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OVERVIEW

This paper reviews a book entitled The Other Path: The Economic Answer to Terrorism by Hernando de Soto.  But it is more than a review.  I use the book as a technical resource for advancing the FWH project of promoting economic development in poor rural communities.  It allows us to "go to school" on the general topic of economic development in a less developed, Latin American country.

More specifically, it allows us to go to school on that part of our development model that posits three classes of partners in the development process, (1) the bottom-up partners, (2) the outside-in partners, and (3) the top-down partners.  In this model, the bottom-up partners are the communities with which we work..  The outside-in partners are those who, like ourselves, live outside the communities and serve to provide health care, technical, financial, and education/training assistance.  The top-down partners are government entitites that have the power both to facilitate and frustrate actions taken by the communities.

In The Other Path, we get a close look at interactions between desperately poor Peruvian rural cum suburban communities (bottom-up) and the Peruvian government (top-down) in the process of economic development in Lima's suburban barrios.  De Soto is brutally critical of the role of the Peruvian government and, in particular, of the government's law-making.  His writing may help us to anticipate how we, as outside-in partners, can work with the Nicaraguan government in its law-making and regulatory role, to promote the success of community (and national) development efforts.  Dr. Laura Parajon has already begun positive relations with the Nicaraguan Ministry of Public Health (MINSA).  We need to follow her lead in cultivating good relations with the government.  Understanding what de Soto has to say may help us to do that.

The title of the book suggests that there is more than one way to eliminate terrorism.  The way favored by Jerry Falwell is to eliminate terrorists.  On CNN Late Edition , October 24, 2004, he said, “But you've got to kill the terrorists before the killing stops.  And I'm for the president to chase them all over the world.  If it takes 10 years, blow them all away in the name of the Lord.”

Falwell's comment is offensive to my Christian sensibility.   While I accept the need for self-defense, violence in response to violence only takes us so far.  De Soto eschews violence. He believes that terrorism is created by negative  historical conditions and that the real solution lies in changing those conditions in positive ways through freedom and enterprise.  Specifically, de Soto wrote the book to counter a violent revolutionary movement called El Sendero Luminoso (The Shining Path).  Sendero Luminoso sought justice through violence.  De Soto seeks justice through economic development.

His answer to terrorism is developed out of research conducted in Peru by the Institute for Liberty and Democracy (ILD), a prestigious institute founded and headed by de Soto.  In Part One of this paper, I use de Soto's writing to come to a better understanding of the roots of terrorism and to show the relevance of a discussion of terrorism to the FWH project.  In Part Two, I review the contents of the book, giving a description of ILD's Peruvian project as a case study in destroying a terrorist army of 80,000 soldiers without firing a shot.  In Part Three, I use the case study to draw distinctions and similarities between the Peruvian experience and the Nicaraguan experience.  I also attempt to integrate the findings from ILD's case study into the general conceptual and action framework outlined in the paper entitled “Economic Development in Rural Communities.”

PART ONE: TERRORISM AND ECONOMIC DEVELOPMENT

Given the prominent place that terrorism has in our thinking these days, I want to begin this paper by showing the linkages between terrorism and economic development.  In our work with poor people around the world, it is important that we come to a common 

understanding of this relation.  Consider carefully the following extended excerpts from the Preface to the 2002 edition of The Other Path: The Economic Answer to Terrorism.

The Shining Path described themselves as a Maoist movement.  To Bernard Aronson, the U.S. Assistant Secretary of State for Latin America, they were "the bloodiest and most murderous guerrilla group ever to operate in the Western hemisphere."  Aronson saw Sendero (the Path) as the Latin American version of the Cambodian Khmer Rouge.  "Latin America has seen violence and terror," he told the U.S. Congress, "but none like Sendero's . . . and make no mistake, if Sendero were to take power, you would see this century's third genocide."  Peru would enter history, in other words, alongside Nazi Germany and Pol Pot's Cambodia.

Since it began operating in 1980, Sendero had mobilized some eighty thousand subversives in a war that killed over twenty-five thousand people.  This made the terrorist group, according to Carlos Tapia, one of Peru's principal experts on violence, the nation's most important political party.  It was certainly the most destructive, paralyzing the Peruvian judicial system by threatening judges and freeing prisoners from jails; displacing over 2 million Peruvians from their homes and sending a million more fleeing into voluntary exile; terrorizing entire villages and cities where they executed, tortured, and scalped people alive in public; and taking control of a substantial part of Peru's coca-growing regions.

As early as 1984, I became convinced that the Shining Path would never be eliminated as a political option without first being defeated in the world of ideas.  Like many, I felt that Sendero's major strength stemmed from its intellectual appeal to those excluded by the system and its ability to generate a political cause for natural leaders, whether in universities or shantytowns [emphasis is mine].  Sendero's chief, Abimael Guzman, was a former philosophy professor at the University of Huamanga in the south-central Andes of Peru.  His strategy was no mystery: he wanted to bully the intellectual opposition into silence, capture the people's imagination, and create a revolutionary argument "secure from all refutation," as the French Marxist thinker Georges Sorel (1847-1922) would have said.

Many Peruvian intellectuals spoke and wrote against violence in general and participated in candle-carrying marches calling for peace.  Few, however, dared attack Sendero publicly by name.  In fact, the name "Sendero" itself inspired such fear that it was uttered only in a whisper.  This expansive wave of terror allowed Guzman to appear invincible, an alpha male that few intellectuals were prepared to mess with.  By terrorizing his critics into silence, the murderous professor had more than enough rhetorical space to advance his "revolutionary message" within Peruvian society.

To prove to my compatriots that there was nothing magical or superior in Sendero's proposal for a new society, I titled my book El Otro Sendero (The Other Path).  Though I had written a straightforward book about development and not terrorism, I organized the text to counter the Shining Path's well-worn fare against liberal democracy and capitalism, dealing with their arguments one by one, starting with the assumption—obviously false to anyone who bothered to walk through the streets of Lima—that poor Peruvians were a social class naturally disposed against markets and democracy.

When The Other Path was published in Latin America in 1987, its success went way beyond our wildest dreams.  Already the best-selling book ever in Peru, it quickly became a number one best seller throughout Latin America.  In an unusual effort to make the book's findings and arguments accessible to those with little time or inclination to read any book, the editors of Peru's most popular tabloid newspaper, Ojo, summarized The Other Path in a sixteen-page special supplement and distributed it nationwide.  Newspapers and magazines throughout the country ran stories about the book; many of its principal arguments were broadcast in radio jingles or in TV spots and sketches, and it was even featured in comic strips.  The book was also discussed in public squares in shantytowns from northern to southern Peru.  In this way, the books's message reached deep into the ranks of the people excluded from the mainstream.

The message of The Other Path traveled so well that Guzman continually attacked the book in his essays and speeches.  Sendero's newspaper, El Diario, warned that The Other Path was distancing young people from terrorist activities and undercutting recruitment.  Guzman himself wrote, "It is clear that the objective of The Other Path is to deceive and mislead the masses . . . It directly targets young people, who are the driving force of society . . . It leads the young away from the people's war." (Preface, pp. xiii-xv)

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Booooom!!!!  The massive explosion hit at 8:00 PM on July 20, 1992 while many of us were still working at the Instituto Libertad y Democracia (ILD) offices in Miraflores, a suburb of Lima. The blast was so powerful that it smashed walls and windows, sending splinters of glass, metal, and furniture shooting through rooms like jet-propelled daggers. It was a car bomb, and the explosion hurled the car's engine across the property, destroying everything in its way until it crashed into the wall of a neighbor's house some one hundred meters to the rear of our building.  For miles around, a huge mushrooming cloud could be seen rising above our devastated headquarters.

It was not the first time we had been the target of terror.  The Shining Path, which had been terrorizing Peru since 1980, considered the ILD their intellectual nemesis.  They had bombed our offices before, shot at our automobiles, and threatened our people.  That nagging feeling that there is bound to be a next time saved many lives.  Three minutes before the bomb went off, we heard the familiar cracking of the gunfire directed at our building intended to force our security guards to take cover behind the outer walls protecting the ILD so that a group of Shining Path commandos could deliver a much more deadly package—in this case, according to the police investigation, a car containing four hundred kilos of dynamite and ammonium nitrate.  The warning shots gave us precious seconds to dive for cover and avoid the deadly debris that soon was hurtling through our offices.

Some, however, were not so lucky.  According to the press, three people died in the attack and nineteen were wounded.  Among the wounded, Edilberto Mesias, an ILD security guard who had taken a bullet in the stomach, crawled to a nearby hospital and managed to survive.  Marco Tulio Ojeda, a policeman assigned to the ILD, heroically rushed to the car to try to tear out the bomb's burning fuse but was seconds too late: the car blew and Marco was immediately killed.  By the time the twenty of us who were inside the building got up from the floor, shook off the glass, metal, and dust, and rushed outside to assess the damage, we found a Franciscan priest already administering last rites to some of the victims lying on the sidewalk, innocent passersby who had been killed by the gunfire and explosion.

It was a tragic moment.  All of us were stunned by the violence of it and saddened by the innocent lives lost.  But nobody was surprised.  In fact, some of us were convinced that this attack was another sign that we were actually winning our intellectual war against the Shining Path.  The most optimistic among us was Mariano Cornejo, the guru of our think tank, who rushed into the remains of my office fifteen minutes after the explosion.  Living just a few blocks away from the ILD, Mariano knew who the target was as soon as he heard the explosion.  "What more proof do we need that we have the Shining Path on the run?" he asked me.  "They have run out of arguments.  They can only make statements with gunpowder.  They don't know what to do anymore." (Preface, pp. xi-xii)

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

That night, after the bomb attack, Mariano Cornejo was convinced that the ILD had totally stripped away Sendero's intellectual leadership.  By 1992, The Other Path had been distributed and discussed so extensively in Peru that it reached an audience exceeding that of Guzman and his supporters literally by millions.  It demonstrated so clearly that Sendero's proposals did not respond to the needs of the poor that dozens of poor people's organizations grouping hundreds of thousands of persons openly announced in newspaper advertisements that they had committed themselves to following the other path.  Thus Guzman, who had generally not bothered to attack researchers and intellectuals who disagreed with him, decided to make the ILD  the principal civilian target of his violence.  Surely that alone sent a message to all of Peru that even Guzman knew his ideas were bankrupt.  That night Mariano and I agreed that Guzman's image had gradually evolved from a defender of the poor to a bloodthirsty, gun-toting reactionary who murdered people who proposed ideas more effective than his own. (Preface, p. xv)

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . .

That Sendero was targeting the ILD for using the legal system to give the poorest of the poor a stake in the political and economic life of Peru was a curious way to win the hearts and minds of Peruvians, most of whom, after all, are poor.  My colleague, Mariano Cornejo was right.  Guzman had run out of arguments; our work had helped undermine the appeal of terrorism among Sendero's prime constituency—the excluded.  Shortly after the July 1992 bombing of our headquarters, Abimael Guzman was arrested as a result of the outstanding work of the Peruvian police, especially Colonel Benedicto Jimenez Bacca, who had been tracking Guzman for years.  Thanks to this major police coup, Sendero's cell-based organization was quickly dismantled and, by 1993, most of the hit squads were identified and captured, including the seventeen-person cell that had been trying to assassinate us. (Preface, p. xxx)

 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

There were many heroes in Peru's war against terrorism, both inside and outside of government.  That history remains to be written.  What is certain is that Sendero lost because the excluded rejected terrorism.  The goal of the excluded was to improve their lives, and to this end they became convinced that there was a better path than the one offered by terrorists. (Preface, pp. xxx-xxxi)

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

The poor want only what everyone reading this book wants: a secure, prosperous life for themselves and their children.  The Other Path is the story of how the poor in one country are spontaneously creating a market society.  They are on the right track.  Do we help them create the legal framework to achieve that goal by themselves or do we ignore their economic aspirations and, by default, open an opportunity for terrorism? (Preface, p. xxxix)

[N.B.  When The Other Path was published in 1987, Sendero's killing had reached 25,000 as de Soto says.  But the killing went on, approaching 50,000 before it was over.  As this paper is being written, Abimael Guzman, who has served twelve years in prison, is being re-tried in Peruvian civilian courts.  According to the L.A. Times on Friday, November 12, 2004, Guzman, along with 2,000 other revolutionaries had been tried and convicted by military tribunals twelve years ago.  Two years ago, those convictions were overturned by civilian courts.  The civilian courts determined that the defendants had been denied due process.  The current trial is being conducted in a circus-like atmosphere.  The discomfiture of the Peruvian judiciary is an embarrassment to serious people everywhere.  The legal status of Guzman at this point is in question.]

You may say, "Yes, but what does this have to do with FWH and our work in Nicaragua?"  Plenty.  Fifteen years ago the USA labeled the people we are working with as terrorists.  How could this be?  Let me explain.  

In 1986, I joined a delegation sponsored in this country by the Presbyterian Church USA and hosted in Nicaragua by Witness for Peace.  The Contra War was in full swing.  In this country, it was billed as a war against communism in an area that our State Department called our "soft underbelly."  Our enemies inside Nicaragua, the Sandinistas, were described alternately as being communists and terrorists.  The Soviet Union was still intact and was supportive of the revolution in Nicaragua.  The Soviets were sending materiel and advisors.  We were given to understand that this was a part of the East vs. West conflict.  “Yes,” I said to myself, “but it's also part of the Rich North, Poor South conflict.”  And that is the point of this review.

Having lived in Nicaragua from 1962-1965, I had Nicaraugan friends on both sides of the conflict.  I had already spoken to friends who, opposed to the Sandinistas, fled to the U.S.  Now I wanted to know more about how my friends who decided to remain in the country were faring.  I wanted to know more of what this war was all about.

After spending a few days in Managua, the delegation split up, half going south to Nueva Guinea and half going north to Nueva Segovia.  To use a Dr. Seuss-type expression, I went with the "north-going" group.  We spent eight days in the mountains, the first five in El Jicaro (the birthplace of Agusto Sandino) and three days in Jumuyca (a coffee plantation a few kilometers from El Jicaro).  We were about 25 kilometers south of the border with Honduras.  While in El Jicaro, we were housed in homes of members of the Catholic congregation (a wonderful group of Christians if I ever met one).  While in Jumuyca, we were housed on the second floor of a granary and hosted (and protected against an attack by Contras) by the campesinos who owned the cooperative.

While there, I learned more than I wanted to know about Low Intensity Conflict.  There is no "low intensity" about it.  It combines military, diplomatic, economic, and psychological components.  When I say "psychological," read "terror."  The whole idea is to create fear in the "enemy."  Being inside a war zone and being hosted by the "enemy," I had optimal opportunity to see what this meant.

The Contras, backed by the California National Guard,  operated out of Honduras.  That way they could make hit and run incursions into Nicaragua.  When they were intercepted by the Nicaraguan army, they would race back over the border, daring the Nicaraguan army to pursue them into foreign territory, risking confrontation with the U.S. Army.

But it is what the Contras did when they were inside Nicaragua that horrified me.  While  seeking every way possible to avoid contact with the Nicaraguan army, they attacked undefended villages in the dead of night.  One tactic was to knock on the door of a house, roust out the male head of household and take him away.  In the morning, his family would find him assassinated, genitals cut off and stuffed in his mouth.  This was not the only terroristic thing they did but it was the most gross.

Confronted by clear evidence of atrocities they had committed against Nicaraguan civilians, the Contras defended themselves by claiming that the Sandinistas were doing exactly the same thing to them.  I don't want to take the reader's time here to discuss the claims and counter-claims of the two sides.  I can tell you that what I have written was confirmed for us when we met with the U.S. Ambassador in the Managua embassy conference room to share with him our findings.  We found him to be fully informed and open. He confirmed the fundamental correctness of our observations.  Shortly after this, the State Department sacked him.  I will always wonder if it was because he displayed too much candor in front of a group of U.S. citizens.

Some of what we learned bears directly on the subject of economic development and terrorism.  We learned the following.

· We Americans are woefully ignorant of the historical and cultural antecedents of the conflicts in which we engage.

· We could resolve a conflict more effectively if we could see the conflict through the eyes of the "enemy."

· If the Contra War was ever about East vs. West (given Soviet interventionism, I think you can make a case for that) it was more fundamentally about the Rich North vs. the Poor South.  With the demise of the Soviet Union, the East vs. West dimension is gone.  The Rich North vs. the Poor South (which was always the primary issue in the minds of those Central Americans who sided with the Sandinistas) is still very much alive.

· Conflicts are multi-dimensional and require multi-dimensional solutions.  To use an analogy, when a fire breaks out in a gasoline storage tank, fighting the fire requires several complementary actions: deprive the fire of oxygen; reduce the amount of combustible material; cool the fire down.  Human conflicts are like that. They require several solution strategies.  Self-defense is always appropriate and justified.  But it is only part of the solution. Once you get the shooting stopped, you still have to address the issues that started the conflict in the first place.

· The root cause of all 20th century popular uprisings in Latin America has been poverty and repression.  Poverty and repression has been, and will continue to be, the primary cause of conflict in under-developed countries.  If you want to get rid of the basic irritant, you simply must help the poor achieve a higher quality of life.  

A dozen years ago, the Nicaraguan people with whom we work in the Provadenic communities painted signs in big bold letters on their shacks, "No pasaran" (Translation: the Contras will not get by here!).  In those days we called them terrorists.  Now we call them friends.  And so they are.  We know them to be just like ourselves except that, unlike ourselves, they are desperately poor.  The conditions that pushed them to rebel in the 80s have not changed.  We simply cannot allow the grinding poverty to continue.  We need to stop the next rebellion before it gets started.  The message of this paper is: There is an economic answer to terrorism.  It is "the other path" that de Soto describes.  We are committed to taking that path.

PART TWO: A REVIEW OF THE CONTENTS OF

THE OTHER PATH

There is a stereotype of the liberal capitalist as a rich, cigar-chomping, fat guy who has an interest only in maximizing profit no matter the consequence for the consumer (or investor, for that matter).  It may come as something of a shock, then, that we should come upon a free market advocate like Hernando de Soto who has an interest only in changing culture and law to the end that people who have traditionally been excluded from business will have the freedom and opportunity to exercise fully their entrepreneurial skills.  Small businesses may grow into big businesses but the important thing is that every person have exactly the same opportunity to start up a small business.

From this point on, I use the term excluded as de Soto uses it, to refer to people who live outside the mainstream.  At one time I preferred to use the term  "marginalized" until I realized how radically these people in Latin America (I would suspect in Africa and Asia as well) are excluded from opportunity to participate fully in the affairs of formal society.  The difference between calling them "marginalized" and calling them "excluded" has nothing to do with the fact that both terms name a class of people who live on the margins of the formal world of commerce and political power.  It has to do, rather, with the thickness and height of the walls that have been constructed by elites in their own country to keep them out of the mainstream.  In the past, those walls seemed impervious to penetration.  If you were among the excluded, there seemed to be no way to penetrate the mainstream.  No way, that is, until de Soto found a way.  De Soto is one capitalist whose passion is all about moving excluded people from the margins to the center.  To him, capitalism, freedom, and democracy are cut from the same piece of cloth.

Let's disabuse ourselves of the notion that capitalism automatically infers exploitation.  Amartya Sen points out in his book On Ethics and Economics (the 1986 Royer Lectures to the Department of Economics and the Department of Philosophy at the University of California at Berkeley), that Adam Smith, the reputed father of capitalism, was a Professor, not of Economic Sciences but, rather, of Moral Philosophy at the University of Glasgow and that Smith made it abundantly clear in his most famous book, The Wealth of Nations, that ethics and economics must be inextricably linked (I highly recommend On Ethics and Economics).

What the Institute for Liberty and Democracy Is

So what is the Institute for Liberty and Democracy (ILD)?  It is a think tank, a research organization.  It was founded by Hernando de Soto with the stated goal of figuring out "ways of bringing the majority of Peruvians into a legal system that had traditionally shut them out and thus stunted the nation's economic development (p. xxxii)."  In a section of the Preface entitled "Beating the Terrorists Requires Listening to the Excluded," de Soto writes the following about the ILD.

The publicity around The Other Path, along with press reports on ILD fieldwork, created a major stir in Peru.  We had pointed out with facts and figures that the millions of people whom elite Peruvians viewed as unruly squatters and urban pests were actually enterprising citizens who were carrying the nation's economy on their backs.  It was a revelation that turned the ILD into a major player in Peruvian politics.  Felipe Ortiz de Zevallos, one of Peru's top pundits and pollsters, wrote in the "Wall Street Journal" in 1990 about the "enormous influence" of the ILD in Peru.  Local polls indicated that ILD influence in the nation was surpassed only by the president, the armed forces, and the Catholic Church.  Between 1984 and 1995, every president of Peru called on the ILD to help change the country. (Preface, p. xxi)

What the Institute for Liberty and Democracy Does

How did the ILD gain this enormous influence?  It did so by means of simple science.  Somebody needed to find out why the cancer of Sendero was growing in the body politic.  It never occurred to the elites to ask the people who were being attracted to Sendero, namely, the excluded.  As de Soto says, "We needed to find out some criteria for where to cut and where to build.  The only people who could provide us with such criteria for reform were the excluded themselves.  We were like the dentist who cannot begin without asking the patient which tooth hurts.  The poor not only knew where the problems were, but they also knew what institutions and services were missing—the very ones the local communities and terrorists were busily trying to provide by default (pp. xxii-

xxiii)."

So how did ILD get the data they needed?  They got it the old fashioned way.  They  hired a team of interviewers who went out to the communities with interview protocols in hand and talked to the excluded.  Among the areas of concentration were housing, trade, and transportation.  [N.B. They did the same kind of investigative grunt work that I think we and the members of our consortium (especially the members of the communities themselves with the technical assistance of faculty and students from the Polytechnic University) have to do in Nicaragua.]

Once the data were collected, they coded the data, then performed data analyses.  Their analyses led them to the following conclusion: ". . . the primary concern of the poor was how to gain legal access to property, either in the form of real estate or business or how to leverage it (pp.xxiii-xxiv)."

It is simply amazing that 40 researchers armed with pencils and protocols could go out to talk to poor people, come back to the office to code and analyze their data, draw conclusions, and implement procedures that defeated an army of 80,000 bent on mayhem and revolution.  But that is what happened.  The methodology became so powerful in its effects that the ILD has been retained for consultation by more than 20 governments all over the world including the Philippines, Egypt, and Haiti.  I recently pulled an economic report off the web site of the World Bank.  It is entitled “Afghanistan—State building, sustaining growth, and reducing poverty: a c economic report, Vol. 1 of 1.”  It details the plans that the Bank and the international community have for poverty reduction in Afghanistan.  De Soto's fingerprints are all over the plan. Amazing, really, that an academic could be having such a powerful effect using little more than a good theory backed up with data.  It almost renews my faith in the social sciences as real science!  Almost, I say.

The Social, Political, and Legal Background for the Study

Poverty in rural areas

In 1940, there were two Perus, an urban Peru and a rural Peru.  Citizens who lived in the cities lived a life of comfort.  Citizens in the rural areas were largely indigenous and desperately poor.  Elites in Lima had passed laws to keep them down on the farm.  They wanted indigenous people to stay out of the city.

Peasants' view of life in Lima

As road construction made it easier to get to the cities from the rural areas and as radio broadcasts reached rural villages and outposts, indigenous people caught a glimpse of a better life for themselves.  Lima seemed like Shangri-La.  They could imagine having better employment, a better education for their children, and better health care for the entire family.  Visions of “sugar plums” danced in their heads.

Migration to Lima

Dreams have a way of driving action.  In the period since the Second World War, Peru has undergone the most far-reaching change in its history as a republic.  This change was not the result of planning.  Rather, it was  the result of millions of events and of pressures that no one could control.  Rural people flooded into the cities by the hundreds of thousands.  City boundaries were pushed outwards to encompass agricultural lands that, by law, could not be legally urbanized.  The excluded said, "The law be hanged."  They were coming in from the rural areas regardless.  And they were going to squat on available land, legal or not.   From 1940 to 1981, Peru's urban population increased from 2.4 million to 11.6 million.  This urbanization coincided with a rapid growth of the population throughout the country.  The total population grew more than 2 ½ times between 1941 and 1980, from 7 million to almost 18 million.

What propelled this huge internal migration?  De Soto names the following “push” factors.

· The building of highways.

· The wide availability of radios in the countryside

· The agricultural crisis of 1940-1945

· The non-existence of property rights in the countryside

· The lower infant mortality rate in the cities

· Better wages in the cities

· The possibility of obtaining a better education in the cities

By what means did migrants come to occupy huge tracts of agricultural land?  It wasn't pretty.  The researchers found that migrants occupied land in one of two ways, gradual invasion and violent invasion.  Gradual invasion occurs in already existing settlements—attached to farms or estates, mining camps, etc.  Here, the owners have a special relationship with the migrants.  The migrants provide needed services and are therefore not evicted.

Violent invaders choose between two types of land, state land (especially waste or unoccupied land) and private land.  Invasions are organized by a small group.  They identify a target site.  They develop a detailed development plan.  They begin talking up the idea to others, trying to convince them of the value to everyone of carrying out the invasion.  They keep talking until the invasion force reaches a critical mass, reducing the possibility of police repression and expulsion.  The leaders lay out a final plan including subdivisions, plots, food sources, and water sources.

An invasion takes place at night or in the wee hours of the morning, usually on an anniversary or holiday when rapid police response is less likely.  The invading force travels in a caravan of dozens to hundreds of vehicles complete with people, animals, and belongings.  Upon arrival at the targeted property, people squat on their assigned plot.

The next phase of the settlement plan goes into operation.  They set up a communal kitchen.  Since every able-bodied adult has a task to perform, parents cannot care for their children.  Hence, a make-shift child care center is set up.  Vendor carts soon appear.  Arrangements for privately-owned mini-bus service are made.  Stripped to its essentials, the invasion has a clear and strict operating logic.  Nothing is left to chance; everything is planned.

The invasion has the immediate effect of establishing a right to the land which has no specific equivalent in the legal world, a right which de Soto calls the "expectative property right"  This "ownership" might be called defective because as long as there is no definitive title, selling the land and renting out the buildings resulting from an invasion are prohibited by law.  People who "own"  property in this way are nine times less likely to invest in the property than people who have legal title.  The uncertainty of ownership and the reluctance to invest in the property have negative economic consequences (pp. 23-24).

Effects  of the migration on Lima's Geography and Culture

Because of squatting in the suburbs, the geography of cities was changing.  The law declared that there were urban lands and agricultural lands.  It was illegal to settle on agricultural lands.  The migrants ignored the law, using the invasion tactic as a kind of “in your face” challenge to the government.  They literally dared the government to throw them out.  With few exceptions, the settlements were allowed to remain in place.  Given the size of the invasions, it would have been dangerous for the government to resist (politicians understand the importance of winning the people's vote).  The effect on Lima (and other population centers) was much like the effect we see in California where cities like Bakersfield, Fresno, and many others expand geographically by re-zoning formerly agricultural land.

The culture was also changing.  As the numbers of rural migrants increased and overwhelmed the numbers of traditional city dwellers,"traditional" culture (read "culture of the elites") was  replaced by "popular" (read "campesino") culture.  All kinds of things of popular origin came to predominate.  Saints unknown in traditional culture were  venerated.  Radio and television programming favored by the elites were replaced by programs for popular (thought to be vulgar by the elites) listening and viewing.  Students of popular origin became the majority in the schools.  In general, people of the upper classes had, for the first time, to rub shoulders with the popular classes.  Popular organizations  proliferated and replaced traditional organizations.  Crime increased as did living outside the law.   So did poverty and deprivation.

Predictably, the migration was not welcomed by the elites.  The elites had proposed programs for the countryside that were to have made things good enough out there to cause the people to stay there.  When the campesinos came in anyway, they were greeted with extreme hostility.  In fact, de Soto says, the greatest hostility the migrants encountered was from the legal system.  "Quite simply, Peru's legal institutions had been developed over the years to meet the needs and bolster the privileges of certain dominant groups in the cities and to isolate the peasants geographically in rural areas (p. 11)."

Claims Made by De Soto About Peruvian Law and Politics

After analyzing all the data, de Soto concluded that the law, more than anything else, kept everyone from being able to form and operate businesses efficiently.  His claims regarding the pernicious effects of the law can be summarized as follows.

Claim #1: The law governing the Peruvian economy engenders bias and corruption.

The law governing Peruvian economic law assumes that there is a fixed amount of goods available for distribution and that the only way for the poor to have more is for the rich to have less (the zero sum game).  Under this assumption, the law becomes essentially a mechanism  for sharing a fixed stock of wealth among the different interest groups that demand it.  A state which does not realize that wealth and resources can grow and be promoted by an appropriate system of institutions, and that even the humblest members of the population can generate wealth, finds direct redistribution the only acceptable approach.   (p. 189)

The assumption that there is a fixed amount of goods to be distributed among interest groups that demand it leads to the notion of centralization.  Who should be charged with the responsibility of distributing the wealth?  In Peru, the answer to the question is the government.  This politicization of Peruvian society means that all problems are handled primarily according to the procedures established by the government, rather than according to other standards such as economic efficiency, morality, or justice. (p. 191)

De Soto says that centralization of the economic activity has had seven negative consequences.

1. Business executives have to invest more time in obtaining political information than technical information.  This is only one of the many inefficiencies introduced by centralization.

2. The law's beneficiaries are no longer individuals but successful combines.

3. As regulations and controls proliferate and grow increasingly complex, the responsibility for them and the actual power to make decisions about redistributive mechanisms gradually descend through the civil service maze until they reach lower bureaucratic levels.  Since these bureaucrats who deal directly with the combines are some of the country's lowest-paid employees, it is almost inevitable that they will sell themselves to the highest bidder.

4. The logic of the redistributive tradition guarantees that the state comes to legislate in detail on virtually every activity in the country.

5. The institutional system is particularly rigid and immutable.

6. The constant pressure to distribute and redistribute society's resources through law-making has made Peru's legal system increasingly obstructive and complex and thus the main spur to informal actvity.

7. Almost all the country's vital forces have organized in political and economic groups, one of whose main aims is to influence government in order to obtain a redistribution which favors them or their members. (p. 190)

As is stated by (3) and (7)  above, bribery and corruption grow in this kind of system.

What matters most is not what you do or want but what politician or bureaucrat you know.  Nor should it be surprising that bribery and corruption are characteristic results of a legal system in which competing for unearned income has become the predominant form of lawmaking. (p.191)  [In the “what else is new?” department, consider this from an article entitled “State Capitol Flooded With Freebies” in the November 26, 2004 edition of the L.A. Times: “Perks flow so freely in this town that you don't even need to be a bigwig to land a few goodies.  You just need to work for the California Legislature, or know someone who does.”]

What we have in Peru is a system of lawmaking which is highly susceptible to the influence of economic or political power wielded through two complementary bodies, on the one hand, senior officials in each ministerial ofice, who have exclusive control over the initiation, drafting, and adoption of legislative proposals; on the other, advisors, vice-ministers and the minister, who often consult outside advisors—mainly lawyers close to them who represent private interests.  (p. 196)

One major consequence of all of this is radical inequality.

It is simply untrue that, in Peru, we are all equal before the law, because no two people pay the same tax, no two imports are taxed in the same way, no two exports are subsidized in the same way, and no two individuals have the same right to credit.  (p. 195)

Radical inequality brings discouragement.

All of this causes discouragement, uncertainty, and corruption, and fosters social unrest.  In the redistributive state, discouragement sets in when, from an early age, Peruvians realize that wealth is not so much the result of labor as of political wheeling and dealing.  As they grow older, young Peruvians find that the people who begin to get rich are often not the ones who invest labor or capital in productive enterprises but those who have managed to gain some political influence.  The most experienced among them—those who have heard the promises of left- and right-wing governments—grow discouraged because they know from personal experience that the best way to get ahead is to win a favor from the state.

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

In the redistributive state, the enviable capacity to be generous with other people's money is an invitation to corruption.  In the struggle for wealth and favorable redistribution, no means are spared.  And as corruption grows, so does anarchy.  In a country where the law can be bought, where both left- and right-wing political parties agree that is the state's prerogative to regulate and legislate in detail, and where the false ethic of redistributive justice has evaded and consigned to oblivion the ethic of productive justice, there are no secure property rights  and no legal incentives for creating wealth.  The inevitable hallmarks of the resulting system are instability and anarchy. (p. 199)

Claim #2: The Peruvian economy is basically mercantilist, not capitalist.

Based on this analysis, de Soto labels the Peruvian system as mercantilist in character.

There appears to be a tradition among our country's lawmakers of using the law to redistribute wealth rather than to help create it.  From this standpoint, the law is essentially a mechanism  for sharing a fixed stock of wealth among the different interest groups that demand it.  A state which does not realize that wealth and resources can grow and be promoted by an appropriate system of institutions, and that even the humblest members of the population can generate wealth, finds direct redistribution the only acceptable approach.(p. 189)

Rather than being a market economy, the Peruvian economy is in fact mercantilist.  While this is true of Peru, he doesn't limit his analysis to Peru.  He says:

In actual fact, the redistributive tradition is not exclusive to Peru and Latin America, it cannot be attributed solely to our cultural characteristics, nor is it historically unique.  It characterizes a system of social organization in which Peru, Latin America, and possibly a large proportion of Third World countries seem to be immersed at present, as the developed countries were before them—namely, mercantilism [Might this be true of Nicaragua as well?  We have to find out.] (p. 201)

De Soto defines mercantilism in two ways.  Citing the UNESCO Dictionary of Social Sciences,  mercantilism is “. . . the belief that the economic welfare of the state can only be secured by government regulation of a nationalist character.”  He also gives this definition: “. . . the supply and demand for monopoly rights through the machinery of the state . . . (pp. 201-202).”

He goes on to give a review of historic mercantilism as it was practiced in Europe.  I will not give a more extensive review of the chapter.  I want to skip directly to de Soto's conclusions.

If there is any single conclusion to be drawn from the European experiences we have described above, it is that it was after mass migration that the contradictions of mercantilist systems became sharper, their economies stagnated, their laws lost social relevance and their authorities were no longer able to govern.

Those countries which gradually altered their institutions were able to adjust their laws to reality, make a more or less peaceful transition to a market economy, and prosper.  Those which resisted were plunged into widespread violence, civil war, political adventures, revolutions, and constant unrest [de Soto cites as examples France, Spain, Russia].  The unworkability of mercantilism and the disorder it created were a breeding ground for repressive caudillos and dictators, whether these were people like Robespierre, Fouche, and Napoleon in France or Primo de Rivera in Spain.  The terrible thing about violence and institutional chaos as a means of transition is, of course, that the possibility of controlling its outcome democratically and peacefully is lost.  Thus it can happen, almost by chance—thanks to a pitched battle or perhaps a bureaucratic intrigue—that a Franco or a Stalin will emerge triumphant from the fray.  In almost all cases, the immediate result has been repression, and the long-term outcome has depended not on a popular and democratic consensus but rather on the convictions or convenience of a leader and on the conspiracies of those who, in time of disorder or repression, are the most skillful at establishing close ties with the powers that be.

The lesson to be learned from Europe is that a declining mercantilist government which resists the necessary institutional changes is opening the door wide to violence and disorder.  It may delay the final outcome at the cost of repression and considerable suffering, but sooner or later the contradictions will probaly be solved either by a communist dictatorship or by coexistence within a democratic system and a market economy. (p. 229)

The $64,000 question, of course, is the character of the Nicaraguan economy.  Is it mercantilist?  Is it mercantilist on the way to becoming something else?  Does the Nicaraguan government need to make institutional changes?  Does the Nicaraguan government aspire to create a fully open market economy that gives everyone an equal chance?  What are the chances for a new round of violence and disorder in case the government decides to engage in repression of the popular will as happened during the Somoza dictatorship?  We shall see.

Claim #3: Bad law in the mercantilist tradition denies to migrants legal access to property

What the migrants from the rural areas of Peru wanted more than anything else was legal access to property.  The researchers found that the primary impediment to gaining legal access was the law itself.  There was no reasonable process for titling property.  Sendero knew this and took advantage of it.  De Soto goes on.

Without a legal property system, efforts to create a sustainable market economy are doomed to fail, as I have argued at length in my new book, The Mystery of Capital: Why Capitalism Triumphs in the West and Fails Everywhere Else. (Preface, p. xxv)

And why is it that efforts to create a sustainable market economy are doomed to fail when the legal property system is defective?  De Soto answers the question.  When the legal property system is defective . . .

. . . ownership cannot be certain, addresses cannot be systematically verified, assets cannot be described according to standard business practices, people cannot be made to pay their debts, authors of fraud and losses cannot be easily identified.  As a result, buildings and land cannot be used to guarantee credit or contracts.  Ownership of business cannot be divided and represented in shares that investors can buy.  Without property law, capital itself is impossible to create because the instruments that store and transfer value, such as shares of corporate stock, patent rights, promissory notes, bills of exchange, and bonds, are all determined by the architecture of legal relationships with which a property system is built. (Preface, p. xxv)

One of the things we have to find out is the status of the legal property system in Nicaragua.  If it is defective in the same way as the Peruvian system, this will pose a barrier to development that we will have to overcome, perhaps through an unsecured micro loan program.  We may have to get creative in establishing loan security in unorthodox ways.

Claim #4: Bad law creates informality/illegality

De Soto claims that bad law has created an economy that is populated by formals and informals.  Informals are defined as those who are forced by the system to live, trade, manufacture, transport, or even consume illegally.  He emphasizes that individuals are not informal; their actions and activities are.

Why does informality happen?  "We can say that informal activities burgeon when the legal system imposes rules which exceed the socially accepted legal framework—does not honor the expectations, choices, and preferences of those whom it does not admit within its framework—and when the state does not have sufficient coercive authority (p. 12)."

Informality is not unique to Peru or to other under-developed countries.  The reader will recognize that it exists in the United States in the form of all those undocumented workers who are paid in cash “under the table” for providing services in gardening, housekeeping, etc.  Such workers are legally invisible.  They pay no taxes.  They work informally because their services are wanted by formals who are willing to keep such transactions secret and who are able in this way to avoid paying a minimum wage, social security, etc.  There are presumably millions of formals who employ informals in this way.  They “wink” at the illegality of what they are doing.

The main difference between the informals as we know them in the USA and the informals that de Soto studied in Peru is that in the USA, the informals are mostly undocumented, unskilled workers doing menial work that citizens will not do.  The informals in Peru are citizens.  Many are owners of businesses.

Formals are by definition, then, those who live, trade, manufacture, transport, and consume legally.  ILD's research necessarily involved looking systematically at the actions and activities of both formals and informals because they wanted to know how it would look for informals to aspire to become formals.  They found, interestingly, that there were costs both to being formal and being informal and that, in some cases, it was better to fly under the government's radar as an informal than it was to seek formal status.  In some cases, they even found formals resorting to informality because it was cheaper.

Claim #5: Bad law is costly to everyone. 

A good law will provide three elements that allow entrepreneurs to organize their economic activity efficiently.  These three elements are the following.

1. Property rights

2. Contracts

3. An extracontractual legal system

ILD has shown that these three elements are absent in Peruvian law.  As a consequence, neither formal nor informal business can operate at optimal efficiency.  In the discussion that follows, I summarize de Soto's analysis of the discriminatory costs to informals of not having access to property rights, contracts, and an extracontractual legal system.

The costs of not having property rights (pp. 158-163).  Property rights confer on their holders the power to use, enjoy, dispose of, and claim a tangible or intangible asset within the framework of the law.  Under an appropriate law, an individual may own or possess not only things, but also contracts.  This means that property rights may relate not only to houses, cars, machinery, or merchandise but also to rental agreements, foreign currency, certificates and their free convertibility.  The most significant cost of the absence of a good law is the absence of secure, reliable property rights [Emphasis is mine.].  ILD's data suggest that the following are the real costs to informals of not having property rights.

· Informals do not use or preserve the resources available to them as efficiently as they might if they were sure of their rights.  If they cannot enforce their rights to land, housing, and equipment, their incentives for investing in them are considerably reduced.  They invest in movable rather then fixed items.  

· Informals cannot transfer their property easily.  They cannot use it for more valuable purposes or as collateral.  It is difficult to impossible to borrow money against the property for investment in something that may be profitable.

· Informals incur substantial costs in defending their possessions and satisfying the need for public property by establishing and operating thousands of different organizations.

For all these reasons, informals are forced to reverse the procedure followed by formals: instead of acquiring land legally, developing it, building on it, and finally moving in, they begin by moving in, then building, then developing, and it is only at the end of a lengthy process that they acquire legal ownership of the land.  Such a process is obviously uneconomical.

The costs of the inability to use the contract system (pp. 163-171).  There are two major advantages to contracts.  These are the following.

1. They lend credibility to people's pledges and sometimes specify the penalty a defaulting party must pay.

2. They encourage the parties to enter into beneficial long-term commitments.

Unfortunately, legally binding contracts are not available to informals.  As a consequence, they have to try other ways to assure or at least increase compliance with agreements that they make.  ILD researchers found that informals use all of the following approaches to securing agreements.

· They invest time, effort, and money in cultivating long-term friendships.  This works for both parties.   When relationships are maintained over a long period, it increases the likelihood of contract compliance.

· Another stratagem is to invest a lot of time in investigating or monitoring the other party.

· In some cases, informals will deal only with relatives or people from the same region.

· There is a widespread tendency to "incorporate" friends into the family in order to make relationships more secure.  Non-family members become "uncles" and "cousins."

· In some cases, groups of informals will organize collective bodies, such as neighborhood organizations, street vendor's associations, or minibus committees to execute agreements or contracts between their members.

· The last alternative is the threat, and occasional use, of violence.

Their informality also prevents owners of informal businesses from reaping the benefits of legal partnerships.  They thus lose an important means of pooling their resources and increasing their economic worth.

The difficulty of obtaining access to legal means of organizing inputs and distributing risks, sharing responsibilities, and conducting long-term economic activities is a tremendous drag on informal activity.  It results in the following limitations.

· It forces production to remain very small.

· It reduces the range of goods provided.

· It permits the use of few technological advances.

The costs of the non-recognition of extracontractual law.  Extracontractual law is the law that informals invent to regularize their economic relations with other informals.  Extracontractual law relates to damages not covered by contracts and thus protects everybody's interests.  However, these extralegal relationships are unrecognized in contractual law.  De Soto summarizes the costs in the following paragraph.

When there is no extracontractual law to cover informal activities, or such law is inadequate or improperly used, informal economic activity can be very costly to the larger community.  This reduces the value of its social contribution and increases its uncertainty.  As we say in the chapter on transport, the high rate of deaths and injuries and the serious deficiencies in safety—and there are analogous problems in other informal economic areas—prove beyond a shadow of a doubt that the law is inefficient.  Moreover, in such a situation, lawbreaking becomes so widespread that even formals begin to follow suit and safety levels plummet dramatically, endangering society as a whole. (p. 172)

There are other costs associated with bad law.  These include (1) the costs of avoiding penalties, (2) the costs of net transfers, and (3) the costs of avoiding taxes and labor laws.

The costs of avoiding penalties.  There are significant cost differences between an owner of an informal business and a formal one with regard to penalties.

· An owner of an informal business must make a tremendous investment to avoid detection.  Among the strategems are (a) disperse employees among a number of smaller and less visible workplaces; (b) not advertise their goods or services; (c) not enter certain markets that are barred to them; (d) corrupt the authorities, i.e., pay bribes.

· Informal businesses are undercapitalized.

· Informal businesses must make do with concealed, restricted methods of attracting customers.

· Informal businesses cannot operate in legally established markets as stock markets and trade fairs.  They therefore have no access to shares, letters of credit, or warrants.

· Informal businesses typically pay out between 10% and 15% of their gross income in bribes.

The costs of net transfers.  Informals make a number of unreciprocated transfers to formals which represent net losses to informality.  These include the following.

· Indirect taxation.  Although informals do not pay taxes on their sales, they pay taxes each time they purchase something from formals.  You can add direct taxation to this category in some cases although as noted, informals generally avoid paying direct taxes.

· Inflation.  Inflation may be defined as a tax on money which the government levies on the private sector to finance its surplus spending or budget deficit.  De Soto estimates that indirect taxation and inflation paid out by informals summed to $1,367,000,000 in 1985.  This amounts to 9.5 of the GDP.

· Interest.  Interest rates on the informal credit market in June 1985 were as much as 22% per month in Lima, as against the maximum rate of 4.9% that a formally established business could obtain from a bank.

The costs of evading taxes and the labor laws.  Informal businesses pay lower salaries and wages.  This is why informal businesses are the chief employers of unskilled labor.  The drawback of this practice is that it prevents informals from using anything but methods with low technology and productivity.

In Spite of Everything, Informals Are an Energetic,

Talented Dynamic Part of the Peruvian Economy

De Soto's story of the plight of people who are forced by law to operate in the never, never land of informality is bleak.  But the most incredible part of his story is the enormous success that informals have achieved in spite of the legal obstacles.  They refuse to be deterred.  The energy of the people themselves is the engine that drives the enterprise.  

For us in FWH, this has to be seen as really good news.  Even when (and I hope this is not the case) we can't count on facilitative top-down (government) partners, de Soto assures us that we can count on the fundamental, irrepressible motivation of the people we aim to help.  Without this, our work as outside-in “experts” will change their lives only marginally and temporarily.  

We turn now to some of de Soto's findings that drive my sense of optimism.

Findings for housing

In spite of the costs of informality described above, the people have continued over a long period of time to take "possession" of property in the only ways available to them.  Table 1 shows how the ratio of formal to informal dwellings changed over time.  In 1940, 96% of all dwellings were formal and 4% informal.  Forty-five years later, 31% of all dwellings were formal and 69% informal.  These and many other findings are fully presented in Chapter 2.

Overall findings for housing are summarized as follows: ". . . through invasions or illegal acquisitions of land, neighborhoods sprang up which today account for 42.6% of all housing in Lima and are home to 47% of the city's population.  Such housing, built by illegal settlers at a cost of years of sacrifice, is today valued a $8,319,800,000.  It demonstrates only part of the informals' tremendous ability to generate wealth (p. 13)."

Table 1

Ratio of Formal to Informal Dwellings

Year
Formal (%)
Informal (%)

1940
96
4

1945
85
15

1948
81
19

1954
72
28

1961
59
41

1968
43
57

1975
38
62

1979
35
65

1985
31
69

Findings for trade

The ILD research identified two forms of informal trade, street vending and markets built by vendors.  Street vending began when people began to invade the public roads, the use of which is open to everybody, in order to sell goods and services and for commercial transactions—without obtaining permits, giving receipts, or paying taxes.

When ILD began its work, no one knew for sure how many street vendors there were.  A survey conducted in 1985 showed a total of 84,327 vendors.  A year later, the number had grown to 91,455.  The annual growth ranged from 4.6% from 1976 to 1985 and 8.5% in 1986.  Most vendors worked in poor neighborhoods.  The range of goods and services was: foodstuffs=59.5%; personal accessories=17.5%; services=13.7%; household and office supplies=9.3%.  Gross sales in 1985 were $6.2 million per week or $322.2 million per year.

Informal markets began when vendors who were already operating on the streets sought to end the insecurity of doing so and began to build their own markets without complying with the legal provisions governing invaded land or legally developed lots.  Others engaged formal business to do so or became their customers, but in either case the markets were built without complying with state regulations (p.59).

As in the case of street vending, no one knew prior to 1985 just how many informal markets were in operation.  Research revealed that there were 274 informal markets as opposed to 57 built by the state.  Like street vendors, the markets served poor communities primarily.  The 1985 survey showed the current value of the markets to be $40.9 million.  Of the 239 markets for which reliable data could be obtained, it was found that there were 38,897 persons working in 29,693 stalls.  The ILD estimates that there are 125,000 people directly dependent on the income from these markets.  Altogether, there are 439,000 people dependent on informal trade carried out on the street and in markets (p. 61).

De Soto reports much more information on trade in Chapter 3.  His findings with regard to the development of formal versus informal markets over the period 1950 to 1985 is summarized in Table 2.  There, the reader will note that the period began with a predominance of formal markets but that by 1985, the ratio had grown strongly in favor of informal markets (1:5).

Table 2

Ratio of Formal to Informal Markets

Year
Number Formal
Number Informal

1950
8
1

1962
3
2

1970
1
4

1977
1
3

1985
1
5

Overall findings for trade are summarized as follows: "Lima's 91,455 street vendors dominate the retail distribution.  They maintain a little over 314,000 relatives and dependents.  In addition, in order to move off the streets, and in the face of countless restrictions, 39,000 other vendors have managed to build or acquire 274 informal markets valued at $4,900,000 (p. 13)."

Findings for transportation

Clearly there are many legal issues involved given that the entrepreneur has no permits or any other permission to operate a route.  In spite of this, there has been no lack of willingness to do whatever has to be done to make the business work.  This is reflected in Table 3.  Examination of the table shows that the ratio of formal vehicles fell from 30% in 1971 to 9% in 1984.  Obviously, there was considerable will among informals to deal with all the problems and uncertainties associated with being in the business.  De Soto gives many additional insights on transportation in Chapter 4.

Table 3

Ratio of Formal to Informal Vehicles

Year
Formals (%)
Informals (%)

1971
30
70

1976
19
81

1984
9
91

Overall findings for transportation are summarized as follows: In 1984, 91% of the 16,228 vehicles used for mass transit were being operated informally.  If we add taxis and rental vehicles, the percentage is even higher, informality accounting for 95% of Lima's total public transport vehicle fleet that year.  Formal transport accounts for the remaining 9 % of mass transit.

Conclusions

In this section, I try to summarize all that I have reported in detail above.  Hopefully, this summary will clarify any uncertainties that may have been introduced by trying to report ILD's findings in compressed form.

The National Economic Consequences of the Costs of Formality and Informality

What good law (property rights, contracts, and extracontractual liability) does is reduce uncertainty for people who want to invest their labor or capital in the development of existing resources.  In the face of uncertainty, people concentrate on hanging on to what they have rather than using their property to add value through investing, innovating, or pooling productively for the prosperity and progress of the entire community.  Uncertainty produces the following consequences.

· Declining productivity (p. 173)

· Reduced investment (p. 174)

· Inefficiency of the tax system (pp. 174-175)

· Increased utility rates due to theft of supplies by informals (pp. 175-176)

· Limited technological progress (p. 176)

· Difficulties in formulating macroeconomic policy (pp. 176-177)

The costs of uncertainty fall more heavily on informals because the risk-reduction strategies available to them are less effective than those available to the formals.  Formals can reduce risk by distributing shares and liability among business partners, diversifying their commercial portfolio, establishing precise limits to their liability, and buying insurance policies.  Informals, on the other hand, can only reduce their risk by paying bribes, minimizing investment, overinvesting in movable assets, diversifying or decentralizing production, or trading with and employing mainly relatives, friends, or people they know from the same region.

So, economic efficiency hinges to a large degree on whether the law is good or bad.  What makes a law good?  De Soto defines the following characteristics.  Obviously it reduces uncertainty.  He adds the following.

· A good law is neutral and does not cause people to operate informally.

· It creates incentives for people to seize the economic and social opportunities offered by the country.

· It facilitates the specialization and interdependence of individuals and resouces.

The costs to the whole country of bad law should cause lawmakers and regulators to immediately take up the revision of the entire system governing property rights.  Good law guarantees and facilitates the efficiency of the economic and social activities it regulates and bad law disrupts or totally prevents it.  When law is bad, it is costly to everyone in the society because the creative genious of all the people is fenced in.  

The law and national development: Do you sacrifice national culture when you adopt market-friendly legislation?

I quote a large portion of De Soto's summary of Chapter Five.

All the evidence suggests that the legal system may be the main explanation for the difference in development that exists between the industrialized countries and those, like our own, which are not industrialized.

It sometimes seems as if experts in developed countries automatically assume that their legal institutuions exist in every county.  This is not the case, however.  The debate about development will therefore have to be reformulated to take the importance of legal systems into account.  We cannot continue to close our eyes to the fact that not all of a society's decisions are determined by its cultural characteristics or economic systems.

How many investments could people in the United States and Western Europe have made without clearly defined and secure property rights, a system of extracontractual civil liability, and a system of justice which protected their property?  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . we do not seek to underestimate the importance of the country's cultural identity.  The way in which Peruvians use their economic opportunities and demonstrate their preferences for certain goods and services rather than others reflects the country's culture and ideology .. . . . . . . As we have seen, Peru's traditional customs, its regard for reputation, family ties, communal activities, and concepts of hierarchy and status are put to imaginative use by the informals.  There is no reason, after an appropriate reorganization of the country's legal institutions, that the rest of the country's social mechanisms should not continue to be influenced by Peru's cultural heritage.

This heritage will, in turn, always determine the nature of our development and the range of creative possibilities offered by it.  How many of these possibilities can actually be realized and how many Peruvians will be able to benefit from them will, however, depend primarily on the country's legal institutions.

It is simpler and cheaper to bring the formals and informals together by changing the law than by trying to change the characteristics of the people.  To show the informals how the existing laws operate, or to try to convince them that they will increase their social standing by accepting the mercantilist system inherited from Spain would be to alter their culture drastically.  It makes more sense to adapt the law to reality than to try to change everyone's attitudes, for the law is the most useful and deliberate instrument of change available to people.

A final word on the relation between economic development and terrorism

De Soto concludes in Chapter 8 that Peruvian social institutions have lost their relevance.  The migration of millions of poor people from rural areas to urban areas, the degree to which they have taken over their own economic lives through informality/illegality means that the law has to change.

Pressure for change is huge.  "It is now clear that the central problem is not whether formal institutions should or should not incorporate the informals for humanitarian reasons, but whether they will manage to do so in time to avoid the violent destruction of representative democracy (p. 233)."

The poorest and most discontented members of the population are not prepared to accept a society in which opportunities, property, and power are distrubuted arbitrarily.  People realize that the country's legal institutions do not allow them to fulfill rational expectations or afford them minimum facilities and protection.  The frustration engendered can easily result in violence, either in complicity or relative indifference to it.  After all, if the main reason for the existence of legal institutions is to protect individual rights and property from third parties, permit orderly access to productive activity, and facilitate harmonious interaction with other individuals, it is understandable that, when people are discriminated against, many will rebel.

It is obvious to even the most formal and peaceful of citizens that the existing legal system—the red tape, the widespread mistreatment in waiting lines, the bribes, the rudeness—are a Kafkaesque trap which prevent their and the country's resources from being used efficiently.  This is unacceptable to the poorest, because the most discriminatory laws and institutions are those governing economic activities—the main channel for upward mobility.  The resulting frustration, at best, gives rise to informal activity; at worst, to criminality and subversion.  Aggression is a human response to frustration which, in turn, is caused less by suffereing and poverty than by the difference between what people have and what they think they are entitled to. (pp. 233-234)

It is time, then, to question the very foundations of the Peruvian legal and economic system.  The rulers must understand that their will is not the dominant factor in making things happen.  "No human being or ruler can comprehend the entire process of social evolution (p. 237)."

On the contrary, it is the will of the popular classes who simply will not, cannot, work within the centralized system that is making things happen in Peru.  For every dollar the authorities invest in public housing, informals invest $60 in informal settlements.  Where the authorities have built one market, the informals have built twelve.  The authorities do transportation planning but informals provide 95% of public transportation in Lima.

It will make no difference if central planners come from the left or the right as long as both suffer the same illusion about who is in control and who will dispense benefits and favors.  Comparing left and right politicians to foxes and wolves, de Soto says, "There is a big difference between a fox and a wolf but, for the rabbit, it is the similarity that counts (p. 239)."

The promise is not in government action.  It is in human capital.  

In Peru, informality has turned a large number of people into entrepreneurs, into people who know how to seize opportunities by managing available resources, including their own labor, efficiently.  This is the foundation of development, for wealth is simply the product of combining interchangeable resources and productive labor.  Wealth is achieved essentially by one's own efforts.  It is earned, little by little, in an active market where goods, services, and ideas are exchanged and people are constantly learning and adjusting to others' needs.  Wealth comes from knowing how to use resources, not from owning them. (p. 243)

Even so, with all the energy they expend, the informals are not able to operate as efficiently as they could if they got appropriate support from existing institutions.

A country's entrpreneurial reserves do not automatically function properly, they do so only if prevailing institutions allow them to.  We have only to look at all those Peruvians condemned to poverty and mediocrity in their own land who, on emigrating to other countries, become successful because they are finally able to operate with the protection of proper institutions.  What determines a society's economic system is the way its legal institutions operate.  If business activity is restricted to a select group, the economic system will be a mercantilist one.  If it is restricted to a state technocracy, it will be state capitalism, a collectivist system.   But if every citizen, regardless of his or her origin, color, sex, occupation, or political orientation, can in practice be in business, then we shall have a genuinely democratic economy, a market economy.

Where we place business initiative in our society is therefore extremely important.  If it is placed at the disposal of all Peruvians, we will be able to tap the vast entrepreneurial reserves that are developing thoughout the country.  The more people are able to partcipate in the economy and detect opportunities, the greater the potential development.  The great strength of a market economy is that it relies on the people's ingenuity and capacity for work, instead of on the limited contributions of an arbitrarily chosen elite.  What is needed is to make the transition from a system in which individuals are subordinated to the aims of the state, to one in which the state is at the service of individuals and the community.

PART THREE:  WHAT DOES ALL THIS MEAN FOR

FOUNDATION FOR WORLDWIDE HEALTH?

In this part of the paper, I would like to indicate something of what I have learned as I have read and reflected on the content of The Other Path.  My reflections can be divided into three areas.  These are (1) going to school on the Peruvian example; (2)  lines of inquiry as we work with our Nicaraguan friends; (3) reinforcment of themes developed in the paper entitled “Economic Development in Poor Countries.”

Going to School on the Peruvian Example

A revolutionary crisis in Peru was precipitated by gross economic inequities.  These inequities were enshrined in law.  The law was formulated and enforced by the elites for the exclusive benefit of the elites. The inequities provided fertile ground from which sprang The Shining Path, a group that was committed to seeking a better deal for poor Peruvians through violent action against the elites.

This built-in “cause-of-conflict” was exacerbated by the fact that the poor masses living in rural areas had caught wind, through improved communications, of the magnitude of the inequities between themselves and city dwellers.  They decided to seek a better quality of life for themselves and for their children in the cities.  Specifically, they sought better access to health care, better educational opportunity for their children, and better jobs.

The movement to urban areas was massive. The campesinos had shown considerable ingenuity and chutzpah (dictionary translation: shameless audacity, impudence, brass) in their invasions of urban (formerly agricultural) land.  They showed the same chutzpah as they moved into business (de Soto examines trade and transportation).

This massive movement to the cities exposed inequities and inefficiencies in the law that were formerly unrecognized.  Since the former campesinos were foreclosed from owning land and businesses under the law, they were forced into informality/illegality with all the economic inefficiencies implied by that status.

In this environment, de Soto organized the Institute for Liberty and Democracy.  He threw himself into the breach between order and disorder using nothing more intimidating than economic science.  He was convinced that The Shining Path would, if successful in capturing the hearts and minds of Peru's poorest sectors, impose a brutal dictatorship and even, perhaps, initiate a new genocide.  

De Soto decided not to oppose The Shining Path with guns, however.  He would do it with ideas, ideas rooted in democracy and free markets.  In taking this position, he was not siding with the elites whom he saw as mercantilist and obstructionist.  Rather, he was siding with the excluded.  De Soto decided to compete for the hearts and minds of the exact same population that was being courted by The Shining Path.  The Shining Path offered liberation through violence and intimidation.  De Soto offered liberation by changing bad laws, opening the world of entrepreneurship to everyone.

At this writing, the battle is still raging.  Abimael Guzman is back in the docket being judged a second time for his crimes.  De Soto is still doing battle with the elitist establishment, trying to frame laws that will level the playing field for everyone.  In the meantime, the formals and informals continue to do business within a, hopefully, improving business environment.

De Soto's work is so unique in the world that the whole world, including the World 

Bank, has begun to listen.  I think that FWH ought to listen as well.

What can we learn from De Soto's work?   Before answering this question, I need to make one thing clear.  I understand that Nicaragua and Peru are different countries and that what is true in one may not be true in the other.  For that reason, it is important that we not assume that de Soto's findings in Peru automatically apply to Nicaragua.  We need to learn what we can from the Peruvian example but we must take our cues from a documented Nicaraguan reality.

Having admitted that there are differences between Nicaragua and Peru, I think I see certain similarities that might affect what we do.  First, I want to point to migration.  The rural to urban migration that happened in Peru has also happened in Nicaragua.  This migration was precipitated in Nicaragua by the revolution of the eighties.  Once Somoza had been defeated in 1979, his landholdings and those of his cronies became targets for paracaidistas (parachutists).  On trips to Nicaragua in 1986 and 1990 I saw that something like the invasions that had happened in Lima had also happened in Managua.  They may or may not have taken the organized form in Nicaragua that they took in Peru but there is no question that formerly rural people have taken up residence in Nicaraguan cities en masse.

What does that mean for us?  I think it means that, while we have begun our work with rural communities, we cannot ultimately ignore the needs of poor people in the metropolitan areas.  One of our partners, the Polytechnic University of Nicaragua (UPOLI), already has this dual focus.  Through the Institute for Training, Investigation, and Integral Rural Development (ICIDRI), the university addresses the needs of poor rural populations all over the country.  But they do not ignore metropolitan populations.  Through the School of Nursing, the university has built and maintains a health clinic in Villa Nueva Libertad, a poor barrio on the outskirts of Managua.  I just want to put this down as a marker for the future because I don't think we can serve poor rural people while ignoring poor urban people.  UPOLI can be our teacher in this regard.

Second, I hope we will take heart from and will not lose sight of ILD's successful use of scientific methodology.  For ILD that meant formulating research questions, converting research questions to hypotheses, formulating research designs, identifying dependent and independent variables, developing operational definitions for the variables so identified, encoding these operational definitions in the form of instruments, developing an approach to data analysis, going into the field to collect data, returning to the center to do data analysis and interpretation, writing reports, and suggesting solutions to the problems identified.  Although we need to incorporate community members into our research teams in a way that ILD did not, we do need to replicate ILD's use of scientific methodology in our communty resource surveys and in our market studies.

Third,  I hope that we can take advantage of the foci of De Soto's research.  Following his example, we need to look systematically at some of the same topics that he looked at.  These include the following.

· Patterns of migration and the way in which these impact the lives of poor people both in the rural areas and in the cities, especially in terms of their inclusion/exclusion

· Markets

· Law and its impact on formality/informality

Lines of Inquiry

ILD's work in Peru has made our task a little bit easier in that, by following their lead, we have a better idea about which stones need to be turned over and which questions need to be asked.  I have tried to organize this section in terms of topics that have been raised in the process of reading and reflecting on The Other Path.  The topics are arranged in no particular order.  Associated with each topic is a question or set of questions.

Community income

· Is anyone in a given target community receiving income from relatives or friends living outside Nicaragua?

· Is anyone who is now living in the target community an expatriate?

Business plans

· Types of business:  What types of businesses could be organized in the same community?  Sole proprietorships?  Partnerships?  Corporations?  Cooperatives?

· Products/services:  What kinds of products could be manufactured for sale?  What kinds of products could be purchased for re-sale?  What kinds of services could be offered for sale?  How could we use quality to get a market advantage?

· Manufacturing:  Could we develop a regional approach to manufacturing that would avoid duplication of effort and promote division of labor in the market?  Could we develop a system for sharing tools? 

· Markets:  Given that individual communities cannot be seriously considered as a sufficient market, could regional marketing strategies be developed?  Could businesses in different communities specialize in such a way that their offerings are not duplicated too often in the region?  Could a regional marketing association be formed that would represent the interests of all the businesses in the region?  Could such a marketing association buy a truck(s) to do the hauling for all member businesses?  Who would the customers be?  Could informal businesses in the communities do sub-contract work for formal businesses in the region?  Could a technology program with connections to the internet be used to do international marketing?

· Financing:  Do community members have assets that they can and want to leverage to get investment capital?  How could we help them leverage investment?  Could outside investors be found?  How could we help them incentivize investment?  Could a micro loan program be initiated?  Could we establish a regional business center and credit union for our clients?  Could business partners be found either in the community or outside of the community?

· Government relations:  Should a given business seek to operate informally or formally?  Are the consequences of the choice of either formality or informality well understood by the business owners?  These costs are not inconsequential.  For example, de Soto found that formalizing a manufacturing business in Peru involved the following costs..

· A person of modest means must spend 289 days on bureauticratic procedures to fulfill the eleven requirements for setting up a small industry.

· The cost per procedure was equivalent to $194.40.

· The ten month wait would result in a loss of net profits equivalent to $1,036.60.

· The total cost of an individual's access to small formal industry was $1,231—thirty-two times the monthly minimum living wage.

With regard to opening a small store, it was found that a person wishing to do this legally must comply with bureaucratic procedures involving three different government departments.  This takes 43 days and costs $590.56, fifteen times the monthly minimum living wage in effect on the date on which the simulation was completed.

With regard to opening a formal market or shopping center, it was found that elapsed time from the stage of the minimarket to the stage at which the full market comes into operation was an average of seventeen years.

The cost of access to formal transport.  The procedure for obtaining recognition of a minibus route took approximately 26 months.  To obtain the bus route concession took close to another 27 months.

These findings suggest that the choice of formality is expensive.  I have already noted the costs of informality in Part Two of this paper.

If our friends decide to go informal.  How can they escape detection?  How can they avoid distributing employees all over the place?  How can they advertise their products and services?  How can they avoid the credit trap (excessive monthly rates)?  How can they promote high tech and high productivity?

Additional questions.  How can changes in the law be promoted?  How can people who administer the law and make regulations be encouraged to facilitate the growth of small business in Nicaragua?  How can the government make economic activity more efficient?  How can the government reduce the cost of entrepreneurship?  How can the government help businesses to use capital and labor more efficiently?

Law

De Soto found that the law was actually designed [unintentionally] to cause excessive costs and inefficiency.  He raises a whole series of legal questions that bear investigating in Nicaragua.

· Formality/informality:  To what degree does the law in Nicaragua encourage informality?  A recent article in Acontecer, No. 3, a newspaper published by UPOLI, suggests that informality is very much alive in Nicaragua.  We would do well to consult with the professor who authored the article.  

· Inclusion/exclusion:  To what degree are poor people effectively excluded from ownership, contracts, and extracontractual law?

· Ownership:  Can ownership be made certain?  Can property addresses be verified?  Can assets be described legally?  Can buildings and land be used to guarantee credit or contracts?  Can ownership of businesses be divided and represented in shares that investors can buy?  Can patent rights be enforced?  Are promissory notes enforceable?  Are bills of exchange enforceable?  Can bonds be purchased?  Can business insurance be purchased?   If the answer to all the preceding questions is “no.” then can we devise a way in which money can be made available to small entrepreneurs in such a way that investors can be assured of a return on investment?

· Contracts:  Can people be made to pay their debts or to comply with other terms of contracts?  How can we help our clients use collateral to guarantee contracts?

FWH outside-in intervention programs

Our intervention programs should be guided by our definition of poverty.  If capability deprivation and money deprivation are the defining characteristics of poverty, then our intervention programs should reflect this.  In fact, our interventions already reflect a concern for capability factors.  The two principal interventions are:

· support for the Provadenic community-based health care program.

· Providing dental training and care for our friends in the Provadenic communities, in La Concepcion, and in San Marcos.

There is another capability intervention.  It is education and training.  The Board has authorized a feasibility study leading to the construction of an economic development center in Esteli.  I would anticipate that the center would offer training that supports business development.  Among other things, I would expect it to have a computer laboratory.  We could offer connection to the internet as, among other things, a marketing outlet.

The capability development focus of the center could include literacy development for adults, technology training, training in business development skills.  The specific skills to be developed would depend on the economic surveys of community assets and regional markets.

We would expect to address money deprivation through development of entrepreneurship.  The economic development center would work directly with community people in the development of their chosen businesses including the development of business plans, development of community workshops, obtaining start-up capital for tools and inventory, etc.

Reinforcement of Themes

In the paper entitled “Economic Development in Poor Communities,” I explored some themes developed by my principal informants, Taylor-Ide and Taylor (2002), de Soto (2000), and Sen (1999).  From the Taylors I picked up the notion of structuring partnerships that lead to positive development, namely bottom-up partners, outside-in partners, and top-down partners.  From de Soto, I picked up the notion of formality and informality.  From Sen, I picked up a new way of looking at and defining poverty.  I found each of these ideas to have been reinforced by The Other Path.  I would like to spend a little time extending our thinking about these themes.

Partners

De Soto's greatest contribution to my own thinking about our ministry is his meticulous description of the interactions between the Peruvian government and the community of poor entrepreneurs.  You will perhaps remember that the Taylors refer to government as a “top-down” partner and to communities as “bottom-up” partners.  In our work, the Nicaraguan government is our “top-down” partner while the Provadenic communities are our “bottom-up” partners.  I want to make a few comments about what I have learned (as an associate of one of our outside-in entities) from de Soto regarding these relationships.

Top-Down Partners.  If The Other Path does anything, it forces the reader to pay attention to the role of government in economic development.  De Soto's view is that, in Peru, at least until that point in time at which the government began listening to what the Institute for Liberty and Democracy had to say, the role of government had been almost entirely negative. 

De Soto indicates that, in those cases where law forces entrepreneurs to operate informally (i.e., illegally), entrepreneurs can take one of three stances with regard to the government.  Each stance has bad consequences which I tried to summarize in Part Two of this paper.  First, they can try to operate under the radar of government.  Second, they can operate within view of the government.  Third, they can operate legally within view of the government, i.e., attempt to leave informality in favor of formality.  This has its own set of bad consequences.  There is only one good solution to these bad consequences and that is changes in the law.

In any case, government cannot be ignored.  So far, FWH has had only one interaction with the Nicaraguan government.  The Ministry of Public Health (MINSA) knows Provadenic and, through Provadenic, knows us.  In its regulatory role, MINSA has (1) restricted the service of Provadenic's dental techs, (2) has demanded that our dental teams be prepared to show that our team members are professionally certified, and (3) has expressed concern that our ministry not have negative economic consequences for Nicaraguan dentists.  So far, we feel that the requests made by MINSA are reasonable.   Our response has been proactive.  We are already asking ourselves how we might be able to make MINSA clinics more effective and Nicaraguan dentists more profitable.  We can only hope that succeeding contacts with the Nicaraguan government go equally well because, as de Soto makes clear, any government can frustrate development if it takes an anti-development position.

In our work with the Nicaraguan government, I think we want to have a systematic position about economic development, one that is fully supported by de Soto's work.  The position I favor is that the whole country can benefit from a more open approach to economic development.  Among the benefits to be reaped by the Nicaraguan government from taking an open approach to entrepreneurship, de Soto lists the following.

· A more efficient use of labor and capital

· Increased productivity

· Increased investment

· Tax efficiency

· Decreased utility rates

· Ease in formulating macroeconomic policy

We need to be prepared to show that there can only be good consequences for everyone if the government takes a relatively permissive stance with regard to our economic development programs.  An entire huge and unproductive sector of the Nicaraguan economy can become productive, thus boosting the entire country's GDP.  The elites will become more profitable.  Not only that.  The discontent and threat of social disorder flowing from inequitable opportunity for self-development will come to an end.  After all, there is indeed an economic answer to terrorism.

To the degree that zero sum thinking characterizes economic planning in Nicaragua as it has in Peru, positive change will require a new way of thinking.  Our Nicaraguan partners need to see that what has been true for the most highly developed countries can be true for Nicaragua as well, that benefits can be made to grow, that GDP can be increased manyfold.  If those poor who have nothing begin to have more, then those elites who already have much will also begin to have more.  Because, having a smaller piece of a larger pie can actually amount to more wealth in absolute terms than having a larger piece of a smaller pie.

Bottom-Up Partners.  Taylors emphasize the dominant role of communities in economic development projects.  De Soto's work strongly underscores this.  If there was ever an example of the irresistable force moving the immovable object, the migrants forcing constant retreats by the government is it.  It is incredibly inspiring to see how the migrants won battle after battle after battle.  In spite of legal blockades put up by the government, the informals got the housing they needed (even if titles were held in defective form), developed the markets they needed, and developed a public transportation system.  This energy is emphasized in these words from de Soto.

. . . we describe the world which we gradually discovered in the past six years as we visited, in turn, informals and their formal counterparts.  On the basis of these observations and the findings of other researchers, we describe how, in three specific sectors—housing, transport, and trade—when the Instituto Libertad y Democracia (ILD) has been able to complete its research, the informals have won a space for themseles and are gradually taking over most of the market, appropriating land on which to live and produce, setting up on the streets as vendors in order to work, or invading the cities' main thoroughfares in order to provide transport services.  In all these cases they have openly disobeyed the law and defied institutions, creating a breach through which the rest of society is also deserting the formal sector.  As the informals have advanced, the Peruvian state has fallen back, viewing each concession as temporary, "until the crisis is over," when in fact it is being forced to adopt a strategy of steady retreat, a retreat that is gradually undermining its social relevance. (pp. 12-13)

I get the same feeling of bottom-up momentum from the Provadenic communities.  The wisdom of the Provadenic team in giving the communities the lead role in their own health care has guaranteed the institutionalization of the community health care program.

This has implications for research that FWH does.  The ILD did the research from beginning to end using only ILD staff.  We cannot do that. We must work with community members in planning the research, in conducting the research, in doing the analysis, and in drawing the conclusions.  Only in this way will we get the kind of buy-in that will lead to the institutionalization of the full economic development model, i.e., improved quality of life and improved incomes..

The success of the entire enterprise will rise and fall on the energy coming, not from us, but rather from the communities.  Obviously, they will need the contributions of the top-down and the outside-in partners.  But bottom-up is where the energy is.

Poverty

A seminal definition of poverty is one of Sen's contributions to our thinking.  Prior to reading his Development as Freedom, I defined poverty in the common-sense way that most people do, namely, as money deprivation.  Sen sees that as only one-half of the definition.  The other half is capability deprivation.  He interprets that liberally, including deprivation in health, safety, education, and others.  I couldn't help but think of Sen's ideas when reading about the things that motivated indigenous people in rural areas of Peru to move to the city.  It was not only for better employment but also for better health care and better education.  Quality of life has to be taken into account in any assessment of poverty.

Provadenic has it right.  Through community-based preventive health care, the Provadenic program solves problems that make life qualitatively better.  Poverty does not grind as hard when a diseased tooth is no longer pumping poison into one's system.  Poverty does not grind as hard when there is an effective treatment for children's dysentery.  Poverty does not grind as hard when there is balanced nutrition.

The importance of Sen's definition of poverty is not only that it identifies two major dimensions of poverty but also links them.  While he does not posit causal links between the two, he does point to occasions where deficiencies in capability can be linked directly to deficiencies in money.  A person who is weakened by a chronic health condition, for example, may not have the physical energy or capability to produce economically.

I couldn't help but think about some of the sick people that Jesus met in his ministry.  In his Gospel, Mark speaks of Jesus healing:  a man with an unclean spirit (1:23-26), Peter's mother-in-law (1:29-31), a leper (1:40-45), a paralytic (2:1-12), a man with a withered hand (3:1-6), the Gerasene demoniac (5:1-13), a hemorrhaging woman (5:24-34), a deaf man with a speech impediment (7:31-37), a blind man (8:22-26), an epileptic child (9:14-29), and another blind man, Bartimaeus (10:46-52).  I thought of the variety of ailments presented.  I thought of the victims in terms of Sen's notions of poverty.  Certainly, they were all poor in both senses.  Because of their illnesses, they lacked capability.  Because of their capability deprivation, they also necessarily suffered from money deprivation.  I admit that Mark says nothing of the money aspect but it is clear that, because of their capability deprivation, most of them would have had to live a life by begging, accepting whatever limitations that might mean for buying food, clothing, housing, etc.  I thought of the desperate life of lepers, required to live isolated from well people.  And I thought of how their healings offered them new economic possibilities.  With the capability deprivation eliminated, the door was open to working on the problem of money deprivation.  

So, capability and money are linked in many cases.  And we have opted for a model that addresses both.  With a public health perspective, we are addressing capability deprivation directly.  To this, we intend to add an education and training perspective, knowing that in many cases certain opportunities for earning money are out of reach because they don't know how to do what that need to do.  We will teach them.

Then we will go to work directly on the money side of the equation by helping them develop the skills of production and service, cultivation of markets, etc.

I am so pleased with this perspective on poverty: capability and money.  We address both of them directly.  I believe that God is behind this and that we will succeed in helping our friends to a better quality of life and to improved income.  In this way, we want to help them answer their own question: “How can we get out of our poverty?”

Working between the times

We will continually be working between the “now” and the “yet to be.”  We will hit rough patches.  There will be challenges.  More than anything else, we will be required to be problem solvers.  This project is not for the faint of heart.

But there are real positives at work for us.  First, God is working.  I feel that more strongly every day.  He is speaking to people.  We need to keep our ears open not only to what he is telling us but also to what he is telling others.  Second, the poor people that we propose to serve want to move on.  They, not we, are the irresistible force.  They, not we, must be allowed and encouraged to lead.  We cannot move beyond what they clamor to have.  I think their clamoring is just.  If there is anything to be learned from the prophets of the eighth century B.C.E.,  it is that God is the author of justice: “Thus says the Lord!”.  We are doing His work.

I think we will have to be content with gradualism.  There will not be one big victory.  But there will be a lot of little ones.  I sometimes ask myself, “What would one family in one Provadenic village count as success as they began to move out of money deprivation?”  I would guess that most of them would be happy if in the first year of a small business, they earned additional cash income of $20 per month.  It's that kind of scale that I think we're looking at.  If we could help just one family to do that using a replicable model, we could replicate it 10,000 times.  How's that for a dream?
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