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 In the early 1950’s, at the beginning of the “First Development 

Decade, ” there was a policy consensus about the role of traditional social 

norms and formal rules (created by newly established bureaucracies) in the 

modernization of the countries whose economies were then based primarily 

on subsistence agriculture.1 The policy consensus was the following: that 

modernization of economy and polity required the dissolution of traditional 

social norms and the construction of formal rules to be administered by 

newly established bureaucracies which, in turn, were to be led by 

democratically elected politicians. The preference for new formal rules over 

the traditional social norms was based on a four part argument that: (i) 

formal rules led to more efficient utilization of resources for economic 

growth2 (ii) formal rules facilitated more egalitarian distribution of the 

benefits of economic growth3, (iii) institutions based on formal rules were 

more accountable and (iv) such rules, if properly constructed, could be more 

flexible than rigid social norms. Much of the support for formal rules over 

social norms was drawn from the developmental experience of industrialized 

countries which was the reference point for such notable scholars as Max 

Weber, Joseph Schumpeter, Walter Rostow, Arthur Lewis, and others.4 

 

 The modernization paradigm influenced every sector of the economy, 

including housing. The policy consensus regarding housing postulated that 

new, formal institutions were necessary to generate a steady supply of 

housing for the rapidly growing numbers of urban residents.5  The 

governments were to play active roles in building houses and creating a 

vibrant construction industry, which would reduce the need to import 
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building materials.  The governments’ efforts would complement the efforts 

of private industries, which would also provide some housing for their 

employees, following the tradition of colonial enterprises. The private 

market for provision of housing was, however, yet to develop. Urban land 

markets seemed rigid and opaque without any formal institution facilitating 

exchange.6 There was virtually no formal credit available for housing, 

because most countries channeled their meager resources towards more 

productive sectors to generate foreign exchange. The buying and selling of 

complete houses, a common practice in developed countries, was rare with 

hardly any developers and realtors offering their services. 7Although there 

was some disagreement among policy-makers at this time regarding whether 

limited national resources should be channeled towards housing, there was 

no disagreement about the broad direction of housing policy, namely, that 

new formal institutions, both public and private, were necessary to construct 

markets for land, credit, and building materials. There was also complete 

agreement that existing institutions, informally managed by social norms of 

a pre-modern kind, would either wither away or will be “creatively 

destroyed,” by the dynamism of the growing economy, as Schumpeter had 

suggested.8 

 

The Reversal of Development Logic 

 

This model of housing provision, with its explicit bias in favor of 

formal institutions, both public and private, began to lose legitimacy by the 

early 1960s.  By that time, in developing countries, “informal settlements” 

on the periphery of most cities had steadily grown in size and were housing 

a growing number of the urban poor. In 1967, John Turner’s seminal 
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research directly challenged the modernization paradigm for housing 

provision, and demonstrated, for the first time, that the assumptions 

underlying the paradigm regarding the role of formal institutions were 

seriously flawed.9 In his now famous words,  “governments have done so 

little with so much, while people have done so much with so little,” Turner 

contended that formal institutions, like Ministries of Housing or Municipal 

Housing Authorities, were inefficient in resource allocation and utilization 

compared to poor residents who ministered and used their meager resources 

with much greater effectiveness. Similarly, Turner argued that formal 

bureaucratic institutions did not facilitate a more equitable distribution of 

resources; the poor were better at resource distribution relying as they did on 

traditional social norms. In addition, formal institutions were determined to 

be less accountable and more rigid in their operations. Staffed by corrupt 

bureaucrats who imposed many rules that the poor residents were not even 

aware of, the formal institutions had become, ironically, a hindrance to 

facilitating a rapid supply of housing.  

 

 Turner’s approach prompted a new wave of research on 

“informal institutions,” “informal settlements,” and “informal employment” 

which was to flood the development field for the next thirty years. The often 

cited ILO study (1972) built on Turner’s advocacy of informal institutions, 

and constructed a holistic framework which compared, on seven 

characteristics, the two types of institutions and markets – i.e. formal and 

informal – and argued that the latter was better than the former on all seven 

counts.10 Consequently, governments of developing countries, at both the 

local and national levels, were advised by international institutions to assist 

informal market transactions for housing as well as employment through the 
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implementation of various policies, ranging from provision of credit 

(probably the most popular) to the delivery of basic infrastructure to the 

informal housing areas. This approach to housing delivery, which celebrated 

the efficacy of informal institutions and social norms and, by contrast, 

tarnished the view of formal institutions, was in vogue for well over a 

decade or so until the early 1980s.  Then, new research based on the 

experiences of projects implemented during the 1970s began to emerge, 

tempering somewhat the revisionist appreciation of informal institutions.11 

 

 

The Limits of Norms and Informality 

 

The research which demonstrated the limits of social norms and 

informal institutions in delivering housing to the poor did not simply 

reiterate the criticisms of the early advocates of developmentalism. The new 

research was appreciative of social norms and informal institutions but also 

acknowledged their limitations in the face of steadily growing housing needs 

of the urban poor. One issue that received renewed attention was the role of 

social trust in facilitating market exchanges. That social trust was a central 

element of social norms, and that without social trust informal market 

exchanges could not flourish had been documented earlier. 12 The new 

research demonstrated that as the size and density of informal housing areas 

increased steadily and these areas became increasingly socially 

heterogeneous, exchanging parties relied less on social trust and more on 

formal rules to insure contracts.13  Furthermore, social sanctions based on 

social norms were becoming less effective as individuals could now “exit” 
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from particular domains of norms and sanctions relatively easily due to 

geographic mobility.14  

 

A second set of research findings demonstrated the limitation of 

projects which were based on the assumption that informal social obligations 

and norms could be used effectively to influence the behavior of project 

participants.15 This was particularly visible in cases where the goal was to 

expand market operations of activities, such as delivery and repayment of 

loans for housing construction or small businesses. It was not that social 

norms and obligations did not help to insure compliance with market rules, 

they did, but only to a certain extent and only in particular circumstances, as 

was best exemplified by the good loan repayment rate in the Grameen Bank 

in Bangladesh. When social norms were relied upon for purposes other than 

loan repayment, the results were mixed, at best. The critical reason for the 

mixed outcome can be described as follows: norm based practices almost 

always have multiple objectives, unlike market rules that are intended 

primarily to facilitate exchange by reducing two key elements of uncertainty 

– namely, the borrower’s ability to repay the loan and his propensity to 

default. Norm based practices, such as group monitoring of loans, may 

support market needs but are not confined to that purpose only. Norm based 

practices have emerged over many years to sustain communities and insure 

social order, primarily through reciprocity and a sense of social 

responsibility towards the members of one’s community.16 This does not 

always insure equitable outcomes, however.  As much as any community 

may feel social responsibility for the wellbeing of its members, at the same 

time, it usually erects barriers obstructing the entry of newcomers with 

social characteristics different from its existing members.17 This 
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exclusionary tendency of closely-knit communities can also impede 

expansion and an increase in population density of housing areas, both of 

which are necessary to meet the growing housing need.  

 

 A third set of research findings tempered the glorification of social 

norms and the disregard for what were disparagingly called “bureaucratic 

rules which stifle entrepreneurship.” These findings demonstrated that the 

assumption that there were two parallel spheres of exchange, one based on 

formal rules enforced by “the state” and the other based on social norms 

which sustained “an economy of affection” was not accurate. The two 

domains were not totally separate.18 They influenced each other, and, more 

importantly, social norms which were assumed to be immutable did change 

in response to changes in the formal rules regarding housing delivery.  This 

finding was particularly pertinent in the case of conflicts within communities 

where parties to the conflict sought the intervention of formal rule-making 

authorities in resolving their disputes. 

 

 

Norms and Rules: The Best of Both Worlds? 

 

 Once the limitations of social norms were acknowledged, housing 

policies in most developing countries entered a new phase where attempts 

were made to combine norms and formal rules with the intention to draw on 

the comparative strengths of each type of rule.19 Although the specific 

combination of formal rules and social norms in the design of projects and 

policies varied from country to country, the broad theme, popularly titled 

“private-public cooperation,” pervaded housing policy discussions in 
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virtually all countries by the middle of the 1980s. The private-public 

cooperation approach was, of course, not limited to housing policies for the 

urban poor; it was touted as the right approach for all kinds of investments 

ranging from housing for the poor and middle classes to construction of 

shopping centers, sports stadiums, and other revenue generating schemes. 

The details of what private-public cooperation really meant in terms of 

project design varied widely, but that is not the concern of this essay. What 

is relevant for our purpose is the particular form of this discussion regarding 

the growing housing needs of the urban poor who resided in informal 

housing areas. 

 

 One strategy of this new approach was to draw on both formal rules 

and social norms assuming that their combination would be more effective 

than if either one was relied upon exclusively. To depend only upon formal 

rules would have created the kinds of problems which were not foreseen in 

the early 1950s, namely, excessive bureaucratization of housing delivery. 

Also, too strong a reliance on formal rules was feared to have an adverse 

effect on the entrepreneurial energy which characterized informal housing 

provision. In this regard a particular concern was the imposition of 

regulations of every kind by “rent-seeking bureaucrats” who were interested 

primarily in creating opportunities for their own enrichment through corrupt 

actions.20 As a result, there was a preference for “community control” which 

would draw on social norms and not bureaucratic rules for management of 

these areas.  

 A second strategy to draw on both domains – formal and informal – 

was to encourage informal developers to participate in publicly financed 

schemes for housing provision.21 The key assumption underlying this 
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strategy was that informal developers were more aware of market 

opportunities for providing a range of housing which met the varying needs 

and capabilities of the urban poor. These developers had better information 

than government bureaucrats about the intricacies of the housing market, and 

they had managed to supply housing and receive regular payments for such 

housing without relying on formal rules. The key to the success of the 

informal developers was their extensive social networks which, in turn, drew 

on social norms for the structuring and enforcing of informal contracts. If 

these developers could be induced to participate in publicly financed 

projects, the argument went, then their private entrepreneurial energy could 

be tapped and blended with public efforts. To create such a blending, the 

informal developers were not to be bogged down by too many formal rules. 

Here again, the communities were to play an active role, drawing mostly on 

social norms and practices; and the communities were to be supported by 

municipalities only to the extent necessary for mobilizing resources.   

 

Non-governmental organizations (NGOs), representing the 

communities, were to play the role of the intermediary, facilitating 

communication among the various key actors and groups.22 The NGOs were 

to serve as the social glue holding together the different components of the 

private-public cooperative process. In contrast to elected politicians who 

were portrayed as belonging to the formal but corrupt and delegitimized 

political process, the NGOs represented a blend of formality and informality 

which made them particularly appropriate agents for facilitating the new 

effort to draw on both formal rules and social norms in housing the poor. 
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 In this new paradigm of housing provision through private-public 

cooperation, there was very little, if any, discussion of either social or 

institutional conflicts. Because the emphasis of the moment was on 

cooperation which is generally considered “a good thing,” planners and 

policymakers ignored conflict as an aberration which happened only due to 

personal hostility between non-cooperating individuals. Also, in contrast to 

cooperation, conflict was viewed as “a bad thing,” delaying project 

schedules, increasing costs, and creating conditions antithetical to the 

generally positive goals. Another reason development planners rarely dealt 

with the issue of conflict in a rigorous way has to do with the way conflict 

was glorified in Marxist analysis which has not been “an idea in good 

currency,” particularly with the collapse of the former Soviet Union in the 

late 1980s. However, even before the collapse of the Soviet Union, the issue 

of conflict – particularly institutional conflict – was rarely discussed 

seriously because it tarnished the spirit of hope and inspiration necessary for 

tackling enormous developmental challenges such as providing adequate 

housing for the urban poor.23 

 

New Lesson regarding Norms and Rules 

 

 How have efforts at combining formal rules and social norms fared? 

The evidence from the field is beginning to emerge, but, of course, more 

evidence is needed before any definitive conclusions can be drawn. 

Nevertheless, the initial reports offer some surprises which I have described 

below drawing on three particular efforts I am familiar with.  
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(i) In the State of Karnataka in India, an effort was made to build 

upon community-based institutions, called Community Panchayats 

(CPs), and to formalize the structure of governance somewhat by 

creating locally elected bodies, called Gram Panchayats (GPs). The 

goal was to complement CPs with GPs and create a more 

responsive and accountable system for public resource allocation, 

informal dispute resolution, and general governance of 

communities. 

 

The evaluation of this effort indicates that, although CPs and GPs 

did occasionally complement each other in articulating community 

preferences for and implementation of development projects, they 

also clashed with each other, not infrequently, as GPs – the 

relatively more formal institutions – tried to change the local social 

norms which restricted the participation of women and lower caste 

individuals in collective decision making.24 CPs, which follow 

traditional social norms regarding strict gender roles and unfair 

division of labor among the different caste groups tried, first, to 

undermine the GPs’ authority by urging local area residents not to 

participate in GPs. But, lower caste members who outnumbered 

the upper caste members by a wide margin participated in GPs 

simply because they had relatively more access to GPs than CPs. 

Many women also chose to participate in GPs. Consequently, 

members of CPs tried to influence the outcome of elections for GP 

leadership positions to restrict the election of women and lower 

caste groups to such positions. The CP leadership used its 

economic and political power to influence the election of GP 
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leadership by making deals with candidates of their choice. In a 

nutshell, CPs and GPs were engaged more in conflict than 

cooperation. What mediated the relationship between the two 

institutions is the political process which, in turn, was conditioned 

by acute inequality in political and economic power. Although this 

outcome may not be surprising it is worth emphasizing because the 

issue of political process and how it mediates institutional conflicts 

is not adequately addressed in the norms/rules discussion.25 

 

(ii) A second case study of a recently completed housing project in 

Mumbai, India provides additional insights about efforts to mingle 

different institutional forms to deliver housing for the urban poor.26 

This project was initiated by a community with the assistance of 

one of the leading NGOs in Mumbai – the Society for Promotion 

of Area Resource Centers (SPARC). The community and SPARC 

were to work cooperatively and in a decentralized way with private 

developers, local and state governments, and foreign donors. The 

project involved in situ housing reconstruction where project 

beneficiaries were to contribute towards project costs, and the 

developer was expected to get a decent rate of return from the 

project by selling off at market rate some housing units built in 

addition to what was required to rehabilitate all the community 

members. 

 

Although well intended, this project created new assets but with 

ambiguous property rights and that generated much conflict among 

the various stakeholders. As an entrepreneurial NGO, SPARC, 
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played a key role in asset creation drawing on its comparative 

institutional strength as a grassroots based organization. Yet, 

paradoxically, SPARC’s success also embroiled the organization in 

struggles with government agencies, private contractors, and even 

community groups, as a booming real estate market steadily 

appreciated the value of newly built houses and instigated 

conflicting claims from the various stakeholders about who is to 

capture how much of the newly generated values. 

 

There were many other unintentional outcomes of this project, but 

the following two stand out:  

 

One, even though various conflicts delayed project completion, 

ultimately the project beneficiaries received more benefits than 

originally intended by the project designers. SPARC’s challenge of 

government design guidelines and standards led to design 

innovations ultimately benefiting project participants. And, conflict 

between the private contractors and SPARC led to better financial 

arrangements for the project beneficiaries as their share of the total 

housing cost was reduced. 

 

Second, the conflicts among the various stakeholders in an 

institutionally pluralistic environment ultimately led all the 

contending parties to call for a relatively centralized mechanism 

for conflict management. The process had a transformative effect 

on SPARC. It induced SPARC to centralize its own internal 

operation, transform its mission from one of only advocacy to one 
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of social investment in profitable enterprises, and seek a permanent 

seat in the centralized body created for conflict management. In 

other words, conflict with market institutions transformed SPARC 

such that it began to resemble market institutions. Similarly, 

conflict with government agencies induced SPARC to gain control 

over part of the government apparatus intended for housing 

delivery to the urban poor. 

 

(iii) Transformation of Hay el Sellom in Beirut, Lebanon 

 

Hay el Sellom, an area in the southern part of Beirut, Lebanon, grew 

from an olive grove in 1950 to one of the most densely populated 

areas in the city by 2002. A historical analysis of Hay el Sellom’s 

growth, which focused on three generations of private developers in 

the area, provides some interesting insights about the role of these 

developers at different stages in the growth of the neighborhood.27 

There were, of course, many factors, in addition to the developers’ 

activities, which influenced the growth trajectory of Hay el Sellom. 

These include: the civil war in Lebanon which created a surge of 

internal migration resulting in an influx of displaced persons arriving 

from within Lebanon; the steady decline in the power of local 

government, and the simultaneous rise of local faith-based militia  

which are now operating as NGOs; and the fluctuating economy with 

rapid boom and bust cycles which attracted large investments in 

housing at one moment, but soon after, depleted the purchasing power 

of households in the area. The historical study captures the 

interactions between these factors over a period of fifty years. It 



 15 

provides a more nuanced sketch of how formal and informal 

transactions based on both social norms and formal rules interacted 

under the particular conditions of Hay el Sellom, and the impact of 

such interactions on the wellbeing of the urban poor. 

 

The following findings of this study are of particular relevance for this 

essay: 

 

First, contrary to the common understanding that housing areas 

gradually evolve from being totally informal to formal as 

policymakers come to acknowledge the legitimate social claims of the 

poor, the reverse trajectory –formal areas becoming increasingly 

informal – is also possible under certain circumstances. In other 

words, the outcome of interaction between social norms and rules can 

vary widely depending on several factors. The two factors of 

particular consequence in the case of Hay el Sellom were the intensity  

of competition among the developers and the local authorities’ 

inability reformulate rules in accordance with changing market 

conditions. 

 

Second, as previously noted by other researchers, both formal 

rules and social norms facilitate market transactions; and developers 

work at the interstices of norms and rules, at times drawing on their 

strengths and, at other times, undermining their regulatory power to 

suit their specific needs at the moment. What is unique in the case of 

Hay el Sellom, however, is the way developers who, at first glance, 

seemed to be relying only on social norms to conduct businesses were, 
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in fact, drawing on the legitimacy of formal legal symbols, by 

imitating official stationary, having contracts endorsed by notary 

seals, and getting property boundaries measured by government 

engineers who acted as private consultants to the developers.  The 

intention was clearly to create a sense of trust between the buyers and 

developers. This is an interesting insight because “trust” is commonly 

associated with social networks and norms which are assumed to 

contribute to trust building.28 The Hay el Sellom experience does not 

negate the fact that ethnic ties and other primordial relationships 

create trust and thereby facilitate market exchanges. Rather, it 

suggests that such ties are not sufficient to fully counteract the 

uncertainty of buyers who ultimately need the assurance of formal 

rules to uphold the validity of their transactions. In other words, social 

trust for market exchanges is not entirely a product of organic social 

bonding; it needs some nurturing by government. In particular, the 

urban poor who often invest their entire savings to purchase property 

do not rely solely on mutual trust, although such trust may help them 

get information on property availability. To create a sense of 

predictability of contract enforcement, they need the assurance of 

formal rules which the developers in Hay el Sellom provided by 

drawing on symbols of such rules.  

 

All developers in Hay el Sellom, however, did not adhere to the 

same business practices. With the growth of the area, the changing 

market created new niches for investment. The three developers the 

study focused on pursued three distinct styles of engagement. They 

had very different resources and social networks,  and they followed, 
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implicitly, different codes of conduct regarding the extent to which 

they were willing to break formal rules.  

 

The third finding concerns the role of well-defined and formally 

documented private property rights which have been emphasized by 

Hernando De Soto as a precondition for capital accumulation by the 

urban poor.29 The study of Hay el Sellom indicates that, although such 

well-defined and formal property rights were not in place, the area 

developed continuously precisely because it offered many 

opportunities for capital accumulation. Hence, there was no clear-cut 

and direct relationship between formal property rights and capital 

accumulation.  In fact, the study suggests that there may be an inverse 

relationship between formal rules and capital accumulation: lack of 

formal rules regarding property rights may create opportunities for 

private capital accumulation while generating adverse social costs, 

such as high density, air and water pollution, and such other negative 

externalities which are of the utmost concern for Hay el Sellom’s 

residents. This is not to say that the residents do not care for 

ownership rights. They are able to create such rights through a blend 

of norms and rules relying on various strategies for the demarcation of 

property boundaries. In case of disputes, they rely on informal 

negotiations with the assistance of the developers who keep informal 

records of all property transactions. This is why Hay el Sellom’s 

residents did not complain about lack of well-defined property rights. 

What concerned them most was increased population and housing 

density which has reduced public space and cut off sunlight to the 

area, created pollution of water and air from increased economic 
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activities, and generated traffic congestion which added to the noise 

and air pollution. Such “externalities” seriously impair the quality of 

life of the residents and create health problems for both the children 

and adults. The inhabitants clearly do not perceive such problems as 

emerging out of ill-defined private property rights. This is not to say 

that they do not seek either formalization of their titles, or access to 

credit; they do. However, these issues are of low priority when 

compared to the improvement of their living conditions. Foremost, 

what they seek are government regulations of the kind which are 

commonly thought to stifle entrepreneurial investment that De Soto 

and others have argued is crucial for development. This pressure for 

formal regulations, emerging out what is often referred to as “civil 

society” is intriguing because civil society, by its very definition, is 

supposed to draw on social norms and not state regulations. But, as 

the Hay el Sellom study demonstrates such a simplistic definition of 

civil society fails to explain how poor households may rely on a mix 

of strategies drawing on the state, the market, and community norms 

to improve their living conditions.  

 

Conclusion 

 

 I relied on three case studies, two from India and one from 

Lebanon, to illuminate our understanding of how social norms and formal 

rules interact and influence housing delivery for the urban poor. To be sure, 

one cannot draw broad generalizations from these case studies because each 

case unfolded under particular circumstances. For example, in the case of 

Karnataka, the existing caste hierarchy, the acutely unequal distribution of 
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political power, and yet, a politically democratic system, set the context for 

the interaction of formal and informal institutions. Likewise, in the case of 

Mumbai, the booming real estate market and ambiguous property rights 

created by frequently changing public policies set the context for conflicts 

between social norms and formal rules. Finally, in the case of Lebanon, the 

particular context was shaped by the civil war, the loss of legitimacy of local 

government, and the growing competition among the property developers. 

These unique contextual elements, however, do not make these cases 

inappropriate for deepening our understanding of how norms and rules 

interact. On the contrary, the process of understanding, which requires the 

identification of the unique contextual elements in each case, facilitates a 

type of theory building particularly useful for policymakers. Because 

policymakers usually learn from the implementation of specific projects, 

however uniquely such projects may unfold. Rarely do policymakers have 

the time and resources to conduct rigorous research based on the formal 

principles of social science which require, among other things,  the study of 

a statistically valid number of representative samples. 

 

Acknowledging the limitations of case studies, what lessons regarding 

social norms and formal rules can one draw from the three examples? First, 

these cases confirm that norms and rules do not constitute two separate 

social domains. They interact and influence each other, and such interactions 

are conditioned and mediated by political process, market conditions, and 

the effectiveness of local governments. Second, the interaction of norms and 

rules is not always a benign and consensual process. Such interactions 

generate conflicts whose intensity is conditioned by the distribution of 

political and economic power. Third, to blend social norms with formal rules 
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and resolve the conflicts such blending often generates, new mechanisms 

and institutions are necessary. The innovation of such mechanisms and 

institutions of dispute resolution is a challenge for development planners 

who want to go beyond the current rhetoric of partnerships and popular 

participation in delivering housing to the urban poor in developing countries. 
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