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INTRODUCTION

For almost two decades, severa countries in the Latin American Region have been engaged in
aprocess of State reform with consequences for their social, political, and economic spheres. In the
case of the health sector, there has been a growing consensus among policy makers, providers, and
users about the need for structural change. But there has been no similar shared understanding of
what the content of a health reform agenda might be. The definition of the problems to be solved,
the means to solve them, as well as the speed and scope of policy change continue to be contentious
issues. As aresult, the political dimension of health reform formulation and implementation has
come to the foreground as it has proven to be a key factor in determining the feasibility of health
policy change as well asits final outcome.

The present study is a careful analysis of the political context and the policy process within
which health reform initiatives evolved in Mexico, as well as of the actorsinvolved. It is designed
to bring to light important lessons about the political strategies that have been put in motion by
policy makers interested in increasing the political feasibility of health reform efforts. The analysis
of theinitiative to reform the health component of social security in Mexico in the mid-nineties
contributes to the discussion about the effectiveness of the strategies used by teams of reformers. It
also helps to exemplify how strategies change and adapt to dynamic and constantly evolving
political and economic contexts. Findly, it enriches the debate regarding the use of change teams to
bring about comprehensive reforms in the provision of public services.

POLITICAL AND ECONOMIC CONTEXT

A distinctive characteristic of the political system in Mexico is the concentration and
centralization of power in the Executive branch of government, specificaly in the President. The
Congtitution grants the Executive a series of formal attributes —such as the prerogatives to send
law initiatives to Congress, to veto congressiona resolutions, and choose the House of Congress to
which policy initiatives are sent in first instance—that strengthen the Executive branch as the center
of policy making.

The Executive' s power is not only based on the formal attributes granted by the Constitution.
A series of informal faculties have alowed the Presidency to become the single most important
source of legidation. This practice, in place for more than half a century, has transferred the policy
decision-making and negotiation to arenas outside the public scrutiny, such as the ruling party or the
Executive itsalf.

However, the Presidency’ sinformal powers have weakened as a consequence of the
demoacratic opening. Since 1997, when the PRI lost its mgjority in the Lower House for the first
time, the government has had to negotiate with opposition parties in order to gain approval of its
law initiatives. Also, given the more competitive political environment, the Executive has had to
step up its negotiations with its own party, since the legidators incentives to back unpopular policy
initiatives have greatly diminished.

A second relevant characteristic of the Mexican palitical system is the rather weakened, but
still present, corporatist arrangement that rules the relations between the State and different socia
sectors through the official political party—the Institutional Revolutionary Party (PRI). The
corporatist arrangement between the State and society rests on a set of implicit agreements that
govern the access to policy-making and the distribution of public goods and services. This
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arrangement between the State and society has rested on the exclusive inclusion of organized socia
groups mostly working in the formal economy. In exchange for organized political support, the
incorporated sectors receive from the State privileged access to public goods and services. The
Mexican Institute for Social Security (IMSS) is the largest and most visible example of the
institutionalization of this arrangement.

Three socid groups stand out as sources of political support due to their economic weight and
their mobilization capacity: the business community, the labor movement, and the government
bureaucracies. The business community is not aformal part of the ruling party, but it is also
organized in a corporatist manner with specialized associations. While this group does not resort to
collective mobilization, it has represented an important source of support for the State and has also
exerted veto power due to its control over the financial and industrial sectors. The business dlite,
which includes the mass media, has been able to establish direct channels of access to high level
public officials. This has alowed businessmen to have direct influence over policy making.

Organized labor has functioned since its incorporation into the ruling party in the mid- thirties,
as the most important base of political support for the State. Official unions have been the
intermediaries in the relation between the State and labor. Currently the largest union in Mexico,
and one of the most articulated ones, isthe IMSS union (SNTSS). This union has a membership
totaling 350,000, including virtualy al of health manpower, as well as other non-medical workers
and administrative personnel of IMSS across the country. Its palitical role in the past, its liaisons
with the PRI, as well as its more independent discourse in the last decade, makes it an important
interlocutor of policy makers seeking to pursue major changes related to socia security.

Finally, the State' s lower-level bureaucracy is aso unionized and has a so resorted to its
unions to exchange political support for exclusive access to public goods and services. High and
mid level officias are not unionized and resort to their own support networks, or camarillas, to
secure their jobs, concentrate power and pursue their political careers.

The corporatist arrangement described above prevailed for aimost 50 years since the PRI’s
consolidation in the 1930s. It greatly influenced policy choice in both the economic and the socia
spheres. In the case of the socid sector, the socia security system, and as a consequence, the health
sector as awhole, reflect the configuration of the corporatist arrangement and its political use of
public resources and policies. The health system in Mexico till reflects the political arrangement
between the State and those actors it considered politically or economically relevant, to whom
access to socia security services were granted. It excluded those groups with little capacity for
political mobilization and whose economic activities were centered in the informal sector, notably
the poor. To the latter group, the State provides under-funded and insufficient health care through
the Ministry of Health facilities.

With the economic boom and the growth of the middle class, this political arrangement began
to be contested in the mid-1960s. The political crisis that resulted from the repression of the 1968
student movement, marks the start of along and protracted political liberalization process in which
society has pressed to have a say in decision making and has questioned the corporatist
arrangement. This process was to result in more democratic forma mechanisms for electionsin the
late 1980s, and the activation of opposition parties that for the first time faced real possibilities of
sharing in power and aternating in office. The 1980s aso mark the exhaustion of the politica eite
that had been ruling over a closed statist economy for decades, and the arrival in power of a
different breed of policy makers: the neo-liberal technocrats. Their seizure of power was possible
due to the legitimacy crisis that the PRI’ s traditiona politicians
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(and their keynesian economists) were facing due to the recurrence of ever more acute economic
crises which surpassed—at least in the popular perception—the traditional politicians capacities.
Simultaneously, due to economic stagnation, the State was unable to create formal jobs for an ever-
growing population with alarger group of young adults, who therefore had to turn to the informal
economy.

The 1980s debt crisis and the consolidation in power of the neo-liberal technocracy were
determinant events in the economic adjustment measures that were to follow, aswell asin the
structure of State-society relations. The magnitude of the economic crisis led policy makers to
question the economic model in force. The technocratic group profited from this window of
opportunity to consolidate itself in power and to pursue policy reforms that were to redefine the
economic model, the role and size of the State, as well as State-market and State-society relations.

Seeking to limit State control over policy and the markets, and perceiving its exhaustion, this
group of policy makersin power questioned the corporatist political arrangement and severely
undermined it. However, this radical transformation in State-society relations was not going to
happen in all policy areas smultaneoudly. The most significant changes occurred in the economic
sphere, where market liberalization was completed. Public enterprises were put up for sale and, in
some instances, State bureaucracy was trimmed down. Socia sector reform—which was al so part
of the technocracy’ s agenda, if aless important one—had a very sow start and left the old
corporatist arrangements and actors virtually untouched. Thus, social sector unions, notably the
IMSS union, not only survived State reform, but were actually useful in securing the politica
support needed to pursue reforms in other sectors.

The group of technocrats that gained strength within government in the early 1980s under De
laMadrid' s administration was a cohesive team comprized of technically skilled individuals whose
political careers had developed amost entirely in the financia and economic agencies of
government. Most of them lacked electoral or party experience. The increase in the technocratic
group’ s influence corresponded to a decrease in power of traditional PRI politicians and union
leaders. It also meant the displacement of keynesian economists from high government positions.

The arrival of Carlos Salinas to the Presidency in 1988, marks the consolidation of the neo-
liberal technocrats in power. President Salinas’ cabinet was even more homogeneous and technical
than that of president De laMadrid. It was a close and cohesive dite, with roots in the Ministries of
Finance and Planning that extended to other government agencies and monopolized policy-making.
This technocratic team furthered the policy agendathat prioritized economic liberalization and the
downsizing of the State, particularly the privatization of public firms and services. Mgor structural
adjustment was to follow and Mexico was to join the world market by opening its markets and
joining NAFTA.

However, macroeconomic changes failed to provide tangible benefits to the mgority of the
population who till resented the impact of the economic crisis. Furthermore, the economic reform
negatively affected interest groups that had played an important role in State-society relations for
decades. The enormous pressure on the political system that resulted from these factors undermined
the modus operandi of the last 60 years, notwithstanding its corporatist arrangement. The lack of
financial resources limited the State's capacity to maintain the exchange of public goods and
services for the organized political support of the corporatist sectors. It aso prevented the State
from incorporating the newly mobilized social groups, most of which worked in the informal
economy, into the old corporatist pact.
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Paradoxically, the technocrats who had sought to limit the scope of action and even dismantle
the corporatist machinery, had to turn to it in order to promote and consolidate their structural
adjustment agenda. Thus, the technocracy in power was careful not to tamper with the political
machinery or corporatist interests in those areas that were not a priority in their policy agenda, but
that played an important role in securing political support for the government and maintaining the
overal political system’s stability.

In spite of these efforts, the erosion of the corporatist arrangement undermined the ties
between the State and the official unions and favored the strengthening of independent unionism.
Official labor unions were not capable of protecting the interests of their membership, nor were they
immune to the incentives this new environment. They had to take a more confrontational position
visavis the State in order to continue to secure their veto power. The IMSS union is an example of
these changes of strategy in negotiations with the State. Having obtained all its benefits from its
unconditional support to the State and the PRI, it recently turned to a more independent discourse
particularly as the technocratic policy makers turned their attention to reforming IMSS once they
had completed their task in the economic sector.

At the end of the Salinas administration, the need to reconstruct the political network and to
reconcile groups affected by the economic crisis and the adjustment policies that followed, was
evident. At the same time, the consolidation of the economic reforms that had been implemented
during the eighties and nineties was a priority for technocrats. President Salinas found in Luis
Donado Colosio a presidential candidate who ensured policy continuity and at the same time was
able to reconstruct the links with political actors.

Colosio's nation and the emergence of the Zapatista guerrilla movement in Chigpasin
1994, brought about a political crisis that seriously compromized the technocratic group’s policy
agenda of policy change and continuity in its direction. In the power struggle that followed
immediately after Colosio’s death, President Salinas was forced to select a presidential candidate
who, being a technocrat from the Central Bank and the Ministry of Planning, could ensure policy
continuity, but had no political credentials. Thus, Zedillo counted on very little political capital to
go beyond the consolidation of the economic reform and into other policy areas, such as the social
sector — including hedlth.

The liquidity crisis that occurred at the end of 1994 further complicated the prospects of the
technocratic group in power. Ernesto Zedillo’s government had to increase taxes to balance public
finances. The political cost of promoting these reforms was so high that the government’s margin of
maneuver was considerably reduced. Nonetheless, he promoted the reform of the pensions system
as a preventive measure against its imminent bankruptcy, and as away to raise internal savings. But
President Zedillo opted to reduce his reform agenda and focus on stabilizing the country politically
and economically. This explainsin part why the Zedillo administration was reactive rather than
proactive regarding the implementation of policy change. This position was to have an important
impect in the health reform agenda. The priority given to pensions reform as part of the economic
policy package, and the need to reduce potential political confrontation with organized groups such
as the IMSS union, severdly limited the political feasibility of an in-depth health reform that would
necessarily affect entrenched interests

POLICY PROCESS

The health system’ singtitutional configuration reflects the corporatist arrangement described
above, insofar as the provision of health services is perceived as an exchange between State and
society. The capacity of different groups to obtain more and better health services
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depends on their income, their occupation and position within the social strata, and their capacity
for political organization. Under this arrangement, health and socia services are focused primarily
on the urban industrial workers who are members of the officia confederations and other strategic
groups such as oil workers, the army, the navy, and the bureaucracy. Non-mobilized groups
working in the informal economy, particularly those in the rural sector, have access to second-rate
public health services and in remote areas, to no services &t all.

The weakening of the corporatist pact following the economic crisis of the mid-eighties, led to
an effort by the Sdinas government to rebuild—or reconfigure—the State’ s coalition of support. It
tried to incorporate those groups that, being in the informa sector, were marginalized both from
political participation and public services, including those of the social sector, particularly socia
security. To do so, and to circumvent the vested interests entrenched in the social sector’s
bureaucracy, it established new socia programs (under the umbrella program called PRONASOL )
aimed at poverty aleviation and local development through the mobilization of the target
population and participatory schemes. The unifying characteristic of these program’ s target groups
was that they had been excluded from the old corporatist pact, and thus had little access to the
public services and goods that were channeled to formal organized social groups in exchange for
their political support. However, in spite of the establishment of fresh exchange channels between
the State and these new politically mobilized groups, the technocracy in power perceived the need
to maintain some of the bastions of the old corporatist arrangement in order to secure enough
political stahility to pursue its economic reform agenda. This explains why, in spite of this wave of
new of State-society relations in the social sector, President Salinas decided not to reform the IMSS,
the most visible representation of the corporatist pact.

This did not mean, however, that the reform of IMSS, along with that of the rest of the socia
sector, ceased to figure in the technocracy’ s agenda. The IM SS was regarded by the economic team
as alarge government agency in financia difficulties that needed to be reformed. Not only did it
face bankruptcy—to which the State would have to respond , but it was soon to fail to meet its
pensions commitments with workers that were about to retire. Responding to what was seen as an
imminent crisis, policy makers of the economic team who were heading the Finance and Commerce
ministries started studying the case and formulating proposals in the early 1990s. The IMSS issue
was important enough to become one more element of competition between the camarillasin this
economic team, who were positioning themselves to compete for the presidentia succession.

The resulting pensions reform proposal consisted in substituting the pay-as-you-go pensions
system for a scheme of fully funded individual retirement accounts. Also, as part of the
government’s promotion of sound fiscal policies, the Finance Ministry decided to promote the
financial reorganization of all the other insurance funds and benefits of the IMSS. Its sole objective
was to guarantee the agency’ s financia equilibrium, and to induce a more efficient use of resources.
When the Salinas administration was reaching its end, some of the members of the technocratic
group that had gained control over the project were assigned to positions within IMSS to pursue the
reform process and prepare for implementation in view of the change of administrations.

Simultaneoudly, the IMSS directorate created a think tank (CEDESS) that was assigned the
responsibility of studying policy options and to formulate a more integral reform proposal that went
beyond the financial restructuring of the Ingtitute, and included an in-depth change in health service
ddivery. Thisinitiative had the double purpose of presenting a technocratic proposal in similar
termsto that being prepared by the economic team in the Executive and thus
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facilitate closer links with this group, and to have the IMSS reform process gravitate back to IMSS
control. In spite of some exchanges and joint efforts between this group and the economic team
working within the Executive, this attempt failed. The IMSS directorate was only given amajor role
when the Executive had to broker its reform proposal with the different interest groups and with
Congress.

Also in the light of the imminent change of administrations, and with the aim of influencing
policy decision making in this field, non-governmental groups, as well as policy makersin the
Ministry of Health set about preparing health policy proposals. These groups, some of which were
positioning themselves to compete for positions in the Ministry of Health, included an academic
group at the Mexican Autonomous University (UAM), that supported a single hedlth care system
with all costs being assumed by the State; a group coordinated by the SSA Planning undersecretary,
Jaime Sepulveda, who conducted a series of polls to build a data base for a health reform plan; and
the non-government-organi zation, Funsalud, that conducted a two-year project caled Heath and
Economy led by Julio Frenk. The latter was to produce a comprehensive health sector proposal that
envisioned major changes in both the Ministry of Health and the IMSS. These changes included the
establishment of a single system with a plurdity of public and private health service providers, in
which the Ministry of Health would be responsible for policy guidelines and regulation, while the
IMSS would be in charge of health service financing.

While the groups led by Sepulveda and Frenk had numerous contacts with the technocratic
teams working on the issue in the Finance Ministry, and later on with those in the Zedillo campaign
team, policy decision making remained firmly in the hands of the economic team. Thus, while many
of theideasin Funsalud’ s proposal permeated the national health reform program of the Zedillo
government, and some are in the process of being implemented — notably the completion of the
Ministry of Health services decentralization -, the thrust of the reform efforts in the health
component of IMSS, remained focused on the financia aspects, that were the concern of the
technocratic group related to the economic team. The CEDESS had a token initiative included in the
policy reform package for IMSS' health component: one relating to an integrated model of health
service delivery (MIAIS).

The rest of the policy changes aimed at reforming the IMSS health services had two common
characterigtics that relate them to the economic team’s social sector reform agenda. First, al of
them can be considered as an extension of the financia restructuring of IMSS insurance funds into
the daily operative process of IMSS hedlth services, and second, they al follow the principles used
by the technocratic team in socia sector reform — rationalization of expenditures, focalization, and
performance incentives. Also, as opposed to the pension reform, most of the policy changes related
to the health component could be pursued through administrative acts and decrees internal to IMSS,
without the need to amend the Socia Security Law. This meant that there were few ingtitutional
requirements for consultation and the participation of interest groups in the field, and that its timing
did not have to abide by the legidative caendar.

The final reform package of IMSS' health component included the following elements:

Financial restructuring

Deconcentration and rationalization of the IMSS

Institutional model for comprehensive health services (MIAIS)
Medical areas for deconcentrated management (AMGD)
Family hedlth insurance (SSF)
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Family doctor digibility and performance incentives in family health care centers
Performance incentives

Costing according to diagnosis-related groups (DRGS)

Contracting-out of health services

It can be argued that six out of the nine reform components are related to the rationalization of
resource management for the sake of a more efficient use of the latter. At the same time, many of
these policy proposals were linked with the Zedillo administration’s health reform program. This
was most notable in the case of the creation of the Family Hedth Insurance, which aimed at
expanding the socia security’s health component coverage through a health insurance scheme for
workersin the informa economy with purchasing capacity. The other element that ran along the
lines of the hedlth reform program was the creation of the AMGDs, since this was a decentralization
effort parallel to that of the Ministry of Health services.

The controversid reform initiative related to the systematic application of the opt-out option—
in which businesses could procure private health services for their employees and have their
mandatory quotas reimbursed, instead of using IMSS facilities—was not included in the reform
package. Instead, it was included in the series of amendments to the Social Security Law that the
Executive submitted to Congress for the pension reform. While the old Social Security Law already
contemplated the opt-out option, and indeed it has been applied, if in very few exceptions, either a
legal amendment or a regulatory body is needed for a more systematic and predictable use of this
option. The issue has been highly contentious and has immediate political connotations, since both
those who support the measure—particularly the business community—and those who oppose it—
the union—see it as a means to dismantle the oversized IM SS apparatus and subgtitute for it with a
more flexible public-private mix. In other words, it would significantly change IMSS' hedlth
services as they have been operating for the last half a century, since it would break the IMSS
monopoly in service ddivery for those affiliated with social security.

During the bargaining process in Congress for the approval of the new Socia Security Law
initiative, this amendment was dropped by the Executive when legidators, concerned with the
IMSS union reaction, conditioned their vote of approval of the entire new Law, to the elimination of
this modification. Given that the pension reform required a large amount of political capital, the
technocratic team decided to diminish the number of points of confrontation with the largest union
in the country. Also, the fact that the Social Security Law as it stood before the amendment
initiative allowed—if in a vague manner—for the opt-out option as well as for the contracting-out
of health services in particular circumstances. Therefore, reformers decided to pursue these issues
through new regulations and administrative acts, thus avoiding the further politicization of the
iSsues.

Genaro Borrego, the IMSS director, was given the task of negotiating the Executive' s reform
initiative with the labor sector, the business community, and IMSS union (SNTSS); and later on, to
lobby for it in Congress. It was his political brokerage experience—as former PRI president, former
governor, and PRI Senator—that provided political feasibility to the technocratic reform proposal
prepared by the economic team within the Executive. In the Legidative arena, the SNTSS, the main
actor lobbying against the reform proposal, was able to exert a significant degree of veto power
through its influence on legidators unwilling to be at odds with organized labor. But this proved to
be insufficient to veto the pension reform, which was a priority for the Executive.



Enahancing the Political Feasibility of Health Reform: The Mexico Case

The new Socia Security Law was approved in Congressin 1995, and the pension reform
implementation was started right away. A transitory article mandated that the rest of the reform
begin implementation in 1997 to allow the Ingtitute to prepare for change. Thus, the reform process
gravitated back to the IMSS arena, where the reform package for the health component of socia
security was being formulated. The technocratic team in the IMSS working at the financial
directorate, continued to work closely with its counterparts in the Finance Ministry, who were in
charge of reforming the socia sector, with Santiago Levy, the Expenditure Undersecretary, who
was aso in charge of socia policy. But the economic and politica crises, as well as the resignation
of the Finance minister less than a month after taking office, who was the main source of political
support of this change team, severely undermined its capacity for pursuing policy change.

While this did not bring the health reform to a halt, it did dow its implementation
considerably, and give more leverage to the IMSS union, which alowed it to regain its position of
force once the reform’ s implementation started. The team was forced to negotiate and |ook for
consensus with the other groups within IMSS, noticeably the SNTSS, in order to implement its
policy change initiatives. Moreover, because the health reform was not a priority on the Executive’'s
agenda, and a potential labor conflict within the Institute is always a serious concern due to its
immediate visibility, the IMSS directorate’ s support for the reform initiative was less than
wholehearted.

In the most controversia issue, that of the opting-out option, temporary political support was
going to stem from outside the IMSS. An ad hoc inter-agency group was put together within the
Executive to study the need to regulate the private health sector and the emerging HMO market.
Because of its relation with this policy issue, the long standing discussion about the possibility of
establishing a more systematic opt-out option mechanism for IMSS affiliates was put back on the
table.

Since 1996, this inter-agency group comprized of officials from the Presidency, the Finance
Ministry, the Health Ministry, and the IMSS started to work on a project to simultaneously regulate
quota reimbursement in IMSS and the health management organizations (HM Os) emerging market.
In the end, once more, the possibility of a confrontation with the IMSS union, and its political
consequences led the group to postpone the former and to carry on exclusively with the latter. Y et
again, political considerations were not the only concern this group had when it decided to postpone
the issue once more. The other reason behind not pursuing this line of policy change was the lack of
documented proof that the implementation of the opt-out option and quota-reimbursement scheme
was going to have a positive impact on the health system as awhole or that of IMSS' affiliates.

Furthermore, the interested actors in the business sector failed to present convincing evidence
of the financial soundness of quota reimbursement for both parties, IMSS and the businesses, in
light of the new Social Security Law. The new Socia Security Law has significantly diminished the
guota amount required of the business sector — by augmenting that of the government. This fact not
only diminished the business sector’s urgency for quota reimbursement, but strained the feasibility
of paying for similar services to private providers with the reimbursement of the new quota. Also,
the private health sector was not prepared to absorb a sudden increase in health services demand,
since with few exceptions it is concentrated in the magjor urban centers, it continues to be a very
desegregated market with very small unregulated providers scattered unevenly throughout the
country.

Asthe Zedillo administration was coming to an end, the IMSS financia restructuring was well
on itsway. The significant increase in the government’ s quota participation—a result of the
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new 1995 Socia Security Law—restored IMSS' actuarial equilibrium. The technocratic team
within IMSS, now heading the finance direction, managed to complete the financial reengineering
of the insurance funds and benefits other than pensions, which have been privatized, thus
eiminating cross-subsidies and making resource alocation more transparent. The Family Health
Insurance scheme has been operating since 1997 and has affiliated 300,000 families. But it till
needs to expand more aggressively if it is to meet the government’ s stated goal of expanding access
to IMSS hedlth services to all families with purchasing power who work in the informal sector. All
the other policy changesin the IMSS hedlth reform package (i.e. the integral model of health
services delivery, AMDGs, family doctor eligibility, the use of performance incentives, DRGs and
contracting out services) are till in the pilot phase under the close scrutiny of IMSS union leaders.

The analysis of the socia security reform process, including the reform package for its health
component, brings to light three major veto points. The main veto point is located within the
Executive, during the period of policy formulation and competition among government agencies.
All external actors, including the SNTSS, and to a great extent, the IMSS directorate proper, were
excluded from this arena and precluded from participating in the decision-making process. The veto
point located in the Executive was crucia to the health reform, since it was there that it was decided
to approach it through regulation and administrative actions, rather than resorting to the amendment
of the Socia Security Law.

The second veto point is located in Congress, specifically in the Lower House, during the
process of approval of new the Law. In this case, PRI legidators vetoed the amendment that sought
to make a more systematic use of the opting-out option, as a condition to vote in favor of the
pension system reform and the financial reorganization of other insurance funds and benefits. The
IMSS union that opposed the modification of the article that regulates the opt-out option because it
perceived it as a dangerous precedent for the privatization of the Institute, exerted pressure on
legidators from different partiesin order to have them veto the proposal.

In the Congress' spring adjournment, the Lower House approved an amendment to the Socid
Security Law that, if approved in the Upper House, would block even further IMSS' possibilities of
using the opt-out option. This initiative was presented by the PRD (aleft wing opposition party) on
behalf of the SNTSS, and was approved with its votes and those of PAN(the right wing opposition
party). The PRI voted againg it, intending to use its mgjority in the Senate to block it in case it was
submitted to the plenary.

Finally, the third veto point is located within the IMSS during the implementation period. In
this arena, the SNTSS congtitutes the principal veto group. The strength of the union is enough to
control and in some cases block the change team’ s reform proposals. The change team, with no firm
support from stronger factions in government, needs to negotiate any undertaking regarding policy
change implementation. This has affected the speed and scope of the reform process and makes the
implementation of an integral health reform very difficult.

CHANGE TEAMS AND OTHER POLITICAL STRATEGI ES

As outlined above, economic reform in Mexico was promoted during the eighties and nineties,
by asmall group of technocrats whose careers were based in the financial and economic agencies of
government. This team had ideological and programmatic cohesiveness. Its members shared a high
level of technica training and a commitment to the principles of economic liberalism, even though
they competed for political positions.



Enahancing the Political Feasibility of Health Reform: The Mexico Case

During the early nineties, a group of these technocrats from the Ministry of Finance and the
Central Bank, led by Pedro Aspe, the Finance minister, developed a project to privatize the
retirement pension system, which directly involved the IMSS. Because of its composition and
ideological position, aswell asits programmatic strategies, this team may be characterized as a
change team. To be more precise, it could be characterized as a pension change team, since its
mission and basic objectives were al defined around this policy issue. This group was forced to
abandon the project in mid-993 following a take over by arival camarilla led by the President’s
Office along with the Commerce Ministry. From mid-993 through 1994, this technocratic faction
worked to develop a proposal for the reform of the pension system.

The economic team’s strategy to pursue the pension reform followed the same pattern that had
been used during the first generation reforms. A small change team of highly technical policy
makers, foreign-trained and without professional experience at IMSS, was placed in formal
positions within IMSS. Its coordination was assigned to Gabriel Martinez, ajunior member of the
Executive’' s economic team. In this way, the team in charge of implementing the financia
reengineering of the IMSS and the reform of its health component, was an extension of the
economic team. They were linked in a vertica network with the direct support of Jaime Serra
Puche, who was to be named Finance Minister at the outset of the Zedillo administration. However,
with the resignation of Jaime Serra Puche, this vertical link was to be broken and the IMSS change
team was | eft without the political support of the core ministries. This event narrowed considerably
its scope of action, dowing the pace of the IMSS reform. This fact was further aggravated by
president Zedillo's decision to halt his support for any policy reform that was not directly related to
solving the economic crisis.

On its side, the IMSS directorate also attempted to create a change team similar in nature and
modus operandi to those used by the technocratic economic team in the core ministries, by forming
the Strategic Development Center for Social Security (CEDESS) in mid-1993. The creation of
CEDESS responded to Borrego's political strategy of establishing working links with the economic
team, through a decision-making space outside the reallm of the IMSS bureaucracy and its interest
groups—notably the IMSS union. The IMSS director shared the perception that the creation of a
technocratic change team formed with non-IM SS policy makers was an effective strategy to bring
about policy change within a setting of resistance.

However, he was not successful in transforming CEDESS from a think-tank into a change
team. The CEDESS group lacked a series of traits that are indispensable for the formation of a
change team, such as ideological cohesiveness and a common reform agenda. But most
significantly, it lacked vertical networks of support stemming from the core ministries. The
economic change team did not recognize the group in CEDESS as a technocratic group of policy
makers with the credentials to become a partner in IMSS reform. Furthermore, the CEDESS group
did not have the horizontal networks with technocratic policy makersin other ministries, as Gabriel
Martinez' team did — notably, with Santiago Levy, Finance undersecretary.

In addition to the change team assigned by the economic team to conduct IMSS reform from
within, the economic cabinet mandated the creation of an inter-agency group to adjust and facilitate
the negotiation of the pension reform project within the Executive proper. This inter-agency group
formally served as an arena for the representation of the core agencies, but this was not its main
objective. The representation function was subordinated to the concrete goa of adjusting and
promoting the pension reform agenda. Thus, the team worked more as a task-force than a
negotiation platform. It may not, however, be considered a change team because its responsibility
only touched a very limited part of the reform: that of formulating the final form of the pension
reform initiative to be presented in Congress. Also, none of its members was
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assigned full time; instead, they continued with their regular activities in their respective agencies.
Most impotently, the team was not empowered to broker the reform by itself be it within the
Executive or with other interest groups outside it, and was only involved in the technical aspects of
policy formulation.

In 1996, a year after the new Sociad Security Law was approved and the pensions inter-agency
group had been dispersed, another inter-agency group was created within the Executive. This new
group had the task of discussing the regulation of the emerging HMO market in the private health
sector. While the group’sinitia goa was to simultaneoudly regulate the emerging HMO market
along with the contracting-out of health services for IMSS and the controversial opt-out option, it
perceived that tying the issues together could jeopardize the political feasibility of having the law
amendment for HMOs approved in Congress. Thus, both issues relating to IM SS were postponed
once again.

This health inter-agency group presents identical characteristics as that of the pensions inter-
agency group. With a high technical profile, it also was not assigned the political maneuvering to
broker the law initiative. Thistask wasin fact not assigned for along time, and was finaly taken by
Jose Antonio Gonzalez Fernandez, a week after he was appointed Health Minister. The group
approached the reform as a regulation problem. This meant setting up the rules for, and cresting
new health providers: the HMOs. It thus avoided the reform proper of the existing provider
institutions.

The andysis of the groups involved in the socia security reform and its health component in
Mexico shows that the technocratic characteristics of the last two administrations, led the Executive
to use the same strategy it used to pursue reforms in the economic sector. It followed avery closed
top-down approach. The participation of socia groups and governmental agenciesis restricted and
entirely controlled by the Presidency and the core ministries, who, regardess of the policy issue,
determine both the degree of participation and the composition of the group that is assigned the task
of reform formulation. Also, due to the Executive' s concentration of power, and the secondary role
played by other arenas, Congress notwithstanding, these groups (change teams and inter-agency
groups) find an ample space for policy definition only limited by the economic team’s support and
interest in the issue.

Following its experience with economic reforms, the economic change team created and
empowered a change team with high technical skills, but little experience or ties with the social
sector and particularly with IMSS. Once its members assumed formal positions within IMSS, the
team centered its activities around the financial reengineering of the Institute. From this perspective,
it sought to reform IMSS health services. However, the loss of its vertical network links with the
economic team severely hampered its capacity to pursue change beyond those that were strictly
financial. Beyond regulation and resource reallocations, the rest of the policy changes envisioned in
the IMSS health services reform package to reform the operation of the health services proper, have
reached the end of the Zedillo administration in a pilot phase and facing the constant veto of the
SNTSS.

Thus, while the use of change teams in Mexico has proven its efficacy in inducing policy
change through regulation and financial resource reallocation, it has failed to bring about the
restructuring of public provider ingtitutions like IMSS, thus severely limiting the scope of social
sector reforms. In order to achieve the transformation of these old actors, interest groups that are
normally excluded from the reform process need to be taken into consideration; either via consensus
building or confrontation. So far, given their nature and position, change teams have been unable or
unwilling to do either.
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|. POLITICAL ECONOMY CONTEXT

During the Zedillo administration (1994-2000), a health reform program was formulated and
presented as part of the government’s six year policy agenda. Given the characteristics of the
Mexican hedlth care system, although the reform initiative considered the health sector as awhole,
policy change was going to be implemented in two separate but parallel processes. One that would
be undertaken by the Ministry of Health (SSA), and would concentrate on the decentrdization of its
health care services. The other would be implemented at the Mexican Socia Security Ingtitute
(IMSS), and would concentrate on the financia reorganization of the Ingtitute, with health care
services being transformed as a secondary consequence under the same logic of efficiency and cost
containment.

The present study focuses on the component of the IMSS reform that was aso a part of the
government’ s health sector reform. The central aspect of the former was the transformation of the
public pension scheme to a private one, followed by the reform of the financial and operational
elements of health service delivery at the IMSS. These two elements of IMSS reform are
interrelated in terms of process. The IMSS health services officially represent 57% of the total
population, and have operated along policy lines that reflect the country’s political arrangement of
the last seventy years. Therefore, the analysis of the attempt to transform the IMSS bringsto light
most of the aspects of the political economy of health reform—indeed social sector reformsin
genera—in Mexico. Thisinitiative represents a convergence of the changing political context, the
palitics involved in the reform process proper, and the strategies used by reformers to bring about
change.

Theinitiatives to reform IMSS' health component were formulated and attempted in a
particular political and economic context. The characteristics of the Mexican political system
include the formal and informal rules that determine the division of powers between the Executive,
Legidative, and Judicia branches of government as well as the corporatist arrangement in State-
society relations. A map of the relevant actors involved in public decision making is presented and
the socia actors most relevant to the specific arena of health reform are described in more detall.
The chapter then presents the reconfiguration of the political system, stirred up by the economic
crises of the eighties and nineties and the consolidation in power of atechnocratic group of policy
makers. It ends with an assessment of the social and political consequences of the system’s
restructuring and the options that the technocratic policy makers faced, when trying to secure the
political support needed for their reform agenda

THE M EXICAN POLITICAL SYSTEM

This section presents the aspects of the Mexican political system relevant for the political
economy analysis of the IMSS hedlth reform process. While it does not attempt a comprehensive
overview of Mexico's modern political history, it does present the general framework in which
policy decision making in the social policy area has occurred in the last seventy years, its major
transformations in the last two decades, and their impact on the political feasibility of IMSS health
reform initiative.
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Structure
1 Division of Powers

The Republic of Mexico isformally condtituted as a federal State and structured according to
the principle of division of powers. The concentration of formal and informal faculties in the
Executive, however, has distorted the federal project and led to an over-centralization of power and
an imbalance among the branches of government, in such away that the Executive controls the
Legidlative and the Judiciary.?

The Mexican presidential republic was formally established in the 1917 Constitution,® which
determines that the Executive power should be concentrated in only one office, the President, and
definesits powers. The Constitution contains few checks and balances on Executive power and
those that do exist are limited. Thus, the Legidative and the Judicial branches have few mechanisms
they can resort to in order to contrd the Executive.

While the 1917 Constitution established the formal principles that sustain the concentration of
power in the Executive, and particularly on behalf of the President (which is denominated
presidencialismo), it was not until the mid thirties that the president’ s power was institutionalized.
That is, it was not for some years that the power of the Presidency became independent of the
power and resources of the particular individua elected to be President. From that moment on, the
Presidency was depersonalized and acquired power of its own, becoming an institution.

The decisive step towards the ingtitutionalization of the Presidency took place in 1935, when
President Lazaro Cérdenas confronted former President Plutarco Elias Calles, the highest informal
political authority since 1924, even though his presidential term had ended in 1928. A few months
after Cardenas had assumed power in 1934, Calles held him responsible for awave of strikes that
were taking place in the country and threatened to withdraw his support and remove him from
office. In view of this direct threat to his authority and in order to consolidate himself in power,
President Cérdenas resorted to the organized labor movement he had indeed mobilized in the first
place. Calles was defeated and his ten-year hold on power came to an end. He left the country in
early 1936.

Thus, organized labor was incorporated to the officia political party (named PRM at the time,
but which was to be renamed PRI soon thereafter). Through this corporatist arrangement —between
the State and officia unions, under the rules of the former—the government secured organized
political support from these groups, in exchange for privileged access to public goods and services.
This relation was to be the pivotal anchor of State-society relations and a determinant factor for
political decision making during the next fifty years. Although diminished in power and influence,
it would continue to prevail until the turn of the 20™ century.

! The Federation’s power is divided in three branches of power: the Legislative branch, the Executive
branch, and the Judicial branch. Their respective faculties are to decree laws, to carry them out, and to apply
them. For more details on Mexico's institutional configuration, see Eliseo Mendoza Berrueto. El
Presidencialismo Mexicano. Una Tradicién ante la Reforma de Estado. México: El Colegio de la Frontera
Norte y Fondo de Cultura Econémica, 1996.

% Arnaldo Cérdova, “La Concepcién del Estado en México y el Presidencialismo” en Pablo Gonzalez
Casanova (coord.), El Estado en América Latina, Teoria y Practica, Universidad de las Naciones Unidas y
Siglo Veintiuno Editores, México, 1990. See also Pablo Gonzalez Casanova, La Democracia en México,
Ediciones Era, Mexico, 1965.

% Constitucion Politica de los Estado Unidos Mexicanos, Editores Mexicanos Unidos, 1999.
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One of the areas where this arrangement is still very present is the State' s provision of socid
services, not only because access to these services has been used in the political bargain between
the State and organized social groups, but because the provision of these services has required a
large bureaucracy. Currently, the largest State bureaucracies are concentrated in the socia service
agencies such asthe IMSS. Not only do they control the largest organized work forces and have
mobilization capacity at nationa level, but they have daily direct contact with a significant portion
of the population, particularly the formal work force. Thus, their unions have become key political
players with their own vested interests as intermediaries in State-society relations.

The Executive

The Executive branch of power is headed by the President who is elected every six years with
no right for re-election. He has the formal prerogative to name the heads of the 16 ministries* and
their vice-ministers. The core ministries, that carry outstanding weight in policy decision-making,
are those that form the economic cabinet: the Finance Ministry (Secretaria de Hacienday Crédito
Publico), the Commerce Ministry (Secretaria de Comercio y Fomento Industrid), the Labor
Ministry, the Socia Development Ministry, and what was until recently the Office of the
Presidency. The now autonomous Central Bank also plays a mgor role in macro economic policy
and the design of programs with a high financia content such as the pension reform.

Policy decision making occurs in the Executive cabinets that are chaired by the President
himself. These cabinets are organized by policy areas. the economic cabinet (that meets twice a
month), the national security cabinet (that meets monthly), the socia policy cabinet (that meets
twice a month), the foreign affairs cabinet (that meets monthly), and the agriculture cabinet (that
meets every two months). The most important one is the economic cabinet. When policy issues
acquire special relevance, the minister responsible for the topic is summoned to present the issuein
the economic cabinet—even if the topic is related to the subject area of another cabinet. Such was
the case, during the Zedillo administration, of the pension reform, as well as hedth reform and
poverty alleviation, programs that would have otherwise been dealt with at the social policy cabinet.

Policy issues and initiatives may be prepared in any of the ministries and presented by one of
the ministers or undersecretaries that may be asked to do so for a particular matter. Cabinets may
also request the creation of an interagency group to study a policy issue and/or formulate a policy
initiative to be analyzed at the cabinet level.

The Office of the Presidency (later converted into two coordinated sets of presidential
advisors) played an important support role as a technical a-political body. The office was also in
charge of studying and presenting policy options for consideration by the president and the cabinet
meetings. Beginning in mid-1960s, the Office of the Presidency was an attempt to centralize and
rationalize policy decision making. Comprized of a small group of presidential advisors, the Office
would study and suggest policy guidelines to the president and do follow-up on the ministries
policy making. Although at first it was an informal ingtitutional arrangement that changed names
and profile severd times, it grew in size and acquired central importance with the arrival of the
technocracy in power in the mid 1980s. It offered a flexible space for policy

4 The Ministries are: Interior, Foreign Affairs, Finance, Labor, Energy, Agriculture, Social Development,
Health, Education, Environment, Comptroller’s, Commerce, Agrarian Reform, Defence, Marine and Tourism.
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decision making to the technocracy, and was useful to circumvent vested interests in the ministries
bureaucracies.

This organization reached its peak during the consolidation in power of the technocracy in the
early 1990s, when specialized cabinets were formally organized and the Office of the Presidency
was created by presidential decree. It consisted of a series of technical coordinators each
corresponding to a policy area of a specific cabinet. It worked as a policy power house—dictating
policy and arbitrating the competition among ministries for influence in policy making and power.
The Office of the Presidency was formally dismantled close to the end of the Zedillo administration
and substituted by two coordinated sets of presidential advisors, one responsible for internal politics
and foreign affairs, and the other responsible for social and economic policy.

The Finance Ministry is the other center of power, particularly since the merging of the
Planing Ministry and the Finance Ministry, giving the latter the responsibility of both overseeing
the government’ s policy agenda and determining budget allocations. These ministries had the
highest concentration of technically skilled and highly prepared policy makers from the 1960s on. It
was from their ranks and those of the Central Bank that the technocratic group emerged and seized
power in the 1980s.

L egidative power and itsrelation with the Executive

Legidative power in Mexico is exercized by the Congress of the Union, which is composed of
the Lower House and the Senate. National representatives legidate in the former, and the states
representatives in the latter. Both bodies need to approve alaw for it to be legidated.® The
legidative body that receives alaw initiative in afirst instance is called “chamber of origin;” the
oneitis sent to in a second instance is called “revising chamber.” When alaw initiative is received
by one of the legidative chambers, one or more commissions are appointed to study it. Once the
commissions have discussed the initiative, their recommendation is forwarded to the genera
assembly for final discussion and, possible approval. Findly, the initiative is remitted to the
revising chamber in which asimilar procedure takes place. At the end of the process, the initiative
is sanctioned by both chambers and sent to the Executive, who has the obligation of issuing the law
and ordering compliance with it.°

The Executive is granted by the Constitution a series of formal attributions with respect to the
Legidative power. These powers include the right to veto Congress resolutions;” to submit law
initiatives to Congress—which turns the Executive into an important source of new legidation®, and
the right to choose, with certain limitations, the chamber of Congress to which the initiative will be
sent in the first instance.

®The sole exception is the Federal Budget, which only requires the approval of the Lower House.

®If the revising chamber does not agree with the recommendation sent by the chamber of origin, the
initiative is returned to the latter with amendments. If the chamber of origin does not accept the amendments,
or finds that new ones need to be made, the initiative goes back to the revising chamber. If this chamber does
not accept the amendments for a second time, the law initiative is not approved.

" If the president disagrees with a law that has been approved by Congress, he can return the document
with his observations to the chamber of origin for further discussion. For the law to be approved, a qualified
majority of two thirds of the votes is required. The procedure is repeated in the revising chamber. If approved,
the initiative is sent to the Executive, who must then issue it.

® The Executive has been for a long time the main source of new legislation in Mexico, with Congress
assuming only a reactive role, rather than a proactive one.
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However, the Executive' s unbalanced relation with Congress has not only been determined by
its formal congtitutional attributions. The President in Mexico relies on a series of extra-
constitutional powers derived from his relation to the ruling party, which, until very recently held
an absolute majority in Congress.® These informal attributions, such as the control over the political
career of PRI legidators, along with the Congress' weak professional and institutional capacity to
formulate and study law initiatives, have made it possible for the Executive to become virtually the
sole source of law initiatives. This has also allowed the Executive to transfer the policy decision
making and negotiation to other arenas outside public scrutiny, such as the ruling party or the
Executive itsalf.

Since 1988, the Presidency’ s extra-constitutional powers have weakened as a consequence of
the dlow political liberalization process. However, it was not until 1997, when the PRI lost its
majority in the Lower House, that the president lost the power to have his law initiatives approved
without effective opposition, and thus legidate practically on his own. From that moment onwards,
he has had to negotiate not only with the opposition parties for the approval of his law initiatives,
but, for the first time, with his own party’s ranks. Political competition has weakened the ruling
party’ s discipline, since the costs of dissension have diminished, and those of voting in favor of
unpopular law initiatives, have increased.

Judicial power and itsrelation with the Executive

Judicia power is vested in the Supreme Court, the tribunals, the district courts of justice, and
the Federal Judicial Council. Congressis responsible for sanctioning the procedural law that
regulates the judicial apparatus, and the Senate, along with the President, intervenes in the
designation of the Supreme Court’'s members. At the behest of the Executive, the Judiciary
underwent amagjor reform in 1994, following a Constitutional amendment that sought to ameliorate
its procedural capacity and restore its autonomy.

The Judicia branch has been the weakest of the three powers of the Union. It faces very
serious institutional problems in the administration of justice that are related to the lag in the
modernization of its procedural capacity. For instance, prior to the 1994 reform, the Supreme
Court’s members grew from 7 to atotal of 26, making the administration of justice more complex
and less unified, and there was no limit on the time taken for the resolution of cases.

Most importantly, through a series of formal and informal rules, the Judiciary’ s independence
had been checked and limited since the definition of its relation with the Executive in the 1917
Congtitution. These rules dissolved the Federa Judicial Council, which had been in charge of
administrating the functions of the Judiciary, and made its budget subject to the approva of the
Executive and Congress. Until 1994, the Executive had the power to name and remove the
President of the Supreme Court, whose position used to have the same life span as that of the
government’s administration. A similar situation occurred with the Supreme Court’s members,
whose nomination had thus become very politicized.

The 1994 reform of the Judiciary sought to restore its independence and de-poaliticize it
through a series of measures. These include the creation of the Federal Judicia Council, the
reconfiguration of the Supreme Court (bringing its number back to seven), and the modification of
the prerequisites for the nomination of judges and the president of the Supreme Court — none of
whom can now be named or removed by the Executive aone. The power to designate the Supreme
Court’s ministers (including the President of the Supreme Court) was transferred from

% See: J. A.Weldon, “El Crecimiento de los Poderes Metaconstitucionales de Cardenas y Avila Camacho.
Su Desempefio Legislativo, 1934-1946” en Didlogo y Debate de la Cultura Politica, Afio 1, nam. 1, 1997.
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the Executive to the Senate (although the President still presents the candidates for these positions)
and they must be approved by a two-thirds majority. Also, as aresult of the reform, the Executive's
nomination of the General Attorney needs to be ratified by the Senate™

2. The corporatist system of interest representation

The Mexican political system that emerged after the ten years of factional infighting that
followed the end of the revolution in the 1920s, was organized around a corporatist model.™* State-
society relations were structured around the PRI, the ruling party, in which organized groups
created or supported by the State, and representing key interests in society, were incorporated in an
organic manner. The corporatist system was consolidated in the thirties, during the Cardenas
adminigtration, at the same time, and around, the strong Presidency system—or presidencialismo—
that was going to characterize the Mexican system the rest of the 20" Century. Cérdenas believed
that mass participation in politics should be promoted and managed through representative
organizations. As early as his electoral campaign, he promoted the creation of workers
organizations and resorted to them as a political base of support. By the end of histerm in office,
not only workers and peasants were incorporated through formal organizations, but also the
business community.

In 1938, he modified the structure of his party, then called the National Revolutionary Party,
which had been founded in 1929 by the most important leaders of the Mexican revolution. He
renamed it the Party of the Mexican Revolution and reorganized it as a corporatist organization
where three socia sectors were assembled: workers, peasants, and the military.

This strategy helped him counterbalance the power of the military political elite who, although
not acting in duty, controlled the State. In this new system of representation, the Mexico’s Workers
Confederation (CTM) was going to play the central role as the most powerful labor organization
within the party. The National Peasant Confederation (CNC) assembled the agrarian sector, which
was aso to play acrucia rolein consolidating the State’ s presence throughout the country.

During the Avila Camacho administration (1940 - 1946), an umbrella urban social group that
gathered small businesses, independent professionals, and other middle to low income groups, was
named the popular sector (CNOP), and incorporated into the ruling party as well. Finaly, in 1948,
President Miguel Alemén (1946 - 1952) reformed the party once again. He disincorporated the
military sector thus completing the transition to civil rule, and caled the party the Institutional
Revolutionary Party (PRI).

With the corporatist inclusion of organized socia groups, the ruling party became not only a
mechanism of mass control, but the central arenafor political negotiation. As an instrument of
control, the party collected the demands of its membership, and articulated and filtered them to
higher decision making circles. The same channels were used in the opposite direction, when

% For more on the 1994 reform of the Judiciary power, see José Vicente Aguinaco Aleman, “La Reforma
al Poder Judicial de la Federacion 1994 — 1995” in La Justicia Mexicana: Hacia el Siglo XXI, UNAM y Senado
de la Republica LVI Legislatura, Mé xico, 1997.

A corporatist arrangement is “a system of representation of interests in which social groups are
organized in a limited number of categories: unique, obligatory, not competitive, hierarchically ordered and
functionally differentiated, recognized or authorized (even created) by the State. These categories are granted
a deliberate representative monopoly in exchange for accepting certain controls in the selection of their leaders
and limiting their demands.” Phillipe C. Schmitter (1979).
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decision-makers wanted to communicate their lines of action to party members. The competition
among the different ideological positions and policy agendas that are pursued by the groups that
comprise the party were mediated and settled within the limited and very structured party arena.

In exchange for organized support, these sectors enjoy, up to the present day, privileged access
to public goods and services. Other groups with the same needs, but who were not politically
organized have been excluded from them. Public goods and services, such as health, education,
housing; as well as higher salaries, reach social groups through the organizations that assemble
them. So, while in theory social benefits are distributed according to the State’' s commitment to
improving the life conditions of the population, access to them is areflection of the corporatist
organizations bargaining capacity.

The stability of the Mexican political system thusis built around a series of aliances and tacit
agreements that are constantly renewed by the different interest groups. The codlition that is thus
formed legitimizes the system and serves as its base of support. Therefore, the logic behind policy
decision making and formulation is permeated by the need to maintain the equilibrium within this
coalition of support. In considering who gets what and how when defining policy, and in order to
maintain the system’s stability and to preserve the institutionalized agreements among interest
groups, policy makers resort to a combination of concessions and impositions over them.

The rules of the political game materialize in patron-client relations among key groups. These
arrangements are established according to the circumstances and the relative political weight of
each group. The construction of the corporatist pact isinfluenced by personal and clique ties and
rests on political intermediaries that build up the relationships between social groups and the State.
The State establishes the rules of the game. It aso functions as an arbiter to maintain the corporatist
arrangement’ s balance and to prevent or resolve conflicts among the different social groups that
compete to increase their influence and their access to public goods and services within the policy
making process.

From the mid-thirties to the early eighties, the State had enough resources and political will to
incorporate mobilized groups into the corporatist pact. But due to the shortage of resources as a
result of the early eighties and mid-nineties economic crises, the corporatist pact between the
Mexican State and the socia sectors has been undermined. The lack of resources has limited the
State' s capacity to incorporate new politically mobilized sectors. Also, as population growth
surpassed the economy’ s capacity to create jobs, large segments of the population joined the
informal economy, and as such, were left out of the corporatist pact. Thus, the State’ s political
returns of maintaining this arrangement diminished considerably, and instead, the need to re-
consider State-society relations became clear.

An additional factor that has contributed to weaken the corporatist pact has been the arrival in
power during the De la Madrid administration in the mid eighties, of a technocratic group with an
ideological stand that opposed the idea of the State as central mediator in society. Interestingly,
however, this technocratic group has had to resort to the corporatist arrangement it opposed and
undermined, in order to maintain control over socid groups in order to pursue its structural
adjustment agenda. This explains why the technocracy in power has been careful not to tamper with
the corporatist pact in those arenas that were not a priority in their reform agenda, but that instead
could be a source of political support. Such was the case, though hardly unique, of the socia sector,
and particularly social security.

The Actors

The corporatist arrangement in Mexico between the State and society has rested on the
inclusion of different social sectors organized around or with very close ties to the PRI. Among
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them, three stand out for their economic weight and/or their mobilization capacity: the business
community, the labor movement, and government bureaucracies.'?

The business community is not part of the corporatist structure of the ruling party, nor does it
mobilize collectively in support of the system. However, it has represented a base of support for the
State in exchange for protected markets, subsidies, and other benefits that were part of the
development model used in the 1950s and 1960s, but that persisted until the market liberalization
that started in the mid 1980s. Due to its fundamental role in the productive processes and its control
over financial resources, the business elite has had persona access to high-level public officials.
This has alowed it to directly influence policy making. The formal intermediaries between the
government and the business community are the entrepreneurs’ chambers of commerce;® but heads
of large businesses have personal access to policy makers.

The organized labor movement has functioned, since its incorporation to the ruling party in the
mid-thirties, as the fundamental base of political support for the State. Official unions have
successfully maintained the exclusive intermediation channel in the relation between the State and
labor, obtaining exclusive benefits for its membership and monopolizing the control of key State
industries and socia services for more than four decades. The oil workers union, the State
electricity enterprises unions, the teachers' union, and social security unions are among the largest
and strongest in the country.

As with organized labor, the Sate has established a system of exchange of exclusive goods and
services for political support with the low-level bureaucracy. The formal intermediaries between
low-level bureaucrats and the government are their unions. Not all bureaucrats belong to State
workers unions. High- and middle-level bureaucrats hold temporary contracts renewable at the
discretion of their superiors, and resort to networks of support, known as camarillas, to pursue their
policy making and/or political careers.

The following diagram presents a genera map of the actorsinvolved in public decision
making (Diagram 1). Those social actors most relevant to the specific arena of health reform will
subsequently be characterized in detail.

2 Three groups of civil servants may be distinguished within the government bureaucracy: a high-level
bureaucracy, a medium-level bureaucracy, and a low-level bureaucracy. Only low-level bureaucrats are
organized in corporations that exert collective action in order to gain a presence in the political arena in
defence of their interests.

3 Most of these business chambers of commerce were not very representative and have served the
interests of a privileged group within them.
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1. The business community

After the end of the 1910 - 1920 revolution that ended a thirty year long dictatorship, and
another ten years of factiona infighting, the winning factions came to a power sharing agreement
and founded Mexico's political system. A new socia pact was established to regulate the relations
between society, the economy, and the State. In relation to the State, the principles on which this
new pact was based included its hegemony as the central promoter of economic development and
income distribution; the concentration of power in the Executive; and the non re-election of the
President. In relation to the economy, the principles included a model of economic development
based on import substitution, industridization, and the Stat€’ s intervention in most economic
activities. In relation to society, the principles included the recognition of popular groups as
legitimate political actors, aslong as they were subordinated to the hegemony of aruling party.

Business was to be the sole exception, in that it was not allowed to have an open political role
and be aformal part of this arrangement. However, it was aso closely controlled by the State and
could channdl its demands either through its organizations or through persona contacts. Thus,
although not an openly recognized political actor, the private sector constitutes a power group in the
political system because the State assigned it a key role in the industrialization process.

From the 1940s to 1970s, the unwritten rule that forbid businessmen to participate openly in
politics as agroup, was carefully respected, athough their individual incorporation into
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political parties was accepted. Nonetheless, the government implicitly recognized the business
community’ s right to participate in the formulation of public policy, supporting, if not forcing, the
existence of business organizations that worked as arenas for consultation. The political strategies
of business in that period were veiled and not institutionalized, but very articulate and with great
capacity to press for its interests

During this period, collective action through business chambers was not crucia for employers
because they did not detect any serious thresats to their interests. The business community refrained
from openly criticizing the government because the latter maintained an adequate climate for
investments and profit generation. It also exercized control over organized labor and subsidized the
private sector. Business organizations that had been formed and strengthened during periods of
conflict, languished once the antagonism was over.

During the Echeverria administration (1970-1976), the implicit pact between government and
the business community was broken. The main business groups opposed president Echeverria's
attempts to further strengthen the hegemony of the bureaucracy and expand the State. The creation
of the Business Coordinating Counsel (CCE) in May 1975, marks the peak moment of antagonism
between the State and the business community. Through this umbrella organization, employers
sought to act in a coordinated manner, and not as isolated pressure groups. The association soon
acquired power and still has significant influence in policy making.

The more conservative economic policies followed during the first two years of the Lopez
Portillo administration (1976-1982), as well as the increase in oil revenues that followed,
contributed to dissipate the conflict between the business community and the government.

However, during President L 6pez Portillo last two years in office, State-business relations were
strained again due to the imminent economic crisis. The tension reached its peak with the

President’ s decision to nationalize al the private banks in September 1982. A major capital flight
followed and further complicated the economic crisis. State-business relations reached a bottom
low, since businessmen did not feel there were a minimum set of guarantees in State policies and/or
certainty to continue productive investment in the country, and decided to become openly politically
active (Puga, 1986).

However, the arrival of the technocracy to power and its market liberalization agenda was to
nourish strong ties with the business sector that saw its interests favored with deregulation, support
for export industries, and protection of the financia sector. For the political feasibility of health
sector reform, two events mark this turning point. The most important one is the fact that for the
first time, the State relaxed its historical aliance with the organized labor movement, although they
did not speak openly about it. Second, probably as a consequence of this, the business community
became openly vocal about its preferences in policy making.

A segment of the Mexican business community thus evolved from a passive and apolitica
attitude to an active one; ready to formulate policy proposals and participate in policy decision
making, as well as to openly support political parties, even against the PRI. While the business
sector that was negatively affected by the market liberalization policies of the 1980s and 1990s
voiced their opposition to these measures, those groups that benefited from it established more open
aliances with the technocratic group of policy makers leading the reforms. The opportunities
business had to comment on policy direction on a person-to-person basis expanded, and members of
the clear network that included the powerful business organizations

% For more on the relation between Business and the State, see Sylvia Maxfield and Ricardo Anzaldua,
(eds.), Government and Private Sector in Contemporary Mexico, University of California, San Diego: Center for
U.S.-Mexican Studies, 1987.
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that had been critical of the former pro-State administrations, now were willing to share information
and knowledge with policy makers that showed interest in pursuing reforms. On the other side of
the table, this new group of policy makers did not see this exchange as capture and, without fear of
losing control over access to decision making, welcomed these approaches.

For the first time, the business community initiated activities to have public policy proposas
prepared in private think tanks that it would then present to the Executive for consideration. In most
cases, the issues it concentrated on pertained to the economic sphere.

However, in the early 1990s, a group of businessmen financed the Health and Economy
project undertaken at the Mexican Health Foundation (FUNSALUD), a private think tank founded
and financed by them and international donors. Their idea was to have a serious technical argument
that could justify an in- depth reform — or even dismantling — of the Mexican Ingtitute of Social
Security. The IMSS, in their view, was an inefficient State agency and one that was rather onerous
to them. In the end, the resulting document, lobbied and promoted with their support, did
significantly influence the Zedillo administration’s health sector reform program. Thiswas in spite
of the fact that it fell short of actually proposing the dismantling of IMSS. Instead, they presented a
more comprehensive long-term proposal for the entire sector.

2. The labor movement

The legal framework

The corporatist relation between the government and official workers' unions in Mexico rests
on a series of laws, among which the following stand out: the 1917 Constitution, the Federal Labor
Law of 1931, and the cardenista reforms of 1937. Article 123 of the Constitution sets the frame for
the negotiations between employers and workers and formalizes the State’ srole as the arbiter in
labor disputes.”™ The Federal Labor Law establishes the right of workers to form labor unions, but
limits their potential strength by requiring them to register with the authorities before exercising the
right of collective action. The State has made extensive use of this pre-requisite to consolidate the
official labor movement and its close relationship with government.*®

From the late forties onwards, and possibly due to the government’ s need to exercise greater
control over the unions that did not belong to the official workers confederations, it was made
mandatory to inform the authorities of any change in union leadership. Thisimplied that without
governmental recognition, union leaders could not legally carry out their functions. Insofar as
unions without recognized |eaders were not considered legal, the State could influence the selection
of their leaders. Thus, unions in Mexico were created under strong State control, manifest in the
government’s prerogative to decide on the legality of these labor organizations and influence the
selection of their leaders.

Asfor the low-level State bureaucracy, during his administration in the 1930s, President
Céardenas presented to Congress the Statute for Workers at the Service of the Executive. With this
law he intended to regulate the relations between the State and civil servants. From that moment on,
the work conditions of governmental bureaucracies were regulated by a specia

® For more on the State’s role in labor conflict, see Arnaldo Coérdoba, La Ideologia de la Revolucion
Mexicana, Ediciones Era, Mexico, 1970.

% For an analysis of the political context in which the Federal labor Law was formulated, see: Lorenzo
Meyer, Rafael Segovia y Alejandra Lajous, Historia de la Revolucion Mexicana 1928-1934. Los Inicios de la
Institucionalizacién XIl, México: El Colegio de México, 1981, pp. 237-238.
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regime, which granted bureaucrats certain privileges, like work stability, in exchange for
restrictions to their collective rights—such as their right to go on strike. In 1938, State workers
unions were congregated in the Federation of State Workers Unions (FSTSE)."’

Official unionism

The labor movement that has pre-eminence in Mexico due to the number of its affiliates, and
its political leverage, is officia unionism, which was incorporated into the ruling party (PRI) and
the State since 1938. With the inclusion of organized labor in the PRI’ s corporatist structure, the
strategy of exchange of public goods and services for political support was ingtitutionalized.*® The
structure of representation and participation of official unionsis vertical and authoritarian. Unions
are headed by bureaucracies that function as intermediaries between workers and government, and
union leadership tends to back the State's economic and political proposals—and is rewarded
accordingly. The State resorts to the control of official labor unions to guarantee its policies
continuity and to preserve political and economic stability.

Although unionized labor represents less than 25% of the economically active population, its
political and economic influence has been considerable. This is due to the fact that it is akey actor
in the ingtitutional State-society relations, as described above; and because it predominatesin every
strategic sector of the economy and all government agencies.

Among officia labor unions, the CTM stands out for the number of its members and for its
political influence.™ *° Its relation with the State is representative of the process that official
unionism has followed. For many decades it played a significant political role, having the power to
assign members to electoral positions in Congress and state governments. It was able to obtain
exclusive benefits for its workers and successfully pressed the State to maintain the purchasing
power of salaries. However, its power of influence started to decline since the early 1980s, losing
ground in the political arena as a reflection of the exhaustion of the corporatist pact.

As theinformal sector grew, and independent unions became more vocal, CTM’s political role
in maintaining the system’s stability was diminished, athough not abolished. With this decline, its
capacity to maintain a privileged position and influence policy making slowly eroded and it became
a sounding board for the State’ s policy agenda — even when this was to the detriment of its
membership.

I ndependent unionism

Independent unions act at the margin of the official labor movement and the corporatist pact.
These unions' basic demands are, on the one hand, salary and benefits increases; and on the

Y For a review of the FSTSE foundation, see: Carlos Sirivent, La Burocracia, México: Anuies, 1977, pp.
69-70.

8 For details on the political bargaining process between the State and the official unions, see Maria
Victoria Murillo, Harvard Ph.D Dissertation, 1997.

¥n 1980, the number of CTM affiliates reached 2 million, and gathered 42% of the Congreso del
Trabajo (CT) total number of members. See Camacho, 1980.

% Other workers’ organizations affiliated with the ruling party are: the Revolutionary Confederation of
Workers and Peasants (CROC), Mexico’s Workers Revolutionary Confederation (CROM%, the Revolutionary
Labor Confederation (COR), the General Workers’ Confederation (CGT), and the FSTSE. ° One last important
official labor organization is the Workers Confederation (CT). This institution was created in 1966 as an
umbrella organization for the national pro-government labor confederations® Its capacity to coordinate the
various labor confederations and to exert collective action in favor of its members has been, however, limited.
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other, recognition of their legal status to be able to exercise their right to subscribe to collective
labor contracts, which are normally under the control of official unions.

Historically, the independent labor movement’ s capacity to influence policy making and
protect its interests has been weak given its low membership and limited political power.* Its
development has been dow and difficult due to the State’ s control over labor organizations—
sanctioned by law, and the government’ s support—in the form of financia resources and political
backing—for official unions.

The 1982 economic crisis represented a turning point in the relations between State and
official unions. Since the real vaue of the minimum wage decreased drastically during the first
years of President De laMadrid’s term,** the government tried to compensate organized workers
through additional concessions.?®> But soon the worsening of the economic crisisin 1985, forced the
government to tighten fiscal expenditure and further structural adjustment, deepening of market
liberalization, and the privatization of public enterprises.

The erosion of the corporatist pact between the State and officia unions due to these policies,
favored formation of new, more belligerent workers organizations and the strengthening of
independent unionism outside the State’' s control. Due to the Workers Confederation and the CTM’ s
inability to defend their membership’s interests, severa unions, traditionally linked to them, and
through them to the ruling party and to government, considered the need to secede from them and
congtitute new organizations capable of defending their interests.

Thus a group of discontented unions, led by the Telephone Worker’s Union, constituted the
Federation of Goods and Services Unions (FESEBES) in 1990.** The new federation emerged
againgt the opposition of CTM and the CT. The FESEBES presented itself as the prototype of new
unionism That is, it was alabor organization willing to accept more flexible work contracts and
preoccupied with firms' productivity, but also with the capacity to exercise collective action to
defend its own political and economic interests. Thus, the federation’ s strategy is based on
cooperating with the State' s reform agenda, which it assessed to be inevitable, in exchange for
participating the reform formulation and implementation.

In afurther step towards the strengthening of the independent labor movement, in 1995 in the
context of anew deep economic crisis, the National Union of Education Workers (SNTE)™

2 Sources for the analysis of independent unions are scarce and disperse. Government labor statistics
are of little use in establishing the number of these independent organizations and their membership. For more
on the independent labor movement see Juan Felipe Leal, “Las Estructuras Sindicales” en El Obrero
Mexicano, Organizacion y Sindicalismo, 3, México: Siglo XXI, 1986, pp. 86-88

% From 1982 to 1988 the minimum salary decreased 48.3% in real terms. Aspe, 1993, pg. 25, cited in
Murillo, pg. 153.

% De la Madrid’s government established price controls on leases, transportation and basic products. It
also allowed the participation of the CTM in the distribution of basic products through workers and union
controlled enterprises. Additional resources were assigned to the Workers’ Bank (Banco Obrero), controlled by
labor unions, to establish subsidized stores for workers and to increase the bank’s contributions to institutions
such as the National Institute for Workers’ Housing (INFONAVIT) and the National Fund for Workers’
Consumer Goods (FONACOT). Ibid.

# The FESBES obtained its official registration in 1992. Its membership includes: the Telephone
Worker’'s Union, the Film Workers’ Union, the Railroad Worker’'s Union, the Union of Airplane Stewards, the
Electrical Worker’s Union and the Airplane Pilots Union. Its first Secretary General was Francisco Hernandez
Juéarez, leader of the Telephone Worker's Union.

% At the time the largest union in the country and in Latin America.
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summoned other workers' organizations to aforum, called Sindicalismo ante la Nacion (Unionism
visavisthe Nation). The FESEBES soon joined, along with a group of smaller unions which were
formally members of the CT, but were not fedling represented and were close to the SNTE and its
confrontational tactics. But most significantly, the IMSS union, the SNTSS? also joined.

The forum triggered coordination among independent unions that did not exist before, and made it
feasible for them to organize themselves outside the realm of the CT (Interview, 04/21/99). From then
on, the movement came to be recognized as theforistas— for their participation in the forum, and in the
following two years its members worked on the project of a new labor confederation. This was founded
in 1997 with the name of National Workers Union (UNT)?” and according to its |eadersit has a total
membership of one and a half million affiliates.® Among the most powerful members of this new
organization were the SNTSS® the STRM, the National University Workers Union, the Union of
Airplane Stewards, and the Authentic Labor Front (FAT).*

This new confederation soon established its independence vis-a-vis the government and
rejected the State’ s old vertical control over |abor organizations. It openly demanded a more active
role public policy formulation, and opposed the government’ s neo-libera policy agenda as
damaging to labor.

This labor confederation has proven its capacity to exercise collective action in defense of its
interests.®* As opposed to the official labor movement, its strength rests on its credible threat of
collective action and the joint participation of several of the strong unions that have now joined it.
The official labor movement is trapped in a dilemma between continuing its historical alignment
with government, which has proven very effective in the past for its membership, and taking a more
radical position in order to protect itsinterests. Thus, the independent movement has represented a
very serious threat to its aready dwindling position of political influence. The fierce competition
between the two organizations, has had important consequences for the State' s capacity to pursue
reform.

Their rivary to become the central interlocutor vis a vis the State—with both groups
considering various strategic options along the cooperation/confrontation continuum—has played
an important role in the politics of IMSS' health reform. It has precluded the formation of alarge

% The second largest union in the country.

" Not all foristas were ready to step out of the CT and to end the corporatist relation with the State.
Therefore, they did not join the newly created UNT. One of the unions that decided to stay within official
unionism was the SNTE. However, eight of the CT’s most important member unions abandoned this official
umbrella organization and joined the UNT.

% Reforma, 1° de mayo de 1999.
2 0One of UNT’s leaders is Fernando Rocha Larrainzar, leader of the SNTSS.

® The UNT is not the only independent workers’ confederation that appeared in the nineties as a result of
the erosion of the corporatist arrangement between the State and the labor sector. The 1% of May Inter-unions
Coordination was conformed in March, 1995. This organization assembled a group of unions and popular
organizations, such as: the Independent Popular Movement, the Metropolitan Autonomous University Workers'
Union and the Popular Front Francisco Villa. According to its leaders, the coordination has 1,000,000 affiliates
in 1999.

The Mexican Unions’ Front (FSM) was constituted in March, 1998. Among its members, the Electricians’
Mexican Union (SME) stands out. It also assembles a group of “democratic fractions” of several national
unions. The FSM’s strength basically derives from the SME’s capacity to exercise collective action. So far, the
SME has been able to block the government’s initiative to reform the Federal Labor Law and the privatization
of the electric sector.

% As was the case of the stewards’ strike, in 1998.
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labor codlition that would have enhanced labor’ s influence power over policy. The resistance to the
reform of the IMSS was (and is) led by the IMSS union, yet without the cooperation of other
independent unions. Although IMSS' reform directly affects their interests, official 1abor
associations made their opposition to this union their highest priority, due to its joining the
independent movement, over a more active participation in IMSS reform formulation. This position
can aso be explained by the fact that workers showed a high degree of dissatisfaction with IMSS
services (pensions and health), and thus were not clear about the gains and loses the reform would
bring them. Nevertheless, the negative impact on its interests, was clear and immediate for the
IMSS union.

3. Government bureaucracy

The state bureaucracy in Mexico can be divided in three levels: high, middle, and low. High-
level bureaucrats have a privileged position within the governmental structure. They do not promote
their interests through unions or any other type of formal organization, but instead pursue their
careers and protect their interests through informal links with other policy makers, by means of
vertical and horizontal support networks. Asis the case with high-level bureaucrats, mid-level
officials seek to promote their interests through bureaucratic factions or camarillas Only low-level
public employees join State workers' unionsin order to pursue and protect their interests by means
of collective action.

The Mexican Socia Security Ingtitute (IMSS) is an exception among government agenciesin
that most of its employees, including high and mid-leve officias, are members of the Ingtitute’s
workers union. Practically al of the Ingtitute’s employees, including doctors,** are members of the
SNTSS. The union’'s control over most positions, including high-level posts, reduces considerably
the margin of maneuver of the IMSS directorate, which is appointed by the President, and
significantly increases the union’s pressure and collective action resources.

High level bureaucracies and their networks

Given the lack of an ingtitutionalized civil service in Mexico, the change of administrations
brings with it a massive renovation of personne within the public sector — and, in fewer cases,
between the public and the private sector. The higher the rank of the bureaucratic level, the higher
the degree of circulation. In the lack of the institutional mechanisms for a meritocratic career, civil
servants are dependent on the networks they build while in a government positions to ensure the
continuity of their careers and a certain degree of job security. The President appoints all cabinet
ministers and vice-ministers, but secretaries may have a say in the nomination of some of their close
collaborators. Each of these, will in turn name his’her work team, and loyalty and trust will be
prioritized over expertise and performance.

The change of administration implies, for high- and mid-level officids, arisk aswell asan
opportunity to advance within the governmental structure. Since there is a high probability that they
will have to abandon their current posts, medium and high-level bureaucratstry to establish
networks of relation with higher level officials. These vertical networks of support increase their
possibilities of maintaining their posts, or even advancing within the government structure (Grindle,
1977).

% pfter the repression of the doctors’ movement, in the mid-sixties, their capacity to organize as a
pressure group was restricted. The only channel of collective action left for doctors, as IMSS’ workers, was the
SNTSS.
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Unlike low-level bureaucrats, who join state workers' unions in order to seek job security and
salary increases through collective action, middle and high-level bureaucrats turn to informal
vertical and horizontal networks to promote their interests, as well as to pursue their policy agenda.
These networks of relation are called camarillas, and are created through time by means of
complicated alliance building processes®® A high-level official is recognized as the leader of the
camarilla; mid-level officias are protected and promoted by him/her in return for their services and
loyalty. These alliances are based on informal reciprocity rules that, to a point, reproduce patron-
client relations (Grindle, 1977). Personal loydty, and not ideology, is the central element that binds
a camarilla together.

The bureaucratic competition among camarillas determines, more than anything else, who
holds the high-level positionsin public administration (Camp, 1990); and therefore which policy
project is to be implemented. So, the power and leve of influence in policy making of a group of
policy makers with these characteristics, depends on the networks its members are able to build and
consolidate.

The various camarillas constantly compete to increase their influence over the decision
making process, as well as on the formulation and implementation of public policy. Given that, until
recently, the President has had the power to designate his successor, the number and importance of
the policy projects each camarillaisin control of, is often used as a signaling device that indicates
its closeness to the top of the bureaucratic pyramid. And this closeness to top-level decision making
may enhance the team’s positioning in preparation for the following administration. This explainsin
part why, as the change of administrations approaches, competition peaks and cohesion around the
government’ s policy agenda falters.

The change of administration leads to a replacement of the dominant camarilla, with the new
President as leader of this pyramida conglomerate of networks. Those camarillas that lost the
competition for power are not necessarily forced out of the public sector. It may happen that the
leader of aloosing group, who did not reach the Presidency, may be assigned a post in the new
administration. Members of alosing camarilla, may aso be recruited into the wining group due to
the networks previously established.

The arrival of the technocracy to power in the mid-1980s is the immediate result of one of
these power struggles. As it had been the case throughout Mexico's modern political history, these
power struggles were permeated by changes in ideology within the State apparatus, society’s
perception of the State' s performance, and national and international pressure to alter the policy
agenda. In lack of party alternation, this closed and very structured competition mechanism away
from public scrutiny, has produced significant changes in the State’s policy direction and its
ideology during the last seventy years. Bureaucratic faction competition has therefore reflected
competing ideologies and visions, and has aso resulted in changing trends in the pre-eminence of
politics over technocratic approaches and vice-versa. The technocratic group that arrived to power
thus seesitsalf as purveyor of an “apolitical” approach to policy making based on technical
expertise and track record of performance. But, as will be argued, it has resorted to similar
bureaucratic strategies to pursue power and maintain it in view of chalenging competitors.

% For more on the process of building and sustaining bureaucratic networks or camarillas, see Cornelius
and Craig (1988).
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4. Other actorsin the political arena

Opposition parties

In spite of PRI’ s seventy-year predominance, opposition parties from both sides of the
ideological spectrum have been part of the political context. However, it is only since the late
1980s, and as aresult of an arduous fight for political liberalization and free elections, that these
parties have arrived to share power in local and state governments. In 1993, for the first timein
Mexico's modern history, the PRI lost its mgjority in the Lower House, and the opposition played
an activerole in policy decision making. Given Mexico’s lack of experience in democratic political
competition, aternation in power and interest representation outside the long standing corporatist
arrangement has been alearning process for both the PRI, and the opposition parties.

Of the more than eight opposition parties officially registered, two have coalesced in the major
forces opposing the PRI. To the |€eft, the PRD (Partido de la Revolucion Democrartica) emerged
from an internal division of the PRI that resulted from the technocracy’ s control of the party’s
machine in the mid 1980s. Led by the son of Lazaro Cardenas, the President who ingtitutionalized
the PRI in the mid-1930s, it joined forces with alarge group of left wing political organizationsin
an effort to win the presidency in 1988. Presidential elections that year were strongly contested and
the possibility that the PRD had won them has never been clarified. Ever since, the PRD has carved
aniche in the center left that was abandoned by the PRI’ s neo-libera program that resulted from the
technocracy’ s take-over. It now governs Mexico City and two states, plus severa municipalities. It
has played amgjor role in pressing for the country’s democratization and in Congress has voted
against the Executive' s pro-market liberalization policy initiatives—to no avail.

To theright, the PAN (Partico Accién Nacional), emerged in the late 1930s as a reaction to
former president Lazaron Cardenas statist policies. It brought together a myriad of civic
associations of aliberal ideologica stand who resented the rapidly expanding State interventionism.
During the following four decades, with few exceptions, the PAN played an opposition role with no
clear chances of winning electora postsin local or state governments—given the State’' s control
over eections—until the 1980s. It thus maintained the role of a minority party in Congress with
little chance of influencing policy making, but with the moral obligation to point at the State's and
the ruling party’ s excesses, while maintaining a liberal banner. It nonetheless continued to press for
political liberaization and now governs three states, the two cities of greatest importance after
Mexico City and severa others, along with local governments across the country. Since the PRI’s
turn to the center right due to the latter’ s control by the technocracy, it has supported many of the
Executive' s policy initiatives. However, it has continued to press for clear and free elections and it
is now the second leading political force in the country following close behind the PRI. In fact, for
the first time in Mexico's modern political history, the PAN has rea possibilities of winning the
2000 presidential election.*

Civil society
Since the mid-1960s There have been a number of social movements that demanded more
participation in policy decision making and more political freedom—notably the railway workers
and the doctors movement that were repressed in the early to mid 1960s, and the student movement
which was severely repressed in 1968. Civil society has followed along an arduous processto gain
aspace in the palitical context. During the 1960s and 1970s, those groups that contested the State's
authority, particularly left wing movements, were repressed and/or co-

% This, of course, was written before the results of the last Presidential election were available.
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opted by it. Self-help groups and peasant or ganizations that were not controlled by local PRI
politicians (caciques), were repressed or denied public services and resourcesin a carrot and stick
political strategy. However, as aresult of the continuous economic crisis and the State' s exhausted
capacity to absorb those groups that demanded access to public services and work opportunities, the
urban middle income and lower-middle income groups started to organize themsalvesin self-help
groups and to press the State on several fronts.

The emblematic birth of the civil society movement is the 1985 earthquake in Mexico City in
which it is believed that more than 40,000 people lost their lives. Faced with the State's Sow
reaction to respond to the population’s immediate needs, regular citizens went out to the streets and
organized themselves to help each other. Since then, civil society has played an active role
demanding transparent elections, a stop to mass media censorship, and respect for human rights
among other issues. The Zapatista guerrilla movement that emerged in Chiapas in 1994, has also
triggered socia movements in Mexico and abroad, to demand a more equitable income distribution,
while emphasizing the enormous levels of poverty that persist.

RESTRUCTURING THE POLITICAL SYSTEM

The Economic Crisis and the Strengthening of Technocracy

Two phenomena mark the early 1980s in Mexico: the debt crisis and the adoption of the neo-
liberal economic model with the arrival of the technocracy to power. These events were determinant
in the redefinition of State-society relations and the restructuring of the codlitions that supported the
State and benefited from its economic and socid policies. The magnitude of the economic crisis
undermined the legitimacy of the economic model in force until the early 1980s, and severely
damaged the credibility of politicians and policy makers in power who promoted it. Thus, the crisis
opened awindow of opportunity for a technocratic group of policy makers to seize power, promote
structural adjustment, and redefine the role of the State and that of the market.*®

1. Origins of the technocratic group

The beginning of the Desarrollo Estabilizador *® in the late fifties, coincided with the
strengthening within government of the Finance Ministry (SHCP) and the group of technicians who
led it.>” The power of the Finance Ministry rested on its control over income sources and budget
alocation. Control over the budget alowed the Finance Ministry to influence policy making in the
rest of the government agencies and supervise the implementation of programs. Furthermore, until
the mid-seventies, public administration was based on defining the budget, and not planning; and
therefore, the strongest ministry was the Ministry of Finance(Bailey, 1980).

% For details on the take over of the technocratic team, and the transition from a closed economy model
to an open economy one, see Grindle (1996).

% During the Desarrollo Estabilizador (1958-70), an economic strategy of industrialization through import
substitution -promotion of national industry and production for the domestic market was implemented in
Mexico. Antonio Ortiz Mena, Finance Minister from 1958 to 1970 and Rodrigo Gomez, Bank of Mexico Director
from 1952 to 1979, formulated and implemented economic policy during the Desarrollo Estabilizador period.

¥ The presence of a group of technicians within government can be traced to 1821, when the Finance
Bureau was established. In 1861 this government agency was given the name with which it is known to date;
that is, Finance and Public Credit Ministry (SHCP).
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During the Lopez Mateos administration (1958 - 1964), a half-hearted attempt was made to
concentrate planning functions in the Ministry of the Presidency. The Ministry of the Presidency
was assigned the task of developing national plans and approving expenditures and investments.®
However, this agency was unable to function as the main planning agency, since the private sector
opposed centralized planning as an unequivocal sign of further State intervention in the economy.
Also, there was no imminent crisis or unsatisfactory economic performance to justify a significant
reform in public administration led by the president. So, the economic situation that prevailed
during the Desarrollo Estabilizador reinforced the Finance Ministry’ s position.

An important characteristic of the Desarrollo Estabilizador period was the consensus among
policy makers regarding economic and social policies. This consensus was a reflection of the
ideological and programmatic homogeneity among cabinet members. Regarding economic policy,
the joint proposals of the Finance Ministry and the Bank of Mexico (the central bank) prevailed.
The technicians in these agencies worked around a clear policy agenda: maintaining high growth
rates; preserving the equilibrium of the balance of payments; limiting external debt; controlling
inflation; increasing internal savings, augmenting private investment levels; and preserving a stable
exchange rate (Benett and Sharpe, 1984).

The legal and ingtitutional attributes of the SHCP were reinforced by informal and political
factors. Along with the Bank of Mexico, this Ministry recruited the best-prepared economistsin
Mexico and had the lowest personnel rotation rate (Sirvient, 1975). Its closeness to the Presidency
and itstechnical capacity facilitated its leading role in policy making and in the bureaucratic
politica competition among government agencies.

2. The Keynesian Years

The 1968 student movement was a turning point in Mexico’'s State-society relations in recent
history—one in which society began to question the State’ s tutelage, as well asits performance. The
political mobilization of the middle class asking for political liberalization, participation in policy
decision making, and jobs for the emerging professional groups, marked the exhaustion of the
prevailing economic model (Desarrollo Estabilizador). When President Luis Echeverriatook office
in 1970, the consensus around this economic model, which had been in force since the early fifties,
was fatering. Also, the State—and President Echeverria himsdlf, since he was the interior minister
at the moment of the students' repression—faced its most important legitimacy crisis since its
establishment in the 1920s.

President Echeverria considered that this model’ s central weakness was its incapacity to
promote income redistribution and to include a larger number of socia groups in the economic
development process. Thus, in an attempt to rebuild the strained relations between the State and
society, and the objective of pursuing a more inclusive model—at least in form, he endorsed an
economic model that was called Desarrollo Compartido (shared development). This economic
model saw the State as the instrument for income distribution and advocated its participation in the
economy, as well asin the definition of the economic and the socia spheres.

The President identified policy makers at the Finance Ministry and Bank of Mexico as those
responsible for the conservative and exclusive economic policy that had generated the legitimacy
crisis. He thus opted to supervise in person the economy and public finances. The liberal
economists in these core agencies lost much of their power and influence; and, as they did, a new

® see: Mexico, Secretaria de la Presidencia, “Ley de Secretarias y Departamentos de Estado”, Manual
de Organizaciones del Gobierno Federal, Mexico: 1976, pp. 65-79.
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group of policy makers consolidated power with a nationalist-populist policy agenda.® This
camarilla promoted a Keynesian economic policy that prioritized income distribution over macro
economic performance and enhanced the role of the State as the centra instrument for growth
promation and redistribution. These efforts were to be implemented through state enterprises and
public spending.

During the L épez Portillo administration (1976-1982), the two opposing political and
economic trends persisted. The liberal group till concentrated in the Ministry of Finance, while the
statist group centered around the Planning Ministry (SPP), which was created in 1976 as part of the
reorganization of the federal government.*® The competition between these two groups of policy
makers and their opposing policy agendas was to be institutionalized in the permanent rivalry
between these two ministries until the latter was dismantled —and its activities re-taken by the
Ministry of Finance—in the late 1980s.

The ideological principles and economic policy proposals of the predominant groups in SHCP
and SPP were in constant opposition. High-level officiak at the Programming Ministry argued that
the economic stagnation and inflation that affected the country were the result of structural
unbalances and bottlenecks that should be solved through greater State intervention in economy. **
The economists at the Finance Ministry believed that Mexico should implement the more
conservative and less statist economic policies agreed upon with the International Monetary Fund.
This was consistent with the Ministry of Finance' s historic conservative position, which
concentrated in keeping inflation down to avoid the market distortions it caused. The Bank of
Mexico and other national and international banks endorsed SHCP's posture.

Therivary between these two core ministries with opposing economic models, reached
unprecedented levels in which the President was finding it difficult to arbitrate (Bailey, 1980).
When the preparation of the 1978 budget reached a gridlock due to it, Tello, the Planning Minister,
and Moctezuma, the Finance Minister, were both asked to resign.

The tension between the liberal and the keynesian economic models was to continue and
President Lopez Portillo forced a political stalemate between both groups. However, the significant
increase in oil revenues between 1979 and 1980, discouraged the President from the need to
maintain a conservative fiscal policy, and tilted his preference towards income redistribution via
State intervention. The libera economists of the Finance Ministry and the Central Bank lost the
battle in favor of the keynesian economists of the Planning Ministry, and tried unsuccessfully to
control the public deficit.

* This group’s basic economic goal was to promote income redistribution. The roots of this radical or
national-populist group may be traced to the designation of Horacio Flores Pefia as National Patrimony
Minister in 1970. Jose Andres de Oteyza and Fernando Rafful, among others, belonged to Flores de la Pefa’'s
team.

“ The Planning Ministry (SPP) was constituted in 1976, as a result of the reorganization of the Federal
Government. The new Organic Law of Federal Administration conferred on the SPP the functions of planning,
budgeting, and supervising. This tasks had previously been the responsibility of the Ministry of Finance, the
Ministry of Patrimony, and the Presidency, respectively.

“1 Greater State intervention in the economy mplied a more active role for public enterprises in the
production of goods and services. Those officials who supported this economic proposal were concentrated on
Lopez Portillos’ term in the SPP, and the Ministry of Patrimony and Industrial Promotion (SEPAFIN). An
analysis of the technical arguments of the national-populist economists may be found in: Horacio Flores de la
Pefa, Teoria y Practica del Desarrollo, Mexico: Fondo de Cultura Econémica, 1976.
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The deterioration of the economic conditions that followed in 1981, increased again the
tension between the officias in the Finance Ministry and those in the SPP. While SHCP and Bank
of Mexico pressed the president to implement austerity measures and carry out a considerable
devauation of the peso, SPP kept on backing spending measures and alower level of devaluation of
the currency.

In March 1982, the power struggle within the cabinet became once again untenable, and the
worsening of the economy pressed President Lopez Portillo to ask the Finance Minister and the
Bank of Mexico director to hand in their resignations, and substitute them with policy makers from
therival liberal team. At the suggestion of PRI’s Presidentia candidate, Miguel de la Madrid, Jesis
SilvaHerzog was appointed Secretary of Finance and Miguel Mancera, Director of the Bank of
Mexico. However, the President’ s leniency towards the liberal or monetarist group proved to be
haf-hearted. Three months before the end of his administration, he abruptly took the decision to
nationalize the banking system, which implied the triumph of the statist faction and triggered the
worst economic crisis of the decade.

3. Thearrival of technocracy™

In 1982, when President De la Madrid took office, the country was immersed in a profound
economic crisis. While the origins of the crisis were domestic, its magnitude was increased by the
world-wide economic recession that had been unleashed in the early eighties, and the risein red
interest rates; as well as the decrease in internationa oil prices and atightening of international
credit markets. The pressure of the external debt over Mexico's economy grew to unprecedented
levels. In response to this situation, De la Madrid’' s administration implemented what was called the
Immediate Program for Economic Reorganization (PIRE) and it formulated a new long-term
development strategy.

Short-term policy concentrated on controlling inflation and the public deficit, while the
structural adjustment agenda focused on increasing the efficiency of the productive structure
through market liberalization and export diversification, and promoting the downsizing and
decentralization of the public sector.

The general perception in the country—and abroad— was that the world economy, and the
challenges of the Mexican economy had grown too complex and required specialized expertise to
solve them. Furthermore, the immediate need to reschedule debt payments with Mexico's
international creditors, enhanced the role of the technical policy makers. While until the crisis they
had had an advisory role, and politicians were in charge of direct negotiations, this situation
required them to play both roles, and the liberal economists were the only ones that shared the
ideology of the creditors. Therefore, they enjoyed a certain degree of credibility.

Thus, the discredit of the outgoing administration and the perceived need to renovate the top-
level decision makers in order to face the new challenges, opened a window of opportunity for the
arrival in power of anew breed of policy makers. These new policy makers, whose careers had
been made in the technical ranks of the financial sectors of government, and not on the party

42 Miguel Angel Centeno (1994) defines a technocrat as a person who combines the educational
credentials of the technician with the maneuvering skills of a politician. Technocrats have a political agenda of
their own; technicians do not. This definition coincides with that of Jorge Dominguez (1994), for whom a
technopol is a technically trained individual with political knowledge, who has occupied key positions during
critical change periods.

32



Enahancing the Political Feasibility of Health Reform: The Mexico Case

lines and electora positions, came to be known as technocrats*® President De laMadrid
empowered this group of policy makers, who were to lead the implementation of the economic
restructuring and adjustment programs.

Theincrease in power and influence of the technocratic group corresponded to a decrease in
strength of traditional PRI politicians and union leaders, and the displacement of most keynesian
economists from high-level posts. It is possible that these groups did not perceive the arrival of the
technocratic group as athreat to their hold to power, and in fact welcomed it, since they were aware
that the economic crisis was of such magnitude that it was putting at risk the political equilibrium
that had maintained them in power. This meant that the technocratic group found very little
organized resistance, and instead, implemented an aggressive political maneuvering that would
expand their scope of influence beyond the financia government sectors, and seize political control.

The impact of this power rearrangement within the State was clearly reflected in public policy,
which since then, has concentrated on conservative macroeconomic management asits main
priority. The further deterioration of economic conditionsin 1985, due to a new drop in oil prices,
led the De la Madrid administration to deepen its structural adjustment program, accelerating the
process of market liberalization and the privatization of public enterprises.

The radicalization of the structural adjustment policy agenda also facilitated the consolidation
in power of the most orthodox faction of the technocratic group led by then Planning minister
Carlos Sdlinas de Gortari, whose open confrontation with Finance minister Jesus Silva Herzog in
1986, led to the resignation of the latter.

While by early 1987 the economic turbulence of 1985 and 1986 had been controlled, a new
global economic crisisin that same year was to have a negative impact in the Mexican economy.
The world' s most important financial markets saw their price indexes drop abruptly, pulling the
Mexican market with them. A month later, the value of the peso dropped more than 40% in just one
day; and as a consequence, inflation increased considerably. In response to the new crisisthe
government, through its Planning Ministry, put together an economic pact—the Economic Solidary
Pact (PSE)—directed at controlling inflation, that was to be signed by al the key economic actors
in the country.

In this new economic pact, labor leaders agreed to restrain their petitions for salary increases,
business representatives agreed to support commercia liberalization and made a commitment to
limit profit margins and to raise productivity. The government, for its part, pledged to restrain
expenses and to reduce the size of the public sector. A structural adjustment project of such
magnitude went beyond a short-term response to the economic crisis, and instituted a long-term
structural adjustment agenda that assumed, as a key component, the continuity in power of the
technocratic group that was leading it.

By the end of 1997, President De la Madrid had already designated Carlos Salinas as his
successor, and in order to ensure continuity during the change of administrations, he appointed
several members of the latter’ s team in key positionsin government.** So, even before Carlos
Salinas became President, he already had in place awide network of aliesin several government

4 Miguel Angel Centeno argues that a technician is an economist, engineer, scientist, or doctor who
restricts his scope of action to that of his professional expertise. A technocrat, on the contrary, uses his
technical knowledge to accede to positions of political control. Miguel Angel Centeno, pp. 105-106.

4 When Salinas de Gortari resigned as Planning Minister to begin his electoral campaign, he was
succeeded by Pedro Aspe, a key member of his technocratic group, who was to become his Finance Minster.
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agencies, such as: the Finance Ministry, the Bank of Mexico, SECOFI, SEDUE, and the State
Ministry, that were to keep their posts—or very similar ones—at the moment of change of
adminigtrations (Centeno, 1994).

4. Carlos Salinas and the consolidation of technocracy in power

The 1988 — 1994 Sdlinas de Gortari administration marked the consolidation in power of the
technocracy. President Salinas’ cabinet was even more homogeneous than President De la
Madrid's, and represented a closed and cohesive dlite, with roots in the Ministries of Finance and
Planning. This economic team had some of its members migrate to other government agencies, thus
monopolising policy-making in the key sectors it wanted to reform. Also, in akey political
maneuver, in addition to appointing this compact group of technocrats to key posts in the economic
agencies, President Salinas designated traditiona politicians, like Fernando Gutiérrez Barrios, to
direct the political contral agencies, such as the Ministry of the Interior. As heads of the periphera
agencies, which were not critical for his government’ s agenda, Salinas appointed members of socia
groups considered relevant to preserve his coalition of political support. That was the case of Jeslis
Kumate, a military doctor, who enjoyed the support of right wing conservative groups, and was
designated Health Secretary.

The key members of Carlos Salinas’ cabinet were Finance Minister, Pedro Aspe Armella (PhD
in Economics from MIT, 1978); Commerce Minister, Jaime Serra Puche (PhD in Economics from
Yae University, 1979); Planning Minister, Ernesto Zedillo Ponce de Ledri™ (PhD in Economics
from Yde University, 1978); NAFTA negotiator, Herminio Blanco Mendoza (PhD in Economics
from the University of Chicago, 1978); and the President’s chief of staff, José Cérdoba (post-
graduate studies in the Sorbone and Stanford University). A third of the cabinet members had
worked at the Finance Ministry, and half of the cabinet had worked at the Planning Ministry before
reaching cabinet positions.

This technocratic team shared a common neo-libera ideology and a project to rebuild the
nation. They supported the integration of the Mexican economy into world markets and considered
it important to exploit Mexico’'s comparative advantages, such as cheap labor and the proximity to
the United States, to boost economic growth. One of their basic economic goals was to control
inflation rates, not only for the adequate functioning of the economy, but because they felt it had a
regressive effect in income distribution. The team was aso against State intervention in the
economy and favored fiscal balance through moderate salary increases (Centeno, 1994).

The ideologicd and programmatic cohesion within the group of decision-makers was
determinant for the successful implementation of public policies that reshaped the Mexican State
and its relation with the economy and society. The dismantling of the Planning Ministry in 1992
returned the planning functions to the Finance Ministry reflecting at the institutional level the
concentration of decision making in this group.

During the Salinas administration amost all of the public firms that were not defined as
strategic in the Mexican Constitution, were privatized. Such was the case of airlines, steel mills,
mines, a part of the petrochemical industry, and the telephone company. The banks, which had been
put under State control in 1982, were put back in private hands.*® Some of the peripheral activities
that were carried out within State agencies that were to remain public, were aso contracted out to
the private sector. In the case of IMSS, cleaning and garbage collection was

“ With the disappearance of SPP in 1992, Ernesto Zedillo was appointed Public Education Minister

“® Some duties in several public agencies in charge of providing social services were also privatized.
Such is the case of IMSS, where part of the cleaning and garbage collection services were privatized.
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contracted to private services.

Opposition to privatization was headed by the unions of the enterprises that were being put on
sale. The left wing opposition parties that endorsed a nationalist, State-oriented agenda, also
opposed the privatization programs. The bureaucracy in the Ministry of Energy (SEMIP), who had
been in charge of controlling the majority of the public enterprises put to sale, aso opposed
privatization.

Trade barriers were lowered and preference was given to lower consumption costs through
foreign competition, instead of subsidizing producers and certain products as had been the casein
the closed economy model. Mexico’'s formerly protected private sector was forced into efficiency
and quality—or bankruptcy—>by the sudden saturation of domestic markets with foreign products.
These reforms coalesced in the signing of the NAFTA agreement with the US and Canada. This not
only was aimed at market liberalization, but at ensuring that changes in that direction would not be
reversed, asit could be the case if it were only based on domestic policy.

Among the mgjor policy reforms, the reform of Article 27 of the Constitution, in which
collective ownership controlled by the State was replaced with private ownership by individuas
stands out. Work contracts were given certain flexibility; and the partial privatization of the
pensions system was implemented.

On the political arena, the technocratic team in power sought to challenge and dismantle the
corporatist structure around which the political system had been organized since the 1930s. The
State and economic reforms serioudy altered the mechanisms and resources of exchange between
organized socia groups affiliated to the PRI and the State. There was a serious attempt on the part
of the Salinas administration to re-establish State-society relations by replacing the previoudy
relevant organized groups, such as workers unions and the bureaucracy, with new groups that had
formerly been excluded. These new groups were getting organized under the auspices of the
government’s new poverty aleviation and devel opment programs.

However, economic reforms failed to provide tangible benefits for the majority of the
population. Instead, the costs of structura adjustment were being felt by the majority, while there
was still much to recover from the 1980s economic crises. Politically mobilized groups, such as the
unions of the public enterprises being dismantled or privatized, and the owners of private
enterprises who were facing bankruptcy due to market liberalization, were being particularly hard
hit and unwilling to support the technocratic reform initiatives. In face of this scenario, and needing
to consolidate structural reform through economic pacts signed by the labor organizations and the
production industry, the technocrats balked in their political agenda. In the end they resorted to the
old corporatist apparatus and its leaders to ensure the reform’s continuity and to hold on to power.

5. Technocracy delimited: the 1994 crisis

By the mid-nineties, the impact of the economic crises and the structural adjustment measures
that followed, had exerted great pressure over the political system. With very few exceptions, the
majority of the population, regardless of income level, had borne the costs—albeit unevenly—and
there were no visible positive results after years of budget tightening. This was particularly truein
the case of the palitically organized groups that had been the core of State-society relations for
decades, such as officid unions. They were perceiving a dramatic erosion of their purchasing power
and the exclusive benefits they had been accustomed to.
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Therefore, at the end of Carlos Salinas' administration the need to reconstruct the political
tissue and to reconcile the affected groups was evident. The consolidation of the economic reforms
and the continuity of the economic model being used, remained the main priority for the
technocratic team. But, interestingly, this now depended on rebuilding the bridges with the old
political guard. With the designation of Luis Donaldo Colosio as his successor, it ssems asif Carlos
Sdlinas intended to achieve both goals at the same time.

Insofar as Colosio was perceived as a politician more than as a technocrat, he would be able to
negotiate with those groups who had opposed the technocratic reforms. At the same time, the
technocracy did not consider him as a threat to economic reforms or to the consolidation of
structura adjustment.

The 1994 political crisis, resulting from the assassinations of Colosio and the PRI’ s General
Secretary, Francisco Ruiz Massieu, thwarted Salinas' strategy. To prevent the accession to power of
agroup that could have been motivated to reverse the technocratic reforms, after Colosio’s death,
Carlos Salinas was forced to designate Ernesto Zedillo, a technocrat with no political credentias, to
succeed him.*’

The December 1994 economic crisis, just afew weeks after President Zedillo took office,
further complicated the scenario for the technocratic group in power. The impact of the new crisis
on the economy proved that it was still very vulnerable, in spite of structural adjustment. To restore
the equilibrium of public finances, the Zedillo administration was forced to increase taxes. During
the first semester of 1995, after a politically wearing process, a 50 per cent increase in the Vaue
Added Tax (IVA) rate was approved in Congress.

This initiative, aong with the IMSS reform approved in December of the same year, were
going to be the only two magjor reforms with an immediate imgact on severa socia groups, that
were going to be approved during the Zedillo administration.*® Legidators, both from opposition
parties and from the PRI, were growing increasingly concerned about having to share the
responsibility—and to pay the political price—of approving unpopular measuresin view of growing
socia discontent. In fact, the political cost of the initiatives approval was so great, that the
Executive' s capacity to promote other reform proposals was severely limited.

Faced with very little political capitd to introduce major reforms and with the need to tighten
the budget once again in order to limit the damage of the economic crisis, and in the context of
other mgjor economic crisis in other regions of the world, the Zedillo administration opted for
minimizing its reform agenda in order to concentrate on stabilizing the economy.

As aresult of the new economic crisis and the discrediting of the technocratic group in power,
opposition parties grew stronger. In the 1997 mid-term elections, the ruling party logt, for the first
time in Mexico's modern history, the majority in the Lower House. As a result, the speed and scope
of the Executive' s reform agenda was reduced even further. This change in the balance of politica
forces in Mexico, was reflected in the implementation of the policy agenda.

47 At the end of 1994, within a context of political and economic crisis, the technocratic team’s cohesion
weakened. Although Carlos Salinas had been the group’s leader since 1985, he had to leave the country after
the December crisis and the members of his technocratic group had to cut ties with him. Pedro Aspe, who had
been crucial in the structural adjustment process, retired from government. Finally, Jaime Serra was forced to
resign after the “December error” and the consequent economic crisis.

“® The only other major reform that was approved was that of the Judiciary Branch, approved in
December 1994, and discussed in a previous section.
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During the remaining five years of government, the Zedillo administration has been reactive, rather
than proactive, regarding the implementation of public policies. This was to have a clear impact on
the health reform process.

The Outcome

The economic crises of the 1980s and 1990s, as well as the neo-libera economic modd that
was implemented by the technocratic economic team in power, undermined the corporatist pact that
had been at the center of State-society relations since the late 1920s. The erosion of the corporatist
pact was reflected in a series of political events, such as PRI’ s fragmentation, the weakening of its
electoral hegemony as ruling party and, as a consequence, the activation—albeit dowly—of the
demoacratic mechanism of checks and balances between the Legidative and the Executive powers.

Since its founding in 1929 the ruling party’s main function has been to absorb and process the
demands of the heterogeneous politically mobilized groups. Its complete control of power left no
other venues for effective political participation. Also, its capacity to assimilate and arbitrate
different ideological and programmatic postures, and to sway in the ideological spectrum along the
lines of national and internationa trends, reduced the incentives to break apart from it, and oppose it
from a different organization. Instead, potential |eaders who disagreed with the leadership’s
political and policy agendas, had the incentives to stay and fight their way up the political system
from within. This was further reinforced by the coercive mechanisms party leaders resorted to, in
order to ensure party discipline. As aresult, very few times has the ruling party been subject to
important secessions of dissident factions. As a matter of fact, from the 1950s to the mid 1980s, no
dissident movement had coalesced within the ruling party. It took amost forty years, within a
context of economic crisis, for an internal dissident group to consolidate.

In the mid 1980s, faced with the growing hold of the technocratic group on the party machine,
the nationalist faction within the ruling party saw its power diminished, its capacity to influence
decision making threatened, and its chances of gaining power limited. The informal institutional
rules by which the elite had rotated power among different factions were no longer working. For
these reasons, a part of the party’ s nationalist wing formed a dissident group and sought to battle for
the party’s control. This group, caled Corriente Democratica, opposed the party’ s leadership and
the government’s economic and political reform agenda.”®

The Corriente Democr atica assembled members of the center-left PRI factions.™ Nationalist
politicians™ and keynesian economists™ joined together to confront the neo-liberal economic
policies of the technocratic group in power, and to propose aternative economic measures.
Paradoxically, to confront PRI’ s current technocratic leadership, this group of high ranking party
leaders used the party’s original ideologica postulates; the ones that had nurtured the party’s
dicourse for half acentury. That is, anationdist, pro-State ideological position that centered around
socid justice.>® The Corriente Democrética pointed its finger at the right wing neo-liberal

9 See: Uno Méas Uno, August 14, 1986, pg. 7: “A pro-democratic fraction has organized within PRI”.

* The Corriente’s ideological posture is stated in its “Work Document # 1". See: La Jornada, October 2,
1986, pg. 1.

* Such as Cuauthémoc Cardenas and Porfirio Mufioz Ledo.

%2 Ifigenia Marinez and Carlos Tello are two keynesian economists who joined the Corriente
Democratica.

* For PRI ideology, see Brandemburg (1964).
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agenda of the technocratic group that was in control of the party, and confronted the party’s ranks
with the diguncture between the government’ s policy agenda and the ideals the party defended in
its statutes.

On June 22, 1986 party leaders announced that Cuauhtémoc Cérdenas, son of the founder of
PRI, Lazaro Cérdenas, and Porfirio Mufioz Ledo, former PRI President, leaders of Corriente
Democrética, had been expelled from the PRI. Aside from ideological differences, this rupture also
was the result of the fact that the technocracy had broken the unwritten rules of elite circulation,
whereby no single faction would hold on to power — the Presidency — more than six consecutive
years.

The Corriente Democraticaimmediately became a critical mass around which a political
coalition of center-left movements and small parties was going to be formed. And, for the first time,
PRI’ s hegemony, and indeed the single party political system was confronted by an heterogeneous
codition of former PRI members, non-governmental -organizations, former guerrilla groups and
left wing parties. After the 1988 presidential elections, this new political organization, which was to
become the Partido de la Revolucion Democratica (PRD), became the second largest political force
in the country.

Thus, the July 1988 presidential elections mark the beginning of the democratic opening in
Mexico. PRI’s poor results, and its meager and very contested victory over the then Frente
Democrético Naciond (now PRD), could be traced back to the secession of the Corriente
Democratica from PRI’ s ranks. The results also reflected the genera discontent due to the negative
effects of the economic crises, and the unpopular structural adjustment measures. The el ectorate
demanded a change on the ideological stand of the State’ s policy agenda, and given that the PRI—
for the first time—was unable, or unwilling to respond to this mandate, a significant number of
voters opted for PRD’ s nationalist and pro-State platform. The erosion of the corporatist pact had
also taken an important toll on the party machine and its capacity to produce massive voting in
PRI’ s favor.

This was further aggravated by part of the PRI €lite’s rejection of the designation of Carlos
Salinas de Gortari as presidential candidate. The selection of Salinas represented the consolidation
of the neo-liberd technocracy hold of the party’s leadership, and its continuity in power for another
six years. This represented the continuation, for another term, of the liberal policies that had so
greatly affected the interests of traditional politicians, keynesian policy makers, union leaders, mid-
and low-level bureaucrats and other corporatist groups.>

The ruling party’s presidential candidate won the 1988 e ections with little more than 50
percent of the votes amidst serious allegations of fraud.* This was the turning point in Mexico's
recent history of a single hegemonic party.>® The center-left PRD (then called FDN) suddenly

> A few weeks after Salinas was selected as PRI candidate to the Presidency, several CTM leaders
questioned whether their unions should support the official candidate in the forthcoming election. Joaquin
Hernandez Galicia, La Quina, who at that moment was the leader of the Oil Workers’ Union, openly opposed
the Salinas candidacy. See: La Jornada, October 5, 1987, pg. 6; October 12, 1987, pg. 1, October 16, 1987,
pg. 7; Uno Mas Uno, October 5, 1987, pg. 5.

*® The allegations of fraud in the 1988 presidential elections were never proven, nor denied, but
irregularities were of such magnitude that they became the most serious blow to the legitimacy of the political
system and its capacity to function as a formal democracy.

% On July 13, 1988, the Federal Electoral Committee announced the results of the election: the PRI
candidate, Carlos Salinas, had won with 50.36% of the votes; Cuauhtémoc Cardenas (FDN) had obtained
31.12 % of the votes and Manuel Clouthier (PAN) 17.07 %. Up to that moment, the lowest percentage the PRI
had obtained in a presidential election was 70%, when Miguel de la Madrid was elected president in 1982.
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became the second political force in the country. For the first time in Mexico's contemporary
history, an opposition candidate, Cuauhtémoc Cardenas, obtained close to one third of the votes and
won by mgjority in several important entities, including Mexico City, which was to have its first
oppaosition mayor in the following elections.

The erosion of the ruling party’ s mechanisms of control was evident not only in its unfavorable
electoral results. The controversy around the legitimacy of the electoral process, and thus on
whether or not to certify Carlos Sdlinas' victory, that followed in Congress, was a so the stark
beginning of a more active legidative branch and its dow activation as a counter-balance vis a vis
the Executive. President Salinas’ victory was to be finally certified in Congress without the vote of
a single opposition legidator.

Although many of the system’s authoritarian features still remain, since the 1988 election
opposition parties have gained political strength and electoral presence. In the nineties, opposition
parties have consolidated as real a government alternative at both state and municipal levels.>

The composition of interest representation in Congress has also changed dramatically since
1988, and the approval of many of the structura adjustment initiatives promoted by the Executive
ever since, have had to have the support of opposition legidators, particularly that of right-wing
PAN. In 1997, for the first time in modern history, the PRI lost its absolute maority in the Lower
House. As a consequence, the chances of having the Executive's policy initiatives approved have
been further reduced. The Executive has had to increase its lobbying efforts both with opposition
parties, and notably, with its own party ranks in order to have its initiatives approved. This has
reduced the Executive' s space for maneuver in pursuing policy reform on severa fronts—aswas
the case of health reform—since Congress has been dowly becoming an important veto point.

*" At the moment, the National Action Party governs several states including Queretaro, Guanajuato, and
Baja California. The Party of the Democratic Revolution governs the Federal District and Zacatecas.
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This chapter describes the context within which the health reform was started, the problems of
the socia security system that the reform finally addressed, and the resulting reform objectives. It
also analyzes the different stages of the reform process that are still very much underway. The
characteristics of the actorsinvolved, as well as their strategies in the political battle to gain
influence over the health reform process are also discussed.

The chapter is divided in five sections. The first one presents the background of the health
system in Mexico and analyzes it in the light of the politica economy context described in the
previous chapter. The remainder of the chapter is organized in the sequentia order of a policy
process: problem definition and reform formulation, reform legidation, and reform implementation.
The fina remarks present the key policy nodes and the interaction of the actors involved in the
process.

BACKGROUND

The health system’singtitutional configuration reflects the corporatist arrangement described
in the last section, insofar as the provision of health services is perceived as an instrument for
political exchange between the State and society. It has been argued that, in Mexico’s public
provision of social services—with health care being a central feature—politics determine who
obtains what, when, and how (Ward, 1994). The capacity of different groups to obtain more and
better health services depends on their income, their occupations, positions within the social strata,
and, notably, their capacity for political organization, when they resort to the public sector’s
agencies. Health and socia security services are focused primarily on the urban forma workers that
are members of the official labor confederations, and other strategic groups such as oil workers, the
army and navy, and the State bureaucracy. Non-mobilized groups working in the informal
economy, particularly those in the rural sector, have access to second- rate public health services
and in remote aress, to no services at all (Funsalud, 1994).

The present heath system was organized as such in the early 1940s, with the founding of the
Ministry of Health (SSA) and the Mexican Social Security Institute (IMSS).>® These agencies were
established as part of the government’ s institution-building process around clear political and
economic priorities. It was during that decade that the Mexican political system was consolidated in
its present form.

Following a statist model of economic and socia development, the role of the State as provider
of health services was reaffirmed. The Health Ministry was created by the fusion of the Welfare
Ministry and the Health Department, providing for the expansion of medical care coverage to the
sectors of the population that did not have forma employment. The enactment of the Socia
Security Law in January, 1943, and the founding that same year of the IMSS,

% The precedent for the IMSS can be found in the rural medical services of the time that catered to rural
cooperatives, insofar as the system of pre-paid services served as a reference to what would become the
IMSS tripartite regime. Rural workers, organized in cooperatives, would pay an annual fee corresponding to a
fraction of the cost of rural health clinics, thereby becoming entitled to medical and sanitary services, while the
State financed the rest. See Gonzalez Rossetti et al., 1994.

40



Enahancing the Political Feasibility of Health Reform: The Mexico Case

instituted the mechanism that would regulate and supply socia security services to organized socia
groups with aformal employment that played a key role in the State' s political and economic
strategies. Thus, since the forties, there has been a system of public health care services provided by
the MOH and destined for the genera population, and a paralld system with exclusive services for
formal workers organized around the socia security system financed by a tripartite contribution
from the government, the employers, and the employees.

The relevance of IMSS as a centerpiece of the corporatist arrangement with politically
organized social groups was clear from the start. Per capita government resource alocations
favored disproportionately IMSS affiliates until the mid-1990s. Governments turned to IMSS to
maintain and expand coverage, and also protected its financia stability in times of economic criss.
On the other hand, the Ministry of Health, in spite of a balanced head start, suffered a series of
important budget cuts and remained under-funded until the 1990s. With its funds, and the
uncontrolled use of pension funds, IMSS built an important health infrastructure in urban and
industrial areas® This, plusits financial autonomy vis a vis the government—due to
employer/employee mandatory contributions—has helped it maintain its predominant role in
Mexico's hedlth sector. Throughout the years, the IMSS bureaucracy, through its union (SNTSS),
has built an important base of support among IMSS affiliates, the formal workers, and politicians
with links to the official party, and thusin positions in the Executive, the Legidature, and state and
loca governments.

Using occupational criteriato determine acitizen's access to health services has divided the
system in three clearly differentiated and vertically organized sectors, each providing and financing
its services under different rules. The IMSS is the principal social security provider; the Ministry of
Health services the population lacking social security. Finally, the private sector is available to
those who can pay (see Diagram 2).

* The sole exception being the northern industrial states, where instead of building infrastructure, IMSS
allowed most companies in the region to procure health services for their work force in the private sector and
reimbused them their quotas in what is called the opt-out option.
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Diagram 2
I nsured and uninsured population by income level
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In 1954, there was an attempt to incorporate rural workers into the IMSS, following the State’s
promotion of commercia agriculture. However, due to rura labor dynamics—most of it requiring
temporary migrant work—and the agricultural workers' poor political mobilization, these groups

were not effectively incorporated into social security, and by 1958, agricultural workers represented
only 7% of the total number of insured members.

During the early 1960s, in response to the growing pressure of the urban middle class, and
particularly the State’ s bureaucracy, the State Workers' Socia Security and Services Ingtitute
(ISSSTE) was founded. The creation of the ISSSTE in addition to the IMSS, consolidated the
State’ s provision of health care through separate institutions for particular target groups and
converted socia security into the principal form of Sate participation in the provision of health
care. Thiswasto the detriment of the Ministry of Health’'s services and worked against the
possibility of creating a single health care system around criteria of citizenship, instead of
occupation.

In the 1970s, the Echeverria administration responded to the legitimacy crisis that resulted
from the violent repression of the 1968 student movement with a series of paolitical and economic
concessions to organized interest groups. The Socid Security Law was thus reformed in 1973 to
extend its coverage to groups that had previously been excluded, but who at that time were
considered politically and economically important. Faced with a shortage of funds to offer an
integral package of services, IMSS established a special set of regulations by which these new
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groups could be incorporated, but entitled to fewer services.

For instance, IMSS started servicing specific groups of rural workers in the informal sector
selected at the discretion of the government, through a specia program in which the benefits
package was very reduced when compared to the regular service. According to the criteria by which
the target population had been divided, these groups should have been handled by the Ministry of
Health, since they were not forma workers. However, given the comparative advantage the IMSS
had built, financial factors made the government determine that health care to these rural groups be
provided by the IMSS, instead of the Ministry of Health.®

As part of the State modernization effort that accompanied structural adjustment in the 1980s,
a health system reform was started during the De la Madrid administration (1982 — 1988) to
improve the efficiency and quality of services, and to improve equity in access to them. It included
the decentralization of the Ministry of Headlth's facilities and the formation—via the merging of
rura IMSS services and MOH facilities—of state-level hedth care systems. It also sought to
strengthen and increase the decision making and leadership capacity of the Health Ministry as head
of the health sector. This policy would have implied a change in the balance of power between the
MOH and IMSS, since while formaly the Ministry of Health was the head of the health sector, the
IMSS outweighed it in the financial, organizational and political fields.

However, as the economic crisis worsened, the government was forced to reconsider its reform
prioritiesin the public agenda. The President and his economic team focused their attention and
political capital on limiting the economic crisis and accelerating structural adjustment in key areas
such as the privatization of state enterprises and commercial liberalization. Furthermore, a veto
codition was soon formed around the IMSS leadership, with the IMSS union playing amajor role
alongside the IMSS directors. These actors felt their exclusive access to social security benefits and
services was being threatened. As aresult of this stark opposition to the health reform agenda and
the economic crisis reaching a peak in 1985, the De la Madrid government took the decision to
bring the decentralization process to a halt with only 17 out of the 31 states having completed the
process.

The further weakening of the corporatist pact that resulted from the economic crisis of the mid-
1980s and the structura adjustment measures, led to an effort by the incoming Salinas
administration (1988-94) to rebuild—or reconfigure—the State’ s coalition of political support.
President Salinas started his administration with a complex political strategy of carrot and stick
aimed a sending a clear signa that the technocratic group in power would confront the old
corporatist feuds, particularly the unions, that opposed it, while not touching the interests of those
that cooperated or did not interfere with the government’ s agenda. Thus, a few weeks after taking
office, President Salinas had the powerful leader of the oil workers union jailed in avery visible
maneuver, he quietly ordered any attempt at continuing with health reform, which was not in the
interest of the IMSS union, stopped (Interview, 18/10/00).

Simultaneoudly, in an attempt both to reconstruct the political tissue and to create a coaition
that would serve as a counterweight to the old corporatist apparatus, President Sdlinastried to
incorporate those groups in the informal sector that had historically been marginalized from
political participation and had little access to public services. He thus launched new public

® The size of the IMSS infrastructure and its administrative capacity, permitted it to absorb new groups at
a lower per capita cost than the SSA. Also, the fact the IMSS services were financed by tripartite funding
permitted the government to expand coverage without putting more pressure on the already strained
government expenditure balance.
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programs establishing new parameters structuring State-society relations. The most visible and
politicized of which were related to devel opment and the social sphere (Dresser, 1994).

To do so, and to circumvent the vested interests entrenched in the socia sector’s bureaucracy,
his government established the new social programs under an umbrella program called Solidaridad.
This multi-sectoral program was directed at poverty alleviation and local development through the
mobilization of the target population and participatory schemes. The technocrat’s search for anew
base of political support by breaking up old corporatist privileges and increasing access for the
population at large, made reforming the IMSS and moving toward more equitable and inclusive
health care, a natural item on the agenda. However, the IMSS was only made to participate in the
new socid policy strategy by re-labelling its health program for the rural uninsured population
under the banner of Solidaridad,®* and access to secondary and tertiary care remained exclusive to
its regular affiliates—the formal work force.

The government’ s choice to maintain the privileged access of the formal workers and, most
significantly, to leave the interests of the IMSS bureaucracy untouched, can be traced back to the
failure of the Salinas administration to consolidate its new political base of support. In spite of the
new network of fresh channels between the State and the new politically mobilized groups that it
had created, the absence of tangible positive results in the economy for the majority of the
population, and the resilience of the corporatist pact as the central element in State-society relations,
led the technocratic team in power to maintain some of the old bastions of the corporatist machine.

Also, the redl possibility of having some of the old official unions change aliances and move
to the new opposition parties (particularly the PRD) was met by PRI members and the technocrats
with concern, and thus the government made concessions that included delaying — or derailing —
what it perceived as “non-essential” reforms that were against the unions' interests, in order to
secure enough political stability to pursue the economic reform agenda. Thus, in spite of the wave
of renewd of State-society relations in the socia sector, President Salinas decided not to reform the
IMSS, the most visible representation of the old exclusive corporatist pact.

Having said that, while the health component of IMSS was thus left untouched, the economic
team in power regarded the reform of the pension scheme as part of the economic reform that was
given priority. Thus, afirst attempt at reforming the pension system took place as part of an effort to
consolidate the structural adjustment program. However, as opposition to the pension reform
mounted, the Salinas administration became concerned with the possibility that it might affect the
political feasibility of its most crucia project: the approval of the Free Trade Agreement with the
United States (NAFTA). The scope of the IMSS pension reform was thus reduced accordingly:
instead of substituting the pay-as-you-go government pension scheme under IMSS control with a
private pension scheme, a private pensions system (SAR) was set in motion as a parallel scheme to
that of IMSS. The economic team at the Finance Ministry and the Central Bank, was not satisfied
with the partial scope the pension reform attained, and thus continued to explore policy optionsto
complete the privatization of the pension scheme.

Another important element influencing the Salinas administration decision not to reform
IMSS, isthat it had planned its reform and structura adjustment agenda on a time horizon that
comprised at least two government terms — twelve years. During his administration, first generation
reforms; i.e., those related to the economic sphere, were to be consolidated, while in the following
administration, the second-generation reforms were to be implemented: Those related to the social
sector.

® Thus IMSS rural program was relabelled “IMSS-Solidaridad.”
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However, when President Ernesto Zedillo (1994 — 2000) began his term in office, the country
was immersed in a severe economic and political credibility crisis. Asaresult, his government
concentrated its policy agenda on solving the short-term financia and macroeconomic crisis.
Although the new economic team had been preparing the government program during the previous
administration in which its members held key positions-, it became necessary to reformulate the
reform agenda and overall planning, and adjust the proposals to the new circumstances.

THE HEALTH SECTOR REFORM PROGRAM (PRSS)

The Health Sector Reform Program (PRSS) 1995-2000, which was presented as part of the
National Development Plan, was thus promulgated in a context of economic crisis. Nonetheless, it
still presented a very ambitious action plan that considered a long-term horizon beyond the
administration’s six years in office. Regarding health services provision, both documents identified
the vertical segmentation of the health system and the division of the target population according to
occupation, as an issue to be addressed, and both stated that, in the long run, a horizontal
segmentation of the system according to functions was desirable.®”

The Reform Program of the Health Sector states the following fundamental goals;*®
To establish instruments that promote quality and efficiency in the provision of services.

To expand socia security coverage through mechanisms that make affiliation easier to non-
employed population and to those belonging to informal economy.

To decentralise health care provision to the uninsured population in those states where it was
still centralized.

To expand health care coverage to the very poor residing in rura and urban areas who at the
time had limited or no access to public health services.

The economic team’ s intention was to rationaise the provision and financing schemes of
health services, targeting health subsidies to the poorest segments of the population (Diagram 3). To
that object, the Program contemplated the need to reform the Social Security Law in order to create
a Family Hedlth Insurance (SSF) to which the State would allocate a per capita subsidy financed
with public funds, for the informal workers willing to become affiliated through the payment of an
annual fee. In this way, the population groups who had purchasing power, but who do not belong to
the formal economy, could be incorporated to socia security.

The reform plan aso considered an increase in the government’ s share of the tripartite quota
that finances the IMSS health services. This was intended to support IMSS hedlth service' sfatering
financial equilibrium, which was to worsen with the privatization of pensions, and thus avoid the
need to increase employer and employee contributions. This was considered by the economic team
asapolicy to protect producer competitiveness in the world economy, since it helped keep labor
costs down. Also, as aresult of the rise in the government’ s share, it would become feasible to
subscribe more opt-out and quota reimbursement agreements with private

% poder Ejecutivo Federal, Plan Nacional de Desarrollo 1995-2000, México: 1995, pg. 93 and Poder
Ejecutivo Federal, Programa de Reforma del Sector Salud 1995-2000, México: 1995 pg. ii and pg. 20. For
further details, see Funsalud, Economiay Salud, pp. 39-47.

6 Programa de Reforma del Sector Salud 1995-2000, pg. 14.
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firms>* without jeopardising IMSS' financial equilibrium, since the government’ s quota is not
subject to reimbursement.

Regarding the decentralization process, the Program states that the decentralization of federal
resources destined to the uninsured population, which stopped in the mid 1980s, should be
reactivated. There should also be the creation of state-level health systems through the merging of
local MOH facilities and those of IMSS-Solidaridad. While the decentralization of MOH facilities
did take place, the merging of IMSS-Solidaridad facilities did not occur. Instead, IMSS followed its
own interna deconcentration process through the creation of seven regions with autonomous
responsibilities and functions.

Findlly, in order to reach the close to 10 million people with limited or no accessto health
care, the Reform Program proposed the implementation of a“basic service package” composed of
essential cost-effective health interventions with high impact,® under the responsibility of the
MOH.

® The opt-out and quota reimbursement policy is a mechanism by which the Institute returns a
percentage of the worker-employer quota to those firms that have contracted with private health insurance for
their employees. Although reimbursement has been possible in theory under the IMSS Law since 1943, in
practice it has seldom happened because the law’s lack of precision about the requirements has opened the
door for discretionary decisions around which firms may be subject to quota reimburs ement. IMSS has been
reluctant in the past to apply it due to the union’s stark opposition — and thus its political consequences, and
because of its possible negative impact on IMSS’ health fund finances.

% programa de Reforma al Sector Salud 1995-2000, pg. 18.
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SOCIAL SECURITY REFORM

While the reform of the health component of social security was formally considered as part of
the sector-wide health reform Program (PRSS) under the leadership of the MOH, IMSS
autonomous status and its political and organizational weight within the sector gave it enough
leeway to define and implement its own reform agenda away apart MOH’ s influence. IMSS' size,
the amount of its financia resources, which it collects and manages independently from other
government agencies, and the size of its target population, had mede it a central and independent
actor within the health sector with, de facto, more power than that of the MOH. Thus, while
formally the IMSS was required to discuss policy guidelines with the Minister of Hedlth, in reality
it established its own policy agenda, and undertook policy negotiations directly with other
government agencies—notably the economic team at the Finance Ministry and the President’s
Office—as well as with state and local governments. It also managed independent contacts with
other actorsin society, such as business groups who have astake in IMSS, since they are required to
pay quotas and are aformal part of its board, and its own public opinion strategy, where it presented
itself as an actor independent of the rest of the health sector.

Another phenomenon moved the locus of decision making relating IMSS reform further awvay
from the MOH, and closer to the Finance Ministry. And this was the fact that the economic team
considered IMSS' pensions reform a part of the economic reform. It was the economic team’s
interest in pensions what brought the reform of IMSS' health component to its attention. The
economic team’s perception of IMSS pensions reform as part of the economic reform, and thus
within the scope of influence of the Finance Ministry, had two effects. First, as the technocratic
team felt that the economic reform had been mostly completed, and was turning its attention to the
socia sector, IMSS reform presented a“bridge” between the economic and the socia spheres, asit
had both an economic component and a social component to it. Secondly, this explains the financia
approach that was used to both articulate the policy problems IMSS' health service provision faced,
and the policy responses to them that were included in the reform agenda.

IMSS policy problems, as they were perceived by the economic team in the mid nineties
included its financial viability being at risk in the short term as aresult of inefficient resource
management; the demographic and epidemiological transition its target population was
undergoing;®® an inefficient provision of health services; an oversized bureaucracy and centralism in
service provision administration; inadequate performance incentives; arigid collective contract with
its work force; and complex labor relations with the IMSS union. Furthermore, discussion between
the economic team and other actors involved in the IMSS assessment were leading towards the idea
that employer quotas were high by world standards; thus putting producers competitivenessin
jeopardy in the world market. According to this perception, high quotas were aso leading to under-
declaration, lack of incentives to create forma employment, and fraud. The fact that only a part of
the population had accessto IMSS' hedlth services—Ilimited to formal workers and their families—
was a'so acknowledged. It had become clear that expanding IMSS coverage through the obligatory
incorporation of new formal workers as economic growth was

6 Among the most relevant demographic changes are: rise of life expectancy, decrease of birth rate, and
increase of the population’s average age. The epidemiological transition consists in: decrease of infectious
illness and increase of the chronic-degenerative sicknesses.
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reassumed, and new jobs were created would take along time. Therefore, for the first time, the
possibility of incorporating non-formal workers through a voluntary insurance scheme was
considered.®’

The Diagndstico dela Situacion del Instituto Mexicano del Seguro Social® pointed at the
problems in the financial and organizational aspects of IMSS health service provision. Before the
1995 reform, the IMSS had four insurance funds to which the Retirement Savings System was
added in 1992. The funds and their financing sources were the fdlowing:

Table 1 Socia Security Insurance Funds

FUNDS QUOTA SHARE* CONTRIBUTION
IVCM** (pensions) 85% Tripartite***
[Iness and Maternity 125% Tripartite
(health component)
Work Hazards 2.5% Tripartite
Day Care 1% Employer
SAR 2% Employer
TOTAL 26.5%

*Of the base salary™

** Disability, old age, old age severance and life insurance.

***The tripartite contribution was divided into: 70% employer, 25% worker, and 5% government.
Although it was necessary to reform the first four components of social security, pensions and
health required the most urgent and profound restructuring. By the mid-1990s, pensions (1VCM)
were in severe financial disequilibrium,” since the reserves had been depleted and used for IMSS
infrastructure and to meet the health services provision running costs. As aresult, before the reform,
retirement pensions were being met with active workers' quotas. However, due to the increase in
life expectancy, the change in the age structure of forma workers, and the increase in the package
of benefits without a corresponding increase in insurance premiums, the resources destined for this
pay-as-you-go system, were insufficient.

The lliness and Maternity insurance also faced serious financial and service provision
problems, due to the fact that when IMSS was created, the origina quota for this fund was
estimated on the basis of health service costs solely for the worker, and not for his relatives. But
workers families were also covered, so as aresult, the health insurance faced financial problems
from the start. Over time, benefits in health care were also increased without adjusting the quotas,
furthering the financia disequilibrium. The gap was met by the pensions fund. However,

 CEDESS, Proyecto Aguila. Presentation of December 20, 1994, pp. 33-35.
% MSS, Diagnostico, March, 1995.

% The elements that constitute the base salary are established in Article 27 of the New Social Security
Law.

o According to IMSS projections, by the year 2000, the expenses of this insurance fund would be greater
than its income, so the deficit would have to be compensated with the financial reserves accumulated during
the previous years. The problem would be prominent by the year 2004 when the reserves would be exhausted
and other fund sources would be necessary to balance the IVCM's finances. IMSS, Diagnoéstico, March, 1995,
pg. 62
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the financial difficulties of the pensions fund made it impossible to continue with this cross subsidy.
Another factor that negatively affected the health insurance’ s finances was that quotas were indexed
to wages, and not to costs.”*

IM SS REFORM OBJECTIVES

In accordance to the government’ s neo-libera stand, the solutions set forth for the
restructuring of the pensions system, the financial reorganization of IMSS insurance funds, and the
improvement of health service provision, were formulated with the premise that efficiency and
quality are generated by market (or quasi-market) mechanisms and competition.

The stated goals of IMSS reform were:

To fully privatize the pensions system in order to promote the country’sinterna savings,
while at the same time ensuring the long-term financia equilibrium of IMSS. "

To reorganize the financial structure of the IMSS to guarantee the agency’ s financial
stability with the elimination of cross-subsidies and adequate quota levels for each
insurance component.

To improve the quality of health care provision through the introduction of such measures
as doctor digibility in the first level, permanence and productivity incentives, and the
gpplication of the opt-out option.

PROBLEM DEFINITION AND REFORM FORMULATION (1992-94)

Beginning in the early 1990s, a variety of groups in society and within the State started to
consider different policy options to reform the health sector in its totality, or at least in one of its
central components—the health services provided by IMSS to almost one half of Mexico's totd
population. These groups’ initiatives, and indeed their own nature, changed over time as the process
of health reform unfolded; but based on the basic characteristics of their proposals and the political
context in which they operated, they can be divided into three groups.

First, there was the technocratic group that emanated from the government’ s economic team.
This group was assigned to the IMSS financia directorate and it was their proposal that was to
prevail, with some influence from the other two groups. Second, CEDESS, the group within IMSS,
more specificaly, within its senior directorate, who lost the battle to define the reform’ s content, but
was indispensable to make the first group’ s technocratic proposal politically feasible. Third, a
heterogeneous group formed by a private think tank representing the

™ bid, p. 31.

2 Reformers also thought that the privatization of the pensions system would help to limit the political
handling of the Institute’s resources, since resources would cease to be deposited in a general fund, and
instead would go to individual accounts.

™ The contracting out of services was also considered as a means to lower service provision costs.
Administrative decentralization and layoffs of low and middle level personnel were on the agenda as well.
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interests o§4the business community (Funsalud) and another one formed by members of the Ministry
of Hedlth.

The first group was well embedded within the State, particularly within the core ministries that
define economic policy. The second group was in the periphery of the State, as part of an
autonomous State agency, although it had contacts with the economic team. The third group
stemmed in part from society, but had strong links with several policy makers within the State.

THE ECONOMIC TEAM AND THE | M SS CHANGE TEAM

IMSS was regarded by the economic team as a large government agency in financial distress
that needed to be reformed as part of the efforts to bring the State' s finances back to equilibrium.
Not only did it face bankruptcy—a crisis to which the State would have to respond, but it would
soon to fail to meet its pension commitments with workers that were about to retire. Responding to
what was seen as an imminent crisis, members of the economic team in the Finance and Commerce
Ministries started studying the case and formulating policy proposasin the early 1990s. Although
some IMSS officials participated, most of the research leadership and resulting reform proposals
stemmed from the Finance Ministry and the Central Bank (Bank of Mexico). The IMSS Director at
the time, Emilio Gamboa Patron, was kept informed of the project’ s development, but neither he
nor his close collaborators were directly involved.

The Finance Ministry’s proposal was not the only one that was formulated within the
Executive at thistime. The IMSS issue was important enough to quickly become an element of
competition among the economic team’ s factions, who were positioning themselves to compete for
the presidential succession.” Thus, in a parallel way, the chief of staff of the Presidency entrusted
public officials from the Commerce Ministry to work on an aternative proposal (Interview,
04/08/99). The Finance Minister’s team finally lost control of the project, which was assumed by
the Finance under-secretary, Guillermo Ortiz — who belonged to the camarilla of the President’s
chief of staff. Ortiz and his team worked with the close collaboration of the officials at the
Commerce Ministry.

The resulting pension reform proposal substituted a private scheme of fully funded individual
retirement accounts for the government’ s pay-as-you-go pension system. Also, as part of the
government’s promotion of sound fiscal policies, the Finance Ministry decided to promote the
financia reorganization of the other IMSS insurance funds and benefits as well, thus including the
financia aspect of IMSS health service provision (i.e., the IMSS health component). The sole
objective was to guarantee the agency’ s financia stability and to induce a more efficient use of
resources.

Asthe reform proposal gained form, some of the members of the technocratic group that had
gained control over the project were assigned to positions within IMSS to work on its technical
details. They also prepared for its implementation, which was planned to occur during

™ Other groups in society, particularly an academic group from the Xochimilco Autonomous University,
had been studying the health care system for years, and publishing policy recommendations. However, these
groups did not present formal policy documents with reform proposals as the others did. Therefore, they did
not have an important presence in the policy debate and the political struggle that evolved around the health
reform process. For details on their policy positions, see Laurell (1994).

™ Also, the Presidency promoted competition between factions as a means to drive forward more
“efficient” proposals, to limit the power of the different groups within the government, and to consolidate its own
power.
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the coming administration. Among them was Gabriel Martinez, an economist who, as a junior
member of the economic team working in the Commerce Ministry, had participated in important
deregulation projects,”® and was aware of the discussions around IMSS reform. At Commerce
Minister Serra Puche' s recommendation, he was assigned to the IMSS Financial department to a
position whose appointment was controlled by the Ministry of Finance’” (Interview, 02/24/99).
When President Zedillo was e ected, it became clear that Minister of Commerce Serra Puche would
be the future Finance Minister. When this indeed happened, Gabriel Martinez and his team counted
on the direct political support from the Finance Ministry—akey vertical link in their network.

Under these circumstances, and with a clear mandate to pursue IMSS reform along the lines
defined by the economic team in the Finance and Commerce Ministries, Gabriel Martinez put
together a change team of very young professionals with training in economics and accounting, but
no previous experience in health or the socia sector. The change team faced resistance from the
IMSS bureaucracy and from its directors, who perceived it as foreign to the Ingtitute and an
intrusion from the economic team in the Finance and Commerce Ministries (Interview, 04/04/ 97).
And indeed, this change team made little effort to establish a network within IMSS. Instead, it
concentrated in moving as swiftly as possible with the financial reengineering of IMSS insurance
funds and the other components of IMSS reform, and continued to work very closely with their
peersin the Finance and Commerce Ministries. These were all linksin their horizontal network.”®
This change team, however, was soon to lose its single most important vertica tie with the
resignation of the Finance Minister, Serra Puche. Following this, and as part of the changein
strategies it was constrained to follow, the team made efforts to establish a network within IMSS,
particularly with the IMSS union.

The CEDESS

The takeover of the project by this new faction of the economic team coincided with a change
in the IMSS top management. Emilio Gamboa Patrén was replaced by Genaro Borrego Estrada as
the Ingtitute’ s Director. Borrego’ s arrival to IMSS represents a breaking point in the reform process.
Although he was not a technocrat, and had had along political career in PRI, Borrego presented
himself as a policy maker with the necessary combination of political and the technical skillsto
bring about the social security reform. Thus, he decided to participate directly and actively in the
restructuring of the social security system. In order to do this, he sought to generate a technocratic
reform proposal of his own that, as a trade mark, would go beyond the financial aspects of IMSS
and present an integral reform for IMSS (Interview, 03/22/99).

Borrego surrounded himself with a group of economists and actuarial experts with similar
technical training and ideology as the technocrats in the Ministry of Finance, and placed them in
key positions within the IMSS. He created a think tank in mid-1993, called the Centro de Desarrollo
Estrategico parala Seguridad Socia (CEDESS) that was assigned the responsibility of studying
policy options. CEDESS formulated a more integral reform proposa that went beyond the financia
restructuring of the Ingtitute, and included an in-depth change in health service delivery. CEDESS
was formally separated from IMSS, and in practice operated as a think tank for the Ingtitute's
directors. Its purpose was to isolate the formulation and devel opment of reform

® Notably telecommunications.

77 Following an tacit agreement between both agencies, the assignment of this position had been under
the control of the Finance Ministry for many years.

78 Notably with Santiago Levy, the Finance under-secretary in charge of social sector budget allocations.
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propositions from possible external pressures, especialy from the Institute’ s bureaucracy.
(Interview, 03/22/99). The Center was perceived by its members, and by the IMSS directors as a
space away from the pressures of bureaucracy where researchers ‘dared to think’ (Interview,
02/251/99). The CEDESS team not only was in charge of presenting a technocratic proposal in
similar terms as that being prepared by the economic team in the core ministries—thus facilitating
closer links with this group, but to create the means to have the IMSS reform process gravitate back
to IMSS' control.

CEDESS was integrated by a multi-disciplinary and apolitical team that aimed at generating
new, “uncontaminated” proposals for socia security reform (Interview, 04/22/99). A small number
of technical government officials—some of whom had been academics and/or consultants—
congtituted the different work groups on pensions, health, labor risks, and day-care centers.” Most
significantly, CEDESS counted on the collaboration of consultants and public officials who were
trusted by the economic team, and shared some level of cooperation with the policy makers working
on the proposal both at the core ministries and in IMSS' change team, led by Gabriel Martinez.®
During many months, there was extensive exchange of information and analysis, but this did not
develop into a cooperative relation on equa basis and only the few members of CEDESS who were
also close collaborators of the economic team members circulated freely from one team to the other.
In the end, while most of the actuarial work and part of the economic analysis was carried out at
CEDESS, the economic team and IMSS change team were in control of policy decision making and
of accesstoit.

Between 1993 and 1994 the CEDESS team worked on a series of projects regarding the IMSS
reform agenda. The studies prepared by this group include the Proyecto de Gran Vision, which
contemplated a wide range of policy options from the most radical to the most moderate; and
Proyecto Aguila, derived from Proyecto de Gran Vision® that, according to the CEDESS team,
represented the best alternative for IMSS reform. In it, the CEDESS team compiled their assessment
of socid security in Mexico and their reform proposals.®* For the IMSS health component, the

™ The pensions group was headed by Enrique Davila, former economics professor at the Autonomous
Technological Institute of Mexico (ITAM) and Santiago Levy's collaborator in the Economic Deregulation Unit
of the Commerce Ministry (SECOFI). Santiago Levy, who at that moment was Director of the Federal
Competence Commission, was interested in Enrique Davila’s incorporation into CEDESS to promote proposals
with a solid microeconomic basis. The labor risks team was headed by Jorge Rendén, who had been director
of the Actuary Course in ITAM. The health team was headed by an IMSS physician, Dr. Mario Villafaia.

% |ndeed, Gabriel Martinez, head of the Economic Deregulation Unit of SECOFI at the time, had contact
with the work being developed at CEDESS regarding the reform (Interview, 03/11/99).

8 The Proyecto Aguilawas a document of restricted circulation.

82 CEDESS’ researchers worked on this project from mid-1993 until the end of 1994. With respect to the
IVCM insurance, the document established that the reform objectives were: to ensure financial selfsufficiency
in the long term; to reduce the insurance cost for firms in order to favor competitive capacity; to cover a
considerable segment of the retired population; to give equal treatment to different insured groups; and to grant
economically sufficient pensions.

In order to reach the objectives it proposed, in first instance, to stop fund transfers from IVCM to lliness
and Maternity. Second, to separate quotas destined for retirement pensions from the non-labor risk insurance
(severance and life insurance) by creating two different funds. The retirement insurance would be transformed
from a pay-as-you-go system, in which the active workers financed the retired workers, into a system of fully
funded individual accounts, in which each worker saved in a single fund. CEDESS, Proyecto Aguila, pp. 59-
77.

The economic advisors to the presidential candidate, Luis Donaldo Colosio, did not support the idea of
transforming the pensions system into fully funded individual accounts. Nor were they in favor of establishing a
fixed quota as a financing scheme for the lliness and Maternity component. However, Colosio died in March,
1994. From the moment Zedillo was nominated as the PRI candidate to the Presidency, it was clear to
CEDESS' researchers that the future president’s line regarding the pensions system would be in the direction
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Proyecto Aguila included among its stated objectives the need to achieve financial self-sufficiency
of IMSS' hedlth service provision (the lliness and Maternity fund), to increase quality and
efficiency in service ddlivery, and to expand coverage to al the employed population regardless of
occupational status—formal or informal.®

To reach these godls, the document proposed the reorganization of the health component’s
financing and service provision. For instance, in the case of the objective to achieve long-term
financial equilibrium in the 1liness and Maternity fund, Proyecto Aguila suggests substituting a
fixed quota for the quota estimated as a percentage of the worker’s salary. This fixed quota would
be adjusted for inflation in which the State’ s share would increase and the employer and employee
contributions would decrease. The financing scheme of the IlIness and Maternity fund proposed by
the Proyecto Aguila, in comparison with the one prior to the reform, was the following:

Table 2

FINANCING SCHEME IN FORCE BEFORE THE
REFORM

PROYECTOAGUILA’' S PROPOSAL

12.5% premium of the base sdary

Fixed quota adjustable according to inflation

Tripartite contribution:

Tripartite contribution:

EMPLOYER: 70% Employer:  60%

Worker: 25% Worker: 15%

Government:. 5% Government: 25%

The CEDESS researchers proposal sought to eliminate cross subsidies between contribution
levels and the distortions it caused.®* In their opinion, the implementation of a fixed quota would
aso make the opt-out policy viable®®

With regard to health care provision, Proyecto Aguila proposed doctor digibility, not only
among IMSS doctors, but among any doctor who complied with the Institute' s requirements
(Interview, 04/16/99). At the first level, doctors would be independent—under the Institute’s norms
and regulations—and would be able to hire their own support personnel. Their incomes

of fully funded individual accounts (Interview, 04/16/94).
8 proyecto Aguila, pg. 46.

¥ n Davila’s opinion, cross subsidies between income groups of beneficiaries could not be justified as an
income redistribution mechanism, because its fairness was questionable. Informal workers were excluded from
these health services, and high income individuals who obtained their income from interest, dividends, or
professional fees did not participate. Furthermore, Davila also considered that the financial stability of the IMSS
health component was also negatively affected by the distortions generated by the quota collection system.
Cross subsidies generated incentives among the most qualified individuals to work independently, and among
firms to hire high salary employees as free-lancers. Also, they induced under-declaration of salaries because
contributions above the basic wage were perceived as a tax — since access to health service was the same,
regardless of the insurance premium. Finally, cross subsidies represented, in practice, an obstacle for quota
reimbursement, since as the system stood, the high income workers would be the first ones to opt out if the
policy was applied, and this would throw IMSS back into financial disequilibrium. For a more detailed account
of the distortions that were generated by the financing schem e of the health component before the reform and
their consequences for IMSS, see Davila (1997).

% Quota reimbursement would help relieve cross subsidies by selection of medical services, from
workers who contributed without making use of IMSS’ facilities toward the rest of the contributors. Ibid., pg. 17.
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would be in accordance with the number of insured persons that selected them. Thiswould in
practice open up IMSS services to a public-private mix of providersin which doctors would cease
to be employees and would be paid on a capitation basis.® #’

According to the Proyecto Aguila, the change in the provision of health care service would
have a series of positive impacts, including better quality service quality resulting from competition
among doctors; increase in doctors' income as the number of patients under their responsibility
increased; reductionsin labor cost through alower employer quota, which would trandate into
lower labor costs; and the possibility of fulfilling the opt-out and quota reimbursement agreements.

In spite of CEDESS collaboration with the economic team and the change team in the IMSS
Finance Department, IMSS director’ s attempt to take control over the reform’s formulation failed.
The IMSS top management was only given a mgjor role when the economic team had had finished
its reform initiative, and needed to broker it with key interest groups—notably business and labor,
and the IMSS union—and in Congress, when the initiative was presented for legidation. Some
significant changes were made to the economic team’ s reform proposal influenced by IMSS
arguments on political feasibility during negotiations with different actors through-out the reform
process, but the project remained firmly in the hands of the economic team, who saw in Martinez
change team an extension.

OTHER GROUPSIN THE STATE AND IN SOCIETY

In the light of the change of administration that was to happen in 1994, and with the aim of
influencing policy decision making in thisfield, two additiona groups started studying and
preparing policy proposals for hedth reform. These groups included one coordinated by the MOH
Planning Under-Secretary Jaime Sepulveda, and another which worked at a private think tank called
The Mexican Health Foundation (Funsalud).

Planning Under-Secretary Sepulveda was perceived as a possible successor of the Minister of
Health, and thus he and his team set out to position themselves by conducting a series of polls to
build a data base for a health reform plan. His group also published, as part of MOH publications, a
series of small booklets addressing some of the issues relevant for the health sector. However, due
to lack of human capital to prepare a complete technical proposal and given that the group did not
count on a close ties with other policy makersin the core ministries working on the issue, these
publications did not form a single body of work that could come together as a health reform
proposal.®® In line with its political agenda, this team participated in a group organized by the PRI —
called Grupo Coordinador en Salud — with the task ofputting together a white paper on

8 Proyecto Aguila suggests that support services such as pharmacies, laboratories, and xray diagnosis
be contracted-out so the insured person can receive the services on the IMSS premises or in any other private
institution, by presenting the prescription issued by the Institute’s doctor.

 In Proyecto Aguila’s proposals to transform the medical care service, many of the layouts from the
Modelo de Medicina de Familia can be appreciated. The model had been developed by the CEDESS’ medical
team led by Mario Villafafia. The model establishes the following fundamental principles to achieve adequate
health care services in the family medicine level: doctor eligibility; capitation payment; permanent attention-24
hours, seven days a week- through cooperative doctors teams. The Modelo de Medicina de Familia as is the
case with Proyecto Aguila, suggests health insurance financing through a fixed and equal quota for all workers,
and quota reimbursement permitted to those firms that contract a private insurance for their workers. Both
projects favor subrogation of services -operating personnel included- to private purveyors.

% Cuadernos de Trabajo, SSA, Nos. 1 - 32, Mexico 1994.
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hedlth as part of the PRI’s eectora platform for the presidential race. However, when the team’s
leader was not assigned to the MOH, it was quickly dismantled as such and its members resumed
research activities at the Nationd Institute of Public Health.

Funsalud conducted a two-year project called Economia y Salud (Health and Economy), led by
Julio Frenk. This group produced a comprehensive health sector proposal that envisioned major
changes in both the Ministry of Hedlth and the IMSS. It aimed at establishing a single system with a
plurdity of public and private health service providers, where the Ministry of Health would be
responsible for policy guidelines and regulation, while the IMSS would be in charge of health
service financing.

Funsalud's project was the first case in which a highly visible and comprehensive policy
proposa was presented in the public arena by the private sector through a group of businessmen
that aspired to influence the public policy agendain the area of health. This group was dissatisfied
with the financial burden that the socia security obligatory contributions put on the private sector
and by the poor quality of the services received by their labor force. Thus, they funded Funsalud's
Economia y Salud project with the aim of presenting in an articulate manner el ements regarding the
why and how of the need for IMSS reform. In particular, they emphasized its downsizing and the
possibility of substituting for its services with private provision of health care viathe opt-out policy
as part of a comprehensive health sector reform.

On his part, Frenk conceived the idea of the Economiay Salud project when he collaborated in
the preparation of the World Bank’s World Development Report 1993, which had hedlth asits main
topic. Thus the Economiay Salud proposal went beyond an assessment of IMSS performance, and
addressed issues central for the entire health care system, such as equity, efficiency, and quality. It
presented policy solutions along the lines that were being discussed in the international arena, such
as the hedlth care system’ s reorganization by functions, as opposed to specific target populations —
thus eliminating vertical segmentation—and the use of quasi-market and competition elementsto
induce efficiency and better quality of care.

As the proposal was being prepared, the businessmen lobbied in favor of their health reform
agenda resorting to a direct approach to policy makers in government - including Finance Minister
Aspe. Aspe shared the same ideology and was seeking to find policy solutions to diminish the size
and presence of the State in social services provision and a more active role for the private market
as ameans to attain a more efficient use of public resources. Thus the economic team in power
responded with important information and support.® This was particularly the case for the Finance
Ministry’ s faction that was then in charge of analysing IMSS reform. This team found in Funsalud a
space outside government that was insulated from interest groups, in which different reform
proposals could be studied and debated with no constraints or political considerations. Funsalus was
also a structured organization that had the financial and political resources to promote areform
proposal with which they shared a common ideology. *°

Among the proposal’ s elements that permeated the official health reform documents of the
Zedillo administration® were the need to attain universal coverage by the year 2000 through the

% EUNSALUD researchers had access to wide information sources from government organizations such
as the Finance Ministry, the National Institute of Statistics (INEGI), IMSS, CEDESS, and ISSSTE.

% One of the elements on which employers and technocrats coincided regarded the relation between
health and economy. That is to say, the relation between productive investment in equal, efficient, and good
quality health services with the increase in human capital, productivity, and competitive capacity. Fundacion
Mexicana para la Salud, Economia y Salud. Propuestas para el Avance del Sistema de Salud en México,
Vision de Conjunto, México: 1994

8 The National Developmet Plan (PND), the Health Sector Reform Program (PRSS) and IMSS’
Diagnostico.
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implementation of essential health service packages, the need to establish doctor eligibility asa
means to create competition and incentives for better performance, and the need for a clear strategy
to raise quaity and efficiency in the health organizations including reinforcement of management
capacity. Finaly, they also envisioned in the long run, the creation of a single hedlth care system
divided by functions, and not by target population groups with a considerably larger participation of
the private sector through, among others, the formation of new health management organizations
(HMO).

The Economia y Salud proposal was successful in putting the health issue on the public agenda
and in articulating the policy debate around the reform—with positions against and in favor of it.*
It also was successful in permeating the State’ s decision making on the health reform agenda.
However, due to the fact that the technocratic faction in the economic team with which Funsalud
had established a strong policy network lost the project to another camarilla and aso dueto itslack
of concrete short-term strategies for implementing the proposd, it did not manage to participate
with the technocratic team and thus had no control over the reform’s resulting policy
implementation plan.

In 1994, as the presidentia elections got closer, the PRI invited Jaime Sepulveda’ s team, the
Economia y Salud team, CEDESS, and Juan Ramon de la Fuente, director of the National
University’s Medicine Facutly, along with other public officias, to organise a group called Grupo
Asesor en Salud and prepare a health white paper to be incorporated into PRI’ s political platform
for the presidential campaign. This group worked for many months on a policy proposal® and
competed to have control over its end result. It also strove to establish closer links with the
technocratic faction of the economic team that was now in charge of the reform proposal, and was
working on presidential candidate Zedillo's government plan in a parallel arenato that of PRI
politics.

In spite of these efforts, the reform’ s content remained firmly under the control of the
technocratic team. This group took Funsalud' s input, as well as the white paper’s, but did not
establish a policy dialogue with any of the teams that had prepared them. Instead, it continued to
conduct its own analysis of other country experiences in the field of health care reform and decided
on the reform’s content, scope, and timing in an isolated manner away from the public policy debate
arenain which the other groups were operating.

In retrospective, what can be perceived are two different arenas where policy debate around
the reform was taking place. The following diagram 4 shows, in the top track, the insulated policy
arena where the different technocratic factions discussed and competed to control the health reform
project away from the debate and competition that was taking place simultaneously in the somewhat
more open—if still very exclusive—arena with the participation of social and other State groups —
represented in the bottom track. While the overall aim was social security reform, the content of the
proposal varied according to the arena on which it was discussed and negotiated. The grey areas
show the moments in which the health aspect of the socia security was discussed in both arenas.
Given the political power of the economic team, the content of the resulting reform gravitated
mostly around economic and financia issues, whereas the reform of the health component was only
central to the more open arena involving State and socia actors related to the social sector.

% For instance, Funsalud’s proposal was heavily criticized in a academic forum by the left wing
Xochimilco University group as a neo-liberal project that took away from the State its responsibility to
guarantee free and universal access to health care for the entire population.

% See Grupo Asesor en Salud (SSA-SHCP-CEDESS-Funsalud-Grupo de Prospectiva), Salud Para
Todos los Mexicanos. Lineas Estratégicas para un Programa de Salud 1994-200, noviembre 23 de 1994.
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Diagram 3
Population Distribution by Agency

Today Objective
Choice can be introduced Choice cannot be Choice can be introduced Choice cannot be
introduced Ontroduced
Characteristics: Characteristics
SrEreicies Characteristics - Middleincome groups -Low income groups
. i - Low income groupg - Pre-payment capacity - No pre-payment
> Lt S ST (RS - No pre-payment -Multiple primary health capacity
- Pre-Payment capacity capacity Care providers “Few health care providerg
-M U'mp'e.p”mafy health care - Few health care - Urban areas In the area
Providersin the area Providers in the area - Rural areas
Formal g
Informal 5
Economy Economy 3 > T
@ = 5]
5] 3 —
8 " s | s g & E
8 = B S 3 © 5 o
= 3 T 5 [ = 5} 3 5
c (§ = ks} = 3 % 3 N B
° 3 3 8 > TR
Q = > o = ®
f) 30 ||| ¢ = | ]
= = = | 2 g 8 g2

Source: Mexican Government, Health Reform Program, 1995 - 2000

The Reform Agenda, the Change of Administration, and The 1994 Economic Crisis

Thus, under the control of the technocratic team, the reform of IMSS hedth services had two
characteristics that relate them to the economic team’s socid sector reform agenda. Firdt, it could be
considered as an extension of the financia restructuring of IMSS insurance funds into the daily
operative process of IMSS health services; and second, it followed the principles used by the
technocratic team in socia sector reform—rationalization of expenditures, focalization, and
performance incentives among others. Also, as opposed to the pension reform, most of the policy
changes related to the health component could be pursued through administrative acts and decrees
internal to IMSS, without the need to amend the Social Security Law. This meant that there were
few ingtitutional requirements for consultation and the participation of interest groups in the field,
and that its timing did not have to abide by the legidative calendar.

In the early stages of reform formulation, a certain balance persisted between the reform
objectives related to pensions and those related to health services. These were the increase of
internal savings through the privatization of the pensions system; stabilising of IMSS finances
through the financial reengineering of the Ingtitute’ s core insurance funds (pensions and the health
component); and the expansion of and improvement in quality of IMSS health care services. It was
clear that the aim was to carry out an integral reform; one that would imply the transformation of
IMSS (the old actor in the health care system) and the creation of new actors, such as HMOs that
would cater for IMSS affiliates who decided to take the opt-out and quota reimbursement option
that was described above.

At the end of his mandate, President Salinas' economic cabinet presented the policy proposal
prepared by CEDESS. Given the proximity of the change of administration, it was decided that
further formulation and eventual implementation should take place during the incoming Zedillo
administration. President-elect Zedillo asked Borrego to remain as IMSS director and to develop a
political strategy to implement the reform (Interview, 05/5/99). Gabriel Martinez and his team had
aready started work at the Finance and Systems Division in IMSS with the political backing of the
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newly-appointed Finance Minister, Serra Puche.

The incorporation of Gabriel Martinez into IMSS was seen asa signa of the government’s
resolution to implement the social security reform. However, in spite of these preparations and the
fact that the incoming government counted on a reform proposal which was virtually ready to be
implemented, a series of political and economic events radically changed the country’s conditions
and with that, the possibility of an integral Socia security reform.

The December 1994 economic crisis, which resulted from the current account deficit and the
pressure this generated on the exchange rate, made the new government concentrate on one
objective: to stabilise the economy. The urgency to undergo economic adjustment and to bring
public finances back to equilibrium, reinforced the new economic team’s perception of the need to
restructure the pension system and to reorganise IMSS' finances. The IMSS directors shared this
perception of the urgent need for reform and reorganization, since the decrease in quota collection
as aresult of the economic crisis were putting the Institute’ s finances under sever strain (Interview,
04/13/99).

The public’s perception was that the depth of the 1994 crisis was largely due to the recently
appointed Finance Minister Jaime Serra Puche's mishandling of it and he was made to resign less
than amonth after he had been appointed. However, he did manage to negotiate for his
collaborators to remain in their posts in different ministries (Interview, 02/24/99). Thus Gabriel
Martinez and his change team, though deprived of their most important vertical link in their
network of support, remained in the IMSS and continued to pursue their reform agenda if under
much more constrained circumstances.

As the reform agenda was being adjusted to the new circumstances, the restructuring of the
pension system and the financial reorganization of the insurance funds were perceived as
indispensable conditions for the ingtitution’s surviva. But this was not the case with the reform of
the health component of socia security (Interview, 04/22/99). The decrease in the quota collection
became in itself an obstacle for the implementation of the health component reform, due to the lack
of resourcesto pay for the transition.

Thus, as an outcome of the December 1994 economic crisis, the reform of the socia security
pension scheme gained priority status on the public agenda, but the impetus for an integral reform
that would pursue IMSS pension and health provision reform simultaneoudly, was lost. By early
1995, the Zedillo government had decided to concentrate its political and economic capita on the
pension reform and the reorganization of the Institute’ s finances, and to leave the health component
for a second stage. Nevertheless, there were severd attempts at reincorporating the health reformin
part or inits totdity, and a few elements —notably those that did not require an open confrontation
with IMSS bureaucracy and its union—did reach the implementation stage.

Negotiations within the Executive (1995)

The formal process of reform of the Social Security Law began with President Zedillo's
gpeech in the LXXVI IMSS Generd Assembly, held the 25th of January, 1995. In his message, he
summoned the Ingtitute’'s community to carry out an assessment of the IMSS, and invited different
socia groups, particularly workers and employers, to participate in the debate. However, given that
at the moment this invitation was made, the government had brought the socia security reform
proposal to near completion, this exercise aimed more at complying with aformal exercise of policy
dialogue, than with promoting real participation in policy decision making by the groups being
addressed.

In March 1995, less than two months after the President had formally invited all groups to
participate in the IMSS assessment, the IMSS directors presented the Diagnéstico document. The
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Diagnostico document stemmed in fact from the Proyecto Aguila, which had been prepared by
CEDESS in 1994. IMSS officias describe it as the “public relations’ version of the IMSS reform
contained in the Proyecto Aguila (Interview, 10/06/99). In smple direct terms, it stated the
problems faced by each of the Socia security funds and the administrative difficulties faced by the
agency asawhole. It doesit in away that the Proyecto Aguila reform proposal would be seen asthe
plausible solution to these problems. Under these circumstances, when the Diagnostico document
was made public, it was immediately rejected by the IMSS union on the grounds that it had not

been invited to participate in its elaboration (Interview, 5/05/99).

Assoon as IMSS' Diagnostico became public, the Institute began to implement a series of
political strategies directed to overcoming possible resistance and trying to avoid the formation of a
coalition of resistance—probably around the IM SS union—as had happened a decade earlier. A
media campaign was launched to inform public opinion about the IMSS situation and the need to
carry out the reform. Information was guided to present the government’s reform project as the best
possi ble option, seeking the support of public opinion (nterview, 5/VV/99). Simultaneoudly,
negotiations were started with the business and corporate leaders, notably the CCE, and with
representatives of the official labor sector movement for the same purpose.

The Diagnégtico did not develop proposals to solve the problems, but these were made public
in another IMSS document, called Hacia el Fortalecimiento y Modenizacion de la Seguridad Social
%* presented in mid-1995. The comparison between this document, and 1994’ s Proyecto Aguila,
clearly shows how the government’s intent to reform the IMSS health component along with
pensions, had dwindled. Health reform was reduced to little more than the re-formulation of the
tripartite quotas for this insurance fund and the expansion of coverage through the creation of a
Family Health Insurance (SSF) by which informa workers and their families could have access to
health care through a voluntary and partly subsidized health insurance scheme. Notably, the
controversial opt-out and quota reimbursement policy, which if applied systematically might have
significantly transformed the IMSS, remained as part of the proposal — abeit without
acknowledging the need to establish clear and non-discretionary regulations for that purpose.

During the same time that the Diagndstico document was made public, the Proyecto Aguila
was presented to the new economic cabinet. The cabinet appointed pension and health committees,
comprised of representatives from various ministries, such as Finance, Labor, and IMSS, to refine
the reform proposals (Interview, 05/11/99). The points of dissension were negotiated in the
following months within the cabinet’ s technical committees away from public scrutiny. For
instance, in relation to the pension scheme, while the Finance Ministry economists were in favor of
letting each worker choose his’her own pension fund, the Institute representatives favored the
option of having either the union or the employer chose it for them (Madrid, 1998). Also, there were
lengthy deliberations about the optimal share of employer and employee socia security
contributions,” and that of government.*®

% IMSS, Hacia el Fortalecimiento y Modernizacién de la Seguridad Social, 1995.

% Enrique Davila, then chief of staff of the Finance under-secretary, and Carlos Noriega, chief of staff of
the Finance minister, lobbied in favor of a fixed quota to finance the lllness and Maternity fund. The Labor
Ministry’s lawyers opposed this, arguing that it contradicted the constitutional principle of equity and
redistribution. Finally, they agreed upon a fixed government and employer contribution for employees with
salaries below three minimum wages; plus a worker/employer’s contribution as percentage of the base salary,
paid on salaries above three minimum wages (Interview, 04/16/99).

% An increase in the government’s quota share was perceived by several of the policy makers in charge
of the reform as an essential condition to implement the proposed fixed quota financing scheme for the lliness
and Maternity insurance, and at the same time achieve the fund’s financial equilibrium. Therefore, several
officials of the Ministry of Finance lobbied the Minister in favor of these measures, and got him to accept them
(Interview, 04/16/99).
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It was during this period of reform formulation and negotiation within the closed arena of the
Executive power that a deliberate decision was taken to exclude any element concerning the
restructuring of the health component of Socia security. The Law initiative would include only the
changes to the pension system and the financing regime of the funds. The health care reform was
abandoned at that moment because it was thought that including additional e ementsin the Law
initiative would burden the policy agenda, and the political feasibility of the priority reforms would
be put in jeopardy (Interview, 04/13/99). Thus, without the direct pressure from groups against the
IMSS health reform, the economic change team chose to discard it and not to saturate the policy
agenda.

The possibility of implementing the health care reform through modifications to internal rules
and regulations, without changing the Law, played amagjor rolein that decision (Interview,
04/16/99). It was thought possible to move the reform process from a legidative arena that was
open to the influence of many actors, to an IMSS internal arena, where the process was exposed to
the influence of fewer actors, in spite of the fact that the union’s influence increased.

The final reform package for the IMSS health component included the following elements:

Financia restructuring

Deconcentration and rationalization of the IMSS

Institutional model for comprehensive health services (MIAIS)

Medical areas for deconcentrated management (AMGD)

Family hedth insurance (SSF)

Family doctor dligibility and performance incentives in family health care centers
Performance incentives

O N O O B~ W DN PR

Costing according to diagnosis-related groups (DRGS)
9. Contracting-out of health services

It can be argued that six out of the nine reform components are related to the rationalization of
resource management for the sake of a more efficient use of the latter. At the same time, many of
these policy proposals were linked with the Zedillo administration’ s health reform program (PRSS).
Notably, this includes the creation of the Family Health Insurance, aimed at expanding the social
security’s health component’ s coverage through a health insurance scheme for workersin the
informal economy. The other element that ran along the lines of the health reform program was the
creation of the AMGDs, since it was a decentralization effort paralel to that of the Ministry of
Health services.

The reform initiative related to the systematic application of the opt-out option that would have
triggered the transformation of IMSS and given the incentives for the creation of the new actorsin
the sector —the HMOs- was not included in the reform package, but remained present as part of the
Social Security Law initiative that was presented to Congress.

Opening the process? A forum for consultation (late 1995).

Once the reform’ s content was agreed upon within the Executive in the cabinet’ s technical
commissions, labor and business leaders, together with public officials were invited to participate in
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aforum to discuss the reform. This was part of the formal reform process called Comision
Tripartita para el fortalecimiento del Instituto Mexicano del Seguro Social.

The formal objectives of the seven technical commissions integrated within this forum were to
anayse the problems of each of the IMSS insurance funds, and to present policy proposals.
Nevertheless, there was a tendency to direct the reform content to what had aready been decided
within the Executive (Interview, 04/15/99). On November 1995, the Comision Tripartita presented
to President Zedillo its final document called the Propuesta Obero-Empresarial de Alianza para e
Fortalecimiento de la Seguridad Social *

Although it was a joint labor-business-government document, the proposal clearly reflected the
government’ s policy priorities. For instance, as aresult of its deliberations, the tripartite technical
commission articulated the following fundamental goals: to reach universal coverage; to attain
financia sdlf-sufficiency; and to improve the quality, efficiency, and satisfaction of service
provision. The concrete measures to improve the quality of the service were: doctor digibility,
capitation, and permanence and productivity incentives.®® It also recommended an increase in the
government’ s quota share and the systematic implementation of the opt-out and quota
reimbursement mechanism.

The formulation of the reform proposal was formally attributed to the Comision Tripartita,”
but its capacity to influence the reform agenda was practically null. More than areal negotiation
and consensus building, it was an exercise with which the government fulfilled, in aforma way, the
requirements for the sectors' participation in the process. The intention was to present the document
asalabor-employers proposa to weaken possible SNTSS' arguments against the reform, when in
redity it had been previoudy negotiated, even with the CTM and the CCE (Interview, 05/5/99).

Once the president gave his approval to the reform proposal, the process was opened to
participation of awider group of actors. Negotiations within the Executive halted and lobbying
started within the Congress (Interview, 05/5/99).

LEGISLATION (NOVEMBER/DECEMBER 1995)

The IMSS director, Genaro Borrego, who had been given the task of negotiating the
Executive s reform initiative with labor, business, and the IMSS union, was again commissioned to
lobby for it in Congress. It was his political brokerage experience as aformer PRI president, former
governor, and former PRI Senator that gave political feasibility to the technocratic reform proposal
prepared within the Executive. In the Legidative arena, the SNTSS, the main actor lobbying against
the reform proposal, was able to exert a significant degree of veto power through its influence on
legidators unwilling to be at odds with organized labor. But this proved to be insufficient to veto
the pension reform, which was a priority for the Executive.

On November 9, 1995, President Zedillo presented the initiative for the New Socia Security
Law before Congress. The reform proposal for the pension system that appeared in the initiative is
very similar to the one formulated in 1994 in Proyecto Aguila. The health component reform

% Presentacion al C. presidente de la Republica, Ernesto Zedillo Ponce de Ledn, de la propuesta
Obrero-empresarial de Alianza para el Fortalecimiento y Modernizacion de la Seguridad Social,1°de
noviembre de 1995.

% These measures were intended to generate quasi-market mechanisms and competition as incentives
for medical personnel to improve quality of services.

% |n the speech following the presentation of the labor-employer’s alliance propositions, President Zedillo
committed the government to “respond” to their proposals.

61



I1. Policy Process

initiative had been significantly reduced, but still contained the modifications in the tripartite quota
contributions that would bring fresh resources to the Institute and the creation of the Family Health
Insurance. However, the reform initiatives contained in the joint tripartite proposa'® and the
Proyecto Aguila, that required the modification of the IMSS collective labor contract, or had the
potential to have an impact on labor conditions, were dropped from the agenda. Such was the case
of the doctor digibility initiative and the modification of doctor’s payment to introduce incentives
to permanence and productivity and eventually, capitation. At this stage, the reform initiative still
contained the Law amendment for the more systematic implementation of the opt-out policy.

The limited nature, both in number and scope, of the proposals geared at reforming the IMSS
health component that were incorporated to the Law initiative before it was presented in Congress,
leads one to conclude that the idea of an integral IMSS reform was abandoned even before it was
formally submitted for legidation. Following lobbying and negotiations in Congress prior to the
reform initiative' s formal presentation, the IMSS directors were led to conclude (and therefore to
warn the economic team) that if the health component was included in the Law initiative, it would
not be approved in the Legidature (Interview, 04/13/99). So given that the centra objective of the
economic team and the President’ s was to ensure the approval of the modifications to the pension
system and the Institute’ s financial regime, the initiative was divested of the health component
issues mentioned above.

Indeed, the relative importance of each of the reform’s components, and thus the probability
that it would be included in the Law initiative, can be traced back to which actors supported it, and
to what extent. In the case of the pension reform, it was clear to al actors that the President was
committed to it, and that to oppose this initiative would have been politicaly very costly (Interview,
04/16/99).

In the case of the reorganization of the IMSS financing scheme, the thrust of the support came
from the Finance minister and one of his under-secretaries (Interview, 04/16/99). This was decisive
for itsinclusion in the new Law.

Concerning the health component, no one clearly supported its inclusion in the Law initiative.
On one hand, neither the Office of the President, nor the Finance Ministry was committed to it. On
the other hand, the IMSS directors perceived that they did not have sufficient political capital, and
enough economic resources to promote it on their own. '°* Likewise, the IMSS directors considered
that the restructuring of health service provision could be implemented at the administrative level,
through the modification of regulations, without the need for Law amendments (Interview,
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05/11/99) (Diagram 6).
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Finally, the incentives for the Ingtitute' s directors to reform the health component diminished
once IMSS' financial short-term problems were solved as aresult of the fresh public resources
mandated in the new Law. With the pension system’ s restructuring and the reorganization of the
health component’ s financing scheme, the reform of the health component was not perceived as
urgent anymore (Interview, 05/11/99). Diagram 7 shows that the IlIness and Maternity Fund solved
its deficit problems as of 1997, when fresh funds were introduced. However, expenses continue the
same trend, reflecting no signif icant impact of any cost containment measures.

Diagram 7
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APPROVAL IN CONGRESS

Before the reform project had been sent to the Lower House, the IMSS director, Borrego, who
had been in charge of brokering the reform, felt resistance from various opposition legidators. The
opposition even included some PRI legidlators, who still resented having been forced to vote in
favor of the Executive' s highly unpopular proposal to increase the Valued Added Tax by 50%, and
were thus reluctant to vote in favor of it (Interview, 05/5/99 b).



Enahancing the Political Feasibility of Health Reform: The Mexico Case

With this perspective in mind, the IMSS directive implemented a political strategy to obtain
the project’s gpproval in Congress. Alongside its media campaign to inform public opinion and
generate socia support around the reform proposal, it lobbied in favor of the project among key
interest groups, such as labor unions, pensioner’ s organizations, and the business community. Some
government officials think that the IMSS directors might have recommended including the opt-out
and quota reimbursement initiative in the Law. This would have been less a matter of reforming the
IMSS—if approved, but smply to serve as a bargaining chip to be used during negotiationsin
Congress (Interview, 05/5/99 b).**

At the same time, the IMSS directors sought to establish personal contact with PRI
representatives to explain the reform’s content and try to convince the dissidents and the indecisive.
In coordination with the IMSS directors, a number of politica operators lobbied in favor of the
project within the PRI’ s legidative fraction. Among them, the president of the Congress' High
Commission (Gran Comisién) and one PRI member with political power within each of the party’s
sectors. Due to internal party alliances and bargaining calculations around policy issues—plus the
fact that their interest were not at stake—the National Peasants Confederation did not present major
resistance to IMSS reform. However, CNOP members, and specialy CTM members, presented a
major challenge.

Legidators who belonged to PRI’ s labor sector manifested strong resistance to the reform
project. This was especidly true for representatives with links to labor unions. Algandro Audry, a
PRI congressman and Political Action Secretary of IMSS union, was one of the most fierce and
vocal opponents of the reform.*® The lobbing among congressmen included pork-barrel strategies
in the form of perks and benefits to individual congressmen (Interview, 05/5/99b). The President
himself participated in lobbying the National Action Party by holding conversations with PAN’s
president. The PRD, however, manifested its unconditional intention to vote against the project
from the start.

In spite of thisintensive lobbing activity, the Executive's project for social security reform
faced such opposition in Congress,"** that only the PRI’ s legislative majority - which still prevailed
in 1995 in both Houses, granted a fast approva, with no substantial modifications, of the New
Socia Security Law initiative. In spite of their disagreement with the reform proposals, PRI
members abided by party discipline.

Two of the left wing opposition parties, the Party of the Democratic Revolution (PRD) and the
Labor Party (PT) opposed the reform on ideological grounds. The National Action Party’s position
was more ambivalent. On the one hand, privatization of the pension system was in accordance with
the party’ s principles; on the other, PAN legidators were preoccupied with the political costs of
their support for the Law’s approva (Madrid, 1998). PAN representatives voted within the party to
define the party’ s position regarding the reform proposal. In spite of the national party leader’s

192 And indeed this was an element that generated great resistance from the SNTSS, but was not crucial
for the Executive’s project, so it could “yield” to the union’s pressure. During the bargaining process in
Congress for the approval of the new Social Security Law initiative, this amendment was dropped by the
Executive when legislators, concerned with the IMSS union reaction, conditioned their vote of approval of the
entire new Law on the elimination of this amendment. Also, given that the pension reform required a large
amount of political capital, the technocratic team decided to diminish the number of points of confrontation with
the largest union in the country. The he Social Security Law, as it stood, allowed albeit in a very vague manner
for the opt-out option as well as for the contracting-out of health services. Reformers decided to pursue these
issues through new regulation and administrative acts, thus avoiding the further politicization of the issues.

18 Audry voted against the first version of the reform proposal, but yielded at the end changing his vote.

104 Resistance to the reform was so strong, that sacrifice of the financial restructuring of the insurance
funds was considered, so the reform of the pension system could be sanctioned (Interview, 04/19/99).
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lobbying effort, only 18 congressmen voted in favor of the reform, 54 voted against it, and 19
abstained. Some political observers think that PAN representatives received instructions to vote
againgt the initiative to further undermine political support for the PRI (Interview, 8/4/99).

Although the Law initiative' s final version contained more than 60 modifications, it essentialy
maintained its original orientation. As was expected, the most significant modification was the
retrieval of Law amendment stating the conditions and requirements to sanction opt-out agreements
in a non-discretionary manner.*®

The initiative for the New Socia Security Law was approved in the Lower House on
December 7, 1995 with 289 PRI votesin favor and 160 votes against it. A few days later, it was
sanctioned in the Senate with no modifications on December 12, 1995. The following diagram
shows the position of the different groups that were involved in the approval of the Social Security
Law, aswell astheir level of influence (Diagram 8).

1% The IMSS union’s intent was to eliminate the article in the Law that currently grants the possibility of
guota reimbursement altogether. However, after the New Law’s approval, the article remained the same as it
was in the original Law — with the exception of modifications to the procedure to obtain quota reimbursement.

Diagram 8
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IMPLEMENTATION (1996 —1998)

After the new Socia Security Law was approved in Congress in 1995, the pensions reform
implementation was started right away. A transitory article mandated the rest of the reform —i.e. the
health component - to start implementation in 1997, to alow the Institute to prepare for policy
change. Thus the reform process gravitated back to the IMSS arena, where the reform package for
the health component of social security was being formulated.

The technocratic team in IMSS working in the Finance and Systems Department under the
leadership of Gabriel Martinez, continued to work closely with its counterparts in the Finance
Ministry, who were in charge of reforming the social sector. Now, however, they were working
from a position of weakness given Serra Puche' s resignation as Finance Minister back in 1994. The
change team was forced to negotiate and look for consensus with the other groups within IMSS,
noticeably with the SNTSS, in order to implement its policy change initiatives. Moreover, because
the health reform was not a priority in the Executive' s agenda, and a potential labor conflict within
the Institute is aways a serious matter for concern — due to itsimmediate visibility, the IMSS
directors' s support for the reform initiative was less than whole-hearted.

The principal obstacle within IMSS that any reform initiative facesisthe SNTSS' resistance to
change (Interview, 05/5/99), and the union had regained its position of power as soon as the new
Law was approved and the reform entered its implementation stage. The SNTSS is the second
largest union in Mexico, with 350,000 members. Practically all IMSS personnel are affiliated with
the union,'®® leaving little room for maneuver to the Ingtitute’ s directors. Since the repression of the
medica movement in the mid-sixties, the possibilities for the doctors to organize as an interest
group was congtricted, and the only channel for collective action open to them was the IMSS union.
Therefore, the IMSS union counts on doctors and nurses as well as administrative and maintenance
personnel.

The union’s political strength is based on a series of factors, including the size of its
membership. The average education level of its members, especially doctors, allows for the
development of an agenda of its own and sophisticated policy proposals. The union has contacts
with other palitical forces with high mobilization capacity, like left wing parties and guerrilla
movements.’ Finally, it has a presence at the national level as service purveyors and its daily
contact with the population alows it to generate a base of support loosely tied to that of the
government.

On the other hand, due to the size of the union and its members’ heterogeneity, it is very
difficult for the leaders to maintain control over al its sections. It has happened on severa
occasions that the unions' membership gets mobilized and the leadership is disowned. In 1990, just
after a conflict with the Ingtitute' s directors over the review of the collective labor contract, a
dissident faction took control of the union’s leadership. The new leaders, with a work agenda of

1% When one of them is appointed for an important position within the organization, he has to ask for a

temporary leave authorization from the union. So, although formally he is considered a middle level employee,
his loyalty stays with the union and he rarely opposes it.

% The IMSS union has strong representation in some of its sections of left-wing opposition parties,

particularly the PRD, as well as confrontational political groups with close ties to EZLN in Chiapas. A brother of
Miguel Angel Saenz, the union’s leader for eight years before Antonio Rosado, belongs to the National
Liberation Front, a guerilla movement. Margil Yafiez, second in rank to Sdenz and a member of he SNTSS
leadership is the brother of GermanYariez, the military strategist of EZLN in Chiapas. It is not surprising then
that left wing ideologies and strong opposition to the neo-iberal agenda are preeminent within the SNTSS.
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their own, confronted the IMSS directors with greater strength. Currently, their main objectiveisto
avoid, or in any case minimize, the negative impact of IMSS reform on the union’s interests. It is
particularly concerned with the possibility of the full or partial privatization of the IMSS and
possible personnel cutbacks (Interview, 04/21/99).

Furthermore, the SNTSS has joined the independent labor movement that, since the early
nineties, intends to establish its independence from the government and the rest of the official
organized labor movement. This has been an important element for consideration in the
government’s policy decision making. In this context, the support offered by the IMSS directors for
any reform proposal depends on its assessment of the political costs and benefits of backing a policy
initiative. Without the President’ s political backing or the support of the core ministries, the IMSS
finds itself done vis a visa union with high mobilization capacity, that has shown its willingness to
exercise collective action in defence of its interests, thus raising the political costs of an open
confrontation.

ANOTHER ATTEMPT AT HEALTH REFORM

The opt-out and quota reimbursement initiative—the most controversial policy proposa in the
IMSS health component—stands as a case in point. After the economic team’s decision not to
present it as part of a Law amendment in Congress, political support was going to come from
outside IMSS. An ad hoc inter-agency group similar to the cabinet technical commissions was put
together within the Executive in 1996 to study the need to regulate the private health sector and the
emerging Health Management Organizations (HMO) market. Because the initiative was
intrinsically related to the opt-out issue,*® the long standing discussion about the possibility of
establishing a more systematic opt-out option mechanism for IMSS &ffiliates was renewed within
the economic team in the Executive.

This inter-agency group formed by officias from the President’ s Office, the Finance Ministry,
the Hedlth Ministry, and the IMSS started to work on a policy proposa to regulate both the IMSS
opt-out policy, and the Health Management Organizations (HMO) emerging market. This would
have triggered the reform of IMSS, as the old actor in the sector, while smultaneoudly creating new
actorsin the sector that would be prepared to assume part of IMSS' responsibilities. But, once
again, the possihility of a confrontation with IMSS' union, and its political consequences, led the
group to postpone the former and to carry on exclusively with the latter. Political considerations
were not the only concern this group had when it decided to postpone the issue once more. The
other reason behind not pursuing this line of policy change was the lack of documented proof that
the implementation of the opt-out option and quota-reimbursement scheme was going to have a
positive impact on the health system asawhole — or that of IMSS' affiliates (Interview, 05/11/99).

Furthermore, given that the new Social Security Law had augmented the government’s
participation in IMSS funding, the group of businessmen who had been |obbying to have the opt-out
policy implemented failed to present convincing evidence on the financial soundness of quota
reimbursement. This was true for both parties—IMSS and the businesses'® Also, the

1% Since investors in the HMO market are interested in catering to IMSS affiliates who would look for

services in the private sector if the opt-out option were to be applied.

% The new Social Security Law has significantly diminished the quota amount required from the
business sector by augmenting that of the government. This fact not only diminished the business sector’s
urgency for quota reimbursement, but strained the feasibility of paying for similar services to private providers
with the reimbursement of the new quota.
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economic team was aware that the private health sector was not prepared to absorb a sudden
increase in health services demand, since with few exceptionsit is concentrated in the major urban
centers. It continues to be a very desegregated market with very small unregulated providers
scattered unevenly throughout the country (Interview, 05/11/99).

As aresult, when the reform initiative to create and regulate the new HM Os was ready, the
inter-agency group decided to introduce a Law amendment separate from the social security
legidation, and instead sought to modify the General Law of Mutualist Insurance Societies and
Ingtitutions. The decree to reform the Law was presented to the Lower House on April 1999. It
stated that changes were needed in order to establish aregulatory body for the medical pre-paid
market that had operated in an anarchic way during the last few years'® The decree initiative was
approved in the Lower House with the favorable vote of al the political parties, and was sanctioned
by the Senate in November 1999.

Policy makersinvolved in the reform initiative expect that with the regulation of the health
business market, investors would be given certainty, and thus there would be a significant increase
in private health infrastructure. This development would then contribute to solve what has been ade
facto obstacle for the opt-out and quota reimbursement policy implementation.

Finally, a better developed and more regulated private health provision market would create
incentives for current IMSS affiliates with purchasing capacity — and particularly their employers —
to press for the opt-out policy to be applied (Interview 10/10/99).

If this happens, in the long run, it would be conducive to IMSS downsizing and effective
reform.™*! Thus the health system would be significantly transformed in the direction envisioned by
the economic team in the official health reform proposals—both sector wide, and for IMSS—
without the need for direct political confrontation with the IMSS union. This scenario shows that
the technocratic team at present eschewed short-term comprehensive and State-directed change, for
gradud in the long-run change brought about by market incentives. Both the creation of the new
actorsin the sector (i.e.,, the HMOs), and IMSS integrd reform are therefore only in the making.

CLOSING REMARKS: KEY POLICY NODES AND ACTORS

Asthe Zedillo administration is coming to an end, the IMSS financial restructuring iswell on
itsway. The significant increase in the government’ s quota participation—a result of the new 1995
Socia Security Law—restored IMSS actuarial equilibrium. The change team within IMSS, now
heading the Finance and Systems Department, managed to complete the financial reengineering of
IMSS' insurance funds—with the exception of pensions, which have been privatized. This
eliminated cross-subsidies among them and made resource allocation more transparent. The Family
Health Insurance scheme has been operating since 1997 and has affiliated 300,000 families, but it
still needs to expand more aggressively if it is to meet the government’s stated goa of increasing
access to IMSS hedlth servicesto al familieswith

9 The fundamental goals for the regulation of the HMOs’ operation are to promote market development,

give certainty for investment, and guide and protect the consumer. “Exposicion de motivos a la “Iniciativa de
Reformas a La Ley General de Instituciones y Sociedades Mutualistas de Seguros”.

1 some people think that a mass exit of IMSS users towards private health purveyors is highly

improbable, basically due to the cost differential between public and private institutions. On the other hand,
there are elements that would favor the choice for private providers, such as reduced waiting time, quality of
service, and status. Therefore, the outcome of the opt-out if it were applied, remains unclear.
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purchasing power who work in the informal sector. All the other policy changesin the IMSS hedlth
reform package (i.e. the integral model of health services delivery, AMDGs, family doctor
igibility, the use of performance incentives, DRGs and contracting out services) are still in the
pilot phase under the close scrutiny of IMSS union leaders. The opt-out and quota reimbursement
policy has largely been left untouched. ™

The analysis of the social security reform process, including its health component, brings to
light three major veto points. The main veto point was located within the Executive, during the
period of policy formulation. All external actors, including the SNTSS, and to a great extent, the
IMSS directors proper, were excluded from this arena and precluded from participating in the
decision-making process. The veto point located in the Executive, where factions from the
economic team stemming from the core ministries battled to influence it, was crucia to the reform
of the IMSS health component. This was where that it was decided to approach the reform through
regulation and administrative actions, rather than resorting to the amendment of the Social Security
Law.

The second veto point was located in Congress, specificaly in the Lower House, during the
process of approval of the new Law. In this case, PRI legidators vetoed the amendment that sought
to make a more systematic use of the opt-out option as a condition to vote in favor of the pension
system reform and the financia reorganization of the other insurance funds and benefits. The IMSS
union that opposed the modification of the article that regulates the opt-out option because it
perceived it as a dangerous precedent for the privatization of the Ingtitute, exerted pressure on
legidators from different parties in order to have them veto the proposal.

Although the IMSS union cannot have direct participation in the legidative process, PRI and
PRD legidators take into consideration the union’s opinion when deciding their vote. Asone PRI
legidator put it, “PRI representatives do not like to vote against labor unions” (Interview, 05/5/99).
Thus, perceiving the political costs of voting for an unpopular initiative, they constituted themselves
in veto groups and voted againgt it. PAN legidators, athough initially and ideologically in favor,
voted against the Law’ s approval after earlier suggesting many modifications to the Law initiative,

Finally, the third veto point was located within the IMSS during the implementation period. In
this arena, the SNTSS congtituted the principal veto group. The strength of the union is enough to
control and in some cases block the change team’ s reform proposals. The change team, with no firm
support from stronger factions in government—particularly from the President and the economic
team—needed to negotiate any undertaking regarding policy change implementation. This has
affected the speed and scope of the reform process and makes the implementation of an integral
hedlth reform very difficult.

In view of this political stalemate, any potentia for an in-depth reform of IMSS health service
provision remains rather unclear and in the far future. Reformers foresee that a consolidated private
health provision market—following recent Law amendments—would set in motion political
pressure to implement the opt-out option, and thus reform IMSS.

1z Interestingly, there are contradictory explanations from both State and society actors as to why its

implementation did not go ahead. While some contend that the regulatory body needed to implement this
policy is ready, but there was no political will to put it in practice; others contend that the technical complexity
behind itis such, that the regulatory body is yet to be made operational.



I1l. CHANGE TEAMSAND OTHER POLITICAL STRATEGIES

This chapter analyzes the characteristics and policy strategies of the groups involved in the
reform process of the health component of social security in Mexico. It describes the configuration,
location, expertise, and previous policy experience of the set of groups that analyzed policy options
for the health reform and sought to influence decision making around it by preparing aternative
reform projects.

The andlysisis based on the assumption that a change team is created as a strategy in and of
itself, to bring about policy reform.**® The political economy literature defines a change team as a
small group of technocrats isolated from other groups in the political arena and whose capacity to
operate and pursue policy change depends on the support of a high ranking public officia
(Waterbury, 1992). Change team members share a common view on policy priorities, and asimilar
ideology with regard to the role of the State and the market in public policy.

While many groups aspired to lead the reform process by becoming its change team, not all of
them were able to convene the skills and networks needed to become one. Each group’ s relation to
the powerful economic team in the core ministries—Finance, Commerce, the Office of the
President, and the Central Bank—proved decisive in determining their access to decision making
and, thereafter, to being empowered to confront resistance to change from other groups.

Because the creation of a change team isitself a politica strategy geared at pursuing areform
agenda, besides describing the characteristics of each group, the chapter discusses the formation of
each group as astrategy to try to influence the reform process. It also examines some of the choices
on political strategies the individual groups considered, such asinsulation vs. consensus building or
incremental vs. comprehensive policy change, in their attempts to enhance the political feasibility of
their reform proposals. Finally, using the experience of the attempt at reforming the IMSS health
care services, the chapter evaluates the pertinence of using change teams as a strategy to promote
comprehensive reforms in pubic hedlth care provision.

THE ECONOMIC CHANGE TEAM

Economic reform in Mexico was promoted during the eighties and nineties by a small group of
technocrats whose careers were based at the financial and economic government agencies, defined
here as core ministries. The key members of the technocratic group—in power since 1988—are
Carlos Sdlinas, who was Planning Minister under Miguel de la Madrid, and then President of
Mexico (1988 — 1994); Pedro Aspe, who was Finance Minister during the last year of Dela
Madrid’s government and during the Salinas administration; José Cordoba, who was Chief of Staff
under Salinas, Jaime Serra, who was Commerce minister from 1988 to 1994 and Finance minister
during the first three weeks of Zedillo’s administration; Ernesto Zedillo, who was Planning Minister
from 1988 to 1992, Education Minister from 1992 to 1994, and President of Mexico (1994 — 2000);
Luis Tellez, who was Agriculture under-secretary during the Carlos Salinas administration, Chief of
Staff in the Zedillo government from 1994 to 1997, and Energy Minister since 1997; and Guillermo
Ortiz, who was Finance Minister from 1995 to 1998 and currently heads the Central Bank.

s Waterbury describes them as “efficient instruments government leaders may use to promote socio-
economic reforms” (Waterbury, 1992: 192).
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This team had ideological and programmatic cohesiveness. Its members shared a high leve of
technical education and a commitment to the principles of economic liberalism. However, given
Mexico'sinformal rulesto designate the presidential candidate for the incoming administration,***
this cohesiveness in ideology and policy content was not reflected in the political maneuvering of
the team’s members, since severda of them aspired to the presidency. Thus, at least two factions or
camarillas can be distinguished within the economic team, that competed for political power. The
competition centered on the control and development of the strategic projects that were assigned by
the President or his close aids, and by the number and nature of the government positions each
faction could win for its members. These dynamics left their imprint on the social security reform
process from its outset, since the economic team'’ s factions competed for the control of the project.

The Ministry of Finance as a promoter of the Social Security reform

The first technocratic faction, based at the Ministry of Finance and the Central Bank,
developed, a project during the early nineties to privatize the retirement pensions system. For this
and other reform projects, Finance minister Aspe had created a change team with very young and
highly trained economists, mathematicians, and actuaries, who shared a nec-libera ideology and
had as their main god, the reform of the State (Waterbury, 1992). Team members were isolated
from the rest of the bureaucracy in both agencies, and from other interest groups, so asto avoid any
possible external pressure on the project’s formulation.

The group had broad horizontal networks of support with other technocrats in various
government agencies, who shared the same vision of the role of the State vis-a-visthe economy and
State-society relations. But their most important vertical network of support ssemmed from the
Finance Minister. With the economic reforms consolidated, Aspe had now turned the agency’s
efforts into implementing second-generation reforms (i.e., socia sector reforms). The rationae
behind this agenda was the impending negative impact on the public finances that an inefficient and
financially unbalanced social sector could have.

The Finance minister and important members of his team had been directly involved in the
economic reform of the eighties and nineties. Under the premise that al sectors could be reformed
following a similar strategy, they envisioned applying the policy strategy that had been successfully
used in the first generation reforms in which they had participated. Thus, as was the case during
economic liberalization, the team sought to modify the structure of rules and incentives relevant to
the pension scheme, and trigger policy change by letting the actors in the socia security sector
respond to the new rules of the game.

Their first project related to social security was implemented in 1992 in the form of the
Sstema de Ahorro para el Retiro (SAR). However, since the team felt this reform was incomplete
asit had failed to fully privatize the pension scheme, it set about to work on a more comprehensive
reform project still under the leadership of the Finance minister.

The members of the Ministry of Finance/Bank of Mexico team shared a vision of the type of
pension reform to be carried out. In accordance with the tenets of economic liberalism, the group’s
objective was to develop and implement a fully funded pension system with individua accounts.
Thiswould give rise, in their opinion, to a scheme with a better structure of incentives, and at the
same time, would reduce the financia risk that the pension system presented to the

™ Under this system, for the last 70 years the President in turn names his successor from a member of

the Cabinet at his discretion.
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public sector’s finances. The mechanisms they resorted to in their reform proposa were
privatization, market competition, and eligibility of service purveyors.

The project leaders were the same ones who had led the SAR project, with the support and
under the supervision of the Minister of Finance. They brought with them their previous experience
in policy reform; specificaly, the first attempt at pension reform. This previous experience would
influence the content of their new reform proposal, as well as their strategies to implement it.

Because of its size and impact on the economy, Aspe perceived an urgency to start social
sector reforms with the restructuring of the pension system. Although the team was aware of the
need to restructure the health care component of the social security system as well, they considered
it only margindly.

During the development of their reform proposal, and through personal contacts with the
business community, the Finance/Central Bank team established an informal policy network with
the like-minded private think tank, Funsalud. Aspe’ s team would provide information relevant to
Fundud' s research project in return for the think tank’ s knowledge and expertise on social security
matters, particularly in the area of hedlth care provision. Thisinformal relation, though, did not
mean that the technocratic team granted Funsalud any possibility to influence the decision making
process. The Finance Minister’s team was aware of the need to reform the IMSS health services,
and was thus interested in establishing contacts with other groups in and outside the State working
on the issue. Nevertheless, the team was not considering the implementation of the health reform
alongside its pension reform project.

A politica struggle between the two rival camarillaswithin the economic team ledto a
takeover of the pension project by the faction led by the Office of the Presidency, and the Finance-
Central Bank team was forced to abandon the project by mid-1993. The Under-Secretary of
Finance, who belonged to the faction led by the President’s chief of staff, assumed control of the
project, and designated his chief of staff as project leader (See Diagram 9).

Two alternative explanations for this takeover have been put forth. On the one hand, the
substitution of the Finance minister for a Finance Under-Secretary of the same ingtitution, but with
aclose link to the President’s chief of staff, may have amed at establishing amore direct link
between the pension reform project and the President, thus helping to insulate it from the internal
political struggle surrounding the presidential succession (Interview, 8/04/99). The takeover could
also have been aimed at establishing a clearer line of control between the President and the new
change team, regarding the reform’s content. On the other hand, the replacement of camarillas
within the economic team might have responded to internal competition in view of the presidential
succession, in which the camarilla of the President’s chief of staff responded to pressure by
government factions unhappy with the slow pace of the Finance minister’s team in implementing
the SAR, as an opportunity for atakeover (Interview, 16/04/99).

The new change team responsible for developing the pension project had a broad set of
horizontal and vertical networks of support as well. Its key vertical links were with the President’s
chief of staff and the Commerce Minister. One of its horizontd ties was with the head of the
Deregulation Unit at the Commerce Ministry, Santiago Levy, who was to become one of the
Finance Under-Secretaries in the following administration in charge of the socid sector. During the
Zedillo administration, many members of this team’s horizontal networks were to occupy key
positions in government.
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From mid- 1993 through 1994, this change team worked to develop a proposal for the reform
of the pension system. As was the case with Aspe' s team, this new reform group did not formally
consider including the health component in its project. This faction of the economic team followed
the same strategy that had been used during the first generation reforms to pursue the pension
reform. At the end of 1993, with the change of administration in sight, the Commerce Minister
appointed Gabriel Martinez,"*> one of his economic advisors and then head of the deregulation unit,
to aposition in the IMSS Finance and Systems Department. Here he was to form and lead a change
team in charge of pursuing IMSS reform.

Thus asmall change team of highly trained economists and actuaries, whose training and
career experience were outside of IMSS, was formed and put in place within it, led by Gabriel
Martinez, ajunior member of the economic team. In this way, the team in charge of pursuing the
pension reform as well as the financia restructuring of the IMSS was an extension of the economic
change team in the core ministries. The vertical network of support for the change team in IMSS,
came directly form the Finance minister—and former Commerce Minister—Serra

15 Gabriel Martinez had a PhD in economics from the University of Chicago. Since 1993, while still

working at the Commerce Ministry, he was commissioned to interact and cooperate with the CEDESS group, a
think tank for the IMSS directorate.
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Puche.

With the economic crisis of December,1994 and the resignation of Jaime Serra as Finance
minister, Gabriel Martinez’ change team was left without its single most important vertical
supporter. This narrowed its scope of action considerably. Without the palitical backing of high
level officiasin the core ministries to give it political support, the change team was forced to slow
down and reduce its reform agenda to remedia policies aimed at restructuring the defaulting IMSS
finances. With very few exceptions in which the change team was able to maintain its policy agenda
through isolation and a high quotient of technicalities, the change team was forced to negotiate
policy changes with the IMSS union, aformidable veto group. Simultaneously, and also as aresult
of the economic crisis, the pension reform became a priority in the government’s agenda. Thus the
economic change team attracted the matter back to its realm and away from IMSS.

The Centro de Desarrollo Estrategico para la Seguridad Social (CEDESS)

Parallel to the social security reform formulation and the bureaucratic political maneuvering
taking place within the economic change team, the IMSS director, Genaro Borrego, founded
CEDESS immediately following his arrival. His aim was to participate more closely and, if
possible, create the conditions under which the project might gravitate closer to the IMSS area of
influence.

The task assigned to the CEDESS team was to develop an integral social security reform
proposa aong the same lines and terms that were being used by the economic team in the
discussions about the subject. At the same time, and as the imprint of the IMSS directorate, it
should go beyond the pension fund, and include a plan to reorganize the provision of health
services. Thiswas the first time that the reform of the health component of IMSS was included as
an integral part of the reform proposal. Even so, from its outset the reform of the health component
was not given the same level of priority as the pension system reform or the financial reorganization
of the Institute’ s insurance funds.

The formation of CEDESS can be seen as an attempt by the IMSS to create a change team
similar in nature and modus operandi to those used by the technocratic economic team, since it
perceived this as an effective strategy to bring about policy change within a setting of resistance.
The IMSS director also saw it as a good strategy to reach out to the economic team and establish
closer ties of cooperation with this more powerful team.

The CEDESS team was thus comprised of apalitical technicians with similar backgrounds and
policy experience as the technocrats in the Finance Ministry. Economists, mathematicians, and
actuaries were hired to develop a technically sophisticated reform proposal in terms familiar to the
technocrats of the economic and financial agencies of the government. Among the members of the
CEDESS group, two stand out: Enrique Davila, leader of the pensions team, and Mario Villafaia,
leader of the health team. Enrique Dévila earned a Ph.D. in economics from the University of
Chicago. His academic training was based on the principles of economic liberalism and free
markets. His previous work experience was mostly in academia—teaching economicsat ITAM and
CIDE. Just prior to joining CEDESS, he worked as economic advisor to the head of the
Deregulation Unit in the Commerce Ministry, where he became acquainted with the team of
economists working on deregulation.

What made the CEDESS similar to a change team is that it was created apart from the IMSS
bureaucracy, with policy makers drawn from outside the Institute, and isolated from possible
pressure from interest groups within and outside the agency, including the IMSS union. However,
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the IMSS was not successful in transforming the CEDESS team from a think tank into a change
team because it lacked the power to give it the political support it needed to gain access to policy
decision making. In other words, since the IMSS director was not part of the economic team in the
core ministries, he was not powerful enough to endow the team with a vertical network that would
empower them to confront resistance to change as well as the competing reform projects slemming
from other places in government, notably from the economic team itself.

Also, CEDESS lacked a number of traits that are indispensable in a change team. The team
lacked cohesiveness; it was conmprised ofindividuals with very different academic training and
with dissimilar work experiences in different institutional environments. It lacked a smilar package
of ideologica premises about the role of the State and of the market, and thus lacked a common
vision as to what the reform’s objectives should be. There was no common ground among the
team’s members on which to solve their differences. The group did not have a clear leader who
could guide the reform and who could act mediate between the different positions of the various
members.

Finally, CEDESS members did not perceive themselves as a change team either. They thought
of themselves as consultants whose responsibility was to develop technically sound reform
proposals, but did not see themselves with the capacity to negotiate and implement them. Nor did
they aspire to pursue the socia security reform from a position of decision making power.

But the key missing element remained the lack of a vertical network. A vertica tie of support
within the same agency that is to be reformed—in this case, the IMSS director—is not sufficient to
empower a group as a change team. Some of the CEDESS group members had individua contacts
with mid- and high-level officiasin the Ministries of Finance and Commerce through their
previous work experience that could be considered as part of a horizontal networks. But the
economic team did not recognize the group as partners or as a change team with authority to decide
and negotiate the reform project and strategies. Instead, the level of cooperation was more on the
lines of CEDESS being considered a think tank whose research is used asinput in the actua
decision making.

As such, the team in CEDESS worked to develop concrete and efficient solutions to specific
problems, but did not assume an encompassing mission defined in terms of a health sector reform or
even an IMSS reform. Their scope of action was very limited. Thus their resulting analysis followed
the ideological lines of the economic team more because CEDESS members perceived their role as
subsidiary to the former, than because they had reached a common agreement on a policy position.
Thus, in accordance to the economic team'’s libera principles, the economists within CEDESS
developed areform proposal for the pension system that questioned the role of the State as the basic
purveyor of socia services. In terms of efficiency, their proposal stated the need to turn to market
mechanisms and the private sector to manage the pension funds.

In contrast with the pension reform project, the proposa for the health component did not
question the centra role of the State as the main supplier of health services. The proposal put forth
by Dr. Villafafia and the health team in CEDESS did not intend to restate the division between
private and public responsibility for the provision of health services. It only put forward a series of
internal measures to increase the quality of the service provision within the IMSS, through quas
market mechanisms such as doctor digibility and competition.

The scope of the health component reform set out by the CEDESS team was very incremental.
It did not propose the creation of new actors, such as private Health Management
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Organizations (HMOs). Nor did it consider a substantial transformation of the old actor: the
restructuring of IMSS in the area of health care by a systematic use of the opt-out and quota
reimbursement policy. Instead, it advocated a series of incrementa changes some of which arein
pilot phase, as described in the previous chapter.

The Executive’s social security inter-agency group

In view of the 1994 economic crisis the new President and the core ministries decided to push
forward the pension reform proposal that had been developed during the previous years to substitute
afully funded individual account scheme for the pay-as-you-go pension system.

An inter-agency group was designated by the economic cabinet to adjust and negotiate the
reform project within the Executive. The technica group designated by the economic cabinet was
comprised of Enrique Davila and Carlos Noriega from the Finance Ministry, Fernando Solis
Soberon from the CONSAR,'*® and Gabriel Martinez from IMSS. There were aso representatives
of the Ministries of Labor and Health, and from the Office of the Presidency.

The economic group assigned this technical team the task of developing the final pension
reform proposals. Although the inter-agency team took into consideration the propositions
developed at CEDESS, they did not grant it access to the decision making process.

The inter-agency group presented many of the characteristics of a change team. It was formed
by liberal economists with high technica qualifications, who shared a common vision on the path
and objectives of the reform. The fact that there was a clear presidentia line regarding the content
of the pension reform proposal contributed to unify the group ideologically and programmatically.
Many of the members of this team were a part of the wider group of technocrats who had
implemented the economic reforms in previous years. This influenced their perception of how a
reform process should be carried out both in its content and in its process. As with the economic
reforms, this team considered that the most efficient way to transform the social sector wasto
modify the rules and incentives that guide the relevant actors' actions as a means to trigger change.
According to their perception, this would bring about policy change without having to directly
confront the interest groups affected by the reform in the short run.

The economic team’ s representatives, assembled in the economic cabinet, empowered the
group to adjust and negotiate the reform proposals. So, the inter-agency group had a vertical
network of support that gave it political strength. It also had horizontal networks that widened its
maneuvering capacity to avoid any possible external influence or pressure from interest groups at
this stage of the reform process. This inter-agency group worked in isolation and did not open the
discussions on the reform’ s content in other arenas outside the Executive.

Formally, an inter-agency group’s function is to represent the various government agencies
relevant to a specific arena of policy-making and to create an arenafor representation and
negotiation. However, because this group’s members saw themselves as colleagues with a same
purpose beyond their respective agencies policy agendas, they put aside their institutional position
and worked as atask force. In that manner, this group operated in resemblance to a change team,
since it worked as a cohesive group, where ingtitutional points of view were not relevant.

The inter-agency team briefly considered restructuring the IMSS health component as it was
formulating the final proposal of the pension reform. However, it was precisaly this team that

18 The National Committee for the Retirement Savings System.
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decided to postpone it in order to ensure the approval of the new pension scheme in Congress.

In making policy choices, the group resorted to severa political strategies to obtain consensus
among the relevant ministries within the Executive. For instance, its decision to instrument a
trangition regime for the financing scheme of the IMSS health component can be interpreted as an
obfuscation strategy (Pierson, 1994). In this manner, those agencies that opposed a single flat
quota—notably the Labor Ministry—were unable to distinguish clearly the technical subtleties of
the proposal which was presented in a transitory article to be amended in the Law.

The inter-agency group also chose not to include the reform of ISSSTE,"™’ the state-
government pension schemes, and the public housing agency in the same reform agenda as IMSS,
athough they al faced similar problems with equa or worse urgency. This choice was aimed at
dividing or reducing the size of a probable coalition against the reform, thus limiting the potential
for opposition (Pierson, 1994).

The inter-agency group isolated itself from the possible influence of pressure groups. It sought
to build consensus among the relevant government agencies within the Executive, but it did not
follow the same strategy with the bureaucratic or societal groups that would be affected by the
reform. Since the reform proposal it was preparing was aimed at changing rules and incentives, and
did not address amajor reform in the provision of IMSS health services, consensus building with its
bureaucracy, especialy with the IMSS union, was not seen as necessary for the reform’s
implementation.

Only the requirements of the institutional context or the need to rely on provider groups for the
reform’s implementation, forced the economic team, and its inter-agency group, to open up for
negotiations with groups outside the Executive. Such was the case of the approval of the New
Socia Security Law in Congress, and thereafter, its implementation within IMSS. By the same
token, it most be pointed out that interest groups whose interests might be affected by the reform—
i.e., provider groups like the IMSS union (SNTSS)—also chose the place and momert (the veto
point) in which its resistance strategies would have a mgjor impact. The veto points in which the
reform group was forced to open the process to the influence of interest groups coincide with those
points at which the SNTSS is strongest, and thus where it chooses to get politically mobilized.
These points include the Congress during the legidation stage, and, the IMSS at the implementation
stage, where policy change is entirely dependent on it (Diagram 10).

"7 The State servant’s social security agency
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Diagram 10
Change Team’s Strategy of Insulation

SNTSS SNTSS
* l Change Team
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Finally, the pension change team decided to resort to an incremental strategy to increase the
feasibility of implementing the reform proposal. It did not seek an integra reorganization of social
security. Instead, and in accordance with the President’ s priorities, the team decided to push
forward the restructuring of the pension system and the financial reorganization of the IMSS, and
postpone the health component reform.

Once the President and the relevant ministries had agreed on the content of the Law initiative,
the technocratic group’ s strategy was to assign the responsibility of brokering the reform with the
veto groups in Congress and within the IMSS bureaucracy to the IMSS directors. This gave the
Ingtitute’ s director the opportunity to influence the decision making process around the reform,
sinceitsrole as political broker lobbying the proposal in Congress, gave him the authority to
discuss the technical content on political feasibility grounds.

Generating support for the reform among businessmen and organized union leaders was
considered relevant because it could influence the legidators' position towards the initiative. In
order to inform congressmen in the Lower and Upper house about the benefits of the proposal, the
IMSS directorate met personally with each one of them. It was especialy important to generate
support for the reform among PRI legidators, because they constituted the magjority necessary to
approve the reform proposal.

As a dtrategy of compensation (Pierson, 1994) to PRI legidators, IMSS introduced in the
reform initiative severa “bargaining chips.” In other words, these were items in the reform proposal
that were not a priority for the Executive and could thus be “conceded” during negotiations and
bargaining in Congress in exchange for the legidators vote. There is a possibility that the proposa
to make the Law amendments necessary to apply the opt-out and quota reimbursement policy more
systematically was included for this purpose. And indeed, the removal of this amendment was the
central condition in order for PRI representatives to vote in favor of the New Social Security Law.

It can be concluded that the IMSS' political maneuvering is what made the economic team’s
technocratic reform politically feasible. After the approva of the New Social Security Law in
December 1995, the IMSS health component reform process was going to continue in two parale
arenas. Within IMSS, Gabriel Martinez' change team continued its work on the financial
reengineering of IMSS, while the Executive was soon to form another inter-agency group to study
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policy options concerning the new actors in the health system—the HM Os—and with it, the
implementation of the opt-out and quota reimbursement option.

THE CHANGE TEAM WITHINIM SS

In late 1993, a small change team of highly trained policy makers, outsiders by training and
career experience to the agency being reformed, was assigned to the IMSS Finance and Systems
Division to implement the Ingtitute’ s financial reorganization. The team’s leader, Gabriel Martinez,
participated in al stages of the reform process—if only tangentially at the beginning—beginning
when the Ministry of Commerce faction took control of the Social Security reform project within
the economic team. In his position as head of the Deregulation Unit in the Ministry of Commerce,
he helped develop the proposal to reform the structure of the pension system and to reorganise the
financing scheme of the insurance funds. Thereafter, he was assigned to IMSS during the Salinas
administration to prepare for the restructuring of IMSS finances. In that position, he was also part of
the inter-agency group that adjusted and negotiated the pension reform proposal within the
economic team before it was presented as a Law initiative to Congress. After the approval of the
law in Congress, he and his team continued implementing their reform agenda within IMSS.

To undertake the financia restructuring of the IMSS, Gabriel Martinez, now head of the
Finance and Systems Division, formed a small and cohesive group of economists, actuaries, and
accountants. This group presented many of the characteristics of a change team. Its members had
high technical qualifications and shared common ideological and programmatic principles. It so
had a clearly defined leader who had the last decision when assessing options.

The team’ s reform proposal followed the same assumptions on which the economic reforms
were based. Through financial adjustments, the group intended to modify the rules and incentives
that regulate IMSS' interna proceedings in the administration of funds and the provision of
sarvices. This change of incentives was expected to lead to more transparent, equitable, and
efficient processes without the need to directly confront the interest groups involved within IMSS,

The team works in isolation, with the sole exception of Eduardo Gonzdez Pier, the Divison's
planning coordinator. With a Ph.D. in economics from the University of Chicago, he was also a
liberal technocrat, but he was the one in charge of shielding the team from interest group pressure
and of brokering the team’s agenda within IMSS, particularly with its bureaucracy, and with
business groups interested in IMSS reform.

Following the resignation of the Finance minister as a conseguence of the economic crisis of
December 1994, the change team lost the key member of its vertical network of support. Although
this narrowed considerably the team’ s scope of action, after the approval of the New Socia Security
Law, it continued to work on the restructuring of IMSS finances, and some elements of IMSS health
care provision reform, such as deconcentration of service provision, performance incentives, and
coverage extension.

However, the lack of clear support from a core ministry forced it to negotiate and look for
consensus with the IMSS directorate and, most importantly, with the SNTSS. This limited the
group’ s room for maneuvering and forced it to accede to the bureaucracy’ s conditions and
resistance. It thus can be argued that the team has been successful in bringing about policy change
in the financial areas, where it has greater control of changes, but has been owed amost to a halt
in those areas where it depends on the IMSS bureaucracy, especialy health
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services providers, to bring about change in the provision of hedth care.

Its good performance in restructuring the financing aspect of health service provision has
enabled the team to maintain key horizontal networks of support within other governmental
agencies, particularly with officials promoting sound fiscal policiesin the Finance Ministry. Of
specia importance has been the Finance Under-Secretary, Santiago Levy, who was in charge of the
Zedillo government’ s socia sector budget, which was established before Martinez’ assignment to
IMSS. This has granted the group some room to maneuver, as well as a degree of job security, but it
has not been enough to support faster and deeper changes in the headth care provision component of
the reform agenda.

THE EXECUTIVE SINTER—AGENCY HEALTH CARE GROUP

After the approva of the New Socia Security Law in Congress, an inter-agency group within
the Executive continued to work on a project to regulate the health sector. Their intention was not to
promote an integral reform, but instead to implement a reduced number of concrete proposals. Their
initial objective was to simultaneously regulate the emerging HMO market a ong with the IMSS
opt-out policy and the indirect provision of health servicesin IMSS.

While officias in the Finance Ministry and the Office of the President considered it a priority
to regulate the emerging HMO market in order to guarantee the new industry economic certainty
and protect the users, the regulation of IMSS' opt-out policy and indirect provision of health
services, although relevant, was not considered a priority.

The inter-agency group was comorised of officials from the health sector’ s agencies—the
Hedlth Ministry and the IM SS—along with the core government agencies—the Finance Ministry
and the Office of the President. The team was backed and supervized by the President’s Chief of
Staff. The group’s configuration and its location within the Executive meant that the project was
given strong backing from the higher government echelons. This gave its members enough space of
maneuver to draw proposals unaffected by the health sector’ s interest group pressure.

This inter-agency group, as the one that had earlier promoted the pensions system reform,
presented most of the characteristics of a change team. It was formed by a reduced number of policy
makers with high technical training—most of them were economists and lawyers—who were
assigned the formulation of a specific aspect of the health reform. The team had a clearly
recognized leader with sufficient technical knowledge and political leverage to guide the group. It
was aso an ideologically and programmatically cohesive group that isolated itself from externa
interest group pressure. Finaly, it had a broad set of vertical and horizontal networks of support,
which included the President.

Although this group had the formal purpose of representing the agencies involved in the
reform process, most of its members subordinated this function to that of involving themselves as
technical, apolitical policy makers in the formulation of the reform proposal. Among the team's
members, only the IMSS officias used the inter-agency group as aforum of agency representation
to try to influence the decision making process.'® However, the team’s leader had enough political
leverage to maintain the group’ s cohesiveness around the predominant reform

8 Given the political costs of confronting IMSS union without the full backing of the President, the IMSS
directorate did not have the incentives to see the opt-out policy regulation take form, as it would be its
responsibility to implement it. With the sole exception of Gabriel Martinez, IMSS officials invited to the inter-
agency group used it as a forum to make their case that implementing the opt-out option was politically
unfeasible.
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objective.

The team approached the reform as a regulation problem. This meant setting up the rules for
and creating new health providers, such as the HMOs. It thus avoided the reform proper of the
existing provider ingtitutions, notably IMSS itself. Instead, it focused on creating a health insurance
scheme for middle income groups that would eventually force the transformation of IMSS via
market competition. With this strategy, a direct confrontation with the IMSS bureaucracy was
avoided, but the health sector’ s integral reform was postponed.

The regulation of the emerging HMO market was a so intended to boost private investment in
hedlth infrastructure. With the simultaneous regulation of the IMSS opt-out policy, the team
expected to promote a shift of IMSS &ffiliates to the new HMOs. The introduction of competition
by creating new health service providers and alowing IMSS affiliates to switch to them, was
expected to trigger improvements in health care quality. As they gained economic strength and
political weight, HMOs would also represent a new base of support to confront the old agency’s
bureaucracy, particularly its union.

However, when the team was made aware of the IMSS union’s mounting political pressure
against the implementation of the opt-out option™® it concluded that the intention to regulate both
issues at the same time could affect the political feasibility of introducing the HMO market
regulation. Thus, given that the opt-out policy was not a priority and the benefits of its impact
remained unclear, the regulation of IMSS opt-out policy was stopped and postponed once again.

The following diagram shows a simulation of tendencies of old and new actorsin the health
sector'® following the series of assumptions and decisions described above. The graph showsin
solid lines the historical growth tendency of the old actors and the increase in number of new actors
as aresult of amore predictable market due to the new regulation. With the postponement of the
IMSS opt-out policy, instead of a substitution effect—in which old actors would eventually
diminish in number and target population in favor of new actors, what can be appreciated is the
smultaneous presence of both old and new actors, increasing the total number of providersin the
health sector. In this scenario, no substantive change is obtained beyond the emergence of the new
actors. The sector remains unreformed.

The dotted lines show the decision makers assumption that, if IMSS' opt-out policy regulation
is eventually sanctioned , the substitution effect would then take place with the eventual downsizing
of the old actors (IMSS) and a more significant presence of new actors. In this scenario, a
substantial reform of the sector would be obtained via an incremental and indirect strategy, based
more on market tendencies and regulation than on direct short-term institutional change (Diagram
11).

"9 This included union leaders’ declarations in the press that the government was secretly planning to
“privatize” IMSS, which was echoed by option party members.

20 The graph does not represent quantifiable projections.
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Diagram 11
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CONCLUSIONS

The technocratic characteristics of the last two administrations, along with the presidential
control over the Legidature and Judiciary, made it possible for the Executive to transform an inter-
agency group into a change team and empower it to promote a reform agenda beyond the control of
the provider bureaucracies that would be affected by it. In a scenario where the main veto point is
located within the Executive, inter-agency groups may negotiate and implement a reform proposal
without having to open the process to other actors interested in influencing it.

The participation of interest groups and governmental agenciesis restricted and entirely
controlled by the Office of the President and the core ministries, who determine both the degree of
participation and the composition of the change team that is assigned the reform formulation. Also,
due to the Executive s concentration of power and the secondary role played by other ingtitutional
arenas, notwithstanding Congress, technocratic change teams find an ample space for maneuver
only limited by their vertical networks' interest in their reform agenda.

In a more democratic context, with a multiplicity of political actors and veto points, the inter-
agency group would hardly be able to isolate itself completely from externa pressures. Also,
negotiations around policy reform formulation would take place in the legidative branch, in a more
open and participatory process.

The use of change teams as a strategy to bring about economic reform seems to have been
effective in promoting change in those aspects of health reform that respond to new regulation and
financial reallocation. However, thisinitial success hides what seems to be a serious limitation of
this strategy in promoting comprehensive reform in the provision of health services.

While the use of change teams has proven its efficacy in inducing policy change through
regulation and financial reengineering, it has failed to bring about the restructuring of public
provider institutions. This has limited the scope of health sector reform. In order to achieve the
transformation of the sector’s old provider organizations, their bureaucracies—and particularly their
organized provider groups—who are normally excluded from the reform process need to be taken
into consideration; either via consensus building or confrontation. So far, given their nature and
position, change teams have been unable or unwilling to do either. In that case, further exploration
needs to be made about the usefulness of change teams in enhancing the State' s capacity to bring
about comprehensive reform in the socia sector.






ANNEX |: POLICY TRACER

INTRODUCTION

The objective of this study is to anayze the reform of the health component of the main
ingtitution of socia security in Mexico: the Mexican Ingtitute for Social Security (IMSS). The IMSS
isthe largest employer in the country. In 1998 the Ingtitute had 351,475 workers, 5.4% more than in
1991. During 1998, the IMSS provided 438,693 medical examinations daily, took 349,138

laboratory tests, performed 5,119 surgical operations, and 4,700 women gave birth there, one out of
three Mexicans is born within the Institution (see Table 1).

Table 1. Typica Day In The IMSS

(eccumulative Jenuary-Decamber) &

1992 193 194 195 19%6 1997 1998 1999
Given Medical Examinations 320117 340541 3H7269 382731 397390 409800 413949 43693
Laboratory Sudies 300819 309532 328757 336201 340886 HA1743 3A426 349158
RadiodiangnosisStudies 33259 3H217 3BM5 B 37976 BER2  9644 40276
SQurgical | nterventions 4,737 4712 4,881 5112 5,286 5356 5446 5119
Attended Ddliveries 1,046 2033 2,048 2177 1812 1801 1,780 1,680
Hospital Discharges 5,038 5128 5,289 5225 5135 5181 5027 4,700

& Revisad dataconsdering thelagt date of theinformationinthemediicd area
Source: Instituto Mexicano dd Seguro Soaid

We can observe the size of the ingtitution and its importance for the population, by the number
of people that are insured and that are users of the services of the IMSS. The insured population
grew from 1992 to 1998 by 5.33%, going from 37,464,960 in 1992 to 39,461,60 in 1998, while the

total population grew 9.4% (see Table 2). The financia crisis of 1994, caused a decrease in
employment.

Table 2. Usersand Total Insured Population

(detato Decamber in thousands)

1992 1993 1994 19% 19% 1997 1998 1999

Permanently Insured 10104 10048 10293 10112 10916 11,78 12245 12297
Families of the permanently insured 20800 19947 19384 18638 20113 21540 2065 2027
Eventually Insured 1,264 1,269 1,268 820 979 916 1,366 1,381
Familiesof the eventually insured 2955 2937 2915 18% 2253 2073 3030 3,060
Pensoned 1259 1352 1433 1522 1603 1680 173% 1,740
Families of the pensoned 1,083 1184 1261 1337 1,397 14% 1501 1506
Total of theinsured 37465 36737 36554 3A3R4 37261 P42 41942 42010
Tatal of theinaured usars 23,360 24177 24,315 24,232 24595 24832 27,238 26472

Source: Indituto Mexicano dd Seguro Sodid
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The study focuses on the structural adjustment change made in Mexico and severa indicators
about the Mexican hedth system within the sector reform. There is also a subsection in which the
financia reform is explained focusing mainly on the Iliness and Maternity Insurance (SEM) as this
iswhat we define as the health component of social security and the Family Health Insurance
(SSF). The method used to systematize the analysis involved nine policy tracers in order to
determine how and if the reform has met its goas compared with the commitments of the Mexican
government during President Zedillo's administration.

Finally, the last section presents the conclusions where the most relevant aspects of the reform
are reassessed in the context of the policy tracers, with a thorough evaluation of the reform of the
health component within the IMSS.

BACKGROUND

Economic Background

The administration of President Ernesto Zedillo (1994-2000) included in its agenda a Health
Sector Reform Program that had already been analyzed since President Carlos Sdlinas’ (1988-1994)
term. However, the financid crisis, that began less than a month after Zedillo took office, in
December 1994, made the government bring to a halt the mgjority of its plans of reform in order to
concentrate on controlling of the macroeconomic variables. This was the case of the PRSS among
other reform programs (Table 3). The PRSS did not appear until many months after the crisis had
begun; it was one of the first programs to be published. However, its main lines were too general.
The pension reform had become a priority as the government’s answer to the crisisin order to
promote domestic savings, one of the main causes of the financial problem. The reform of the
health component in the IMSS only entered into the discussion as a secondary aspect of that
initiative.

Table 3. Mexico's Economic Indicators (1992-1998)

Gronthd theExdnange - Open Unemployment Carpematay Eaonamicdly Adive

Inflaion @) GDPGromha ExdangeRatel/ Rate(Devduetion) (%) Rated Unemployment Rated Populetiond/
jiise 35 3001 24 27 51 %40
198 801 14 3115 08 33 62 %1
jiee7} 7B 45 3374 83 36 57 548
195 5197 62 6406 898 61 8 %6
196 210 51 758 186 47 6.3 B7
197 1572 68 7915 42 31 5 564
198 1861 48 913 155 28 41 562
d Reoategedranced 1998 pricss

1 Dally average priding of Mexican pesosper USdalar.
d Infometion o eech yeer fouth samedter.
d Ropddiond 12yeasdf egear nae

Source Banoo deMédan, Intituio Nedanel de Ediadistica, Gengrdiaelnfamméica
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Structure of The Mexican Health System

The Mexican health system is comprised of a heterogeneous group of public and private
ingtitutions. The public ingtitutions can be divided into the socia insurance and public assistance
institutions for the uninsured popul ation.

Within the socia insurance system we can find the IMSS, ISSSTE, the health services for Qil
Workers (SSPEMEX), the health services for the army (SSSD), and the health services for the navy
(SSSM).

The health services for the uninsured population and public assistance are comprised of the
Ministry of Health (SSA), the services given by eac h of the States, those provided by the sociall
security for the rura poor (IMSS-Solidaridad), the health and welfare services provided by the
System for the Integral Development of the Family (DIF), and the services given by the Federal
Didtrict (DDF). Besides the program for the expansion of coverage towards the poor and the very
poor, there is a poverty alleviation covering education, health, and nutrition (PROGRESA).

On the other hand, Mexico has private health institutions that cover approximately 34% of the
total demand of the population. *** It is worth noting that this group includes the richest population
aswell asthe poorest population—all whose demands for health services are not covered by public
services.

Private health insurance only covers 2.35% of the total population.™®* In 1998 all the insurance
companies in Mexico covered 2,250,924 people (Table 4).

Table 4. Privately Insured Population

Health Insurance
1994 1,583,230
1995 1,656,557
1996 1,687,778
1997 2,188,102
1998* 2,250,924

*Preliminary Data

Source: Asociacion Mexicana de I nstituciones de Seguros

However, there are substantial overlaps between the different institutions that provide health
services. According to Table 5, in 1997, over 8.3% of the tota of the country’s population could be
covered only by public ingtitutions, this without considering private providers."*® For instance, the
same family can be insured by two ore more socia insurance institutions and use the services
provided for the uninsured population at the same time have a private medical insurance and till
make out-of -pocket payments to private independent providers. Duplicity, scarcity, and ineffecient
use of the resources are al found in the health sector as awhole.

2! This estimator has been obtained from the Encuesta Nacional de Salud of the INSP in 1994.

122 Mexican Association of Insurance Institutions (AMIS).

12 Total population is estimated at 93.7 million (CONAPO, 1997).
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Table 6

Nevertheless in 1994, 10 million people did not have any access to health services. Thisiswhy
the Ministry of Health designed and implemented an essential package that has been in place since
1996. Until 1998, 6.6 million people were covered by this package (Table 6).1**

Table 6. Coverage of The Essentia Package

(population in thousands)

Entity 1996 1997 1998
Campeche 51.1 43.0 45,
Chiapas 8534 1,149.0 1,265.
Chihuahua - 150.0 176.
Durango - 52.0 60.
Guangjuato - 39.0 48.
Guerrero 785.1 859.0 797.
Hidalgo 262.3 398.0 422.
M éxico - 331.0 386.
Michoacan 1255 70.0 79.
Nayarit - 27.0 30.
Oaxaca 964.2 1,014.0 1,083.
Puebla 2534 619.0 693.
Querétaro - 44.0 55.
San Luis Potosi 181.2 185.0 191
Sinaloa - 33.0 37.
Veracruz 1341 829.0 1,014.
Yucatan 159.1 80.0 101.
Zacatecas 108.7 78.0 81.
Total 3,878.1 6,000.0 6,569.
Source: Secretaria de Salud |

Financial Structure of the Mexican Health System

The financia structure of the health system in Mexico is unclear up to 1994, as because of the
absence of anationa accounts system. For instance, the World Bank found in 1990 that the share of
resources spent in health was equal to 3.2% of the Gross Domestic Product; for the Pan-American
Health Organization (PAHO) it was 3.8%. Meanwhile, in 1995 FUNSALUD developed a project
where aNationa Health Accounts System (SCNS) for Mexico was designed and corrected the sub
registration of the resources spent in this sector. It demonstrated that in 1992, the money spent in
Mexico in health was between 4.8% and 5.7% as a percentage of the GDP, and that the private
sector had been historically undervalued.'*

The National Health Account System for Mexico showed that there existed an inappropriate
share by financing agency because 30% of the sources of financing for health came from private
firms, 21% from the Government, and 49% from the households. Furthermore, 45% of these
resources were oriented to the social security fund, 13% to the public assistance fund (uninsured),

124 Data according to the Ministry of Health and Welfare (SSA).

% Alvarez, F. Cruz, C. Frenk, J. (1994) Las Cuentas Nacionales de Salud y el Financiamiento de los
Servicios. Mexico: FUNSALUD. Documentos para el Analisis y la Convergencia. Pp. 51.
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2% to the private health insurance fund, and 40% to the private virtua fund. Thiswas used to
finance out-of -pocket payments which were insufficient to afford complex and highly technical
health care demands*°

The SCNS show inequities between ingtitutions: the yearly per capita expenditure for the
uninsured population who received medical attention in the SSA, varied from a minimum of $85.9
to a maximum of $179 between 1992 and 1995. %" During the same period, the per capita
expenditure for the population who received treatment at the IMSS varied from $561.2 to $608.5
pesos. The same expenditure for the private sector varied from $1,504.4 to $1,844.8 (Table 7,
Diagram 12).

Diaggam 12
Expenditurefor IMSSand SSA

Redl 7004
p.C. pesos

6004

5004

EIMSS
O SSA

3004

2004

1004

1992

Source Funsaud

125 As a result that study proposed to: a) duplicate the government participation, from 21% to 40% and
canalize the resources to the public assistance funds increasing it from 12% to 30%; b) decrease the private
virtual fund from 49% (out-of-pocket payments) to 5% or 10% and give the rest 44% to the public or private
prepaid systems; c) design new public and private prepaid schemes; d) create a culture of insurance and make
it more efficient and aggressive; and e) develop a public and private mixture of the partial and integral
contracting out of services under the cost-effectiveness criteria.

12 According to the Banco de México, the average exchange rate in 1992 was 3.0905 Mexican pesos for

one US dollar, and in 1995 it was 6.4049.
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Table7

The most recent published information about the relative share by financing source, by fund
and by provider is shown in Diagram 13. Asit can be observed, this data reflects source alocation

Diagram 13
National Accountsin Health

Data 1992 - 1995

1992 30.42% i l 1992  48.52%
1993  29.10% 1993  50.30%
1994  28.30% 1992  21.06% 1994  49.10%
1995 21.70% 1993  20.60% 1995 63.71%
Firms 1094  22.60% Households
1995  14.41%
Government

Subsidy TaxDeduction Savings
Contribution onation
Firm’'sMedical Service
Premium
Premium
e Premium

Facultative I ns-

1992 44.87% 1992 12.43% 1992 2.39% 1992 40.31%
1993  42.43% 1993  12.66% 1993  2.49% 1993  42.42%
1994  42.58% 1994  12.90% 1994  2.59% 1994  41.93%
1995  34.30% 1995 9.10% 1995  1.40% 1995 55.20%
Social Security Funds Public Assistance Funds Private Medical Insurance Funds Private Virtual Funds

Solidarity Spending
Ditee
Subrogation jgyi,:ﬁ[gm

Spending 1 Agreement holiseholds

4
T ] Sy
gation Direct

1992  44.30% 1992  13.00% 1992 1.8% 40.90%
1993  42.10% 1993  13.20% 1993  2.0% 42.70%
1994  42.40% 1994  13.00% 1994 1.8% 42.80%
1995  33.20% 1995 9.40% 1995 N.D. 57.40%
Social Security Institutions Public Assistance I nstitutions Firm PrivateHealth Private Health for profit

Source: Funsalud

up to 1995; therefore, the impact of the New Socia Security Law (July 1997) and the subsequent
reallocation of resources is not reflected.

There was alow Government outlay: between 1992 and 1995 it participated with 20.6% and
22.6% of thetotal of the resources for health. As aresult of the economic crisis and the structural
adjustment policies, the problem worsened since the Government’ s share decreased from 22.6% in
1994 to 14.4% in 1995. This decline had effects on the uninsured population, from 12.4% to 9.1%,
basicaly this fund depended on the public subsidy in order to finance the health services.

Furthermore, during the adjustment period (1995), there was an increase in the participation of
the households as the main source of financing for health, from 49.1% in 1994 to 63.7% in 1995.
This situation made larger the private virtual fund used to pay the out-of -pocket payments, since it
increased from 42% in 1994 to 55.2% in 1995.

Findly, until 1995 there were closed schemes where the same ingtitution financed and
provided the service, so there is no evidence of an increase of the public private mix in the
financing and delivery of health services.

In 1997, changes in public finances that resulted from the financia reforms of the socia
security implied increasing government outlays that before the application of the New Law (July
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1997) it alocated 0.06% of the GDP in the IlIness and Maternity Branch, and after the
implementation of the New Law in that same year, the outlay was equivaent 0.45% of the GDP. In
1998, the federal government participated with and equivaent to 0.46% of the GDP (Table 11).
However, this increase was not the same for the uninsured population, there were some increases
for the SSA, but not as significant as the one given to the insured population of IMSS,*?®

Table 8. Employer-Employee Participation and Federal Government Participation
By Insurance Branch

[ 10w 198 1994 19% 1996 190715 Som 19972nd Sem 198
Woark Hazards
EE Quaa 247760 305420 390700 397920 479860 284160 346850 7505.
llinessand Maternity &/
EEQuaa 1409230 16975.30 2091590 22,7910 2831020 1745240 16,88400 3834000
%CDP 1% 135% 147% 124% 113% 110% 106% 101%
FG Quaa 9634 111880 133310 147440 165810 079 712140 1742810
IVCM (Pendong b/
EEQuaa 864870 10,207.40 1247220 1382190 1744040
%P Q7™ 081% 0.88% 073% 0.70%
FG Quaa 5012 5716 6844 7613 9708
Disability and Life
EEQuoa 10,72960 476350 963740
%CDP 068% 030% 0254
EGQua 9 2872 4637
Day Nursriesd
EEQuaa 117910 140350 169680 183950 226960 140530 1,636.70 373560
%CDP 01%% 011% 012% 010% 00%% 00%%6 010% 0.10%4
Degriptions E-E quotais employe-employee quota, FG quotais Federd Govemment quota
Theshedowed areaiswithin thelIMSS New Lav
& Indudes Medical Expenditure for the pensioned (15%6) and Family Heslth Inaurance
b/ From the New Law (2nd semester 1997) it isdivided in two insurances: Dishility and Life (4%) and Retirement, Suspension in Old Age Insurance (45%6)
o Fromthenew Law it is Day Nursary and Sodd Bendfits
The GDP &t curant prices of 1997 was divided in two in order to estimete the GDP for thefirst and Seoon Semeter.
FromtheNew Law thereisno avalleble deta.on the Retirement, Cesanty in Advanoed Age and Old because the money goes diredtly to the AFORES and it isnat administered by the IMSS
Sources IMSS and INEG

ANALYSISOF THE HEALTH COMPONENT OF THE M SSBY POLICY TRACERS

In this section we present nine policy tracers, each one presented with the information about its
main problems and forms to solve them, its inclusion in the Health Sector Reform Program (1995),
the advances made in the period of implementation of the reform between 1995 and 1998, the
commitments done for the year 2000, the legal, labor, economic and administrative requirements,
and finally an evaluation of the speed, scope of the reform process.

The policy tracers to be analyzed are:

1. Financia Restructuring

2. Deconcentration and Regionalization of the IMSS

3. Institutional Model for Comprehensive Health Services (MIAIYS)

128 According to the Cuarto Informe de Gobierno 1998, the public sector expenditure in health was equal

to 2.1% of the GDP in 1996 and 1997.
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Medical Areas of Desconcentrated Management (AMGD)

Family Health Insurance (SSF)

Family Doctor Eligibility and Performance Incentives for Family Health Centers
Performance Incentives

Costing according to Diagnosis-Related Groups (DRGS)

Contracting Out of Health Services.

© © N o g A~

1. FINANCIAL RESTRUCTURING

The main problems that could be detected related to the financial restructuring of the IMSS
were, among others, the need to create reserves and mechanisms that could allow mid term
planning. It was essential to strengthen the financial mechanisms in order to guarantee the reserves
of each fund. The long term reserves were being used before to support short term cash necessities
that made the debts in some years larger than the reserves. In the New Law the pension fund
independent of the IMSS and managed by private firms called AFORES, so the main origin of
resources that covered the deficits in the current expenditure by cross-subsidies was eliminated and
the resources are administered by private firms. In The New Law the short-term liabilities that the
federal government had to assume because of the pensions generated in the Old Law were reduced.
Now the Institute has to reveal its passives and has to evaluate in more detail the evolution of its
expenses.

Also, the IMSS needed to overcome inequities and the discretionary alocation of resources
caused by the inertiain the resource alocation. Previoudy, resour ces were alocated according to
historical budgets. Now resource alocation is based on a resource allocation formula that included
the capital cost to prevent from this capitalization deterioration. It was very important to include the
costs of capita in order to generate funds that would pay medical equipment. To solve this problem,
an administrative financia instrument was established with alegd base that would prevent the
misuse of the reserves, so actuarial calculations by branch were established in order to know the
evolution of the long-term costs.

In 1995, the financid reform was implemented however, there were no changes in the
financial decision-makers within the Institution. Between 1995 and 1996 the cost of capital was
incorporated in the financia operations. A new budgeting model was structured with explicit
formulas and policies that emphasized equity in budget allocation. Moreover, new formulas were
established that included variables such as age and mortality, adjusted by sex, in order to
incorporate the demographic transition and epidemiological problems, as well as the effects on the
demand for hedlth attention.

Asaresult, in Table 9 we can observe the financia restructuring of the SEM, in 1997, the
surplus was equivalent to $1,761.4 million pesos. In order to bring this into context under the Old
Law, in 1996 the deficit was of $1,146.5 million pesos, 3.54% of the total expenditure in that
branch, and in 1998 there was a surplus equal to $1,294.2 million pesos, 2.25% of the tota
expenditure of this branch.
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Table 9. Baance By Financing Source of the lliness and Maternity Fund

(datain millions of pesos)
Employer Federal

Employee  Government Other Total Total
Quota Quota revenuea/ Revenue Expenditure Balance
1992 14,092.3 963.4 448.2 15,503.9 16,207.2 -703.3
1993 16,975.3 1,118.8 497.8 18,591.9 19,394.2 -802.3
1994 20,915.9 1,3331 715.6 22,964.6 22,169.7 794.9
1995 22,799.1 1,474.4 1,090.2 25,363.7 25,747.6 -383.9
1996 28,310.2 1,658.1 1,229.5 31,197.8 32,344.3 -1,146.5
1997 1° Sem. 17,452.4 997.9 575.7 19,026.0 19,121.9 -95.9
1997 2° Sem. * 16,884.0 7,121.4 373.6 24,379.0 22,617.6 1,761.4
1998 b/ 38,340.0 17,428.1 29419 58,710.0 57,415.8 1,294.2

The shadowed area corresponds to the New Law
al Includes moratory interests, investment products and other incomes.
b/ Includes medical expenses for the pensioned (1.5%) and Family Health Insurance.

Source: Instituto Mexicano del Seguro Social

As aconclusion, there are significant surpluses in the SEM, for the first timein the history of
socia security in Mexico there are reserves for this branch without cross-subsidies. However, the
injection of resources from the federal government does not mean that the alocation of these
resources is efficient.

On the other hand, from that same Table, we may find a change in the alocation of the
financing sources for the SEM, there was an important increase in the share of the State. During the
first semester of 1997, it was equivaent to $997.9 million pesos, and during the second semester it
was equd to $7,121.4 million pesos. This means that the government increased sevenfold its outlay.
Employers and employees reduced their share, in the first semester of 1997 it was equal to
$17,452.4 million pesos, and in the second semester it was equal to $16,884, so the reduction was
only of 3.25%. It can be said that there was not a substitution-effect between the federal government
guota and the employer-employee quota, the increase helped to obtain surpluses and to be able to
have areserve fund.

If we analyze the unit costs, there is adight reduction of real costs asaresult of diverse
efficiency processes. On Table 13, we can see that during the period 1991-1996 the costs fell in
such areas as patient per day and surgical interventions. However, in these areas there is an increase
from 1996 and on. The costs of family medicine examinations fell in real terms between 1991 and
1998. Under the New Law we can affirm that between 1997 and 1998 most of the costs are larger in
al the levels but they are still smaller than in 1991. For such processes that are intensive in complex
equipment and expensive drugs, such as specialty consultations, and second and third level surgical
interventions, real costs grew from 1991 to 1998.
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Table 10. Evolution of The Average Unitary Costs

(constant prices 1998)

1991 1992 1993 1994 1995 1996 1997 1998

Family M edicine Consultations
1st level 163 171 166 167 137 119 129 137
2nd level 176 173 163 167 139 116 132 141

Specialty Consultations

1st level 289 305 404 320 210 221 209 210
2nd level 198 208 228 236 210 190 226 259
3rd level 295 328 353 391 346 309 345 400

Patient Days
Istlevel 1,772 2159 2,285 2197 1999 1622 1872 27306
2ndlevel 1,176 1,326 1,262 1,201 1,053 1,198 1,304
3rdlevel 1,221 1351 1,256 1,283 1,089 1,243 1,369

Surgical Interventions
2ndlevel 3,258 3257 3,766 3650 3,086 2713 3,161 3,359

3rdlevel 5,977 6332 7,934 7,612 6,732 7,625 7,709
Clinic Analysis
1st level 27 29 30 30 26 2 24 25
2nd level 28 29 30 30 24 2 26 27
3rd level 27 26 27 24 21 24 26
Radiodiagnosis Studies
1st level 60 64 60 61 54 48 56 56
2nd level 89 9% 92 A 83 77 95 A
3rd level 127 142 138 126 108 131 130

Births and Abortions
1st level 107 142 130 152 79 50 78 -580
2ndlevel 1,769 1967 1,856 1636 1,515 1,369 710 1,850

Source: Instituto Mexicano del Seguro Social

With the data provided above, it is worth noting that the increasing government outlays
relieved the scarcity of resources inside the IMSS that was beginning to have an effect on the
quality and reliability of attention. Still, the Institute did not abandon the basic reform strategies
such as the cost containment from more efficient processes especialy that intensive in [abor.

The growth in health costs is caused by the technological changes and the excessive
expenditure in the use of diagnose assistance and treatment, processes that the IMSS controls by the
use of basic lists, and protocols for drugs prescriptions and clinical treatments.

The Convenio de Fortalecimiento Financiero™® strengthens the financial restructure of the

Institution because it wanted to manage in a desconcentrated way the resources only if they can
maintain the financing scheme without deficits in the next section we will give athorough
explanation of this agreement.

As aconclusion, the financial restructure was implemented on time, it generated surpluses
because of the increasing share of the federal government that allowed the Iliness and Maternity
Fund to have reserves without any cross-subsidies. This Situation has alegal organizational and

12 This program has a detailed actuarial evaluation of the SEM as well as policy recommendations.
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administrative background that guarantees its establishment. All the technical preparations have
been covered, and a cost control policy has not been abandoned so there is a favorable background
that helps devel op the changing projects that the reform needs. However, the financia reform is not
finished yet.

2. Deconcentration and Regionalization of the IMSS

The PRSS found as centralism problems: the low efficiency concerning the orientation of
resources, the low definition of responsibilities, the bureaucratism involved in the decision making
that delays actions and processes, and the obstacles for the performance of the second and third
level units. In the IMSS Diagnosis** among the main problems found were the excessive
centralism: the normative rigidity and the gigantism of the Ingtitution. At the same time, purchasing
was centralized so the Ingtitute did not answer on time and in form to regiona or local necessities.
The way to solve these problems was the regional division of the Ingtitution.

In 1995 and 1996 seven regions were established in order to systematize decision making
between the 37 delegations and the normative center.** In 1998 the purchasing of equipment and
drugs was desconcentrated into each of the regions.

The regional division of the IMSS was integral and well timed, however the following
obstacles can be observed: the regional directives have atrend of reproducing the central normative
scheme and increase their structures.*** Moreover, they present conflicts between the authority and
the center, the region and the delegation.*** On the other hand, a better technical preparation is
needed among the regional management authorities and their middle status managers, so the
Programa de Fortalecimiento Gerencial (Manageria Strengthening Program) has to be considered
in amore active way.

In order to complete the financial autonomy of the IMSS, there was a Convenio de
Fortalecimiento Financiero (Financia Strengthening Agreement) among the Ministry of Finance,
the Ministry of

Comptrollership (SECODAM) and the IMSS that was signed in October 1998. With this, there
isalegd base that guarantees financial viability and autonomy. Furthermore, a policy of savings
was generated and the creation of reserves to obtain stability in the quality of services with
efficiency and opportunity that would generate administrative simplification between the IMSS, the
Ministry of Finance and SECODAM.***

The settlement established in this agreement for the enhancing of health were: training within
the directors, introduction of medical management systems, the generation of a data base that would
include the Single Code of Population Registration (CURP), the introduction of

%0 The Diagnostico was published in 1995, and it wanted to analyze thoroughly the situation inside the
IMSS.

Bl The delegations are organizational entities with legal faculties for affiliation, collection and other

economic-financial and medical actions, so there was a crisis of authority as well as duplicity of functions
between the region and the delegation so that is why an analysis of the organizational design was needed.

32 The main disadvantage if the IMSS in economic terms is the high weight of its corporate or

administrative instances so regional structures have to be limited in their growth.

133 An example is the purchasing of medicines that generated conflict between the three entities, because
it was not clear where to separate and where to apply its economies of scale.

B34 mss, (1998) Programa y Convenio de Fortalecimiento Financiero 1998-2000. Version Ejecutiva.
México: IMSS. November. Pp. 15.
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systems that classify patients by diagnostic-related groups, and the improvement of the supplying
system among others. It is worth noting that there are three out of seven Financia and Budget
Strengthening Agreements that have been signed between the centra authority of IMSS and the
delegations, the commitment is to have by the year 2000 all the agreements signed.

Due to the budget uncertainty it was necessary to elaborate the legal background with financia
ceilings of medium term in the regiona and delegationa levelsin order to desconcentrate and
separate financing from delivery services. In 1998, there were 139 Medica Aress of
Deconcentraded Management (AMGD). This materialized a greater level of deconcentration and by
the year 2000 the commitment isto have al the agreements signed.

3. Institutional Model for Comprehensive Health Services (MIAIS)

The main problems detected in the present model are the need to structure adirect attention
mode of ingtitutional medical practice that would synthesize the actions of the reform that would
guarantee integral attention with quality and efficiency that would solve the following demands:
new cost-efficiency models in the family practice, the provision of other socia services, hospitals,
community health, workplace safety, under a context of financia deconcentration and technical
autonomy; areal separation between financing and delivery of services that would lead to
competition among providersin order to diminish the inefficiencies; a reengineering of processes to
increase the effectiveness and the definition of unit costs of attention. The economic incentives of
performance would generate a better quality in the delivery of services. The MIAIS was designed to
be the solution to this problem.

In January 1998, the First National Reunion for Medical Zones took place but the strategy was
hated for another negotiation with the union. In September, the fina version of the document was
presented, the document that would lead the reform in the health component was called Institutional
Model for Comprehensive Health Services (Modelo Ingtitucional de Atencién Integral ala
Salud/MIALS). Anintegral attention in the areas of social services, community health, family health
and hospitalization; the coverage of the Deconcentrated Management Medica Zones; the
determination of health necessities by the Daily Annual Life Years Adjusted (DALYS)
methodol ogy; the use of the methodology for cost of health services by diagnostic-related groups
(DRGsS).

On the other hand, a credit of the World Bank was signed for US $700 million to solve the
existing lag and obsolescence of the surgica and medica equipment, and another credit for US $25
million to develop strategic projects of technical assistance that would materialize the process of
change.

The IMSS has the commitment to design an investment fund that will maintain the surgical
equipment and guarantee the existence of resources. The problemisthat by 1999 the reform of the
health component had not started, because in the best case some of the projects are in the design or
pilot phase so time was the mgjor obstacle. The delay in implementation can be understood because
of the need to continuously reinforce the actua efficiency and modernization processes, and the
union delayed the implementation of the project of medical areas, one of the most important issues
of the reform. Furthermore, the World Bank credit will be used to accel erate the reform process
even though it only has two years in the present administration to design, pilot, and give
recommendations with hard data to establish new processes.
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4. Medical Areas of Deconcentration Management (AMGD)

In order to respond to the local needs of hedlth, it is necessary to restructure the services given
by the IMSS. As a precedent to regiondization it can be observed that in 1982 the IMSS structured
its services in regions and zones, so areferral system was implemented and, there is away to refer
patients to different levels of attention. Nonetheless, due to the growth of the medical infrastructure
and the incorporation of new technologies it was necessary to bring up to date the division of zones.
A new organization of the service structures that would allow a deconcentrated management of the
resources and an integration of local networks of first and second level providers for specific
geographic aress.

In 1997 the project for medical zones was devel oped, however it was not accepted by the
union because it was not negotiated from the beginning with them and its structure was affected.
The project was consensed during 1998 with the union, the project was changed into the Medical
Areas of Deconcentrated Management (AMGD). These areas are defined by their demographic and
epi gersrfigglogical characteristics and the local capacity to respond to certain problems inside the
IM

From the reform proposal (1999-2000) it can be noted that there was a commitment to
structuring 139 AMGDs by the end of the year 2000 in order to have a structure with better
economies of scale, and economic and technical deconcentration. Furthermore, there are three out
of seven Financia Strengthening Agreements signed, in these the region and the delegation are
formally committed to develop management agreement with the AMGD.

This project has been designed, though the problem is the risk of inserting a new
Deconcentrated zone structure by the end of the administration. It has been questioned that the
President of the Executive Committee for the Administration of the Areais the genera director of
the hospital inside the AMGD, because he/she would privilege the hospital over the non-hospital
primary health care centers. Also, the medium level personnel is not prepared to assume managerial
functions and the innovative programs that will be used in the AMGD for Socia Rendering and
Community Health are not designed yet, as well as the economic and financial model.

Only the first steps of this process have been covered and the AMGD mode in the operative
aspect is about to be built so its possibility for consolidating is low. However, the British experience
shows that it is better to take the decision of decentralizing even if the conditions are not in an
optimum level, otherwise the process is aways delayed and never gets there.**®

The following IMSS administration will have a more deconcentrated structure and more
financia autonomy but it will have to continue the process.

5. Family Health Insurance (SSF)

There are problems about the ways to get health insurance by prepaid systems, specidly for
those workers in the informal sector of the economy. These problems are mainly caused by the high
cost that represents a private health insurance for afamily. Since there are no options for the
uninsured population, the IMSS has fraudulent incorporation when the

5 The AMGD have at least one Zone General Hospital or a Regional Hospital, Sub-Zone Hospitals,

Family Medicine Units and Social Rendering, and Community Health of its influence area.

138 About the British case see Robinson, R & Le Grand, J. (1994) Evaluating the NHS Reforms, Newbury:
King’'s Fund Institute.
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population has to get expensive treatment and does not have an insurance. The instrument that was
designed to provide prepaid services for the informal sector by voluntary incorporation that would
not become as expensive as the private insurance and that would make all the IMSS services
available to all, is the Family Health Insurance.

In 1996 the first strategy wanted to cover all the families that were outside the socia
security.*®” The legal requirements were to create a Regulation of the Family Health Insurance*®
where the coverage is specified, the head of the insured family and his’her legal beneficiaries that
would be his economic dependents.

The federa government will pay an additional share equivalent to 13.9% of the minimum
wage. However, there is an economic barrier for the incorporation of the families: the amount
established for the insurance that is equivalent to 22.4% of the annual minimum wage,"*® and has to
be paid in advance and in one payment.

By January 1999, atota of 199,143 heads of the family were incorporated to this insurance
scheme, so if we consider an average family of five membersit would imply that aimost 1’ 000,000
people are covered. The SSF is the most cost-effective option to get affiliated to a prepaid system
with an integral coverage.

On Table 14, it can be observed that if we consider the last trimester of 1998, the annual cost
of the SSF was of $2,578.00 pesos per family, while a private health insurance would cost in an
average $5,459.00 pesos per person. On the other hand there is also a Collective Facultative
Insurance that had a cost of $1,512.00 pesos and the Individual Facultative Insurance had a cost of
$1,846.00 pesos.

Table11. Annua Estimates of The Cost of The Medical Insurance

Trimesters*
1 2 3 4

Facultative Insurance (Individual)

1995 954 1,068 1,068 1,104

1996 1,180 1,228 1,323 1,398

1997 1,549 1,549 1,549 1,549

1998 1,768 1,768 1,768 1,846
Facultative Insurance (Collective)

1995 782 875 875 905

1996 966 1,006 1,084 1,145

1997 1,269 1,269 1,269 1,269

1998 1,448 1,448 1,448 1,512
Family Health Insurance

1997 0 0 2,163 2,163

1998 2,469 2,469 2,469 2,578
Private Insurance

1995 2,294 2,294 2,294 2,497

1996 2,902 2,966 3,373 4,079

1997 4,452 4,802 4,802 4,802

1998 5,459 5,459 5,459 5,459
* Datain Mexican pesos
Source: Instituto Mexicano del Seguro Social

B7|MSS, (1996) Lineamientos Estratégicos 1996-2000. México: IMSS. Pp. 25.

38 |MSS, (1997) Reglamento del Seguro de Salud para la Familia. México: IMSS.

39 Mexico City urban area.

98



Annex |: Policy Tracer

The Facultative Insurance was designed for certain political or economic organizations, so the
Institute has to keep this instrument. The Individual Facultative Insurance is voluntary fee related to
in kind benefits for people who leave their jobs and want to keep their socia insurance. We can
conclude that only the SSF can be compared to a private insurance and that the first is a better cost-
effective option.

On Table 15 the voluntary contributions of the Individual Facultative Insurance decreased
from 180,000 in 1991 to 101,000 in 1998, the Collective Facultative Insurance increased only in
2.3%, going from 152,000 in 1991 to 155,857 in January 1999, meanwhile the SSF in two years has
199,143 tutors.

Table 12. Development of The Facultative Insurance (1991-1998)
It isimportant to note that the SSF has been criticized because of its low diffusion and visibility.

(data to December in thousands)
1991 1992 1993 1994 1995 1996 1997 1998
Premanently Insured Workers
Urban 8,631 8,596 8,426 8,579 8,219 8,864 9,555 9,845
Rural 375 322 305 290 284 299 283 296
Total 9,006 8,918 8,731 8,869 8,503 9,163 9,838 10,141
Eventually Insured Workers

Building Insustry 805 858 854 866 466 603 386 537
Non Building Industry 276 233 218 218 164 192 328 633
Rural Seasonal 203 173 198 185 190 185 202 196

Total 1,284 1,264 1,270 1,269 820 980 916 1,366
Total Workers 10,290 10,182 10,001 10,138 9,323 10,143 10,754 11,507
Non Workers Insured

Voluntary Continuations 180 193 200 203 209 233 224 101
Facultative Insurance 152 145 207 226 202 194 221 350
Students 712 848 911 995 1,199 1,326 1,515 1,653

Total non workers 1,044 1,186 1,318 1,424 1,610 1,753 1,960 2,104
Total insured 11,334 11,368 11,319 11,562 10,933 11,896 12,714 13,611

Source: Instituto Mexicano del Seguro Social

This could be due to saturation of the medical services since the main intention of the reform was to
increase coverage in the obligatory regime in order to guarantee socia integral protection to
workers and their families. Furthermore, the SSF could be used as a fraudulent source of insurance
since the employees could agree with the employers only to have a SSF instead of the integral
coverage of the IMSS that includes work hazards and pensions.

Thereis aso an excessive regulation for the entrance to the SSF, so it is not as attractive for
the population. The IlIness and Maternity Fund allows anybody with aformal job to get this kind of
coverage, so fraudulent incorporations and adverse selection are set in thisinsurance. Persons
needing treatment can aways find someone that affiliates them to the IMSS.

The Family Health Insurance could be promoted in a collective way so that governors of the
states, in the context of New Federalism and using the new faculties that they have in the Health
Sector, could buy the insurance for the uninsured population and those population groups who
cannot pay the premium and have access only to the inefficient public assistance hedlth services. In
some states the governments are studying this with the IMSS as an option.
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6. Family Doctor Eligibility and Performance Incentives for Family Health Centers

The main problem at the first level of attention that the IMSS hasis related to the quality of the
atention generated to the absence of choosing the family doctor. Furthermore, the physician does
not have career incentives to improve performance that would make him/her keep track of higher
patients. A new remuneration system is needed in order to eliminate the salary remuneration that is
bureaucratic and requires the introduction of performance incentives, that would pay more to the
effort made. The model proposed to solve this problem is known as the new model of family
medicine with dligibility of the family doctor by the consumer.

According to the 1995 Hedlth Sector Reform Program, the users should be able to choose the
physician and with this, increase the quality of attention. The IMSS proposed the devel opment of
the Nuevo Modelo de Medicina de Familia**® (New Model of Family Medicine). This mode has the
objective of strengthening the health attention for first level users with a model that incorporates
processes, develops work teams and that gives integral services with quality, efficiency and
opportunity, with the commitment of the IMSS workers.

The model wants to raise the capacity of first level of attention, offer continuous medical
attention, integral health attention, eligibility of the family practitioner and performance incentives.
The incentives of this model are by capitated weight, incentives by accomplishment of quality
factors, and incentives by research done. The family physician would have an extra payment
besides his salary by the number of users that would choose him, in other words, by a capitated
payment integrated to higher salary.

The union conditioned the project so that all the workersin a Family Medicine Unit and not
only the physician and hig/her team would have access to this incentives system. The project was
renegotiated and it was approved in 1998 by the union only if the Ingtitute for Union Studies and
Socia Security would evaluate the pilots made in 37 units.

The model of digibility with performance incentives has an important delay in its
implementation, and it is only being piloted at the moment. One of the obstaclesis that thereis a
system needed as well for hospital's, and this one has not been designed so it is impossible to
generdize if this Situation is not solved.

The modd is totaly designed and is an innovation in the presentation of health servicesin
Mexico. A pilot has been programmed in 37 units for 1999, even though the union is hesitant.

7. Performance Incentives

One of the main problems of the Health Sector Reform Program is the absence of performance
incentives which has negative effects on the quality of services. The incentives scheme for the new
model of family medicine is already designed. However, this model cannot be implemented unless
another model is designed for hospitals. So a performance incentive strategy is to be designed for
hospitals, research and development centers, centers for socia security, health at work, medical
support areasand administrative areas. However, a system of performance incentives for IMSS
workers was proposed. The Ingtitute reached an agreement with the union in which the Ingtitute for
Union Studies and Social Security, created in 1999, will develop this system.

0 mss, (1998) Modelo de Medicina de Familia. Documento para prueba. México: IMSS.
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The commitments of reform for 1999-2000 show the need to design a pilot in order to obtain
the System for Performance Incentives for Workers in the Health Area (SINDAS).***

Furthermore, a performance incentive system has to be developed and piloted for other health
centers that are not hospitals or medical family units.

In relation to the speed, it can be noted that this program is only in its design phase for the
hospital incentives system, and for the other health components. The administration will finish
before the system goes beyond the design phase so it has the risk of not being formally established.
The project has to be approved by the union because it conditioned the project to the non-alteration
of the activities that each worker has established in the General Work Contract.

142

8. Costing According to Diagnostic-Related Groups (DRGS)

One of the main problems of the IMSSis that it does not have the information about unitary
costsin order to separate financing from delivery of services. Moreover, there are no reliable
guiddines for evaluation of when it is optimal incur in outsourcing of services and when to provide
them directly. It is necessary to have this information in order to be able to charge for these
services. In addition, the guidelines are insufficient to evaluate the efficiency of the units and no
benchmarking systems can be adapted if there is no cost information. Due to this, internationally
proved methodol ogies have to be adapted to obtain costs, such as Diagnosis-Related Groups so the
costing processes have to achieve a quality norm that guarantees and keeps the health of the users
and the safety of the workers.

In 1996 the IMSS decided to adapt the methodology of Diagnosis-Related Groups in order to
obtain costs of its processes. Since 1997 the first patient classification studies were made by this
method. In 1998 nationa reunions took place to obtain the production function in each of the DRGs
by acdl of national experts. At the same time, the commitment of the adoption of the methodol ogy
of DRGs is established in the Manageria Strengthening Agreement.

The commitment for 1999-2000,**? is that with the credit of the World Bank technical
assistance projects will be financed so that the IMSS can recognize its own costs and has a norm for
its processes based on the different cases each method has. The classification of patientsin 216
second level hospitals and 41 third level hospitals. Furthermore, a project will be designed for the
definition of protocols for 500 DRGs, where the form by which the medical processesin the IMSS
and the type of resources that are consumed.

One of the challengesis that in sixteen months the system has to be built, the processes
transformed, the DRGs implanted, the information systems installed and the training of the staff
done. The problem is centered on the timing, since the DRGs are in the experimental phase and it
will be very hard to see this as a methodology for the administrative and medical staff inside

“I The objectives of the System for Performance Incentives in Hospitals are: a) To elaborate a

“Situational Hospital Diagnose” for the structuring of a incentives system; b) define the “Structure of the
Performance Incentives System in Hospitals”; c) define the “Financial and Economic Model” of the system; d)
propose experts for the developing of software and for the design and implantation; e) design and implantation
of the software; f) design and implant the “Training Program”; g) Implant the system in its different components,
and h) elaborate a “Performance Incentives Program” for medium term.

2 The GRD is a classification technique that orders different episodes in the medical attention inside the
hospitals, and it is according to the use of resources in the diagnosis and therapeutic management of patients.

1% See note 22.
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the IMSS. Furthermore, the possibility of changing the information systems and developing the
costing system and training of the GRDs should be integral and it is a very short time to be able to
generdize before the year 2000.

9. Contracting Out of Health Services™

The comprehensive contracting out of clinical servicesis a scheme that aready represents
2.5% of the total IMSS &ffiliates (around 200,000 workers), of which 95% are in the banking sector.

The main problems for the development of a comprehensive strategy of contracting out clinical
services are that the health services provided directly by IMSS are perceived as being of alow
quality. Some insured people prefer to solve their health demands in the private sector with out-of -
pocket payments or by purchasing a private health insurance. Furthermore, some firms compul sory
enrolled in IMSS offer their workers a private insurance so the problem of double quoting arises.

Moreover, it is hard for afirm to get into the comprehensive contracting out system since it has
been more than 10 years that no new agreements for private firms have been authorized to do it. Up
until now the Technical Council of the IMSS has the discretionary option to determine which firm
has al the requirements to participate in this scheme. The result is an unclear processand until now
the requirements and the circumstances under which a firm can have access to this agreement are
not crystal-clear.

Besides, the present comprehensive contracting out scheme the IMSS has the following
characteristics. @) the already signed agreements do not have the same format, they are
heterogeneous in relation to the kind of services that they offer and the amount of money to charge,
b) the amount to charge or percentage of quota to revert to the firm, apparently is not based on the
cost of services, ¢) the scheme is focused to a curative system, d) thereis no digibility of the
service provider by the worker, and he/she has to follow his/her firms agreement with the doctors,
€) they do not provide statistic information to the IMSS, even though their workers are still IMSS-
insured, f) the quality and the costs are not regulated, g) competition is not regulated either, h) it is
not adjusted by risk.

The form proposed to solve this situation consists in the development of a new scheme based
on pool risk for at least 100,000 people with a per capita cost according to age and sex that provide
comprehensive and integral health care.

During its early stages, the draft amendment to the Social Security Law included a clause that
would guarantee a more systematic and transparent process to approve quota reimbursements to
those firms who complied with IMSS requirements to cover the health services of their employees.
This proposal proved to be politically contentious and was eventually discarded during negotiations
in the Lower Chamber. The IMSS Directive was aware that the previous Law did provide for these
type contracts, and that therefore there was enough room for manouvre for the IMSS administration
to continue to manage the process of quota reimbursement via administrative acts or contracts, at
the speed and scope it considered pertinent and on a case by case basis.

Y The guota reversion in health services is the mechanism by which the employer is responsible of the
provision of health services to his’lher employees and their beneficiaries. Its nature and quality is similar to the
services given by the IMSS, the lliness and Maternity Branch and Risk at Work Branch. Part of the employer-
worker quota is given back because of the corresponding branches.
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Further more, as of 1996, the employer-employee quota share for the I1iness and Maternity
Fund was greatly reduced as aresult of the New Law, while the government’ s share augmented
significantly. This adjustment, which became a substantive subsidy from public funds to the
production sector, reduced the business community’ s incentives to press for a quota reimbursement
scheme due mainly to two reasons. Firstly, because the reduction in quotas diminished the pressure
on production costs — as was the policy makers goal -, and thus the issue ceased to be on their
agenda. Second, because if quota reimbursement was to be obtained, employers would only receive
an amount equivalent to their contribution, which would not be enough to cover the costs of the
health services they would have to grant their employees in order to qualify for it. Thisissue is still
under study and discussion both in the public and in the private sectors, with part of the business
community pressing to have part of the government’ s share devolved as well to the quaifying
businesses.

In light of this stalemate, a new proposal of integral and comprehensive contracting out of
clinical servicesis currently being analyzed. It consists firstly in the separation of the financing
from the delivery of servicesin such away that the employer could till pay the totality of hisher
quotas to the IMSS. The IMSS would have agreements for the provision of comprehensive and
integral health services with Health Management Organizations (HMO’s). Second, a “risk pool” or
a“risk fund” had to be generated, where a certain capitated value should be given to each insured
person according to hisher sex, age, and average expenditure in the IMSS among other variables.
Third, the firm should offer an integral package of health services that would be the same in nature,
kind and quantity to the one given by the IMSS and in exchange he would receive a capitated
payment. Fourth, the OASS will establish agreements with service providers, if they have a
certification of the Nationa Insurance and Bail Bonds Commission (CNSF).

The main problem was the opposition of the union to any kind of participation of the private
sector, including the contracting out of services, because it saw it as a precedent to the IMSS
privatization. Furthermore, the capacity of response of the private sector was questioned due to the
fact that 85% of the private hospitals are micro firms with less than 15 beds with lack of capacity to
respond to complex demands. Moreover, there were very few HMOs in Mexico and there was the
absence of an insurance culture within the Mexicans. The project was suspended.

The Executive sent in April 1999 an initiative to the Lower Chamber to reform the General
Law of Mutualist Insurance Societies and Ingtitutions, in which the health services that these
institutions will provide will be added to the medical expenses insurance. This law was approved by
the Lower Chamber and the Upper Chamber will discuss it. The proposal establishes the framework
in which the insurance companies will increase their participation in the private medicine business
without modifying the actual regulating laws of social security.**

The HMOs will have to be regulated as insurance companies to be supervised by the CNSF.
The new scheme has technical problems to be solved, such as the one of giving the HMOs the
constitution of an insurance company. With this, costs increase because they need reserves and have
to comply with al the technical and economic norms that any insurance company has to comply
with.

With respect to the administrative requirements, the IMSS had the commitment since 1996 to
elaborate the Regulation of the contracting out of clinical services, which has not been concluded.
Notwithstanding, it is necessary to regulate the market of prepaid private providers of

¥ The CNSS is proposed to act in a coordinated way with the Ministry of Health in order to obtain an
integral vigilance of the institutions that have the authorization to operate in the health sector. The SSA will
emit technical opinions to support the participation of the institutions and will supervise them.

103



Enahancing the Political Feasibility of Health Reform: The Mexico Case

health services and to devel op a scheme of integral subrogation of health services within the IMSS,

However, the private health services attention in Mexico has been regulated in a very loose
manner, because of market imperfections, prices are very high. The financing scheme in the sector
is basicaly out-of -pocket payments. The health insurance only covers 2.4% of the total population
of the country.

It will be difficult to expand the private provision of health care. The IMSS will not subsidize
the private sector and the integral comprehensive contracting out of clinical services hasto be
mediated by the costs of attention of the IMSS. Which are low compared to those in the private
sector, because of the economies of scale, payment methods based on salaries and not by event, and
the regulations to the incorporation of new technology such as the basic schemes.

Asaconclusion, it can be observed that athough there are formulas designed to solve this
component of the reform there has been no advance on these issues. There is no new agreement for
the contracting out of clinical services (quota reimbursement), and there has not been an answer to
the absolute decrease in the share to revert used to fund health services in the actual quota reversion
scheme. However, no new spaces have been created for the participation of the private sector in the
integral comprehensive contracting out of clinical services scheme.

CONCLUSIONS

The following remarks about the reform of the health component of the IMSS and its
characterization will be based in what was about the socio-economic context, as well as the
conclusions found in the policy tracers.

Given the depth of the economic crisisin 1994 and the restrictive policies that followed in
response, the reform of the health sector lost its priority in the public agenda, limiting it to remedial
policy changes and significantly dowing its pace. All the government efforts were focused on
restoring the macroeconomic equilibrium. However, due to the importance of pensions reform as
part of this response in the maintenance and support of high government spheres and could thus be
passed through the Upper and Lower Chambers.

The absence of palitical will to support the health sector reform, since it only had four genera
strategic lines, was due to the absence of defined proposals.

The health system is still segmented and has great differentials of per capita expenditure
among public provider ingtitutions. Also, the overlapping among target groups has not been solved.
The poorest do not have guaranteed access to basic health care services and are more exposed than
other groups to catastrophic expenses. It is worth noting that mid and high level income groups are
also exposed due to the low coverage of the private insurance and prepaid systems. Furthermore,
before the economic crisis,40% of the resources of the health care system in Mexico came from out-
of-pocket payments. Due to the crisis, that fund increased to 64% by 1995. This means that from all
the money used for health care, two thirds were used to satisfy the demands of attention through
out-of -pocket payments.**®

It can be concluded that the reform of the IMSS was not supported by a process of overall
policy change in the health sector as awhole - that would include significant changesin the

¥ It is recommended to have this fund decrease to 10% and direct the other 50% through prepaid
systems.
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Ministry of Health as well, among other health provider ingtitutions. The IMSS developed a
separate reform process aimed at solving the strategic problems that have been presented in this
chapter. However, the elements of thisinternal process of reform were discussed and formally
presented as part of the national health sector reform program — thus rising expectations of a
comprehensive and integrated reform. The IMSS reform consisted mainly in the restructuring of all
its insurance branches. A pension funds system was created independent of other IMSS accounts
and managed by the private sector. The Ingtitute had to further its reform in order to make other
branches that previoudly counted on cross-subsidies from pensions funds, self-sufficient and thus
prevent future deficits. Since this changes affected primarily the health component of IMSS, equity
and service quality were aso incorporated to the health reform agenda. The financia restructuring,
along with a significant increase in the government’ s outlay, restored IMSS actuaria equilibrium.
Simultaneously, new insurance branches were created in order to offer prepaid systems financially
accessible to the informal sector workers, and for the self-employed. However, there are still serious
income and procedura barriers; which, along with alow level of diffusion, have not made this type
of insurance a complete success. The Ingtitution has financia certainty, which is added to the
desconcentration process and the generation of autonomy. Decentralization was taken to the local
level as well asthe financial desconcentration with the techniques and design of new tools for the
reform. However, most of these new techniques and tools are in the pilot phase. The participation of
the private sector and outsourcing of services have proposalsin the strategic areas of the reform that
arealso in the design phase.

The structure of remuneration of the workers is being changed in order to improve the quality
and technical efficiency of the attention processes. Furthermore, the IMSS got external resourcesin
order to solve the problem of obsolescence of the medical equipment and for the development of
technical assistance problems for the institutional strengthening in the different levels of attention
and thus prepare them for the implementation of the reform. As a critical aspect, the worst obstacle
the reform faces is the timing, since most its components are currently in design or pilot phase, and
the change of the administration is due in December 2000. The reform’s continuity and eventual
consolidation will be entirely dependent on the political will of the following administration and the
s0cio-economic context in which it evolves.

In synthesis, and as a general conclusion, the IMSS reform was supported in the beginning by
the federal government in its financial component. However, this initiative was not followed by a
reform process in the health sector as awhole. Thereis an interna proposal that is considered
integra but it is ill initsfirst phase - design and pilot — and it is very vulnerable because it will not
be completely consolidated before the change of administrations.
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