differ-
ences augmented by bigger material differences between
people, we are inevitably more prone to status anxieties
and worries about the impression we create in the minds
of others. This feeds directly into consumerism as we try
to communicate our ‘worth’ to each other by cloaking
ourselves in the symbols of money, status and success.
Inequality makes money even more important as a marker
of what you are ‘worth’.

Greater equality is then a key objective, not only because it
reduces social dysfunction and improves health and wellbe-
ing, but also because it makes it possible to overcome some
of the main obstacles to sustainability. The most important
of these is consumerism, which, driven by status competi-
tion, intensifies the demand for ever higher incomes and
leads people to see sustainability simply as a threat to living
standards.

Another link between greater equality and achieving
sustainability comes from the fact that community life is
much stronger in more equal societies and people are much
more likely to feel they can trust each other. Populations
become more public-spirited and have a stronger sense of
the public good. If the modern world is to move towards an
environmentally sustainable way of life, it means acting as
never before on the basis of the common good, indeed the
good of humanity as a whole.

To counter the take-off of top incomes which has been the
main driver of increasing inequality, we need to build effec-
tive democratic constraints permanently into the economic
system. If greater equality were to depend primarily on the
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redistribution of income, with pre-tax income differences
undiminished, it would remain vulnerable. Redistribution
through taxes and social security benefits can be undone at
the stroke of any new government’s pen. But increases in
economic democracy ensure that greater equality is more
deep-seated in the fabric of society.

In order to achieve this, the democratisation of the economy
needs tobe a publicly recognised political objective, advocated
and defended by all progressive politicians as the next major
step in human emancipation. We need to create a popular
understanding that this is part of a transition to a sustainable
future capable of achieving a higher quality of life than is now
possible. Rather than being a revolution, it is a gradual but
vital transformation which should include the following steps:

@® Require, by law, that all except the smallest companies
should have employee representatives on company
boards and remuneration committees. The proportion of
employees on these bodies should be higher in compa-
nies with larger numbers of employees.

® The proportions of employee representatives on
company boards and remuneration committees should
be set to increase over time, moving eventually to major-
ity control and beyond. This could be achieved by requir-
ing that a small proportion of shares be transferred each
year to employee-controlled trusts.

® Before making either of these a legal requirement,
conformity with provisions such as these could be made
a condition of gaining public sector contracts or lower
corporation tax rates.

@® A major obstacle to the development of this sector is
the lack of knowledge of these models among profes-
sional legal and financial advisers. The Department for
Business, Innovation and Skills should promote a single
route to employee ownership and establish the necessary
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legislative support. The department should also provide
a training and advice service on how to set up employee
owned and co-operative companies.

® A government should work out a complete package of
measures to grow the democratic sector, complete with
tax incentives, sources of advice and support, ready-
made rules of governance and sources of finance.

@® The constitutions of employee-owned and co-operative
business should in all cases be designed to prevent employ-
ees selling their companies back to external shareholders.

® Employees taking on new roles on company boards
would need a variety of options for training in areas
such as management, business law, accountancy and
economics. Options should range from some of the learn-
ing schemes designed to prepare school governors, to
the provision of master’s degrees to which people could
be seconded

@® Set up an internet portal to help people to do their
shopping from democratic businesses and introduce a
‘democratic company’ logo, modelled on the “fair trade’
example, to increase the visibility of these companies.

What matters most for reducing inequality is the strength
of progressive politics as a countervailing voice in society.
Sometime after the late 1970s the political left lost its convic-
tion that a better form of society was possible and left the
way open for the rise of neoliberalism. It is now urgent that
progressive forces in society should clarify an inspiring
view of a future society which is not only environmentally
sustainable, but in which the real quality of life is better for
the vast majority.

xvil






INTRODUCTION

ince the 1980s, progressive politics has been rudderless.

Having lost its vision of how to create a qualitatively

better society for everyone, radical politics has lacked
idealism, a sense of purpose and the ability to inspire. As a
result, politicians seem driven mainly by short-term expedi-
ency, and great swathes of the population regard politics as
not worth thinking about.

But there has never been such a crying need for a bold
vision of the future. If we fail to reverse the policies that
have been driving climate change, we face disaster on a
world scale. Adverse trends have been visible for some
time, the direction of change is beyond doubt and the main
causes are understood.

Yet most of us shut our eyes to the problem. Moving
towards sustainability looks like nothing so much as an
unwelcome invitation to live in an impoverished version
of our current reality. With the exception of more efficient
new technology which saves us money, reductions in carbon
emissions are seen as threatening many of the pleasures in
life - from holiday flights to air conditioning. The environ-
mental policies which we need have little chance of gaining
popular support in societies dominated by consumerism, in
which success means getting richer, and in which we are all
manipulated by corporations hell bent on profit and expan-



A Convenient Truth

sion regardless of the consequences. We clearly need to find
another approach.

Part of what blinds us to alternatives is that we see rich,
developed societies as the peak of human achievement. But
the truth is that, despite historically unprecedented levels of
comfort and plenty, our societies have many serious social
failings and are not efficient producers of wellbeing. People
experience much of life as stressful and many, particularly
teenagers and young adults, are dogged by self-doubt and
low self-esteem. Each year about a quarter of all British
adults suffer some form of mental illness — particularly
depression, anxiety disorders, and drug or alcohol addic-
tion. Our prisons are full and overcrowded. Children face
high rates of bullying at school. Self-harm - particularly
among teenage girls — is rife. Low social mobility means that
children’s life chances, far from being equal, are marked by
major injustices. And, although research on both health and
happiness shows the crucial importance of a fulfilling social
life, community life in most areas varies between poor and
non-existent. Many people feel isolated and most do not
feel that the pleasure of spending free time with a group of
friends is there for the taking.

So the task for everyone with any concern for the current
and future welfare of humanity, is to think through how we
can combine sustainable economic systems with genuinely
higher levels of wellbeing.

This task is less difficult than you might expect. The key, as
this pamphlet will show, is that the wellbeing of populations
in the rich societies now depends less on further advances in
material standards than on improving the quality of social
relations and community life. Improvements in health,
happiness and other measures of adult or child wellbeing are
no longer linked to economic growth.



Introduction

A growing body of research evidence makes it possible
to track the deep sources of our society’s social and psycho-
logical malaise to crisis levels of self-doubt and insecurity
about how we are valued. As settled communities have
disappeared, we encounter each other as socially exposed,
unknown individuals, whose worth we judge substantially
from social position. Outward wealth becomes the measure
of inner worth, while status and social position are assumed
to be indicators of intelligence and ability. The effect is that
bigger inequalities in material circumstances — in housing,
cars, jobs, education — create bigger differences in social
worth and bigger social distances. The larger the income
differences, the stronger the impression that some people are
extremely important and others are almost worthless.

What this means is that the greater the inequality, the
more stressful social contact will seem and the more people
will start to withdraw from community life. A great deal of
research now testifies to the strong connection between soci-
eties having larger income differences and weaker commu-
nity life. Indeed, the most fundamental benefit of reducing
the very large differences in income and wealth which disfig-
ure many societies is the improvement in the quality of social
relations and the increases in social cohesion.

Because smaller income differences reduce the impor-
tance of status differences, they also reduce the consumer-
ism which status insecurity intensifies. This is especially
important because consumerism is such a major obstacle to
sustainability. From the perspective of both human wellbe-
ing and the environment, we have to replace socially and
environmentally destructive status competition with the
more affiliative social relations and community life which
human wellbeing requires.

How then, can income and status differences be reduced?
There is, as we will show, ample evidence that the big changes
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in inequality reflect the shifting balance of political and ideo-
logical forces in societies rather than changes in impersonal
market forces. We argue that the best way of building more
equal and sustainable societies is to extend democracy into
the economic sphere, so making income differences within
organisations more sensitive to democratic pressures.

Where ranking systems and status divisions are strongest,
and where the biggest income differences are created, is in
business — particularly in large private sector corporations. If
you look at the studies comparing different business models,
it turns out that more democratic models tend to have higher
productivity. They also tend to be more congenial places to
work. This is true of companies with employee representa-
tives on the board (a legal requirement in many European
countries) as well as of companies which are either employee
co-operatives or fully employee-owned. More democratic
companies typically have much smaller pay differences
within them. For this and a number of other reasons, we
believe that they may provide the best foundation on which
to create a permanently more equal and sustainable society.
Indeed, we see the extension of democracy into economic
institutions as the next major step in the long project of
human emancipation



1: THE BIG PICTURE

point in human history. Although economic develop-

ment is what has transformed the real quality of life
during the last couple of centuries, in the rich countries it has
largely finished its work. The evidence shows very clearly
that in the rich countries economic growth no longer drives
measures of wellbeing.

As an example, Figure 1 shows the relation between life
expectancy and national income per head for countries
at all stages in economic development. It shows that life
expectancy rises rapidly in the early stages of economic
growth and then gradually levels out until, among the rich-
est countries, the relationship becomes horizontal and any
connection is lost.

This is not a ‘ceiling effect’ as we reach the limits of human
life expectancy. That can be ruled out because longevity is
continuing to rise as fast as it did during other periods over
the last century: we still gain two to three years of life expec-
tancy with every decade that passes. What has happened is
that the relationship between life expectancy and economic
growth has been broken. Even when you look at changes over
periods of time as long as 40 years, there is little or no correla-
tion between national income per head and life expectancy.!

The developed countries have reached a major turning
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The Big Picture

Very similar patterns can be seen if you look at measures
of happiness and wellbeing — rapid rises in the early stages
of economic development are followed by a levelling out as
countries get richer. What the data is telling us is a simple
but fundamental truth: that for people in less developed
countries, where many do not have access to basic necessi-
ties, economic development and rising material standards
remain important drivers of wellbeing. But for people in the
rich countries, having more and more of everything makes
less and less difference.

Essentially this is a process of diminishing returns to
increases in income which would inevitably appear at some
point in the long course of economic development. Having
more makes a bigger difference to those who have least.

At the same time, environmentalists have shown in one
developed country after another, that measures of economic
welfare — which, like the Genuine Progress Indicator, subtract
the many negatives (like car crashes and costs of air pollu-
tion) from national income — no longer rise with national
income per head. But it is important to remember that, even
if economic growth had fewer negative consequences, this
would not mean that economic growth would continue to
increase levels of wellbeing for us as it did for previous
generations. The limit to increased human wellbeing from
continued rises in income is more fundamental than that.

The environmental limits of growth

It is a remarkable coincidence that, just as it has become
evident that economic growth has largely finished its work in
transforming the quality of human life in the rich countries,
we have also become aware of the environmental limits to
growth. Though ignored by sceptics, the scientific evidence
on the consequences of carbon emissions is incontrovertible.
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In May 2013, carbon concentrations in the atmosphere (meas-
ured at Mauna Loa in the middle of the Pacific to avoid the
influence of local pollution) surpassed 400 parts per million
(ppm) for the first time. That is 40 per cent higher than
before industrialisation — and higher than humans have ever
breathed before.

For those who find it hard to imagine how human activity
can change the climate, it is worth remembering that if you
take a desktop model of the globe one foot in diameter, 95
per cent of the atmosphere would lie within a layer round it
of only about a quarter of the thickness of a credit card.

The separate contributions to the increased carbon in
the atmosphere from each of the main sources — the use of
oil, coal and natural gas, from forest clearance and cement
production — are well known; and global warming is a
predicted and inescapable consequence of rising levels of
carbon dioxide and other greenhouse gasses which allow
the sun’s rays in, but prevent some of the heat they gener-
ate escaping back into space. Meticulously plotted graphs
from key agencies such as NASA show CO, concentrations
and global average temperatures rising almost in lock-step.
Others show the rapid decline in the polar ice-caps and the
rise in sea levels.

In 2007, James Hansen (head of NASA’s Goddard Institute
of Space Studies) and an international scientific team esti-
mated that 350ppm was the safe limit for atmospheric CO,
concentrations if we are to keep the rise in global tempera-
tures below 2C.2 However, it is now clear the 1C rise in
global temperatures which has already taken place is having
consequences more like what had been predicted for 2C.

It looks now as if there is no ‘safe’ limit to the rise in global
temperatures which can be tolerated. In 2009, the Geneva-
based Global Humanitarian Forum, presided over by Kofi
Annan, estimated that, through heatwaves, drought, water
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shortages and flooding, climate change was already causing
300,000 deaths a year and that there were already 26 million
people displaced by climate change. This figure is thought
likely to triple by the 2020s. Ninety per cent of the deaths
were in developing countries rather than in the rich coun-
tries which have the highest carbon emissions per head. The
annual number of deaths was predicted to rise to 500,000 a
year by 2030.

Global warming is proceeding more rapidly than previ-
ously thought. In addition, some of the effects already set in
train by higher CO, levels take long periods of time to come
through, so that even if we immediately stopped further
increases in CO, emissions, sea level rises (currently increas-
ing at a rate of around 3mm per year) and climate change
will continue into the distant future. It is estimated that
to stabilise atmospheric concentrations of CO, the carbon
emissions caused by global human activity would have to be
reduced by 80 per cent on 1990 levels.*

The environmental crisis is, however, more than climate
change. As Clive Spash points out, it is also soil erosion,
deforestation, water salinisation, the systemic effects of
insecticides and pesticides, toxic chemical waste, species loss,
acidification of the oceans, decline of fish stocks, hormone
discharges into the water supply, and so on.>

However, the failure to reduce carbon emissions means that
many climate scientists believe that we will soon be locked
into the devastating consequences of 4C of global warming
by 2060 — when present-day school children reach middle age.
Given our predicament, what is astonishing is that carbon
emissions continue to rise and, despite the scientific evidence,
the world’s politicians are nowhere near agreement on poli-
cies to make the necessary dramatic reductions.

The explanation is that reducing carbon emissions is seen
as an unwelcome belt-tightening exercise. In most people’s
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minds it would mean policies such as carbon taxes and
reduction in levels of consumption which would threaten
our incomes and material standards. The problem is seen
as one of preserving lifestyles as far as possible in the face
of the threatening implications of climate science. Moving
towards sustainability is regarded as a matter of reducing
the environmental impact of our existing way of life. Hence,
new technologies such as low emission car engines and
environmentally-friendly light bulbs are welcomed only if
they reduce costs and so increase our real incomes.

The proper response to this situation is to think whether
there are ways of moving towards environmental sustaina-
bility which would simultaneously bring real improvements
in human wellbeing. The question of how we can make
further improvements in human wellbeing is also posed
by the evidence we have discussed showing that economic
growth no longer improves wellbeing in the richest coun-
tries. Do our societies and way of life really mark the summit
of human wellbeing or are there new avenues of human
progress to be explored?

The future we need

For the political left, socialism was a conception of a soci-
ety which would produce a qualitatively better way of life
for the vast majority. It was an ideal that inspired many to
devote their lives to gaining political change. However, we
know what happened to the socialist experiment — the prob-
lems which led to restrictions on freedom and democracy,
the inefficiency of state planning and the way governments
felt it necessary to protect themselves with secret police.

But there has never been a more important time to look
at what possibilities the future might offer us. This is not
only because of the need to move towards sustainability, the

10



The Big Picture

uncoupling of growth and wellbeing, or because — as envi-
ronmentalists point out — ‘business as usual’ is no longer a
viable policy for the future. In addition, globalisation is part
of a more fundamental long-term transition from the agricul-
tural self-sufficiency of peasant farmers to a system of world
interdependence, in which we depend for our food, clothing,
technology and information on an integrated worldwide
network of production, consumption and electronic commu-
nication. This coming together of the human race to form
what amounts to a global organism has been likened to the
transition from single celled organisms to the formation of
multicellular organisms.®

Linked to that, our species, which originally emerged
from Africa and diversified as it spread across the world, is
now coming together again. Through international travel,
migration and intermarriage, we are seeing a process which
amounts to nothing less than the reunification of the human
race. It might cause friction from time to time, and there are
of course some who try to put the clock back, but as a step in
human development, the long-term result is both inspiring
and completely unstoppable.

And lastly, the pace of technical change continues to accel-
erate. The seemingly endless innovations coming from areas
such as electronics, bio-engineering and nanotechnology
reconfigure the ground on which our way of life is built.
Used wisely, technical innovation should expand our possi-
bilities, making our societies and way of life more adaptable.

It would be easy to imagine that the more change there
is — technical, environmental or our increasing worldwide
interdependence - the harder it would be to think usefully
about the future. But the truth is that the more change there
is, the more important it is to have a clear idea of where you
want to get to. A boat in a rough sea is continuously knocked
off course and so the helmsman has much more to do than

11
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when sailing in calm water. As our societies are tossed
about by changes which, left to themselves, may threaten
human survival, it becomes crucial to have a clear idea both
of the conditions which need to be met to ensure human
wellbeing and of the kind of society we should be moving
towards to achieve them.
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2: EQUALITY AND THE PATH TO
ENVIRONMENTAL SUSTAINABILITY

uct (GNP) per head can no longer be regarded as even

an approximate measure of a population’s wellbeing,
governments have shown an increasing interest in augment-
ing it with measures of both objective and subjective wellbe-
ing, including health, education and happiness. But merely
measuring health or happiness does not tell us what their
determinants are, or what policies will improve them.

If we are to understand the determinants of health and
happiness, the first issue to clarify is the contrast between
how they are related to income differences within societies
but not to income differences between rich societies. The
contrast can be seen very clearly if we look just at the data
for the rich countries which were shown earlier in Figure 1.
They are presented on their own in Figure 2.

Countries like the USA and Norway are twice as rich
as countries like Greece, Israel and Portugal but levels of
national income per head have no consequences for life
expectancy. There is no suggestion of a relationship between
the two. Contrast this with the very close relationship
between life expectancy and income within societies shown
in Figure 3. It shows small neighbourhoods (electoral wards)
in England and Wales, classified by deprivation.

Partly in recognition of the fact that gross national prod-
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The relationship is almost perfectly graded right across
society. Health improves with each step up the socioeco-
nomic scale. This is the pattern of health inequalities which
can be seen in almost any society when health is shown
arranged by income, education or any other indicator of
socioeconomic status.

But the question here is why should health be so closely
related to income within societies, but not at all to the income
differences between rich societies? In other words, why
the contrast between Figures 2 and 3? This is an important
question because the same contrast is not confined to health.
Richard Easterlin showed that it is also true of happiness.”8?
The explanation of this paradox is that within societies we
are looking at the effects of relative income and social status,
at where we are on the social ladder compared to others in
society. As soon as we recognise that what matters is relative
income and status, the question that arises is what happens
when the income differences between people — between rich
and poor — get larger or smaller. This is the issue we inves-
tigated in our book The Spirit Level.!° Basing our work on
the research from round the world which has accumulated
over the last 35 years, we showed that a wide range of health
and social problems - including infant mortality, mental
illness, violence, teenage births, imprisonment, child wellbe-
ing, obesity, young people’s maths and literacy scores and
social cohesion — are all worse in societies in which income
differences are bigger. We tested this not only among rich
developed countries, but also, to provide a separate test
bed, among the 50 states of the USA. We found that each
of these problems was significantly related to inequality in
both settings. The picture has been significantly strengthened
more recently, showing the effects of inequality are both
widespread and causal.!/ 1213
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Social status

People are sometimes surprised that so many, apparently
quite different, health and social problems are all worse in
more unequal countries. The explanation is that they are all
problems related to social status, becoming more common
lower down the social ladder. So what we are seeing is
simply that problems related to social status within socie-
ties get worse if social status differences are increased. What
is surprising, however, is that greater inequality seems to
make them more common across the whole social spectrum.
Although it makes most difference to the least well off, living
in a more equal society seems to confer some advantage even
on well-educated people with good jobs and incomes.

Two separate pieces of evidence make this clear. First, in a
number of studies it is possible to compare people between
more and less equal societies at each point in the social hier-
archy, classified by incomes or educational level. Those stud-
ies provide a fairly consistent picture, suggesting that the
biggest effects of inequality are lower down the social scale
and get progressively smaller as you move towards the top
of the hierarchy. When colleagues at the Harvard School of
Public Health found how far up the income scale the effects
of inequality went, they likened them to a form of ‘pollu-
tion’.!* The explanation seems to be that inequality changes
the whole social fabric, increasing status competition and
reducing trust and social cohesion right across societies.

The second reason for thinking that inequality does not
just affect the poor, is that the differences in performance
between more and less equal societies are much too large to
be attributed to a poor minority alone. The health and social
problems we looked at are all between twice as common
and 10 times as common in more unequal societies. That the
differences are so large is simply because we are all affected.
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This fact helps us explain why so many health and social
problems become more common at each step down the
social ladder. The most common view is that social mobility
represents a kind of sorting processes, so that people who
are more vulnerable to ill health, drug problems, violence or
mental illness, end up moving down the social ladder. But
sorting people would not, in itself, make any characteristic
more or less common in the population as a whole. That these
problems are more common in societies with bigger income
differences implies that they are substantially responses to
social status differentiation itself. In other words, rather than
thinking that a given proportion of the population have some
vulnerability to physical or mental illness, to drug addiction
or to violence, and that they drift downwards in society, the
dramatic effects of more inequality on overall rates of these
problems in society shows that it is the extent of status differ-
entiation itself which makes these problems more common.
These problems have to be understood not as a reflection
of some imagined weakness of people lower on the status
ladder, but as common effects which low social status has on
human beings. Indeed they seem to be evolved responses to
low social status which are part of all of us.

We are all affected by income differences more intimately
than we realise. Living in a society where some people are
very highly valued and seem so important, while others are
regarded as almost worthless, makes us all more worried
about how we are valued, whether we are respected or
regarded as inferior. Inequality increases what psycholo-
gists have called the ‘social evaluative threat’ — our worries
about how others judge us. By increasing status competition
and status insecurity, a society with bigger income differ-
ences increases all the problems to do with self-confidence
and low self-esteem. That is almost certainly why socie-
ties with bigger income differences between rich and poor
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are less cohesive and have weaker community life. The
increased social evaluative threat means that people start to
feel that social contact is more of an ordeal than a relaxing
and pleasurable experience.

There are two, almost opposite, responses to increased
worries about social evaluations. One is an increase in social
anxiety, lack of confidence, low self-esteem and depression,
as people succumb to feelings of inferiority. The other, very
different, reaction is a kind of self-aggrandisement and
narcissism, as people try to present a positive view of them-
selves. Instead of being modest about their achievements and
abilities, they start to flaunt and exaggerate them, talking
themselves up, almost as a kind of self-advertisement.

The data shows both these patterns in action. People in
more unequal societies suffer more status anxiety at all levels
in the social hierarchy. They also have higher rates of depres-
sion and suffer more from other mental illnesses.!® 1718 In
addition, American data shows that narcissism rose during
the 1980s and 1990s when income differences increased most
rapidly.’ And people go in for more of what psychologists
call “self-enhancement’ in more unequal societies. When
an international team asked people to rate themselves on
a number of positive criteria, a much higher proportion of
those in more unequal societies thought they were better
than their national average.? Perhaps this is why a much
larger majority of Americans than Swedes think they are
better drivers than average. Social anxiety and self-enhance-
ment are both understandable responses to an increased
social evaluative threat.

Our human sensitivity to these kinds of worries was
demonstrated very clearly in a study which assessed stress
responses among people exposed to a range of different tasks
and situations. Sally Dickerson and Margaret Kemeny, two
psychologists at the University of California, Los Angeles,
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put together the data from over 200 studies in which volun-
teers had their levels of stress hormones measured while
they performed various tasks deigned to be stressful. These
studies were set up by psychologists trying to understand
how we are affected by stress. Different experiments used
different ways of inducing stress in volunteers. For exam-
ple, some were asked to do mathematical problems; others
to write about an unpleasant experience they had, and still
others were videoed while doing things. Dickerson and
Kemeny went through the results gleaned from all these
different studies to see what kinds of task most reliably
increased levels of the central stress hormone cortisol (meas-
ured in saliva or blood). Their conclusion was that we are
particularly sensitive to “tasks that include social-evaluative
threat ... threats to self-esteem or social status, in which
others could negatively judge performance”.?!

In short, we worry about how others judge us — afraid of
making fools of ourselves or doing anything which would
make others think less of us — and we easily become self-
conscious and feel awkward if we fear being seen negatively.
It is these kinds of social anxieties which lead people to
withdraw from social life in societies with more inequal-
ity, and explain why greater inequality is associated with
weaker community life. It also explains why violence (as
measured by murder rates) has repeatedly been shown to be
more common in more unequal societies.?? The link is that
where we judge each other more by status, people become
more sensitive to loss of status and to the common triggers
of violence such as disrespect, humiliation and loss of face.
The tragedy is that by exacerbating all the effects of status
insecurity, inequality cuts us off from the human company,
friendship and community life, which ought to be a major
part of our wellbeing and happiness.
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Community life and the importance of social relationships

We showed earlier that the rich countries have largely
come to the end of the real benefits which economic growth
can bring to human wellbeing. If we are to continue to
raise standards of wellbeing, we now have to look beyond
economic growth. But just when material standards have
ceased to be critical constraints on wellbeing, so the qual-
ity of social relationships and the social environment have
become critical.

Just as it once took studies of crude outcomes like weight
gain to show that, as well as feeding, babies also need loving
contact and interaction with a parent, it looks as if it now
takes studies of death rates to remind us of the social needs
of adults. At some level we all know that wellbeing depends
on social relationships, on friendship, on everything from
close relationships to the quality of community life. A study
which combined the data from 148 studies of friendship and
health found that whether or not you have good friendship
networks is at least as important to survival in a follow-
up period as whether or not you smoke.? Experiments in
which volunteers have been given a measured exposure to
common cold viruses found that people with fewer friends
were four times as likely to catch colds.?* Other experiments
have shown that wounds heal faster among those who have
a good relationship with their partner.? The causal processes
centre on the biology of stress and our sensitivity to the qual-
ity of relationships: good relationships are relaxing and bad
relationships or isolation are very stressful.

Unsurprisingly, a large body of research shows that the
quality of social relationships is also essential for human
happiness and wellbeing.?®?” The richness of our social
connections, from intimate relationships to friendship and
the strength of community life more widely, have all been
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shown to make important contributions. A study using three
sets of survey data, an international one, another for the
USA, and one for Canada found that “marriage and family,
ties to friends and neighbours, workplace ties, civic engage-
ment (both individually and collectively), trustworthiness
and trust: all appear independently and robustly related to
happiness and life satisfaction”.?® Findings such as these are
now plentiful and, since Richard Layard’s book on Happiness
in 2005, they are now more widely recognised.?’

The importance of social relationships is, again, a truth
that at some level we knew anyway, even without the
benefit of research. Few are unaware that one of the most
common traumatic experiences is the emotional impact of
the break-up of a close relationship, and of course when a
child comes home after a first day at a new school, the first
question a parent will ask is “did you make friends?”

It is an important and extraordinarily convenient truth
that, just as higher material standards have ceased to be
critical to raising wellbeing in the rich countries, improv-
ing the quality of social life and the social environment
has become crucial. The reasons why social life is, as we
have seen, now critical are easy to see. The communities in
which older people grew up were still remarkably stable.
But during the last 50 years or so, geographical mobility
has meant that people no longer remain in the same neigh-
bourhoods, towns or cities in which they grew up, know-
ing many people for long spans of their lives. Not only has
community life suffered as a result, but so have family rela-
tionships. After leaving home, people have less contact with
parents and siblings than they used to, and contact with
uncles, aunts and cousins is often confined to weddings
and funerals. Increases in geographical mobility have also
made it harder to keep up with former school friends. No
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longer surrounded by — and knowing ourselves through
- long-term social relationships, we have become more
vulnerable to worries about how we are seen and judged,
whether by passing acquaintances or complete strangers.

Inequality and sustainability

In a fragmented and atomised society, with status differences
augmented by bigger material differences between people,
we are inevitably more prone to status anxieties and worries
about the impression we create in the minds of others. This
feeds directly into consumerism as we try to communi-
cate our ‘worth’ to each other by cloaking ourselves in the
symbols of money, status and success. Inequality makes
money even more important as a marker of what you are
‘worth’. As a result, people in more unequal societies work
longer hours,*” save less and get into debt more.?!"32 As has
been seen, international research shows that where income
differences are wider there is more status insecurity right
across society.3*3* As we use outward wealth as a measure
of inner worth and judge each other more by status, money
inevitably becomes more important as a means of showing
your value.

Consumerism is not as happy an activity as the advertisers
would have us believe. Rather than being associated with
wellbeing, psychological studies suggest that it is driven by
status insecurity. A recent survey of the findings of over 250
studies of wellbeing and whether people had a ‘materialistic’
and consumerist orientation found “a clear, consistent nega-
tive association between a broad array of types of personal
wellbeing and people’s belief in, and prioritization of, mate-
rialistic pursuits in life.”3* The connection between mate-
rialism and lower wellbeing seemed to involve “negative
self-appraisals” as well as “low levels of satisfaction of needs
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for autonomy, competence, and relatedness”. The evidence
also shows that those who get into serious personal debt,
particularly those who use pawnbrokers and moneylenders,
suffer high rates of common mental disorders.® Informed by
large numbers of studies in the research journals serving
the marketing and fashion industries, advertisers exploit
the links between status insecurity and consumerism relent-
lessly. Greater equality is then a key objective, not only
because it reduces social dysfunction and improves health
and wellbeing, but also because it makes it possible to over-
come some of the main obstacles to sustainability. The most
important of these is consumerism, which, driven by status
competition, intensifies the demand for ever higher incomes
and leads people to see sustainability simply as a threat to
living standards.

Status competition is of course a zero sum game. We cannot
all improve our status in relation to each other: one person’s
gain is another’s loss. So although increases in individual
income improve wellbeing if they move you up the social
ladder, if everyone gets better off together it does nothing to
improve overall wellbeing. In the rich countries it is there-
fore (as the contrast between Figures 2 and 3 makes clear)
no longer legitimate to think that our individual desires for
higher income can be satisfied by economic growth.

Another link between greater equality and achieving
sustainability comes from the fact that community life is so
much stronger in more equal societies and people are much
more likely to feel they can trust others. This means that
people are more public spirited and have a stronger sense of
the public good. Research again shows that people in more
unequal societies are less inclined to help others — the elderly,
those with disabilities or anyone else.3® In effect, greater
inequality decreases reciprocity and makes people more out
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for themselves — regardless of others. If the modern world is
to move towards an environmentally sustainable way of life,
it means acting as never before on the basis of the common
good, indeed the good of humanity as a whole.

There are already signs of the way greater equality can
lead, via an increased awareness of the common good,
towards sustainability. An international survey of the opin-
ions of business leaders included a question about the prior-
ity they accorded to international environmental protection
agreements.’’As Figure 4 shows, business leaders in more
equal countries rate environmental agreements as much
more important than do business leaders in more unequal
countries. Figure 5 shows the same pattern in recycling: more
equal societies recycle a higher proportion of their differ-
ent waste materials. Both these figures are indications that
people in more equal societies are indeed less out for them-
selves and more willing to act for the common good.

These processes have something in common with the
reasons why researchers, using a mathematical model of
Human and Natural Dynamics (HANDY), found that when
societies were faced with environmental resource scarcities,
those divided by large economic inequalities were much
more at risk of collapse than were more equal societies.?

Consumerism is the greatest obstacle to any attempt
to reduce carbon emissions and move towards sustain-
ability. Because it is driven by the status insecurities and
status competition which bigger income differences inten-
sify, any realistic attempt to rein in consumerism has to
start by reducing income differences. Substantial reduc-
tions in income differences are however, not only central
if we are to move towards sustainability, but they are
also crucial to attempts to improve the social environ-
ment and make further improvements in human wellbeing.
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The rest of this pamphlet explores how we can make changes
which will, in themselves, not only improve the quality of life
and ease the transition to sustainability, but will also bring
the additional benefits of reduced inequality.



3: A COUNTERVAILING FORCE

20 per cent of the population in the UK is around

twice as high as it is in the more egalitarian of the
rich developed market economies — including most of the
Scandinavian countries. Before discussing policies which
might reduce income differences, we should look briefly at
what has driven the main changes in income distribution in
the past.

Figure 6 shows the long-term trends in income inequal-
ity in various developed countries during most of the 20th
century. The broad pattern shown there is much the same
across the developed world. Inequality was high until the
1930s when a long decline in inequality starts. The timing
of the start of the decline varies by 5-10 years from country
to country and from one measure of income inequality to
another. Inequality continues to decrease until sometime
in the 1970s. But from around 1980, or a little later in some
countries, inequality starts to grow again until, by the early
21st century, some countries have returned to levels of
inequality not seen since the 1920s.

This pattern reflects first the strengthening, and then the
weakening, of the labour movement during the 20th century. If
you take the proportion of the labour force in trade unions as a
measure of the strength of the labour movement’s power as a

The ratio of the incomes of the top to the bottom
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Figure 6: Trends in the income share of the richest 1 per cent in selected countries
Source: The World Top Incomes Database: http://topincomes.g-mond.parisschoolofeconomics.eu
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countervailing voice and force in society, the relationship with
inequality is very clear. Figure 7 shows the relation between
inequality and the proportion of the labour force in trade unions
in 16 OECD countries at various points btween 1966 and 1994.%

As trade union membership declined (to the left), inequal-
ity increased. Data on trade union membership for single
countries over time during the 20th century confirms this
relationship. As an example, Figure 8 shows that inequality
declined in the USA as trade union strength increased and
rose when trade union strength declined.*’

However, the connection between trade union membership
and inequality should not be seen as if it were simply a reflec-
tion of what trade unions do for the wages of their members.
Instead the relationship indicates the strengthening and then
the weakening of the ideological, political and industrial
influence in society of progressive politics as a whole. What
mattered was its strength as a countervailing voice in society.
Accompanying that was of course also the fear of communism:
when introducing the New Deal during the 1930s depres-
sion, President Roosevelt said it was necessary to “reform in
order to preserve” the system. Although up to the end of the
1960s, communist central planning was often thought to be —
despite its other faults — more efficient, with faster economic
growth rates (even according to CIA estimates), that view was
completely reversed during 1970s and 1980s.

The rise in inequality since around 1980 is largely attribut-
able to the political power of the neoliberal ideology which
came in with Reagan and Thatcher. Legislation was passed to
weaken trade union power, utilities were privatised and top
tax rates dramatically reduced. One of the effects of halving
top tax rates from above 80 per cent was paradoxical. You
might expect that if the rich were left with so much more after
tax, that this would moderate their efforts to increase their
salaries before tax. But instead of moderating the growth of
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pre-tax incomes at the top, it had the opposite effect: because
the rich were allowed to keep a higher proportion of any
income increase, it meant that additions to their pre-tax
incomes were suddenly much more desirable as less would
be lost in tax. As a result, there is a strong tendency across
OECD countries for bigger reductions in top tax rates to be
associated with faster increases in pre-tax incomes among the
rich.4! Not only that, but reductions in top tax rates are asso-
ciated with lower economic growth rates.*?

The role of politics — as opposed to strictly market forces
— in the 20th century reduction and subsequent widening
of inequality is also confirmed by a World Bank report
on the eight countries (Japan, Republic of Korea, Taiwan,
Singapore, Hong Kong, Thailand, Malaysia, Indonesia)
which used to be known as the ‘tiger economies’.*® It
described how, with well-publicised programs of ‘shared
growth’, they all reduced their income differentials during
the period 1960-1980. Policies variously included land
reform, subsidies to lower fertilizer prices to boost rural
incomes, wealth sharing programs, large scale public hous-
ing programs, and assistance to workers cooperatives. The
World Bank report says that in each case, governments
reduced inequality primarily because they faced challenges
to their legitimacy, often from communist rivals, and
needed to win wider popular support. For example, South
Korea faced North Korea, Taiwan and Hong Kong faced
the claims of China, and communist guerrilla forces oper-
ated widely. So here, as in the rich developed countries, it
is a mistake to think that the main changes in inequality are
simply the result of impersonal market forces rather than
the outcome of political and ideological processes.*
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The political pendulum

After moving to the right since the late 1970s, public opinion
on inequality has begun to shift in a more progressive direc-
tion during the last few years. No doubt initiated by the finan-
cial crash of 2008 and spurred on by the Occupy movement,
it has now been taken up by world leaders. President Obama
called inequality “the defining challenge of our time”. The
Pope said it was “the root of social ills”. The UN Secretary
General, Ban Ki-Moon and the Director of the International
Monetary Fund, Christine Lagarde, have made equally strong
statements. Opinion polls in most countries show a very large
majority of the population — sometimes as high as 80 per cent
— think that income differences are too large, even though they
underestimate how large they actually are.

As a result of this shift in opinion, there have been signs
of some remedial action. The living wage movement has
led many large public and private sector institutions to raise
minimum pay rates for their staff.> In Britain, 16 or so local
authorities controlled by the Labour party have set up Fairness
Commissions to recommend policies for reducing income
differences locally.#® At the international level, the OECD
has also taken action on tax avoidance by getting agreement
from tax havens to share information on bank accounts with
tax authorities.#” However, in the six years since the financial
crash there has so far been no general tendency for income
differences in OECD countries to narrow.

It is clear that to win major reductions in inequality — for
instance to bring inequality levels in OECD countries down
even to the level of those which are currently least unequal
— will require an enduring political movement with wide-
spread public support. But although it is clear that inequality
can be reduced by political pressure, it is also equally clear
that as soon as that pressure weakens, the former inequalities
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quickly reassert themselves — as Figure 6 shows. As the left
lost ground as a political force, much of the social progress it
achieved during the 20th century has been undone.

The consequences of putting progress towards greater
equality into reverse are unmistakable. Newspapers report
that more households now employ domestic help or servants
than at any time since the 19th century.***And while the
bonus culture has established new dynasties in which inher-
ited wealth will ensure a privileged few will never have to
work, we see the re-emergence of soup kitchens in the form
of “food banks’.

There is one overwhelmingly important message to be
learned from these reversals. What the left failed to do when
it was at its peak in the late 1960s and early 1970s, was to
make the structural changes which would prevent us going
back to where we started. After swinging to the right for
so long, the political pendulum has now changed direction
and the possibility of achieving real progressive change
may return. This time we need to be clear about the kind of
structural changes which are needed to ensure that progress
towards greater equality becomes permanent rather than
being so easily reversed.

Structural change

If greater equality were to depend primarily on the redistribu-
tion of income, with pre-tax income differences undiminished,
it would remain vulnerable. Redistribution through taxes and
social security benefits can be undone at the stroke of any new
government’s pen. And it is particularly vulnerable when so
many people regard taxes almost as a kind of legalised theft of
incomes they feel they earned and have a right to.

The main source of widening income differences over
the last few decades has been the tendency for top incomes
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(before taxes) to increase much more rapidly than everyone
else’s. Figure 9 shows the widening of income differences in
the biggest 350 American companies. Differentials between
the CEOs of those companies and production workers aver-
aged around 20:1 or 30:1 in the 1970s. By the first decade
of this century these differentials had increased tenfold to
between 200:1 and 400:1.5°

These huge differentials are almost wholly confined to the
private sector where they seem almost entirely unrelated
to company performance.’! In the public sector, whether in
local government, health services, universities, the police
and army, differentials are very much smaller — typically no
more than 20:1 and sometimes as low as 10:1. The difference
between the public and private sectors was also shown when
CEO pay was dramatically increased in companies which
were privatised during the 1980s.

The “bonus culture” and the rapid rise of top incomes reflect
alack of any effective democratic constraint on the self-inter-
est of the powerful — a lack of constraint whether exercised
through taxes, trade unions or the rest of the labour move-
ment. Our response should be to build effective democratic
constraints permanently into the economic system. We need
to develop policies to extend democracy into the economic
sphere in ways which are consistent with, but modify the
effects of, the market. Already about half the member coun-
tries of the European Union have some kind of legislative
provision for employee representation on company boards
or remuneration committees.>?5*A 2013 survey carried out in
the UK (where there is no requirement for employee repre-
sentation) found that 76 per cent of the population were in
favour of employee representation on company boards.>
Employee surveys in the USA also show that a large majority
want more participation in decision making.>® In Germany,
different levels of employee representation are required for
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different sized companies. In companies with over 2000
employees, half the members of remuneration committees
have to be employee representatives. Though the legislation
differs in strength from country to country, and is often too
weak to make much difference, studies suggest that compa-
nies which have employee representatives on their boards
tend to have smaller income differences within them.>® It
also looks as if countries with stronger legislation of this kind
have had smaller rises in inequality than countries without
such legislation.

As well as stronger legislative provision for employee
representation on company boards, we also need policies
to develop the sector made up of more thorough-going
democratic models such as employee co-operatives and
employee-owned companies. More democratic models such
as these have many advantages. First, income differences in
co-operatives tend to be very much smaller than elsewhere.
In the Mondragon group of co-operatives in Spain, employ-
ing around 80,000 people, top to bottom pay differences are
often around 5:1 and rarely more than 9:1 — though there is
a tendency for senior staff to be poached by other corpora-
tions. As well as reducing income differences, co-operatives
and employee-owned companies also lead to a redistribu-
tion of wealth from external shareholders to employees and,
simultaneously, reduce unearned income. It is also clear
that they change working relationships and so improve the
experience of work: as Robert Oakeshott says in his book
Jobs and Fairness, an employee buyout can change a company
from a piece of property into a community.%” Although in
many residential areas people have lost a sense of commu-
nity, it is at work that we now have most to do with each
other and ought to be able to rebuild a sense of community.
We don’t, because it is also at work that income differences
are first created and we are most divided by hierarchical
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systems of ‘line management’. Both by changing relation-
ships at work and by reducing the scale of divisive income
differences in society, more democratic economic institutions
such as employee-owned companies and co-operatives, can
help develop social cohesion and reciprocity at work, and
strengthen community life more widely.5%>

A crucial advantage of more democratic and egalitarian
models of business is that they tend to have higher produc-
tivity. There have been numerous studies over many years
which show not only that co-operatives and employee-owned
business tend to have economic advantages but that even
gestures towards ‘participative management’ and profit shar-
ing bring reliable improvements in productivity.60 61626364
The evidence on this point is pretty robust.

But perhaps the most important reason to develop the
co-operative and employee-owned business sector is the
connection between greater equality and sustainability. It
was Murray Bookchin, an American pioneer of the envi-
ronmental movement, who said that corporations “can no
more be ‘persuaded’ to limit growth than a human being
can be ‘persuaded’ to stop breathing.” This focus on growth
comes both from the need to maximise returns to external
shareholders and from the way businesses work as systems
for concentrating wealth and power at the top. Despite
occasional recognition of the need to rethink, there is, in the
absence of structural change, little sign that the power of
the profit motive and of the self-aggrandisement of many of
those at the top, is self-limiting.®

Co-operatives on the other hand are more likely to act as
communities and not to want to expand at any price. For the
same reasons, they also seem more likely to perform well in
ethical and environmental terms. A study of employees in 22
companies with contrasting levels of organisational democ-
racy, in Austria, Italy and Germany, concluded that greater
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democracy not only improves the ‘socio-moral’ climate
within the company, but also increases employees ‘civic
virtues’, “pro-social perspective-taking’ and mutual aid.®> ¢’
But to ensure that more democratically constituted compa-
nies act in the public interest, there is no reason why their
boards should not include representatives of the community
and consumers along with employee representatives.
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4: SPREADING ECONOMIC DEMOCRACY

ost companies make little or no gesture towards
M employee democracy, despite the very large major-
ity of employees who want systems which give them
more participation and voice in decision making.®®®As a
result, employees are more likely to feel a sense of disaffec-
tion, partly because they know that they are being used to
serve the interests of others (external shareholders or those
in receipt of profits), and partly because of the petty annoy-
ances often caused by institutional systems set up to ensure
that they do.
These issues are far from trivial. Whether or not people have
a sense of control over their work has been found to exert,
through chronic stress, a major influence on health.”?And
maximising people’s control over their work in the context of
modern production implies the need for greater workplace
democracy.”! But broader issues of institutional injustice, and
whether people feel they are fairly treated, have also been
found to damage health — including accelerating the speed at
which mental functioning declines with age.”””*7* Because
feeling treated unfairly is such a powerful stressor, the effects
are not confined to the work place: a study covering school
children in 21 countries found that in 19 of them children
suffered more headaches when they felt unfairly treated by
their teacher.”
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The evidence that job changing is consistently lower in
more democratic companies suggests that people prefer
working in them. This is also supported by the fact that they
are usually overrepresented in lists of the best employers to
work for. The frequent — often unspoken — animosity and
friction which many employees feel towards their bosses
is likely to be less common in co-ops and employee-owned
companies — particularly so where senior managers are
accountable to employees who may also have a direct or
indirect role in their appointment.

Another reason for supporting all types of economic
democracy is that the existing forms of company ownership
and control are becoming a counter-productive anachro-
nism. A report from the British TUC called Workers on Board,
describes how the traditional form of share ownership has
become an increasingly inappropriate system for owning
and controlling business.”® It points out how in the 1960s
most shares were owned by individuals with a longer-term
interest in a small number of companies which they often
had some knowledge of. People owned shares in the same
company for an average of seven years. But now, in many
countries, the vast majority of shares are owned by financial
institutions which spread their investments across hundreds
or even thousands of companies. Because they make
money through short-term share trading, often triggered by
computer algorithms, the average length of time they own a
share is thought to be less than a minute, hence they have no
long-term interest or knowledge of these companies. Even
outside these high frequency trading systems, shares are on
average owned for only a few months. The TUC report says
that this has reached a point where a large listed company
may have thousands or even tens of thousands of sharehold-
ers and find it difficult even to get full information on who
its share owners are.
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At the same time, modern production increasingly involves
the integration of the expertise and knowledge of many
different people, so much so that the value of a company is
now less a matter of its buildings and capital equipment than
of the value of the group of employees with their integrated
skills, specialised knowledge and know-how. This means
that buying and selling a company amounts to buying and
selling a group of people — an appallingly anachronistic
process, especially when that group of people could be
running their own company democratically.

But if companies with more democratic structures tend
to have higher productivity, and modern shareholding has
become so anachronistic, why don’t we see rapid extensions
of democracy into the economic sphere? The answer is that
companies do not exist simply to produce the goods and
services that we all need. They also serve to concentrate
enormous power and wealth in the hands of a few people
at the top — and that is a function we don’t need. It means
that the so-called ‘captains of industry’, face a huge conflict
of interests and may not have the welfare of their compa-
nies at heart.

The turnover of many national corporations is larger
than the GDP of many whole countries. A few are larger
even than countries like Norway and New Zealand, and
yet they are free to exercise that extraordinary concentra-
tion of undemocratic power and wealth as they please.
They run rings round national governments, and often pay
little or no tax. In 2008 the US Government Accountability
Office reported that 83 of the USA’s biggest 100 corpora-
tions used subsidiaries in tax havens to avoid tax. The Tax
Justice Network said that 99 of the 100 biggest companies
in Europe did the same. And yet they depend on the entire
publicly funded infrastructure — from transport systems to
education and the police — which others pay for.
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Large corporations play an increasingly antisocial role in
society. Freudenberg in his book Lethal but Legal provides
copious and detailed evidence that the food, tobacco, alco-
hol, gun, pharmaceutical, agribusiness and automobile
industries are now among the most significant threats to
public health. In the endless conflicts between public and
corporate interests, they of course defend themselves to
the hilt. They use their huge advertising wealth, media
and political influence, to counter evidence of risk coming
from scientific research and to fight any legislative attempts
to reduce risk. They pack regulatory systems with people
who will defend their interests, they spend huge amounts
on lobbying politicians, and continue to sell their products
in the face of massive evidence of harm — from excessive
obesity, drunkenness, shootings, environmental damage,
and so on. And on top of it all, the whole business effort,
with its sophisticated marketing and advertising, still aims
to maximise sales and consumerism even when we know
carbon emissions have to be reduced by at least 80 per
cent to save us from the worst effects of global warming. It
should not be beyond the wit of modern societies to ensure
that production is undertaken in the service of the public
good, humanity and the planet. The obstacle is that large
corporations are so powerful that our democratically elected
politicians are afraid to touch them, and that means far too
afraid to start thinking about alternatives.

The po|icy imp|icofions

Rather than incurring costs, reducing inequality leads to
major savings. The Equality Trust calculated that the high
level of inequality in the UK costs £39bn a year. That is the
estimated saving just from improvements in physical and
mental health, reductions in violence and in imprisonment,
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to be gained by reducing income differences in the UK just
to the average levels of inequality in OECD countries. In
terms of the total human costs the benefits of greater equal-
ity are incalculable.

In the 1970s, Britain was as equal as the Scandinavian
countries are now. But since then the gap between the rich-
est and poorest 20 per cent in Britain has widened so rapidly
that it is now twice as big as in Scandinavia. Much the greater
part of that widening happened in the 1980s under Thatcher.
Although international comparisons show that it is clearly
beneficial to health and wellbeing to halve our inequality, we
do not have the data to tell us how much further than that
it would be beneficial to go. However, halving the income
gap between the top and bottom 20 per cent, or to get back
to the levels of inequality which existed in the 1970s, will not
be achieved overnight. It will require a sustained political
movement with this as its main objective. By the time we’ve
regained that level of inequality there may be data which can
tell us how much further we should go.

The role of top incomes in increasing inequality matters
just as much as poverty and low incomes. Equality can be
increased by reducing income differences either before tax
or by redistributing incomes through progressive taxes and
more generous benefits. Judging from examples of more
equal countries or American states, how a society becomes
more equal is less important than how equal it becomes. Both
approaches seem to bring the social benefits of greater equal-
ity. But an important difference between reducing income
differences before or after taxes is that any progress towards
more progressive taxation can more easily be reversed by
an incoming government than can increases in economic
democracy. Increases in economic democracy ensure that
greater equality is more deep-seated in the fabric of society.
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As we highlighted earlier, action to tackle offshore tax
havens has already begun and is clearly a necessary prelimi-
nary to making taxes much more progressive again. A
number of countries have also seen moves to increase
minimum wages or to get employers to pay a ‘living wage’
substantially above the minimum.

Because greater equality seems to diminish prejudice
against those lower on the social ladder, greater equal-
ity might also make it easier to provide a more generous
system of benefits. If greater economic democracy also made
employment more congenial, there might be less worry that
more generous benefits would make people workshy.

A key to reducing income differences before tax is for
government management of the economy to maintain low
unemployment and a tight labour market so that there
is competition for labour. Historically, as figures 7 and 8
show, trade unions have also played a key role in reducing
inequality. Their ability to represent and act on behalf of their
members needs to be restored.

To help maintain an orderly wage bargaining system and
to counter low incomes among the non-unionised, we also
need to re-establish the wages councils to set national wages
agreements in different sectors of the economy.

More fundamental proposals to reform taxes and benefit
systems include plans for a basic income and for a land tax.
Both are widely discussed and advocated by academics and
policy experts and have a lot to recommend them.”” 787

However, the long-term goal must be to reduce pre-
tax income differences by extending democracy into the
economic sphere. While there will of course be resistance to
such policies, it is crucial to recognise that there is likely to
be a divergence of interests between the personal interests
of very highly paid company executives and what would be
in the real benefit of their companies. This means that policy
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initiatives developed to extend economic democracy will
often be opposed by ideological interpretations of economic
realities which owe more to the desire of the rich to justify
and protect their interests than to serve the greater good.
This is an important point because policy development will
require a great deal of discussion which the self-serving
ideology of the rich will constantly threaten to derail. In the
past, the political interests of the less well-off were partly
protected by the view that different class interests gave rise
to different class ideologies. But when political leaders of
even progressive political parties get too close to the wealthy
and aspire to join them, rival ideologies are soon eclipsed.

The democratisation of the economy needs to be a publicly
recognised political objective. Opposition will be strong:
extensions to democracy are rarely supported by those
whose power they would curtail. The objective should be
advocated and defended by all progressive politicians as the
next major step in human emancipation. We need to create
a popular understanding that this is part of a transition to a
sustainable future capable of achieving a higher quality of
life than is possible now. Rather than being a revolution, it is
a gradual but vital transformation.

To help in this process, the profile of the 490 employee-
owned and co-operative businesses in the UK needs to
be raised. According to Co-operatives UK, they have a
combined annual turnover of £10.7bn and employ close to
100,000 people. Attention also needs to be drawn to the other
highly successful, progressive, business models as exempli-
fied by large companies like Arup, Scott Bader, Tullis Russell,
Swann-Morton and John Lewis. And of course the same
applies to the many successful examples in other countries.

A first step would be to set up an internet portal which
allowed people to do their shopping from democratic busi-
nesses. It would also be helpful to set up a ‘democratic
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company’ logo, perhaps modelled on the ‘fair trade’ exam-
ple, to increase the visibility of these companies. As well
as giving the more democratic sector of the economy an
additional market advantage, it would also increase public
awareness of the practical and ethical superiority of more
democratic business models. At its simplest, such a website
could provide users with links to companies with more
democratic business models which sold the categories of
goods you were looking for. But with more development,
it could work more like a version of Amazon (but paying
its taxes and treating employees fairly). As well as being
restricted to more democratic companies, it might also
exclude any of those companies which had unacceptably
large pay differentials.

While raising the expansion of economic democracy in
the public mind and placing it at the centre of the politi-
cal agenda, the first policy objective should be to require,
by law, that all but the smallest companies should have
employee representatives on company boards and remu-
neration committees. The proportion of employees on these
bodies should be higher in companies with larger numbers of
employees. We suggest that the smallest companies should
be exempt because it is predominantly the larger companies
that create the possibility for more layers in the social hierar-
chy, bigger social distances and wider pay differentials.

As part of communicating the long-term intention of
democratising the economy, the proportions of employee
representatives on company boards and remuneration
committees could be set to increase over time, moving even-
tually to majority control and beyond. Another way of setting
up a gradual transfer of power might be to include a require-
ment that a small proportion of shares should be transferred
each year to employee-controlled trusts. If just two per cent
were transferred each year, employees would be in majority
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control after 25 years. Perhaps before making either of these a
legal requirement, conformity with conditions such as these
could be made a condition of gaining public sector contracts
or lower corporation tax rates.

In Rhode Island and California, there have already been
legislative initiatives to reduce corporation taxes for compa-
nies with smaller pay ratios and to give them preferential
treatment when awarding government contracts. Elsewhere
there are initiatives to use public expenditure to support
the development of a co-operative and sustainable local
economy. One is the Democracy Collaborative which started
in Cleveland, Ohio. It funnels the expenditure of local public
sector ‘anchor’ institutions — such as the local university and
city government — towards co-operatives and ‘community
wealth building’ initiatives and has led to the establishment
of the ‘Evergreen Co-operative’ based on the Mondragon
model, the hugely successful Spanish co-operative group.
Preston in Lancashire has begun a similar initiative with
agreement from local public sector institutions willing to
divert a higher proportion of their expenditure to support
local wealth building.

The Employee Ownership Association and Co-operatives
UK have detailed policy proposals which would accelerate
the growth of co-operatives and employee ownership. Both
organisations suggest that a major obstacle to the develop-
ment of this sector is the lack of knowledge of these models
among professional legal and financial advisers. This means
more democratic models are not suggested as an option at
key stages in business development — for instance when
business are started, when they plan major expansions, have
to deal with succession or rescue issues. The lack of aware-
ness among the professions would of course be diminished
if we succeeded in increasing the public awareness more
generally as discussed earlier. But it is also suggested that
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the Department for Business, Innovation and Skills should
promote a single route to employee ownership and establish
the necessary legislative support. The department should
also provide a training and advice service on how to set up
employee owned and co-operative companies.

There are also frequent difficulties in arranging bank loans
to help fund employee buyouts. Arrangements should be
made to ensure funds are more easily available. But ideally,
a government should work out a complete package of
measures to grow the democratic sector, complete with tax
incentives, sources of advice and support, readymade rules
of governance and sources of finance.

The constitutions of employee-owned and co-operative
business should in all cases be designed to prevent employ-
ees selling their companies back to external shareholders.
The absence of effective provisions of this kind has in the
past led to major waves of ‘demutualisation” and prevented
a faster growth of the more democratic sector.

Lastly, employees taking on new functions on company
boards would need a variety of options for training in
areas such as management, business law, accountancy and
economics. Options should range from some of the learn-
ing schemes designed to prepare school governors, to the
provision of master’s degrees to which people could be
seconded. As well as improving the confidence of elected
board members and the quality of their decision making, the
provision of preparatory courses would also communicate
the seriousness of a government’s commitment to seeing
this transition through.

To decide that it is unrealistic to plan changes as sweep-
ing as we have described here means accepting that we
will be defeated by climate change. The political failure to
produce adequate responses to what climate change means
for our societies and for humanity shows an appalling lack
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of leadership and responsibility in the face of overwhelming
evidence. And there is no doubt whatsoever that the longer
we delay, the more sudden, difficult and traumatic, the tran-
sition to low carbon economies will have to be.
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CONCLUSION

e have put greater equality at the centre of the

strategy for creating a better society because it

goes to the heart of social relations in society at
large. Social status systems among humans (like dominance
ranking systems or pecking orders among animals) are
orderings based on power and status which ensure privi-
leged access to resources for those at the top, regardless of
the needs of others. The fact that humans, like members
of any other species, all have the same basic needs as each
other, means that there is always the question of whether to
share access to scarce resources or compete as rivals. Do we
live in a society based on co-operation and reciprocity, or
competition and rivalry?

Hobbes was close to the truth when he put the question of
how to avoid conflict — the threat of “warre of each against
all” — at the centre of his politics. But the answer goes much
deeper than the need for a sovereign government capable
of keeping the peace. People share food and eat together
socially because that enshrines the overriding importance
of not competing for access to basic necessities. The same
message is of course repeated in the religious symbolism of
the communion. Even words like ‘companion’ (‘Compariero’
in Spanish and ‘Copain’ in French) come from the Latin
‘con’ (with) and ‘pan’ (bread) and means that your friends
are people with whom you share food. Similarly, gifts are a
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symbol of friendship because they show in the most concrete
terms that giver and receiver recognise each other’s needs.
And in some societies to refuse a gift is tantamount to a
declaration of war.

In effect, we have — deep within our psyche — two funda-
mentally different social strategies, one to do with friendship
and the other to do with superiority and inferiority. We
all know how to make and value friends and we all know
how snobbishness, downward prejudice and social climb-
ing work. How much we use each of these strategies has
repercussions throughout the rest of social life; it colours our
psychology and social customs.

What Hobbes did not know but which we now do, is that
in the societies of human prehistory, before the develop-
ment of government, people kept the peace by putting gift
exchange, food sharing and a high degree of equality at the
foundation of their social systems. And they did that, as the
American anthropologist Marshal Sahlins has pointed out, to
avoid the conflict which comes from competition for access
to scarce resources.®? It is now clear, from records covering
some 200 hunting and gathering societies, that for more than
90 per cent of human existence, we typically lived in societies
with an extraordinary degree of equality.5!"52

Human beings have an inherited sensitivity to hierarchy.
Because material differences give rise to social distances, to
feelings of superiority and inferiority, the degree of social
hierarchy and the importance of status ranking serve as indi-
cators of how far a society departs from egalitarian systems.
And the further it departs from mutuality, reciprocity and
sharing, the stronger the message that we will have to fend
for ourselves. That is why when inequality increases, socie-
ties become more antisocial, people become more worried
about status, community life weakens, we trust each other
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less, we pay less attention to the common good, violence
increases and we are less willing to help each other.

At the heart of progressive politics there has always been
an intuition that inequality is divisive and socially corrosive.
What has changed is that we now have the internationally
comparable data which proves that intuition is true. What it
means is that if we want to create a classless society, we must
start by reducing the material inequalities between us.

It should be clear from what has already been said that we
are only likely to be able to achieve the fundamental trans-
formation of our economy and way of life if we also make
equally fundamental social changes. We need to reduce the
extraordinarily wasteful status competition which drives
conspicuous consumption. We also need to increase our
willingness to act for the common good. The good news is
that making these changes opens the way to very substantial
improvements in wellbeing for the vast majority of the popu-
lation. Moving towards sustainability involves opening up a
new era of improvements in the quality of life - no longer the
diminishing returns from growth, but real gains from what
greater equality does for social relationships and the quality
of the social environment.

The transition to sustainability is therefore a transition to
a society which is better for all of us. There are four major
improvements in the quality of life which are necessary to
prepare the ground for sustainability.

First, through greater equality, we gain a world where
status matters less, where the awkward divisions of class
begin to heal, where social anxieties are less inhibiting of
social interaction and people are less plagued by issues of
confidence and low self-esteem. The result is that we feel less
need for the drink and drugs we (particularly young people)
use to cope with anxiety and to ease social contact, less need
for narcissistic self-presentation, less need to overspend for
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the sake of appearances. In short, we move towards a more
relaxed social life in which it is easier to enjoy the pleasures
of friendship and conviviality and gain a society better able
to meet our basic social needs.

Second, we move from a society which maximises
consumption to a society that uses each increase in produc-
tivity to gain more leisure and reduce the demands of work.
We need more time for family and for our children, more
time to care for each other, for friends, for the elderly and
to enjoy community life. The New Economics Foundation
has suggested that we should aim for a 21 hour week. Large
international differences in working hours seem not to affect
GNP per head.®

In future, annual increases in productivity must be turned
into annual reductions in working hours. With a typical
long-term increase in labour productivity of 2 per cent a year,
in ten years’ time we could all enjoy the same material stand-
ard of living but have an extra day off a week. But with more
workplace democracy and shorter hours, the productivity
growth rate might rise to 3 per cent a year. That would give
us an extra day off a week within 7 years and the working
week would be halved within 24 years. If, as some studies
suggest, almost half of all jobs may be vulnerable to comput-
erisation and automation, cutting hours and sharing work
will become increasingly important if we are to enjoy the
benefits of technical progress.

Third is the improvement in the quality of working life
resulting from the extension of democracy into employ-
ment. The current anachronistic system in which the control
of companies — groups of people — can be bought and sold
must be phased out. The purpose of much of what still
remains the normal rigid inhuman ranking system, with line
management and institutionalised hierarchy, is to exclude
people from control over their work and ensure that it
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serves the interests of others. Working in democratic institu-
tions such as co-operatives and employee-owned businesses
(with or without community and consumer representatives),
management becomes answerable to employees. Hierarchy
becomes overlaid with social obligations and status divisions
are reduced by very much smaller income differences. The
next great stage in human emancipation must therefore be
the extension of democracy into working life. Work should
be where we get a sense of self-worth and of making a valued
contribution. We can no longer accept a system of employ-
ment which reduces the lives of so many to a demeaned
shadow of their potential.

Fourth come all the health and social benefits of living in
a more equal society — the pattern we showed in The Spirit
Level which reflects a body of evidence from research work-
ers round the world which has been accumulating over the
last 35 years. More equal societies bring major reductions in
almost all the problems that become more common lower
down the social ladder. A more equal society would enjoy
better physical and mental health, higher standards of child
wellbeing, less violence, fewer people in prison, less drug
addiction and more equal opportunities for children. A more
equal society is more conducive to the psychosocial wellbe-
ing of the whole population.

As well as making very major improvements in the qual-
ity of our lives, these improvements in the social function-
ing of our societies will put environmental sustainability
within our reach.

Change on such a scale can only be achieved if large
numbers of people commit themselves to achieving it.
Sometime after the late 1970s the political left lost its convic-
tion that a better form of society was possible and left the
way open for the rise of neoliberalism.
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But now, facing the evidence of global warming and very
dangerous climate change, the world has never been in
greater need of a radical alternative. It is now urgent that
progressive forces in society should clarify an inspiring view
of a future society which is not only environmentally sustain-
able, but in which the real quality of life is better for the vast
majority. Only then will people commit themselves to the
long task of bringing that society into being.

Far from idealism, this is a necessary response to the
likely damage and dislocation which climate change holds
in store for us. And if we are to find the will to make the
necessary changes, it is essential that we do so by creating
a better and more attractive society able to satisfy human
needs and raise the real quality of our lives. To try instead
to hold down the unaddressed pressures of consumerism,
profit maximisation and status seeking, is doomed to fail-
ure. Present structures are, after all, not a very efficient way
of producing human wellbeing.

A major advantage of having a shared conception of a
better society is that it gives a coherence to policy. Instead of
the small steps which governments are able to take appear-
ing as a rag-bag of uncoordinated policies, they start to be
seen as steps in a consistent direction. But a vision of a better
future can also reinvigorate some of the idealism and prin-
ciple which so often seems to have become submerged in a
politics driven by opportunism and expediency.
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