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Abstract 

 

After decades of disregard, inequality is back in the public eye. The 

trends are unmistakable, whether one looks at income or education, 

wealth or health, inequalities are on the rise in the majority of 

countries. The paper first clarifies the difference between equality 

and equity; and between equality of opportunity and equality of 

outcomes. It then shows that the presumed trade-off between 

prosperity and equity is invalid. Research confirms that growth and 

equity are not foes, they are friends. The way the economic pie is cut 

has a bearing on its size; but not in the manner the conventional 

narrative has held for so long. High inequalities – i.e. which go 

beyond the incentive-element – do not make the pie grow; they 

actually make it shrink. But evidence is only part of what swings the 

debate. Therefore, the paper also reviews the arguments made by 

some philosophers of political economy. Combined – the evidence, 

research and philosophical thoughts – make a compelling case that 

Gresham’s law – that bad money drives out good – also applies to 

inequality. Bad inequality drives out good inequality. High 

inequalities in outcomes make equality of opportunity virtually 

impossible. They also undermine our benevolent instincts and 

voluntary good behavior. The article argues that of all the 

competing ends we might pursue, narrowing the gaps must come as 

the premier goal because high inequalities make all other goals so 

much harder to achieve – if not impossible altogether. 
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“An imbalance between rich and poor is the 

oldest and most fatal ailment of all republics” 

Plutarch (ca. 45–120 CE) 

 

1. Introduction 

After decades of disregard and obscurity, inequality is back in the public eye. Since 

2012, the delegates at the World Economic Forum place income disparity on the 

list of global risk factors that the world has to battle. Los Indignados, Occupy Wall 

Street and kindred movements originated from the growing imbalance between the 

rich and the rest. The International Monetary Fund issued a publication with the 

title All for One – Why inequality throws us off balance (IMF 2011a). The 

Organization for Economic Co-operation and Development published Divided We 

Stand – Why inequality keeps rising (OECD 2011). Save the Children issued A 

Fair Chance at Life: Why equity matters for child mortality (Save the Children 

2010). The Economist printed a 19-page special report on inequality (2012). A 

Nobel laureate in economics wrote a book entitled The Price of Inequality (Stiglitz 

2012). And the list goes on. Inequality increasingly occupies the political agenda 

too – from the National Party Congress in Beijing to the White House in 

Washington D.C. 

After clarifying relevant terminology, this paper looks at the validity of the 

trade-off between economic prosperity and societal equity. It subsequently 

examines the evidence about growing gaps within the majority of countries. It then 

reviews the thoughts of some political philosophers. Together, the evidence, the 

research and the philosophical thoughts make a compelling case that Gresham’s 

law – that bad money drives out good – also applies to inequality. Bad inequality 

drives out good inequality. High inequalities in outcomes make equality of 

opportunity virtually impossible; they also undermine our benevolent instincts and 

voluntary good behavior. The paper argues that of all the competing ends we might 

pursue, narrowing the gaps must come as the premier goal because high 

inequalities make all other goals so much harder to achieve – if not impossible 

altogether. 

2. Terminology 

Before looking into the available evidence about growing inequities and the harm 

they cause, a few words are in order about terminology. The terms ‘equality’ and 

‘equity’ are often used interchangeably, although they embody distinct points of 

view. Equality implies that no differences should exist between people. Everyone 

should have or receive the same. Equity, on the other hand, accepts differences but 

it argues against unfair and avoidable disparities. Differences have to be earned 

fairly, based on a level playing field and on principles of social justice. The 

distinctive feature is that inequities are unfair, systemic and often avoidable 

(Whitehead and Dahlgren 2007). 

The term ‘gender equity’, therefore, is incorrect because it would imply that 

differences in life chances that stem from one’s gender would be tolerable. The 

correct terminology is ‘gender equality’ because differences that are solely related 
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to gender are inacceptable. The same applies to racial equality. When it comes to 

human development, however, the correct term is ‘equity’ because differences will 

always exist. The question is whether they are earned fairly, based on a level 

playing field. This paper will use the terms ‘inequalities and inequities’ and ‘gaps 

and disparities’ interchangeably. They are used in pair and in plural because they 

take so many forms and shapes. 

Another distinction that is frequently made is between ‘equality of 

opportunity’ and ‘equality of outcomes’. The latter is usually seen as undesirable 

because it would undermine the incentive system for individual talent and effort. 

The view that equality of opportunity should be pursued, and not equality of 

outcomes, assumes that all individuals face opportunities on a level playing field. 

That assumption, however, is often violated in practice. Free education, for 

example, is a form of equality of opportunity; but it often lacks meaning for 

children who live far from school or who face an unsafe route. Neither is free 

education meaningful when the child lacks adequate nutrition or basic health care. 

Hence, the distinction between equality of opportunity and equality of outcomes is 

often beside the point. 

Chang (2011) made the obvious point that “Equality of opportunity is 

meaningless for those who do not have the capabilities to take advantage of it”. 

Paes de Barros et al. (2009) argued, “In an ideal world, inequality in outcomes 

should reflect only differences in effort and choices individuals make, as well as 

luck and talent.” But when exogenous circumstances – such as mother’s education, 

father’s occupation, gender, ethnicity or simply one’s place of birth – determine 

outcomes, then there is inequality of opportunity. Based on a sample of 19 Latin 

American countries, the authors estimated, conservatively, that between “one-half 

and one-quarter of current inequality of consumption reflects inequality of 

opportunity, a very sizable share” (ibid). 

The conventional narrative claims that education is determinant in shaping 

income inequality. Indeed, people with secondary education or less have seen their 

wages stagnate or decline in recent decades; while those with a university degree 

have continued to see their earnings improve. If education lies at the root, then 

growing disparities should not be our concern, according to this narrative. 

Inequalities are explained in terms of one’s efforts at school and willingness to take 

advantage of opportunities. That narrative is widespread, as exemplified by the 

former chairman of Chatham House. She asked: “is Professor Stiglitz right?” 

referring to his latest book. Her answer was, “Railing against the one per cent and 

occupying Wall Street won’t provide a solution” (Julius, 2012). But Krugman 

(2011) anticipated such arguments. He warned, “Pundits try to put a more benign 

face on the phenomenon, claiming that it’s not really the wealthy few versus the 

rest, it’s the educated versus the less educated”. Palma (2011) also stated, “It is 

quite remarkable how mainstream economics assumes that better ‘equality of 

opportunities’ in terms of access to education would necessarily lead to a more 

equal distribution of income”. 

The debate between equality of opportunity and equality of outcomes harks 

back to Erich Fromm (1900-80). He argued that freedom has two distinct 
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dimensions. The first is freedom from restrictions and interferences by others in 

one’s private life. The second is the ability to attain one’s full potential. It is 

obvious that ‘freedom from’ and ‘freedom to’ will not always match, yet Fromm 

argued that the two are indispensable for achieving true freedom. It requires that 

one’s choices are not restricted by external factors (i.e. freedom from) and that one 

has the ability to realize particular choices (i.e. freedom to). The architecture of 

human rights reflects a similar distinction; with civil and political rights referring to 

‘freedom from’ and social, economic and cultural rights covering ‘freedom to’. 

People who see their personal success as the result of their own effort and talent 

tend to favor the aspect of ‘freedom from’. Those who believe that success is, at 

least in part, determined by exogenous variables (e.g. gender, family background, 

ethnic group, social class, as well as luck) usually prioritize the aspect of ‘freedom 

to’. Most people agree that true freedom requires both aspects. 

Milanovic (2012) compared inequality with cholesterol – either good or bad. 

Good inequality, he wrote, “is needed to create incentives”; bad inequality 

“provides the means to preserve acquired positions”. This analogy, however, 

misses the point, because bad and good inequalities do not occur independently 

from each other; they strongly interact. High inequalities in outcomes make 

equality of opportunity often impossible. Stiglitz (2012a: 127) put it more strongly: 

“Equality of opportunity is just a myth”. Just as with Gresham’s law, according to 

which bad money drives out good money, this paper argues that bad inequality 

drives out good inequality. 

The next section looks into the presumed trade-off between growth and 

equity. 

3. Equity and growth: friends or foes? 

The conventional narrative sees aggregate growth as the driving force for sustained 

progress. Of all the things that are good for society, aggregate growth is seen as 

second to none. All progress is growth-mediated, the claim goes. Lucas (2004) 

exemplified that view, “the potential for improving the lives of poor people by 

finding different ways of distributing current production is nothing compared to the 

apparently limitless potential of increasing production.” 

High inequalities are seen as indispensable because they provide incentives 

for innovation, hard work and the development of one’s talent. Disparities are 

essential for bringing out the ‘animal spirit’. A meritocracy requires that the best 

and the brightest, the most industrious and the most talented members of society 

rise to the top. According to this narrative, less inequality will come at the cost of 

slower growth. 

But according to recent data and analyses, high inequalities and inequities 

undermine prosperity and wellbeing, at least beyond a certain threshold. Contrary 

to received wisdom, the evidence suggests that there is such thing as too much 

inequality. Research supports the view that high inequalities lead to a slower rate of 

economic growth. Thus, more equity does not necessarily mean slower growth. 

Based on data from 65 countries, Alesina and Rodrick (1992) showed that more 

equal countries had higher rates of growth. Corry and Glyn (1994) confirmed that 
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more egalitarian countries achieved higher rates of growth. After reviewing the 

growth literature, Temple (1999) concluded, “it has become extremely difficult to 

build a case that inequality is good for growth.” Earlier, Persson and Tabellini 

(1994) stated, “inequality is harmful for growth.” Ravallion (2000) wrote, “On 

balance, the existing evidence […] appears to offer more support for the view that 

inequality is harmful to growth than the opposite view”. Milanovic (2012a) asked, 

“Do more unequal countries grow faster or slower?” He responded as follows: “the 

pendulum has swung from a rather unambiguous answer that inequality is good for 

growth to a much more nuanced view that favors the opposite conclusion”. 

Both the evidence and economic theory suggest that high inequalities and 

inequities make the pattern of production sub-optimal and inefficient. They lead to 

excessive household indebtedness, which eventually depresses aggregate demand. 

They stimulate conspicuous consumption, which generates few jobs. They also 

contribute to financial instability. Milanovic (2009) argued, “The root cause of the 

crisis is not to be found in hedge funds and bankers who simply behaved with the 

greed to which they are accustomed (and for which economists used to praise 

them). The real cause of the crisis lies in huge inequalities in income distribution 

which generated much larger investable funds than could be profitably employed.” 

Saith (2011) concluded that high inequalities “are both instrumentally, as well as 

intrinsically, toxic”. 

In his book The Price of Inequality, Stiglitz (2012a: xii) wrote, “The 

underlying thesis is that we are paying a high price of our inequality – an economic 

system that is less stable and less efficient, with less growth”. High inequalities 

also lead to the concentration of political power in the hands of those who possess 

economic wealth, thereby undermining the workings of a democratic system. They 

generate divisions and internal strife, usually with undemocratic outcomes. The 

pathology of high inequalities includes powerful special interests and entrenched 

political polarization; which delay policy reforms and impede counter-cyclical 

measures. 

Several publications confirm these findings, as exemplified by the 

following examples. The editor-in-chief of Finance and Development wrote, “a 

more equal society has a greater likelihood of sustaining longer-term growth” (IMF 

2011a). In the same year, the then IMF managing director stated, “Ultimately, 

employment and equity are building blocks of economic stability and prosperity” 

(IMF 2011b). In an IMF staff working paper, Kumhof and Rancière (2010) 

observed, “The United States experienced two major economic crises over the past 

century […] Both were preceded by a sharp increase in income and wealth 

inequality”. They concluded, “Because crises are costly, redistribution policies that 

prevent excessive household indebtedness and reduce crisis-risk ex-ante can be 

more desirable from a macroeconomic stabilization point of view than ex-post 

policies such as bailouts or debt restructurings”. 

High inequalities and inequities also affect social mobility. The correlation 

between parents’ income and that of their children is stronger in unequal countries 

than in more equal societies (Blanden 2009; Wilkinson and Pickett 2009; 

Economic Mobility Project 2009; OECD 2010). The ‘Great Gatsby Curve’ shows a 
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direct relationship between high inequality and low social mobility in several 

countries. Corak (2012) wrote, “children are much more likely as adults to end up 

in the same place on the income and status ladder as their parents in the United 

States than in most other countries.” The data confirm that as disparities deepen 

and gaps widen, the family background overshadows talent and effort in 

determining outcomes. Talent, it seems, has been redefined as one’s ability to 

choose his/her parents. 

In sum, the conventional growth-narrative does not jive with the evidence. 

Trickle-down does not have its presumed effect, neither in developing nor in 

developed countries. Human poverty persists in too many countries that have seen 

high rates of growth, indicating that aggregate growth is insufficient for driving 

poverty down. Several countries, on the other hand, have reduced poverty without 

witnessing strong economic growth. Galbraith (1982) derided the trickle-down 

theory by referring to it as the ‘horse and sparrow theory’. He wrote, “If you feed 

the horse enough oats, some will pass through to the road for the sparrows”. 

Stiglitz (2012b) stated, “It might not be so bad if there were even a grain of truth to 

trickle-down economics”. 

The so-called ‘Kuznets hypothesis’ posits that inequality within a country 

will increase as the economy takes off and shifts from agricultural to industrial 

activities. As the economy attains a mature level of development, inequality will 

level off and eventually decline. Researchers have tried repeatedly to find empirical 

validation for an inverted-U link between inequality and the level of per capita 

income.  They have failed to do so conclusively. There is obviously more to 

inequality than the level of development. Societies are too complex and contain too 

many conflicting interests to be subject to a simple automaticity such as the 

Kuznets hypothesis; albeit that it be quite convenient to the neoliberal narrative. 

Palma (2011) concluded, “there is not much statistical evidence here for an 

‘Inverted-U’ path between inequality and income per capita”. Rising inequalities 

and inequities observed in most industrial countries since the late 1970s are 

particularly challenging to the validity of Kuznets’ hypothesis. 

Thus, the conventional argument that redistribution will merely result in the 

sharing of poverty, not of wealth, is not valid. Equity helps to sustain economic 

growth. A focus on equity is not synonymous to opposing growth. Quite the 

opposite. It is about identifying relevant and adequate policies to sustaining 

progress. Dagdeviren et al. (2000) found that “greater distributional equality 

provides a favorable initial condition for rapid and sustainable growth.” 

In short, the way the economic pie is cut has a bearing on its size; but not in 

the manner the conventional narrative has held for so long. High inequalities – i.e. 

which go beyond the incentive-element – do not make the pie grow; they actually 

make it shrink. 

The belief that aggregate growth will automatically yield equitable and 

sustainable outcomes is untenable in the face of the growing evidence. But when 

beliefs and ideologies are out of sync with reality, they need to be revisited – in a 

spirit of openness, empirical evidence and disciplined research. The next section 

explores the evidence about growing inequalities and inequities. 

http://en.wikipedia.org/wiki/John_Kenneth_Galbraith
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4. Empirical evidence 

A growing body of data indicates that income disparities are widening within 

countries (e.g. UNCTAD 1997; Galbraith et al. 1998; Cornia 1999; Milanovic 

2012b). Palma (2011) found that about 80 per cent of the world’s population lives 

in regions whose median country has a high Gini coefficient of close to 0.40. No 

matter how it is measured, it is increasingly difficult to dispute that inequalities are 

on the rise in the majority of countries. The trends are unmistakable, whether one 

looks at income or education, wealth or health. 

Palma (2011) hit upon a stunning similarity across countries regarding the 

share of national income accruing to the middle classes. Based on data for 135 

countries, he found that half the country’s population – i.e. those between the 

bottom 40 per cent and the top 10 per cent – appropriate about half of national 

income; regardless of the country’s level of development, political or economic 

regime, or level of inequality. He concluded, “what really matters in distributional 

terms is the income-share of the rich”. Indeed, a distinctive feature of the rise in 

inequality since the late 1970s is the extraordinary concentration of income gains at 

the very top. 

In the USA, a country that produces solid and reliable data on a wide range 

of indicators, the top 10 per cent appropriated a staggering 91 per cent of the 

income growth between 1989 and 2006 (Mishel et al. 2009); leaving a mere 9 per 

cent to be shared among the bottom 90 per cent of the population. Yet, most gains 

were concentrated among the top 1 per cent; capturing nearly 60 per cent of the 

income growth between 1976 and 2007 (Rajan 2010). Most of all, the gains went to 

the top 0.1 per cent, whose share in national income soared from 4 per cent in 1979 

to 12 per cent by 2006 (Mishel et al. 2009). The authors put it concisely, “the 

economy did well, except for the people in it” (ibid). Such trends are not limited to 

the USA. 

China is one of the front runners, not only in terms of aggregate growth but 

also in terms of widening gaps. Liu (2011) documented that the Gini coefficient for 

China soared from about 0.30 in the early 1980s to nearly 0.50 by the late 2000s. 

Inequality has also risen in other emerging and developing countries. According to 

the International Labor Organization, income inequality rose in the majority of 

countries with data (ILO 2008). Over the past 30 years, income inequality 

worsened in 17 out of 22 rich countries (OECD, 2011). Only two countries saw 

their distribution of income grow less unequal – and only modestly so. Some of the 

steepest increases in inequality were observed in traditionally egalitarian countries 

– such as Sweden and Finland. 

Growing gaps are also observed in non-monetary terms. Banks et al. (2007) 

analyzed UK and US data – two countries with well-developed databases. After 

controlling for behavioral risk factors – such as smoking, drinking, and obesity – 

they found that “men at the bottom […] are in much worse health than those at the 

top”; irrespective whether education or income was used to gauge their socio-

economic status. Minujin and Delamonica (2003) examined data on infant and 

child mortality in 24 developing countries. They concluded that, during the 1980s 
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and 1990s, progress for the bottom quintile (the poorest 20% of the population) 

was “modest, and in most developing countries it was not statistically significant”. 

Other studies have led to similar findings – e.g. Moser et al. (2005), Reidpath et al. 

(2009). 

These trends raise the fundamental question: What does aggregate growth 

mean, when most of the gains accrue to a small minority at the top? Advocates of 

the conventional growth-narrative not only dismiss the evidence, they also reject 

the above question as ‘politics of envy’. They argue that the poor and the middle 

class may be getting a smaller share of national income, but the economy is 

growing so fast – thanks to the awards given to the rich for their extraordinary 

contributions – that the income of the poor and the middle class still grows in 

absolute terms. However, the evidence contradicts this view. Stiglitz (2012b) 

showed that “Although it [the USA] has managed to increase GDP per capita, from 

1980 to 2010 by three-fourths, most full-time male workers have seen their 

incomes go down”. 

Similarly, Sen (1995) showed that longevity in the UK advanced fastest 

during the decades of World War I and II, because of “the improvement in public 

delivery of food and health services, contingently associated with the war efforts”. 

He added, “we are really looking at influences on mortality rates that concern 

economic organization and social environment rather than the average level of real 

income per head” (ibid). 

Recent research indicates that high inequalities are bad for everyone, also 

for those at the top. Wilkinson and Pickett (2009) documented that more unequal 

countries do worse according to almost every quality-of-life indicator. Whether the 

test is life expectancy, infant mortality, obesity, homicides, learning, teenage 

pregnancy, illegal drug use or mental illnesses, the more equal the society the better 

its performance. The best predictor of how countries rank is the differences in 

wealth within them rather than the differences in wealth between them. Already in 

1996, the editors of the British Medical Journal (1996) concluded, “what matters in 

determining mortality and health in a society is less the overall wealth of that 

society and more how evenly wealth is distributed”. 

Wilkinson and Pickett examined the wellbeing of people at the top and 

found that they invariably do better in more equal societies than in more unequal 

countries. They stated, “when people in the same social class, at the same level of 

income or education, are compared across countries, those in more equal societies 

do better” (ibid). Their explanation focused on psycho-social factors. High income 

differentials, they argued, create a steep social gradient and a great distance 

between social groups. Fewer contacts across social groups no only foster stereo-

typing, they also deepen the misconceptions people have about others. Since 

people commonly hold prejudice against those with lower socio-economic status, 

higher inequalities and inequities undermine social cohesion. Ultimately, they lead 

to distrust, status anxiety, insecurity and chronic stress for everyone, including for 

those at the top. Judt (2010: 66) confirmed this: “There is quite a lot of evidence 

that people trust other people more if they have a lot in common with them: not just 

religion or language but also income”. 
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In short, large differences in relative status harm people physically, 

emotionally and mentally – everyone, not just the poor. The impact of high 

inequalities and inequities runs across the entire society – affecting those at the top 

as much as those who live in poverty. The evidence suggests that relative progress 

matters; that wellbeing is not solely determined by the absolute level of income. 

The book The Spirit Level has been intensely debated and hotly contested 

(e.g. Saunders 2010, Snowdon 2010). The Economist (2012) dismissed it on the 

basis of the opinion of one conservative pundit. The Joseph Rowntree Foundation 

took a different approach. It commissioned Rowlingson of the University of 

Birmingham to conduct an independent review of the evidence about the impact of 

inequality. After reviewing the peer-reviewed literature, she concluded, “the basic 

methods in The Spirit Level are robust and the main finding on the correlation 

between income inequality and health and social problems stands up to the 

criticisms” (Rowlingson 2011). She added, however, that there is more debate than 

consensus about the causal relationship between inequality and social problems. 

Yet she concluded that “some rigorous studies provide evidence of such a 

relationship” (ibid). The evidence suggests there might be a ‘threshold effect’ in 

this relationship, whereby the causal link between income inequality and health and 

social problems strengthens once the Gini coefficient exceeds the level of 0.30. 

Despite the overwhelming evidence that inequities are on the rise and that 

high inequalities are harmful, the conventional growth-narrative maintains that 

inequality is not really rising; or that it really does not matter. Since evidence is 

only part of what swings the debate, the next section reviews the arguments made 

by some philosophers of political economy. Although some of their thoughts are 

dated, they still help to enlighten the age-old debate about growth and equity. 

5. Philosophers’ views 

Thomas Hobbes (1588-1679) and John Locke (1632-1704) appealed to the need for 

a social contract. Hobbes famously described life without it as ‘poor, nasty, brutish 

and short’. The theory of these ‘contractarians’ was revived in the 20
th

 century by 

John Rawls (1921-2002), who introduced his new principle of justice. In terms of 

Fromm’s freedom, Rawls prioritized ‘freedom to’ by picturing that everyone is 

born behind ‘a veil of ignorance’. One would not know beforehand what position 

one would hold in society or what talents one would be endowed with once the veil 

was lifted. Under those circumstances, Rawls argued, most people would support 

the principle that inequalities must be arranged so that they yield the greatest 

benefits for the least advantaged. 

Adam Smith (1723-90) argued that the free market would generate the 

desired outcome; thereby making a social contract redundant. Before publishing 

the Wealth of Nations in 1776, he wrote Theory of Moral Sentiments (1759). In that 

book, Adam Smith expressed the Enlightenment view that all humans underwrite 

similar moral sentiments – what he called our ‘benevolent instincts’. ‘To feel for 

others and little for ourselves; to restrain our selfishness and exercise our 

benevolent affections, constitute the perfection of human nature’, he wrote. 

Together with David Hume (1711-76), he belonged to the ‘sentimentalists’ who 
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argued that moral sentiments are socially beneficial; that everyone will be better off 

if these sentiments are widely held in society. 

Virtuous sentiments are also underwritten by all traditional religions. These 

sentiments are commonly summarized in the Golden Rule: ‘Do unto others as you 

would have them do unto you’. Confucius put it in the negative way, ‘Do not unto 

others what you would not have them do unto you’, which is often referred to as 

the Silver Rule. Actually, the Enlightenment philosophers of the 19th century 

retrieved much of their ideas from the ancient philosophers, including Confucius 

and Mencius. The Confucian term for the shared human sentiments of fellow-

feeling is ‘Ren’. 

Adam Smith’s argument about the merits of the free market thus assumed 

that the actors in the marketplace would hold moral sentiments of empathy and 

self-restraint, sympathy and benevolence, co-operation and respect, honesty and 

integrity, prudence and moderation. These would curb, he thought, excesses in the 

pursuit of self-interests in the free market. 

Philosophers such as Karl Marx (1818-83) questioned whether moral 

sentiments would shape the functioning of the market, or whether market forces 

would influence moral sentiments. Will sentiments such as empathy, co-operation, 

self-restraint and solidarity determine the functioning of the marketplace – as 

Adam Smith believed? Or will the marketplace corrode moral sentiments and lead 

to widening gaps and disparities – as Marx argued? This question is still with us 

today. The John Templeton Foundation (2008) asked thirteen contemporary 

philosophers, scholars and public figures the question: ‘Does the free market 

corrode moral character?’ Four answered with a categorical ‘no’; another four gave 

a ‘nuanced no’; two said ‘it depends’; and three answered ‘yes’. 

Jeremy Bentham (1748-1832) thought that actions in themselves cannot be 

judged as better or worse. He argued that they must be valued by their 

consequences. He introduced the utilitarian principle of the ‘greatest happiness of 

the greatest number’. The right action, he deduced, will be the one that produces 

the greatest happiness of the greatest number of people. Utilitarianism remains 

central to economic thinking today. Even without knowing much about it, most 

people think in terms of the greatest good of the greatest number when justifying 

policy choices. Bentham reasoned that legislative sanctions would be better at 

reconciling individual self-interest with the common good than Adam Smith’s 

moral sentiments. He assumed, thereby, that legislation would be based on the 

view of the majority of people within a democratic process; not on narrow interests 

of small powerful groups. 

Finally, Friedrich Hayek (1899-1992) argued that ‘the preservation of 

individual freedom is incompatible with a full satisfaction of our views of 

distributive justice’. Ayn Rand (1905-82) took this point to its radical conclusion. 

She vigorously dismissed any concern about inequalities and inequities. Her book 

Atlas Shrugged of 1957 remains a bestseller in the USA, although it is little known 

outside that country. Therein she argued that one must always pursue one’s self-

interests; not because of subjective choices, moral sentiments or legislative 

sanctions, but because it represents the only reasonable option for society. For her, 
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sharing with and caring for others endangers prosperity and jeopardizes individual 

freedom. Three concepts were taboo in her worldview: needs, assistance and 

community. The worst philosopher, she argued, was Immanuel Kant, whose 

doctrine of duty and self-sacrifice she dismissed as absurd. Rand’s views still 

exercise a powerful influence, not only on politicians but also with leading 

economists. Lucas (2004), for instance, a Nobel laureate, stated, “Of the tendencies 

that are harmful to sound economics, the most seductive, and in my opinion the 

most poisonous, is to focus on questions of distribution.” 

All philosophical views are subject to change. Perceptions about inequality 

and moral sentiments are not static. In the 1930s, US President F.D. Roosevelt 

stated, ‘The test of our progress is not whether we add more to the abundance of 

those who have much, it is whether we provide enough for those who have too 

little’. In the 1960s, US President J.F. Kennedy said, ‘If a free society cannot help 

the many who are poor, it cannot save the few who are rich’. It is a moot question 

whether leaders today would be taken seriously if they were to speak to such moral 

sentiments. 

Buffett did exactly that when he wrote, “while most Americans struggle to 

make ends meet, we mega-rich continue to get our extraordinary tax-breaks” 

(2011). His moral sentiment that called on the rich to pay their fair share in taxes 

was rejected by the vast majority of public figures. Some went as far as to accuse 

him of conducting class warfare. 

These two instances indicate that, contrary to what Adam Smith believed, 

our benevolent instincts are subject to external influences. Several studies have 

shown that students at business schools, for instance, behave in a more selfish way 

than others. Marx’s point that market forces will exercise an influence over human 

sentiments cannot be dismissed as irrelevant or incorrect; scientific research shows 

that he had a case. 

6. Summing up 

High inequalities and inequities have a high price, yet they are of limited worth – 

both inherent and instrumental. Growing gaps and deepening disparities have no 

redeeming value. Reliable surveys and credible analyses show that inequalities and 

inequities are widening in the majority of countries. They confirm that once they 

exceed a certain threshold, gaps and disparities become harmful for everyone, 

including those at the top. In short, there is such thing as too much inequality. 

Gresham’s law seems to apply to inequality too; bad inequality drives out 

good. High inequalities in terms of outcomes make equality of opportunity 

virtually impossible. High inequalities also affect our benevolent instincts and 

voluntary good behavior. Psychologists have shown that people will abstain from 

acts that are individually beneficial but socially harmful as long as other people do 

too. But once a sufficient proportion of people start acting selfishly and are 

perceived to get away with it without legal sanction or moral disapproval, then 

good behavior quickly evaporates. Wide disparities inevitably lead to such 

perceptions because they increase social distance and ultimately undermine trust. 
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Stiglitz (2012a: 121) noted, “We often underestimate the role of trust in making our 

economy work […] most good behavior is voluntary.” 

The conventional narrative, however, maintains that aggregate growth is 

second to none and that it requires unimpeded markets with minimal government 

interventions. The motto ‘grow first, distribute later’ may have lost some of its 

luster in recent years, but it still attracts a big following. The UK Prime Minister, 

one of the co-chairs of the UN high-level Panel of Eminent Persons for the 

formulation of the Post-2015 Agenda, clearly stated his position regarding putting 

growth ahead of combating inequality (The Guardian 2013). Yet this is a false 

debate. The evidence shows that equal societies do better than unequal ones, not 

only in terms of health and education but also in terms of economic prosperity and 

social mobility. The evidence merely reconfirms the arguments made by 

philosophers a long time ago. Growth and equity are not foes, they are friends. 

David Hume and Adam Smith understood that equitable development, driven by 

moral sentiments, will be socially beneficial. 

Yet the conventional narrative maintains that there is nothing wrong with 

high inequalities and inequities. Its proponents conveniently ignore that Adam 

Smith assumed that the invisible hand would be driven by ‘benevolent instincts’ 

that would temper selfishness and tame greed. Modern acolytes tend to distort the 

views of Adam Smith and Jeremy Bentham by overlooking that they took moral 

sentiments or legislative sanctions for granted when advocating for the free market 

system. It is also inconvenient to mention today that Adam Smith argued for strict 

bank supervision; for he knew that a small group of bankers with corrosive moral 

sentiments could ruin the entire economy. The seemingly unending tale of US and 

European bankers behaving as ‘banksters’ attests to this risk. No longer do they 

seem constrained by legislative sanctions or driven by moral sentiments. 

The evidence that high inequalities hurt everyone is having a hard time 

gaining currency. While the conventional narrative started to use terminology such 

as ‘pro-poor’ and ‘inclusive’ growth, these concepts really lack credibility in a 

world where gaps and disparities continue to widen. The finding that inequalities 

and inequities are economically harmful is not invalid, it is inconvenient. Therefore, 

it is dismissed as anecdotal, faulty or irrelevant. Even those who perceive high 

inequalities and inequities as deplorable often accept them as unavoidable. This 

point is often expressed by repeating the refrain, ‘there is no alternative’. Yet there 

are alternatives (e.g. Stiglitz 2012a; Jolly et al. 2012). 

Smiths’ moral sentiments and Bentham’s legislative sanctions are under 

threat. Examples abound in several countries where the wealthy and special interest 

groups use lobbyists and spin-doctors to manipulate and distort the public 

discourse and to shape legislation in order to perpetuate their privileges and 

advantages, at the cost of everyone else. Many a country seems to be descending 

into moral deprivation and legislative barbarism. Yet, equity has been pursued in 

several societies in the past; few societies do so today.  

Keynes warned that capitalism would not survive if it would furnish the 

rich with the means to get ever richer. When he argued that practical men are often 

the slave of some defunct economist, he added, ‘the power of vested interests is 



draft                                                                             

     13 

vastly exaggerated compared with the gradual encroachment of ideas’. Over the 

past decades, we have seen a new enclosure, not of common lands but of our 

intellectual commons. Breaking it will require that we re-moralise our economic 

discourse. Only a new moral narrative will stop the encroachment of one-

dimensional economistic ideas. The discourse should not only take into account the 

economic calculus of public action, but also its ethical dimension. 
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