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THE CALL FOR ECONOMIC LIBERTY IN THE
ARAB WORLD

TUESDAY, MAY 21, 2013

HOUSE OF REPRESENTATIVES,
COMMITTEE ON FOREIGN AFFAIRS,
Washington, DC.

The committee met, pursuant to notice, at 9:40 a.m., in room
2172 Rayburn House Office Building, Hon. Edward Royce (chair-
man of the committee) presiding.

Chairman ROYCE. This committee will come to order. Today we
will look at the economic factors behind the unrest in the Middle
East and the unrest that swept across North Africa. In particular,
we are going to look at how the basic lack of access to property
rights, the basic lack of access to rule of law, and the basic exist-
ence of endemic corruption contributed to the economic hardship of
tens of millions.

The upheavals that have swept across the Middle East and
North Africa since 2010 have forever altered the region’s political
landscape. They call into question longstanding U.S. policies to-
ward Arab governments. They also present an historic opportunity
to advance reforms that would economically empower impoverished
individuals throughout the region and ultimately help stabilize
these countries.

Unfortunately, generations of families in the Arab world have
been forced to endure human rights abuses, forced to endure polit-
ical repression. So it would be easy to mistake the Arab Spring for
a purely political uprising. But that would mean overlooking a key
source of the region’s justifiable unrest.

It was not the speeches of opposition leaders that inspired mil-
lions to take to the streets. From a fruit vendor in Tunisia to the
unemployed youth, these protests were driven by students and
merchants and would-be entrepreneurs demanding the opportunity
for a better future, demanding their economic liberty.

Economic repression, not ideological strife, is what has driven so
many Tunisians and Egyptians and Yemenis to the drastic step of
suicide in recent years. Regrettably, this alarming trend of self-im-
molations has continued along with the calls for change throughout
the Arab world.

In a political transition, those giving aid have historically focused
on strengthening political parties, on organizing elections, on writ-
ing constitutions, on drafting laws, but what happens when the
popular uprisings are, in this case, more economic than they are
political? What happens in that set of circumstances? If we don’t
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consider the economic forces behind the Arab Spring, the lack of
legal protections for personal property, the endemic corruption, and
other constraints to growth, then no amount of U.S. aid will bring
prosperity to the region, which is very much in our interest.

We need a major shift in how we view these countries if we are
going to respond effectively. For example, can economic growth be
achieved in an environment where the majority of citizens are sys-
tematically barred from entering the formal economy—where it
takes thousands of dollars and up to 2 years to obtain all of the
proper permits and all of the proper documentation to get a license
to even make a living? How can access to credit programs be sus-
tained when the majority of entrepreneurs don’t have secure prop-
erty rights and, thus, real means to provide collateral?

Unfortunately, overcoming these constraints to economic freedom
and growth in the Middle East and North Africa is not going to be
easy. It is not simply about getting good laws on the books. In
many cases, reasonable commercial and personal property rights
laws already exist there on paper, but these laws do not mate-
rialize in practice. And that is the problem.

Today we will hear from Mr. Hernando de Soto, an economist
who literally wrote the book on the importance of these types of
changes and the importance of moving from the informal to the for-
mal sectors in the developing world. He has worked closely on
those issues with former Secretary of State Madeleine Albright,
who offers her own unique perspective on the relationship between
the rule of law and economic prosperity. We are fortunate to have
them both here today to discuss how U.S. policy should respond to
these challenges.

At this time, I would like to recognize our esteemed guests from
the diplomatic community as well as a delegation of private sector
leaders from the Middle East and North Africa. We want to recog-
nize those who are with us as well. And they are working to realize
the economic aspirations of the people of their region. Thank you.

I will now turn to the ranking member of the Middle East and
North Africa Subcommittee, Ted Deutch, for his opening remarks.
Mr. Deutch?

Mr. DEUTCH. Thank you, Mr. Chairman. I thank you for holding
today’s hearing. Thank you to our distinguished witnesses for being
here today to discuss this vitally important topic.

Ranking Member Engel couldn’t be here because he had to at-
tend a funeral this morning. Mr. Chairman, I ask unanimous con-
sent to enter his statement for the record.

Chairman RoYCE. Without objection.

[The prepared statement of Mr. Engel follows:]



Ranking Member Eliot L. Engel
Opening Statement for Hearing on “The Call for Economic Liberty in the Arab World”
May 21, 2013

Chairman Royce, | want to thank you for calling this important hearing. Mr DeSoto, [ am
intrigued by your thesis and look forward to hearing your testimony. Secretary Albright, as
someone who served this country with great wisdom and courage during a time of great political
and economic transformation around the world, you offer unique insight into how the U.S. can

best respond to the challenges we face in the Middle East today.

Over the past three years, this Committee has spent much time examining and debating various
U.S. policy responses to the Arab Spring. And while it is critical that our Committee continue
discussing discrete issues such as support for the Syrian opposition, the rise of political Islam in
Egypt, and instability in Yemen, we would be particularly remiss if we did not also focus on

understanding the root causes of ongoing political upheaval throughout the region.

That upheaval is often traced to a fateful act of self-immolation by Mohammed Bouazizi, a
young Tunisian street vendor, after his produce cart was confiscated for his failure to pay a bribe
to a local official. This young man’s horrific death by his own hand seemingly encapsulated the
frustrations of an entire generation of Tunisian and Arab youths fed up with corrupt and

oppressive regimes.

Corruption, cronyism, and lack of mobility for the poor are endemic throughout the region. And
this economic discrimination is often exhibited in forms far more pernicious than the
confiscation of a vending cart. For example, Cairo is replete with shanty-town neighborhoods in
which most residents do not even hold formal title to their homes. Even pro-regime Syrians
often privately acknowledged, prior to the rebellion, that the economy was run primarily to
benefit the Assad family and its cronies. And in Yemen, economic decisions have long been
based on regional and tribal loyalties. Indeed, lack of economic — and political -- freedom has
been a common denominator of much of the region, and we’ve seen its explosive implications

over the past two-plus years.



The United States has not been blind to the economic dimension of the Arab Spring. In fact, the
President’s budget request both this year and last contained a proposal to create a Middle East
North Africa Incentive Fund, which would inaugurate a new paradigm for foreign assistance in

the region.

Modeled on the Millennium Challenge Corporation, which has been quite successful in
encouraging partner governments to pursue policies that promote economic growth, the MENA
Incentive Fund has been described by the Administration as a tool to challenge and hold
governments accountable for their economic policies. This would be a dramatic departure from
the manner in which much, if not most, of our assistance is provided to the region -- that is,
largely determined by strategic considerations alone and all too often regarded by recipient
governments as an entitlement. The Fund would also give the State Department more flexibility,
pending Congressional oversight, to direct funds to wherever breaking events determine they are

needed most.

While I have many questions about the Fund’s details, and some concerns about the broad
authorities requested by the Administration for the program, 1 am glad that at least some policy-
makers at the State Department are thinking big. And I'm hopeful that this year Congress will

pass this Fund into law in an appropriate form.

After the fall of the Berlin Wall, Congress reacted by passing the Freedom Support Act, and
several years later, the Support for Eastern European Democracies Act. We gave the State
Department and USAID the resources and authority to promote democratic and free market
transitions in former Communist states. Now the same must be done for the Middle East, where
the Arab Spring presents arguably the largest regional political transformation — and the largest

political challenge -- since the end of the Cold War.

If we are serious about promoting political and economic liberty in the region, then our foreign
assistance programs in the region can’t be run on autopilot. Tackling the roots of the Arab
Spring will require a radical rethink of how we operate in the region. The Middle East North

Africa Incentive Fund is one aspect of this rethinking process, though surely it isn’t the last



word. In undertaking this rethinking process, we must accept that it is indeed a process. There
are no certainties, but given the stakes — will yet another generation of Arab youth be alienated
and led into unproductive and often destructive activity? — I believe we have no choice but to

be fully engaged.

I do want to make one additional point, and I direct it mainly to Dr. de Soto. 1 am skeptical that
lack of economic liberty was the main cause of the Arab Spring — and T am convinced that it is
not the only cause. Many other, greatly inter-related factors were at play, including ossified
regimes, the youth bulge, religion, and — never to be underestimated — the simple yearning for
freedom, even by those who understand its practical application imperfectly. That said, 1 am
eager to listen to your message — and to Secretary Albright’s — with an open mind. I hope the two
of you can provide insights into the roots of this transition in the Middle East, as well as
recommendations for how the U.S. can best respond to the many challenges this ongoing,

turbulent transition poses.

Mr. Chairman, thank you again for holding this hearing.

V%)
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Mr. DEUTCH. It has been only 2% years since the Tunisian street
vendor changed the course of history in the Middle East. And, as
we all remember, Mr. Bouazizi, an unlicensed street vendor, was
being harassed by police and accused of evading an arbitrary fine.
The police confiscated six crates of his fruit and his electronic scale,
slapped him in the face, and denied him any appeal.

In debt, tired of being harassed, and without recourse, Bouazizi
set himself on fire. His act became a catalyst for the Tunisian revo-
lution and wider regional upheaval, inciting demonstrations and
riots throughout and protests of social, political, and economic
issues.

After years of brutal repression of freedoms and human rights
abuses, the people of Tunisia, Libya, Yemen, and Egypt deposed
long-time dictators and are now struggling to rebuild their shat-
tered nations. And it has not been easy.

Syria is engaged in a bloody civil war as Assad slaughters tens
of thousands of Syrians in a desperate attempt to cling to power.
We cannot ignore the impact that this harrowing struggle is having
on the region as millions have been displaced from their homes and
their country.

As the youth population in the Arab world grows, their calls for
a better life will not be silenced. As Mr. de Soto has previously
written, there were institutional barriers that kept Bouazizi and
others like him from ever ascending into the formal economy. At
the time of his death, it would have taken at least 140 days and
$3,000 to register his business. The $3,000 is roughly 12 times his
monthly net income and subjected Bouazizi to a life with no social
or economic mobility.

Today, Egypt’s official unemployment rate is 13.2 percent, up
from 12.6 percent in the first quarter of 2012. But the reality is
likely that it is well beyond 20 percent.

Political unrest has scared away direct investment and tourism.
A major economic driver has yet to recover in North Africa.

In the midst of Assad’s reign of terror, it is estimated that Syria’s
economy has crumbled, shrinking between 30-45 percent since the
start of the revolution. This continued contraction is impacting its
neighbors, Lebanon and Jordan, as they struggle to deal with the
sharp decrease in trade and the influx of refugees.

According to reports last week, there has been a sharp slowdown
in Lebanon’s economic growth since the start of Syria’s conflict
from 7 percent to barely 2 percent. And Jordan is unable to find
employment for its %2 million refugees.

One bright spot is the announcement by the Tunisian prime min-
ister yesterday that the economy grew 3.2 percent.

While its economic inequality was an element of the instability
that led to the Arab Spring, I am not convinced that it was the pri-
mary cause. We cannot discount the appalling lack of basic human
freedoms, the role religion played in the region, sectarian rivalries,
and the growing youth population.

U.S. engagement in the region must respond to all of these fac-
tors. We cannot ignore gross human rights abuses. We must work
to ensure basic freedoms, which will be essential to sustainable eco-
nomic growth.
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There needs to be a true commitment to promoting democracy
and human rights, substantial economic investment, and a serious
attempt to address corruption so that a new generation of Arab
youth isn’t subjected to the same stagnant government rule.

USAID currently has $800 million in programs in 32 countries.
They are strengthening the resource rights of many of the world’s
poorest people. And I commend them for their work and encourage
them, where possible, to engage in similar programs in the Middle
East.

Secretary Albright, as someone who has served this country dur-
ing a time of great political and economic transformation around
the world, we look to you and Mr. de Soto today for guidance in
helping our committee develop a policy that facilitates a successful
transition to democracy.

Efforts to reform the economic and political systems throughout
the Middle East and North Africa will take many years. And re-
sults obviously will not be immediate, but we face few foreign pol-
icy challenges of greater importance.

And T look forward to your testimony. I thank you. And I yield
back, Mr. Chairman.

Chairman ROYCE. Thank you. Thank you, Mr. Deutch.

This morning, we are honored to be joined by Mr. Hernando de
Soto and by Secretary Madeleine Albright. Mr. de Soto is the presi-
dent of the Institute for Liberty and Democracy, a globally recog-
nized think tank headquartered in Lima, Peru. In his notable ca-
reer, Mr. de Soto has held numerous positions in the public and
private sectors, including serving as a governor of Peru’s Central
Reserve Bank. Mr. de Soto is credited with designing the reform
of Peru’s property system, which has provided land titles to over
1 million people and helped integrate informal businesses into the
formal economy in Peru. He has advised leaders in 30 countries
and published numerous works, including his seminal work, “The
Mystery of Capital: Why Capitalism Triumphs in the West and
Fails Everywhere Else.”

Secretary Albright was confirmed the 64th Secretary of State in
1997, making her the first female U.S. Secretary of State. Sec-
retary Albright currently serves as chair of the Albright
Stonebridge Group, a global strategy firm; and is chair of Albright
Capital Management, an investment advisory firm focused on
emerging markets. She continues to serve in numerous positions,
including chair of the National Democratic Institute and as a pro-
fessor in the practice of diplomacy at Georgetown University. She
has also authored five New York Times best sellers and in 2012
was awarded the Presidential Medal of Freedom.

We are going to go to two more opening statements for 2 minutes
each. And then we will go to Mr. de Soto and Secretary Albright,
but let’s go to our chairman emeritus here, Ileana Ros-Lehtinen.

Ms. ROS-LEHTINEN. Thank you so much. Thank you, Mr. Chair-
man.

And welcome to our witnesses. It is a delight to see you both
again. And Secretary Albright is a real hero in our community for
many reasons.

As we have heard this morning, it is a challenge to understand
the root causes of the Arab Spring because there is no one root
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cause for this movement, understanding any large-scale social
movement is difficult. The image of the Tunisian street vendor self-
immolating in protest over government officials confiscating his
goods has widely been credited as the catalyst for the start of the
Arab Spring, but the tensions have been simmering for years
across the region.

These areas, as we know, are rife with poverty, with unemploy-
ment. The people lack economic mobility and security. And, most
importantly, there is no democracy, no real foundation for democ-
racy, to speak of. Corruption at all levels of the government is en-
demic. And these countries have large numbers of youth with no
jobs; no prospects; and, worst of all, no other options.

In 2009, the unemployment rate for the entire Middle East and
North Africa region was 24 percent. In Libya, unemployment for
those under the age of 30 before the Arab Spring was 23 percent,
while it was 27 percent in Egypt, 31 percent in Tunisia. So it was
just a matter of time before it all came to a head.

There is no rule of law. The laws they have are prohibitive to fos-
tering the economic growth that is needed. These countries can’t
grow their economies. They can’t build wealth. And in order to do
that, these countries need to dramatically and drastically reform
their governments, reform the laws because the government needs
to be reformed. And until that happens, the laws can’t be reformed.

So, Mr. Chairman, thank you for calling this hearing because if
the laws cannot be reformed from the bottom up, the economy can-
not grow. There cannot be economic growth without security. And
so we are stuck in a vicious cycle unless democracy comes to the
Middle East.

And I look forward to hearing from these two excellent witnesses
about the way out and the way forward. Thank you so much, Mr.
Chairman.

Chairman ROYCE. Thank you.

We go now to Mr. de Soto.

Mr. DE SoTo. Thank you, Mr. Chairman.

STATEMENT OF MR. HERNANDO DE SOTO, PRESIDENT,
INSTITUTE FOR LIBERTY AND DEMOCRACY

Mr. DE SoTto. I would like to say, first of all, how we Latin Amer-
icans got involved with the Middle East. We have been around for
about 30 years. And it was simply because we had been studying
what we call in Latin America, much of the Third World the infor-
mal economy and had, as a matter of fact, had an important role
in Peru and El Salvador and a few other Latin American countries
in terms, when there was great violence, of bringing these people
into the formal economy and producing in the case of my country,
what is today Latin America’s highest growth economy. And it was
because the aid people came in and made the difference.

Now, when we were called in, we were asked the first thing by
the governments we work with, is, “Give us how big the informal
economy is.” So I would like to define, first of all, what I mean by
“big.”

Informal economy for us is all those who are entrepreneurs and
who do not have the tools to do what entrepreneurs do, which is
combine. God gave us natural resources. And He put them all in
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the wrong places. And the question is, entrepreneurs come. And
they combine them and make things work and make them useful.
Not one thing in this room comes from one place. Everything is a
combination. And that is what entrepreneurs do.

But entrepreneurs can’t bring things together if they don’t have
nails or things that fix things together. Where do they need to fix
things together? Not just the market. What they need is, on the
one hand, a title to whatever it is that you have got because you
have got to transfer it. And it has got to be a fungible title.

You need limited liability. Otherwise every enterprise you get
into, you are risking all the things you have got.

You have got to have property so that you give it in shares. Oth-
erwise, how are you going to raise capital? How are you going to
guarantee credit if you do not have the possibility to collateralize
your goods? What do you do if you don’t have a perpetual succes-
sion? How are you going to pass whatever business you own to
somebody else? What happens if you have as your only hierarchy,
your family, and not a business?

Now, the question then is, how many people, how many enter-
prises; for example, in Egypt, with a team of 120 Arabs, will be
able to determine that they actually don’t have these things in our
enterprise? And the reply is 84 percent of all enterprises. In every
Arab country, we have gone to 84 percent of all enterprises, or
about 85, do not have those tools. It doesn’t matter what they are
called. They don’t have them.

When it comes to finding out how much of real estate is actually
under the law that you can say, “Mahmoud lives here” and a cer-
tificate comes in and joins that, it is only 8 percent. Ninety-two
percent are outside the system.

When that happens, then everything that I think Representative
Ros-Lehtinen,—and it is very interesting—all the figures, then, on
unemployment come into doubt because what happens—your point
is very interesting—is that even Bouazizi, who burned up—he was
the first to self-immolate—was a member of the unemployed club.
And they were all entrepreneurs. And none of them was unem-
ployed. Those statistics are a sham. They are not correct because
the statistics don’t have place for what we call the informal econ-
omy.

Now, what was interesting about the self-immolator, Bouazizi,
was the following that, that when he self-immolated, he said, “The
reason I self-immolate is for being expropriated.” We sent a team
there that stayed 20 months, and when we asked if he understands
property rights, he said, “No, I do not understand property rights.
I understand expropriation.” So the other problem we have got is
not only that “unemployment” is a decoined word; “property rights”
is not. But they were expropriated. In the process, we found out
that there wasn’t one self-immolator, that in a space of 60 days, lit-
erally 64 people have self-immolated. And they all said it was
about expropriation. And they all said they all self-immolated the
day they were expropriated.

Now, if you add those 64 self-immolators who were capable of
dying for that to the fact that it is 380 million Arabs who live out-
side the world of property rights or the rule of law as we under-
stand a functioning market economy, that kind of explains why
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every time you have Arab nations trying to do something together,
they are not able to come together. But on this, they did come to-
gether. And it had to do with property rights.

Now, here is the big problem. Did they take away his things? No
because property rights is more than about things. When Bouazizi’s
property was taken away, his wares, his goods, it wasn’t under the
law. It meant simply that everything he had was under the deci-
sion of one or two persons in a political system. Those one or two
persons when they withdrew his right to sell there, they withdrew
his right to credit. He could no longer use his house for a guarantee
to buy anything. He could not form a company. He was ruined.

The idea of the rule of law is that these things can’t happen any-
more. That is what they are missing. And it is there, and it hap-
pens to be their agenda.

One last comment regarding that. The role that America can
play is absolutely enormous because from our point of view, Amer-
ica isn’t just something that starts in Canada and ends in Mexico.
It is an idea. You were born around the idea of freedom and prop-
erty. And every country in the world that is born around an idea,
it is more an idea than a country. Actually, it doesn’t recognize
what we consider the hundreds of millions who are entrepreneurs
outside the law. The same way your people when your nation was
born, these people are not being given the message that they need
to be encouraged to do that, instead of doing something else.

[The prepared statement of Mr. de Soto follows:]
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Harnessing the Market Forces of the Arab Spring
to Generate Growth and Peace

Written Statement by Hernando de Soto for the Hearing
“The Call for Economic Liberty in the Arab World”

A Proposal already under Discussion for Implementation by Arab Governments and
Private Sector Leaders that Would Increase Annual GDP Growth by 2%,
according to Egyptian and U.S. Estimales

May 2013

The Arab Spring represents an unprecedented opportunity to remove the constraints to
broad-based economic growth in the Middle East and North Africa (MENA). Few have
realized that the persistent unrest in the Arab world is a symptom of a pro-market
revolution sparked off by hundreds of small entrepreneurs protesting constraints such as
expropriation. But removing these constraints cannot happen without dealing with the
underlying causes behind these constraints. We refer to them as the “overriding
constraints” or the main barriers to creating sustainable development in MENA.

It is conventional wisdom in the West that market-based entrepreneurship and investment
are the primary drivers of economic growth. For broad based growth to happen in the
depressed Middle East and North Africa (MENA) the economic constraints that get in the
way must be identified and removed.”

As Latin Americans involved in reducing transaction costs for governments worldwide, we
at the Institute for Liberty and Democracy (ILD) could not agree more. We know that
most well-trained Arab elites also agree. (See Annex 1 for our measurement of some
constraints in MENA and, as an example, our estimate of the size of Egypt’s constrained
economy)

Why doesn’t Tunisia — and the rest of the governments in the MENA region — just get rid
of “the constraints to growth™?

For us, there are two ways to answer that question:

First, the reason it has always been difficult to remove constraints to growth in developing
and transition economies is because the real constraints are found at a higher
institutional level. Another way of saying this is that western countries got good at
removing constraints because they previously solved what | call the “overriding
constraints to the constraints — what | want to call the “constraints to the constraints.”

Our second answer is what | imagine would have been what Mohamed Bouazizi would
have replied — if, in addition to being the Tunisian street vendor whose public self-

1 “Towards a New Economic Model for Tunisia: Identifying Tunisia’s Binding Constraints to Broad-Based
CGrowth”; a joint study by the African Development Bank, the Government of Tunisia and the U.S. Government —
commissioned by the Millennium Challenge Corporation (2013).

2 The ILD is a Peru-based, think tank and problem solving organization dedicated to understanding - through
Sfieldwork - the extra-legal origins of market ies and providing ping countries with strategies to
establish the rule of law.
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immolation on 17 December, 2010 sparked the Arab Spring, he reincarnated in your
Congressional Hearing with a degree in institutional economics. | have the nerve to
make this statement because just after his death we dispatched a team to Tunisia that
ended up spending 20 months in the region to find out why someone would commit
suicide after authorities confiscated a cartful of fruit and a used scale. In the course of our
research, we located 63 more men and women who replicated Bouazizi’s blazing protest
within the first 60 days of the Arab Spring —in one country after another. Like him, they
were all entrepreneurs, who had also been expropriated. We have their stories, not only
because we interviewed their families, colleagues and their authorities, but also because
we had the opportunity to interview many of the 37 who had survived.

Since you are politicians, you know better than | do that politics is as much about
government as it is about people. That is why a day ago | tore up my long-winded
professional testimony because Bouazizi's story really brings across what it means not to
have property rights governed by the rule of law, something that Westemers take for
granted. My plan is to touch on the professional angle in order to spend more of my
limited time reporting to you what | learned from the Arab self-immolators.

| begin with what | want to call -
THE OVERRIDING CONSTRAINTS to MENA GROWTH - AND THEIR SOLUTIONS
We have organized these overriding constraints and solutions into four categories:

1. MYTHICAL CONSTRAINTS: Many in the Arab world — and outside it — believe that
Arab culture and a market economy are incompatible. As a result, there is insufficient
political will to remove economic constraints.

LD FINDING: The Arab majority is already in the market — 380 million people in the
MENA region derive their livelihood from it, without protection from the law. The reason
they perform poorly is the lack of information, confidence and joining devices property
rights and business law provide. Without these, it is impossible to use assets to obtain
credit or capital, or to combine assets and talents so that the sum may be greater than
the parts.

Conclusion: Entrepreneurs and markets don’t perform well in MENA because they
lack the critical ingredient for creating wealth — property rights.

2. PROPERTY RIGHTS CONSTRAINTS: Only 8% of land in the MENA region can be
used to collateralize credit. Only about 15% of Arab enterprises and families have access
to the property rights that facilitate valuable combinations and protect them from the kind
of arbitrary expropriation that triggered the Arab Spring.

O FINDING: The average Arab entrepreneur needs (o present 57 documents and
faces 2 years or more of red tape to obtain a legal property right over land or a business.
If all these constraints were removed, annual growth could increase by 2% after 5 years.

Conclusion: MENA Property rights systems are not that bad. The issue is
economic apartheid: the majority of Arabs don’t have right to those property rights.

3. PRE-INDUSTRIAL REVOLUTION CONSTRAINTS: From an entrepreneurial
perspective, one cannot remove constraints by focusing on one or two government
departments. Obstacles underpin the entire legal system. In Egypt, for example, to legally
open a business requires dealing with 29 different government agencies and navigating
215 sets of laws.
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LD FINDING: The challenge to removing these constraints is twofold: (1) adapting the
whole system to society that is in the midst of a transition from a premarket to a market
order; (2) giving the majority not just better property rights but rights to property rights.

Conclusion: Removing constraints requires a different set of skills than adapting
society to the Industrial Revolution. Fighting economic apartheid is a political
responsibility at the highest level.

4. POLITICAL MOTIVATION CONSTRAINTS: For any politician — even the most
reform-minded one — to challenge the status quo carries extreme political costs. What
makes them so high is the lack of procedures for systematically achieving consensus.

ILD FINDING: Only by displacing these four categories of overriding constraints will Arab
governments be ready to address their ullimate objeclive of removing their economic
constraints to growth. To do that they have to complement growth techniques with the
ability to manage a traditional society’s fransition to one that is compatible with the
Industrial Revolution.

Conclusion: Since the West has forgotten the number and size of institutional
reforms it had to implement to accommodate the Industrial Revolution over the last
150 years, it’s going to be a pretty lonely voyage for Arab leaders.

WHEN THEORY MEETS REALITY: BOUAZIZI'S STORY

Let's begin with the widespread view that property and markets are not important to the
average Arab. If this belief is left unchallenged, thers is little likelihood politicians will put
the task of removing constraints at the top of the agenda.

The only thing that can overpower a hypothesis that has lasted so long is factual
evidence to reveal that it is a myth. Over the past 13 years of research in the MENA
region to help governments remove constraints and create inclusive markets — involving
15 Peruvian and 120 Arab researchers and some 300 grassroots facilitators ~ the ILD
has turned up enough factual evidence to discredit the argument that Arabs and markets
are incompatible. In Egypt alone, the “constrained” private market accounts for between
40% and 68% of the naticn's labor force, depending on how you count it, and 84% of
businesses and 92% of land parcels. In fact, LD has estimated that some 380 million
Arabs derive most of their income from the constrained market.

How could something so big be so invisible? The simple answer is bad categorization. If
business in any developing nation doesn’t produce wealth, its government will consider it
“informal”, “traditional”, “customary”, “tribal”, “cultural”, “refugee,” “micro” or simply the
poor man’s response to unemployment. Such enterprises get labeled as outside the
realm of real business are then shelved and forgotten — disguised in official government
statistics about the nation’s economic activity. When poor entrepreneurs do get labeled
as a proper business, the system gives them a legal status with none of the legal
mechanisms that enable a modern business t¢ scale up its operations, such as: property
rights that facilitate buying and selling for combinations, limited liability, and asset sharing
to reduce the risk of expropriation; the ability to make commitments to contractual
documents instead of speech acts; a hierarchic structure independent from family or
political organizations to divide labor among specific sub-functions submitted to a single-
control system; limited liability to reduce risk and separate what is personal from
business; perpetual succession so as to transfer capital and reputation over time; asset
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partitioning to pull and distribute resources in the abstract without having to physically
separate them; to issue shares representing property against investment; to create a
moral personhood to establish a separate entity independent from its owners within which
collaborative efforts can be objectively organized; asset collateralization to generate
mortgages, guarantee credit, and encourage compliance by attaching owners to assets,
assets to addresses, and addresses to enforcement.

Without these legal tools, there is no way an entrepreneur or an investor can be efficient
in the 21st century. In short, what I’'m saying is that the absence of property, the rule of
law, and their benefits are the mother of all constraints. It is only when a society knows
who owns what, what is where, and how to divide labor and combine talents and
resources that it can call its economy truly unconstrained. Without property systems,
entrepreneurs cannot hold, transfer, assess, certify value, and know that they and the
rest of the world are playing according to the same rules, procedures, and
standards. Property provides knowledge and connectivity; and without that, markets
don’t work.

The publication of such evidence earned our tiny organization in deepest, darkest Peru a
worldwide reputation in development, academic, and journalistic circles. Not only was
our analysis considered interesting but the experts also paid attention to our proposal that
for development purposes the world should be divided between those who operate under
property rights and the rule of law (two billion people, according to ILD estimates) and
those who don't (four to five billion people). That poor majority scrambling for a living in
the shadows of the legal system — we have advised the governments that contract our
assistance in their reform efforts — is their major source of conflict and violence and
producing a huge social rift in their societies

The ILD’s approach to development has been adopted by international organizations and
governments. To be sure, we were controversial but we were also influential, but not to
the point of bringing down the myth that ordinary Arabs were culturally unfit to enter
global markets. We figured that it would take a generation or two for the facts that we
have gathered about the huge amount of market activity going on throughout the MENA
region — unless something tremendously dramatic happened.

Bouazizi spoke for 380 million Arabs without property rights

Well, something tremendously dramatic did happen when, on 17 December 2010, the
street vendor Tarek Mohamed Bouazizi set himself on fire in front of the governor's
offices in the small Tunisian city of Sidi Bouzid to protest having been arbitrarily put out of
business. The Arab Spring itself — sparked by the self-immolation of entrepreneurs
protesting their lack of property rights and driven by the sympathy of millions of Arabs — is
evidence enough to demolish the hypothesis that Arab do not want to live in a modern
market economy.

ILD also discovered that Bouazizi's blazing protest was not an isolated phenomenon but
part of a spontaneous collective action: within the next 60 days, at least 63 more men and
women in Tunisia, Algeria, Morocco, Yemen, Saudi Arabia and Egypt also set
themselves on fire. All were extralegal entrepreneurs (builders, contractors, caterers, ITC
businessmen, etc.); during extensive interviews with their families — and with a dozen
of the 37 self-immolators who survived — we heard the same word to explain their
motivation for staging a public suicide: “expropriation” — i.e. the lack of enforceable
property law. When we asked Bouazizi's family what they believed he had died for, they
answered, “For the right to buy and sell.”
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ILD research also revealed that upwards of 380 million people depend on the region’s
massive informal economies for their livelihood — sharing the same fears of expropriation.
Litle wonder that millions went into the streets to demand change and topple
governments.

Massive suicide in defense of property rights is hard for the modern Western mind to
understand. Especially since we’re talking about a man like Bouazizi, who set himself on
fire to apparently only protest for the loss of an electronic scale and fruit —that the ILD
estimates at a total value of US$225. Yet it would have been quite simple for a US
frontiersman to comprehend: Bouazizi's right to hold on to things, buy and sell them,
were not protected by law but by the arbitrary and personal good will of local authorities.
So, when they took away his goods and his location and refused to change their minds,
the only source of nearly all of his rights was shut off.

Bouazizi had no law to appeal and was thus immediately ruined: he had no possibility of
getting another location, since it was not only the location that authorities took from him
but also the right to a location; since he could no longer repay the loans he had taken to
buy his confiscated merchandise, he was also bankrupt and no longer credit-worthy; nor
could he sell his business and move elsewhere because he had no documented “legal
person” to pass on to buyers; he couldn’t get a fresh injection of capital because he had
no right to issue shares.

The majority of MENA entrepreneurs operate in an economic system that is, in effect,
where most ordinary people were at the beginning of the Industrial Revolution. They are
beginning to understand that as old traditions and local rules fade, they need the legal
property and business tools that their counterparts in the West — and the elites of their
own countries — take for granted; they also know in their bones that their governments
and legal systems have excluded them from those rights; and after their revolutions, they
are no longer willing to depend on their only alternative — the crony protection of local
authorities who can expropriate their property on a whim and ruin them.

That is why Bouazizi and so many others lit themselves on fire — because they lost more
than the wares that meet the eye; they were also expropriated of the few tools they had to
make a living as entrepreneurs. And that is why within a few days of Bouazizi’s self-
immolation, millions of people with the same transitional property rights he had went into
the streets and toppled governments throughout the Middle East and North Africa.

Property rights is about more than protection of ownership

Property rights are taken for granted and ill-defined in the West. But for developing and
transition economies, all 5 billion of us Latin Americans, Arabs, Africans, and Asians,
property rights are more than a selfish argument in defense of the real estate of the very
rich. In fact, if we agree that economic growth is primarily driven by entrepreneurship and
investment, then no one can even begin to think seriously about making societies like
those in the MENA region that are in transition to grow on the basis of broad based
entrepreneurship unless they are given access to the information and joining devices that
property and business law provide so that they can make valuable combinations.

Making “combinations” is what entrepreneurs do. Mother Nature provides us with all the
resources we need, but most of them are useful only if entrepreneurs are able to combine
them into more complex wholes. The higher the value of these aggregations, the more
economic growth there will be. Humanity's most innovative achievements — from the 120
parts that make up my clock to the countless financial deals and developments that
produced the Internet and flight navigation systems — all result from joining people and
things to each other.
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To make those combinations for producing growth, entrepreneurs need information and
joining devices — found in documented property systems and business law. For
entrepreneurs and investors to locate suppliers, infer value, take risks and combine even
such simple things — to borrow a famous example — as graphite from Sri Lanka and wood
from Oregon into pencils requires knowing who owns — and owes — what and where, and
then fixing that information in public records. Property does not just establish that Smith
owns the factory but also describes that factory as an address where mortgages can be
foreclosed; debts, fees and taxes collected; deliveries made; where credit can be
secured; shares can be issued against capital; utilities services can be controlled; and
bills collected.

That's one of the principal reasons why Western entrepreneurship has triumphed for the
past 150 years, according to ILD’s research into the history of how the world’s greatest
economies evolved out of their own chaotic, dispersed and lawless markets into engines
of growth: progress came part and parcel with property rights that provided the best
available knowledge to explore economic combinations. So no matter how many
economic constraints governments remove or transactions costs they lower, no broad-
based entrepreneurial class will emerge until all of society has access to legal property
rights.

This is a little understood fact, mainly because too many in the West tend to view
property rights as essentially the protection of ownership — whether controlling assets,
transferring real estate, distributing land or marking the boundaries of parcels of land.
What they miss is that property rights have evolved from those original functions to play
other roles in modern society — like the feathers of a bird that might have evolved to keep
that creature warm but later were adapted for flight (a process that biologists call
“exaptation”).

Similarly, as markets grew beyond feudal, tribal and other small-scale units people
realized that if they were to take advantage of expanding markets, divide labor and trust
others on a large scale, they needed more written information on far away places and
situations than was available locally. And the place where that information started being
gathered, organized, recorded, updated and directed was in what we call “property
systems”. Over the last century and a half, the West has recorded and classified — in rule-
bound and publicly accessible registries, titles, balance sheets, and statements of
account — all the knowledge available relevant to the economic situation of people and
the assets they controlled, whether they were intangible (stocks, commercial paper,
deeds, ledgers, contracts, patents, companies and promissory notes), or tangible (land,
buildings, boats, machines, animals and books).

Thus property systems evolved from being exclusively a means to protect ownership into
a short cut to economic knowledge, a tool kit and the rules for joining things owned. They
produce the trust that allows credit and capital to flow and global markets to work.

Arabs and the fear of expropriation

Bouazizi and his fellow entrepreneurs in the bazaars and shantytowns of Tunisia and the
rest of the MENA region do not have access to such knowledge. The only property rights
that poor entrepreneurs have are those that they receive not through law but through the
good will of local authorities. Bouazizi, for example, had the informal right to park his fruit
stand in a particular place every day in the Sidi Bouzid market — until the authorities who
gave him that right decided to take it away, along with the fruit he was selling and the
scales he used to win the trust of his customers.
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Like Bouazizi, the majority of Arabs cannot make the market work to their advantage
because they are fragmented in non-specialized economically sterile groups where labor
cannot be efficiently combined. One has to understand that they live in a world where
Western categories are not present and rebellion is there to compensate frustration by
turning to violence. This is hardly new: At the time of the Industrial Revolution, Marx
witnessed this same phenomenon and concluded that violence was a natural response to
conditions of extreme inequality and alienation. And not so long ago, we at the ILD saw
with our own eyes during our participation in the war against the Shining Path insurgency
in Peru, how the entrepreneurial frustrations of ordinary Peruvians could easily be
whipped up into terrorism — in spite of the fact that that they were quite familiar with the
ideas of property and entrepreneurship.

At present, all our interviewees in the extralegal economy single out “expropriation” as the
main constraint and the source of their woes. Interestingly enough, if a plan to remove
constraints centers around the property of assets and enterprises, it can cut right through
most of the constraints that afflict Arab economies because, as we have seen, property is
the rhizome that cuts right across the whole economic system. In the small city of Sidi
Bouzid, where Bouazizi lived and died, there where 9 property systems, which means
that Tunisia must have hundreds more. There’s no way that you can reach economies of
scale with that many separate loose property arrangements.

Thus, any effort at reform must begin by integrating property law.
So how do you integrate?

Doing exactly what all developed countries have done over the last 150 years,
consciously or not: you pull together all the conventions on property into one codified law
that respects local norms where they make sense, which means that any process of
bringing everyone under one unconstrained law requires feedback from the different Arab
constituencies. If done properly, there would be no resistance to the shifting of ownership
from local to larger arrangements because it will make business more profitable and
burdensome parochial politicking more irrelevant. (See Annex 2 for an infographic
description of our on-going and past work to assist MENA governments with “breaking
the bell jar that discriminates between Arabs”).

To repeat: Property reforms to pave the way for entrepreneurship and investment in the
country will require all sorts of specialties. But given the complex nature of passing
people from a traditional to a modern order, strategic minds must lead the specialists.
Together with our Egyptian colleagues, we have written a description of our project for
you in a 1,000-page document, the contents of which can be broken into 12
representative groups of reforms that remove 40 major constraints. (See Annex 3, using
Egypt again as an example for, its 12 overriding constraints and the institutional solutions
to those blockages.)

Thank you for your attention.
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Chairman RoYCE. Thank you, Mr. de Soto.

We will go now to Ambassador Albright. We know you have a
previous commitment at 10:30, but we very much appreciate your
testimony and being with us until then. Ambassador Albright?

Ambassador ALBRIGHT. Thank you very much, Mr. Chairman
and members of the committee.

Before I begin, I would like to express my condolences and sad-
ness for what happened to the people in Oklahoma. I think that,
as we react to that, we will see how democracies really do behave
vis-a-vis the people that support it.

STATEMENT OF THE HONORABLE MADELEINE K. ALBRIGHT,
CHAIRMAN, ALBRIGHT STONEBRIDGE GROUP

Ambassador ALBRIGHT. I am delighted to be here this morning.
And, at the outset, let me say that I am testifying solely in my per-
sonal capacity and not on behalf of the National Democratic Insti-
tute, which, as you mentioned, I chair. I will, however, draw on les-
sons learned from my association with NDI, which has been sup-
porting democratic principles for more than a quarter of a century.

Mr. Chairman, I am really very pleased to be here this morning
with my friend and colleague Hernando de Soto. And we served to-
gether on the Commission on the Legal Empowerment of the Poor,
sponsored by the United Nations. And I learned a great deal from
him. And, as he has testified, Arab countries, like all countries,
would benefit from an economic system in which access to the pro-
tections of law are available to the rich and the poor alike. People
want to vote, but they also want to eat. And economic frustration
has contributed much to the unrest that we see in many places, in-
cluding in the Arab world.

Through their research, Mr. de Soto and his institute have estab-
lished an intimate connection between legal rights and economic
development. And this is a fact that we should bear in mind when
observing the events in Arab countries and when we contemplate
our own regional role.

As a perpetual student, I think that one of the things I have
learned is the constant argument about what goes first: Political
development or economic development? They clearly go together.
That is what I have learned.

And, as we know, Tunisia, Libya, Yemen, and Egypt have over-
thrown dictators and are in the process of building alternative gov-
erning structures. And, in so doing, they face two fundamental
risks. The first is that, fearing disorder, they will retreat from real
change and, instead, offer the same kind of centralized power that
ultimately destroyed the old regimes.

The second danger is that the new leadership will be so frag-
mented and, thus, unable to govern effectively, causing a decline in
public services, economic disruption, and popular discontent. To
succeed, these governments must be more open than their prede-
cessors, but they must also take practical steps to deliver on the
promises of a better life. And that requires creating institutions
that will address urgent problems in a visible way, ensure fair rep-
resentation for all, make sure that human rights are there, and
give citizens a chance to take charge of their own economic futures.
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Such a process begins, but only begins, at the ballot box. True
democracy demands a Parliament that functions, an independent
judiciary, a culture that rejects corruption, and an economic system
that generates opportunity. As we have seen, revolutions and other
sudden changes in government are often accompanied by a sharp
rise in public expectations. People have taken to the streets in sup-
port of new leadership, and they naturally hope to see improve-
ment in their own lives. But it is much easier to demand reforms
when out of power than to implement them when confronted by the
hard realities of public office.

Across the Arab world, officials without a background in demo-
cratic government are striving to draft constitutions, write legisla-
tion, organize ministries, and forge new political coalitions. And it
is little wonder that there are many in the region who would like
to learn from the experience of others. In my view, we have to do
everything we can to assist that.

Every situation is unique, but the road from autocracy to democ-
racy has become in recent decades a well-traveled one. And there
is much to be gained by bringing people in the Arab region together
with the authors of change in central Europe, Southeast Asia,
Latin America, and South Africa. And we, too, can offer help in co-
operation with other democratic governments in such tasks as or-
ganizing elections, establishing political parties, training judges,
fostering pluralism, and extending to all citizens the protection of
the law.

Mr. Chairman and members of the committee, the United States
has neither the desire nor the power to dictate what happens in
the new Arab democracies, but we can still exert a positive influ-
ence by fulfilling requests for technical aid and by remaining stead-
fast in support of democratic principles.

We must have faith that, as complicated as the democratic sys-
tem often is, it is still far more likely than any other to produce
societies that are at peace with themselves, with their neighbors,
and with us.

So let us not forget that the alternative to democratic support is
embracing governments that lack the blessing of their own people.
And that leads not to stability but to counterfeit, leaving us shack-
led to dictators, at odds with Arab democrats, distrusted by Arab
populations, and unsure of ourselves.

Make no mistake. We will all do better if Arab societies are able
to create a new model for governance in their region and if the next
Arab generation is known for its commitment to intellectual in-
quiry, its openness to fresh ideas, and its ability to thrive in free-
dom.

Thank you very much again for inviting me. And it is nice to be
back in this room.

[The prepared statement of Ambassador Albright follows:]
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Statement of Madeleine Albright
House Committee on Foreign Affairs
The Call for Economic Liberty in the Arab World
May 21, 2013

Thank you, Mr, Chairman and members of the committee, good morning.

At the outset, let me be clear that I am here today solely on my own behalf, not representing any organization,
including the National Democratic Institute for International Affairs , which 1 chair.

I will, however, draw on lessons learned through the work of NDI, which has been supporting the democratic
cause for more than a quarter century.

Mr. Chairman, I'm pleased to be here with my friend and colleague, Hernando de Soto, with whom I served in
2008 as co-chair of the United Nations Commission on Legal Empowerment of the Poor.

As Mr. de Soto has testified, Arab countries, like all countries, would benefit from an economic system in
which access to the protections of law are available to rich and poor alike.

People want to vote but they also want to eat and economic frustration has contributed much to the unrest we
see in the Arab world and elsewhere.

Through their research, Mr. de Soto and his Institute for Liberty and Democracy have established an intimate
connection between legal rights and economic development.

Experts in fighting poverty are now agreed that legal rights are essential for the poor to acquire assets, build
capital, obtain credit, and lift themselves into the middle class.

This is a fact we should bear in mind when observing events in Arab countries, and when contemplating our
own regional role.

As we know, Tunisia, Libya, Yemen, and Egypt have overthrown dictators and are in the process of building
alternative governing structures.

In so doing, they face two fundamental risks.

The first is that, fearing disorder, they will retreat from real change and instead offer the same menu of opaque
decision making and centralized power characteristic of the old regimes.

The second danger is that the new leadership will be so fragmented that it lacks the capacity to govern — causing
a decline in public services, economic disruption, and popular discontent.

To sidestep the risks, these governments must be more open than their predecessors, but they must also take
practical steps to deliver on the promise of a better life.

That requires creating institutions that will address urgent problems in a visible and effective way, ensure fair
representation for all, and give citizens a chance to take charge of their own economic futures.

Such a process begins — but only begins -- at the polling booth.
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True democracy demands a parliament that functions, an independent judiciary, a culture that rejects corruption,
an economic system that generates opportunity, and a free and vibrant civil society.

As we have seen, revolutions and other sudden changes in government are usually accompanied by a sharp rise
in public expectations.

People who have been promised change and have supported new leadership naturally hope to see improvements
in their lives — but it is much easier to demand reforms when out of power than to implement them when
confronted by the hard realities of public office.

Across the Arab world, officials without a background in democratic government are striving to draft
constitutions, write legislation, organize ministries, and forge new political coalitions in an environment where
most everyone has the means — in particular through social media -- to publicize every mistake.

It’s little wonder that there are many in the region who would like to learn from the experience of others.

In my view, we should do all we can to help.

Every situation is unique, but the road from autocracy to democracy has become, in recent decades, a well-
travelled one.

There is much to be gained by bringing people in the Arab region together with the authors of change in Central
Europe, Southeast Asia, Latin America, and South Africa.

And we too can offer assistance, in cooperation with other democratic governments, in such tasks as organizing
and observing elections; establishing viable political parties; working with legislative bodies; training judges;
fostering pluralism; and extending the protections of law to include all citizens.

Mr. Chairman, the United States has neither the desire nor the power to dictate what happens in the new Arab
democracies — but we can still exert a positive influence by fulfilling requests for technical aid and by remaining
steadfast in support of democratic principles.

We must have faith that, as complicated as the democratic system often is, it is still far more likely than any
other to produce societies that are at peace with themselves, with their neighbors, and with us.

Let us not forget that the alternative to democratic support is embracing governments that lack the blessing of
their own people.

That leads not to stability but to its counterfeit -- leaving us shackled to dictators, at odds with Arab democrats,
distrusted by Arab populations, and unsure of ourselves.

Make no mistake, we have an interest in seeing these democratic movements succeed; we will all do better if
Arab societies are able to create a new model for governance in their region; and if the next Arab generation is
known for its commitment to intellectual inquiry, its openness to fresh ideas, and its ability to thrive in freedom.

Mr. Chairman and members of the committee, thank you once again for your invitation to be here.

I look forward to our discussion.
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Chairman ROYCE. Thank you, Secretary Albright. It is good to
have you back in the room with us.

I was going to go first to Mr. de Soto with a question. I just re-
member some of the work that you were doing in Egypt some years
ago and your frustration at the time with the lack of commitment
to reform. I think it was the Mubarak administration that asked
you to leave the country.

You were in the process of advising them on the need to address
this issue—and corruption was a part of the issue. But I wondered
if you could go through that because I think it was interesting in
terms of what you found in Cairo at the time, and what the re-
sponse of the Mubarak government was at the time, in order to
give us an understanding of the lack of adjustment to rights in
these societies.

Mr. DE SoTo. Thank you, Mr. Chairman.

Yes. We were called in in the year, about 1999 and started a
project in the year 2000 that went into 2005 by the government.
And we reported directly to the prime minister and to the ministry
of the treasury. And the general idea was to draft the laws that
would allow a population that was about 60—64 percent, maybe 40
percent depending on how you calculate it, but it was 85 percent
of enterprise and involved 92 percent of all plots of land to come
to the legal sector because it didn’t have all of that information and
those tools that property gives, which allows it to combine and cre-
ate wealth.

Well the proposal was actually accepted by the Council of Min-
isters, and it was made operational. It just had one problem. It was
that we had insisted that we had to get rid of the notion that prop-
erty is real estate. Property is a condition under which you hold
and exchange things. It is a much bigger phenomenon.

Before you Americans, for example, are able now to have title in-
surance, you have got titles, you have got deeds, you have got
paper, whatever you have got, you have got about four generations
of reforms that, first of all, made that paper credible. You had a
constituency for property, even before you had a full democracy.
You had homesteading. You had preemption acts where Congress
turned down certain opinions of the Supreme Court. And you made
sure that people got into the place first. And that is how you start-
ed identifying them because they had to have property before they
could vote. So property has to come in, more or less, at the same
time.

And then you had manifest destiny. The whole thing why mani-
fest destiny worked was because you empowered people in the
country. And they had animals on their heads, if I recall, Davy
Crockett and Daniel Boone. And the Arabs have rags on their
heads. And those are the constituents of a market economy when
they came in.

So the general idea was, are the existing property rights institu-
tions, what they called property rights, the ones to carry the re-
forms, and the reply is that they are not because what is hap-
pening in the Middle East is not just about growth. It is essentially
the Industrial Revolution. These people walking on the streets are
essentially protesting about the rights being there.
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We have the films that we were going to show if we would have
had the time, but they are going to be on record, the films of what
these people said at the time that they were lighting up and dying.
There was no religious implication. There were no political implica-
tions. In the case of Bouazizi, he said, “I want to see the poor peo-
ple have the right to buy and sell.” Everything had to do with all
of the symptoms that you have with what we call Industrial Revo-
lution; that is to say, the passing of one society to another where
you work at a much larger scale.

So the issue at this time is not property rights, which is what
the Egyptian Government and Mubarak tried to do with our plans.
It is having the rights to property rights. It is meta rights. It is
what you first did all throughout the nineteenth century. Do Afro-
Americans have the right to the rights? It isn’t that you didn’t have
property law. It is who had the right to it and did settlers have it.
So that is the issue.

And that means the following thing. That means that one of the
recommendations that I came with is that those reforms that actu-
ally made the United States as we have studied them were not
technical reforms. They were essentially political reforms.

And I think that when one doesn’t understand that in the Middle
East, what you are talking about is essentially an emerging class
of people who are acting alone for the moment, being the only ones
to be able to mobilize a rebellion throughout all of the Middle East.
You are not going to be able to grasp it. You have got to be able
to have politicians that are able to see, for example, when it comes
to unemployment that there is none of that unemployment.

If you are poor in the Middle East, if you are poor, and you are
as poor as Mr. Bouazizi and you are not employed for more than
3 months, you are dead because you have got no way to feed your-
self. So all of those people are not unemployed. They are like your
early settlers who are working. They are just working outside the
law.

The question is how you make them come in. How do you then
change the basic statistics in countries throughout the world, like
us in the Third World, where the International Labor Organization
gives you two categories: Employed and unemployed? How about
employed formally, making your own way through life, and then
employees? There is a third category, which is a huge category,
which is, as a matter of fact, about 380 million Arabs who have in-
vented their own way of creating wealth.

Just two images might help “de-confuse” what may sound very
confusing. Steve Jobs had an Arab father. Bouazizi had an Arab fa-
ther. Both of them were adopted fathers. Steve Jobs went to school
because his father was able to mortgage the garage three times be-
cause he had a property right, and that put him through school.
Bouazizi, we have got the whole history of how he tried to get
mortgages and he couldn’t. And he couldn’t get access to credit,
couldn’t get anywhere.

Entrepreneurs are as good as their legal environment. And the
legal environment of the Middle East is very bad. And it is not
going to be solved by technicians because this is not a technical
problem. This is essentially a civilization that we have seen in
Latin America based on old ideas that are anti-market. And poor
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people are the ones adopting market ideas. And it is not coming
through universities.

Chairman RoYCE. Thank you, Mr. de Soto.

Let’s go to Mr. Deutch.

Mr. DEUTCH. Thank you, Mr. Chairman.

Secretary Albright, with your experience as Secretary of State
and the chair of the NDI, you have got unique knowledge and expe-
rience observing political transitions to democracy. And, as you just
observed, the United States has neither the desire nor the power
to dictate what happens in the new Arab democracies, but we can
still exert a positive influence.

You talked about being steadfast in support of democratic prin-
ciples. You spoke about the need for democracies and for economies
to flourish. That is where they have functioning Parliament, inde-
pendent judiciary. If we could just explore that in a little more de-
tail? What are the factors that contribute to a successful transi-
tion? And what role can the United States or should the United
States play in helping to affect that transition?

Ambassador ALBRIGHT. Thank you very much.

I think that in listening again to my friend Hernando de Soto,
there is no question that people want to be able to make a living
and to be able to monetize what they have. But in order to do it,
they have to have access to justice. The legal empowerment of the
poor is what we were talking about. So how, in fact, do you get
that?

What I believe is that as we studied how the National Demo-
cratic Institute should exist, we said, obviously, elections are nec-
essary but not sufficient. In order to have a functioning democracy,
you have to have the rule of law. You have to have a legislative
branch. And actually we decided have to have an opposition party
because that, in fact, gives the voters a choice and provides ac-
countability by those who are in office. And it is very hard to, I
think, have the kind of property rights that Hernando talks about
if there is not a rule of law in some form or another to enforce it.

So my sense more and more is that what we have to help coun-
tries with is not just with the American model but other models in
providing governance, that elections are important but governance
and trying to figure out how democracies deliver is the part that
we have to explore.

Now, I also believe, as much as I believe in American democracy,
we are not the only democratic system. And, therefore, what I
think helps in this whole project is to get people from other coun-
tries that have gone through transitions to help in this transition
process, to help those that do not have the experience of writing
constitutions or developing an independent judiciary to help in pro-
viding training. And while I believe an awful lot in economic rights,
as I said earlier, economic development to go forward has to be en-
capsulated within political development because my quote that I
think is the simplest one to give is people want to vote, and they
want to eat.

Mr. DEUTCH. And when you talk about bringing together those
from central Europe and Southeast Asia, Latin America, South Af-
rica who have been through this, is that convening of those meet-



31

ings a role for the United States to play? Is it a role for us to play?
Is it something we should not just be encouraging but providing?

Ambassador ALBRIGHT. Well, I happen to think we do play a very
important role. So, for instance, NDI, which I know best of all, we
started out in Chile, trying to help with the technical assistance on
the No campaign. A lot of people from Chile we asked to go with
us in some of the countries in North Africa, specifically in Egypt.
We have had people from Central and Eastern Europe that went
through the experience go with us into these countries in order to
talk about their experiences.

And I do think that the U.S. role—we cannot impose democracy.
Imposing democracy is an oxymoron. What we can do is to help
promote democracy and provide the nuts and bolts training; bring-
ing people out of their countries; and, in fact, being the conveners.
I do believe that that is an important role for us.

Mr. DEUTCH. And, just in my remaining time, could you speak
to the way that some of those meetings may have gone when you
were able to bring Chileans who were involved in the No campaign
to North Africa?

Ambassador ALBRIGHT. Well, I think that what we learned was
that people are very interested in their experiences. They under-
stand that they have gone through similar, not exactly the same
but similar, aspects of how you write a constitution, how you de-
velop an electoral law.

I can tell you specifically—this goes further back into central Eu-
rope—I was born in Czechoslovakia. And when I first went to meet
President Havel, I said, “How can we help you?”

And he said, “You can help by helping us write an electoral law.”
And we brought experts from a number of different countries to
help them write an electoral law.

That has been similarly translated in work that we have done
throughout the Middle East and also in North Africa. And I think
we do provide kind of the credibility, not just of the American sys-
tem but of bringing democrats, small “d,” from everywhere in order
to show how a system can work and what are the elements of a
governing, functioning democratic system.

Mr. DEUTCH. Thanks for your insight.

Chairman ROYCE. Thank you.

We will now go to Ileana Ros-Lehtinen, our chairman emeritus
and chair of our Middle East and North Africa Subcommittee.

Ms. Ros-LEHTINEN. Thank you so much, Mr. Chairman. And ex-
cellent testimony. Thank you.

It has been nearly a year since Morsi and the Muslim Brother-
hood took control over Egypt. Yet, Egypt’s economy continues in a
downward spiral. Morsi has failed to institute any economic re-
forms to address this situation. And the political reforms that he
has instituted have served to constrain the populace, rather than
libergte them from the economic malaise in which they have been
mired.

Yet, the United States continues to give Morsi over $1.5 billion
a year in foreign military financing, FMF, and $250 million in eco-
nomic support funds, ESF.

Dr. Albright, you testified that the U.S. has neither the desire
nor the power to dictate what happens in the new Arab democ-
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racies. Yet, we can exert a positive influence in countries like
Egypt, as you stated, remaining steadfast and supportive of demo-
cratic principles.

The United States has a vital interest in the outcome of this
Arab Spring, not just for our national security but for our ally, the
democratic State of Israel. We do indeed have the power. We have
the power of the purse.

So I would ask you. These countries depend on financial assist-
ance from outside powers. Instead of just forking it over to them,
no questions asked, shouldn’t we condition that money, use it as a
leverage to press these governments to accept and implement eco-
nomic, political, legal, social reforms? And wouldn’t you agree that,
instead of giving Egypt $1.6 billion in American taxpayer money in
foreign military financing assistance, that money would be better
spent going directly into programs on the ground that promote de-
mocracy, promote human rights, religious freedom, economic
growth, and job creation?

Ambassador ALBRIGHT. Let me repeat that I don’t represent any-
body here. I speak in my own personal capacity.

I do know the history of how this money has been going, both
to Israel and to Egypt, as part of the Camp David accords. It has
been longstanding. And an awful lot of it does have to do with
Egypt’s very important role in its agreements with Israel. And we
know in the last couple of days problems in the Sinai and generally
where we depend on Egypt being able to help keep the peace in the
region.

I think that there are a number of aspects that you raised. I had
believed in conditioning on certain circumstances, where you could
actually effect change. But I personally would not withdraw funds
from Egypt. I quote that it is important to make sure that they
continue on a path where, in fact, the government begins to realize
that it has to open itself up to some of the forces on the ground.

I would like to see more money going to the various democratic
forces that you are talking about and also try to figure out a way
where, in fact, there could be training in a variety of democratic
means. One of the problems has been that the government makes
it very difficult for those organizations to function. And, therefore,
part of what NDI has been doing is bringing people out of the coun-
try in order to provide them training.

Ms. ROS-LEHTINEN. If I could interrupt you, Madam Secretary?
Would you favor any type of conditioning for this aid, benchmarks
that the government must meet in terms of democratic reforms, re-
ligious liberties, et cetera, in order to get continued U.S. funds?

Ambassador ALBRIGHT. Again, I would like to see us say what
kinds of things we want, but I would not like—again, personally,
I would not like to see us in a position where we would, all of a
sudden, stop giving assistance because ultimately what has to hap-
pen here is for the economy to get in some kind of good enough
shape so that the IMF loans come through. And, in fact, there is
that combination of political and economic will together.

Ms. ROS-LEHTINEN. Let me interrupt you there. So you believe
that perhaps if we give benchmarks, that is, you believe that that
would mean that we would be cutting off aid? I mean, it is not a
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cutting off aid. It is conditioning the aid. Do you believe that we
should have Egypt or any country meet certain benchmarks?

Ambassador ALBRIGHT. I think that they should know what we
expect, but I would not have it be a way that we would use it to
cut off aid.

Ms. ROS-LEHTINEN. Thank you very much. Thank you, Mr.
Chairman.

Chairman ROYCE. Thank you.

We will go now to Mr. Sires, ranking member of the Western
Hemisphere Subcommittee.

Mr. SIRES. Thank you, Mr. Chairman. Thank you for being here.

You know, as a follow-up, Madam Secretary, to Ileana’s question,
with the money that we give Egypt, if we don’t use the money as
leverage, how do we speak to these governments to stop abuses, for
example, on the Coptic Christians in Egypt? How do we pressure
them to do something about the abuses that are going on now if
we don’t threaten them that we are going to cut off all of their
help? Because, obviously, they don’t seem to move unless there is
some sort of pressure placed on them.

Ambassador ALBRIGHT. Let me just say I teach a course in which
I talk about the national security toolbox. There are not a lot of
tools in it. One of the problems is if you totally cut off aid, then
you lose whatever leverage that you have had. Therefore, in some
ways, you cut off your nose to spite your face.

What you need to do I think is to nuance it in ways where you
say what you want and keep the leverage on them in a particular
way. And then always keep in mind that a lot of the money that
we give to Egypt has to do with the Camp David accords. And
there is no question that this is an extremely complicated part of
this and makes it difficult to use the tools, but if you totally cut
off, then—this is just, again, my personal view—you lose whatever
leverage you have; whereas, if you put out what you would like to
see and make sure that our policies are clear, it is possible that you
would continue to have that leverage.

Mr. SIRES. Thank you.

Mr. de Soto, I know you have had extensive study throughout
Latin America. And, as we know, there have been many, many rev-
olutions in many of these countries. I was just wondering, what can
we learn from all of these revolutions and the regime changes in
the Western Hemisphere? Can we apply any of those lessons into
the Middle East?

Mr. DE SoTo0. Yes, Congressman. I think that there are lots of
similarities between what we have gone through and we are going
through in Latin America and what is happening in the Middle
East. As a matter of fact, we were talking about the fact that there
are more and more private and public Middle Eastern, Latin Amer-
ican organizations being formed, as a matter of fact, to try and look
into the process. But I think it is fundamentally the same.

And to address the issues that my friend Madeleine Albright has
been talking about, I think a lot of it in all of these revolutions are
to a great degree about property. Now, this might sound to you
nearly religious. But if you go back to—we had a meeting recently
with the Prime Minister Cameron of the United Kingdom, who is
very strong on property rights. And the whole issue is we made a
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list to him of since the Second World War, how many wars has the
United Kingdom been involved in, which were about territory or
were about property rights?

And they are really all about property rights. Whether it is
Libya’s invading territory, it was about who owned what. When
you criticize Israel where they have got settlements, it isn’t that
they invaded territory; it is about property rights. Whenever you
look at any issue that you have been involved, who actually con-
trols the people that are funding whether al-Qaeda or funding your
enemies in Afghanistan, it is about property. It is who owns the
fields and who gets a right to the fields.

So the first thing I want to say is you are going to ask, what does
this have to do with my question? What it has to do with your
question is that until you address that issue, you won’t know who
you are talking to.

In the United States, when you started forming a democracy, be-
fore you really got your act together, you started moving West
through Manifest Destiny and other places and put in temporary
agreements that actually went from the California Gold Rush to
Little Miami River. You empowered people. And you started identi-
fying who they were, what they were. Otherwise they would have
fallen in your unemployment categories.

And by saying, “You have got so much corn here. Under the corn
bill of right,” said the U.S. Congress, “we will identify you. You
have got so many logs. And under the log cabin bill of rights here”
at this Congress, you are identifying people by the amount of logs
with which they made their homes. By using other pre, shall we
say, formal democratic means, you were able to identify a large
part of the American population that was not within the law. And
by identifying them with your government, they wanted them to
vote. And that is how you started assimilating them.

One of the most interesting parts about your democracy were not
the ones that you created in the twentieth and the twenty-first cen-
tury but the nineteenth century. In the nineteenth century is
where you started creating the idea of pre-publishing laws, of hav-
ing comment and notice periods, of having cost-benefit, of having
callback systems.

All the systems that Western countries have that keep their gov-
ernments informed about what people do are actually outside the
electoral system. And our fear is when we Latin Americans see
what is happening in the case of Arabia, you are putting in a sixth
floor of a building, which is elections, without having all of those
other means that allow those elections to be meaningful. We elect
governments, for example, in Latin America that are going to stay
for 5 years.

In the case of Peruvian Government, it is going to produce 28,000
laws over the next 5 years. And we have no way of having com-
ment and notice periods. We have no way of intervening, of doing
cost-benefit analysis. We have got no way of participating in any-
thing except the elections.

Your President Jimmy Carter comes in and says, “It has been a
good election” or “It has been a bad election.” But none of our con-
gressmen, none of our congressmen, are elected by district. So we
have got no way of actually following the row. So I think that the
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important thing is if you are going to create an Arab democracy,
you root it in people.

And I think you have an incredible opportunity as Americans to
have a guiding voice. And the guiding voice isn’t necessarily in the
intellectual classes. And you should remember that by your Nine-
teenth and Eighteenth Centuries. It was very simple people who
did it. And they had to do it how they were administering their eco-
nomic areas. And you can reach them.

And you have been able to do that before. When MacArthur went
into Japan, which was a successful transformation, along with its
two colonies, Taiwan and South Korea, of a feudal system into a
market economy in 6 years, you had a plan. And you didn’t address
the Japanese Government. You addressed the people, literally. You
titled the whole place and empowered them and destroyed the feu-
dal class in the process or brought it together with the rest of the
feudal.

So I think what you have got to really do—what do I know? I
am not an American. But what I see is this. The people who did
your democracy were your granddaddies. And your granddaddies
did a series of very practical things, all of which involved talking
to and addressing the poor.

I think, for example, if this committee or any part of the United
States Government were to understand that all the martyrs, all the
martyrs that we have been able to see that tumbled those govern-
ments—there were 64 identified—were all entrepreneurs, all pro-
testing about property rights, all dressed in blue jeans and all
dressed with sneakers that looked like they were made in the
United States, all with t-shirts that looked made in the United
States. We talked about buying and selling. We would get from the
only country in the world that actually represents those ideas, were
addressed to. You would actually be moving much more than you
think you would be moving because, among other things, the new
democratic leaders, or those that are being elected in the Middle
East, essentially understand that.

We have been called in by every political party that you can
think of in Egypt. And we have been called in by Tunisia and in
other countries. And all of them are pro-market. But if the United
States addresses only those conflicted issues and doesn’t recognize
the other ones, you have got a whole constituency that is up for
grabs because it isn’t a constituency formed in markets. They are
not absolutely conscious of what they are doing.

So I think what you can do in the United States, just your voice,
your encouragement from the only country that represents freedom
and property rights from the point of view of everybody would be
absolutely immense. But you have got to do it thinking of
granddaddies, nineteenth century, before the rule of law is in.
What did you do before the rule of law was in in California at the
Gold Rush, in the Little Miami River, and throughout “Manifest
Destiny?” You empowered them before you had a full constitution.
You empowered them. And there are ways of doing it.

Thank you very much.

Chairman ROYCE. Thank you, Mr. de Soto.
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As previously noted, Secretary Albright will now depart. And I
thank you again, Madam Secretary, for joining us in this important
discussion today. We very much appreciate it.

Ambassador ALBRIGHT. Thank you very much.

And I am delighted to be here with Dr. de Soto and also to be
able to make clear that America has a role. I fully believe that we
need to support democracies and political development and eco-
nomic development. We don’t spend an awful lot of money on it.
And the bottom line is that we have a huge influence and are able
to make our voices heard. And I appreciate very much having been
invited to speak here.

Thank you so much.

Chairman RoOYCE. Thank you, Madam Secretary.

Next we go to Mr. Tom Cotton of Arkansas.

Mr. CorTOoN. Mr. de Soto, thank you for your time here today.
Thank you for your eloquent words in defense of freedom and prop-
erty. James Madison wrote in the Federalist that one of the true
objects of government is the defense of property rights that yield
from the diverse faculties and efforts of man. He also wrote that
democracies have something of a checkered history of defending
property rights, either because they tend to elect a strong man and
you have the situation of one man, one vote, on time, or they led
to majority tyranny. And that is why I said that governments need
internal controls as well as the external controls of elections.

I think sometimes we focus too much on the democracy side over-
seas, not as much on the constitutional side of constitutional de-
mocracy. Some of the institutional controls you have mentioned: An
independent judiciary with life tenure and salary protection, rights
of property, free press, freedom of religion, and so forth.

In your opinion, is the United States Government policy as well
as international institutions, like the IMF and the World Bank,
doing enough to focus on those constitutional arrangements or are
we overemphasizing the simple fact of having elections in devel-
oping countries?

Mr. DE Sorto. I think elections are obviously the right way to go,
but they are obviously not only not sufficient. They may not even
be the most important part of it.

When we were doing the transformations in the Peruvian situa-
tion in the 1990s, when we were fighting one of the most deadly
terrorist systems, which I was in charge of the civilian policy for
fighting the Shining Path, democracy was part of it, but, really, if
you do not have congressmen who do not respond to districts that,
therefore, can be accountable to districts that can go and shake
people’s hands and find out what the hell is going on down there,
okay, that democracy is not really a democracy. It doesn’t feed into
day-to-day decisions. It is really sort of a beauty contest. And it
happens all throughout Latin America. We do not have elections by
district.

So what is important in each of these cases is the following. If
you want to do whatever it is that you want to do, you want to
elect people, you want to make sure that your electoral lists, for ex-
ample, as opposed to the ones that occur in Latin America, are
really all alive, everybody that is voting for this political party,
whether it be in Mexico or Peru, you had better have an idea of
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who is living where because otherwise your lists are going to be full
of dead people that are going to swing this way and that way. You
see that in Egypt. You see that in every Latin American country.

Mr. COTTON. You see that in certain places in America.

Mr. DE Soto. That, too. Pardon me? In certain places in Amer-
ica?

Mr. CoTTON. Certain places.

Mr. DE SoTto. Okay. Sure. It probably happens everywhere, but
to the degree that it happens, everything that goes wrong with us
goes wrong in the United States. It is a question of degree, the de-
gree to which we can be accountable without the information that
property provides. Let me explain this, which is very important.

One of the reasons that democracy doesn’t know what to do ac-
cording to our opinion where we have lived in Latin America is es-
sentially because there is no feedback. The only way you know if
things are wrong is feedback. As Madeleine said, there is no inter-
national formula for feedback. The Swiss have
Bundesversammlungs, which are consultations of laws among peo-
ple. They have got Landsgemeinde. They have got referendums.
They change the Congress people once a year. They have got a va-
riety of things that makes them make the pertinent decisions and
know what their people want.

The Japanese don’t look like it because they have got a vertical
government, but they have shingikais, kojokais, and a variety of
means where they don’t make a decision on one law without actu-
ally a proper consultation that can take years. There isn’t one de-
veloped country that doesn’t have a mechanism whereby it is con-
tinually accountable to the people. That to me is what distin-
guishes the West, but there is not one formula for it. The British
have

Mr. CoTTON. Is the policy of the United States Government as
well as organizations like the IMF and the World Bank? Are we
focusing on that kind of institution, some of our member districts,
along with things like independent judiciary to the degree we
should?

Mr. pE Soto. Well, what happens is the following, I think. The
IMF, that isn’t in their role. It could be or it should be. But you
have to bring in that part of it along with the IMF. I mean, we see,
for example, in the case of our Egyptian friends when they told us
“Okay. We are going to move on issues like property, empowering
the poor. But let’s settle with the IMF before.” What we tell them
is that the reason we made successful negotiations with the IMF
and turned the country around was because you can’t just squeeze
people, put them into an austerity program, and give them nothing
instead.

If everybody is already on land, if everybody already owns a busi-
ness, if there are ways too easy to recognize who is on what parcel
through a variety of different means that you were able to do in
the United States, just two centuries and a century ago, and Mac-
Arthur was able to do it in Japan just 50 years ago, why don’t you
launch that at the same time?

So one of the problems that the world has, of course, is that you
specialized different organizations in different aspects, macro-
economics. And for the issue of property or, if you want to, the
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rights of common people who happen to be the majority of the pop-
ulation of the Third World but, by far, there is no organization that
deals with this. You have ideals. There is no organization that
deals with that.

But what you can do certainly with your aid is condition into the
looking to the legitimacy of the decisions that are taken. But IMF
doesn’t have them. IMF is macroeconomics. The other thing we are
talking about is microeconomics. And that is why I also said before
that I really think because we have got such little time on this that
one of the major moves that you can make in the United States is
understand that all of these things that we are talking about, you
have left and abandoned to the hands of technicians. In the case
of property, it is realtors. You are measuring land. That is not
what it is about. The problem is access to law. And what you can
do in that sense is look at your success in the past.

MacArthur’s policy was when he got into Japan to change the
feudal system and to make sure that it had roots and it was sus-
tainable over time. He prepared a plan in 1942 that started with
a man called Wolf Ladejinsky in Hawaii. And the plan was, how
do we win the war, of course, and then how do we win the peace?
And whole Japan was restructured and put in a democratic system,
where all the Bouazizis were empowered.

When that was done, he said and as time went by and he said,
“Our man Chiang Kai-Shek is losing the war against Mao. We will,
on the other hand, be empowering these other three countries.
They will get rich. They will be like thorns in the side. And eventu-
ally China will turn to being in a market economy.” Quote Mac-
Arthur. Quote Wolf Ladejinsky.

So there are things that you can do, even if you are not winning
a war, that you can tell people how to do it, how to do these things.
You have to remember what were your successes and what was
your own past. And it wasn’t only about macroeconomics.

What has happened with economists, unfortunately, is that ev-
erything that relates to growth, we economists have become monop-
olies on that. And everything that relates to experience we have
passed to the history departments. So it is about time you got both
of them together and remembered were you were able to win in
Japan. Why weren’t you able to do it in Afghanistan? Who holds
the property rights in Afghanistan? Who holds the rights of oil in
Libya? Why do settlement policies actually gain territory versus
territorial policies?

These are things that you have done, you have seen in the past,
and you have got to bring back but you have got to bring back from
another century. This is nothing that can be solved with global po-
sitioning systems. This is about people. And you have got people
in blue jeans, I repeat, sneakers, and t-shirts buying and selling.

You might take the entrepreneurs that are willing to march the
streets of Arabian countries in defense of their right to property,
in defense of their right to do business, you will outnumber al-
Qaeda 100,000 to 1. You have got to find ways to recognize those
who are on your side. And you don’t have them. And you are not
going to get that through technical committees. If you keep on put-
ting real estate vendors in charge of your property programs, you
are just going to get better measurement.
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This is the time for politicians. That is what politics is about.
They will figure their own way out, but you can push them in the
right direction since people do look up to you. You are successful.
They might not like you. Lots of us in the Third World don’t like
you. But we can’t help but recognize that you are the most success-
ful nation in the world. But you have to understand we are all in
the Third World in the nineteenth century. You can’t address us
as if we were in the twenty-first century.

Chairman RoYCE. Thank you. Thank you, Mr. de Soto.

We go now to Mr. Bera, Dr. Bera.

Mr. BERA. Thank you, Dr. de Soto.

You have pointed out a few things that I find fascinating and I
find quite accurate. You know, being a congressman, we go back to
our, all of us go back to our, districts. And that is where we are
held accountable. That is where we hear what is exactly hap-
pening.

You know, when I go back on a weekly basis, you know, my con-
stituents who I work for let me know exactly how they feel, what
they are happy about, and what they are unhappy about. And I am
sure all of my colleagues can share that.

You also touched on something that I think is fascinating, you
know, the importance of property rights, the importance of having
something that is yours, that is your family’s, that is worth fighting
for, that is worth moving forward.

What are some actionable things that we can do within this body
or, you know, to bring those reforms? And I think about Egypt. You
know, it is another 2 to 4 years before you see Presidential elec-
tions coming up.

The Muslim Brotherhood obviously is the most organized polit-
ical party, but we have got to help those other politicians, those
other political parties.

You know, Ambassador Albright brought up part of our success
is that we do have two parties. We do have two parties that hold
each other accountable. So one thing we clearly have to do is help
Egypt develop and organize an alternative party. At the same time,
we do have to create these reforms that bring that shadow economy
and those individuals into the mainstream economy where they can
earn a living, they can buy land that is theirs and so forth.

So what are some actionable things that you would have us do?

Mr. DE SoT0. Okay. The first thing that I would have actionable
is it starts off with your own mindset, which is very important. You
are a country where property is essentially the result of the evo-
lution of common law, judge-made law, a back and forth with Con-
gress, a back and forth with a Supreme Court justice, but essen-
tially judges.

You have to, first of all, understand the following thing that Mac-
Arthur did. I am just talking about the only successful American
that I have seen win a war and win the countries at the same time.
It is understood that the rest of the world goes under statutory
law, Napoleonic law. It is not your law. So the importance for you
is not to try and fill them with judge-training programs because
judges don’t make the laws in our countries. They apply the law.
That is the first thing.
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The second thing is to understand property as it was understood
in the Eighteenth and Nineteenth Centuries. When you said, “the
pursuit of property,” it wasn’t only about ownership. As a matter
of fact, property, probably ownership is the less of the important
parts.

The important part about property is that everybody has got to
live and work somewhere. And you want security for it. And what
happens is that when you bring it under the law, you get people
to tell you what they need and want. In other words, people mis-
trust government everywhere. From a Tarzan film I saw since I
was a child, they don’t like government. They rebel against govern-
ment. And you come and say, “I want” in any Arab country, in any
Latin American country, “I want information so as to be able to
provide the government services,” are you really for a market econ-
omy? Are you really for entrepreneurship, which I believe the ma-
jority of the world, at least since you won the Cold War, the reply
is, “I am not going to tell you.”

But if you come in and say, “I know you live here. And I want
to give you rights so you will not be expropriated again. I am going
to tell you how much tax you are going to pay. I am going to make
sure that there is no way that we can tamper with your rights,
that you are going to be able to use them to leverage credit. I
mean, if you cannot leverage a credit from a piece of property.
Okay? You can’t even have subprime markets and credit markets
working in the United States. I am going to do all of that for you.
And you are going to be able to issue shares, let’s just say, pieces
of property against investment. Now, give me your name and tell
me where you are. And report back to me every year or every 6
months. And I want to know where everybody is so that everybody
can locate everybody on this wide-scale market,” property will
change the relationship between government and the people be-
cause people will then provide information to do something that
they can clearly see is in their benefit.

Mr. BERA. So how do we create that context, though, because, ob-
viously, we can’t mandate that onto that country? We have to cre-
ate that context where it rises from

Mr. DE SoTO. Let me tell you my experience. We were called in
very early on when we published our findings for each of the other
countries by the Muslim Brotherhood in various countries. Every-
thing I am telling you they understood.

Now, I am not saying that the Muslim Brotherhood is the solu-
tion or the other one, but everyone in the Third World, everyone
in the Third World, understands the following thing, and anybody
who has been in government. If you know where one-third of your
country is in, what addresses they have, where they really are, that
is a lot. The majority of us know that in two-thirds of the country,
we don’t know where people are.

And so even when we went now to, say, Tunisia and talked to
the private sector organization, which seemed like in Algeria, and
said, “You have an informal economy. It seems to be 85 percent.
And that 85 percent is obviously in business, small business. And
if you don’t bring them in, they could take another agenda because
basically they are angry,” everybody understood.
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So there are hundreds of ways of bringing it in. So how the
United States has got to formulate this is a strategy. You have
done it before. You did it in Japan. You did it in Asia at the right
moments. You have done it in Latin America. And I think that the
basic thing is to come in and start saying that you want to talk
about the issue at the level of politics.

When you formed the United States republic, the issue was, did
America belong to the colonials or did it belong to the indigenous
people? The issue was, was George Washington’s title the right one
or was it the Sioux’s or was it the one that is handled by George
III? You had to settle that first. And you built your democracy on
that.

Without that information, it doesn’t work. And you have to re-
member the people who settled your property rights issues were all
politicians. You have got to I think at first level bring it to that
level so that you are talking about politics, about finding out what
people want, as opposed to measuring things.

Mr. BERA. Right. Thank you.

Mr. ROHRABACHER [presiding]. Hello, Hernando.

Mr. DE SoTo. Hey.

Mr. ROHRABACHER. Good to see you again.

Mark Meadows from North Carolina?

Mr. MEADOWS. Thank you, Mr. Chairman.

And thank you so much for your testimony. Very rarely am I im-
pressed. And I truly am impressed, not only with your ability to ar-
ticulate the points but to get to the crux of the matter. So I want
to thank you.

I am going to follow up a little bit. Last night I was with a group
of seven members from African countries. And their desire was
truly the economic well-being of their people, more so than the po-
litical stability or anything else. And so I would agree and concur
with some of your conclusions when we started to look at it. This
is an economic renaissance that we are looking at.

Right now we have got—the current administration has proposed
a budget of some $580 million for the Middle East and South Afri-
can incentive fund. The focus of that, however, is probably more on
the political process, the democratic process, as we see it. Should
that money be more spent on the encouragement of property rights
and the formalization of this informal sector to once again grow?
Would that be a better use of that money than establishing a two-
party system or a four-party or a six-party system, whatever it
might be?

Mr. DE SoTO. Yes. At least a good part of the money should go
to that, among other things because it will make democracy viable.
And, you know, let me tell you why.

Regarding the details that you were talking about, how do you
get this thing done, in our written report to you, we have pointed
out that we have got programs 1,000 pages long. We know what
you did over 200 years to get it until you finally got it right. We
know it. And you are the——

Mr. MEADOWS. How do we compress that?

Mr. DE Soto. That is right. Now, here is the first thing how you
can compress it. The first thing to understand—and I will repeat.
I know it sounds tremendously ideological, but it has got to be un-
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derstood. Your issue with the Soviet Union before you defeated
communism was about how you held property. That is what it was
about.

Mr. MEADOWS. Exactly.

Mr. DE SoTo. That is what mobilizes people. But now you weren’t
going around throwing surveyors against engineers. You had polit-
ical people who decided, “I am going to find out what people really
want and how it is going to be organized.” Nobody wrote it. Adam
Smith just picked it up. John Locke just picked it up.

So the first thing is find ways for people to speak up. And people
speak up when they feel secure about their business and they feel
secure about the assets they have.

So stop considering, I would say, that property is a technical
issue. Consider it the essence of a political issue. All the areas you
have been into and you have actually fought militarily in the last
50 years were conflicts on property rights. And so when you come
in politically but you don’t have the tools of property rights, you are
imposing in face of an enemy that does go around titling. Ho Chi
Minh titled the great part of Vietnam.

Mr. MEADOWS. Right.

Mr. DE Soto. All right? And whoever gives the right of way actu-
ally has the—the first thing you need to do is I think understand
that you may not—it takes humility. Twenty-first century Ameri-
cans have got to learn not from us Peruvians but from nineteenth
and eighteenth century Americans. First of all, settle who gets
what according to what custom, what according to what law be-
cause it is not clear. Once that’s in place, the democracy part will
come along.

Mr. MEADOWS. So let’s look at this massive amount of money
that we are looking at: $580 million. Instead of it being a govern-
ment-led political system, where would you put the emphasis? Less
than 25 percent of that going toward government reform and most
of it on the private sector, private property side of things? How
would you—you know, if you were Congress, how would you divide
up that money?

Mr. DE Soro. Okay. I would, first of all, have to note that, first
of all, the budgets for putting property into place are not that big.
They are not huge, large budgets.

I would essentially put the emphasis on the fact that political re-
forms that do not attend the reasons for which people started
marching——

Mr. MEADOWS. And those would be primarily economic is what
you are saying?

Mr. DE SOTO. And they are all economic?

Mr. MEADOWS. Not political, not religious? You are saying they
are economic?

Mr. DE SoTo. I am saying that anybody that we have talked to,
starting from Bouazizi in Tunisia to all of those, have all men-
tioned economics. Now, the people that do the talking are the peo-
ple that may be thinking about other things, like religion and oth-
ers, but the guys who moved were economics.

So the first thing I think that you want to do—I can’t think of
the quantities now—is say that the objectives have got to be that
everybody’s business, everybody’s home has got to be identified.
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And to do that, they have got to be secure enough so they can
speak up and we can then find out what it is the Egyptian people
want.

How can you find out what people want and where they want it
from if you don’t have phone books, if you don’t have address
books, if you don’t know where they are, how many they are? How
can you put in a line of electricity into a shantytown when you
don’t know how many machines are working or are not working?

Those things that underlie—that is why we call them the over-
riding—underlie your possibility of even having a private sector are
the essential ones. And that means that I think the most important
thing you can do is pass the issue from a technical level to a polit-
ical level.

Mr. MEADOWS. Okay.

Mr. DE SoT0. And that political level means people’s identities.
And people’s identities will come up the moment you guarantee
them that their property rights are in place. Then they will tell
you. But not only will they tell you. They will update that informa-
tion because you have titled the United States up and down, but
people with all the titles when it gets so expensive make it sustain-
able over time.

Mr. MEADOWS. My time has expired. Thank you. I yield back,
Mr. Chairman.

Chairman ROYCE [presiding]. We will go to Mr. Yoho and then
Mr. Rohrabacher.

Mr. YoHO. Thank you, Mr. Chairman. And, Mr. de Soto, I appre-
ciate your testimony and your thoughts here.

We talk a lot about democracy. And going back to our founding
fathers, they said that was the worst form of government. And I
think we are all aware of that. You know, democracy was two
wolves and a sheep deciding what to have for dinner. And the
sheep always lost in that. And that is why we were so blessed in
this country to have a republic. And that republic came out of peo-
ple leaving oppressed nations coming over here for the freedom
that they were seeking, whether it was religious, economic, or
whatever. And we formed the country we have through trials and
tribulations. And we are at where we are at now. And we respect
property rights, life, liberty, and the pursuit of happiness. And that
is what makes America unique.

You are talking about the little people in South America rising
up, wanting the economic freedom because, as we have learned,
you can’t have freedom without economic freedom. And so it is so
important. And property rights play a large portion of that. And I
know you view the property rights. We are accustomed here with
land and things like that to something different in Tunisia and
Peru.

What form of government allowed that in Peru so that they could
develop that kind of entrepreneurship to where they raised them-
selves up? I mean, what do you see over there that you have that
they don’t have in Egypt?

Mr. DE Soto. What we have been able to obtain over the last 25
years is a variety of mechanisms that—it is not just one. It is a
variety of mechanisms that allow us to find out what people want,
which we didn’t have before. So we have now, for example, copied
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your comment and notice periods, a Latin American version but es-
sentially people have the right on big laws to be able to see the law
coming. And it is not going to be a surprise and feedback to govern-
ment.

We have already begun regionalizing. We have got a defender of
the people. We have got an office that is close to being your Office
of Management and Budget whereby you have got cost-benefit
analysis so that you can see the quality of the law. There are cer-
tain laws that have got to be consulted before, which they didn’t
have to be consulted before.

Essentially the biggest reform, though, has been in the area of
property. The result is now when you do that, you start finding out
who is where. This doesn’t sound like a big deal, but let me tell
you what just happened to us in the Amazon jungle. Now that we
are starting to find natural resources all over the Third World,
huge amounts, gold, uranium, et cetera, all of a sudden, big compa-
nies are interested in coming in. And, all of a sudden, the locals
are rebelling.

We were told in the Peruvian Amazon, that there were 1,500
tribes. By the time we finished counting them to find out who we
have to title and not to title, we found 5,000 tribes.

When the Indians started looking at the area where they have
got oil now and decided that they were not going to tend nec-
essarily that problem, they have now found out that there is an
army that is called the—I am trying to find—Naxalite army, it has
risen to defend the farmers. It is about 200,000 strong in India.
Forty thousand of them are AK—47s. And they are Maoists. And
they are quoting our past Shining Path leader.

What I am trying to say is that reform on who owns what and
where, as we discover natural resources wherever you go, is going
to produce conflict unless we have those mechanisms that relate to
property the way you have them in the United States. So you have
to be able to have a conduit to know who is where. It sounds so
simple, but we really don’t know in the Third World who is where.

Mr. YoHo. Okay.

Mr. DE Soto. I want to ask a question, if I may. Landing in Nige-
ria, the Niger Delta, you get more oil, I understand, from Nigeria
than you do from the whole Middle East. And here is the part that
is interesting. You land in the Niger Delta. And they say, “Welcome
to the Niger Delta, the pearl of the Atlantic, population somewhere
between 15 and 30 million.”

Mr. YoHo. Right.

Mr. DE SoTo. That is it. You have got to know where people are
before you can serve them.

Mr. YoHO. But, going back to South America, Peru, you have a
government system that allows that to happen. And you were talk-
ing about how well we did in Japan, but, you know, remember
what happened before General MacArthur went in there. We had
a war. We crushed the Japanese Government so that we could deal
with the citizens to teach and get away from feudalism and pro-
mote entrepreneurism and things outside of the government. How
do you do that in the country like Egypt because we want to take
this back to the Middle East? How do you do that in a country like
Egypt, where they have a sovereign country, they have a sovereign
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government, without meddling and become the outside meddlers
promoting our interests or our ideals in a country that may not
want them?

Mr. DE SoTo. I think you are so close to that because my experi-
ences as we have been called in over the last 172 years and we
have been dealing with business organizations and with practically
every political party, every political party, they were very much in-
clined to do this. Let me give you the personal interpretation,
which is the only one I have.

When I first went and visited the Muslim Brotherhood in Egypt
at their behest, the supreme guide handed me his card over. And
it said, “Khairat El-Shater.” This probably meant that he was a
head and he runs the place. And it said under deputy supreme guy
to the Muslim Brotherhood. And the third line was “Businessman.”
And everybody around him was a businessman.

Now, when a Peruvian goes there and they ask him for technical
assistance, which is my case, that is interesting. They want to find
out how they can get to the people, and they found out that we
have a formula.

But if the most powerful country in the world doesn’t address
that particular feature, it is not going to encourage them. What I
am trying to tell you is that the way you talk about the Middle
East and how you refer to everybody is much more important than
you even think it is. You are the only power in the world. And if
you say, I see like you do now, that “You have got entrepreneurs
there. You are doing business,” and I think we should put empha-
sis on that, every political leader in the Middle East is going to
turn around and say, “Ah. That is what the United States wants.
It is not asking for this type of reform or this religious reform or
this type of democratic reform. It also wants us to evoke the entre-
preneurial side and recognize those heroes that they’ve got on their
postage stamps,” you will get the kind of atmosphere that you need
to then begin a dialogue down that right direction.

Mr. YoHO. My time has expired. I appreciate it, Mr. Chairman.

Chairman ROYCE. Thank you, Mr. Yoho.

We go now to Dana Rohrabacher, chairman of the Subcommittee
on Europe and Emerging Threats.

Mr. ROHRABACHER. It is always good to see my old friend
Hernando de Soto. And we met during the Reagan days, when we
really were trying to save the world from communism. Communism
is much different than the threats that we face today, Hernando.
Under communism, obviously, the theories that you presented
were, of course, incredibly relevant to the fact that communists
don’t believe in private property for anybody, even the little guy.

I note that in Vietnam, that when the American troops would go
into a certain area that they hadn’t been in for a number of years
and that the Saigon Government hadn’t controlled for a long time,
they were usually followed by people who had pieces of paper
claiming that, actually, the owner of all of that property was living
in Saigon and that the peasants would now have to be providing
rent in order to stay on the land that they had been farming for
over a decade. That didn’t do us much good there, I don’t think.

But today radical Islam that we are talking about, that force that
I would say is the main force that we are trying to battle, as com-
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pared to communism, radical Islam does not necessarily—in fact,
I don’t think that Islam itself or radical Islamic characters believe
that entrepreneurship and ownership is a bad thing. So we are not
actually fighting that inclination on their part.

So your message, while it really helped in the Cold War, perhaps
may not help us defeat this radical Islamic enemy as well as you
helped us defeat communism.

Mr. DE SoTO0. Excuse me. The last part you said? I missed the
last part, where you said

Mr. ROHRABACHER. Radical Islamic forces are not opposed to
ownership and not opposed to entrepreneurship. When we first
forced active the ultimate threat in the world to our safety with So-
viet communism—and, yes, communism was opposed to those
things. And your theories went right to the heart of the matter

Mr. DE SoTo0. Yes.

Mr. ROHRABACHER [continuing]. And helped us win the Cold
War.

Mr. DE Soro. Right.

hMr. ROHRABACHER. In fact, I would give you some good credit
there.

Mr. DE SoTo0. Yes.

Mr. ROHRABACHER. But in terms of radical Islamic things, the
entrepreneurship is not necessarily—they are not necessarily op-
posed to that.

Mr. DE SoTo. Yes. Well, I think where the factor comes in is the
following one. It is that they are not opposed to entrepreneurship,
but, you know, entrepreneurship, like I tried to say at the begin-
ning works provided that you have got the legal environment that
works. All people in the world are not entrepreneurial. Britain 300
years ago, 30 percent of the population was already in manufac-
turing, way before you had the possibility of even calling it a mar-
ket economy.

The issue isn’t that. The issue is, are the rules of the game uni-
form for everybody? That is what a property right is, not whether
you possess that because you have got a bigger dog, because I have
got two bodyguards but whether it is ruled by law.

Mr. ROHRABACHER. I see.

Mr. DE SoT0. That makes the difference. Now, that is where the
challenge of the Middle East is.

Mr. ROHRABACHER. Okay.

Mr. DE SoT0. The challenge of the Middle East is that at this
moment, you are never secure as to what you own or what you
have if you are 85 percent of the population. The problem is I re-
peat the statistics. If you look at the statistics as they are implied
today, it says the majority of the population or a good part is un-
employed. There is no such thing as a poor man unemployed who
hasn’t died the death of famine. Those people are working. They
are working the extralegal economy. And they are not even in the
statistics.

That is why I am saying that the transformations that have got
to take place are those whereby they have got—it is not about get-
ting property rights, and it is not about getting paper. It is about
getting the rights to those rights. Once you get those rights to
those rights and the paper starts getting good, there is no way any




47

Arab government of any possible inclination is going to find out
how they are going to title and award people a property right with-
out consulting them and without putting them in control.

Mr. ROHRABACHER. Okay.

Mr. DE Soro. Because no GPS system in the world is going to
tell you—they are going to tell you where the land is but not where
the people are. And that is essentially a very—was the initiation
of all democracies.

That is why, Dana, I talk about coming in and talking like the
nineteenth century. In the nineteenth century, the whole issue
wasn’t who had the property of the United States. The whole issue
was whether everybody was informed.

Mr. ROHRABACHER. Okay. I noticed that you are mentioning
more now today the idea of districts has been important to democ-
racy. 1llknd let me just note that you were right on target on that
as well.

For example, in the Philippines, the biggest problem is they elect
the Senate totally and nationwide. And, thus, all the senators come
from one geographic area representing one power group in the Phil-
ippines. And so districts are very important. And I noticed that you
have emphasized that now.

One last note. In our own revolution, it was when King George
I think decided he was going to start enforcing laws by kicking off
the people who really were the owners of the property and give all
that land to his nobleman cronies. And you can still see that here
in Virginia with Lord Halifax and the rest of them. I think that is
when the American Revolution really started because the people
who were on that land working it. And they were the ones who
really owned it, and it is the king’s right to give it away.

So thank you very much, Hernando, for all you have done to help
us in this struggle for freedom and individual personal dignity of
every person. So thank you.

Mr. DE SoT0. Can I make a comment on that, Mr. Chairman?
Just I will try to be as brief as I can. One of the hardest things
we have—we are called all over the world. I mean, we come from
a tiny, little country with no importance. I mean, Peru, you could
be anywhere. We are V5 of 1 percent of the world’s population. Yet,
we are called in by 40 heads of state.

I have not found a head of state in the Third World that has
called us in that hasn’t understood what we are talking about. And
I wonder why we have so much difficulty in the United States be-
cause at an ideological level, there is a connection. We say the word
“property.” We say the word “freedom.” We say the word “capital.”

And I think it is the problem with all of us people who believe
in freedom and fought against Marxism, where our shortcoming is,
that we don’t understand the world of class. That was very clear
to Marx. People get into collective action to do one particular thing.
It is a class. Okay?

What I am trying to tell you is the following thing, that in all
the Third World, the biggest class of people is entrepreneurs, poor,
not in pinstripe suits. They are starting off like you or I started off
many, many, many years ago, and like you see them in the “Gangs
of New York,” to take a film. You see them in any of these Clint
Eastwood films. They are all there. They are fighting it out with
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guns. There is an old system that is collapsed. And they are trying
to build a new system. And that new system awards. There is a
lot of violence here. You are a U.S. marshal now. Go out and de-
fend yourself until you get the whole act going.

That kind of people in the Middle East according to our figures
is more or less than 60 and 70 percent. And it is not in the official
statistics.

And until you get a sense that you have actually got entrepre-
neurial class that is the majority, that is the one that moves and
shakes the way our associates in the Middle East now, which the
private sector have seen because when you demonstrate that these
people are burning for entrepreneurial reasons and they have seen,
you have got a class that then you have got to address because it
is the same class of people that your government addressed once
it was born or to even make the American revolution.

So it is not about the employers and the employees. It is not
about the AFL-CIO and these other guys. There is something in
the middle that is much bigger. And that is what occurred during
the Eighteenth and Nineteenth Centuries. These poor people had
large amounts of employment. You had that other class, which you
have got to address because it looks just like their nineteenth cen-
tury class.

Chairman RoycCE. Well, thank you.

I should mention we also have four individuals who flew in from
the Maghreb Board for Investment and Integration. They flew in
here from the Middle East. If I could ask them to stand? If you
could just stand for a minute? Go ahead. Thank you very much for
being with us.

In closing, I want to again thank Mr. de Soto for his participa-
tion in this important hearing. The United States already has mar-
shaled $1.5 billion to support democratic transitions in the wake of
the Arab Spring. Hundreds of millions more have been requested
by the administration for the next fiscal year. But if we do not un-
derstand the underlying causes of the conflict in the region, all of
this assistance will be wasted. I believe we need to bring greater
focus to the economic drivers of unrest—corruption, weak institu-
tions, unenforceable property rights—as we work to support the
Arab voices for change.

You have helped shine a spotlight on these issues, Mr. de Soto,
and I support you in your efforts. We stand adjourned. Thank you
again.

[Whereupon, at 11:15 a.m., the committee was adjourned.]
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