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Context 

Britain is in the throes of a remarkable social revolution, a great surge in the rate of wealth accumulation at the very top. Today’s rich are much richer than their predecessors a generation and more ago. The number of billionaires in Britain has more than tripled since 1990 while the number of people worth over £100 million has risen more than fivefold. The wealth explosion that began under Mrs Thatcher has continued under Tony Blair. Since 1997, the number with ‘liquid assets ` of more than £5 million has more than doubled to 9,000, despite the carnage of the 2000 stock market crash. 

This is tearaway growth by historical standards, on a scale not seen for close to a century. It is the central driving force of the sharp rise in inequality of the last two decades, moving Britain from one of the most equal to one of the most unequal of developed nations. 

Britain may not be back to the extreme levels of inequality that prevailed up to the 1920s when a tiny group, a mix of the landed aristocracy and the new industrial and commercial barons, held an even greater share of the nation’s wealth. But then, the constraints on wealth-making were much weaker, monopolies could operate largely unchecked, the Inland Revenue was in its infancy, regulations were minimal. That degree of inequality was eventually to prove unsustainable. What is surprising is how in today’s much more mature democracy, the top few thousand individuals are able to win such a large share of the nation’s economic wealth.

So does the higher gap between the rich and the poor no longer matter? Today’s consensus, shared by Tony Blair and leading new Labour thinkers, is that as long as we raise the floor and improve the lot of the poorest, the gap is no longer something to worry about. This is perhaps one of the defining characteristics of the shift away from the social-democratic values that used to dominate post-war politics and opinion. 

Analysis 

We might quibble less with soaring levels of personal enrichment if they were the reward for exceptional levels of wealth creation which benefited society as a whole. Regrettably, this is not what has been driving runaway executive pay, soaring City fees and record bonuses. 

Of course, there are many examples of successful entrepreneurs like James Dyson and the internet pioneers who have created jobs, opportunities and wealth. But founding entrepreneurs hardly dominate the rich lists. We are not living through a new entrepreneurial and economic renaissance in which the new rich are making society generally wealthier, dragging up the rest of us along with them. Britain has internationally low innovation and productivity rates.     

Today’s escalating personal fortunes are not closely linked to record levels of wealth creation. Rather, the ranks of the rich are dominated by tycoons, investment bankers and business executives who, far from creating wealth, have taken advantage of today’s much more pro-rich culture to grab a larger slice of the cake for themselves. What has been happening is a complex transfer from ordinary taxpayers, shareholders and customers.  

Just as the Victorian social reformers distinguished between the deserving and undeserving poor, the super-rich who create wealth from scratch or add value to existing firms and give something back should be seen as ‘deserving` while those who simply rig the system unfairly for their own benefit and at the expense of others should be seen as ‘undeserving`. 

The distinction is not new. When, to the outcry of the landed aristocracy, David Lloyd George doubled death duties on inherited wealth in ‘the people’s budget’ of 1909 to help pay for the old age pension, he was redistributing income from the ‘undeserving rich’ – those who were wealthy by virtue of their father’s or grandfather’s graft – to the ‘deserving poor’. When President Franklin D Roosevelt rounded on the super-rich in the 1930s – ‘ the unscrupulous money-changers` - he was blaming them, with some justification, for the Great Crash which ushered in the world depression of the 1930s. When Geoffrey Howe imposed a windfall tax on bank profits in his controversial budget of 1981, the justification was that they had received an unearned windfall gain as a result of the government’s anti-inflation high interest rate policy. Higher profits did not reflect wealth generation.  

Today’s business elite contain some who would end up in most people’s list of the deserving. But far from all. Many modern entrepreneurs make their money not from building firms and products from scratch or adding value by introducing new processes but through financial raiding, deal-making and speculative share dealing that involve less risk and arguably create less if any wealth. 

Since the 1980s, successive directors of insurance companies and banks have promoted financial products from personal pension schemes to endowment mortgages that have enriched themselves at the expense of their unwitting and gullible customers. No new wealth has been created in the process. As the deputy chairman of Lloyds once said when referring to Lloyd’s names, ‘God would not have made them sheep if he did not intend them to be fleeced`.

Twenty years ago, the typical chief executive of a FTSE 100 company earned some 25 times the pay of the average worker. Today it is close to 120 times.  This surge in the pay gap might have been justified if it had been driven by a transformation in Britain’s business performance. But this is decidedly not the case. ‘Rewards for failure` have also become the norm. Most chief executives have negotiated contracts that, even when they are pushed, guarantees them generous pay-offs known as ‘golden parachutes`.  The management expert Charles Handy has noted that such payouts have made ineptitude by senior executives the shortest route to millionaire status. In America they are known as ‘golden condoms` because they ‘protect the executive and screw the shareholder`. 

Most of the deal-making activity in the City, the fees from which have enabled City bankers to join the ranks of the super-rich, involves the transfer ( and sometimes the destruction ) rather than the creation of wealth. Increasingly, the emphasis is on short-term, ‘fast-buck’ making deals which are mostly at odds with the patient organisation- building on which enduring companies and long-term wealth creation are founded and which was the way in which many large and successful companies were originally built. The surge in merger and acquisition activity of recent times has been as likely to destroy as create value. 

Redistribution can also take place through the tax system. Some of the huge wealth gains of recent times have come, in effect, from the broad body of taxpayers. Modern entrepreneurship and tax avoidance, legal as it is, largely go hand-in-hand. There are few top tycoons from Philip Green to Lakshmi Mittal who have not exploited tax loopholes to boost their personal fortunes. It is other taxpayers who are the losers.

Prescription

A vibrant entrepreneurial and innovate culture is vital to economic progress. Exceptional merit and dynamism deserve generous reward. Hierarchies are necessary and desirable. Some degree of inequality is necessary to maintain incentives and to create an opportunistic culture. But all societies ultimately only function effectively if the distribution of rewards are fair, in line with individual contributions to society. In the last decade and a half rewards and merit have become increasingly decoupled at the very top. 

More than 100 years ago, the business financier, JP Morgan – then one of the most powerful men in America – argued that executives should earn no more than twenty times the pay of the lowest paid company employee. In his 1943 essay, ‘The Lion and the Unicorn`, George Orwell recommended a maximum differential of 15:1. JK Galbraith (as did Franklin D Roosevelt) has also argued for limits between the top and the bottom. In the post-war decades differentials were much closer to these levels than they are today, where in some companies they stand at several hundred to one or even more. 

There are a range of perfectly practical policies available to build a fairer system of rewards: a reversal of the trend towards a more regressive tax system, a more vigorous attack on tax avoidance, a tightening of the corporate governance rules. But these would not work without a broader strategy that reversed today’s ‘anything goes` philosophy towards the rich. The rising inequality of recent times is the product of a cultural and political shift, from one that once operated with a series of implicit ‘social norms` about what was acceptable behaviour and which worked to impose a kind of natural limit at the top, to one that now defers too easily to wealth and power.  In the process,  the ‘shame gene` that once worked to prevent excessive abuse by the economically powerful has been eroded. 

The strategy of indulging the rich while trying to tackle poverty does not square. It is time to send out a new political signal that rewards based on merit are to be welcomed while those built at the expense of others are unacceptable. Without these wider political changes, and the introduction of new ‘social norms`, Britain will be on course towards a new era of ever-widening inequality, one characterised by ever-more extreme levels of wealth at the top, one closer to American than European business and social values. The great age of narrowing will be gone forever. 

Stewart Lansley is the author of Rich Britain, The Rise and Rise of the New Super-Wealthy published by Politico’s. 
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