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Executive Summary
The UK is set to become an increasingly unequal society1. Economic inequality is a multi-facetted
problem which, as the as the recent furore over Thomas Piketty’s Capital in the 21st Century has
shown, is attracting debate and concern across the political and social spectrum.
For many Christians this debate is long overdue. And one issue that deserves particular attention
within it is the role of pay: specifically the difference in pay and conditions between those at the
‘bottom’ and those at the ’top’ of the labour market.
In 2014 it emerged that one in five British workers are paid below a ‘living wage’. In the same
financial year the average FTSE 100 Chief Executive Officer (CEO) earned £4.7 million approximately 358 times the earnings of a fulltime worker on the national minimum wage.
This situation is neither just nor is it good for us as a society.
This stratification of the labour market where pay and conditions at the bottom are evaluated on an
entirely different basis from those at the top has prompted considerable public anger.
It raises some fundamental questions about how society perceives the relative importance of
different roles within our economy and about the underlying values that such perceptions
represent. Left unchecked it will continue to create divisions and undermine cohesiveness within
our society. We all – including business – will be poorer as a result.
Under the UK’s Corporate Governance Code large companies are required to “be sensitive” to pay
and conditions throughout the business when making decisions about executive remuneration.2
Recent regulations on directors’ pay require companies to be more transparent and give
shareholders of UK listed companies a greater say than ever before on executive pay.
Despite this there is little evidence that remuneration committees take the issue of pay inequality
seriously. Nor, despite the good track record of some church and other investors of challenging
companies on excessive remuneration and failure to pay the Living Wage3, is there any evidence
that this is of concern to the majority of investors.
The time has come for both the business and the investment community to recognize that
excessive inequality in the way rewards are distributed across companies are contributing to wider
inequalities across society. We need an urgent debate about what else can be done to create
fairer remuneration structures both within individual companies and across our economy as a
whole. And we need to take decisive action to ensure that remuneration based on principles of
fairness is able to contribute to the strengthening of the bonds of our society rather than stretching
them too far.
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Recommendations
This briefing hopes to stimulate both debate and action. It highlights a number of proposals which
we consider have the potential to reduce pay inequalities including tackling low pay and insecure
work, pay ratio reporting, caution and transparency in use of remuneration consultants, including
workers on remuneration committees and greater investment in employee development and
succession planning. All of these have merit and deserve more serious consideration.
Underlying this however we suggest that a number of key principles should underpin the debate.
Low pay: There is an urgent need to tackle the growth of low pay. This will not in itself be enough
to bring an end to the perverse inequality of rewards either within companies or within society at
large. However the principle of “a fair day’s pay for a fair day’s work” is fundamental. Society,
including the business community, cannot (economically, socially or morally) afford to let in-work
poverty continue to grow. We need to take steps to halt then steadily reduce it without delay.
We want all companies to become Living Wage Employers. However as the UK’s largest
companies, those in the FTSE 100 should take the lead. We can see no reason why the 85
companies in this group who are not yet certified as Living Wage Employers should not make such
a commitment and publically set out a timetable for ensuring that living wages are paid to their
employees and all those who work regularly on their UK sites. Companies should also redouble
their efforts to review their own purchasing practices and engage with suppliers in order to facilitate
the payment of living wages throughout their supply chains.
There is also a need to tackle insecure work, through the unjustified use of non-guaranteed hours
contracts (NGHCS). These mean that workers lack certainty about their income which for many
can compound the problems associated with low rates of pay.
Transparency: In order for shareholders and others to understand the rationale for, and make
informed judgements about, the way rewards are distributed throughout a company meaningful
levels of transparency is key. The new regulations on directors’ remuneration provide an
opportunity for companies to be more explicit about the extent to which they consider inequality
when deciding how to distribute pay across their entire work force. However progress has been
largely disappointing, resulting in scepticism and, amongst some, a sense that senior executives
are only interested in “feathering their own nests” regardless of what happens to the rest of society.
Whether this sentiment is justified or not, it is another sign of division within our society and
businesses must take heed of it.
At the minimum this means putting a greater emphasis on the legal requirement to “be sensitive” to
general pay and conditions when setting executive remuneration. Morally it should require a
greater cognisance of the wider community.
Knowing, understanding, and being able to explain the ratio between the highest paid and lowest
and median paid workers/employees is a key metric that would enable companies to show a
commitment towards this. Another would be for directors’ remuneration policies to follow the John
Lewis model of setting a maximum ratio by which the highest paid member of staff can exceed the
lowest. Companies should explicitly justify instances where executive pay, conditions and other
benefits are significantly disproportionate to those enjoyed by other employees.
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Whilst we acknowledge the need for caution around the use of remuneration consultants, there
does, at the very least, need to be greater transparency around their use.
Value and Values: The fact that pay inequality is now so extreme indicates the need to change
the debate about what constitutes value. One aspect of this is the value for money that different
categories of workers/employees bring to a company. The other is about wider value to society.
Effective leadership is fundamental and should be rewarded appropriately. But corporate success
(or otherwise) depends on more than just the talent and insight of a handful of 'superstar'
executives. It also depends on the contributions of shareholders and other financial backers and
the wider economic and social infrastructure provided by the communities and governments in
which companies operate.
We need to reassess what we mean when we ask what value an individual employee brings to a
company. In some instances we may need to recognise that, rather than acting as stewards of a
company, executives are actually exploiting it. It also makes it almost impossible to justify many of
the vast pay differentials we are seeing today and suggests that they could actually represent an
abuse of power - something that should be of concern not just to shareholders, but the whole of
society.
Moving forward: Christian investors are particularly well placed to raise concerns about the
current extreme levels of pay inequality within the companies in which they invest and with
financial services firms who might manage those investments. We urge those who are not already
engaging on remuneration issues to consider doing so and those who are to intensify their efforts
and to ensure that pay inequality is brought to the fore of those discussions.
Such engagement can serve to hold individual companies to account, shining a light on the extent
to which pay practices are contributing to wider inequalities and convincing companies that it is in
their own, as well as society’s best interests to distribute rewards more fairly.
However excessive pay inequality is more than a problem with ‘one or two bad apples’. It is a
market wide problem whose best hope for resolution lies in a market wide approach. Shareholder
engagement with individual companies is vital – but perhaps even more so is for shareholders to
join with others in trying to shape the wider debate around pay - so that pay inequalities are seen
as important as absolute levels of remuneration.
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Introduction
The UK is set to become an increasingly unequal society. The Institute of Fiscal Studies (IFS) in its
recent report4 expects the slight falls in income equality recorded since 2007-08 to be temporary
and such falls are now being reversed. As the economy recovers, increasing real earnings will
boost incomes for the top income earners, while ongoing cuts to benefits and tax credits will
reduce incomes toward the bottom. Inequality is a multi-facetted problem. But one area that has
emerged as of particular concern is the role of pay: specifically the difference in pay and conditions
between those at the ‘bottom’ and those at the ’top’ of the labour market
In 2014 it emerged that the average FTSE 100 CEO now earns approximately 130 times that of
average employee in such companies and a huge 358 times the earnings of a fulltime worker on
the national minimum wage. This situation is neither just nor is it good for us as a society.
Church investors have a good track record of challenging companies on excessive remuneration
and have been playing a key role in leading the discussion on Executive Pay.5 They have also
promoted the Living Wage. Increasingly many are also recognising the importance of engaging on
pay differentials. This is valuable and welcome work.
However ECCR believes that the above statistics bring into stark focus the fact that more needs to
be done to tackle pay inequalities. As such, all of us, including individual faith investors need to ask
what else can be done. This briefing hopes to stimulate that debate.
Here we examine the moral, social and business reasons to reduce pay inequalities and give an
overview of key current proposals that could help to do this. We look at the potential for
shareholders to hold companies to account on pay and provide suggestions and questions that
individual and Church investors could incorporate into their engagement strategies.
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1.

Why Inequality matters

Growing national inequalities
The gap between rich and poor continues to widen. Britain is one of the richest countries in the
world, yet 13.5 million people - 22% of the population - remain in relative poverty.6 Income
inequality increased sharply in the 1980s and has been on a steady upwards trajectory since then.
Despite some reduction during the recent recession, this trend is set to continue.7 Although
comparable statistics are difficult to obtain, there is evidence that the level of inequality in the UK is
similar to that seen in the 1930s.8 This is unjust. Britain has a proud record of creating a society
which cares for all its members – inequality threatens to undermine this.

Christian reflections on human dignity
All people are created in the image and likeness of God: all are of equal worth. People have a
fundamental human right to be treated with dignity, respect and equality regardless of social or
economic status. This report does not argue against some variations of pay and conditions
according to role and responsibility. However, in a tradition where each of us are equal in the eyes
of God and where we are told to love our neighbour as ourselves extreme levels of inequality - as
we are seeing now - appear inherently unjust. As the Church of England Ethical Investment
Advisory Group points out,9 when material rewards become vastly unequal, it becomes harder for
people to perceive the truth of equality before God since it is contradicted by their experience of
the world. It also raises some fundamental questions about how society perceives the relative
importance of different roles across our economy and about the underlying values that such
perceptions represent.

The Common Good
Christians believe that the whole of creation is a gift from God for which we should care and use so
that God’s Kingdom may come. Faith is about more than individual spirituality – we are called to
work with God for a world where people do not suffer from poverty or oppression. We need to be
involved in political and economic issues, complex though they are, from this faith perspective.
The churches have a duty to speak out prophetically and challenge unjust structures which deny
people the God given opportunity to enjoy life in all its fullness.

Encouraging greater social cohesion in society
Fairness is the foundation on which a more trusting and cohesive society can be built. Studies
looking across a range of countries suggest that whilst, particularly in developing countries,
absolute levels of wealth can be important - there is actually a stronger correlation between
incidents of social distress and levels of inequality than with levels of wealth. Correlation is not in
itself evidence of causation. But The Spirit Level10 describes mechanisms of causation that include
the social stress of competition and the erosion of social networks and trust in more unequal
societies.11 Inequality, aspirational consumerism and higher levels of debt are increasingly a
barrier to cohesive relationships within society which makes us all poorer economically, socially
and spiritually.12

2. Unequal Pay in the UK today
Inequality in pay is nothing new. However, in recent years the pay gap between those at the top
and elsewhere within the labour market has reached worrying proportions.
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In 1970 the differential between a FTSE 100 chief executive’s pay and that of an average worker in
that group of companies was approximately 10:1.13 Today the average FTSE 100 CEO earns
approximately £4.7 million per year, 130 times the average FTSE 100 employee.14 This is roughly
174 times that of the average UK worker15 and a huge 358 times the £13,124 earnings of a fulltime
worker on the national minimum wage.16
Under the UK’s Corporate Governance Code large companies have, for many years been required
to “be sensitive” to pay and conditions throughout the business when making decisions about
executive remuneration.17 Its most recent revision now also requires boards to ensure that
executive remuneration is designed to promote the long-term success of the company and
demonstrate how this is being achieved more clearly to shareholders. 18
However there is little evidence, yet, that either of these are a priority. In particular, the statistics
above are the latest indicator that we are actually witnessing a stratification of the labour market
where pay and conditions at the bottom are evaluated on an entirely different basis from those at
the top.
At a time of continued economic vulnerability, when many wages remain stagnant19 and as
vulnerable forms of employment are growing, this trend has prompted considerable public anger.

3. Life ‘at the bottom’
Low pay
In-work poverty20 in Britain is growing. Today, two thirds of those in poverty live in working
households.21 According to the Living Wage Commission, 5.24 million or one in five British workers
are paid below a ‘living wage’, a figure that has grown by 9% since 2012. Some industrial sectors
are particularly associated with low pay. For example 85% of bar and waiting staff and 70% of
cleaners and retail assistants are paid below a living wage.22
Low pay brings a myriad of problems which go beyond an immediate day-to-day struggle with
living costs. It is also associated with marital breakdown, poorer outcomes for children, poorer
diets, difficulty accessing financial services and insufficient time to spend with friends, family or to
engage in community life. Many low income households are entitled to social security benefits to
top up their income – in making such payments, society is therefore providing a subsidy which
contributes to the transfer of wealth to executives and shareholders. It also means that the financial
costs of low pay are also being borne by the whole of society.23

Minimum wage vs Living Wage
The UK has had a legally enforced national minimum wage (NMW) since 1999. Since 1st
October 2014 the current rate for workers over the age of 21 has been £6.50 per hour.24 The
NMW is set annually by government – based on the recommendations of the Low Pay
Commission, whose remit is to “recommend levels ...that will help as many low-paid workers as
possible without any significant adverse impact on employment or the economy”25. Changes in the
cost of living are not taken into account.
The UK Living Wage emphasises the cost of living and is calculated based upon the costs of
items identified by members of the public as necessary for a minimum acceptable standard of
living in the UK. 26 The concept27 has gained significant support. And, although paying it is
voluntary, over 850 employers have now become accredited ‘Living Wage’ employers meaning
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that they pay all directly employed employees a Living Wage and have plans to roll this out to
contract and agency staff regularly employed on their sites.28 Accreditation does not require
payment of the Living Wage through a company’s entire supply chain or for out-sourced services
provided by workers offsite. However Living Wage Employers could play a positive role in
encouraging the adoption of the Living Wage throughout their supply chain and in adapting their
procurement processes to facilitate this.
The 2013 Living Wage in the UK is £7.65 but in London is set at a higher rate of £8.80. Rates for
2014/15 will be set on 3 November 2014.29
Several listed companies, including 15 of the FTSE 100, such as Aviva, Barclays, HSBC, ITV,
Legal and General, Pearson and SSE are now accredited as Living Wage Employers. These and
other companies like them should be congratulated. Unfortunately, no large companies operating
in sectors that are most likely to be associated with low wages30 have sought accreditation.
Many of the UK’s church denominations including the Baptist Union, the Catholic Bishops
Conference of England and Wales, Church of Scotland, Church of England, Methodist Church,
Religious Society of Friends (Quakers) and United Reformed Church have also adopted or support
the Living Wage.31 Although there are costs to implementing the Living Wage32, there are also
benefits. In one study over 80% of Living Wage Employers in London said that it had led to higher
quality work and two thirds reported a positive impact on recruitment and retention.33

Insecure work
Whilst low hourly wages are a key factor associated with poverty34, insufficient or unpredictable
working hours are also relevant. ECCR’s 2009 report ‘Vulnerable migrant workers: the
responsibility of business’35 highlighted concerns about the growth – and misuse - of traditional
forms of insecure work such as temporary/ seasonal contracts or bogus self-employment.36
However, recently new concerns have been raised about ‘variable’, ‘zero hours’ or other types of
non-guaranteed hours contracts (NGHCs). Under these, work is offered as and when required by
the employer without any guarantees about its availability. In early 2014 it was estimated that some
1.4 million such contracts were in operation across Britain.37
NGHCs can be beneficial to employers and some employees; providing flexibility to respond to
peak periods or staff shortages, or the ability to work flexibly around education or family
commitments for example. A recent survey reported that almost half of NGHC workers were
satisfied.38 However there is also evidence that NGHCs can be used irresponsibly - to avoid paying
regular workers sick, maternity or on-call pay. Some contracts include “exclusivity clauses” which
prevent workers seeking alternative employment. Many workers complain about previously
arranged work being cancelled at very short notice. The Trades Union Congress claims NGHCs
usually result in lower or unpredictable pay, leave workers vulnerable to exploitation and are
contributing to a “climate of insecurity”.39
NGHCs are found in all sectors – including some church and voluntary groups. They are used for
both high and low paid roles but with regard to the latter appear to be particularly prevalent in the
retail, hospitality (bar, waiting and kitchen staff), leisure, cleaning and healthcare sectors.
According to one survey some 80% of domestic care workers in the private sector are thought to
be on NGHCs.40 Most of the sectors where low pay and insecure working hours are prevalent tend
to have a greater proportion of female staff leading to persistent gender-based inequality.
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Following a public consultation, the UK government has announced that it will ban “exclusivity
clauses” and develop a code of practice for the fair use on NGHCs.41

4. Life at the top
Pay at the top of many of our largest companies has reached dizzying levels – the average pay for
a FTSE 100 CEO in 2013 was £4.7 million. This year WPP’s Martin Sorrell became the
FTSE100’s highest paid CEO, taking home almost £30 million in 2013.42
Many companies say that high pay is necessary to attract and retain talented staff. It is also
argued that high pay is fair if it is in return for outstanding performance which contributes to the
long term success of a company. However, as the common strategy of paying slightly higher than
the median ‘going rate’ has led to a ‘ratchet effect’, both arguments have come under scrutiny.
Concerns are growing that there is often no discernible link 43 between executive pay and company
performance.44 Furthermore as the Salz review on corporate culture at Barclays shows, evidence
is emerging that excessive pay can have a negative effect – contributing to a culture of impunity.
Such a culture led in part to the LIBOR fixing scandal in that particular instance, and risk-taking in a
culture where potential to generate corporate revenues was closely aligned with personal
benefits.45 Other considerations include the opportunity cost of any excessive funds invested in a
CEO and where such funds could have made better returns elsewhere within the business.

Components of executive pay
For most workers identifying what they are paid is a relatively simple matter. However for top
executives similar calculations are incredibly complex. Their total pay often has several
components which may include:
Basic Salary: A fixed sum which employers are contractually obliged to pay.
Bonuses: A variable sum, awarded annually according to targets and parameters set by
remuneration committees. Bonuses are often in the realm of 200% of base salary – although can
be much more. They can be paid straight away or deferred and in some instances can be
guaranteed.
Long term incentive plans (LTIPs): Complex schemes under which executives receive shares in
return for meeting targets. LTIPs are supposed to align employee and shareholder interests but
have been criticised. Corporate governance consultants, PIRC46 has called them “fundamentally
flawed” and advises investors to vote against new schemes on the basis that they are insufficiently
long term, do not incentivise and open to manipulation.47
Pension contributions: The amount awarded is usually related to basic salary. Contributions are
often more generous in percentage terms than those paid to other workers. According to one
survey the average FTSE 100 executive director received £242,000 in 2013.48.
Other benefits: Senior executives may receive a range of other benefits, such as relocation,
transport or housing allowances.

A note on banks
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Bankers’ pay often attracts particular attention. The sector is unusual, not just because of the level
of pay, but because the highest earning employees can be often found ‘below’ director level. 49
Many banks also set aside bonus pools before calculating profits, giving additional weight to claims
about the gap between pay and performance and suggestions that bankers may benefit more than
shareholders.50
Under new European Union rules bonuses are now capped at 100% of basic salary or 200% with
explicit shareholder agreement. Most major UK based banks have sought and, with the exception
of RBS, received approval to pay at the higher rate. Some have increased basic salaries or have
paid additional “role based allowances”.51 Such allowances, which count neither as a bonus or
salary, have attracted criticism from within parliament, trade unions and some shareholders,52
whilst the Bank of England has allegedly come under pressure from European regulators to explain
why they have been allowed.53

5. Value and Values
The fact that pay inequality is now so extreme indicates the need to change the debate about what
constitutes value. One aspect of this is the value for money that different categories of
workers/employees bring to a company. The other is about wider value to society.
We are often told that workers and executives are rewarded according to the value of what they
bring to a company. There is some logic in that approach. However the excessive multiples that
we are seeing today suggests that our collective notions of 'value' have become both skewed and
too narrow.
Effective leadership is fundamental and should be rewarded appropriately. But corporate success
(or otherwise) depends on more than just the talent and insight of a handful of 'superstar'
executives. As many a corporate CSR report will tell you it depends on much more than that and is
truly a corporate endeavour, reliant on a wider network which draws upon the input of all
employees and workers. It also depends on the contributions of shareholders and other financial
backers and the wider economic and social infrastructure provided by the communities and
governments in which companies operate.
This wider perspective means we need to reassess what we mean when we ask what value an
individual employee brings to a company. In some instances we may need to recognise that,
rather than acting as stewards of a company, executives are actually exploiting it. It also makes it
almost impossible to justify many of the vast pay differentials we are seeing today and suggests
that they could actually represent an abuse of power - something that should be of concern not just
to shareholders, but the whole of society.

6. Executive pay: the role of shareholders
Recent regulations give investors more information and a bigger ‘say on pay’ within UK listed
companies than ever before.
Shareholders now get a binding vote on a company’s directors’ remuneration policy at least every
three years. The policy sets the parameters for directors’ pay and explains any differences
between the directors’ remuneration policy and the company’s remuneration policy for other
employees. It should state how pay and conditions of other employees were taken into account
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when setting the policy. Policies should also indicate whether and how any comparisons were
made with pay for non-director level employees and give details on any consultation with them
during policy development.54
Shareholders also have an annual advisory vote on an ‘implementation report’ explaining how the
pay policy was put into practice. This should give a single remuneration figure for each director
along with proposals and rationale for pay in the coming year. The report should disclose the
percentage by which the chief executive’s pay and benefits changed from the previous year and
how this compares to other employees in the group.
If shareholders reject the implementation report, the company must seek reapproval of its
remuneration policy the following year.
Some campaigners wanted these rules to go further by requiring companies to disclose the ratio
between the pay of the chief executive and the lowest and/or median paid worker. As suggested
by the Church Investors Group55 and advocated in ECCR’s 2011 Banks and Society report we
believe that additional disclosure of this type would be of value.56 There are varying views about
what constitutes an acceptable ratio.57 However whatever one’s opinion, such additional data,
presented consistently over time, would enable stakeholders to understand how pay inequalities
are changing and to make more informed judgements. European and US regulators are
considering rules that would mandate pay ratio reporting, so this may become a reality in future.58
Nevertheless, if implemented to the spirit as well as the letter of the law, the current UK
requirements could still be useful to investors. Unfortunately, early indications show that few
companies are prepared to make disclosures that would genuinely help investors understand how
pay decisions are made and make informed judgements about whether or not pay is disbursed
fairly across the company Few remuneration policies seen by ECCR make anything other than a
passing reference to ‘pay and conditions’ across the company and concerns have been raised that
some companies may be giving misleading information by choosing unrepresentative groups of
employees with which to compare CEO pay.59
Another key factor determining the extent to which these new rules will be effective in constraining
executive pay is what shareholders choose to do as a result of them. Shareholders need to
question the data within remuneration reports and demand that it is meaningful. Furthermore it is
vital that they register their opposition - both where executive pay is excessive and where evidence
suggests that employee rewards are not being distributed equitably across the company.
However, historically, very few remuneration reports have been defeated at AGMs, despite
executive pay arrangements which most people would consider excessive being commonplace.
The question needs to be asked as to whether institutional reticence to oppose remuneration
reports might have some linkage to the fact that those managing investments are also likely to
have a higher level of salaries, so judgements of what constitutes ‘reasonable’ pay may well be
skewed.
It is therefore vital that individuals hold those who manage their investments and pensions to
account with regard to voting on remuneration policies and remuneration reports.
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The John Lewis Partnership and Centrica are amongst the few large companies that have been
explicit about pay ratios. John Lewis’s constitution limits the pay of the highest paid partner to no
more than 75 times the average basic pay of non-management partners.60 At its 2013 AGM it was
announced that Centrica’s CEO Sam Laidlaw earned 64 times the company’s lowest paid
employees.
Whilst these are useful disclosures, they still do not paint a full picture of pay inequality throughout
these companies. John Lewis has been targeted by campaigners who note that the 75:1 ratio
does not include contract cleaning staff, many of whom are paid below the living wage. In
Centrica’s case the ratio was based on Sam Laidlaw’s basic salary, which amounted to around a
fifth of his total remuneration.61 Such disclosures unfortunately were not repeated in 2014.
That there are so few examples indicate that regulation may be required before the majority of
companies willingly report on pay ratios. They also show that in order to be meaningful ratios
should be based on total remuneration and need to take into account outsourced roles.

7. Reducing inequality: a business case
Whilst there are clear social and ethical benefits of reducing inequality in pay and conditions there
are also business benefits. Research is emerging62 suggesting that workplaces with lower pay
differentials have less conflict, lower levels of staff turnover (with savings in recruitment & training
costs) and sickness, greater workplace satisfaction and higher investment returns than less equal
workplaces. Any gains from pay inequality (incentives for hard work, greater productivity etc)
appeared to be lost at the point at which the highest earner within a workplace is paid more than
24 times the lowest paid.63
Conversely, corporate indifference to growing levels of inequality could well be storing up
problems. This year, for the third year running, the World Economic Forum cited inequality within
countries as being one of the most significant risks facing the global economy. It suggests that this
has a significant role in stoking social tensions and has become a source of both political and
economic instability. 64 Furthermore, in an economic environment where pay for many in the UK
and elsewhere has remained relatively stagnant and there is a sense that the recent recovery has
brought about uneven benefits, politicians, investors and civil society are increasingly paying
attention to and are sceptical of excessive pay differentials.
Failure to tackle high pay differentials could therefore become a source of future operational and
reputational risk.

8. What can companies do? Recommendations for reducing pay inequality
Tackle Low pay
ECCR considers that all companies have a duty of care towards both their employees and other
workers working on their premises. We would ultimately like to see all companies become Living
Wage Employers. As the UK’s largest companies, those in the FTSE 100 should take the lead.
We can see no reason why the 85 companies in this group who are not yet certified as living wage
employers should not make such a commitment and publically set out a timetable for ensuring that
living wages are paid to all employees and to those working regularly on their UK sites.
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ECCR also considers that all companies should be examining their purchasing practices to
facilitate the payment of living wages throughout their supply chain. Accredited Living Wage
Employers could play a particularly useful role in this respect.

Tackle insecure work
Companies and other organizations should review and report to stakeholders on the prevalence of
NGHCs as well as the use of temporary, contract and other forms of less secure work within their
workforce. Such a review should have the intention of ensuring that these are only used in
situations where they are genuinely required and where flexibility cannot be ensured by other
means such as flexible working arrangements, annualised hours etc. and that employees are fully
aware of their rights.
Companies can also engage positively with the government process to develop a code of practice
on the responsible use of NGHCs.

Be more transparent about pay inequality
The new UK rules on directors’ remuneration present an opportunity for companies to be more
explicit about the extent to which they consider inequality when deciding how to distribute pay
across their entire work force. As described above, progress on this respect has been largely
disappointing and there is an urgent need for companies to uphold the spirit as well as the letter of
the law in their reporting.
For maximum transparency, ECCR believes that companies also should explicitly report on pay
ratios by comparing total remuneration of the highest paid employee to that of the lowest and
median paid worker. Companies should explicitly justify instances where executive pay, conditions
and other benefits are significantly disproportionate to those enjoyed by other employees.

Be more transparent about remuneration consultants
The majority of FTSE companies use external consultants either to provide information on pay and
conditions within a particular ‘market’ or make recommendations about executive remuneration.
Their role is to advise the remuneration committee, not to make decisions. Nevertheless their role
has become controversial with critics suggesting that the comparative information and advice they
provide has been a significant factor behind the ratchet effect pushing up executive pay described
in Section 4. Last year PIRC65 highlighted ongoing concerns that the industry had “a vested
interest in creating complex and accommodating outcomes.”66 Another potential conflict of interest
comes from the fact that some recruitment consultancy services provide other business services
such as audit services. There is a risk that this could present a conflict of interest with the potential
that remuneration advice is not genuinely independent.
ECCR considers that in light of these multiple conflicts of interest there is a strong argument to
challenge the logic of companies using recruitment consultants. There is a need to ask whether
better results might be achieved by remuneration committees taking greater responsibility for
generating remuneration proposals and making decisions without relying on outside advice.
At the very least there is a need for greater transparency about the services provided by and fees
paid to remuneration consultants. The new regulations on directors pay require companies to
report on the use of external recruitment consultants, the fees paid for remuneration advice, the
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nature of any other services provided and how the committee satisfied itself that such advice was
independent67. However they do not require companies to disclose the value of any additional
services rendered. Companies that provide such information voluntarily could help shareholders to
make more informed judgements as to whether remuneration services were genuinely
independent.

Include workers representatives on company boards and remuneration committees
It has been suggested that a lack of diversity on company boards is a factor in growing pay
inequalities. Non-executive directors serving on remuneration committees receive fees far in
excess of ordinary employees, with many having had executive roles in other major companies
where they have also drawn large salaries. There is a strong argument that this limits a Board’s
frame of reference about what constitutes ‘appropriate’ levels of pay.
Some trade unions and campaign groups are calling for increased worker representation on
company boards, arguing that involving ‘ordinary’ workers would bring a levelling influence that
could, over the longer term, bring executive pay more in line with other employees as well as
having longer term strategic benefits. 68
Although uncommon in the UK, employee representatives on company boards are more common
in several other EU countries. In Germany, for example, there is the Hans Böckler Foundation69
which includes within its activities training for employees to serve on company boards. First Group
is one of the few major UK companies with an employee non-executive director on its board.
However he does not serve on the remuneration committee70and it is noted that 30% of
shareholders voted against the group’s remuneration report in 2013 and 14.
Whilst employee board representatives have the potential to temper pay differentials, they can only
do so given the opportunity, resources, respect and support that will enable them to affect pay
decisions. There is a strong argument to suggest that more than one employee representative
would also have a greater impact than a single employee voice.

Greater investment in employee development and succession planning
The argument that executive talent is in short supply, and that executive salaries need to be high to
attract suitable staff or prevent them from moving elsewhere implicitly makes the assumption that
the number of skilled executives cannot be increased. Whilst there may be some merit to this in
the very short term, over a longer period it is resolutely false.
ECCR considers that all companies should prioritise and be able to demonstrate that they have a
strong employee development programme in place. A key objective should be to identify, support
and nurture a cadre of future leaders and to support effective succession planning at board level.
There is some evidence to suggest that developing talent from within a company is, in the long
term, both cheaper and more effective than recruiting board level executives - particularly CEOs externally.71
It is beyond the scope of this document to suggest how individual company boards should recruit in
specific instances. Nevertheless ECCR considers that, in general, better – and potentially lower
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cost - outcomes will emerge where a board has a pool of putative internal leaders to select from
and whose individual talents and limitations can be compared to external candidates.

9. Engaging for pay equality
Religious investors are well placed to raise concerns about inequality with the companies in which
they invest and with any financial services firms who might manage those investments. Not only
can this serve to hold companies to account where there is a sense that their pay practices are
contributing to wider inequalities, but it can also help to shape the wider debate around executive
pay so that pay inequalities are seen as important as absolute levels of remuneration.
Some ECCR members are already engaging on pay inequalities. We would encourage those who
have yet to explicitly consider this issue to do so at the earliest opportunity. We hope that all
church investors will look for additional opportunities to engage on these issues and to report on
their activity to beneficiaries and other stakeholders.

Questions for companies
The following questions could be directed at companies by shareholders, pension fund investors or
investment managers.


What is the ratio between the total remuneration of your highest and lowest and highest
and median paid employee?



Do you pay all employees and contract staff working on your premises at least a Living
Wage? Has the company considered becoming a certified Living Wage Employer?



How many workers and what proportion of your workforce is employed on temporary
contracts or contracts without any guaranteed hours?



What is the company doing to ensure that living wages are paid throughout its supply
chains?



How are employee perspectives taken into account when developing company strategy and
setting pay?



What is the company doing to ensure that its leadership succession plans prioritise the
development of internal talent?



Does the company accept that there can be business risks associated with growing levels
of inequality in the UK?



Do you consider that you have any ethical responsibility to help reduce levels of economic
inequality?

Questions for fund managers and pension fund trustees
If you have investments held through investment managers or pension funds, you could ask them
the following questions to ascertain to what extent they are raising concerns about pay inequalities
with the companies in which they invest your money and to encourage them to do more in this
respect.
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What are you doing to address low pay and insecure work within the companies you invest
in on my behalf?



How many companies have you raised concerns with or asked questions about pay
inequalities?



Do you publish information about how you have voted the shares/funds you manage in
respect of company remuneration policies and reports?



Do you specifically consider pay inequalities when deciding how to vote on company
remuneration policies and implementation reports for the funds/shares you manage? If so,
how?
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ECCR also has about 100 individual members

The UK is set to become an increasingly unequal society. Economic inequality is a
multi-facetted problem which, as the as the recent furore over Thomas Piketty’s
Capital in the 21st Century has shown, is attracting debate and concern across the
political and social spectrum.
For many Christians this debate is long overdue. And one issue that deserves
particular attention within it is the role of pay: specifically the difference in pay and
conditions between those at the ‘bottom’ and those at the ’top’ of the labour market.
In 2014 it emerged that one in five British workers are paid below a ‘living wage’. In
the same financial year the average FTSE 100 Chief Executive Officer (CEO) earned
£4.7 million - approximately 358 times the earnings of a fulltime worker on the
national minimum wage. This situation is neither just nor is it good for us as a society.
This briefing hopes to stimulate both debate and action. It highlights a number of
proposals which ECCR considers has the potential to reduce pay inequalities including
tackling low pay and insecure work, pay ratio reporting, caution and transparency in
use of remuneration consultants, including workers on remuneration committees and
greater investment in employee development and succession planning. All of these
have merit and deserve more serious consideration.
Underlying this we propose that a number of key principles should underpin the
debate. This briefing makes the following recommendations and call to action:
•
•

•
•

There is an urgent need to tackle low pay – we want all companies to
become Living Wage Employers;
There should be meaningful transparency in the way rewards are
distributed throughout a company to enable shareholders and others to
understand the rationale behind it;
There is the need to reassess what is meant when we ask what value an
individual employee brings to a business;
Christian investors who are not already engaging on remuneration issues
should consider doing so and those that are, should intensify their efforts.

This paper aims to inform investors about the key issues on pay inequality and to help
them approach fund managers and companies with the knowledge and confidence to
constructively engage and seek action on one of the key challenges facing society at
this time.
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