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This book is an elegant and well-researched tour-de-force of Latin American pension and health
reforms and their impacts. Drawing on five decades of work on social security systems in Latin
America, Carmelo Mesa-Lago bridges the gap between pensions and health care through a cross-
cutting analysis of vexing policy issues. This book will become an invaluable asset for all those
grappling with the complexities of social policies in Latin America.

Gerard M. La Forgia, Lead Health Specialist, World Bank

This comprehensive volume is written by the most knowledgeable expert on Latin American
pension and health care issues, a long-standing observer of social policy making on the subcon-
tinent. His razor-sharp analysis and recommendations deserve many readers in Latin America
and beyond.

Dr. Katharina Mueller, Professor of Social Policy, Mannheim University of Applied Sciences

Carmelo Mesa-Lago is one of the masters on economics of Social Security in Latin America. In
the last three decades, his ideas, books, and accurate papers had influenced many generations
of social economists and policy makers in every country of the Region. This book is a new
masterpiece that will contribute to update the knowledge about the achievements and challenges
of the last generation of reforms on social security in Latin America.

André Medici, Senior Social Development Specialist, Inter American Development Bank



oo-MesaLago-Prelims OUP130-MESA-LAGO (Typeset by SPi, Delhi) iii of xxvi November 13, 2007 19:3

Reassembling
Social Security

A Survey of Pensions and Health Care
Reforms in Latin America

Carmelo Mesa-Lago

OXFORD

UNIVERSITY PRESS



oo-Mesalago-Prelims OUP130-MESA-LAGO (Typeset by SPi, Delhi) iv of xxvi

OXFORD

UNIVERSITY PRESS

Great Clarendon Street, Oxford OX2 6DP

Oxford University Press is a department of the University of Oxford.
It furthers the University’s objective of excellence in research, scholarship,
and education by publishing worldwide in

Oxford New York

Auckland Cape Town Dar es Salaam Hong Kong Karachi

Kuala Lumpur Madrid Melbourne Mexico City Nairobi

New Delhi Shanghai Taipei Toronto

With offices in

Argentina Austria Brazil Chile Czech Republic France Greece
Guatemala Hungary Italy Japan Poland Portugal Singapore
South Korea Switzerland Thailand Turkey Ukraine Vietnam

Oxford is a registered trademark of Oxford University Press
in the UK and in certain other countries

Published in the United States
by Oxford University Press Inc., New York

© Oxford University Press 2007

The moral rights of the author have been asserted
Database right Oxford University Press (maker)

First published 2007

All rights reserved. No part of this publication may be reproduced,

stored in a retrieval system, or transmitted, in any form or by any means,
without the prior permission in writing of Oxford University Press,

or as expressly permitted by law, or under terms agreed with the appropriate
reprographics rights organization. Enquiries concerning reproduction
outside the scope of the above should be sent to the Rights Department,
Oxford University Press, at the address above

You must not circulate this book in any other binding or cover
and you must impose the same condition on any acquirer

British Library Cataloguing in Publication Data
Data available

Library of Congress Cataloging in Publication Data
Data available

Typeset by SPI Publisher Services, Pondicherry, India
Printed in Great Britain

on acid-free paper by

Biddles Ltd., King’s Lynn, Norfolk

ISBN 978-0-19-923377-9

10987654321

November 13, 2007

19:3



oo-MesaLago-Prelims OUP130-MESA-LAGO (Typeset by SPi, Delhi) v of xxvi November 13, 2007 19:3

In view of its current relevance, I reproduce herein the dedication in my
first social security book published thirty years ago:

This book is devoted to the millions of workers and peasants in Latin America who suffer
from lack of coverage or poor protection against social risks. It is intended as a modest
contribution to the long quest for a universal, unified, standardized, and equitable social
security system in the region.

Social Security in Latin America: Pressure Groups, Stratification, and Inequality
(University of Pittsburgh Press: 1978)
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PREFACE: REASSEMBLING SOCIAL
SECURITY IN LATIN AMERICA

Since the first social security programs were introduced in Germany
in the 1880s, steady progress has been made to improve one of the
most important instruments of social protection and welfare designed
by human beings. More than half a century has elapsed since the Inter-
national Labour Organization (ILO) approved the ‘minimum norm’ that
established the following crucial social security principles: (@) universal
coverage; (b) equal treatment; (c) solidarity; (d) comprehensiveness, suf-
ficiency, and quality of benefits; (e) unity, state responsibility, efficiency,
and social participation in the administration; and (f) financial sustain-
ability.

The two most important social security programs, in terms of the
number of insured and beneficiaries, as well as revenues/expenditures,
are old-age, disability and survivors pensions, and sickness-maternity or
health care. Latin America was a continental pioneer when it introduced
these programs in the Southern Cone in the 19108 and 1920s. Ulti-
mately, these programs were implemented in all twenty countries in the
region, albeit with significant differences in coverage and benefits. The
conventional social security principles reigned without challenge until
structural reforms commenced in the 1980s and more so in the 1990s.
The structural pension reform (‘privatization’) introduced by Chile in
1981 gradually influenced other countries in the region, as well as in Cen-
tral and Eastern Europe, and spurred reform debate in Western Europe
and the United States. These pension reforms not only challenged
the technical social security international organizations but also affected
the design of policies by international financial institutions. Health care
reforms, which began in the 1970s and the 1980s, had spread to all
twenty countries in the region by the 1990s. The health care reforms
have been less radical and more diverse than the pension reforms but
both have reassembled or re-engineered social security programs trans-
forming several key principles and setting new goals.

Although pension and health care reforms have social objectives, such
as extending coverage and improving equity and quality of benefits,
of equal or more importance, have been the following economic aims:
(@) maintaining the financial-actuarial equilibrium of the systems and
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fiscal stability to cope with population aging in the case of pensions
and increasing costs of health care; (b) establishment of the principle of
equivalence or a strict relationship between contributions and benefit
levels as an incentive for enrollment and payment of contributions; (c)
total or partial replacement of state and/or social insurance monopolies
or quasi-monopolies in pensions and health care by private insurance,
financing and provision, often combined with decentralization, particu-
larly in health care, and the separation of these functions from those of
regulation and supervision that are left to the state; (d) development of
insurance and provider markets as well as competition among adminis-
trators and providers; (¢) granting the insured freedom of choice between
competing pension administrators and health care insurance firms and
providers, in pursuit of more efficiency and lower administrative costs;
and (f) advancement of capital markets and increasing national saving
promoted by pension reforms. Without a doubt, these reforms were the
most important social development in Latin America in the last century.

In 2004, 160 million workers in Latin America were affiliated with
social insurance pensions but only 74 million were active contributors
(one-third of the labor force), with 66% participating in public programs
and 34% in private schemes. On the other hand, by 2001 about 151
million people were covered by social insurance health care (45% of the
total population if Brazil’s population and public system are excluded)
and 59 million by private insurance (11.5% including Brazil) for a total
of 195 million insured, leaving 325 million uninsured. Coverage by the
public sector is impossible to estimate, but if those with access to Brazil’s
public system were added, the total covered would reach about 62% of
the population.

There were many valuable resources consulted for this book, including:
(a) the health care reports of the Pan American Health Organization
(PAHO), including profiles of the twenty Latin American countries that
describe the features and analyze the results of health reforms; (b) the
country pension and health care reform studies and regional statistics
from the Economic Commission for Latin America and the Caribbean
(ECLACQ); (c¢) technical documents from the ILO and the International
Social Security Association (ISSA); (d) comparative world studies and
statistics from the World Health Organization (WHO); and (e) regional
and country reports from the World Bank and the Inter-American Devel-
opment Bank (IADB). Despite this wealth of information, we still lack a
comprehensive, integrated, and comparative study of the pension and
health care reforms for all of Latin America that describes their features
and evaluates their results.

This book fills the void in the literature through a systematic compar-
ison of pension and health care reforms in all twenty Latin American



oo-Mesalago-Prelims OUP130-MESA-LAGO (Typeset by SPi, Delhi) viii of xxvi November 13, 2007 19:3

viii

Preface

countries, which categorizes reform models based on their diverse char-
acteristics and evaluates their impact on social security principles based
on standardized, recent statistics, and other data. In addition, the new
goals and assumptions of the reforms are contrasted with actual results.

This book is divided into four parts: Part I describes the state of social
security prior to the reforms, Part II focuses on pension reforms and
their effects, Part III deals with health care reforms and their effects,
and Part IV provides policy recommendations in both areas. Chapter 1
summarizes the general evolution of the six conventional social security
principles related to pension and health care and indicates which princi-
ples had been implemented in the region before the start of the reforms;
it also describes the transformation of the conventional principles by
the reforms and introduces their new goals. This chapter sets the basis
for later comparisons of the social security situation before and after the
reforms, as well as to test if the modified conventional principles and
new goals forged by the reform have been implemented. Chapters 2 and
7 summarize the major features and key objectives of the pension and
health care reforms, develop taxonomies of such reforms and identify
the external influences and domestic factors involved in the reform
process.

The central part of this book undertakes an analytical comparison of
the varied pension and health care reforms, evaluates their effects on the
six conventional social security principles, and determines whether the
new reforms’ goals and assumptions have been implemented and mate-
rialized. For that purpose, forty-two standardized tables systematically
contrast statistics and other data for each of the twenty countries in the
region, most of them with data as recent as 2005 or 2006. Four chapters
are devoted to each pension reform (3 to 6) and health care reforms
(8 to 11), the latter chapters are larger than those on pensions due to the
complexity and diversity of health care reforms. Each chapter ends with
a summary of findings on the impact of the reforms on the conventional
principles and testing if new goals or assumptions have materialized.

Of particular importance are the answers to the following questions:
Have the reforms been successful in increasing coverage and access of the
general population? Have health care reforms impeded the concentra-
tion of private providers on high- and middle-income groups with lower
risks, neglecting poor- and low-income groups with higher risks? Do the
new health systems offer a universal, basic package of benefits and have
they enhanced quality of services? Have the reforms of both programs
improved financial equity, solidarity, and gender equality? Have health
reforms achieved an effective decentralization that transfers adequate
authority, resources, personnel, and services to administrators closer to
the participants? Has the state fulfilled its functions of regulating and
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supervising, financing costs of the pension transition and providing
social assistance to the uninsured population? To what degree has priva-
tization been attained by both types of reform? Is there real competition
in the market that effectively gives users freedom of choice and, if so,
has it resulted in improved efficiency and reduced administrative costs?
Do the participants have available the information and skills needed to
select the best administrators and insurance providers? Do the insured
participate in the administration of the systems and are their opinions
taken into account to improve services? What has been the effect of the
reforms on health expenditures, on the distribution of insurance monies
among the three health sectors, and on out-of-pocket expenses? Have
reforms accomplished a better financial equilibrium and sustainability of
the systems and, in the case of pensions, also expanded capital markets
and national saving? Have the new incentives controlled evasion and
payment delays? Have the reforms improved health status indicators of
the population? Are the private systems insulated from political and state
interference?

Chapter 12 offers detailed policy recommendations both of a general
nature and specific to countries or issues, suggests methods to address
the identified problems in the region and thereby improve pension and
health care systems in the future. Finally, more than 6oo bibliographic
sources consulted for this book are listed in the Bibliography.

Despite the author’s efforts to verify statistics and information with
international, regional, and country experts, as well as to provide the
most up-to-date information possible, the enormous scale of this project,
and the extensive amount of material covered in this book, impeded a
complete review. Therefore, it is probable that errors remain and that
information for certain countries is not current. Finally, this book deals
with very controversial issues, many of them charged with ideology,
polarizing the field with extremes: either totally in favor or totally
against the reforms. Although full objectivity is impossible, the issues are
addressed in a scholarly fashion and supported with solid data, balancing
the positive and negative aspects of the reforms and identifying advan-
tages and disadvantages of public and private systems to correct flaws of
both and improve all types of systems and reforms. It is my sincere hope
that this book will stimulate debate, improve understanding of these
reforms and, above all, contribute to better pensions and health care for
the peoples of Latin America and elsewhere.
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