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Foreword

It would be a great mistake to think that the worlds of faith and of
economics are far apart, or as often believed, at opposite poles from
each other. The reality is very different: the one is embodied in the other.
Our present day market Capitalism is nothing more than a secularized
offspring of Hebrew and Christian tradition, beliefs and hopes. Our belief
in fairness, protecting the weaker from the stronger, our hope of a better
future (even some prospect of ‘heaven on earth”), our belief in human
dignity, and in freedom and adherence to legal rules, all come from faith,
rather than from science. The fact that both the Old and New Testaments
are full of economic thinking and norms is something which we are
re-learning today. Or at least it could be said that the spirit of our system
has been born of these values, and the body - the instruments and
institutions - has been added around it to form our present day system.

Arguably, what has gone wrong is that the body has been divorced
from its spirit. We should not be surprised that we are angry at the system
when it cannot comply with the beliefs associated with it. The proper
question an economist (or any other person concerned with these issues)
should ask is not ‘does the economy work?” but rather ‘does the economy
work the way we want it to work?. A body detached from the spirit
becomes a zombie, i.e. something that works (and is very efficient at it),
but not the way we would want it to work; it ‘works’ without compassion,
tenderness, or understanding. Such a system becomes hard, inhuman
and, eventually, self-devouring and devastating.

Perhaps this is the very reason why many feel uncomfortable with the
working of today’s system: the disjointedness of the body and soul. So
‘Give a soul back to the body! This is perhaps the best way to sum-up the
loud demands that we hear today from almost every quarter.

This book is an attempt to reconnect the foundations of our system
with its practicalities, to reconnect the spirit from whence the system
gradually and over time arose with today’s institutional body, which has
in many cases become separated from the original intent. The biblical
texts, being the foundation stone of our Western civilisation, not only can
reawaken the soul, but also can provide some very practical guidelines



for the institutions and markets that have gone awry without anybody
really examining them.

This piece of work is as ‘outside the box” and yet conservative as one
can imagine. After a series of crises, the most paradigm-revoking being
the financial-debt crisis which started in 2007, it is now clear to all that
the system is neither perfect nor bullet proof, and that while it has many
advantages, there are a number of things that in fact do not make sense at
best, are mildly to moderately spooky, and even malicious at worst. They
need to be re-examined and re-thought, and appropriate changes, which
might require changes at the most fundamental and deeply rooted level,
should be made. The problems of economics are not of a mathematical
nature - and so cannot be cured by mathematics. It is the philosophy,
the questions of the soul, that must be addressed. This book offers a fine
immersion in exactly that.

DrTomas Sedlacek
Member of the Czech Republic’s National Economic Council and former advisor
to Vaclav Havel






1 Introduction

Paul Mills and Michael Schluter May 2012

The contemporary crisis

Europe faces one of its greatest peacetime crises. Its economies are
struggling under a burden of excessive public and private debt just as
governments’ expensive welfare promises are due to be delivered to
rapidly ageing (and sometimes shrinking) populations. Europe’s banks
depend for their survival on massive liquidity support from central
banks, governments continue to borrow at levels only previously seen
in wartime, and large companies are widely distrusted due to market
dominance and vast differentials in pay with little seeming justification.
But these severe shortcomings of the market system come only two
decades after the fall of the Berlin Wall was prompted by the poverty and
oppression engendered by the Communist alternative. The abject failures
first of state-directed production in Eastern Europe, and now debt-fuelled
Capitalism in Western Europe, mean that the field is wide open for a
viable alternative — an economic model that tempers the innovation and
prosperity of the market economy with human-scale values that place
well-being and relationships above growth at all costs.

We believe that the principles of such an alternative exist, and they can
be found from within the rich, longstanding Christian heritage that Europe
once enjoyed but now largely ignores. For when rightly understood,
the Bible presents such a radically different but practical paradigm for
economic and financial life. Over the past two decades, through writing
for Cambridge Papers and elsewhere, we have been privileged to have the
opportunity to diagnose some of the problems of conventional economic
analysis and how these can be addressed in the light of Scripture. In
God’s grace, Christians now have the chance to highlight the wisdom
embodied in God’s word as we seek the healing of the nations, both
within and outside Europe.

How these papers came to be written

The Cambridge Papers Writing Group started life in Cambridge in the
late 1980s as a think tank for the Jubilee Centre, a charity committed
to Christian research and policy action.! By 1991, the Group decided to



publish quarterly papers. The eclectic choice of issues addressed simply
reflected the interests of the Writing Group who were drawn from a
variety of academic disciplines.

The driving force behind the Writing Group’s commitment and
coherence was and is a belief that the serious application of biblical
teaching to all areas of public and academic life had been neglected by
the church for close to 100 years. The Writing Group has held the view
that the Bible, and especially the Old Testament, reflects God’s purpose
and will for the ordering of society as much as for private life. So the
goal has been to re-establish the credibility of the Bible as a source of
inspiration and guidance for public policy, for the structure and working
practices of public and private sector organisations, for the writing of
constitutions and legal systems, and for a critique of literature, art, cinema
and other areas of culture.

Both authors have been members of the Writing Group from the
beginning. By the mid-1990s the Group was starting to address economic
questions, not just as a critique of existing models but spelling out the
foundations of a new system, built around the premise that all economic
structures and financial transactions reflect, and in turn influence, the
quality of human relationships, and that the primary concern of Christians
should be the relational, rather than the financial, outcomes of economic
activity.

Through these papers, the regular critique of the Writing Group, and
other research going on in parallel through the associated charities in
Jubilee House in Cambridge (Jubilee Centre, Relationships Foundation,
Relationships Global),? a coherent picture began to emerge — including
the flaws of Western Capitalism, and the outline of an alternative system
built on entirely different foundations. This book aims to make both the
critique of Capitalism and the outline of an alternative system available to
a wider readership.

The theological framework

Rather than a general appeal to social conscience, our approach is to
explore economic issues from within the framework of biblical revelation.
This allows not only a critique of underlying principles or values, but
also provides a plumb line for evaluation of economic institutions. The
starting point for this evaluation is the startling revelation that God, as a
relational being, prioritises not economic growth, but right relationships
both between humanity and himself, and between human beings.® The
economic aspects are only one part, albeit an important part, of human
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relationships. The Christian understanding is of God who is One, but also
is a Trinity of three persons who were in relationship from all eternity,
long before the physical world was brought into existence through his
Word,* so that it is the relational rather than the material which is the key
to understanding ultimate reality.

This relational focus is the overarching theme of the Old Testament
(OT). The OT story is built on the theme of covenant — a long-term,
committed and faithful relationship. When humans first sin in the Garden
of Eden, God does not destroy them out of hand, as he might legitimately
have done, but seeks a conversation, to find out what went wrong and
only then pronounces judgement. The rest of the Old Testament is the
story of how God chooses one family, which grows to become a people
and a nation, and how his relationship with his people develops, changes
and ultimately collapses. The Law which God gives to these people may be
regarded as the instructions of a relational God as to how Israel can create
and maintain a relational society, where the laws are given in a specific
historical and geographical context. The key terms in this system of law,
such as righteousness, sin and holiness, are all described in relational
terms. Towards the end of the Old Testament God describes how much
he has loved his people throughout their history in his message conveyed
in poignant language through the prophet Hosea, ‘When Israel was a
child, T loved him ... it was I who taught Ephraim to walk ...’

In the New Testament (NT), the purpose of the incarnation is also
described in relational terms; Jesus is Immanuel, ‘God with us’® and
Paul explains the meaning of the cross also in the relational language of
reconciliation.” When Jesus lays down the overarching moral principles
of love God and love your neighbour’® he is pointing to the priority of
the relational over the material, for love is a quality of relationship.” The
church is intended to be, above all else, a relational community.'® As
such, it is hard to find any passage in the epistles which is not concerned
with relational issues — whether between believer and God, relations
within the Godhead, relations among believers or relations between
believers and wider society. Eternal life, too, will be relational, both in
knowing the Father and Christ more deeply," and in celebration together
as a community.'

Quality of relationships is the basis of God’s assessment of nations and
ethnic groups,” as well as individuals." Many biblical passages define
what behaviour constitutes relating rightly, both generally and in the
context of specific roles such as parent, child, husband, wife, employer,
employee, and provider and user of capital. God has a particular concern
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for the relationally and financially disadvantaged such as widows, orphans
and foreigners."

In biblical law, in a specific geographical and historical context, God
teaches his people how to ensure close, fair and lasting interpersonal
relationships. In part this involves financial arrangements, organisational
structures and working practices which, now as then, impact on the way
people relate to God and each other.”®

This relational approach to interpreting and applying the Bible
challenges all cultures, but each is convicted at a different point. Arguably,
for Europe and the United States, the challenge is primarily to the
individualism which is both a cause and a consequence of Enlightenment
thought. In the field of economics, the presumption of the rights of the
individual, and the role of the individual as entrepreneur, lie at the heart
of standard neoclassical economics. Thus, capital is often dissociated from
the providers as it passes through several intermediaries before reaching
the user, often far away geographically. And people are dislocated from
place because under Capitalism the individuals are to be free to move
anywhere at any time in search of improved work prospects regardless of
family or social obligation. These are features foundational to the ideals
of the Capitalist economic system.

Could the biblical model offer a viable alternative economic framework?
The possibility has usually been dismissed on the supposed grounds
that: the economic provisions of biblical law were designed to apply
only to ancient Israel but not to later societies; technological changes
make such teachings irrelevant; or that the law has been superseded by
the coming of Christ. A fuller discussion of the case for using biblical
law as a social ‘paradigm’ or model for contemporary application has
been given elsewhere."” Suffice it to say, biblical law was devised to take
into account ‘the hardness of men’s hearts’;'® the relational principles
that should govern economic organisation (the ownership of capital,
work incentives, finance, the monetary system, taxes and welfare) are
not technology-specific; and the eternal relevance of biblical law was, if
anything, re-affirmed by Christ."”

The disobedience of OT Israel meant that the law’s economic institutions
were rarely, if ever, implemented in full. But this does not mean that they
were not designed to embody practical economic wisdom of universal
validity. Indeed, it is striking that Israel’s punishment through exile in
Babylon is attributed specifically to the non-observance of the Sabbath
year of rest for the land and, by implication, the Jubilee.”® The wisdom
literature, too, is replete with claims that the law of the Lord contains
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practical, and not just spiritual, wisdom, while the law itself claims that
economic prosperity will result from obedience. Indeed, Deuteronomy 28
even promises a ‘balance of payments surplus’ if the law is adhered to.
These promises are made because the economic wisdom of the model is
assumed.

What many have failed to realise is that when taken as a whole the
economic institutions of biblical law form a coherent framework that
satisfies our concerns for fairness and efficiency more fully than the
current economic consensus. The key to understanding the biblical
model is that the production and sale of goods and services is almost
entirely left to the unfettered operation of market forces, while the laws
governing the use of labour, the allocation of land and the role of finance
are tightly drawn so as to ensure a reasonable level of income and wealth
for all. In economists’ parlance, the model envisages product markets
(for goods) that are relatively unconstrained, whereas markets for the
factors of production (land, labour and finance) are tightly controlled or
sometimes deliberately proscribed. The two recurring themes overarching
this fundamental insight are that conditions conducive to the rough
equality of wealth, income and opportunity are encouraged without the
need for a large centralised state (in the form of a monarchy), and that
the interests of ‘finance’ are made subservient to those of interpersonal
relationships.

Biblical critique of contemporary Capitalism
Our various Cambridge Papers point out a number of ways in which
contemporary economic and business models are consistent with the
principles of biblical teaching on the economy. Of these, perhaps the
most significant is the importance of economic activity being outside the
direct control of politicians and bureaucrats, so that as far as possible,
economic and political powers are separated. This imperative stems from
the realisation that the sinful effects of fallen human nature are best limited
by the wide dispersal of power as a check on tyranny. Secondly, the
biblical vision for economic life welcomes trade, exchange and market
activity for both their relational and economic benefits. Freedom to buy
and sell, to build and invest, to develop and to enjoy the fruits of one’s
labour are all endorsed in biblical social teaching as outworkings of the
Creation mandate.”’ The Prophets’ ideal society is the ‘property-owning
democracy’.”

So where would the Bible challenge the Capitalist model of economic
growth and development? Firstly, Capitalism has an entirely materialistic
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vision. The danger at a personal level is what Jesus refers to as the
deceitfulness of wealth,” and the way our dependence on God shifts
subtly to a dependence on our wealth so that money becomes an idol. At
a national level, the danger is that ‘development’ is defined only in terms
of growth in GDP or income per head, or (financial) poverty reduction,
rather than as some broader definition of personal, or better still relational,
well-being. Not only does a Capitalist system fail to value the relational
foundations of society but it acts to undermine them in various ways (e.g.
by encouraging labour mobility).

Secondly, the Capitalist economy — which as its name implies focuses
on the ‘efficient’ deployment of capital — embraces debt finance, which
is directly at odds with the biblical command not to charge interest, and
the OT institutions of regular seven-year debt remission and the 50-year
Jubilee provisions. The reasons for the interest ban are understandable
in terms of the traditional Christian argument that lenders do nothing to
deserve a reward as they have relinquished their ownership rights.

(a) as borrowers bear the risk of use and ownership of the money in the
meantime, they are only under a moral obligation to return the principal
of the loan. A profit-related return to the provider of finance would be a
fairer basis of remuneration, where the lender shares with the borrower
the risks of the investment.

(b) interest-based finance is based on presumption about the future,
rather than recognising inevitable inherent uncertainty.”

(¢) debt finance does not incentivise involvement of lender with borrower,
as the return on the loan is fixed in advance, and thus money fails to
perform its role of building relational bonds in society. Indeed, debt
finance is inherently anti-relational as, in biblical terms, the borrower
becomes in effect the slave of the lender.”® Hence, interest is the lender’s
return from the debt-servitude of the borrower. There is ‘relational
distance’ between lender and borrower which Jesus, in the parable of the
talents,” appears to associate with the ‘hard’ (non-relational) person, and
with a person reaping where he or she has not sown.

(d) debt finance takes no account of the risks and costs to third parties
and wider society inherent in a system which requires fixed returns to
lenders, especially in periods of severe recession.”



The consequences of a debt-based financial system are numerous.
They include a more volatile economy as debt fuels consumption and
investment on the upswing but tightens conditions in the downswing;
a misallocation of funds to the safest rather than the most productive
borrowers; a propensity to finance speculation in assets and property;
an inherently unstable banking system which can only survive with
government guarantees and bailouts; an inexorable need to inflate the
price level to relieve debtors from the real burden of their debts in
economic downturns; a tendency to short-termist investment strategies;
the concentration of wealth in fewer and fewer hands; and disruptive
flows of debt capital across regions and countries. Most importantly, debt
acts in a relationally-damaging way to place borrowers in bondage, at
the behest of creditors.”® A similarly-damning relational critique can be
applied to much equity finance in contemporary Capitalism. Aided by
limited liability, the provider of funds through a financial intermediary,
such as a pension fund, has little or no idea where or how its finance
is used. So, too, the person who invests in the stock market and sells a
few minutes or months later, having had no involvement at all with the
company where the funds have been ‘invested’. In biblical thought, to
take risk is not sufficient to justify a return on capital; capital providers
should exercise responsibility for how and where the funds are used.”

Thirdly, a combination of markets for the resources of capital and
land, or property, combine to lead to high levels of mobility, both of
individuals and nuclear families. The biblical teaching on rootedness
appears at first to be ambiguous, with Christians in the New Testament
being encouraged to hold lightly to place and seek their roots in Christ,
so they are free to travel anywhere at any time, in obedience to the call
to spread the good news of the Kingdom. However, when addressing the
societal context, the Old Testament establishes a set of social institutions
around property ownership which protect rootedness, probably because
roots provide long-term and stable relationships which are crucial for
personal identity, family solidarity, and social connectedness. Without
strong and stable families and communities the responsibility for welfare
falls onto national governments, and the resulting taxation contributes
to making an economy less competitive in global markets. In addition,
scattered families add significantly to environmental damage as members
travel to meet up.

Fourthly, the institution of ‘limited liability’ introduced in the nineteenth
century appeared to have many benefits as it encouraged people to invest
in companies, by limiting their liability if the company became insolvent.
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However, it has in practice led to many biblical principles of finance being
set aside. For example, it is a fundamental principle of biblical teaching
that all debts must be paid.* Indeed, it is the similarity of financial and
spiritual debt which helps us understand why Jesus had to go the cross,
rather than God simply being able to ‘write off’ our spiritual debts.’
The provision of limited liability has facilitated, and thus encouraged, the
avoidance of responsibility by providers of capital for the debts incurred
by the companies in which they invest their funds, so that it is now
considered generally a regulatory rather than an investor responsibility to
hold directors accountable for their behaviour, whether the issue is levels
of executive pay or environmental damage.

The consequence of limited liability has been relational distance
between shareholders and directors, shareholders and employees, and
between shareholders and unpaid creditors in case of insolvency.*? There
is often great injustice as a consequence, as in the case of the failure of
US energy giant Enron in 2001 when many low-income employees lost
their pensions while directors and some major shareholders were able to
walk away with great wealth. Excessive risk-taking by banks is, at heart,
a consequence of limited liability for bank shareholders. This skews the
incentives of shareholders (and managers) to take ever greater risks on
a smaller capital base, safe in the knowledge that they retain the excess
returns while taxpayers pick up any catastrophic losses.*® At a societal
level, once again the lack of engagement between capital provider and
capital user fails to provide the social glue which it seems that God
intended it should.

Foundations for a relational economy

The foundations of an economic system have all sorts of implications.
The ‘institutions’; or rules of ‘behaviour’, reflect what a society believes
is right and wrong, and which people have the authority and power to
do something about. They determine how resources like land and capital
are distributed, and then the likely pattern of their future development
and redistribution. They shape the role of central and local government
in education, criminal justice and the economy. They play a major role in
determining how vulnerable and isolated people get noticed and provided
for, and who feels a responsibility to take on caring roles. Furthermore,
they affect how widespread corruption becomes, and the impact this has
on the economy, employment, welfare and public services. Institutions
may change over time, but only slowly, so the foundational rules — often
built into a country’s constitution — are likely to become a major influence
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on long-term cultural and social change. In what follows, we pull together
seven foundations of the ‘divine economy’ set out in biblical teaching
which we have discussed in several of these Cambridge Papers.**

1. New measures of national progress

The current numerical standard used to measure national progress is
growth of Gross Domestic Product (GDP), or national income, per head.
However, in a ‘relational society’ such a measure is clearly inadequate,
as income is only an indirect measure of well-being and the quality of
relationships. Similarly, financial poverty is an insufficient indicator of
relational poverty, although financial poverty is almost always a reflection
of the poverty of relationship between the poor person and society as
a whole. Equally, the words ‘developing’ and ‘developed’ as applied to
nations need to be redefined so that they do not refer exclusively, or even
primarily, to levels of wealth or income; the richest countries in the world
are seldom the most relational.

Assessment of national progress could include measures of family
formation (e.g. marriage and birth rates) and family solidarity (e.g.
proportion of marriages intact); measures of loneliness; levels of crime,
ethnic violence and incarceration; measures of rootedness or mobility;
levels of strikes and absenteeism in the workplace; and changes to
income or wealth inequality.®

So, too, rather than individualistic forms of assessment of progress,
such as many of those adopted in the Millennium Development Goals,
progress in a relational worldview would be assessed against relational
criteria. To give but one example, percentages of children going
to primary school and learning to read are important for opening up
opportunities for a child but may impact negatively on family solidarity if
parents receive no education at all. Vitally important as it is that children
receive formal education, the proportion of children in primary school
whose parents are literate would be a more desirable measure in low-
income countries so as to encourage adult literacy programmes alongside
increasing primary school enrolment.*

2. Free product markets

Apart from the ceremonial food laws and the observance of the Sabbath,
the only constraints on trade in biblical law were the exhortations to
merchants to maintain fair weights and eschew adulteration.”” This
recognised the need for a basic degree of confidence for consumers in
what they were buying. However, there were no other constraints on trade
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and no notion that trading for profit was inherently ‘wrong’ (although
profit from an artificial monopoly was condemned).*® We can thus infer
both the acceptance of competitive markets and the presumption that
the ‘just price’ for a commodity is that which results from competition.
There is also ample evidence that Israel participated in the international
trading networks of the time.* However, ‘factor markets’, i.e. the markets
for resources of land, capital and labour, were all constrained by rules
to protect against the anti-relational consequences of concentrations of
economic power when the allocation of these resources is left to the
market.

3. Relational finance

The key institutions in establishing ‘relational finance’ in the OT law were
a prohibition on interest and cancellation of debt every seventh year.
Interest promotes debt, where the borrower in effect becomes a ‘slave’
to the lender.4° They have given their ‘bond’” and so are in ‘bondage’.
Interest-based financial contracts disincentivise the lender from engaging
with the borrower as the rate of return is fixed in advance: the risk of the
enterprise is not shared between them.

Of course, the debt contract is often initially attractive to both the user
and provider of finance. Abstracting from the tax advantages debt finance
usually enjoys, borrowing money is often cheaper than raising equity or
lease finance due to the simplicity of the contract and the lower transaction
costs involved. The borrower does not relinquish ownership while the
lender can usually take security to protect from credit risk. However, as
the recent crisis has once again demonstrated, the ‘cheapness’ of debt is
an illusion once the wider costs to the economy are factored in through
bank bail-outs, property booms and busts, a more volatile economic
cycle, compensating inflation, and the losses to ill-informed creditors of
bankrupt firms (e.g. employees, pensioners, customers, taxpayers). This is
not withstanding the direct costs of subsidising corporate (and sometimes
mortgage) finance through the tax system. From this perspective, debt
is ‘toxic” with analogies to pollution — producers of pollution (and their
customers) do not take into account the costs imposed on third parties by
their actions. The Pentateuch contained a number of alternative financial
arrangements. As well as detailing sophisticated leasehold arrangements,
biblical law described a rental contract and careful rules for the treatment
of different forms of security for a loan, including bonded servitude in
the case of default. It also envisaged a vital role for interest-free lending
between family and community members as a means of poverty relief.*' Yet
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the model expressly prohibited all loans at interest, for both commercial
and consumption purposes, at least within the Israelite community.” As
a result, there was no place for a commercial loan market — a conclusion
reinforced by the laws which prescribed the cancellation of all debts (and
debt servitude) every seven years.®

Although the text is not explicit as to why interest is prohibited, the
problems associated with a debt-based financial system are numerous
and we are only now fully appreciating their extent.* Low-income
country debt is but one aspect. In the context of the wider economic
model, perhaps the most important implications of the prohibition of
interest were that it encouraged both non-interest charitable lending
and risk-sharing business finance (so distributing the profits or losses
from commercial ventures more widely). Financial power could not be
accumulated without sharing in the risks of enterprise, while no-one
could be permanently enslaved in debt without the prospect of release.

Hence the biblical model had a strong underlying current of concern
for the poor. Yet its approach to the distribution of wealth and income was
radically different from the familiar approach of redistributive taxes and
welfare benefits. Instead, the biblical model did not concern itself with
differences in portable wealth or consumption. Indeed, the acquisition of
wealth was often seen as a blessing from God and provided incentives to
work hard. Rather, its aim was to ensure that everyone, even the poorest,
was able to gain access at some time in his or her life to the means of
production (in this case, land); that no-one was in debt or debt bondage
for more than seven years; that the primary responsibility for care of the
poor was the extended family and local community; and that no-one
could entrench their wealth through simply lending money at interest,
without involvement, work or risk.

4. Rootedness of extended families

When the Israelites first entered Canaan, the land was divided up on a
relatively even per capita basis. It was allocated at random by tribe and
then by clan and family. The inheritance and Jubilee laws then ensured
that the roughly equal allocation of land between families was preserved.
A limited-term leasehold market was envisaged in the law, so families
in dire economic straits had access to the market value of their assets
until the next Jubilee year (once every 50 years). This also allowed the
temporary transfer of land to those best able to use it. However, a freehold
market in agricultural land was prohibited. No family could sell its land in
perpetuity. At the time of the next Jubilee, ownership and occupation had
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to revert to the traditional family owners, regardless of who had leased
the land in the intervening period.”

The implications of this novel economic institution were numerous. The
Jubilee ensured that the initial extended family structure was preserved
and rooted in an ancestral locality. It prevented the accumulation of
large estates by the wealthier families or by foreclosing moneylenders. Tt
also meant that every family member, at least once in their lifetime and
however poor, could gain access to work on the ancestral farm — the
means of production at the time. Thus, the Jubilee stood as a bulwark
against the development of permanently landless poor.

The Jubilee was structured to preserve the universal ownership
of property and to return an extended family to its ancestral lands at
least once every 50 years. This not only recognised the contribution of
widespread property ownership to economic freedom, but it underlined
the importance of rootedness and a sense of place.* Tt is only through
the physical and prolonged proximity of extended family members and
neighbours that society can deliver care of dependants without ever-
greater reliance on the state or on purchased ‘care’ services. Yet current
economic thinking encourages workers to be as geographically mobile
as possible, leading to prolonged disparities in regional incomes (e.g.
South-East England relative to Cornwall), and to family breakdown.
Government policy should be more explicitly geared to encouraging
regional rootedness and loyalty, given the economic and personal benefits
that rootedness brings in terms of identity and community.

The rootedness and ‘co-location’ of extended families is a crucial
precondition if they are to play their essential role in job creation and
welfare provision, i.e. relatives must live close enough to work together
and provide physical as well as emotional support. Although mobility
of labour maximises individual productivity by matching skills to job
requirements, mobility often imposes costs on third parties which are
not taken into account in public policy, and certainly not fully paid for
by employers. These costs include care of elderly relatives left behind,
and stress on family relationships during and following a house move.*
Hence, encouraging co-location of relatives is a legitimate objective of
public policy.*

5. Alimited economic role for government

The intended structure of Israelite society did not include a privileged
class to be supported through the labour of others. Nor did it envisage
a princely ‘court’ or aristocracy. Even when a king was eventually

20



appointed, the law sought to limit the size of the royal household, its
wealth and military power.” This deliberate restraint on the scope and
power of the monarchy was unique for the time. The absence of a rigid
hierarchy meant that there were no incentives to forsake economic
activity in favour of seeking concessions from the ruling class. Bribery
was strongly condemned.

With regard to the wider economy, biblical law established property
rights and made provision for debt collection which depended on
universal national understanding and acceptance rather than relying
on a centralised enforcement mechanism. Whilst property rights over
land were restricted and debts were periodically cancelled (see above),
there was nevertheless a well-defined code of property law and debt
collection, including means for enforcement such as fines for theft and
bonded labour for the repayment of debts. As is clear from the limited
success in developing some former Communist economies, the absence
of a predictable property code deters investment and promotes hoarding.
Economists are now aware of how crucial the clear definition of property
rights is to enable the rural poor to develop their land.*

The monetary system, and hence the price level, in Israel did not
depend on a king’s decision of how much money should be created, but
was dependent on the supply of precious metals, first in the form of set
weights of silver or gold and then coins. This ensured a rough stability of
the price level in Israel over hundreds of years,”’ once again encouraging
saving and trade by providing a stable store of value.

The combination of low taxes, a small state infrastructure, a stable price
level and predictable property rights would have encouraged economic
growth by maintaining incentives to work, save and invest. Given the
right preconditions, free markets have generally proved better than
bureaucratic mechanisms at processing information about the desired
types of production, the most efficient technologies and in innovating
around these. The biblical legal model contains what are now recognised
as the prerequisites for a successful market-based economy.

To avoid the state having to play a major role in welfare provision,
priority was given not just to co-location of relatives but also to other
forms of poverty prevention. Each family was given land, and would
have it restored every fiftieth year if it had been ‘sold’ (i.e. leased). Debt
was written off every seventh year. Bonded service provided a way out
of destitution and as a way to repay debt. Relatives and neighbours were
under strict instructions to step in to prevent vulnerable households
being forced through poverty to lose their access to land and move away.
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Foreigners, widows and orphans, who were likely to lack relational
support, are repeatedly singled out for special attention and help through
the tithe and gleaning.* In contrast to Israel’s neighbours, the king in
Israel had almost no role, except to act as a final ‘court of appeal’ for
those who believed they had been wronged at a local level. How such an
emphasis can be applied in high-income societies today, where informal
care networks have disintegrated in part as a result of state welfare, is
explored briefly in chapter 8.

6. Private enterprise as the engine of the economy
If government is not to play a major role in the economy, then the
responsibility for wealth creation must lie with families and groups of
individuals who come together to create productive enterprises. This
resonates with many passages of biblical teaching. Human beings, made in
the image of a Creator God, are surely intended to be creative in fulfilling
their mandate to steward the earth. In Jesus’ teaching, the parable of
the talents has been taken by most commentators to have application to
everyday work, which involves use of capital to create additional wealth.
In the early church, Paul implicitly endorses the business of Lydia — a
dealer in purple cloth — by accepting her offer of hospitality, and making
her home a centre for the young church in Philippi.

As we have seen, several constraints on the way capital and property
can be deployed will shape how these enterprises are structured, in
particular:

(a) limitations on debt finance, so that participation will be almost entirely
through equity (shares).

(b) ‘limited liability’ only through remission of debt every seventh year,
and the Jubilee laws governing return of property which has been leased
out, so that investors are incentivised to be closely involved with the
companies where they place their funds.

(©) the moral principle that ownership necessarily involves responsibility,
and that a person or family should ‘only reap where they have sown’,
so that those who invest in companies accept responsibility to society
for what the company as a whole does and how it behaves towards its
employees and other stakeholders.

(d) the requirement of transparency in a relational society, so that the
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names of those who own a significant proportion of shares (e.g. over one
per cent) and thus are meant to accept responsibility for the company’s
operations are known to the wider community.

Companies operating under these constraints would be smaller, as
investors are less likely to risk their assets in enterprises which are remote
geographically and where it is hard to obtain information to ensure
accountability of its executives.

These goals may seem to lie beyond what is practical in today’s world.
However, a number of intermediate steps could be taken to start the
process of change along a relational path. They include companies
paying bonus dividends to shareholders who hold on to their shares,
and linking voting weight among shareholders to the length of time
of holding; removal of tax breaks associated with corporate debt; and
requiring shareholders to provide some additional capital if a company in
which they hold shares becomes insolvent. A comprehensive approach
to ‘relationising’ companies is set out in the Relational Business Charter,
published by Relationships Global.**

7. The priority of relationality and rest

The greatest challenge in moving from a Capitalist to a relational economic
system is how to shift the goalposts from pursuit of business profit and
personal gain to a focus on good and right relationships with God and
neighbour. This priority has to be reflected, first of all, in how people use
their time, as time for many people is their scarcest resource; arguably, it
is also the most important ‘currency’ of relationships. So the issue is this:
how can society demonstrate to outsiders, and to itself, that its greatest
priority is quality of relationships in its use of time?

The answer God gave to Israel, which is also reflected in the
Creation narrative, was to ring-fence one day each week for relational
priorities: commercial activity was prohibited. This was taught in the
Ten Commandments,” and reinforced by prophetic teaching®™ and social
reform.”® The weekly rest day, providing special time and space for God,
family and neighbour, has been the practice of the Christian church,
wherever possible, since its inception, right across Europe.”” To introduce
a weekly shared day off does not require that the majority in the society
are Christians; the physical, mental and relational health benefits of a
weekly day off have been widely demonstrated.>®
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Conclusion

Every crisis presents an opportunity for foundational reassessment. The
current profound crisis across Europe, brought about in large part by a
sustained culture of debt and the associated practices of reward without
responsibility, investment without involvement, and profit without
participation, provides at the same time an immense opportunity to
rethink economic relationships. For the presenting problems of economic
failure and dysfunction conceal far deeper faultlines of family breakdown,
corporate greed and spiritual complacency. Our vision of a relational
economy, in the wider setting of a relational society, seeks to reconnect
Europe with its spiritual roots, and provide a Christian framework for
Europe’s multifaceted societies that offers hope once again for economic
well-being, financial stability and social cohesion.
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2 The great financial crisis:
A biblical diagnosis

Paul Mills March 2011

I believe banking institutions pose a greater threat to our liberties than
standing armies.
Thomas Jefferson

Man is born free, and everywhere be is in debt.
Paul Mills (with apologies to Jean-Jacques Rousseau)

Summary

The self-destructive tendency of a debt-based financial system has been
highlighted in earlier Cambridge Papers.' This lesson is being retaught with
a vengeance by the current financial crisis.To diagnose our current plight,
this paper expounds the biblical teaching on debt, interest, and finance;
explains what is really going on from a relational perspective; and draws
applications for the Christian, the church, and society.

Introduction

The financial crisis working its way through the US and Europe
demonstrates once again the extreme danger that debt-based finance
poses. The very self-government of supposedly free nations, such as
Greece and Ireland, is being suborned. This paper sets out a biblically-
based alternative to conventional financial thinking, stressing its relational
aspects. This perspective is not radically new. Rather it reapplies the
church’s traditional stance on debt and interest that was upheld until the
seventeenth century. Since then, Christians have elevated human reason
above biblical revelation, meaning the church has had no prophetic voice
when confronting a debt-induced financial crisis. It is time to break the
silence.

The great financial crisis of 2007-207??

The world economy is passing through its most serious trial since the
Great Depression. Governments are borrowing at ‘wartime’ levels without
fighting a major war; central banks have cut interest rates to their lowest-
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ever levels and are purchasing vast quantities of assets by ‘printing money’;
and there is talk of ‘currency war’ as countries vie with each other to
depreciate (mirroring the trade battles of the 1930s). The bailout of banks
and imposition of fiscal austerity threatens social order in Europe. The
financial crisis may well have triggered the onset of a low-growth period
in high-income countries as demographic ageing sets in, following the
precedent of Japan’s anaemic recovery from its 1980s property bubble.

How could such a calamity have occurred when politicians boasted of
‘the end of boom and bust? Aside from humanity’s unerring tendency to
hubris and God’s kindness in periodically puncturing our self-inflation,
what occurred was the build-up of a property-backed debt bubble in
many countries, its puncturing initially through the US subprime crisis,
and the ensuing failures of, and loss of confidence in, financial institutions.
The proximate causes of the crisis are likely to be debated for decades
to come. Thus far, the ‘prime suspects’ responsible for the demise of
financial stability are a combination of regulatory failings, the decline in
mortgage lending standards in the US and elsewhere encouraged by the
packaging of mortgages into securities, excessively loose US policy rates
in 2003-06, and persistent trade surpluses maintained by China, Japan,
and others, often sustained through currency intervention.

Once it became apparent that a significant crisis was underway in 2007—
08, fiscal and monetary authorities reacted by relaxing bank regulations
and accounting rules, injecting massive amounts of cash into money
markets, providing banks with capital and guaranteeing their debts,
while running huge deficits themselves to prevent the fragile ‘house of
cards’ from collapsing. They were unwilling to risk the failure of even
moderately-sized banks (such as Northern Rock and Bear Stearns) to
protect creditors and depositors. When loss-sharing was eventually tried
with the failure of Lehman Brothers, the global financial system went into
cardiac arrest prompting the further bailouts of AIG, the ten largest US
banks, General Motors and Chrysler, Royal Bank of Scotland and Lloyds
Bank.

Hence, the financial system preaches ‘free market’ principles of loss
for failure to others, but avoids having them applied to itself. Despite
their industry’s very existence depending on taxpayer bailouts and
assistance, managers continue to remunerate themselves extremely well,
seemingly oblivious to their wider social and moral obligations. Given
such hypocrisy and evident injustice, it is no wonder that we are entering
a turbulent political period in which even the future of market-based
economies is open to question.
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The biblical alternative for finance

There is a better way, but to follow it requires the courage to question
the very foundations upon which finance has been built for the past four
centuries. Rather than radical innovation, it means going back to how the
church understood finance for the first three-quarters of its history.?

A short introduction to relational biblical ethics

Before this can be demonstrated, however, the approach to be taken
to the biblical text needs to be explained. This is because the Bible’s
injunctions on debt and interest are rooted in Old Testament (OT) law.
Although these teachings are reinforced and expanded in the prophets
and gospels, too often their application is dismissed by Christians on the
basis that they are part of OT law and have no lessons for a ‘modern’
economy. Whilst care is certainly needed in applying the texts, OT law
has continuing relevance as the foundation for Christian social ethics and
public policy, as has been established elsewhere.® Suffice it to say, the
following discussion is based on seeing that:

e All are made in the image of a God who, within the Trinity, relates
perfectly. All of life therefore is to be viewed through a relational prism,
given the ultimate commands to love God and neighbour (Matthew
22:34-40), not money (Matthew 6:24). To simplify, ‘I relate therefore I

)

am.

e The OT law is where this ‘principle of love’ is worked out practically
and from where it is derived (Deuteronomy 6:5; Leviticus 19:18). It has
eternal relevance because it foreshadows and points to Christ’s work
within social institutions and norms (Matthew 5:17-20).

e The law was revealed to embody God’s wisdom so Israel could live as
‘a light to the Gentiles’ (Isaiah 42:6), so that they would come to worship
him (Deuteronomy 4:6). The law was given for all peoples and not just
Israel.

e The OT law is not idealistic and other-worldly. It is intended for the
restraint of evil (1 Timothy 1:9-11) in the light of human hard-heartedness
(Mark 10:5).

All this means that Christians need to approach what the Bible says about
money and finance primarily from a relational perspective, but expecting
to find practical guidance.
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i) Debt
This perspective transforms how we understand the Bible’s teaching on
finances and illuminates what has really been going on in the financial
crisis:

Lending freely to the needy is an act of love and neighbourly kindness.
The text is replete with exhortations and promised blessings* for those
who lend freely to those in need. Indeed, the interest-free loan seems
to have been central to the OT welfare system. It was the duty of close
relatives to lend to their kin in need, and redeem them from debt. Hence,
being in debt per se was not wrong or sinful. It may have arisen from
misfortune or illjudgement. However, it was an opportunity of blessing
for those who could help out, interest-free. Jesus made this duty even
more radical for his disciples by exhorting them to lend, even to enemies,
‘without expectation of return’, meaning either not insisting on the return
of the loan principal or a reciprocal favour (Luke 6:34-35).

Repayment of debt is a serious obligation. Security could legitimately be
taken by the lender to enforce repayment® and subsequent failure to pay
could result in servitude to make good the debt.® For borrowing entails a
solemn promise to repay. Default is the equivalent of breaking one’s oath
or ‘bond’. Hence, it is ‘the wicked who borrow and do not repay’ (Psalm
37:21) and Paul enjoins the Romans to ‘leave no debt outstanding...’
(Romans 13:8).

Being in debt is tantamount to servitude itself because of the solemmn promise
to repay. Hence, ‘The rich rule over the poor and the borrower is slave
of the lender (Proverbs 22:7). This identity is highlighted in the English
usage — by giving our ‘bond’ we have entered ‘bondage’. It is the lender
who dictates terms as the borrower sacrifices his or her financial liberty.
Yet our financial system pretends that spending on credit expresses our
personal freedom. As with all worldly dissimulations the reality is the
opposite of the advertisement. Our society lauds individual liberty while
simultaneously enslaving through debt.

God’s ideal is for those made in bis image to be free and clear of obligation
so as to exercise independent stewardship over creation. Hence, the OT
law instituted the periodic cancellation of debts and release of debt slaves
every seven years’ and obligates the nearest responsible male relative
to act as ‘kinsman-redeemer’ to buy back the impoverished, or their
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land.® With the Jubilee (Leviticus 25), the Old Testament instituted a true
‘ownership-society’, where all had access to property and the means of
production, debt-free, at least once during their adult lives (cf. Micah 4:4).

ii) Interest

Given the perspective of debt as ‘slavery’, it is no surprise that the
Bible is clear that interest cannot legitimately be charged on a loan to
a countryman, for such is to take advantage of the ‘bondage’ of another
and an inherently unloving act. We know this instinctively from our own
experience. If we lend to a neighbour or family member and seek to
charge interest, we know we are demonstrating a tight fist, not a soft heart.
In the OT law, interest’was prohibited within the Israelite community
especially in the context of lending to the poor (Exodus 22:25; Leviticus
25:306, 37) but also between all fellow citizens (Deuteronomy 23:19). This
prohibition is then upheld by David (Psalm 15:5), Ezekiel (18:8, 13, 17,
22:12) and Nehemiah (5:1-13). Charging interest is folly for it attracts
God’s retribution (Proverbs 28:8).

As we have seen, Jesus assumes the prevalence of interest-free lending
within his society and then radicalises the OT teaching for his disciples
(Luke 6:34, 35). Moreover, he further condemns the taking of interest
in the Parables of the Talents (Matthew 25:14-30) and Ten Minas (Luke
19:11-17). Here, in contrast to the servants commended for taking
investment risk with their master’s resources, the wicked servant is judged
for taking no chances. In the process, Jesus characterises taking interest
from bank deposits as ‘reaping where one hasn’t sown’ (and so inherently
unjust and exploitative); it is what ‘hard’ men do. As such, it is antithetical
to both love of God and neighbour.

iii) Equity, partnerships and rent
The corollary is that financial investments that explicitly share profit
and loss through partnerships or equity'® are positively encouraged,
as long as any reasonable profit is fairly obtained. Such arrangements
explicitly acknowledge that profit is uncertain and not presumed upon.
In addition, a return from property can be derived from rents and leases.
Exodus 22:14-15 describes a rental contract where hire charges act as
compensation for the owner given that they retain the risk of ownership
of the goods hired out. Leasehold contracts on land are also envisaged
(Leviticus 25:14-16, 29-31).

Why is such a distinction made between interest on loans and a return
from profit-sharing investments or rentals? The answer lies in the allocation
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of risk within the various forms of contract. In a loan, ownership of the
item lent and its associated obligations are transferred to the borrower,
whereas in a profit-share partnership or rental contract, ownership and
ultimate risk remains with the supplier of finance, or owner of property.
A return on financial investment is only justified if legal ownership is
retained, with the concomitant risk of loss. In contrast to Marx’s ‘labour
theory of value’, the OT distinction rests on a ‘risk and responsibility
theory of capital’ — financial investment must ‘earn’ its return by directly
bearing the risks of ownership.

iv) An objection addressed

The most difficult issue for the church has been how to apply this
teaching in the context of wider society. For the OT text itself contains
an exception for lending at interest to those outside the community of
Israel (Deuteronomy 23:20), as well as an exception to the seven-year
cancellation of loans (Deuteronomy 15:3). Hence, if lending at interest is
not inherently immoral, why should Christians not accept that this is ‘the
way the world works” and stop rocking the boat?

The response is two-fold. First, pragmatically, does a debt-based financial
system ‘work’ in the sense of ‘does it allocate resources effectively and
is it robust to shocks without external assistance?” For if the law reveals
God’s wisdom for a society, then we should observe that its contradiction
yields bad fruit. The rottenness we observe around us—a recurring
feature of debt-based systems''—affirms the law’s wisdom. Second, if we
understand the priority of healthy relationships within public policy, we
need to ask whether a debt-based financial system fosters them. It is to
this question we now turn.

The relational critique of debt-based finance
In the context of the commands to love God and neighbour, how does
debt finance fall short?

With regard to our relationship to God, we should remember that
‘money’ is a dangerous idol that seeks to replace God as the object of
our worship (Matthew 6:24). In the context of interest, we confidently
assert that ‘time is money’ and so believe that the borrower should pay
the price for money over time. Yet the briefest reflection shows that, in
practice, the mere passage of time builds nothing and benefits no-one in
a fallen world. Rather, the Curse (and the second law of thermodynamics)
mean that physical goods almost invariably deteriorate and decline in
value with time’s passing. Rather, it is the operation of human labour
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and stewardship within time that ‘add value’. To charge just for the mere
transfer of money over time is ‘reaping where one has not sown’.

More pointedly in the context of the current crisis, interest-based finance
embodies assumptions about the future. Borrowers hope they will have
the wherewithal to repay while lenders believe that their security and the
pooling of risk mean that the interest charged will cover any defaults.
Essentially, debt finance is based on making working assumptions about
the future and making promises based on those projections. This works
well in calm times, but its inherent fragility becomes apparent when
shocks occur, as they invariably do, and the debt system then works to
amplify the crisis and its costs.'” Instead, under God, we should take a
humble attitude towards the future for only he knows it with certainty
(Proverbs 27:1). Our boasting about future profit is ‘evil’ (James 4:13-16).
If we arranged our financial system around equity contracts, that embody
no such assumptions about future returns and act as shock absorbers
rather than amplifiers, it would be far more robust.

But it is in our relationships to our neighbour that the problems with
debt-based finance become most pointed. As we have noted, the strong
obligation entailed in a debt means that, from the Bible’s perspective, the
borrower is effectively enslaved. To profit from the slavery of others is one
of the worst of crimes, and yet that is effectively what happens with every
interest-bearing loan once the layers of intermediation and obfuscation
are stripped away. We may comfort ourselves by thinking that using a
bank absolves us of such turpitude. Yet, from a relational perspective,
this is even worse, for we then have no idea who the bank is enslaving
on our behalf, how they are being treated, which families’ houses are
being repossessed, and which businesses are being made bankrupt in our
name. We have reneged on our obligation of stewardship—of knowing
how God’s money in our care is being used. Surely, this is something
‘hard’ men do.

With regard to the wider economy, debt finance is simple, cheap, and
seemingly ‘efficient’ because it reduces the information that needs to flow
between supplier and user of finance. The problem is that, as we have
learned again to our cost since 2007, the debt-based system and its banks
only survive by holding the economy hostage and so pass the costs of
their failures onto ill-informed or powerless third parties. These may be
unpaid creditors in bankruptcy; taxpayers (through subsidising company
indebtedness, bailing out and subsidising banks deemed ‘too-big-to-fail’,
or lending to other countries threatening default); savers required to
accept low, if not negative, rates of return to bail out borrowers further;
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and holders of currency who see central banks ‘printing money’ to ensure
inflation—all to stop the house of debt from collapsing. As such, the debt
system institutionalises injustice and exploitation.

Indeed, a good case can be made for believing that we have a financial
system dedicated to inflation'® because a debt-based system cannot
survive if prices fall for a sustained period (as occurred under the Great
Depression). Central banks will now seemingly do anything to stop prices
from falling in order to prevent the real value of debts from rising. Even
though cheaper goods would normally be seen as a ‘good thing’, in our
topsy-turvy, black-is-white, debt-based world, falling prices are a ‘bad
thing’."" However, if finance were arranged on a non-interest basis, the
return on capital could absorb fluctuations in the price level without
doing wider damage. There would still be economic fluctuations, no
doubt, but they would not be amplified by the debt cycle, and the system
could survive with a stable price level in the long run."”

The Bible consistently condemns taking interest on a loan, but
ultimately the text doesn’t give a reason for its prohibition. Now we can
see once again, in the light of bitter experience, that it does so for sound
economic and financial reasons. By severing the relationship between
lender and borrower, the debt-based system economises on costs in the
short-term only to impose them on innocent third parties in the long run.

Applications

How should we now apply the Bible’s radical alternative for finance in
today’s world? It has far-reaching implications for our personal money
management, church finances, and public policy.

i) Personal finances

On an individual or family level, these biblical injunctions most clearly
point to the desirability of being debt-free. While, in some cases,
indebtedness may be unavoidable and not sinful per se, it places the
borrower in ‘bondage’ with a strong moral obligation to repay. High
debt levels and the resulting money worries constrain our service of God
through career choice, often force both spouses to work, and can lead to
marital pressures and divorce. God’s clear intention is for his children to
enjoy the freedom that comes with their salvation and not to be enslaved
by, or yoked to, unbelievers."® Hence, we should limit consumption
in order to give (Ephesians 4:28), and save to be debt-free as soon as
feasible. If occupying a house, seek alternatives to avoid a mortgage or
minimise its size (be that renting, using lease-to-buy arrangements,'” or
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raising equity stakes from family members or friends).

Then, use money to foster loving relationships rather than maximise
financial return. Lend interest-free to help others get out of debt faster; take
a stake in a relative’s home so that they can minimise their mortgage; or
invest in a local or family business to sustain jobs and the local economy.
Of course, all these desirable actions need to be tempered with prudence
and wisdom, benefiting from the advice of others. But we shouldn’t let
reverence of Mammon deprive us of the blessings promised to those who
lend interest-free.

When considering where to invest one’s money, try to use the
principles set out above to guide the choices.”® Attempt to avoid taking
interest (through banks or bonds), own property or equities, and know
in what you have invested God’s resources. This is unlikely to yield the
best financial returns but it will embody relationally-positive principles in
monetary form."

ii) Church finances

Most of these applications apply similarly to a church’s finances, but
should be implemented with, if anything, greater scrupulousness for the
sake of the conscience of ‘the weaker brother’. Hence, churches and
congregations should not themselves be indebted, and thus ‘yoked to
unbelievers’. Congregations could consider raising funds for interest-free
loan funds in addition to grants to those in need. Members could be
trained to provide debt counselling within the church and community.
Any essential longer-term savings held by the church should be held
principally in property or equity with a close knowledge of the economic
ends to which such resources are put. If their church or congregation
cannot follow these principles, Christians should seek governance reforms
until they can.

ii) Public policy

As demonstrated, the case for taking the Bible seriously on interest
and debt rests not only in a belief that it embodies God’s will for his
people, but also on its practical wisdom. Societies ignore it at their peril.
The overarching goal embodied in the biblical-based financial system
is to move to a society with minimal long-term debt and investment
channelled through interest-free, rental, or equity-type contracts. This
radical objective touches almost every area of financial policy. Here are
a few suggestions:
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e Companies: reform the corporate tax system to remove the tax subsidy
given to debt finance. This would stop rewarding banks and companies
for risk-taking through debt-based speculation; it would dampen the
business cycle in debt-financed sectors (principally commercial property);
it would put a brake on the artificial growth in company size (through
debt-assisted takeovers); and it would eliminate much of the tax subsidy
given to private equity firms.

e Banks: make banks safe so they can be allowed to fail. As envisaged in
regulatory reforms now under way, banks need to be so well-capitalised
and safely structured that any losses fall on shareholders (and ‘bailed-in’
creditors) not taxpayers. Banks need to be simple enough to be capable of
closure in a crisis with larger institutions forcibly broken up or penalised
so heavily for size that they want to shrink. Any for-profit institution that
is ‘too-big-to-fail’ is ‘too-big-to-exist’ and its very survival eats away at the
moral basis of a market-based economy. However, such reforms would
only go some of the way to weaning us off the illusion that we can save
in a bank, expect a return in good times, but be protected from losses in
the bad. Fully to address this problem would mean splitting a commercial
bank into a guaranteed payments utility that runs current accounts, and
an investment arm taking mutual fund-type savings rewarded with a
dividend rather than interest.”

e Households: encourage non-debt forms of housing finance (notably
lease-to-buy) through removing any remaining tax subsidies to mortgages
and facilitation by regulators. To address the early financial servitude of the
young, we need to develop alternatives to student debt—be that through
grants, endowment scholarships, tax breaks for parental contributions, or
graduate tax surcharges.

e Government: prevent the growing indebtedness of future generations
through fiscal reforms. These could take the form of constitutional or
legislative commitments to a falling government debt-to-GDP ratio, with
independent monitoring to ensure accruing liabilities are fully accounted
for. We should also reform development finance (and other international
capital flows) to move to an equity or rent-share basis rather than
debt. Equity-type investments would do far more to encourage sound
institutional development while sharing risk more equitably.
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The transition to a debt-free financial system would be fraught with costs
and difficulties, and may not ultimately be achievable. Indeed, there are
practical steps along the way (such as credit unions and microfinance)
that can ameliorate many of the evils of debt while still charging interest.
But if society doesn’t have the ideal of freedom from debt as the compass
bearing to guide our path, it will remain trapped in the quagmire of
pragmatism, vainly believing that a system that repeatedly demonstrates its
inherent contradictions and self-destructive tendencies can be reformed.

Conclusion

God’s intention is for those made in his image to enjoy freedom and
stewardship. Instead, we indebt ourselves and others, inverting our moral
and common sensibilities in the process and repeating the same mistakes
of debt-fuelled booms and busts time and again. But God’s intention
was not just our financial liberation. Rather, his ultimate purpose was to
embody the gospel principle of debts forgiven and debt-slaves redeemed.”’
Christ cancelled our certificate of debt on the Cross (Colossians 2:13-14).
Christians should seek a debt-free future for themselves, their churches,
and their society, to point to the exuberance and liberty of the truly
redeemed life.
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referenced.
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3 Is Capitalism morally bankrupt?
Five moral flaws and their social consequences

Michael Schluter September 2009

I see in the near future a crisis approaching that unnerves me and
causes me to tremble for the safety of my country. Corporations have been
enthroned, an era of corruption in high places will follow, and the money-
power of the country will endeavor to prolong ils reign by working upon
the prejudices of the people until the wealth is aggregated in a few hands
and the Republic is destroyed.

Attributed to Abraham Lincoln'

A whole world of new and stronger policies is needed — measures that
strengthen our families and our communities, address the breakdown of
social connectedness, and favor rootedness over mobility ...

James Gustav Speth?

Summary

Many Christians accept Capitalism as broadly in line with biblical teaching.
Its economic success appears to vindicate attribution of its origins to
Christian theology.® This confidence in Capitalism as the best available
economic system has meant that Christians have failed to recognise that it is
one of the main drivers of social and moral breakdown in Western societies.
This paper will highlight five failings in the philosophical foundations and
institutions of Corporate Capitalism, pointing to their devastating impact
on families and communities, and how they bring about the growth of
giant corporations and centralised state power. Christians need to search
urgently for a new economic order based on biblical revelation. One such
alternative will be set out in a future issue of Cambridge Papers.

Does Capitalism have a case to answer?

The economic benefits of Corporate Capitalism are obvious to all of us.
Paul Collier suggests that a billion people have been lifted out of poverty
in the last 30 years by the incorporation of their economies into the
Capitalist-inspired global trading system.” Many of us in Britain enjoy the
experiences offered by air travel, computers, iPods and mobile phones,
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all made possible by the efficiency of Capitalist corporations. When
someone close to us contracts a serious illness or has an accident, which
of us is not grateful for modern drugs and technology, again the products
of mega-corporations?

In terms of political benefits, Capitalism has led in many countries to
the replacement of feudal aristocracies with meritocracies, and arguably
there is a close link between Capitalism and democracy. As Novak
suggests, ‘political democracy is compatible in practice only with a market
economy’.” Of course, Capitalism is not the only form of market economy
imaginable, but it is the only one with which most people are familiar.
For many, daily life in a Capitalist society appears highly desirable, and
millions from former Communist countries aspire to achieve it.

While there is much concern about the activities of the modern
corporation, especially in terms of exploitation of the workforce and
impact on the environment, its critics can exaggerate. Some large
companies take good care of their staff, providing training and career
progression without regard to gender, class or race. They encourage good
citizenship, give generously to charities and increasingly are adopting
measures to protect the environment, all in the name of corporate social
responsibility.

Moreover Capitalism, it is argued, rests largely on Christian values.
According to its early proponents like Adam Smith, it takes account
of the sinfulness of the human heart. So rather than rely on the State
to allocate resources and fix prices where human greed can too easily
play a part, impersonal markets determine these outcomes, with each
player in the market pursuing their own self-interest. The greed of any
individual is constrained, in effect, by the enterprise of others through
the mechanism of the market. In the words of a leading left-wing thinker,
‘The free market remains, all in all, a factor promoting socialisation, a
means of connecting human beings, even of creating fraternity or, in
any case, mutual recognition. Hence, it is the opposite of corruption.”
Indeed, biblical teaching assumes free markets for exchange of goods and
services, providing only that the conduct of markets is just and fair’ and
that traders do not hoard food in periods of shortage.®

In addition, for human beings to reflect fully the image of their Maker,
they must have the opportunity to exercise responsibility, to make choices,
to experience ‘liberty’. This liberty only flourishes where economic
decisions and exchange are not constrained by powerful political or
social interests. Hence, biblical teaching warns against excessive state
power in both Old and New Testaments.” Traditionally, it has been those
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in favour of Capitalism who have argued most vigorously for limits on the
power of central government.

With clear evidence of the economic benefits of Capitalism, and of its
roots in a Christian understanding of the world, why should any Christian
question its legitimacy? As shown below, the failings of Capitalism arise
substantially from corporations which developed as its primary engine.
So it is important to separate out the moral failings which are intrinsic to
Capitalism itself, and those attributable to Corporate Capitalism, i.e. to the
legal form of its institutions.

The theological framework

Rather than a general appeal to conscience, the Cambridge Papers
approach is to explore issues from within the framework of biblical
revelation. This allows not only a critique of principles or values, but
also provides a plumb line for evaluation of ‘institutions’, which Douglass
North has defined as ‘the rules, formal and informal, which govern the
behaviour of organisations and individuals’."

The starting point for evaluation of economic and social ‘institutions’
is the fact that God is a relational being, and that his priority is not
economic growth, but right relationships both between humanity and
himself, and between human beings."" This relational focus is the theme
of both Old and New Testaments. When Jesus lays down the overarching
moral principles of ‘love God and love your neighbour’,'? he is pointing
to the priority of relational over financial wealth, for love is a quality of
relationships.

A more controversial aspect of the methodology employed here is the
derivation of moral norms from the economic and social rules governing
Old Testament Israel. While these need to be understood in the light
of New Testament teaching, and interpreted carefully in their historical
context, they provide a key source of biblical ethical reflection, and are
explicitly endorsed in the teaching of Christ,”® and subsequently also by
Paul."*The risen Christ is Lord over all that is, which includes every aspect
of human life.” By reflecting on how the social and economic laws of the
Hebrew Scriptures expressed God’s relational character, Christians today
can learn what principles should govern the contemporary economic and
financial system, and thus what Christ’s Lordship over that system would
require. The approach taken here is set out in detail in jubilee Manifesto.'®

Five moral flaws of Corporate Capitalism
Capitalism sets out a framework within which individuals, and society
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at large, make decisions governing their business and financial affairs.
It will be analysed here in terms of its contemporary manifestations,
including the corporation as its main actor and engine, and with national
governments and international agencies intervening to set many of the
rules in a manner which often promotes scale and ‘leverage’. This paper
will focus on the Anglo-American model as its most extreme manifestation,
although the failings are evidenced to some degree across all Capitalist
economies.

The points at which the morality of an economic system can be
evaluated are threefold:

' The social
The morality of The morality of its outcomes
its underlyin — > T —> isi i
o yh 9 institutions arising from its
philosophy institutions

It is not sufficient to examine only outcomes of an economic system;
the causes of those outcomes, i.e. the social philosophy and ‘institutions’,
need to be examined as well. We shall consider one major way in which
the underlying philosophy of Capitalism conflicts with biblical ethics, and
four ways in which the institutions of Capitalism do so, and then analyse
two of the destructive social consequences of these five moral flaws in
Capitalism.

i) An exclusively materialistic vision

As generally understood, Capitalism is concerned with the deployment
and use of capital, although it has highly significant social ‘side effects’.
Capitalism rests unashamedly on the pursuit of business profit and
personal gain: it promotes the idolisation of money, which Jesus refers
to as ‘Mammon’." The moral dangers of Corporate Capitalism are similar
because the modern corporation is driven primarily by shareholder
materialistic self-interest. Adam Smith provided a moral framework for this
pursuit of wealth by pointing out that as each person pursued personal
gain, the outcome was, miraculously, the collective economic good.
But pursuit of self-interest is a far cry from the biblical focus on ‘love’,'
requiring other-person-centredness. People are regarded by companies as
a resource, or as a cost in the profit and loss account, devoid of relational or
environmental context. So Capitalism constantly has to be restrained from
destroying the social capital on which it depends for its future existence.
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This focus on capital lends itself to the idolatry of wealth at a
personal level, and the idolatry of economic growth at a corporate and
national level. It invites Mammon to supersede God as the focus of
human loyalty and thus to break the first and most foundational of the
Ten Commandments.'” Shareholders pursue personal wealth with little
knowledge of how it is generated, and senior management with scant
regard for pay structures at lower levels of the company, while customers
are persuaded by corporate advertising to pursue self-gratification in
its many forms. At a systemic level, under Capitalism companies seek
to expand current consumption beyond satisfied appetite, in order to
generate supranormal returns for current suppliers of capital; they seek
to generate this additional consumption through advertising, built-in
obsolescence and expansion of debt. This is not a malign ‘conspiracy’,
but how the system operates. However, the consequence is not just to
undermine individuals’ pursuit of spiritual realities, and to cause misery
in many low-income households, but to create huge and growing income
differentials with negative consequences for social cohesion. For example,
the inflation-adjusted income of the highest-paid fifth of US earners has
risen by 100 per cent since 1970, while it has fallen by 10 per cent for
the rest.”

ii) Reward without responsibility
Economists argue that capital markets ensure money is allocated to those
in society who can pay most for it, i.e. to those who will use it most
efficiently and increase society’s wealth fastest. Capital providers are to
be rewarded just for allowing their capital to be used by somebody else.
However, Jesus seems to understand the basis for rewards differently.
In the parable of the talents, Jesus puts into the mouth of the Master,
when addressing the lazy/fearful servant, that ‘earning’ money through
interest on a loan is ‘reaping where you haven’t sown’,?' i.e. as contrary
to natural justice. Investors lending at interest may be accepting some
small element of risk; they are not accepting any responsibility for how
or where the money is used. In contrast, Jesus seems to focus on the
relational implications of how money is used; this includes the impact
on a person’s relationship with God and on his or her relationship with
neighbour.”? Debt finance generally results in relational distance rather
than relational ‘proximity’ because the lender generally has no incentive
to remain engaged with, or even in regular contact with, the borrower.
The relational distance between capital provider and user created by
debt finance today, and also by much equity finance, can be readily
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seen in the workings of large corporations. Providers of capital generally
have little or no say in corporate decision-making, except perhaps in
cases of insolvency. Most investors provide equity finance through a
financial intermediary (e.g. a pension fund); often they do not even know
(or care) in which companies they hold shares. Seldom do individual
shareholders attend the annual general meeting of the company; even
financial intermediaries generally do little to influence company policy,
preferring to ‘exit’ if things go badly, because less cost is incurred, rather
than seeking to influence a company’s decisions. Trading of derivatives
similarly involves no responsibility for the actions of the targeted company.

Because purchasing shares through the stock market provides no
additional funds to the chosen company, it is hard to distinguish from
placing bets on horses. The intention of the investor is not to aid company
growth but to make a short-term profit; they do not apply any skill or
effort to help company performance. The only way purchase of shares
aids a company’s performance is in the context of raising new capital,
and possibly takeover situations. Just as putting money in the bank led
to Jesus’ warning that it constitutes ‘reaping where you have not sown’,*
so surely would most stock market transactions today. Jesus appears to
question whether it is legitimate for a person to sit at home with their feet
on the desk, as it were, and be rewarded in the same way as the person
who actively trades goods, or works all day on the factory floor. Much
as the American revolutionaries took as their slogan, ‘no taxation without
representation’, should we today adopt the slogan, ‘no reward without
responsibility, no profit without participation”

iii) Limited liability of shareholders

The corporation, which had only the smallest of roles in early Capitalism,
is today the chief engine of economic growth. In the mid-nineteenth
century, companies were permitted to become legal persons, separate
from their shareholders; they own their assets and have many of the legal
rights and privileges of an individual ‘person’. If they register as limited
liability companies, shareholders have no liability beyond the amount of
capital they have subscribed or paid for their shares.

Limiting liability is contrary to biblical teaching because, exceptionally
in the law of contract, it allows debts to be left unpaid in cases of
insolvency. This contradicts a fundamental moral obligation.” Worse still,
the unpaid creditors, as has been conspicuous in the last decade, are
often employees, consumers, and smaller companies supplying goods and
services who have little or no knowledge of a larger company’s financial
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circumstances, and may be relatively financially illiterate, while those best
able to protect their position are often banks and highly paid executives:
there is often great injustice. Examples include the bankruptcies of Enron,
WorldCom and XL.*

While proponents of Capitalism would point to the way limited liability
has resulted in a massive mobilisation of capital for productive enterprise,
which perhaps would not otherwise have occurred, it has also had many
negative, unintended consequences. Because the downside risks of
borrowing are capped, while the upside risks are not, management —
backed by shareholders — have been willing to borrow huge sums relative
to the firm’s equity base and thus grow firms at a frantic pace. These
giant corporations have enormous market power which can too easily
crush smaller competitors. In the financial sector, incentive schemes often
reward risk-taking excessively on the upside with no downside penalties,
reflecting the risk position of shareholders. Consequent mega-losses have
to be financed by taxpayers to limit wider economic and political fall-out.

iv) People disconnected from place

In the Old Testament, the Jubilee laws required that all rural property
was returned to its original family owners every fiftieth year, free of
charge. This ensured long-term rootedness for every extended family in a
particular place,” strengthened loyalty to God and contributed to family
solidarity. These goals are highlighted by their antithesis in the story of
Naboth’s vineyard.” An important by-product of the Jubilee land laws
was to ensure a measure of equity in the distribution and ownership of
property which ensured a broad distribution of political power.

In contrast, Capitalism regards land and property as assets without
relational significance. The effects of ignoring the role of land in family
identity and solidarity can be seen historically in the enclosure movement
where low-income families were dispossessed of their traditional land
rights by powerful local landowners, resulting in mass migration to the
cities.”® Today, there is little protection against repossession of homes
when wage-earners lose their jobs and cannot meet interest payments
on their mortgages. This contributes to many families’ loss of rootedness
and also impacts on the distribution of income, given the importance of
property as a form of wealth.

The benefit of breaking this people-place connection, economists
would argue, is to increase productivity of labour, and national economic
growth, because people can move more easily to where their productivity
(and hence their wages) are highest. However, as extended family members
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move away from one another, and communities become more transient,
they can no longer fulfil welfare roles. For example, grandparents can no
longer help look after grandchildren, and responsibility for care of older
people and those with disabilities falls on the state, with the costs having
to be met from tax revenues. Economists have constantly ignored the
economic and relational ‘externalities’ of mobility, i.e. the costs to wider
family and society as a whole when an individual or nuclear family moves
from one area to another.

v) Inadequate social safeguards

The legal framework within which Corporate Capitalism operates is the
result of prevailing economic and political philosophies, and the power
of opposing interest groups. However, Capitalism does not itself have any
concept of protecting the vulnerable through constraints on the market.
Consumers are assumed to be able to look after themselves, so the focus
is on a person’s freedom to produce or consume what they like without
state interference. The belief is that with market deregulati