
Southport Pips
Thursday, 21st January 2021

THE PHILOSOPHY OF DEBT

Presented by
Neil

"Neither a borrower nor a lender be".

What is debt?

We normally think of debt in financial terms.  That is I borrow money from one person or 
institution, for some purpose, and am thereby obliged to pay it back - and will probably have to pay 
for the use of the money: "renting" it, as it were.

In economics this is seen as a morally neutral transaction, with opprobrium accruing to neither 
lender nor borrower.

However, in ethical terms, we tend to think badly of borrowers, or of lenders, or of both, despite the
fact that almost all of us borrow or lend money at some point in our lives.

Why is this?

How old is the idea of debt? 

It's clearly much older than the idea of money.  In primitive "moneyless" societies borrowing and 
lending would have occurred, either in the form of valuable objects such as cattle, crops, jewellery 
or in terms of obligations.  For example, I help you with your harvest and that generates a moral 
debt that you now owe me.

Clearly, if you DON'T pay back that debt (e.g. by helping me with my harvest, or doing me some 
other favour) I'm going to look at you with disfavour, and if I tell others in the community of your 
failure, your reputation will suffer.

On the other hand if I lend you goods, money or do a favour for you and charge you too much 
interest on the loan, my own reputation will suffer.  Usury is condemned in many religions and 
other ethical systems.  In fact, some religions banned the charging of interest altogether.
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Why is usury no longer, generally, officially condemned?  Marxists would have an easy answer - 
the expansion of trade in the later middle ages was impossible unless entrepreneurs could borrow 
money to finance voyages. 

The modern economy is almost entirely dependent on credit - which is to say, it depends on debt. 
The total private debt in the world today is $200 trillion, or about $25,000 per person.  This is far 
larger than the total of public debt, which even after a year of Covid is under $60 trillion, or around 
$8,000 per head. 

On a personal level if we are debt free, either never having had a mortgage or having paid it off, we 
find ourselves holding much of our wealth in the form of credit, which is someone else's debt.  This
includes bank deposits (which counts as a debt in the books of the bank), pensions (an obligation on
the pension fund trustees to pay you in the future), shares (a specialised form of loan to a company) 
and bonds (either issued by companies or governments).

Why is debt problematic?

If you pay off your loan then there isn't a problem.  But what if you can't?  This puts you and your 
creditor in an awkward position.  In fact, if nothing further happens, it's your creditor who is in 
trouble.  So he/she/it is likely to pressure you to repay.  What form this pressure takes has varied 
over the ages and between societies.  At one time failure to pay off a debt would have resulted in 
you being enslaved.  In another era you could be jailed.  Why was this done?  Clearly if you 
couldn't pay when out of jail, then why would you be able to when inside?  The idea was to force 
your relatives and friends to pay your debts - a frequent theme in Dickens.

Today, in the UK, a number of things are likely to happen to you:
1.  Your income can be "garnished", that is debt repayments will be directly deducted from it.
2.  Your assets will be seized and sold - in particular real estate.
3.  Your creditworthiness will suffer, making it harder to borrow in future.

Various arrangements exist to protect debtors against creditors, the best known being bankruptcy. 
Nevertheless debt problems cause misery for millions.

In the case of business debts Limited Liability companies were created to protect the business 
owners against their creditors, but unscrupulous businessmen can abuse this (think Donald Trump).

Of course governments have been borrowing money for centuries, originally to finance wars, but 
today mainly to finance infrastructure investment and social spending.

Are there any ethical issues with government borrowing? 

Possibly: (1) intergenerational justice issues - money is borrowed to pay my pension, to be repaid 
by future generations.  (2) money is borrowed by a dictatorial or corrupt government of a 
developing country for nefarious purposes, creating a debt burden on the populace.

Should we adopt the ancient Jewish custom of "jubilee" which involved periodic debt forgiveness? 

Would this encourage the practice of people or businesses borrowing with no intention of repaying? 
If this happened, would it be a real problem?  Or is borrowing without intending to repay merely a 
form of theft?
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So

1.  Could a modern economy exist without debt?
2.  Is debt a problem in itself, assuming that interest on it can be paid?
3.  Does not repaying a debt, whether financial or moral, imply some moral failing?
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