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Abstract. The role of land and housing markets in the so-
cial provision of shelter is a crucial factor affecting economic 
development. Yet the institutional factors that shape land 
and housing market dynamics are often ignored in dominant 
economic theories. Over the past few decades, however, 
the New Institutional Economics (NIE) has been increasingly 
influential in World Bank and IMF policy making. This article 
explores whether institutional economic theory does in fact 
improve our practical understanding of the social and politi-

cal dimensions of housing and land provision for the poor. 
Through a case study of an informal squatter settlement 
in Escada in the Brazilian city of Salvador da Bahia, the 
NIE approach is employed to understand the institutional 
relations and conflicts between both formal and informal in-
stitutions. The paper concludes by setting out the relative 
strengths and weaknesses of the NIE approach in under-
standing the complex, real world dynamics of urban eco-
nomic development today.
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1. Introduction  

According to UN Habitat the number of people living in 
slums has increased from 760m in 2000 to 863m in 2012 
(UN Habitat 2012). These rising figures indicate pressure 
to develop affordable housing alternatives. International 
agencies have recognised this and institutions like the 
World Bank have provided toolkits and policies for land 
market management including zoning powers, direct 
intervention to slums and housing production such as 
slum upgrading programmes and tenure regularisation, 
which encompass both the state and market led ap-
proach. However despite widespread pressure to pro-
vide housing for all urban dwellers the role of land mar-
kets in economic and social development represents a 
fundamental tension at the heart of contemporary urban 
policy. Land is inextricably linked to economic develop-
ment, as Dowall and Giles (1996) state land markets are 
integral to the operation of cities providing a resource 
to create 'productive enterprises'. Yet, as the global 
housing crisis demonstrates, the economic provision of 
land and buildings and the social requirements of ur-
ban dwellers are clearly out of synch with one another. 
Therefore, understanding the underlying social, political 
as well as economic causes of this problem is a central 
issue facing any comprehensive analysis of the urban 
causes of uneven economic development. 

To address the tensions between the role of land as a 
‘productive enterprise’ and the basic needs of citizens 
to access housing this paper argues for a more focused 
analysis of why the poor are unable to access land and 
housing markets. Conventional approaches  grounded 
in neo-classical theories, which argue that markets clear 
efficiently with little government intervention, crucially ig-
nore key characteristics of markets - transaction costs, 
property rights and the existence of institutions;  all key 
elements of land and housing markets. Recently, eco-
nomic theorists have acknowledged the shortcomings of 
the strict neoclassical approach and have begun to ana-
lyse the role of institutions in the provision of social and 
public goods. The so called 'New Institutional Economic 
(NIE)' theory (see Coase 1998, North 1995) highlights 
understanding the role institutions – like national and lo-
cal government, financial intermediaries, etc. - play in 
the operation and failure of market activities. The rise 
of this theory has had an influential bearing on develop-
ment policymakers. As Chang states, ‘the view poor-
quality institutions are the root cause of economic prob-
lems in developing countries has become widespread. 
In accordance, the IMF and the World Bank started 

to impose many ‘governance-related conditionalities’, 
which required that the borrowing country adopts ‘bet-
ter’ institutions that improve ‘governance’ (see Kapur 
and Webber, 2000, cited by Chang 2010, p. 473).  

Chang questions though how much of a departure NIE 
is from the neo-classical paradigm, arguing that it many 
ways it represents an extension and consolidation of 
a market based worldview, resulting in a poor under-
standing of the way institutions work on the ground, and 
therefore issuing unrealistic strategies and economic 
objectives (Chang 2010, p. 494-495).

This paper asks how useful is the NIE approach to un-
derstanding the institutional relationship between poverty 
and people’s access to land and housing markets. This 
investigation will take the form of a case study of land oc-
cupation in Brazil testing three ways in which institutions 
should reduce uncertainty and set the rules and norms 
of the market. These elements are to reduce transaction 
costs such as search and information costs about legal 
and market related information including handling situa-
tions with missing or asymmetric information, fill the gap 
where there are missing markets - such as the market for 
low income housing - and enforcing and protecting prop-
erty rights including securing land tenure. 

The case study of Escada1 in the city of Salvador da Ba-
hia is being used for three reasons. Firstly land and hous-
ing markets in Brazil have a varied history of intervention 
and policies, from the dictatorship's National Housing 
Bank in the 1960s to the City Statue in 2001 which pro-
vided tools for city governments to ensure affordable 
housing for the poor. There has also been a rapid in-
crease in the urban population across Brazil alongside 
an increasing share of global economic growth, and so 
these factors provide an interesting backdrop for looking 
at land and housing markets. Secondly, looking at Sal-
vador da Bahia provided an opportunity to look in detail 
at cities which may have been overlooked in favour of 
research on first tier cities such as Sao Paulo or Rio de 
Janeiro. Thirdly the case study of Escada opened up the 
possibility of trying to analyse institutional roles within 
the NIE framework across both the formal and informal 
sector. This could possibly lead to a wider understand-
ing of how both formal and informal institutions can 
operate together to facilitate markets for the poor. For 
clarification, when this paper refers to the poor or low-
income it is referring to those earning less than minimum 
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wages which is the measure used by the World Bank 
(2002) for Brazil. The World Bank indicates that those 
residing in occupations and informal settlements fall into 
this category - such as Escada. 

This paper is set out in five chapters. Chapter 2 outlines 
the definitions of land and land markets, how such mar-
kets evolve and how they are part of a city economy. It 
will highlight the issues of urban housing and land mar-
kets for developing countries and why it is becoming an 
increasingly important area of policy focus, setting out 
key literature on the arguments on public intervention 
in these markets and the more market led approach, 
as advocated by international institutions such as the 
World Bank. 

Chapter 3 will set out the NIE approach and its role in 
critiquing land markets for the poor will then be exam-
ined. The paper will then look at the development of NIE 
theory in relation to the development discourse, taking 
a critical approach to examining the flaws of the theo-
ry and how it is often seen as not distinguishing itself 
clearly from the neo-classical model. Finally this chapter 
will highlight work that has already been undertaken us-

ing the NIE approach to institutions for examining urban 
land markets in developing cities. 

Chapter 4 outlines land and housing markets in Brazil, 
both historically and the current situation covering the 
different laws that have covered urban land use plan-
ning and housing provision for low income groups. This 
chapter will then set out the case of the occupation of 
Escada, the findings from interviews with two of the 
main institutions involved and also with an informal in-
stitution. Following this an analysis of these institutions 
will be developed using the three criteria for institutions 
indicated above. 

Chapter 5 will draw conclusions on the research find-
ings, highlighting the importance of an institutional ap-
proach but with acknowledgment that there are flaws 
to NIE, which has perhaps not moved that radically far 
away from the neo-classical critique especially in relation 
to the emphasis on property rights as sources of eco-
nomic development. However the main contention of 
this essay is that the NIE framework allows us to analyse 
institutional influence on markets and especially analyse 
both formal and informal institutions. 

NOTES TO CHAPTER 1

1. The information for this case study is based on first-hand 
group field research, which was undertaken in April 2009 as 

part of the Architecture Sans Frontieres–UK Building Com-
munities Workshop in Salvador da Bahia, Brazil.



2. Land & Housing in the City 

The importance of the urban in development thinking has 
come to the forefront of many of the international insti-
tutions output in recent years. According to UN Habitat 
(2012) 7 out of 10 people are living in urban areas and ap-
proximately 20,000 people per day will add to this increase 
in urban population. Crucially 91% of that 20,000 will be in 
developing countries and while the rate of urbanisation in 
developing countries is slowing down, from just less than 
3% in 2000 to 2.4% in 2010, this is still three and half times 
higher than the overall population growth of developed 
countries. The State of World Cities 2010/2011 report 
highlights the link between urbanisation and growth pre-
senting data that indicates the trajectory of growth being in 
tandem with rising urbanisation. Therefore cities need to be 
able to accommodate this growth and yet there are many 
cities that lack adequate infrastructure and services for 
their growing populations. It is under these circumstances 
access to land and housing becomes increasingly scarce, 
and the poorest in cities are the ones with little bargaining 
power in the market to ensure they can access these as-
sets. Instead many end up living in informal settlements. 
Durand- Lasserve and Selod (2007) describe the expan-
sion of these informal settlements as reflecting 'the gap 
between demand for land and its provision by the public 
sector and the private formal sector, unable or unwilling to 
provide housing for the poor' p6. Therefore issues of urban 
land and housing markets have to be at the forefront of 
both development and economic policy in cities because 
they are markets that aren't functioning for the benefit of all.

2.1. Land and Economic Development 

Land also has a key part to play in economic development.
Land in economic terms is seen as an asset from which 
capital can be derived. Wallace and Williamson (2006) state 
that land markets are something that both governments and 
international agencies aim to establish because successful 
land markets in an economy will generate more wealth. 

They state that while the link between having land mar-
kets and economic growth may have been questioned 
before, the failure of centralised economies, which ex-
cluded land from the market, has dampened such re-
sistance. Their definition of land markets is as follows 
'successful land markets gain their vitality from creat-
ing and marketing abstract land rights and complex 
commodities, in addition to the land itself' (ibid.:p 124). 

For Wallace and Williamson the modern land market isn't 
about the quality of land available but the opportunities 
that are created for the commodification of land creat-
ing secondary and derivative markets. In Western socie-
ties they state that essentially the way land is thought of 
is built in to social behaviour and that by contrast 'if a 
country focuses on land simply as land it can't develop 
the functional processes required for wealth accelera-
tion through commodification of land rights and complex 
commodities related to land' (ibid.:p 130).

So we have an acknowledgement of the integral nature of 
land markets within economies in relation to future growth 
and productivity, viewing land as a market asset, which 
has more abstract value than just a home. 

Marx (2006) acknowledges this stating that markets are 
tied up with economic growth but doesn't just leave it at 
that. He states that the very fact that land markets are 
integral to economic development in cities mean the poor 
are excluded from them, not only because they are un-
able to prove that their bid for land will be the most pro-
ductive but that also the very definition of poverty means 
that the poor aren't even seen as being able to contribute 
to a city or country's economic growth. If this is the case 
and the fundamental nature of land markets is to exclude 
those who don't have the ability to build on the asset and 
derive future expectations of wealth from it for the greater 
benefit of the rest of the economy where does this leave 
those in the informal economy? 

2.2 A definition of land and housing markets 

If urban population growth is putting pressure on provid-
ing enough affordable houses it is compounded by the 
fact that land in itself is viewed as an abstract commodity. 
Ultimately this dual aspect to land and housing markets 
presents a tension in the market and as Wallace and Wil-
liamson 2006  outline, the market will ultimately not oper-
ate fairly for all but instead benefit the few. Furthermore 
land and housing markets exhibit characteristics that 
lends themselves to market failure - the reason that gov-
ernment intervention is seen as necessary. 

Land markets are a unique type of market, which doesn't 
necessarily provide an inclusive arena for the participation 
of all in society, especially, the poorest. There are a number 
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of reasons for this of which the unique nature of land is key. 
Kivell (1993) states that land has a number of characteristics: 

1. Fixed supply - therefore scarcity becomes an issue 
which is an important element for the market.

2. No cost of supply - there is no cost in creating land.
3. Unique - each plot of land regardless of whether 

anything has been added to it is different and there-
fore land can be defined in economics terms as a 
non- substitute good. 

4. Immobile - land cannot not be moved. 
5. Permanent - while it can be altered or damaged it is 

indestructible. 

Rojack (2007) states that in land and housing markets there 
are market failures on both the demand and supply side, 
which reflects the characteristics outlined above. There are 
transaction costs (a key element of the NIE) defined as the 
costs of making an exchange or doing business in a market 
for the land and housing markets these can be exchange 
fees, looking and finding costs. Information asymmetry also 
exists as the bank lending money to a buyer does not know 
the ability of the buyer to be able to repay the loan as well 
as the buyer does. Finally there are issues with the spatial 
fixity of the land and neighbourhood externalities. Further-
more the added complication for land and housing markets 
is that their value is interlinked to whether there are services 
connected to that land or house. These types of services 
are usually provided by the government even if it is through 
regulated private providers and so they also represent a 
type of market failure. 

The arguments over whether land and housing markets 
should be left to market forces or whether government has 
cause to intervene to correct the market failures outlined 
above are well rehearsed. Certainly current policy from the 
World Bank would position the government as an ena-
bler for the market with little intervention. This thinking is 
very much grounded in the neoclassical economic theory 
that has dominated much of development policy over the 
last few decades and which will be returned to in the next 
Chapter. While neoclassical theory would postulate that the 
market will clear through the forces of supply and demand, 
Rojack (2007) argues that market failure exists and there-
fore government has to intervene.

However the level of such intervention is debatable. In the 
1990s the World Bank developed policies focused on bet-
ter land management for developing countries most of 
which was based on the market led approach. In a World 
Bank paper by Dowall and Giles (1996) they state that there 
are only three justifications for government intervention in 
land and housing markets - to eliminate market imperfec-
tions - these would be the transaction cost imperfection 
mentioned by Rojack, removing externalities and redistrib-
uting the allocation of scarce resources (i.e. land) to the 
disadvantaged. Despite these justifications they were clear 
that 'there is too much regulation and not enough facilitat-

ing and enabling actions to support private development of 
land' (ibid.:p 28). In essence approaches to land and hous-
ing markets were about the state as an enabler of these 
markets and the World Bank discouraged over regulation 
and intervention as hindering the market process. 

There are arguments against this market led approach as 
it is seen as emphasising the private property route in mar-
kets which requires access to credit and mortgages which 
automatically excludes those whose income is not recog-
nised or have no ability to save what little income they do 
earn formally. Instead according to Augustinus and Rosko-
shanya (2005) such approaches mean housing becomes 
available to middle income groups as low income groups 
are excluded from the market. 

While the debate continues over intervention or market led 
approaches, some academics highlight the need to look at 
involving informal processes of land allocation, which are 
happening despite the efforts of either the formal market 
or government. Is there scope for seeing how informal op-
erations within the informal economy can be incorporated 
into the management of land in cities and more importantly 
influence the better operation of land markets for the poor? 
While Durand-Lasserve (1998) states that such informal 
processes being integrated into the formal can be difficult 
both politically and technically, the potential to meet real 
housing demand is much greater. 

Fekade (2000) highlights the rise of Substandard Commer-
cial Residential Subdivisions (SCRS) which mainly began in 
Latin America. This type of process enabled formal actors 
such as surveyors to come and work in the informal hous-
ing setting to help the poor incrementally build and upgrade 
their home. Fedake states that this is a way of informal 
systems providing alternatives to the low level of housing 
provision in the formal sector. There are other ways that 
the informal sector can be more integrated into the for-
mal markets, Kombe and Kreibich (2000) highlight a few 
of these including capacity building in the informal markets 
for local community leaders. This can cover training in the 
technicalities of land registration and also providing a sim-
ple land management system. However Durand-Lasserve 
(1998) does sound a note of caution. Trying to integrate the 
informal into the formal can lead to the formalisation of what 
were once informal land markets and therefore the exclu-
sion of the poor, as the formalised markets lead to higher 
prices which only those earning higher incomes can afford. 

Key issues relating to how integral land development is 
seen to the growth of economies and the unique nature of 
land and the accompanying market failures, which might 
warrant government intervention have been set out here. 
These issues highlight the persistent exclusion of the poor 
from these markets. However there is potential for the NIE 
approach to markets to provide a critique of the operation 
of these markets, given the specificities of land and housing 
issues especially in the development context.



3. The New Institutional Economics Approach  

New Institutional Economics (NIE) can be seen as an ex-
tension of the neo-classical economic thinking that has 
dominated western democracies in the last few decades 
and therefore has also been the theory of choice for 
agencies such as the IMF and the World Bank (Mooya 
and Cleote, 2007). 

Neoclassical economics is firmly rooted in the role of 
the market and the belief that pareto optimal efficiency 
can be achieved where all resources are allocated and 
no-one can be made better or worse off. The power of 
the market is paramount and key assumptions are made 
in the neoclassical scenario. There is perfect informa-
tion and therefore actors in the market are making well 
informed choices, there is no opportunistic behaviour 
by individuals, resources are allocated to the most pro-
ductive use and there are no institutions. The policies 
of the Washington Consensus come from the applica-
tion of the neoclassical model by the IMF and World 
Bank (Stiglitz, 2002). Stiglitz's states that in neoclassi-
cal thinking it is 'argued that institutions did not matter, 
markets could see through them, equilibrium was simply 
determined by supply and demand. It said that distribu-
tion of wealth did not matter, so long as there were well 
defined property rights' (ibid.:p 67).

While Adams, Watkins and White (2005) state that neo-
classical economics has broadened its scope beyond 
this and does acknowledge that these assumptions 
have no basis in reality, neoclassical theorists still do not 
believe intervention in markets is necessary nor does the 
neoclassical viewpoints see the political and social fac-
tors that can shape markets. This is where NIE branches 
away from the neo-classical school of thought. 

NIE was coined by Oliver Williamson and developed 
by both Ronald Coase and Douglas C North. Coase 
(1998) states that mainstream or neo-classical eco-
nomics is not grounded in reality as it is based on per-
fect competition where economic systems rely on the 
pricing mechanism. This is an unrealistic scenario, 
which doesn't bear any relation to the realities of the 
real market. Furthermore neo-classical theory is based 
on a survival of the fittest scenario but NIE views the 
market evolving over time and that they are affected 
by opportunistic behaviour of individuals (something 
that is not accounted for in neo-classical theory). De-
spite these differences North (1995) is clear that NIE 
does not replace neo-classical theory but extends it 

to include institutions and issues of transaction costs. 
Where the two theories are definitely in agreement is that 
for society to function there will be an exchange of goods 
and services however where the costs of exchange are 
high it will reduce the productive flow of these goods 
and services and therefore impact on the productivity 
of the market. These costs are called transaction costs. 
For the purposes of this paper transaction costs in land 
and housing markets would include search and informa-
tion costs on a parcel of land or property, legal costs and 
also imperfect information about the good. This consti-
tutes a market failure, which NIE theory believes must 
be at least minimised if the market is to operate fairly as 
they represent a barrier to entry and exit. 

Property rights are a key element of institutional eco-
nomics especially when looking at land markets. If prop-
erty rights are in place and are enforceable then they 
will reduce transaction costs as less money is spent on 
trying to establish ownership rights, for example, and 
therefore lower barriers to entry to the market. We will 
return to the issue of property rights later in this chapter.

Following on from the existence of transaction costs and 
property rights there needs to be a system to deal with 
these issues and this is where the importance of institu-
tions comes in. Bardhan (1989) states that over time in 
Western societies institutions have been developed to 
enforce for example property rights, which should re-
duce uncertainty in the market so reducing transaction 
costs and allowing the market to operate efficiently. 

Therefore the concept of institutions is integral to the NIE 
paradigm. They are seen as performing a crucial role in 
the development of the market by reducing risk and un-
certainty and so making it easier for people to participate. 
The way that they do this is reducing transaction costs. 

What seems the most important element of NIE with re-
gards to institutions is the recognition that institutions 
don't always act in the interest of all. This is especially so 
as institutions are made by society and therefore reflect 
the way society is organised. North (1991) stated that 
institutions are the norms and rules that govern society, 
and have been developed by human beings through-
out history to reduce the uncertainty in exchange. This 
makes them susceptible to concentrating the interests 
of a few. Bardhan (1989) states that this is in keeping 
with the Marxist held view that while institutions should 
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improve allocative efficiency in the market, this doesn't 
always happen and instead they will influence the mar-
ket, 'depending on considerations of surplus appropria-
tion by a dominant class. In particular, progress towards 
more productive institutions may be blocked if it reduces 
the control of surplus by this class' (ibid.:p 1393). 

In essence institutions can sometimes serve to keep 
control of the market in the hands of a few. In the case of 
urban land markets this would be those developers and 
private companies, which own land in the city or have 
the money to cover transaction costs such as legal and 
contract costs. These are the types of transaction costs 
which poorer members of that city may not be able to 
afford but which could be minimised by institutional re-
form and better information about the market. 

3.1 A Critique of NIE: The Altar of Property 
Rights

It is important here to draw out some of the key criti-
cisms that have been levelled at the NIE discourse and 
its approach to economic development. As mentioned 
a key element to a discussion on land markets, how 
they may not be efficient and therefore exclude the poor 
needs to focus on the issue of property rights. Litera-
ture on land management and markets nearly always 
lists this as a key element of operating efficient markets 
and property rights are a crucial part of NIE's theory of 
economic development. They view property rights as in-
stitutions in themselves and this is where potential holes 
can be found in the applicability of NIE to the develop-
ment of third world cities. Hernand de Soto's book The 
Mystery of Capital, is a well know proponent of the im-
portance of property rights in enabling the poor to pull 
themselves out of poverty. De Soto (2000) highlights the 
importance of property rights in unlocking the potential 
assets that the poor actually hold - i.e. the land that they 
live on, turning it into collateral that can then be turned 
into credit. He states that if the poor actually had secure, 
well defined property rights they could derive benefit 
from this asset. He believes that the success of west-
ern developed countries is directly related to increasing 
home ownership. 

However Geoffrey Payne (2001) has stated that home 
ownership levels are actually higher in some developing 
cities in comparison to developed ones and that some-
times it is better to build on existing forms of land tenure 
of which there is a wider variety. He particularly cautions 
the approach of owner-occupation as a way forward in 
developing countries where such rights paves the way 
for the commercialisation of the land or housing in ques-
tion and therefore it enters the formal market and once 
again the poor are excluded, therefore 'it may result in 
the creation of large under-class which is denied ac-

cess to any form of affordable or acceptable housing' 
(p 425). Furthermore Bromley (2008) goes as far as to 
say that 'the advocacy for formal titles is an example 
of the persistent quest for ideational hegemony' pp26. 
Essentially that poor countries need to emulate the cul-
tural and legal practices of the richer countries. Despite 
such misgivings de Soto's ideas have been picked up 
by among others the World Bank in the past and con-
tinues to lend credence to discussions on land titling 
and property rights in international development think-
ing. This is despite the lack of rigorous evidence existing 
on a causal link between the enforcement of property 
rights in developing countries and improved livelihoods 
for the poor, especially in relation to improved access to 
credit (Payne, Durrand-Lasserve and Radoki 2009) one 
of the core arguments of de Soto’s thesis on the impact 
of property rights for the poor.

Indeed a study into land tenure perceptions in Recife, 
Brazil by Souza (2000) indicates that people who have 
invaded land are not really aware of the differences in the 
types of tenure that they hold and that trying to provide 
such rights can ultimately end up wasting resources, 
which could be much better spent on legal access to 
utilities. Furthermore the assumption that people will not 
invest in their houses simply because they don't officially 
own it isn't necessarily correct (Macedo 2008). So there 
is a fundamental discord between the emphasis on 
property rights within NIE theory in supporting economic 
development and much of the literature on security of 
tenure in developing cities, which argues that enforcing 
property rights might not be the solution. 

Essentially NIE doesn't move that far from neo-classi-
cal economic thinking. While North (1995) states that 
it 'builds, modifies and extends neo-classical theory' 
(ibid.:p 17), it doesn't disagree with the idea of individual 
preference or property rights within the neo-classical 
discourse. On the surface there appears to be an under-
standing of the social and political factors that affect a 
market through institutions and therefore this impacts on 
the allocation of the market however NIE still possesses 
fundamentally capitalist overtones of property based 
systems which drive economic development. This links 
back to the discussion of the link between economic 
development and land markets in cities - property rights 
are essentially the institution that upholds this relation-
ship and ensures that land is used productively. 

3.2. A Critique of NIE: Operationalising NIE

A further criticism of NIE is the inability of its support-
ers to operationalise it. How does one quantity the ef-
fects of institutions on the market, or measure transac-
tion costs and the impact of reducing such costs on the 
operation of the market? These are criticisms that Toye 
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(1995), Khan (1995) and others have levelled at the NIE 
approach. It appears to not have an effective empirical 
grounding when looked at within the wider economic 
framework context. 

Additionally Toye states that while there is merit in NIEs 
approach that moves away from the 'survival of the fit-
test' tendency of neo-classical economics to a ground-
ing of the market within human behaviour, it cannot 
stand up to applicability at the macro-level. At the micro-
level NIE may have some resonance however in relation 
to transaction costs these are difficult to measure at the 
macro or national level. 

Harris, Hunter and Lewis (1995), in summarising a col-
lection of papers on NIE's applicability to third world de-
velopment state that while NIE is useful it has to be set 
within a wider political context as institutions are deter-
mined by the political structure and that it isn't so easy 
to measure the impact of transaction costs or lack of at 
the macro level. However Toye states that more often 
than not economic critiques of economic development 
focus on macroeconomic approaches and do not look 
at the microeconomics of development. Therefore NIE 
does have credibility as it can look at the microeconom-
ics of development and the focus of this paper on urban 
land and housing markets, can be seen as a micro-level 
application. 

Furthermore in relation to the urban context,  Krabben 
(1993) in a paper looking at the NIE approach to urban 
property systems states that NIE is a better analytical 
tool for the urban experience because it encompasses 
the issues of urban land and housing markets - that of 
transaction costs, imperfect information and property 
rights which makes these markets unique. 

3.3 NIE and the Development Discourse

Drawing on the critique of NIE presented here – that it 
still retains fundamental elements of neo-classical think-
ing, especially property rights, it could be argued that 
NIE doesn't hold up as a credibly different and useful 
critique of development policy. 

However despite these criticisms it has been a theory 
that has formed the basis for studies on land rights and 
informal housing as well as broader issues around how 
the poor can access markets. The World Development 
Report 2002 - Building Institutions for Markets - is clear-
ly based on aspects of the NIE theory highlighting the 
need to enhance markets for the poor and empowering 
them through more efficient institutions. The World Bank 
approach is very much based on NIE but with a definite 
focus on how institutions can be more efficient and so 
more importantly raise returns. So from a World Bank 

perspective the link between economic development 
and institutional efficiency is paramount in their use of 
the NIE critique. 

Another major agency in the international development 
field the Department for International Development 
(DFID) has tried to look at ways to make markets acces-
sible to the poor with its Making Markets work for the 
Poor (M4P) DFID (2005) approach. This looked at ana-
lysing the role of markets for achieving pro-poor growth, 
accelerating pro-poor growth by changing the structure 
of markets so the poor increase their participation. M4P 
was loosely based on the principles of NIE. The frame-
work states that 'for markets to work better for poor 
people, they must provide access to the opportunity to 
build and acquire assets and help reduce vulnerability' 
(ibid.:p 4). This therefore requires the development of an 
efficient market, which first needs to acknowledge is-
sues of transaction costs and institutional influence. 

Critics of M4P approaches state that it is too general 
and not prescriptive enough to really be applied to land 
markets. Furthermore Meyer-Stamer (2006) states that 
M4P's definition of the poor doesn't include the lowest 
tier - the destitute - and this is a crucial weakness as 
often this tier of society are not accessing any markets 
including the labour market and therefore have nothing 
with which to enter a market with even if it was sup-
posed to be operating for the poor. 

While M4P can be seen as quite a generic use of NIE there 
is a body of research that has looked at land and housing 
markets through the prism of NIE and especially institu-
tions (Egbu 2008, Zhu and Sim 2002). The one which will 
be focused on here is Mooya and Cloete (2007)'s work 
which has looked most closely at how principles of NIE 
can seek to relive poverty though making access to land 
and housing markets better for the poor. 

3.4 NIE: A Methodology

Mooya and Cloete (2007) take three central concepts of 
NIE - institutions, transaction costs and property rights 
as the cornerstones of their framework. The main thesis 
of which is that low transaction costs and secure prop-
erty rights in property markets unlock potential property 
to alleviate poverty. Therefore low transaction costs and 
property rights reinforce one another, as defined proper-
ty rights will reduce such costs leading to an increase in 
market activity, as the cost of looking for land or a house 
is less. This will lead to increasing sales and ultimately 
land values and therefore a rise in economic activity - 
this links back to the link between land markets and 
economic growth. The ultimate knock on effect of this 
is increasing demand and supply of credit to facilitate 
the market. The difficulty with this framework is that it is 
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grounded in the idea that if property rights are in place 
it can release the asset potential of land and housing for 
the poor, as outlined by de Soto (2001). However as al-
ready discussed, a proven causal link between property 
rights and improvements in welfare is not conclusive, 
and Mooya and Cloete recognise this. 

Therefore Mooya and Cloete suggest it may be better to 
focus on reducing transaction costs and this is mainly 
done through effective institutions. Land and housing 
markets in informal settlements need low transaction 
costs and more certainty about the market and what 
their rights are. Therefore this paper use’s NIE's per-
spective of institutional analysis of the market to provide 
a framework for assessing low income groups’ access 
to land and housing in Salvador da Bahia. Another rea-
son to take on this approach is that NIE enables both 
formal and informal institutions within the market. It ena-
bles a bridging between what are often seen as infor-
mal institutions such as political movements which have 
tried to facilitate access to housing for the poor and for-
mal institutions. North indicates that you can't have the 
formal political institutions operating efficiently without 
the informal processes in place. 

Indeed Mooya and Cloete state that there should be 
recognition that institutions do not need to exist pure-
ly in the formal sphere of the market - i.e. government 
bodies and agencies. As this paper will seek to show 

informal community organisations, which may not even 
be recognised by the state can be seen as an institu-
tion. This type of research has also been conducted 
before - Radoki (2007) compared informal institutional 
arrangements in the delivery of land across African cities 
and found they were valid forms of delivery for ensuring 
access to the land and housing markets for the poor. 
Pamuk (2000) also investigated informal institutional ar-
rangements across land markets as well as credit and 
infrastructure delivery in Trinidad. Pamuk found that 
such informal institutions, which include customary or 
traditional land tenure processes were effective and 
actually helped the formal market to function. Pamuk 
concluded they reduce transaction costs just as formal 
institutions are supposed to. 

Taking Mooya and Cloete's observation that working 
on institutions reducing transaction costs and their role 
more generally in market operations both formal and 
informal, the analysis will apply three key functions of 
institutions as identified by NIE and discussed in this 
chapter. Reducing transaction costs, replace missing 
markets (such as the market for low income housing) 
and enforcing and protecting property rights, including 
securing land tenure. This paper will now use the meth-
odology of NIE developed by Mooya and Cloete, and 
apply it to the research conducted in Salvador Da Bahia 
looking at the institutional landscape for accessing land 
and housing by the poor.



4. The Case of Escada, Salvador da Bahia

In 2001 Brazil was labelled one of the BRICs1 – countries 
that were progressing into advanced economic devel-
opment. The BRICs have accounted for 55% of global 
growth since 2009 while the 20 countries that make up the 
developed world contributed only 20% (The Economist, 
2013). A recent report in The Economist (2013) indicated 
the rise of Brazil in particular, with major economic gains, 
rising wages and low unemployment. As Brazil’s economy 
grows its cities are also likely to continue to attract work-
ers as the forces of economic agglomeration concentrate 
production, labour and knowledge. This will only seek to 
exacerbate problems of access to land and housing for the 
poor. Salvador da Bahia as the third populous city in Brazil 
is a prime example of a city that is facing these problems.  
Prior to examining the case of Salvador da Bahia that forms 
the basis of this paper, we need a wider understanding of 
the operation of land and housing markets, and policies on 
a national level to set the context. 

4.1. Land and Housing Markets in Brazil 

Dowall (2007) presents an interesting picture of Brazilian 
cities and their land markets. Between 1950 and 2000 
the population of Brazil increased by 2.4 million per year 
and the spatial structure of the country shifted from pre-
dominately rural to urban so that by 2000 81% of the 
population lived in cities. 

At the same time the housing stock increased from 10.5 
to 38.7 million in cities which Dowall states is a major 
increase in residential housing contribution and invest-
ment. Despite this the level of informality in terms of 
housing is said to be over 20% of the population - and 
this is most likely underestimated. Furthermore around 
56% of the increase in Brazil's housing stock over a ten 
year period between 1991 and 2000 was informal. While 
there are high levels of informal housing as well as more 
formal housing construction in Brazil the country rates 
badly in terms of how many housing units have access 
to services such as piped water. This has a major impact 
on the value of land and housing in the country as ser-
viced land and housing is more desirable. This picture of 
lack of services and huge informal housing, according 
to Dowall, means that the land markets in Brazil are not 
able to generate sufficient supply of housing at afford-
able prices and only serves to exclude the low income 
even further. 

Historically in Brazil there has been little focus on land and 
housing policy especially in relation to cities. During the 
1960s the military dictatorship created the Banco Nation-
al de Habitacao (Housing National Bank - BNH) that had 
the task of tackling the huge housing deficit in the coun-
try, especially for the lower classes. Despite this focus on 
housing for the poor there were still not enough being 
done and it was around this time that two movements 
were established - MST (Movimento dos Trabalhadores 
Rurais Sem Terra) in rural areas and MST (Movimento dos 
Sem Toto) in cities. It is the latter movement that MSTB 
(Movimento dos Sem Teto da Bahia ) a social movement 
in Salvador da Bahia, that has helped the Escada oc-
cupation access land, stems from. The main premise of 
both movements was the need to base ownership of land 
not just on the proof of purchase but also the use and oc-
cupation of that land. 

While occupations were happening there was a rapid 
rate of urbanisation in cities and so land policy became 
increasingly important. However the BNH was abolished 
in 1986 leaving little focus on housing policy. Then in 
1988 legislation was put in place with a specific focus 
on urban land and policies - the 1988 Constitution. This 
stated that people have the right to property unless it is 
appropriated by the state for a social purpose. Within 
this constitution the role of municipalities as the main 
agent of urban policy was cemented, including the use 
of progressive urban property tax, which was to try and 
discourage the maintenance of idle land for speculation. 
However the actual legislation to implement the 1988 
Constitution did nocome about until the City Statue in 
2001 (World Bank, 2002). 

The City Statue provided tools and processes for urban 
land use planning which was supposed to help expedite 
the process of tenure regularisation for informal settle-
ments and also represented the rights of use instead of 
occupations needing to have full property rights. The Stat-
ue opened up the possibility that multiple occupants on a 
site could collectively negotiate for rights to their land after 
5 years of occupation - this was called usucapiao cole-
tivo (collective adverse possession) and has become very 
popular as a legal mechanism for those on public land. 

One of the latest developments in housing policy has 
been the Mina Casa, Mina Vidha (My House, My Life 
Program, MCMV). This was introduced by the Lula gov-
ernment after the recent 2008 financial crisis through the 
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Brazilian Development Bank. The programme promises 
1 million new houses for the poor across the country. 
While this may appear to be a major boost for low in-
come housing in Brazil, this is predominately an eco-
nomic growth programme enabling investment in the 
construction industry putting the development of hous-
ing into private developers hands, with subsidies going 
directly to housing promoters not buyers, Valenca and 
Bonates (2010). Figures from the Property Brazil website 
indicate that the construction industry in Brazil had a net 
profit in 2009 of 577million Real. The 1 million housing 
programme was a large contributor to that, especially as 
there were no minimum costs put on the development 
of the houses and no maximum profit margins for when 
they were sold. 

A recent report from the Economist (2013) reports on the 
progress of MCMV have indicated an improvement to the 
regulations and minimum standards of the housing being 
built and since October 2012 larger housing projects can-
not go ahead without sustainable local amenities being 
available (The Economist 2013). The example given in the 
article of a Brazilian citizen being able to buy a home under 
the MCMV programme was of a mother working for a car 
dealership who was given a subsidised mortgage by the 
government bank – Caixa Economica Federal. However 
the reality is that the very poorest aren’t necessarily work-
ing in formal jobs or will have the type of credit history or 
income that can get them a subsidised loan.  The World 
Bank in 2002 estimated that one million households en-
tered the market for affordable housing every year in Bra-
zil. Of those 1 million only one fifth of this number earn 10 
times the minimum wage in Brazil and can therefore save 
enough to buy a house with a mortgage and another one 
fifth will be able to qualify for some form of subsidy. The 
remaining 60% won't be able to afford a home through 
either avenue and instead will turn to the informal sector. 
It is within this context this paper analyses the problem of 
land and housing in Salvador da Bahia.

4.2. The City of Salvador da Bahia 

Klak (1990) states that much research on urban housing 
in Brazil has looked at the cities of Rio de Janeiro and Sao 
Paulo but little has focused on the other secondary cities 
in the country. However within these second tier cities 
population increases are being seen but with sometimes 
less employment opportunities than the major cities. This 
inevitably means that poverty and housing problems be-
come even more pronounced. This case study looks at 
one of these secondary cities, Salvador da Bahia   

The population of Salvador da Bahia has gone from 
over 460,000 in 1950 to over 2m in 2000 Dowall (2007) 
and as of 2010 this figure had increased to just under 
2.7m.  Firstly a brief overview of housing and land policy 

in the city is warranted to give us an understanding of 
the housing and land use policies that exist today. At the 
time of the development of BNH illegal occupation had 
begun to flourish especially in marginal areas of cities 
such as Salvador and indeed some of these occupa-
tions still exist today. In 1977 an audit of vacant land 
was conducted by the Salvador city government show-
ing 63.16% of the city was vacant land with 44% being 
public land. This was a high level of vacant land, which 
was either being kept for speculation by private devel-
opers or was land that hadn't being swiftly developed 
by government because they lacked a long-term land 
use policy. This situation hasn't necessarily improved in 
Salvador as in the last three years there has been dou-
ble the number of occupations of vacant land and these 
new occupations have increasing numbers of people in 
them. A study by Klak (1990) into the years of hous-
ing provision by the BNH highlights that while Salvador 
received large levels of loans a smaller share went to 
low income groups on the urban peripheries and there-
fore BNH policies only served to create growing housing 
ghettos on the edges of the city. 

If we look at the current situation in Salvador da Bahia, 
housing and land policies are mainly focused on infor-
mal settlement upgrading and land tenure regularisa-
tion. Furthermore there is now the MCMV programme 
as referenced earlier, providing access to funding for the 
building of affordable housing in the city. However the 
complicated nature of accessing this programme for the 
poor will become apparent in this case study. 

4.3. The Case Study 

Architecture Sans Frontieres-UK (ASF-UK)2 is a not for 
profit organisation that aims to make community and in-
ternational development issues integral to the practice 
and teaching of architecture. In 2009 ASF-UK worked 
with Alex Apsan Frediani of the Development Planning 
Unit on a Building Communities workshop which looked 
at two different housing problems in the city - the occu-
pation of Escada was one of them. ASF-UK agreed with 
MSTB to speak with key institutions involved in urban pol-
icies in the city about how the occupants of Escada could 
get connections to water and electricity and also ascer-
tain whether the occupants could legally remain on the 
land. ASF-UK is not affiliated with the MSTB movement 
but agreed to help explore ways in which the occupation 
in Escada could get legal connections and also use recy-
clable material in building their homes. It was through the 
course of interviews with institutions in Salvador da Bahia 
that information was gathered which could be used to 
analyse their institutional role and effect on the market for 
land and housing. Before a description of what happened 
in this case study it would first be useful to understand 
who were the key actors in this case study. 
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Firstly the occupants of Escada – the occupants can be 
characterised as mainly working in the informal econo-
my and are predominately from the Afro-Brazilian de-
mographic of Salvador da Bahia. A high number of the 
occupants were actively involved in trying to get legal 
rights to stay on the land. Then we have two key gov-
ernment actors, the first of which is SEDUR- the city 
urban development department for Salvador da Bahia. 
SEDUR has responsibility for Salvador da Bahia’s land 
and housing policies and has three different thematic 
focuses - sanitation, housing and planning. For the pur-
poses of this research the section within SEDUR that 
was interviewed in this case study oversaw technical as-
sistance in terms of tenure regularisations, direct action 
and also conflict resolution. The second formal institu-
tion is SAEB - the administrative authority for the state 
of Bahia. SAEB are involved in mediation and conflict 
resolution for land disputes and were part of negotia-
tions for Escada. They also have important housing pol-
icy initiatives such as developing participatory projects 
in relation to tenure regularisation, technical assistance 
and encouraging housing production. Another key ac-
tor is MSTB, a political movement established in 2003. 
In 2009 they represented approximately 22 occupations 
(4000 families) in Salvador da Bahia - including Escada. 
The final stakeholder in this research is Coelba, a private 
electricity company, who owns that Escada land and 
was contesting the occupation. 

For the purposes of this study the analysis will first set 
out the history of the Escada occupation what hap-
pened to the occupants and the information gathered 
from interviews with the different government agencies, 
before analysing the case from the institutional perspec-
tive. When analysing the institutional role the paper looks 
specifically at SEDUR, SAEB and MSTB - two formal 
and one informal institution - and their role as institutions 
which are supposed to reduce uncertainty and facilitate 
the land market for all against the three criteria identified 
in the previous chapter. 

4.4. Organise, Occupy, Resist – The Escada 
Story 

Escada was a piece of land that was vacant for several 
years and had been earmarked by the owners, the state 
electricity company Coelba for the development of an 
electricity station. However nothing had been developed 
on the land and in 2006 a number of low income families 
who had no access to the land market occupied the land. 
Durand-Lasserve and Seold (2007) state that there are 
two types of informal settlements - unauthorised commer-
cial land developments where land is illegally subdivided 
by informal developers and squatter settlements where 
land is illegally occupied against the will of the landowner. 
The occupation of Escada falls into the latter category 

and Coelba had the citizens in Escada evicted as the law 
states that if private land is subject to an occupation it 
is the private owner's responsibility to remove the occu-
pants and if they put up no resistance to the occupiers liv-
ing on that land then after five years they have the right to 
stay. However after the eviction the occupants returned 
to the land and it was later ascertained that this might 
have happened under the encouragement of Coelba. 

The housing in Escada  had been built up over a few 
years and the housing units are generally not made of 
permanent material as can be seen in Image 4.1. How-
ever the occupants have made a semblance of residential 
life for themselves there evidenced by the building of a 
community and school building, the numbering of each 
housing unit and the different businesses that were being 
operated from the homes (Image 4.2 and 4.3). Therefore 
on visiting the occupation it was clear that this was be-
coming not only a permanent residence for the occupants 
but also a source of livelihoods, despite the uncertainty of 
their future on the land. 

While this occupation, eviction and re-occupation had 
been occurring it became clear that Coelba might have 
been encouraging them to come back and occupy the 
land despite publicly saying they wanted them removed. 
The reason given for this was because they knew that 
the government would not want to evict the people but 
instead would either buy or try and negotiate a land ex-
change which could result in Coelba receiving a better 
and possibly much bigger piece of land than Escada. 
This is in fact what did happen, during the course of the 
fieldwork it was announced that SEDUR had agreed a 
land exchange with Coelba giving them a bigger piece of 
land. Coelba gave the government Escada so that now 
it was public land and it effectively meant that the occu-
pants would not be evicted. This demonstrates the ways 
in which private developers use low income occupants as 
a tool for land speculation and to gain higher valued land. 
It is important to note that this type of private developer 
action only exacerbates the poor's access to land and 
housing markets as they can't possibly compete with this 
type of land speculation.
 

4.5. Research Findings: Formal Institutions 

Two formal institutions were interviewed during the course 
of ASF-UK's investigations into how the occupants could 
get access to connections and improve their conditions 
- SEDUR and SAEB. A World Bank report on housing in 
Brazil in 2002 indicated that public investment in hous-
ing was on average £13.7bn reais a year and that local 
government contributed the largest share at around 80%. 
Therefore the power and influence of both SEDUR and 
SAEB should not be underestimated. These are the for-
mal institutions that retain control over much of the urban 
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Figure 4.1. A housing unit in Escada built with found materials, including a piece of World Bank hoarding.
Source: (Author, 2009)

Figure 4.2. A housing unit in the Escada occupation with an assigned house number. Source: (Author, 2009)
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land and housing markets in Salvador mainly through Pla-
nos Directores which gives them power to acquire land 
for housing for the poor. Therefore, their role is incredibly 
important in this case study. 

The main objectives of the interview were to understand 
how Escada could get connections and also find out 
whether the occupants could stay or were going to be 
evicted. SEDUR indicated that the land exchange had 
been finalised as previously mentioned. However the 
process of land exchange undertaken by SEDUR, with 
input from SAEB, took a number of years after the initial 
occupation and crucially the occupants knew very little 
of what negotiations were happening, SEDUR stated in 
their interview that the occupants had not been included 
in the process. This is the first indication of the type of 
information in the process of facilitating land and hous-
ing markets which these occupants were not party to. 
SEDUR stated that they were the only city in Brazil at the 
time undertaking conflict and resolution in land occupa-
tions but their ability to communicate such negotiations to 
the occupants of the land seemed to be lacking. 

A main aim of ASF-UK’s investigations with the institutions 
was to find out how Escada could be connected to elec-
tricity and water connections as currently they were with-
out legal connections. SEDUR stated that this couldn't 
happen until they had received the licence for such con-

nections on that land. This licence couldn't come from 
them but had to be applied for to the municipality - SAEB. 
However, when we asked the same question to SAEB 
they stated it wasn't them that issued the licence but a 
third government agency. In the meantime this left the oc-
cupants without proper access to vital services. When this 
was posed to both SEDUR and SAEB they were clear that 
while this was not a good situation for the people their 
hands were tied. There were particular institutional frame-
works and legal procedures that had to be followed first. 
The most important of these was getting the land desig-
nated for housing, just because the land was now under 
public jurisdiction didn't automatically mean it could be 
used for housing. First SEDUR needed to apply to SAEB 
to get the approval for the land to be used for housing and 
then they could regularise the land providing tenure. After 
that they could then apply for a licence for services. 

The second aspect to this complicated picture was that of 
the promise of new housing or improvements to the cur-
rent housing stock, which could potentially come from the 
MCMV program. When asked about the possibility of Es-
cada accessing this once the land was in public hands, it 
was apparent that this wasn’t straightforward.  Firstly for 
Escada to be given funding for new housing the legal pro-
cesses of licences as outlined above needed to happen, 
and only after that could the application for funding happen. 
However, funding for new housing could only be given to 

Figure 4.3. A housing unit that is also being used to run a business from. Source: (Author, 2009)



occupations that were not consolidated. When pushed on 
what consolidation could be defined as, SAEB said that it 
meant no permanent dwellings had been erected. SAEB 
were not particularly forthcoming on what they meant by 
permanent but said that if the housing was made of brick 
that was viewed as permanent housing as opposed to a 
house made of wood. If there was brick housing the oc-
cupation was viewed as consolidated and could therefore 
not get access to funding for new homes and instead could 
only potentially get access to funding to upgrade the cur-
rent units.

This was news not just to those interviewing the govern-
ment but to MSTB and the occupants. It was a crucial 
piece of information, which had never been written down or 
communicated to those actors involved and it represented 
an institutional inefficiency on the part of both SEDUR and 
SAEB. SEDUR stated that they were currently writing a 
book on tenure security but this issue of consolidation or 
non- consolidation had not been considered vital informa-
tion that needed to be communicated as part of the tenure 
process. Clearly the rules and norms that these institutions 
have set for the market were not clearly communicated to 
this low-income group. They had one view of how their oc-
cupation of land could help them access land and housing 
through the government but certain information at an insti-
tutional level had not been communicated from the outset. 

Furthermore there was an understanding that the occupa-
tion would be regularised, as is supposed to be the prac-
tice of the urban development secretariat, however when 
SEDUR was asked how many of the occupations in the 
city had been regularised they indicated that none had but 
that many of them they believed had been consolidated 
and therefore were seen as permanent. This indicated that 
once consolidation of housing in these occupations had 
occurred they no longer needed to be given security of ten-
ure or more importantly connections to water or electricity. 
The government simply stepped away from its responsibili-
ties in these situations. 

It should also be noted that when SAEB was asked about 
the 1million reais fund for housing they stated that the mon-
ey goes direct to the municipality to activate construction 
which is generating jobs. SAEB were clear that while the 
government does subsidise some of the housing under this 
programme the main aim of this fund is not housing but 
stimulating the construction sector in Brazil. This is in line 
with the overarching objectives of the MCMV Programme. 
SAEB stated that there was little scope for participation 
in this programme and several different movements were 
fighting for access to this fund. 

So the picture presented is a complicated one involving on-
erous regulations and processes, just to ensure legal hous-
ing can be erected on the site. This is further complicated 
when it comes to regularisation, perceived security for the 
occupants and access to basic services. 

Formal Institutions: NIE Institutional Analysis. Through 
the interviews with the formal institutions – SAEB and SE-
DUR – this research provides an analysis of these insti-
tutions through the prism of the three elements of NIE 
identified previously. 

Reduce Transaction costs - such as missing or imperfect 
information. In terms of missing information the fact that 
there was no knowledge about consolidation or non-con-
solidation as it related to accessing housing funds was 
very apparent. There is clear institutional failure here, both 
SAEB and SEDUR stated that permanent housing could 
not be erected on the site otherwise it would be consid-
ered consolidated. Not only did that mean that no access 
to new housing would be available it meant no licence 
for legal connections could be made. Therefore it was a 
vicious circle, and moreover they could not officially say 
how long the process of gaining permission for housing 
on the land would be. Therefore it left the occupants living 
in bad conditions for an indefinite amount of time without 
access to basic services. This element is probably the 
most crucial in identifying institutional inefficiency, espe-
cially between the two formal institutions. SEDUR gave 
one answer when asked who they had to apply to get 
licences for connections - SAEB. However SAEB when 
asked if this was correct denied it saying a third govern-
ment agency needed to give approval. This indicates a 
lack of communication between the two at the detriment 
to the occupants. 

Furthermore the role of institutions in reducing transaction 
costs and providing missing or asymmetric information is 
to provide where the market will not - here none of these 
details would likely have come to light if ASF-UK hadn't 
spoken to them directly. It appeared unlikely that the in-
stitutions would have informed MSTB or the occupants. 
Instead it could lead to the occupation consolidating their 
homes and then being told that they can't access funding 
for new housing as they are considered to live in perma-
nent housing. 

Missing markets - the provision of housing. There is a 
gap in the formal market for land and housing in terms 
of provision and access for the poor. SEDUR is specifi-
cally charged with developing and putting in place urban 
land policies and providing housing for the poor. However 
when asked about the housing fund and the occupants 
having access to it they identified the complicated pro-
cess of application for change of use for the land that 
needed to happen even once it was in state hands and 
still no services could be provided. Instead of looking at 
ways to try and get these funds to the occupation they 
were more likely to settle for having negotiated the ex-
change of land with Cobea and therefore unofficially se-
cured the land for the occupants. However as evidenced 
by the fact that no other occupation in the city has been 
regularised they would more than likely leave the situa-
tion as it is. This is not providing for missing markets for 
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housing. If they wanted to ensure that housing could be 
built they would make the relevant information available 
to either MSTB or directly the occupant so they know not 
to invest in their housing. Furthermore they would also try 
and negotiate simplified rules so that investing and im-
proving their housing would not be seen as standing in 
the way of accessing funding for new housing. 

Establishing and Protecting Property Rights. Protection of 
property rights or security of tenure is probably the main 
way SEDUR and SAEB see helping this occupation. Land 
regularisation is the main policy choice and its clear from 
the interviews that this is the main goal of both institutions 
in situations like this. However when asked how many 
occupations they had regularised the reply was none, 
despite there being 50 land conflicts that SEDUR were 
involved in. Therefore the institutions are failing in prob-
ably one of their main influences over the urban land and 
housing markets - creation and enforcement of property 
rights. This isn't necessarily about giving full ownership 
but some form of tenure security is needed. In the case 
of Escada SEDUR indicated that this couldn't happen 
until SAEB had granted licences for the land to be used 
for housing. In another MSTB occupation visited at the 
time of these investigations- Mata Eschura3 - the occu-
pants there had wanted formal recognition or a document 
signed by the government that they had a legal right to 
live there but nothing had been forthcoming. This is de-
spite some negotiations with SEDUR and the fact that 
they had even commissioned a private company to draw 
up a plan of the occupation to give to COELBA to provide 
electricity. Here again we are seeing different approaches 
to the way the formal institutions are negotiating with the 
occupants of different land and a clear lack of consist-
ency over the rules of the market. 

While it could be said that both institutions were fulfilling 
one key aspect of the institutional role within the NIE ap-
proach of providing property, it could also be argued that 
they were too focused on tenure security at the detriment 
of the occupants living conditions. 

4.6 Research Findings: The Informal 
Institution 

MSTB is an independent urban political movement, which 
originally stems from the landless worker movements that 
have been an integral part of the struggle for land and 
housing in Brazil. MSTB began in 2003 with the occupa-
tion of land near the airport in Salvador da Bahia and has 
grown since then, mobilising workers to fight for housing 
rights (Midiaindependente 2008). Their approach is cap-
tured in their slogan - Organise, Occupy, Resist  - and 
MSTB's main goal is through occupation of vacant land 
putting pressure on public officials to fulfil the people's 
constitutional right to housing.

MSTB are not always involved in the occupations to begin 
with but are sometimes brought in to help facilitate access 
to services and people's rights to land or housing. They 
also provide a way of operating a community within such 
occupations providing ideas for holding elections for lead-
erships and building a participatory process into the way 
the people of the occupation work together to improve 
their living conditions. In the case of Escada they became 
involved after the second occupation and it was MSTB 
that asked ASF-UK to look at possibilities for service con-
nections for the occupation. Therefore they can be viewed 
as an organisation representing the people and acting on 
their behalf.

MSTB are clear they are not an association but a move-
ment, which doesn't necessarily want to work with the 
state. Instead the political ideology is based on dismantling 
the capitalist system which prevails in Salvador da Bahia to 
bring about a new economic order where property is still 
valid but there is more equal access to land and housing 
and a more collective approach is taken. 

The fact that they are not so open to working with the state, 
like perhaps some NGOs or civil society organisations, sets 
them apart from the types of informal institutions that have 
been looked at by Pamuk (2000) and Radoki (2007).  How-
ever there is a role for them as an informal institution. They 
operate on the informal side of the market and are seeking 
to facilitate better access to land or housing including basic 
services for the occupants of Escada. However are they 
really reducing transaction costs for these occupants? 

Informal Institution: NIE Institutional Analysis. As with 
the formal institutions the analysis examines the three ele-
ments of the NIE approach in relation to MSTB. 

Reduce Transaction costs - such as missing or imperfect 
information. MSTB is attempting to bridge the information 
gap left by the formal institutions. By asking ASF-UK to 
become involved they are using their knowledge to try and 
gain access to information that could make the process 
of accessing housing less costly for the occupants. This 
may mean simply getting a better understanding of the 
complicated procedures involved in consolidation or non-
consolidation of the occupation. 

Missing markets - the provision of housing. The role of fill-
ing missing markets is one informal institutions and sys-
tems have been doing across the globe in developing cities 
for housing as evaluated by Radoki (2007) for example. 
MSTB is again however stepping in where government is 
failing to provide housing by helping in the occupation of 
vacant land. Is it illegal and perhaps sometimes seen as 
violent? Perhaps. However it is an effective way to provide 
access to land for the poor and even when they are not 
involved in a land invasion from the outset, they have been 
brought in to help build community organisation within the 
occupation to support and secure that land. 
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Establishing and Protecting Property Rights. In terms of 
securing or protecting property rights or some form of 
tenure MSTB are doing this but their stance of not com-
municating with the state or trying to negotiate does hin-
der this process. When Pamuk (2000) looked at informal 
institutions and land rights the investigation focused on 
evaluating civil society bodies that ensured customary or 
traditional tenure rules were in place and helped facilitate 
this. However this is not the case with MSTB as there 
didn't appear to be customary tenure rights in this situ-
ation. Instead with MSTB there was a focus on getting 
some form of access to basic services as a way to gain 
security of tenure. This was already happening in Mata 
Escuhura. This occupation already had some access 
to electricity and when one occupant interviewed was 
asked why he wanted the formal connections he stated 
that it would provide him with a bill that proved officially 
that he lived on that land. It gave him a perceived security 
of tenure. Therefore MSTB is trying to ensure some type 
of security of tenure for the Escada occupation although 
it may not coincide with the formal institutions perception 
of tenure. 

However there is a question about whether the political 
focus of MSTB erodes the potential for helping the oc-
cupants further. MSTB's refusal to work with the state 
and be an official association means that it can't get a 
registration number and therefore receive funds from the 
state. There is probably more scope for the role of MSTB 
in facilitating the market for the poor if they were more 
willing to work with the state and be officially recognised. 
Furthermore as Storper (2008) highlights a lot of con-
ventional economic thinking sees community groups as 
detrimental to efficiency and growth in markets 'because 
groups bind individuals into situations where they can 
no longer realise their preferences, exit freely and find 
effective representation for their interests' p 1. There-
fore is the social movement approach of MSTB hinder-
ing the progress of Escada in achieving better housing 
outcomes? MSTB state that working with the govern-
ment often leads to co-optation by the state and they 
see this happening with other community organisations 
and movements. MSTB's role isn't necessarily one of 
distributing funds or being a civil society organisation in 
probably the more conventional sense. Instead their role 
is in navigating such costs of the market as missing or 

asymmetric information on behalf of the occupation. To 
a degree they are doing this better than the formal in-
stitutions, which are also supposed to represent these 
citizens of the city. 

This analysis has tried to highlight the shortcomings to 
some degree for both informal and formal institutions. 
The formal institutions in this case bear the brunt of the 
inefficient behaviour. As institutions according to the NIE 
critique should be reducing transaction costs for eve-
ryone in society - this means reducing uncertainty that 
abounds when there is missing information or when one 
party holds more information in a market than another. 
However through the interviews with both formal institu-
tions neither is able to stand up to this critique, as both 
are supporting and reinforcing a process of legalisation 
of the occupation and upgrading, that is infected with 
misinformation and lack of transparency. As indicated by 
the 2002 World Bank report on Brazil housing 'there is 
vacuum of responsibility for housing and urban policies 
at most government levels and there is very little inter-
governmental collaboration and division of labour among 
the government levels' (pp xii). This intergovernmental 
collaboration in this case seems to be especially lacking 
in relation to who has responsibility for granting licences 
for the land with SEDUR stating it was SAEB and SAEB 
said it was a third government institution. 

At the same time they do fulfil in some parts the role 
of providing for property rights, however it has already 
been questioned whether the type of property rights that 
are of use for the poor in such situations is appropriate. 
Perceptions of security of tenure are arguable and for 
the occupants of Escada, legal connection to basic ser-
vices not only upgrades their standards of living, but also 
they're legal right to remain on that land. However this is 
not necessarily how the formal institutions view it. Their 
view of property rights and security of tenure is based on 
more formal owner occupation rights and this does not 
go against the NIE critique but instead according to NIE 
is the way forward for economic development. However 
the very notion of property rights being integral can be 
counterproductive in such a situation and instead a more 
nuanced view of tenure should be introduced. It is this 
approach to security of tenure that the informal institu-
tion - MSTB - is trying to some extent achieve. 

NOTES TO CHAPTER 4

1. An economist from Goldman & Sachs coined the term 
BRICs in a Goldman & Sachs Global Economics Paper in 2001
2. http://www.asf-uk.org/
3. ASF-UK visited this occupation to understand how they 

were negotiating electricity connections and how the occu-
pation in general operated. It has 45 families and has been 
on the land for over one and half years (less time than the 
Escada occupation).



5. Conclusion

Using an institutional analysis of the access to urban 
land and housing markets by the occupation of Escada 
we can begin to develop an understanding of the ways 
in which institutions, formal or informal, can be held ac-
countable for facilitating better access to markets for 
the poor. If we understand that transaction costs exist 
and that they are hard to overcome for certain sectors 
of society, then we can begin to build a picture about 
who should eliminate or reduce these and how. This 
is what the NIE approach to a degree provides – an 
analysis of how markets are influenced by institutions 
and can be facilitated better. This is especially the case 
when looking at land and housing markets, which ex-
hibit specific transaction costs which fit well with the 
NIE approach. Furthermore such analysis is helpful in 
the developing city context where it is important that 
both formal and informal institutions minimise market 
failure and fill missing markets. 

5.1 Escada

The case study indicates that while there are good in-
tentions in securing the land for the occupants - SE-
DUR did negotiate the land exchange with the electricity 
company, ensuring the occupants wouldn't be evicted 
- there is still a lack of information for the poor. They are 
unaware of the impact investing in their homes before 
land regularisation has occurred will have on their ability 
to access new housing. Improvements in communica-
tions and the provision of information are needed. The 
case-study indicated the interests of the poor are not 
necessarily well represented - they were not part of ne-
gotiations and hadn’t been informed about processes. 
These are all transaction costs that result in uncertainty 
to the occupants and should be reduced by institutions, 
but aren't. Furthermore it calls into question the logic of 
trying to get property rights of some form for occupants 
but leaving them living in squalor in the meantime, as 
legal connections are not allowed to be made without 
jeopardising the occupants’ chance to access funding 
for new housing. 

Essentially institutions are trying to deliver property rights 
but are perhaps pursuing this to the detriment of the liveli-
hoods of the people of the occupation who have to wait 
while legal and bureaucratic processes are completed. 
There needs to be greater clarity over the concept of con-

solidation, meaning no access to new housing funding. 
It typifies the institutional bureaucracy which is plaguing 
the process of gaining access to housing or legal status 
on the land for the occupants of Escada. It may appear 
illogical to an outsider but such informal rules appeared 
to be engrained in both SEDUR and SAEB's approach to 
this situation. The World Bank study on housing in Brazil 
points to the need to develop better processes across 
government - 'a new institutional framework is required 
for the government...to manage the housing sector in a 
manner that provides adequate and affordable housing 
over a period of time and in a flexible fashion' (ibid.:p  69). 
A starting point would be for SEDUR, who stated they 
were writing a book on tenure, to outline the complicat-
ed processes involved and make clear what is meant by 
consolidated housing and the effects of this on people's 
access to funding for housing. 

The role of informal institutions in the case of MSTB has 
also been examined - it does represent a form of infor-
mal land and housing delivery through the process of 
facilitating occupation of vacant land in the city. Essen-
tially MSTB is engaging in the formal market on behalf of 
the occupants, filling the missing market for housing for 
the poor. There is a question about whether MSTB could 
operate even better if they were prepared to work with 
the state however this could formalise them and probably 
hinder their ability to deliver land and housing in the infor-
mal sphere. From this analysis there is scope for MSTB 
to work with the formal institutions to continue what ASF-
UK began, although it is recognised that initiating a dia-
logue between these two parties could be difficult. 

5.2 Limitations and Further Research

It should be noted that there are limitations to the case 
study, the interviews undertaken were not done so with 
any specific goal of analysing the institutional approach 
of NIE although the overall approach was to understand 
better the institutional environment and how the occu-
pants of Escada could navigate this. Furthermore as 
Klak (1990) states, single case study research has its 
drawbacks, while it allows for focus and in this case it 
was the only city in Brazil research was conducted in, 
'it does not allow one to distinguish between problems 
generic to the policy and those owing to the articulation 
of the policy and local conditions' (ibid.:p 576). One has 
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to be cautious in making sweeping generalisation about 
the poor's access to urban land and housing market in 
relation to institutions across the rest of Brazil based on 
these findings. Clearly what is not working in Salvador 
da Bahia in terms of its institutions may not be the same 
in another city. An extension to this research would be 
to go back and examine in more detail the policies and 
institutional arrangements within Salvador da Bahia and 
one or two other cities to see what comparisons can be 
drawn and whether remedies may be needed at the na-
tional policy level. It would also be useful to draw out any 
other informal institutions that are operating in a similar 
manner to MSTB but in other cities. 

Indeed ASF-UK returned to Salvador da Bahia in 2010 
to work with a different occupation that faced similar in-
stitutional issues regarding access to housing. The ap-
proach to the research took a more participatory ap-
proach introducing participatory design approaches and 
tried to unpick the institutional arrangements, both for-
mal and informal using the Web of Institutionalisation1. 
The outcomes of this workshop have since been built on 
further with a workshop in Nairobi in 2011 and another 
one planned for Ecuador in 2013. The 2011 workshop 
continued to look at the issue of institutions within the 
context of access to housing and land for the poor and 
the complexities of how institutions, formal and informal, 
operate in Kenya. The findings from this workshop2 in-
dicate that the need to look at institutions continues to 
be an important element to understanding how the poor 
access housing. 

Around the same time that this research was undertak-
en UN Habitat reported that there had been a reduction 
in the population living in slums worldwide and that in 
Brazil the incidence of slums had fallen from 31.5% to 
26.4% (UN Habitat 2008). UN Habitat indicated that this 
was apparently due to ‘the development of low income 
housing policies that subsidise construction material 
costs…..and the adoption of a constitutional amend-
ment safeguarding ‘citizens right to housing’ (ibid.: p 40). 
While these figures and positive views from UN Habitat 
indicate a country succeeding in housing the poor, the 
investigations in Escada indicate that navigating low in-
come housing policies and being able to benefit from 
them is complicated. 

5.3 The NIE Paradigm

In conclusion there are certain aspects of the NIE ap-
proach that provide a more flexible analysis of land and 
housing markets in developing cities - they provide the 
foundations for analysing the influence of institutions 
which are of paramount importance in developing cit-
ies where power is often concentrated in the hands of 
the few. Furthermore as issues of urban governance and 

accountable government are emphasised by interna-
tional organisations such as the World Bank ensuring in-
stitutions are operating efficiently becomes a big part of 
this approach. Also crucially the institutional approach of 
NIE is the first to recognise that institutions don't always 
work for everyone in society as stated by North (1991). 
Their very social nature means that often they will reflect 
certain groups and not others. NIE therefore provides a 
critical starting point for examining institutional influence 
on markets. This is definitely something that the neo-
classical approach does not provide. 

However NIE has distinct links to neoclassical thinking, 
which reinforces a market oriented view of the way in-
stitutions operate and therefore falls back on a familiar 
set of prescriptions.  Its emphasis on property rights and 
the link to economic development leads back to discus-
sions of the market for land and housing being tied up 
with who can make the most productive use of that land 
for the greater economic development of the region or 
city as a whole. NIE supporters would probably argue 
that while property rights are integral to their framework 
the reason enforcing them has not been beneficial for 
the poor, is because there is a lack of recognition in the 
neoclassical paradigm of the influence of institutions, 
which often reflect the interests of the most powerful 
in society. Therefore if such institutions were efficient 
and operated to reduce uncertainty as NIE states they 
should, then the idea of property rights could work in 
favour of the poor. While this has yet to be proved there 
is scope for the NIE approach to take on a more flexible 
view of property rights. This is an approach which can 
position property rights within a more developing city fo-
cus allowing for issues such as differing perceptions of 
security of tenure and an understanding that owner oc-
cupation isn't necessarily the only approach. Ultimately 
the arguments over property rights and proving a causal 
link between them and improved welfare will continue. 
Therefore in the first instance if we are trying to improve 
access to these markets for the poor, as Mooya and 
Cloete (2007) state, we should look at the role of insti-
tutions and the ways they can lower transaction costs, 
such as missing or imperfect information across both 
the formal and informal. 

5.4 The Prevailing Future for Cities

A final thought has to be highlighted here about the 
broader implications of institutional failure within urban 
land and housing markets for developing cities. By ex-
cluding or limiting the access of the poor to these mar-
kets the spatial dynamics of cities begin to be shaped 
with the formulation of informal settlements on the urban 
peripheries. This therefore impacts in both social and 
economic terms on the marginalisation of communities 
within cities, as conurbations of informal economies are 
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created. As Durand-Lasserve-Seold (2007) states 'ur-
ban poverty is closely related to physical segregation; 
and while it is not restricted to the enclaves of slums it 
is heavily concentred in these places' (ibid.:p 3). Fur-
thermore the poor are being forced to occupy land in 
vulnerable locations in cities that are prone to disaster 
risks – such as flooding – which will continue to be ex-
acerbated by climate change.  

If institutions are unable to facilitate better access to 
land and housing markets for the poor then ghettos will 
form, and exclusion from the city will become more in-

grained. As the incidence of slums increase, fed by ac-
celerated urbanisation (UN Habitat 2012), those living in 
slums in developing cities will continue to face problems 
of access to housing highlighted in this paper. There is 
an urgent need to develop a much more sophisticated 
understanding of the influence of institutions in the op-
eration of these markets. In an increasingly urbanised 
world we are in danger of institutionalising ignorance of 
the political and social basis of land markets. The result 
may lead to increasingly marginalised people living in cit-
ies and displace those in greatest need of effective solu-
tions to the provision of land and housing.
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