THE GLOBAL RECESSION AND JEWISH LAW

by Aaron Levine*

Abstract

This paper puts the current global recession in the context of Jewish theological thought. We will
show that the failed conduct of the players in the subprime sector violates specific moral principles.
Moreover, no amount of wrongdoing by these players could spiral into an international financial melt-
down without the legal underpinning of the holder-in-due-course doctrine. We demonstrate that
Jewish law rejects this doctrine. To prevent the recurrence of the current debacle, Jewish law’s imitatio
Dei principle calls for the restructuring of the incentive system economic actors face. It consists of
replacing the perverted system of incentives now in place with sticks and carrots designed to tilt eco-
nomic actors toward virtue and away from wrongdoing. Beyond fixing the incentive system, the cur-
rent malaise tells us that we are living in a society of broken promises. Improving the moral climate
of society hence entails reinforcing the values of integrity and taking responsibility seriously. Jewish
religious thought puts the onus on parents and the educational system to accomplish this.

Introduction

In December 2007, the U.S economy descended
into what promises to be the deepest and longest
downturn since the Great Depression. The driving
force behind the recession was the widespread
failure of the subprime mortgage market, the seg-
ment of the home mortgage market that extended
loans to households with impaired credit histories
based on little or no documentation of income.
The collapse of that sector occurred in a rapid
succession of events beginning with the govern-
ment takeover of Fanny Mae and Freddie Mac in
August 2008, followed by the bankruptcy of
Lehman Brothers, the government-assisted takeover
of Merrill Lynch by Bank of America, and the
massive government loans to AIG, which eventu-
ally added up to $170 billion. The effect of those
failures cumulated in successive government bailout
initiatives: the $700 billion Bush administration
bailout of financial institutions and the $787 billion
Obama administration stimulus bill.

Jewish law has much to say about the current
economic malaise. For one, it can describe the col-
lapse of the subprime market in moral terms and
provide a theological framework for designing
measures to prevent a repeat of the current deba-
cle. Moreover, in an economy governed by Jewish

law, the subprime market would have very limited
potential for expansion and would therefore never
reach a level where its collapse would have global
ramifications.

The Moral Failure of the Subprime
Players

Let us begin by putting the failures of the vari-
ous subprime players in Jewish theological terms.
Given that the size of the troubled mortgage
market, which includes not only the subprime
market but also the Alt-A and the option ARM seg-
ments (defined below), totaled $2.5 trillion dollars
in 2008,' there is plenty of blame to go around.

(1) Some borrowers were guilty of incurring
mortgage debt that they knew they could not repay.
An example of such an undertaking was the 2/28
mortgage, which calls for very affordable low-
installment payments during the first two years, but
then fully amortized payments for the next 28 years.
The installment payments for the third year could
easily amount to more than twice the correspon-
ding payments during the first two years. Taking on
debt obligations that one knows or even is not sure
that he can meet violates Jewish law’s “good faith”
imperative. This dictum says that if an individual
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makes a commitment, he must intend to carry it
out.> The borrower violates this dictum even if he
truly believes that God will orchestrate events to
make the payments possible, despite his own
assessment of inability to pay.® Consider also that
engaging in “unnecessary expenditures™ during the
loan period that impair the debtor’s ability to repay
his debt brands him a wicked person.> Now, if the
law regulates the borrower’s spending while the
debt is outstanding, entering into the loan with no
or dubious ability to pay surely violates the “good
faith” imperative.

(2) Some mortgage brokers misled their clients
about both the debits and risks they were under-
taking. Proffering ill-suited advice (lifnei iver)®
and misleading someone by creating a false impres-
sion (geneivat da’at)’ violate Jewish business
ethics. Moreover, the lender is obligated to dis-
close in a forthright manner® all the flaws® of his
mortgage product. This means that the mortgage
broker should fully explain the meaning and impli-
cations of the standard features of subprime loans
such as negative amortization and pre-payment
penalties. Unless the borrower agrees upfront to
discover these hidden debits on his own, the seller
may not shift the burden of discovery to the bor-
rower because that constitutes a “bait and switch”
tactic.'

The disclosure duty is not merely a matter of
ethics. Specifically, if the non-disclosed defect is
of the type that the typical buyer would cancel the
transaction based on the discovery, the buyer has
the right to cancel the deal. The buyer’s right here
is either to cancel the deal or accept it as is with
no adjustment for price. If the defect does not rise
to this level of seriousness, the buyer may, never-
theless, have the right for a price adjustment,
based on the laws of ona’ah (price fraud)."

(3) Lenders extended mortgage loans based on
borrowers’ stated income without requiring verifi-
cation. That practice was especially common for
“Alt-A” loans, which were given to borrowers who
presented a good credit score, but who did not
verify their stated income.'?

This practice is illegal. This is so because the
borrower’s “good faith” imperative effectively
imposes an underwriting standard on the lender. The
model case here is the prohibition against lending
money to someone without witnesses."® Standing
behind this dictum, according to R. Solomon b. Isaac
(Rashi, France, 1040-1105), is the concern that the
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unwitnessed loan encourages the borrower to claim
that the loan never took place.'

To see the relevance of this model to subprime
lending, we need only take note that before the
emergence of the subprime market in 1992, lenders
required borrowers to verify their income by pro-
viding copies of signed tax returns and pay stubs.
Lenders also required verification of the borrower’s
down payment on a home. “Stated income” and
“stated asset” loans did not exist. Finally, the loan
to value ratio (LTV) was typically 80%. When the
LTV exceeded 80%, lenders required borrowers to
obtain private mortgage insurance.'s

Given the longstanding industry practice of
making mortgage loans only when the borrower
convincingly made the case that the installments
he committed himself to were affordable to him,
granting mortgage loans to borrowers with impaired
credit histories or without documentation encour-
aged borrowers to sign up for the loan without a
firm commitment to make the payments.

The notion that allowing the applicant to state
his income without documentation encourages the
borrower to lie about his income finds strong sup-
port in the empirical record. In this regard, a study
by the Mortgage Asset Research Institute found
that almost 60% of the stated incomes that it
examined were exaggerated by at least 60%.'

The above analysis would seem to suggest that
Jewish law regards the entire subprime market as
illegitimate. However, this is not so. The law per-
mits it, albeit in a different form. Specifically, the
consumer base for a subprime market in a society
governed by Jewish law consists of applicants who
have impaired credit or insufficient income but
who commit themselves to change their standard
of living so that they can afford the monthly pay-
ments. For example, an applicant’s commitment to
stop buying cigarettes, liquor, and lottery tickets, or
forego vacations and expensive dinners, changes
the applicant’s lifestyle so significantly that an
assessment that the applicant does not have the
ability to meet the monthly payments should be
revisited. If the borrower is willing to commit to
change his lifestyle and document his income, and
the lender is willing to give the mortgage and take
the chance that the borrower will keep his word,
such willingness should amount to acceptable risk-
taking in Jewish law.

Other candidates for inclusion in the subprime
market are those who intend to purchase a home



not to live in but rather for investment purposes;
households who cannot come up with the down
payment the prime lender demands and house-
holds who have only a short credit history.

(4) Brokers and lenders pressured appraisers to
inflate the value of the mortgage property.'’
Because both the lender and the borrower suffer
greatly in the event of a default, one might expect
that their interests would be sufficiently aligned to
ensure the loan is both affordable for the borrower
and provides an equity cushion in the case of a
default. However, this alignment of interest never
took place because under the securitization process,
which broke up the lending process into its con-
stituent parts, the originator of the loan typically
sold the loan to another entity, called a loan aggre-
gator. The loan aggregator, in turn, sold the loans to
a securitizer, who sold tranches of the income from
the mortgage-backed securities it issued to investors.
Because the loan originator had every incentive to
ignore quality and concentrate on volume, apprais-
ers naturally felt pressure to inflate home values.

(5) The securitizer failed to disclose to investors
the hidden flaws in its mortgaged-backed security
(MBS). Fundamentally, the issuer should have
explained the securitization process to investors.
Doing so would have made it clear to them that
buying the securities involved great risk because the
securitizer had relied on the originator for the qual-
ity of the loan, but the originator had no incentive to
conduct thorough due diligence. Another hidden
flaw the securitizer failed to disclose was that the

value of its investment depended heavily on home

prices and interest rates. Moreover, this cautionary
advisory should have been concretized by alerting
investors to focus on various indices'® that would
give them advance warning about the direction of
housing prices.

(6) The credit-rating agencies (CRAs) gave a
AAA rating to 80% of the tranches of the MBSs.!?
Since the mortgage pool consisted of borrowers of
impaired credit, the AAA rating suggested that the
defect of impaired credit inherent in any one of the
mortgages of the pool somehow disappeared when
an investor bought a bond that entitled him to a slice
of income from the entire pool. Given the duty to
disclose hidden flaws, the CRA should have
explained why the MBS made the flaw disappear.
Giving the explanation would have required the
CRA to disclose that the issuer of the bond retained

a certain portion of the mortgage pool, typically
5%, and thus took the “first hit” in case the default
rate exceeded expectations. It addition, the issuer
paid a premium to insure the bond against default.
Explaining the hidden risks of these features
would have exposed their delicate underpinnings
and make even the average investor question the
validity of the AAA rating. Consider that the prof-
itability of the investment depends entirely on rising
housing prices. Any decline in housing values could
easily render the “shock absorber” worthless as a
protective device. In addition, a decline in housing
values would inevitably require the insurer of the
MBSs to post more collateral, which, in turn, could
cause the insurer to fail. That scenario is exactly
what caused the biggest insurer, AIG, to fall apart
and require a massive federal bailout. In addition,
investors should have been informed that the insur-
ance contracts on the MBSs, called credit default
swaps (CDS), could be traded in the secondary
market, which is entirely unregulated. Finally, the
investors are entitled to know that the CRA, who
ultimately gives the rating on the MBSs, works
with the securitizer to introduce the embellish-
ments necessary to achieve the AAA rating.?’

Wrongdoing in the Subprime Market
Spiraling into a Financial Meltdown

No amount of wrongdoing by the primary play-
ers in the subprime market could have caused a
global recession without a mechanism that continu-
ously replenished the capital of mortgage origina-
tors. This mechanism is the securitization process
described above. However, for the securitization
process to be an effective engine, the MBS must be
a very attractive investment. A key element in that
process is the immunity investors enjoy against
claims by borrowers of fraud and illegal predatory
tactics of loan originators and their agents. What
protects investors from these claims is the holder-
in-due-course doctrine. Under that doctrine, the
party who acquires a negotiable instrument in good
faith for value and without notice of certain facts,
takes the instrument free of claims and defenses.

In his analysis of the securitization process,
Kurt Eggert attacks the holder-in-due-course doc-
trine and regards it as the culprit that fueled preda-
tory lending in the subprime-mortgage market. In
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Eggert’s opinion, the surest solution to the prob-
lem of predatory lending is to force the markets
that fund subprime lenders to police those lenders.
Making the purchasers of MBSs responsible for
the predatory practices of the lenders is the surest
way to accomplish this. Significant mitigation of
the problem of predatory lending therefore calls
for the elimination of the holder-in-due-course
doctrine for all loans secured by the residences of
the borrowers.?

Jewish law rejects the holder-in-due-course
doctrine. Let’s show this by use of the following
example: Suppose WaMu, which combined the
functions of loan originator and loan aggregator,
sells its pool of mortgages to a securitizer, say,
Citigroup. Crucial in determining the legal status
of this transaction is which party assumes the risk
of default. If Citigroup assumes this risk, the trans-
action is treated as a bona fide sale, with the conse-
quence that Citigroup becomes the new creditor of
record?® for the borrowers. This will hold even if
WaMu guarantees the loans against fraud.?* In con-
trast, if Citigroup does not assume the risk of
default, the law will regard the transaction at hand
as a loan transaction: Citigroup’s payment is a loan
and the income the loan pool generates serves
merely as a reference sum as to what WaMu owes
Citigroup. However, WaMu remains the creditor of
record for the borrowers in the loan pool.?
Consider that in the securitization process, the secu-
ritizer assumes the risk of default, albeit not the risk
of fraud. Accordingly, if the borrowers feel that
WaMu defrauded them and therefore refuse to
make payment, Citigroup will have to sue the bor-
rowers for non-payment. In that litigation, the
burden of proof of fraud will reside with the bor-
rowers. If the borrowers win the litigation, the law
will regard the prior sale of the pool of loans
between WaMu and Citigroup as a mekah ta’ut
(transaction conducted in error) and will require
WaMu to return the purchasing price to Citigroup.?

The upshot of the above analysis is that the
securitization process does not result in the bor-
rower falling through the cracks and losing his
rights. Instead, the securitizer, by accepting the risk
of default, becomes the party that the borrower
must deal with if he has reason not to pay.
Accordingly, the “true sale” that is set up between
the loan originator and the securitizer does not
immunize the securitizer from the predatory claims
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of the borrowers. Jewish law hence rejects the
holder-in-due-course doctrine.

If investors cannot count on the law immunizing
them from class-action lawsuits brought by borrow-
ers claiming predatory practices by lenders, investor
enthusiasm for purchasing MBSs will be consider-
ably dampened. Making the holder-in-due-course
doctrine illegal hence considerably slows down the
securitization process and thus prevents a constant
replenishing of the capital of the loan originator.

Counteracting the Forces that Caused
the Global Financial Meltdown

Jewish law has much to say regarding how to
counteract the forces underlying the current eco-
nomic downturn and thereby prevent these forces
from causing another recession. The central moral
dictum here is the imitatio Dei principle. This prin-
ciple says that in our interpersonal conduct, we
should emulate the various attributes of mercy and
compassion G-d displays in His relations with
human beings.”’

For the issue at hand, the most relevant attribute
of Divine mercy that informs our conduct is the
weakening of the power of the Evil Inclination
that God effects for those who strive for moral bet-
terment. Regarding this dimension of Divine
mercy, Resh Lakesh (Israel, third century CE)
states “[I]f one wishes to defile himself [with sin],
the door is merely opened for him; but if one
comes to purify himself, he is assisted.”?®

The seductive power of the Evil Inclination is
greatest when man is thrust in a pressurized envi-
ronment to sin or finds himself in a setting that
gives him the opportunity to engage in veiled mis-
conduct.

To be spared the challenge of a test of piety is
regarded in Jewish religious thought as ideal.
Witness both the warning of the sages not to delib-
erately enter into a situation that will involve us in
a test of piety? and the plea we make to God in
our daily prayers not to thrust us into a test of
piety.*

As private citizens, we are very limited in
what we can do to assist our fellow man in his
battle against the Evil Inclination. However, imi-
tatio Dei is a mandate for government too,*' and
government can accomplish much in this area.



The government’s duty is to change the incentive
structure of the marketplace to eliminate settings
for veiled misconduct and pressurized settings to
engage in wrongful conduct.

The application of the imitatio Dei principle to
the conduct of the subprime players calls for reform
in the form of setting up the work environment in
this sector with an incentive system that tilts actors
toward virtue and away from misconduct.

(1) Most importantly, requiring borrowers to
document their ability to pay puts an end to “liar
(no proof of assets)” and “NINJA (lit., no-income-
no-job-assets)” loans. Adopting this simple “stick”
immediately raises underwriting standards to
acceptable levels.

(2) In response to the widespread reporting of
predatory practices by mortgage brokers, Congress
passed legislation that called for the establishment
of a nationwide mortgage licensing system and reg-
istry system. Its purpose was to oversee and track
all loan originations to ensure that they followed
educational, ethical, and legal requirements.*

One can frame the new legislation in terms of
imitatio Dei. Specifically, to prevent both the crimi-
nal and those who do not know mortgage law from
originating loans, a number of “sticks” were imple-
mented in the form of licensing and registration
requirements. However, the imitatio Dei principle
would argue that regulation must do more. To pro-
mote better disclosure and greater transparency, the
government should have adopted the proposal® that
called for loan originators to be bonded. The bond-
ing requirement adds a “stick” by telling the loan
originators that they might lose their own assets if
they are sued for fraud or misrepresentation.

(3) To prevent interference with an appraiser’s
job, the law should not allow the lender to select a
particular appraiser for an assignment. Instead, a
lender should be required to hire one from a
number of designated professional appraisal
organizations. Those organizations, in turn, would
randomly assign an appraiser for the job from a
pool of its members who live within a reasonable
radius of the assignment.

(4) A great paradox and irony of the subprime
crisis is that the ousted CEOs of the companies
that sustained the biggest losses left their compa-
nies with huge severance packages. E. Stanley
O’Neil, CEO of Merrill Lynch, for example, left
his company with a $161 million severance pack-
age. Similarly, Charles O. Prince III, CEO of
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Citigroup, left his company with a severance pack-
age consisting of a bonus of $10 million, $28 million
in invested stock and options and $1.5 million in
annual perquisites.*

Had companies linked compensation to per-
formance, better decision-making would have
occurred, and disaster might have been averted.
The manner in which those financial firms
approached risk management sharply illustrates
this point. In the years leading up to the financial
meltdown, the use of a mathematical model called
Value at Risk (VaR) was already firmly entrenched
in the industry. VaR gave the boundaries of risk for
a portfolio over a short duration, assuming normal
market conditions. For example, if a portfolio of
assets has a VaR of $50 million, it means that over
the course of the next week, there is a 99% proba-
bility that the portfolio will not lose more than
$50 million dollars.

Though VaR is as powerful risk management
tool, it does not take into account all relevant risks
and hence making uncritical use of it could prove,
and did prove, disastrous. For example, the model
cannot accurately evaluate the thinly traded,
arcane assets in the company’s portfolio. The
model also does not take into account the risk of a
liquidity squeeze. Moreover, as one noted author-
ity, Nassim Nicholas Taleb, points out, the model
tells us nothing of what the losses would be in the
1% abnormal condition case when the unthinkable
happens in the form of, say, the simultaneous
meltdown of all the equity markets. Taleb dubs
this unthinkable event a “black swan” event.

One using VaR must also exercise good judg-
ment. The Goldman Sachs experience of abandon-
ing VaR in the summer of 2007 illustrates this
point. In the face of ten straight days of losses in
its portfolio and the judgment of its risk manage-
ment group that the housing market was headed
lower, Goldman’s management decided to pare
down its investments in MBS and increase its
investments in hedging instruments to offset the
possible decline in the value of its MBS holdings.
By exercising proper caution in the use of VaR and
relying on market-experienced people over com-
puter models, Goldman Sachs avoided the multi-
billion dollar losses that other major financial
institutions suffered in the summer of 2007.%

What the imitatio Dei principle implies for exec-
utive compensation is that, regarding the risk-profit
conundrum, aligning executive compensation,
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including severance, with performance achieves
better decision-making.

In this regard, firms should institute Bebchuk’s
and Fried’s innovative ideas for executive compen-
sation reform. Critical in their thinking is that
firms should not link compensation to market or
sector increases that are beyond managerial con-
trol. Among the ideas they propose for reducing
windfalls of this sort is for firms to index the
strike price of options to the market as a whole or
specifically to their sector and to set rewards for
outperforming peers. Most importantly, severance
packages should not reward failure.*

Paul Krugman advances another idea for
reforming compensation. His idea relates to how
firms should award bonuses. In the boom of the
housing bubble, traders leveraged capital with debt
and earned huge bonuses based on the unrealized
appreciation of the MBS they bought. However,
when the value of these securities declined, share-
holders and investors suffered losses while the
traders kept the bonuses they already earned.
Linking bonuses to realized gains rather than to
paper gains would better match compensation with
performance.’” At the minimum, firms should set
the unpaid compensation aside in a memorandum
account for a minimum number of years, say
three, and reduce such notional bonuses by the
same percentage decline, if any, of the underlying
securities, i.e., a clawback.

Had reform measures for compensation been in
place, the severity of the financial meltdown might
have been considerably mitigated because there
would have been less incentive to take risk.

(5) The failures of Fannie Mae and Freddie Mac
illustrated most clearly how a perverse incentive
system can wreak havoc. Because Fannie and
Freddie were government-sponsored entities (GSEs)
that held or guaranteed 50% of the $12 trillion dol-
lars of the outstanding home mortgages, it was
widely believed that the government would not
allow them to fail. Because they were “too big to
fail,” the moral hazard problem took hold and the
ordinary disciplinary forces of the marketplace
against taking excessive risk did not work.
Exacerbating the perverse incentive Fannie and
Freddie faced was their organizational structure. As
GSEs, their mandate was to increase support for
affordable housing. However, the fact that they were
privately owned drove them to spend huge sums on
lobbying to ensure that Congress would not reduce
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their profitability by increasing their capital require-
ments or imposing new regulations on them.*

The bailout legislation that put Freddie and
Fannie under government management has made
some progress in protecting the public against
excessive risk and insulating those entities from
political pressure. In this regard, the legislation
placed Fannie and Freddie under a new regulatory
body, the Federal Housing Finance Agency. This
body promptly increased Fannie’s and Freddie’s
capital requirements.

The imitatio Dei principle would, however,
argue that the reforms do not go far enough. Most
importantly, let’s not lose sight of the fact that
Fannie and Freddie have the mission of setting the
underwriting standard for the home mortgage
market. This standard must strike a delicate bal-
ance between making home ownership affordable,
but at the same time not entailing the taking on of
excessive risk. Given their public policy role,
“sticks” must be put in place to insure that the reg-
ulators and employees of these institutions are not
subject to bias against the public interest. In this
regard, R. Moshe Sofer (Hungary, 1762-1839)
posited that anyone who assumes the role of
making public interest judgments is subject to the
judicial code of ethics.’® One aspect of this code
of ethics is the biblical adjuration: “You shall take
no gift (shohad)” (Exodus 23:8). Exegetical inter-
pretation of this verse prohibits the judge from
accepting payment from one of the opposing liti-
gants even with the instruction to acquit the inno-
cent, or to condemn the guilty.** Rava’s (d.352)
rationalization of the latter point of stringency is
very telling: “What is the reason for [the prohibi-
tion against taking] shohad? Because as soon as a
man receives a gift from another he becomes so
well disposed toward him that he becomes like his
own person, and no man sees himself in the
wrong. What [is the meaning of] shohad? She-hu
had-*he is one with you’*!

Consider that over the last decade Freddie and
Fannie spent over 170 million dollars on lobbying
activity.*? The bailout legislation does not prohibit
these institutions from continuing their lobbying
activity.* To be sure, employees of these institutions
should not be stifled from expressing their opinions
as to what constitutes regulation in the public inter-
est, but imitiatio Dei demands that lobbying activity
be strictly limited to insure that biasing influences
do not impinge upon decision makers.
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To insure improved decision-making, imitatio
Dei would also demand the implementation of
reforms, mentioned earlier, that better link com-
pensation to performance.

Who Watches the Watchdog?
The Paramount Importance
of Moral Education

The subprime-mortgage crisis is essentially the
story of broken promises and the widespread fail-
ure of people to meet their responsibilities. These
abuses continued in increasingly brazen forms
because government was either remiss in its over-
sight responsibility or naive about the likely out-
comes. In the face of overwhelming evidence that
applicants of home mortgages lie when asked only
to state, but not document, their income and
assets,* Fannie Mae and Freddie Mac continued
to buy and securitize those mortgages and there-
fore should shoulder much of the blame.

Beyond the moral hazard problem mentioned
earlier, Jewish religious doctrine probes deeper:
the failure of the agencies charged with upholding
responsible underwriting standards mirrors a lack-
adaisical attitude of society toward truth-telling
and taking responsibility seriously.

From the perspective of Jewish law, the most
fundamental lesson of the financial meltdown is
the need to invigorate the moral fiber of the build-
ing blocks of society, namely parents and the edu-
cational system. If we live in a society that
condones broken promises and shirked responsi-
bility, parents and schools must be the agents to
change this moral climate and inculcate integrity
and a rarefied sense of responsibility.

The core of Jewish moral education is training
in truth telling and in the ethos of responsibility.

Let us first look at truth-telling. In the thinking of
R. Isaiah ha-Levi Horowitz (Poland, 1565-1630),
training in truth-telling is the centerpiece of the
moral training of youth. The ideal is for the father
to spare no effort in emphasizing to his child the
importance of truth-telling. Toward this end, in the
presence of his child, a father’s reaction to a lie
should be consternation and his reaction to truth
speaking should be praise. If the child is caught
lying, the father should admonish him harshly,
instilling great trepidation in him. That approach
will guarantee that the child will always go on the
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straight path, even when not under parental super-
vision. Because the child will feel forced to tell
the truth, he will always feel compelled to depart
from evil and do good.*

In designing the educational reforms necessary
to inculcate the value of responsibility, the biblical
personalities of Judah and Joseph provide grist for
the curriculum.

The very essence of Judah’s personality was the
assumption of, and owning up to, responsibility.
Judah rose to the crisis of the moment by taking
charge and proclaiming to his father, Jacob: “Send
the lad (Benjamin) with me. Let us get going and
travel. Then we will live and will not die (of
hunger) . . . I will guarantee his (safe return). You
can demand him from my hand. If I do not bring
him to you, standing up (alive) before you, I will
have sinned against you forever (Genesis 43:9-10).

Judah not only assumed responsibility but also
owned up to responsibility, even when doing so
caused consequences of the most ignominious
nature. He showed this character trait in an inci-
dent involving his daughter-in law, Tamar.
Thinking that she was guilty of harlotry, Judah
gave the order “Take her out and let her be burned
[Genesis 28:24].” However, when Tamar reacted to
her death sentence by issuing the challenge to
Judah, “I am pregnant from the man to whom
these belong,” Judah confesses and says: “She’s
right. She became pregnant from me (justifiably),
because I did not give her to my son Shailah
[Genesis 28:26].”

Responsibly rises to its most rarefied level when
moral failure is personalized by the offender as a
betrayal of his or her moral mentors, i.e., parents
and educators. The biblical figure Joseph personi-
fied this character trait. In rejecting the wiles of
Lady Potifar, Joseph tells her, “In this house, there
is no one greater than me, and he (your husband)
has not withheld anything from me except you,
since you are his wife. So how could I do this
extremely wicked (act), and sin against God.
[Genesis 39:9].” Joseph thus treats a consensual
illicit liaison as an act of betrayal against God and
against Potifar. Supplying additional detail to the
biblical narrative, Midrash tells us that Joseph’s
father, Jacob, appeared to Joseph at this moment
and exhorted him not to commit the sin.*® In the
final analysis, Joseph resisted temptation because
the thought of submitting to sin overcame Joseph
with the feeling that he would be betraying his
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God, the teachings of his father, and the trust of his
master, Potifar.

The home and school are natural settings for
training in truth-telling, making children account-
able for their promises, and assigning responsibili-
ties to them. By having parents and the school
hold children accountable to make good on their
promises and not to shirk their responsibilities, the
sparkle of Judah and Joseph permeates society.
Once the moral building blocks of society consist-
ing of parents and educators transform the moral
climate of society, both the government and the
private sector will see the need to set up the work
environment for every organization with an incen-
tive system that tilts economic actors towards
virtue and away from sin. Moreover, under a rar-
efied climate of responsibility, decision makers
will be driven to identify all aspects of risk and
not to rely blindly on mathematical models, even
to the extent of not suppressing the possibility that
a “black swan” event could suddenly occur.

Notes
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