
d’Ivoire and Peru, the numbers are
six and 10 percent, respectively.
Images of teeming cities may give the
impression that the countryside has
been drained of people, but a few
million city dwellers added over the
course of decades is a drop in the
bucket in a country of many millions.

One explanation for the disincli-
nation to migrate is that earning
more money simply is not the high-
est priority of many poor people, the
authors say. But there’s more to it
than that. A study in Kenya showed
that while farmers who used fertilizer
could vastly increase crop yields, few
chose to do so, pleading poverty. Yet
when aid workers offered to sell them
a fertilizer voucher at harvest time
(when they do have cash) good for
later redemption, many took the
deal. Then something even more
curious happened. Most immediately
redeemed their vouchers, and stored
the fertilizer for later use—the very
option they’d always declined in the
past. They seemed to need a little
push. “One senses a reluctance of
poor people to commit themselves
psychologically to a project of mak-

The NASDAQ market, the main
crash site of the Internet boom of the
1990s, would have produced
handsome returns (9.6 percent annu-
ally) for a person who invested in
1973 and did nothing until 2002.

But even committed “passive”
investors have a hard time sitting
tight. People tend to put more money
into stocks when the market soars
and pull it out when it turns south.
Most wind up buying high and selling
low. In order to find out how investors
actually fared, Dichev adjusted histor-
ical market returns to reflect the flows
of money in and out of the market.
That juicy 9.6 percent return on the
NASDAQ? In fact, investors reaped
only 4.3 percent on average. Results
were better in other markets. A
capitalization-weighted basket of
stocks on the New York and
American stock exchanges held from
1926 to 2002 returned an average of
9.9 percent annually. Investors who
tried to outsmart the market saw an
8.6 percent annual increase.

Dichev’s lesson: There can be a big
difference between how stocks per-
form and how investors perform.

ing more money,” Banerjee and Duflo
write. “Perhaps at some level this
avoidance is emotionally wise:
Thinking about the economic prob-
lems of life must make it harder to
avoid confronting the sheer inade-
quacy of the standard of living faced
by the extremely poor.”

E C O N O M I C S , L A B O R  &  B U S I N E S S

Outsmarting
the Market

“Buy and hold” is the mantra

of many investment gurus. Rather
than try to time the market or pick
winners and losers, they say, indi-
vidual investors should put their
money into a representative basket
of stocks and forget about it. Good
advice, says Ilia D. Dichev, an econ-
omist at the University of Michi-
gan’s Stephen M. Ross School of
Business. What a pity it’s too simple
for most people to follow. 
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The Eisenhower Way

A new administration en-

ters the White House, succeeding an
unpopular president and inheriting
a failing war in a volatile region,

while being challenged on several
fronts by the specter of nuclear con-
frontation. Such is the scenario that
awaits the president who will take
office in 2009, yet it bears many
similarities to the situation when
Dwight D. Eisenhower entered the
White House in 1953. Though few

presidents seem to look toward Ike
as a foreign-policy model, his “brand
of realism,” says Jonathan Rauch, a
National Journal senior writer, has
“never been more relevant than it
will be in the post-Bush cleanup that
is about to begin.”

In today’s America, Rauch says,
foreign policy is divided between
hawks, who “think that peace
comes from American strength,”
and doves, who “think that peace
comes from international coopera-
tion.” Both camps, in his opinion,
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The Five Percent
Problem

Since the end of the Cold

War, America has boosted its mili-
tary presence in only a single re-
gion, the Middle East. The area
holds half the world’s oil reserves,
sits astride crucial international
shipping lanes, and makes up the
heartland of Islamic fundamental-
ist terrorism. It’s almost universally
assumed to be central to American
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are blinded by “misguided senti-
mentality.” Realists in the mode of
Eisenhower are rare. (Zbigniew
Brzezinski, Jimmy Carter’s national
security adviser, is their “éminence
grise.”) They value both strength
and diplomacy, but “believe that
peace ultimately comes from some-
thing else: equilibrium.”

In the 1950s, Eisenhower ac-
cepted stalemate to end the Korean
War, “double-crossing Republican
hawks who demanded the ‘rollback’
of Communism and to whom his
campaign had pandered.” From then
on, Rauch writes, his “unsentimental
realism rarely wavered,” although it
led to questionable covert operations,
as in Guatemala and Iran. Eisen-
hower rejected calls to make a pre-
emptive nuclear strike against the
saber-rattling Chinese, saying that “a
preventive war, to my mind, is an
impossibility today. . . . I don’t believe
there is such a thing, and, frankly, I
wouldn’t even listen to anyone
seriously that came in and talked
about such a thing.”

President Eisenhower talks with Secretaryof State John Foster Dulles after a 1958 press conference about
Formosa (Taiwan). Congress had authorized the use of force to defend the island three years earlier.

How would Eisenhower have
approached Iraq? Rauch believes that
rather than view the conflict as a test
of wills or simply end U.S. involve-
ment, Ike probably would have fav-
ored the approach championed by
Edward N. Luttwak, a senior fellow at
the Center for Strategic and Interna-
tional Studies: stop trying to suppress
Sunni-Shia conflict, and use U.S. mil-
itary and diplomatic power only to
contain the conflict. “Play Sunnis and
Shiites against each other,” Rauch
says, “both within Iraq and around
the region, to foster and exploit a sus-
tainable balance.”

The chief flaw of Eisenhower-style
realism, Rauch says, is “that in a
pious, warm-blooded world, it is as
unpalatable as atheism.” When con-
fronted by the kind of genocide wit-
nessed in Rwanda and Bosnia in the
1990s and in Darfur today, realists are
“inclined to hide behind the United
Nations and buck the problem to
regional powers.”

Realism is “a lens, not a road map,”
Rauch says. Its advocates differ among

themselves over complex, unpre-
dictable situations such as the Israeli-
Palestinian conflict. Some regard
“America’s attachment to Israel as sen-
timental,” while others believe that the
United States must stand firm with
Israel “until Palestinian militants
understand that they can never win.”
A third camp, Luttwak among them,
believes that the only choice is “but to
muddle on with diplomatic efforts to
calm the situation.”

Can a realist win the presidency in
2008? “One recently did—in 2000,”
Rauch notes. A pre-9/11 George W.
Bush said, “I just don’t think it’s the
role of the United States to walk into
a country and say ‘We’ll do it this way;
so should you.’ ” But just as the cool-
headed Eisenhower ended the Kor-
ean War even as he “embraced the
principle of containment”—and in the
process salvaged many of his prede-
cessor Harry S. Truman’s policies—so
Bush may need to hope for a realist
successor to save his historical
reputation.


