Notes from The Mystery of Capital by Hernando DeSoto
Chapter 1:  “The Five Mysteries of Capital”

p. 3:  Globalization is a two-way street:  the Third World and the West are entangled

p. 5: The poor possess assets for success, but they hold these resources in defective forms:  houses built on land whose ownership rights are not adequately recorded, unincorporated businesses with undefined liability, industries located where financiers and investors cannot see them.  Because the rights to these possessions are not adequately documented, these assets cannot readily be turned into capital
p. 6:  A Property Document is the visible sign of a vast hidden process that connects all these assets to the rest of the economy.   Without representations, assets are dead capital.
p. 8:  Understanding the implicit legal infrastructure hidden deep within property systems is the key to understanding how capitalism works.

p. 9:  “entrepreneurship” of squatters  George Washington complained about “banditti . . . skimming and disposing of the cream of the country at the expense of the many.  These banditti were squatters and small illegal entrepreneurs occupying lands they did not own.   The West crossed the demarcation line into successful capitalism when Washington’s dreaded banditti were transformed into the beloved pioneers that American culture now venerates.
The Five Mysteries:  

The mystery of missing information

The mystery of capital

The mystery of political awareness

The missing lessons of US history

The mystery of legal failure:  why property law does not work outside the West.

Chapter 2:  “The Mystery of Missing Information”

p. 16-17:  One of the reasons the west was so wild was that those pioneers, most of them nothing but squatters, “insisted that their labor, not formal paper titles or arbitrary boundary lines, gave land value and established ownership.”  They believed that if they occupied the land and improved it with houses and farms, it was theirs.  State and Federal governments believed otherwise.  Officials sent in troops to burn farms and destroy buildings.   Settlers fought back.  When the soldiers left, the settlers rebuilt and returned to scratching out a living.  That past is the Third World’s present.  

p. 18:  Peasants weren’t supposed to come to the cities.  But they came and faced an impenetrable wall of rules that barred them from legally established social and economic activities.  It was tremendously difficult to acquire legal housing, enter formal business or find a legal job.  
p. 21:  Once the newcomers quit the system, they become “extralegal.”  Their only alternative is to live and work outside official law, using their own informally binding arrangements to protect and mobilize their assets.   It is nearly as difficult to stay legal as it is to become legal.  Inevitably migrants do not so much break the law as the law breaks them—and they opt out of the system

p. 28:  Not just the poor serving the poor.  These new entrepreneurs are filling the gaps in the legal economy as well.  Unauthorized busses, jitneys and taxis account for most of the public transportation in the Third World. 

p. 30:  In fact it is legality that is marginal; extralegality has become the norm.  The poor have already taken control of vast quantities of real estate and production. 
The “Extralegal System” is its own separate system outside the law, but mimicing it.

p. 31    The extra legal system exists due to Bureaucracy – red tape and barriers of time and money make commercial endeavors nearly impossible within the system.  “The way the people build in the undercapitalized sector takes as many forms as there are legal obstacles to circumvent.  The most obvious form is the shanty built on goverrnment-owned land.
p. 32:  houses, property that is not documented represents “dead capital”  The value of the assets (dead capital) in the developing world is huge.  In Haiti, untitled real estate holdings are together worth some $5.2 billion.  This is four times the total of all the assets in the legal operating companies of Haiti, nine times the value of all assets owned by the government, and 158 times the value of all foreign direct investment in Haiti’s recorded history to 1995.

p. 37:  The poor who painstakingly save to construct a house and who create enterprises where nobody imagined they could be built should not be characterized as poor and destitute.  They are not the problem of poverty, they are the solution.

Chapter 3:  “The Myster of Capital”

The term “Capital” does two jobs simultaneously – capturing the physical dimension of assets as well as their potential to generate surplus value.    Capital initiates surplus production and increases productivity.
p. 42-43:  “Capital is not the accumulated stock of assets, but the POTENTIAL itholds to deploy new production.  Capital should not be confused with money.  Money circulates but doesn’t produce.  It can be compared to a highway.  Capital is “money saved and invested”
p. 44-45:  Energy analogy – Capital is like the water in a mountain lake.  In addition to the usual purposes of water in a lake, it also holds the potential to create electricity.  What was required was an external man-made process that allowed us, to first, identify the potential of the weight of the water to do additional work, and second, to convert this potential energy into electricity, which can then be used to create surplus value.  The additional value we obtain from the lake is not a value of the lake itself., but rather a value of the man-made process extrinsic to the lake.

p. 47:  The formal property system is capital’s hydroelectric plant.  This is the place where capital is born.

p. 48:  Why has the genesis of capital become such a mystery?  Because the process within the formal property system that breaks down assets into capital is extremely difficult to visualize.  It is hidden in thousands of pieces of legislation, statutes, regulations, and institutions that govern the system.  Anyone trapped in such a legal morass would be hard-pressed to figure out how the process actually works.  The only way to see it is from outside the system –from the extralegal sector.  

Property Effects:

1.  Fixing the economic potential of assets:  capital is born by representing it in writing – in a title, a security, a contract or other such records.  Formal property forces you to think about the house as an economic and social concept.  Viewing the house as merely a shelter makes is only a dead asset rather than as live capital.  (p. 51)

2.  Integrating dispersed information into one system:  Over decades in the 19th century, politicians, legislators and judges pulled together the scattered facts and rules that governed property throughout cities, villages, buildings and farms and integrated them into one system.  The pulling together of property representations, a revolutionary moment in the history of developed nations, depositede all the information and rules governing the accumulated wealth of their citizens into one knowledge base.
3.  Making people accountable – The integration of all property systems under one formal property law shifted the legitimacy of the rights of owners from the politicized context of local communities to the impersonal context of law.

4.  Making Assets Fungible – Unlike physical assets, representations are easily combined, divided, mobilized and used to stimulate business deals.
5.  Networking People – By making assets fungible, by attaching owners to assets, assets to addresses, and ownership to enforcement, and by making information on the history of assets and owners easily accessible, formal property systems converted the citizens of the West into a network of individually identifiable and accountable business agents.  Property’s real breakthrough is that it radically improved the flow of communications about assets and their potential.  It also enhanced the status of their owners, who became economic agents able to transform assets within a broader network.  This explains how legal property encourages the suppliers of utilities (electricity and water) to invest in production and distribution facilities to service buildings.  By legally attaching the buildings where the services will be delivered to their owners, who will be using and paying for the services, a formal property system reduces the risk of theft of services.

6.  Protecting Transactions:  Public record keepers administer the files. (p. 61)

p. 63 Capital and Money

Capital, like energy, can be discovered and managed only with the mind.   The only way to touch capital is if the property system can record its economic aspects on paper and anchor them to a specific location and owner.

Property then, is not mere paper, but a mediating device that captures and stores most of the stuff required to make a market economy run.  
The connection between capital and modern money runs through property.  Paper currency owes its origins to the writing of debt notes, Therefore, money persupposes the institution of property.

If capitalism had a mind, it would be located in the legal property system.
p. 66:  The Bell Jar – Much of the marginalization of the poor comes from their inability to benefit from the six effects that property provides.  The challenge for developing nations is not whether they should produce or receive more money, but whether they can understand the legal institutions and summon the political will necessary to build a property system that is easily accessible to the poor.

p. 67 - The bell jar makes capitalism a private club open only to a privileged few and enrages the billions standing outside looking in.

Questions for Discussion:
1.  How does microcredit build on or circumvent the existing form of capitalism that is based on property systems?  (The microcredit movement began in (and is largely still in) the extralegal economy.)  

2.  How do things like cell phones and internet build on or circumvent the existing form of capitalism and property systems?  

3.  Now that we have new descriptions of property and capital to think about, what can we ponder about the meaning of the following scripture?

Chapter 4:  “The Mystery of Political Awareness”
p. 70:  For better or worse, people outside the West are fleeing self-sufficient and isolated societies in an effort to raise their standards of living by becoming interdependent in larger markets.

p. 71:   millions of rural immigrants flooding into cities in developing countries are overwhelming political and legal institutions.    The failure of the legal order to keep pace with ing economic and social upheaval has forced the new migrants to invent extralegal substitutes for established laws.
p. 73:  Political blindness consists of being unaware that the growth of the extralegal sector and the breakdown of the existing legal order are ultimately due to a gigantic movement away from life organized on a small scale toward one organized in a larger context.

p. 77- 79:  Growing Cities – self reliant communities abandoned their isolation and began trying to integrate in and around cities (see Jane Jacobs – City Regions)  Migration is the key factor in urban growth.

p. 81-82:   Poor people go home – migrants encountered a hostile world “The greatest hostility is from the legal system.”
p. 83;  cut off from the legal system, the migrants’ only guarantee of prosperity lay in their own hands.  They had to compete no only against other people, but against the system as well.  If the legal systems of their own countries were not going to welcome the, they had no alternative ut to set up their own extralegal systems.  These extralegal systems in my opinion, constitute the most important rebellion against the staus quo in the history of developing countries since their independence, and in the countries of the former Soviet bloc since the collapse of communism.  
p. 84-87:  In developing countries, the informal economy is responsible for a huge percentage of business.  Extra legals have come to stay  The extra legal sector is a place where individuals take refuge when the cost of obeying the law outweighs the benefit.  The migrants become extralegals ot survive.  They stepped outside the law because they were not allowed inside.
p. 88:  Extralegality is rarely antisocial in intent.  The “crimes” extralegals commit are designed to achieve such ordinary goals as building a house, providing a service, or developing a business.  Far from being the cause of disarray, this system of extralegal law is the only way settlers have ot regulate their lives and transactions.  

The extrlegal settlements may look like slums, but they are quite different from the inner-city slums of advanced nations.  The latter consist of once-decent buildings falling apart from neglect and poverty.  In the developing world, the basic shelters of the poor are likely to improved, built up and progressively gentrified.  Extralegal settlers desire to lead peaceful productive lives.
p. 95:  Emergence of Extralegality –  history in Europe – growing numbers of peddlars and street vendors, battles between tailors and second-hand clothes dealers, repression of extralegals, smugglers, clandestine manufacture – The preambles to laws and ordinances during the era frequently refer to noncompliance with previous laws and regulations.
p. 98-99 – Breakdown of the old order.  In those countries where the state outlawed and prosecuted extralegal entrepreneurs instead of adjusting the system to absorb their enterprise, not only was economic progress delayed, but unrest increased, spilling into violence.  The best known manifestations were the French and Russian Revolutions.  Those countries that adapted quickly, however, made a relatively peaceful transition to a market economy.  As soon as the state realized that a working extralegal sector was socially, politically, and economically preferrable to a growing number of unemployed migrants, authorities began withdrawing support from the guilds.

p. 101:   amid such economic crises and social unrest, the strongest and most self-confident people chose to emigrate or join revolutionary movements.

Chapter 5:  “The Missings Lessons of US History”

p. 106  The crucial change had to do with adapting the law to the social and economic needs of the majority of the population.  Gradually, Western nations became able to acknowledge that social contracts born outside the official law were a legitimate source of law and to find ways of absorbing these contracts.
p. 107:  Apparent lawlessness was not really about crime, but about a collision between rule making at the grassroots level and rule making at the top.

p. 107:  Third World countries are in the same economic flux that the US was in during the early 1800s

p. 108:  Having thus changed their laws to accommodate existing extralegal arrangements, US officials left the assets of the American settlers and miners primed to be converted into capital.”

p. 110:  Leaving behind antiquated British law

p. 113 - 117: An early American tradition – squatting!    Migrants began settling boundaries, plowing fields, building homes, transferring land and establishing credit long before governments had conferred on them the right to do so.  Despite their enterprise, however, many authorities remained convinced that these new Americans were flagrantly disobeying the law and should be prosecuted.

p. 129:  US laws had become so cumbersome that thye constituted a major stumbling block for settlers who wanted to secure their property rights and thus break out of their status as “squatters.”  They were left with no alternative but to begin fashioning their own “laws,” especially those pertaining to property, fusing English law and the homegrown American legal traditions with their own common sense.  The result was a ‘phalanx of vested property rights’ in two legal and economic systems, one sitting codified in the statute books, the other operating on the ground.

p. 130:  American politicians had three choices;  continue to thwart or ignore extralegals, grudgingly make concessions, or become champions of extralegal rights.

p. 139:  “And thus claim associations helped create a kind of common-law established by common consent, and common necessity.”

p. 150:  “Legal institutions can survive only if they respond ot social needs.”  The primary lesson is that pretending extralegal arrangements do not exist or trying to stamp them out, without a strategy to channel them into the legal sector, is a fool’s errand—especially in the developing world where the extralegal sector now constitutes the majority of the populations and holds trillions of dollars in dead capital.
p. 151:  “How can a legal system aspire to legitimacy if it cuts out 80% of its people?  The challenge is to correct this legal failure.”

Chapter 6:  “The Mystery of Legal Failure”

p. 154:  Five basic Misconceptions that have prevented governments solving the problem

1. All people who take cover in the extralegal or underground sectors do so to avoid paying taxes;

2. real estate assets are not held legally because they have not been properly surveyed, mapped and recorded;

3. enacting mandatory law on property is sufficient, and governments can ignore the costs of complianc with that law;

4. existing extralegal arrangements or “social contracts” can be ignored;

5. you can change something as fundamental as people’s conventions on how they can hold their assets, both legal and extralegal, without high-level political leadership. 

p. 163:  Barking dogs – The people’s law.  How can governments find out what the extra-legal property arrangements are?

p. 154:  Five basic misconceptions of poor/elite – if we can dispel these misconceptions, people might be willing to rehaul the legal system.

p. 158:  Implementing major legal change is a political responsibility.
p. 155:  All we have to do is make sure the costs of operating legally are below those of the extralegal sector.

P. 194:  Cooping the elites, they must support reform because it will enlarge their pocketbooks.

p. 171-172:  When the mandatory laws do not square with extralegal conventions, the parties of those conventions will resent and reject the intrusion.

P. 157:  Integrate the formal legal conventions inside the bell jar with the extralegal ones outside of it – one all-encompassing social contract.

p. 160 - 161:  Capitalization Process:  Movement from Dead Capital to Live Capital
	Extra Legal Sector

(dead capital)
	D. The commercial strategy
	Legal Sector

(live capital)

	
	A. The discovery strategy
	B. The political and legal strategy
	C. The operational strategy
	


Chapter 7:  “By Way of Conclusion”
The only Game in Town:  p. 227

· The situation and potential of the poor need to be better documented.

· All people are capable of saving.

· What the poor are missing are the legally integrated property systems that can convert their work and savings into capital.

· Civil disobedience and the mafias of today are not marginal phenomena but the result of people marching by the billions from life organized on a small scale to life on a big scale.

· In this context, the poor are not the problem but the solution.

· Implementing a property system that creates capital is a political challenge because it involves getting in touch with people, grasping the social contract, and overhauling the legal system.

D&C 82: 15-22


15.  Therefore, I give unto you this commandment, that ye bind yourselves by this covenant, and it shall be done according to the laws of the Lord.


16.  Behold, here is wisdo also in me for your good.


17.  And you are to be equal, or in other words, you are to have equal claims on the properties, for the benefit of managing the concerns of your stewardships, every man, according to his wants and his needs, inasmuch as his wants are just—


18. And all this for the benefit of the church of the living God, that everyman may improve upon his talent, that every man may gain other talents, yea, even an hundred fold, to be cast into the Lord’s storehouse, to become the common property of the whole church.


19.  Every man seeking the interest of his neighbor, and doing all things with an eye single to the glory of God.


20 This in order I have appointed to be an everlasting order unto you, and unto your successors, inasmuch as you sin not.


21.  And the soul that sins against this covenant, and hardeneth his heart against it, shall be dealt with according ot the laws of my church, and shall be delivered over to the buffetings of Satan until the day of redemption.


22.  And now, verily I say unto you, and this is wisdom, make unto yourselves friends with the mammon of unrighteousness, and they will not destroy you.








