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Thy Neighbor’s Mortgage

By Randy Cohen
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The Ethics of Resentment 
A record number of foreclosure filings were reported in the first quarter of 2009 — 341,180 in March alone. Earlier this year, in response to the growing crisis, the U.S. Department of the Treasury established a $75 billion program to help 4 million beleaguered borrowers. But do they deserve help? To someone cautious in his finances, it can be galling to see his taxes used to bail out a neighbor who took on a great whopping mortgage he clearly couldn’t afford. This seems to penalize the prudent and reward the profligate. Is such aid ethical?

It is. Assisting the financially afflicted does not directly penalize the prudent any more than hiring lifeguards penalizes strong swimmers. A moral society responds to people in need, even if that means temporarily suspending moral judgment. E.R. doctors treat the wounded. Fire fighters douse the blaze. Neither response is contingent on the ethics of the actions that caused the catastrophe.

We should of course be cautious with our money, moderate at table, temperate with liquor and see the dentist twice a year. But when a wastrel’s life of boozing and gluttony (and failure to floss) drives him to collapse, we do not let him die on the street. We send an ambulance.

There is a case for letting him lie there. The moral-hazard argument holds that insulating people from the consequences of their actions encourages risky behavior. For example, some studies suggest that because seat belts make drivers feel safer, they drive more recklessly. But few who endorse this analysis actually remove the seat belts from their car and pack the trunk with explosives as an incentive for safe driving. This is not to suggest inaction. Rather, we augment safety as a community, seeking to improve road design, driver training, traffic laws and automobiles themselves.

Those who worry about moral hazard long held sway in financial affairs, hence debtors prison, which wasn’t abolished in New York until 1831. The idea was to make economic failure so terrifying that discretion would prevail. But despite squalid cells, disease, rats and public humiliation, people continued to fall into debt. Some observers denounced this as mere obstinacy and called for danker cells, rattier rats. Others countered that debt can result from forces over which the debtor has no control.

Even where this is the case, it can still rankle to see a fool saved from his folly at public expense. Such feelings may be nearly universal, originating not in our reason or our culture but our genes. Some evolutionary biologists claim that we are hard-wired to resent perceived injustice. Research by Sarah F. Brosnan and Frans B. M. de Waal demonstrate this tendency in monkeys. (It is unclear whether the monkeys had fixed rate or balloon mortgages.) Jonathan Haidt, an associate professor of psychology at the University of Virginia, sees an evolutionary basis to moral feelings, including a biological hunger for fairness.

But while evolution prods us to resent a prodigal neighbor, it also urges us to crave fats and sugars. In an environment where cheap donuts and no-money-down mortgages are easily available, such urges are not a reliable guide to right conduct or wise social policy. We must think further. (And it’s worth acknowledging that there are more altruistic evolutionary impulses, like rendering aid.)

I do not allude here to folks who lied on mortgage applications (or who, after securing a mortgage, paused on the way home to hijack a cargo ship off the Horn of Africa). Some acts are clearly unethical. I refer rather to people who seemingly should have known better. But a foolish financial decision need not be a moral failure or even unusual. A housing bubble only becomes a bubble because many people are similarly deluded; it can be inflated only by an army of exuberant nincompoops. And it is noteworthy that many people took on hefty mortgages as a result of razzle-dazzle salesmanship or even deliberate fraud. Here in New York prosecution of such crimes was lackluster. 

Some people do take extravagant chances with other people’s money. We call them hedge fund managers and we reward them lavishly. Ours is an age that glorifies risk-taking entrepreneurs. (Or did until five minutes ago.) It seems inconsistent to condemn that trait in a home-buyer, particularly when rapidly rising housing prices promised big profits to all. Home ownership itself has been exalted as a national virtue, an essential element of the American Dream. It would be odd to suddenly scorn those who chased that dream, albeit a bit too vigorously, and assisted by those financial steroids, the subprime mortgage.

There are actors in this drama who did behave unethically. A banker has a professional obligation to issue sound mortgages and the training and experience to make such judgments. To knowingly lend money to a family unlikely to repay it violates that obligation. Federal regulators are similarly blameworthy. They have an explicit duty to define and enforce banking standards. To forsake those responsibilities is an ethical transgression.

The essential task now is to set the financial system in order. We rightly begin by throwing a lifeline to those in peril, even those whom Victorians might classify as the undeserving poor. (What’s more, helping a neighbor avoid foreclosure can sustain the values of all homes in the neighborhood, including our own.) Then we must devise and enforce regulations to forestall such disasters. When tempted by the exhilarating prospect of an improvident neighbor receiving the sound financial thrashing it feels like he so richly deserves, consider this from Montaigne: “There is no man so good, who, were he to submit all his thoughts and actions to the laws, would not deserve hanging ten times in his life.”

