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The world’s economic statistics in the 1990s
made us understand that poverty problem has been
solved in all places though actually almost five
million people out of the total of six billion in the

orld still don’t have a chance to know what the good
living is. , a Peruvian
economist pointed out that the cause of poverty is
due to the fact that developing countries overlook
the significance of developing the law system.

Professor Hernando de Soto is the economist

ho received great attention because he proposed
many interesting directions of grassroots develop-
ment. He was selected
by Time Magazine and granted
several awards. During the past 20 years, he
traveled to many countries to provide consultation
to their governments. And on November 7, 2002,
Thailand had a chance to welcome Professor
Hernando de Soto, who was personally invited by
Dr. Thaksin Shinawatra, the Prime Minister, to

deliver a lecture on

De Soto started his speech by talking about
his country that Peru and other countries in South
America followed suit of developed countries in
all aspects, e.g. privatization, trade liberalization,
maintaining money value. However, various
enterprises in the country, on the contrary, turned
out to fall in the possession of foreigners, because
developing countries lacked a secret existing in
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system of separating specific kind of labor force

those developed nations.

has made many countries have specific expertise
and produce more. Concurrently, they are more

dependent, leading to trade contact in a wider
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market, resulting in market-dependent economic
system. The expanded market has made trust highly
important for most countries including Thailand.
This saying corresponds with the survey result that
population in developed nations would have high trust
in people of the same nationality. For example, 66%
of Swiss said that they believed people of the same
nationality while in Brazil it was only 7% about the
same as 5% in Peru.

De Soto continued that trust of anything was
not in the self or physical reality of that thing but
the legal documents or explanations. In terms of
economy; the law system will specify economic
dimension of various things by saying what kind
of economic activities we can do to it. For example,
the Institute for Liberty and Democracy of Peru
wanted to sell the state enterprise for 53 million
dollars but no one was interested as they were not
satisfied with the legal context of that enterprise.
Therefore, the company must create new legal
property system. The principle was that outsiders
must understand and trust the company’s property
transfer. The enterprise, then, was sold at 2 billion
dollars without any physical improvement. This
illustrates that legal evidence could help us really
identify ourselves and trust one another. This legal
appearance is called capital.

Capital is intangible, meaning the value in the
second that that material has become reliable
according to the law. To make tangible in
legal documents as illustrated by the case of the
Peruvian government company is the method that
raises the value of things. The model to liquidate
capital and to be able to work out is the property
law. Studies in developed countries show that
property system will create added value, which is

the most important part in the new economic




system. Therefore, the first strategy in entering
into the world of capital is as follows: the study of
how much dead and live capital the country has,

hat can be used as capital, whether it be rights
documents of land, house, company, etc. so that
the government or businessman can use them as
security in asking for business credit.

Nevertheless, the survey found that there are
a lot of outlaw or illegal properties in developing
countries. For example, in Egypt, 4,700,000 construc-
tion sites or almost 90% are against the constitu-
tion, 78% in Mexico and about the same ratio in
other third-world nations. These properties cannot
be used to ask for credit or as capital though it
can be calculated to be worth 245 billion dollars
in compensation value. The values of outlaw
properties in third-world countries and the Former
Soviet Union amount to 10 trillion dollars or 50 times
of bank loans to developing countries during the
past 40 years. In sum, the third-world countries
are in the world of industrial revolution without any
tool in creating credit, which is not money. They
thus have no opportunities to expand the market and
create added value. For this group of people, laws
are not only the enemy of wealth but also the origin
of poverty.

However, possession of such outlaw areas is
actually the use of created law to enforce certain
groups. Informal are thus prevalent. The study
of these regulations is what the government of
each country must accelerate to find the mutual
standing point and create central law or property
system. This is to legalize the enormous value
properties and use them as capital.

Looking at those developed countries, it is found
that when they think about growth and development,
90% think of law but only 2% or 1% in developing
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countries will think about it in terms of law. This is
despite the fact that the focus on law (property
system) is the basic method to help integrate
globalization and internal security creation to go
hand in hand.

For example, upon studying the history of Japan,
it is found that what made Japan a wealthy nation is
the reform to empower the poorin 1946 by changing
all the rules used in small factions into the same
system. This is the same as what was done in
Europe in the 18-19th centuries, strengthening al
systems to build the nation and further implement-
ing in the form of European Union. The USA in 1856
was the same; there were around 800 outlaw
systems, with over 700 currencies. Switzerland
before 1908 was the least developed country in
Western Europe but became the richest in the next
20 years by putting only one law in its place. It can
be said that every country was underdeveloped but
it started to accumulate capital when laws were
changed to achieve liquidity.

The reform of such laws just takes time. Japan
spent 6 years while it took Germany 96 years.
The USA had to issue 32 Acts before its success.
The government, therefore, must be in a great hurry
and needs cooperation from the lower to the upper
levels or starts from the grassroots as a major
political strategy and the strategy in creating
the nation by fighting against poverty. [t must be
remembered that the objective of reform is not
to privatize but to make sure that people will be
governed by law not by governors. In addition, there
must be strategies in issuing rights documents.
That is to create the rights system with lower
expense than illegal land trespassing. Otherwise,
more land trespassing will occur. Another problem

around the world and needs urgent correction is that




marketers neglect to study grassroots economy and

don't care for the poor. Those who are interested in

grassroots development don't believe in marketing,
hich is too bad.

The conclusion for this lecture is to put more
focus on laws because right now the largest gap in
the world is the incoherent economic and legal
systems, which is an obstacle to liquidity and makes
it unable to use credit, loans or to operate
the business instead of capital. And as the poor
have only their living and houses, reform must start
from home, medium and small businesses, not from
talking about justice system reform. This must not
be regarded charity anymore but the development
and growth, and the survival of the country at present

and in the future.
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“I strongly believe in the poor.”
Hernando de Soto
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