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The social security systems of Latin America are modeled on European  welfare states, of both the Bismarckian and  Beveridgean types. Nevertheless, they differ greatly  in their scope, form and purpose from their European counterparts  as  described by Esping-Andersen, among others. On the other hand, although this author does not regard the German and  French  welfare states as separate models, since they both cluster around the conservative-corporatist social model, which differs from both the liberal-residual model  characteristic of the  English-speaking countries and from the social-democratic model of the northern European countries,  there are, nevertheless,   sufficient significant differences between the German and French welfare states  for them to be regarded at the very least as different varieties of the same model. Although Esping-Andersen mentions differences between the  welfare states of both countries, Boyer’s work (Boyer, 2003)
 suggests that, whereas the German-Bismarckian model evolved from its conservative and highly authoritarian beginnings towards a neo-corporatist model based on the coordination of social organizations, that is trade unions and employers associations, the French model, although also no longer conservative or authoritarian, is still more dominated by the state, as is the case in most  Latin American countries. We will have a chance to talk more specifically about this issue in reference with the Latin American “model” in the first part of this paper.

The Latin American literature on social security systems makes constant references to the origins of the European social state in order to characterize the Latin American one. Nevertheless, there is little mention in the debate of the changes the European model has undergone since its inception. In fact, most of the studies  are based on an image of the European welfare state model as it existed when it was founded, without taking into consideration either the profound modifications it has undergone since the end of the 19th century or the transformations it is currently undergoing. On the other hand, some studies refer to the supposed “Americanization” of the Latin American social state, thus addressing the European model in normative terms, without acknowledging  that it is not static and is in deep crisis.
 

This paper is divided into  two parts. In  the first part, I will characterize the Latin American social security “model” with reference to the “European”  welfare state from the interwar period to the 1970s. In the second part, I will describe the changes in  Latin American social security systems since the 1980s, focusing  mainly on the Chilean, Mexican and  Brazilian systems. These cases have been chosen because, while both the Mexican and  Brazilian social security systems came into being under clearly corporatist and state-oriented political regimes, their present trajectories are diverging with regard to the transformations they are undergoing. On the other hand, the Chilean social security system was the first one to be transformed in Latin America(under the Pinochet dictatorship)and has been held up as a model for other countries, both in Latin America and in other  parts of the world, most notably post-Communist  Central and Eastern Europe. Bela Tomka’s article on Central and Eastern Europe in this volume refers to this model.

1. Origins and socio-political characteristics of the Latin American social security systems from the interwar period to the 1970’s.

Most analysts of Latin American social security systems argue that they were based originally on the Bismarckian social security regime. The reference to the Bismarckian regime alludes both to its conservative-state-oriented nature and its corporatist vis à vis universalistic character. The social security system in Latin America “…fomented social integration and promoted the observance of social rights, while it subordinated the individual to the State and put the workers under its authority. It also promoted social protection through the establishment of benefit categories and applying a corporatist modality giving public servants a privileged place”.
 Nonetheless, although most of these systems have not greatly diverged from their original statist character, they have gradually become more universalistic, which brings them closer to the Beveridgean regime, where pension and health systems are more centrally controlled and funded out of state expenditure rather than by contributions made by specific sectors of the population. In fact, most Latin American systems could be rightly described as hybrid, in that they combine characteristics of both regimes in Esping-Andersen’s terms. 

This process has been followed by the Latin American systems that emerged before the Second World War (Chile, Argentina, Uruguay, Brazil), but has been especially characteristic of those, such as the Mexican one, that basically emerged after the Second World War, under the influence of the Beveridge report and the ILO. The Mexican model has been described as a combination of the Bismarckian and Beveridgean models, as it was founded in 1943 with a single centralized institution (the Mexican Institute of Social Security – IMSS) that sought to extend a limited number of means of protecting the whole of the population through state expenditure, financed through tax revenue. In the beginning, the IMSS took over responsibility for all workers in the formal sector of the economy, with the exception of the few sectors that already had their own pension schemes.
 The corporatist character of the Mexican system was considerably strengthened later on, after an important wave of strikes in 1958-1959 obliged the government to offer special benefits to workers in sectors that were strongly organized and more active in that movement. The government granted special status to all workers in state enterprises and to state officials, setting up a separate health and pension scheme for them that was much more favorable than that for the private sector. The government founded the Social Security Institute for State Officials (ISSSTE) in 1962. 

Nevertheless, a distinction should be made between those Latin American countries regarded as belonging to the pioneer group (Chile, Uruguay, Argentina, Cuba and Brazil) and those that introduced social security schemes after the Second World War. The countries in the first group implemented pension programs as early as the 1920s and 30s and were mostly influenced by the only social security regime that existed then, namely the Bismarckian one. These systems created programs that “…originally protected the best-organized occupational groups of the labor force […] therefore the social security systems in these countries evolved in a fragmented manner, leading to numerous independent subsystems (in terms of both covered risks and population), each with its own laws, administration, financing, and benefits and each lacking overall coordination […] this resulted in considerable stratification […] relatively small groups were well protected at the apex and to a lesser extent at the center, whereas the majority of the population, at the base, endured the worst protection.” 
 Nonetheless, in these countries, social security systems “… gradually incorporated wider and less powerful groups … [at its peak] covering about 70 percent or higher [becoming] virtually universal if the noncontributory programs for the indigent are taken into account.”

The second group of countries (Bolivia, Colombia, Costa Rica, Ecuador, Panama, Paraguay, Peru, and Venezuela) developed social security programs after the Second World War, most of them in the 1940s. Mexico was among the latter; in fact it is the only country of the group that was relatively industrialized, as most of the others were predominantly rural. “In these countries a general institute was charged with the task of eventually covering the entire population, but its action was initially limited to the capital and major cities […] the coverage was less than in the pioneer countries, [at its peak] its range went from 13 to 60%. Furthermore, independent programs protecting the most powerful groups (particularly for pensions) evolved either before or after
 the creation of the general system. Still, fewer independent funds were formed than in the pioneer countries, so the degree of stratification was smaller.”

Although the pioneer countries were more influenced by and evolved more in accordance with the Bismarckian regime, the latecomers were more influenced by the Beveridgean model. Nevertheless, they tended to converge. The more Bismarckian countries evolved toward more universal systems, while maintaining the privileges of certain sectors and always keeping at least 30% of the population outside the system. The latecomers, on the other hand, provided universal coverage
 at a bare minimum level; some of them, such as Mexico, also put in place a more Bismarckian model for workers in the most strategic sectors of the economy. Both the pioneer countries and the latecomers almost always excluded that part of the population not in formal employment
, while the latecomers almost always excluded peasants.

However, Latin American social security systems are “Bismarckian” in a more profound sense. As noted by Esping-Andersen, the corporatist-state-oriented type of social security system was a reaction by conservative ruling circles (Napoleon III and Bismarck)
 to the development of capitalism, and more specifically to the commodification of labor. It was, therefore, a “political” reaction to an economic process. Thus in addition to the formal similarities between the Latin American social security systems and certain corporatist European systems, there is the more “profound” fact that the former were “conservative”; they were also preemptive ways of granting rights to workers. In Europe, however, these originally conservative systems became to a large extent controlled by society. German state corporatism, for example, gradually evolved into a social-corporatist or neo-corporatist system
 that no longer depended directly on the state. In Latin America, on the other hand, they remained heavily dependent on the state until very recently.

Most social security systems in Latin America did not develop as a response to social demands; they were mostly concessions on the part of the governing elites that were intended to co-opt certain sectors of society. In most countries in Latin America social security protection “…has been won through political or idiosyncratic factors rather than strict union power […] Sometimes the bulk of the labor force has obtained social security protection before it has established itself as a powerful pressure group through paternalistic concessions from administration: the latter’s objective has been to build up unions as a source of political support (e.g. Alessandri in Chile, Vargas in Brazil, Peron in Argentina, [Cárdenas in Mexico]), to prevent potential unrest among the under-privileged, as a manner of personal conviction of a liberal president, or to enhance national prestige by adhering to international(ILO) agreements”.
 Moreover, in Europe, social security systems became less elite-led and paternalistic and eventually evolved into more homogeneous and universalistic systems; some, however, maintained a number of the differences that characterized the original systems. In Mexico and other Latin American countries, such as Brazil, the basic rationale behind these systems continued to be determined by the elites, which meant they retained their corporatist character and became an obstacle to any extension of coverage.

The state that had emerged from the 1910-1917 revolution in Mexico had established a populist alliance with the workers and peasants in the 1930s. The state was to become the main agent of development, distributing the gains among its allies. The establishment of this alliance had required the emergence and mobilization of numerous trade unions and peasant organizations (and their inclusion in an official party, the PRI, that ruled until the year 2000), which had managed to improve the situation of Mexican urban and rural workers. This had involved an increase in the number of strikes and land invasions, which had resulted in thousands of collective agreements and an extensive land reform that deeply hurt the vested interests of capitalists and landowners. The situation changed radically with the Second World War and the arrival of a more conservative new government in Mexico at the end of 1939.
The economic boom of the 1940s in Mexico led the new government (from the conservative sector of the party) to try to scale down the redistributive effort in order to concentrate on investment in the economic infrastructure and structure; workers’ and peasants’ organizations had to be demobilized and their demands scaled back. The Second World War created a favorable economic context for industrial development in Mexico, which was to allow the country to begin to substitute imports from the developed countries involved in the war effort and to export certain goods to them. This development led the government to encourage a pact between workers and employers in order to calm industrial relations, which had been very conflictive under the previous government. The pact was signed in 1941. In 1943, in an attempt to persuade workers to be scale down their demands in an economy that was becoming more and more inflationary, the government passed the legislation required to establish a social security system. The new legislation instituted a minimum pension and health system for workers in formal employment, mainly those in urban areas. The Mexican social security system was thus, to a great extent, a concession to the labor movement on the part of the government, in exchange for signing a pact with business leaders.

The Mexican state once again used the social security system in a preemptive manner in the 1960s. In 1958-59, workers and peasants reacted with a wave of strikes and massive land invasions to twelve years of unpopular economic policies, high inflation, a wage freeze and, in 1956, a massive devaluation. Unlike in many Latin American countries, and for various reasons, this mobilization did not lead to a military takeover, as in Brazil in 1964, for example. On the contrary, the Mexican political regime managed to reinforce its populist alliance with the workers and peasants, this time nevertheless in a much more segmented and corporatist manner. The government again took preemptive action,  removing the best organized and more strategic sectors that had been most active in the popular movements from the universal system and targeting its resources towards them. While the official discourse claimed that the Mexican government was re-enacting the pact with the popular sectors established in the 1930s, it was in reality redirecting part of its resources towards the more militant and strategic sectors. The government considerably improved the wage and labor conditions of railroad, petroleum and electrical workers and introduced special social security services and pensions for these workers. It created the Institute of Social Services for Federal State Employees (ISSSTE), laid down special conditions for petroleum, railroad and sugar workers
, among others, that added to those of the armed forces, employees of the Mexican Institute of Social Security (IMSS) and the banking workers, who were in the private health sector.
 In doing so, it was thus diverging from the more universal social security system of the IMSS and adopting a much more clearly corporatist model. 

The evolution of the Mexican social security system contrasts with that of most other Latin American countries, such as Brazil, since it began with a more universalistic and homogeneous system and gradually evolved towards a more segmented one. In health services, dispersion is not very great, since the majority of workers are covered by the IMSS (in 1980, the IMSS accounted for 80% of those covered). The ISSSTE covers another 17%, while the other services cover a mere 3%
. Dispersion is much greater when it comes to pension schemes. By 1974, there were 13 different pension schemes in Mexico, those for state and municipal employees (founded in 1925), the armed forces (1926), teachers (1928), petroleum workers (1935), railroad workers (1936), electrical workers (1941), the private sector (IMSS-1943), permanent rural workers (1954), temporary rural and urban workers (1960), sugar cane workers (1963), tobacco and “henequen” workers(1971) and, finally, coffee and palm tree workers (1974)
. 

It should be added that, unlike Chile (1937), Uruguay (1944), Ecuador (1951), Brazil (1965), Argentina (1967), Barbados (1982) and Venezuela (1989)
, Mexico does not have any unemployment insurance. On the other hand, unlike in Brazil, where a public fund compensates workers when they are fired or laid off, Mexican labor law stipulates that the compensation has to be paid by the employee according  to the number of years’ service. This arrangement is the cause of most of the individual disputes between workers and employees and ends up being unjust for workers and perceived as unjust by employers.

The case of Brazil is also one where reforms have been basically elite-led, except for the period of post-democratic transition from 1985 onwards. The dictatorial Vargas regime that ruled the country from 1930 to 1945, and again from 1950 to 1954, established a system of social security that gave basic social protection to all the organized sectors of the urban working class but excluded non-organized groups and the large rural class. This system remained almost unchanged until the military transformed it in 1966.
 Until then, the social security system in Brazil had been highly corporatist, as it was “… founded on the same logic as the trade union system that organized workers around officially designated and limited set of national “professional” categories. This conformed to a highly particularistic system that reinforced the tendency to divide the working population into discrete functional units”
, as “…each group received not only its own CAP (Caixa de Aposentadoria e Pensoes)
 or IAP (Instituto de Aposentadoria e Pensoes), but its own specific law. The result was a bewildering array of laws and operating norms and a variety of different patterns of protection and financing.” 
  By 1939, there were 5 IAPs and 98 CAPs, which gives some idea of the extreme atomization of the system. The strategy of the Brazilian government, the Estado Novo, had been to design a scheme to control the labor movement by dividing its organizations and their benefits and rallying the most strategic urban populations behind it through special conditions and cooptation.

The military, which took over power in 1964, modified the system in important ways. To understand the logic of the action taken by the military, account has to be taken of an unintended consequence of the way in which the pension funds were organized, namely the fact that “…they were penetrated by the trade unions and converted into an important source of power for labor leaders and politicians identified with organized labor […] inadvertently endowing labor with a potential source of relatively independent political power”
. During the military government, this situation coincided with a debate, initiated by the technocrats who had been linked to the system since the 1940s, on the need to reform the social security system in order to homogenize and simplify it so as to increase its efficiency and reduce its disparities. The technocrats were demanding reform, but they had neither the necessary power nor the political support to promote a more rational, orderly, less clientist and more universal system. Throughout the years that Brazil had a democratic regime, and Congress had the power to legislate on modifications to the social security system, these elites were incapable of changing a system with so many vested interests, since the government depended on its relations with these forces. The opportunity to change the Brazilian social security system finally arrived when the interests of officials in the social security system coincided with the concerns of the authoritarian government to reduce the power of the popular organizations. The only reason why the reform of social security system succeeded under this regime was that the reform was an instrument used by the military government to achieve its aim of neutralizing and reducing the power of the trade unions. In fact, after 1964, many of the social security system technocrats who had been in place since the 1930s played a significant role in defining policy in this area, as well as in others.
 

In 1966, the military regime created a new institution called the Guaranteed Fund for Time of Service (FGTS). This fund was made up of the 8% of workers’ wages contributed by employers and was used to pay workers compensation when they were fired or laid off. The establishment of this fund took away one of the benefits paid by the CAPs and IAPs
 and also gave employers more labor flexibility and the ability to dismiss trade union organizers.
 The military regime also unified the six existing IAPs into a single National Institute of Social Insurance (INPS), although it did not succeed in fully pushing through a reform that would have universalized coverage and converted the social security system into a single system run by the new Ministry of Social Insurance. However, “...beyond achieving the long-sought goal of unification, the formation of the INPS had policy and political significance […] for the first time since 1923 the concept of class representation in the administration of social insurance was effectively done away with, thereby eliminating the critical source of organized labor’s power and putting this central political resource under the firm control of the state.” 
 This followed an earlier intervention by the military regime, when they ousted the elected leaders of the major unions and appointed government officials in their place. 

Moreover, the military government, with its technocratic and state capitalist development strategy, pursued another objective, which was to gain control of the social security system. It thereby sought to deprive the private insurance companies of the workers’ compensation and bring it under government control. It achieved this objective through the creation of the INPS in 1967, when it assumed full responsibility for the pension system. With the same purpose, as well as with the idea of promoting social integration and some measure of social harmony
, the military government extended insurance protection to the entire rural sector and incorporated domestic servants in 1972.
 

What is perfectly clear in the Brazilian case is that in the 1930s, during the Vargas dictatorship, as well as during the period of military rule, the government made use of social insurance policy to increase the state’s regulatory power. During both periods, “… social policy was mainly the result of the convergence of the goal and interests of an administrative policy elite and an authoritarian political elite … given these facts, it is not surprising that social insurance policy in Brazil has been generally viewed as a gift to the working masses from the state.”
 This gave way to an “...incremental incorporation of potential power contenders into a political game which, while expanding the number of players, remained essentially the same in terms of its basic contours.”
  The only time when this situation changed was when the first democratic Congress in two decades drew up the 1988 Constitution, which greatly expanded social measures.

In the countries that adopted social security later, such as Mexico, the “… preemptory role of the administrative elites was even more pronounced”.
 Nonetheless, it is true that in most of Latin America both the establishment and reform of social security systems have been more a consequence of a decision and a change in policy on the part of the state than the result of pressure from social groups. This not only determined the evolution of these social systems during most of the 20th century, but also defined the way in which these systems have evolved in the last two decades, when they have been profoundly modified and largely dismantled.

2. Crisis or non-completion of  Latin American social security systems since the 1980’s?
As early as 1980, before other countries in Latin America were hit by economic crisis and started to reform their state structures, including their social security systems, the supposed crisis of the social security system was an object of public debate in Chile. The idea of crisis emerged basically from a diagnosis of the situation of the Chilean social security system. Chile was one of the pioneers of social security in Latin America and had one of the most highly developed systems in the region. The diagnosis of its performance in 1980 runs as follows: “…the pay as you go defined benefit system was performing poorly […] weak control over contributions, extremely low returns on invested funds and high administrative costs resulted in delays of more than a year for a worker to draw a pension at retirement and small pensions that varied with occupation and fund […] Chile had 32 pension funds, where each occupational category had its own benefits and retirement age; there was no redistribution from the wealthiest category of workers to the poorest […] instead of being indexed, benefits were adjusted periodically by the legislature, a process that was highly politicized… [Additionally,] …the system was becoming increasingly insolvent: the government subsided 25% of pension funds from 1973 to 1980, a fiscal burden equivalent to 18.1% of GDP… [Finally,] …despite the extensive subsidies, 70% of retirees received pensions equal to or less than the minimum old age pension of 30$ a month.”

After the so-called debt crisis that began in Mexico in 1982 and spread to Brazil and other Latin American countries, the continent lived through what has been called the “lost decade”. During this period, the fiscal crisis in Latin American countries forced most governments to apply neo-liberal measures to their economies and social security systems. The economic crisis severely undermined the finances  of Latin American countries, which began to regard their social security systems not as incomplete and in need of extension to include the sectors not covered by it, but rather as a source of injustice for the poor and excluded. This situation could only be resolved, it was argued, by depriving the more privileged of their benefits, the implication being that they should be left to fend for themselves with regard to pensions and other services. This was the basic idea behind the privatization of pension schemes and health services in the continent.

Lautier summarizes this discourse: “The systems of social protection, imitated from Germany and Italy (for those with a fixed salary) or from the United Kingdom (for the whole of the citizens) in the 40’s was in fact a caricature of the European systems. Their implementation was due to irresponsible populism and their financial viability was very limited in time, because it was linked to the existence of important State financial resources, the rapid increase of the salaried population and strong rates of growth. The end of these conditions and the perpetuation of strong political limitations (corporatism) was to accelerate the financial breakdown, but also polarized the existing resources towards the poorest, something that was to make the maintenance of the system unjustifiable in ethical terms”.

A variant of this discourse has emerged from the current debate on the crisis of the Mexican social security system. “In Mexico, social security privileges mainly the workers of the public sector, especially the workers of the public financial sector, energy (also State owned) and the workers of the social security services in themselves”. The argument is that, because these public-sector pension schemes allow workers to retire by simple accumulation of years in service without having to reach a certain retirement age, workers can retire at 50 years of age (53 is the average age for the IMSS) although they will probably live another 30 years due to changes in life expectancy. Furthermore, these workers can accumulate pension entitlements equivalent to 100% percent of their final salary, while the average rate for the rest of the insured population is only 52% of final salary. Finally, the contributions of these workers are very low, with IMSS employees, for example, contributing only 3% of salary to their pension funds. “This fact contrasts with the evidence that 60% of the population does not have any retirement benefit… a reform of the social security system of the public workers is necessary that contemplates a reduction of the benefits accorded to them at present time. The reform should benefit the majorities, something that will necessarily have to affect the interests of the minorities.”

Nevertheless, the crucial question about social security in Latin America is less its corporatism, which can be compared to the “red and green” alliance in Sweden in the 1930 or that between the Gaullists and Communists in France between 1944 and 1947, but rather the non-completion of social security systems in Latin America and their inability to evolve from their corporatist beginnings, which they share with most European countries. Social security systems in Latin America never managed to enter the virtuous circle  leading to the development of the welfare state that emerged in Western Europe. In Europe, the political “wager” of putting in place some degree of social protection preceded the establishment of a political compromise with the groups that were to benefit most from the system; in Latin America the opposite is the case. This is the reason why corporatist social security systems in Europe developed into mutualistic and universal systems, while those in Latin America never evolved in this way. Rather, they became more and more inegalitarian as economic crisis exacerbated the socio-economic factors that were impeding the evolution of Latin American social security systems towards more universal systems: the expansion of the informal sector and the increase in poverty, increasing wage inequality, the unequal distribution of productivity gains and the fact that the extension of the salaried class was achieved without a concomitant extension of the contributive basis. The political will to solve these structural problems never existed, either among the ruling elites of the privileged groups with whom they had established corporatist alliances.
 

This lack of political will and the fact that the Latin American social security systems were based upon political compromise were crucial in maintaining the idea that social security was a concession rather than a social right. This was the view not only of governments but also of even the most highly organized sectors of society. One exception may be certain trade unions in countries such as Argentina and Chile which were, nevertheless, destroyed by their respective authoritarian regimes. However, this was never the case with most of the Mexican trade union movement. The notion of social security as a right was, nevertheless, one of the main elements of the 1988 Brazilian Constitution, drawn up by the first democratic Congress after the transition in that country, which to a certain sense prefigured the distinctive path taken by the reforms of the social security system in that country. The 1988 Constitution defined social security as a national “social debt” and as an integral and universal action to guarantee the right to health, social security and assistance. 

 Nevertheless, in general, the lack of a political will on the part of ruling elites to universalize social security  was due to their reluctance to abandon the use of the social security system as a mechanism for controlling certain sections of the population and legitimizing their otherwise authoritarian rule (Mexico, Brazil under Vargas, Argentina under Peron) or, as later in Brazil, for consolidating a military regime. The best organized sectors of civil society were too dependent on the ruling elites to be able to adopt the idea of a universal right to social security and defend it politically, preferring rather to retain and increase their benefits. On the other hand, the internal divisions within the social security systems reflected those between the social groups that benefited from them; governments exploited these differences in order to continue controlling the various groups. Finally, the social groups outside the system (peasants, informal workers, workers or owners of micro-enterprises) were too weak to have any representation in organizational or in political terms. Nor was there any social or political organization to represent their interests with regard to incorporation into the system; in some countries, this was mainly left to the elites themselves.

These social and political forces were too weak to resist the determination of the neo-liberal governments radically to reform their social security systems. In addition, the neo-liberal governments had a strong legitimating argument, namely that the highly corporatist nature of the systems in most Latin American countries mad them extremely unfair to the groups excluded from them. 

2.1 The neo-liberal reform of Latin American social security systems

Chile was the first country in Latin America to reform its social security system in the light of the “crisis” diagnosis outlined above. It became a model for the rest of the continent and the world, although the conditions under which it had reformed its system were radically different from those in the other countries that implemented similar reforms. Chile reformed its system under the dictatorial Pinochet government, a situation that guaranteed that there would be no opposition and that the reforms could be imposed in their purest form. When Chile effected the transition from dictatorship to democracy in the 1980s, the new government led by Patricio Aylwin inherited the most radical reform of a pension scheme in the whole of Latin America, which it did not change to any great extent. This gave the reform a democratic legitimacy which did much to convert it into the model for the rest of the countries in the continent.

However, Chile is presented in the literature as a pioneer with regard not only to the privatization of social security but also to the establishment of social security systems in Latin America and is one of the countries where the old system had evolved the furthest. In 1985-1988, 79% of the economically active population (EAP) and 67% of the total population in Chile were covered by the social security system. The corresponding figures were 79% and 74% respectively for Argentina in the same period, 87% and 96% for Brazil in 1980 and 73% and 60.5% for Uruguay in 1985-88. In Mexico, in contrast, only 40% of the EAP and 53.7% of the total population were covered in 1985-1988, with figures of 54% and 50% respectively for Venezuela and 30% and 16% for Columbia in the same period.

Pension systems

The reform of the Chilean pension system was announced in 1980, before the economic crisis that affected Chile and all the other Latin American countries and which launched the neo-liberal economic reforms. Thus the reform emerged basically from the assessment of the Chilean pension system, and was not, as it was in all the other countries, a response to a general economic crisis. “The reform had five objectives: to introduce uniformity into the social security system, provide better incentives for workers to contribute by creating individual retirement accounts, allow workers to choose their own pension fund managers, introduce greater efficiency through competition, and use government subsidies to help the poorest workers.” 

The main features of the reformed Chilean pension system can be described as follows. Government and employers’ contributions were abolished and replaced by an obligatory deduction of 10% from the monthly wage. The government, nevertheless, guarantees a minimum return on the accumulated savings and underwrites the capital sum itself. The funds are administered by private pension funds, under state regulation. Finally, the state guarantees a minimum pension of 80% of the minimum wage, or 40% of the average wage, to those workers who contribute to the system for at least 20 years but do not meet the minimum pension level.
  Thus Chile went from a public system of intergenerational solidarity to a system of individual capitalization administered by private entities. 

In effect, the Chilean pension reform homogenized norms and transformed the previous system into a more uniform one. By restricting benefit levels, it eliminated the differences between white and blue-collar workers. It also separated health and public assistance from the pension program and converted the latter into a purely individualist, non-solidary social security system.
 Some authors argue that the rate of coverage was reduced and that the new system condemns many workers to receiving just a minimum pension
 and Mesa-Lago concedes that the percentage of the labor force covered did indeed fall from 76% in 1979 to 57% in 1982. However, it steadily recovered from that point onwards, to reach 86% in 1991. According to Mesa-Lago, the decrease in the 1980s was due less to the transformation of the system than to unemployment, the expansion of the informal sector and evasion, all consequences of the economic crisis, while the recovery was due to the improvement of the Chilean economy during the eighties.
 Nevertheless, in a more recent study, the same author is more doubtful of this increase in Chile, as he puts the population covered by both systems (public and private) at the end of 1998 at 109%, based on the number of members (a figure of dubious accuracy for several reasons, one of them double counting, due to switches and delays in registering transfers), and at 60%, based on the active contributors. This last value is considerably lower than the previous estimate of 86%.


Nonetheless, in both Chile and other countries, some sectors managed to maintain their privileges despite the relative homogenization of the system. These included the military in Chile, workers in state enterprises and senior officials in the financial system in Mexico and, in the Brazilian reform of 2003, government officials  at federal and state level and judges. On the other hand, although one of the justifications for privatization was that competition between different pension funds would increase efficiency and lower administration costs, in both Chile and the countries that followed the Chilean example this has not been the case. Administration costs are in general very high and have to be entirely paid by workers: the cost is 2.5-2.7% in Chile, Uruguay and Bolivia, 4.13% in Mexico and 3.8-3.0% in Peru, Colombia and Argentina.
 Furthermore, although the reforms were intended to reduce fiscal subsidies, this has proved not to be the case at all seriously, since fiscal costs have in fact increased considerably. In Chile, the fiscal costs of the reform rose from 3.8% to 6.1 of GDP from 1981 to 2000; they have been projected to decline to 3.3% of GDP by 2040, sixty years after the reform.


Apart from the internal factors that have been the focus of our analysis to date, external actors and their internal allies have also played important roles. The retreat of the state due to the economic crisis of the beginning of the 1980s had an important effect on the transnational actors involved in the social security sphere. Whereas before the crisis it was basically the ILO that was involved, since then it has been the World Bank and its sister institution, the IMF (the latter has used requests for assistance in economic crisis to impose the Chilean model on other Latin American countries). While the ILO defended a system of inter-generational redistribution  based upon a tripartite contribution, the World Bank “criticizes these systems while it accuses them of reducing internal savings, increasing the costs of labor and concentrating revenues in favor of the most privileged.”
 This change has served to change the earlier political orientation of social policy in Latin America into an economic objective, that of reinforcing the local capital market. Internally, this shift has meant that national debates on social policy reforms are no longer led by civil servants and experts from the social policy system but rather by civil servants from finance ministries and by local private financial institutions and their experts.
 

The Chilean reform of March 1981 exerted a strong influence on the rest of the Latin American countries. The privatization of the pension funds in Chile was basically implemented internally, although it thereafter became the model imposed on the rest of the Latin American countries. It was implemented by the “Chicago Boys”, a group of University of Chicago-trained Chilean economists, with the support of local financial groups, which saw some very lucative opportunities for themselves in the privatization of the pension funds.
 Partly because it has been a relatively successful reform, and partly because the Chilean technocrats that implemented it were called upon by the international economic institutions to carry out the studies that suggested ways of reforming the systems in other countries and helped implement the changes. Nevertheless, it is not at all evident that the reforms can be replicated in other countries with the same degree of success.

In the first place, the Chilean reform cannot be understood without taking account of the fact that it was implemented during a fierce dictatorship that inhibited any resistance to the project. Furthermore, it was not a reaction to the economic crisis, which would not surface until a few years later, but was rather an attempt to make the pension system more efficient and equal. Although the purely economic rationale that dominated the application of the Chilean model in other Latin American countries was not absent in Chile
, it was not as dominant as it has been in countries such as Mexico and Argentina since then.
 In a way, this characteristic distorted the rationale of the reforms by replacing the specific social security preoccupations with wider macroeconomic concerns. The main aims of the social security reforms after the crisis were, on the one hand, to face up to the actuarial calculations of the future costs of pensions and, on the other, to boost national savings rates and to contribute to the development of financial markets and the constitution of an ample and permanent source of capital.
 

However, the Chilean reforms were implemented against the background of the economic boom experienced by that country at the end of the 1970s and beginning of the 1980s. In the the other countries, the reforms have not been accompanied by the economic growth and macroeconomic stability that has characterized Chile since the 1980s. In addition, in most of the rest of Latin American countries, poverty levels, the informal sector, self-employment and the marginal peasant sector are much more significant than in Chile. As already noted, Chile was one of the countries with the highest level of social security coverage in Latin America prior to the reform. In this manner, “… if public schemes have been unable to expand population coverage to a significant extent under a Bismarckian model, a private scheme will certainly be an insurmountable barrier to coverage because the majority of the population will not have access to the private scheme. Scarce public funds will be committed to consolidating the social security system of a minority at the expense of such desperately needed programs for the majority as public assistance, primary health care, and so forth. Even the most developed countries of the region, such as Argentina and Uruguay, currently face pension disequilibria much worse than Chile’s in 1980, so the cost of the reform would be higher.”
 Finally, because the new system in Chile guarantees a minimum pension, it can be said that “[…] it has resolved more inequities than it has introduced […]”. In other countries, such as Peru and Argentina, that have copied the system but have not provided for this minimum, poor workers have fared much worse.
 

Nonetheless, in the 1990s, countries such as Bolivia, El Salvador and Mexico totally privatized pension funds, eliminating the solidarity system and replacing it with another one based on capitalization. Other countries, such as Argentina, Uruguay, Peru and Colombia have switched over to mixed systems, while Brazil, Costa Rica, Ecuador and Guatemala have compulsory solidary systems, supplemented by private savings and capitalization systems.

In contrast to Chile, Argentina lived through a shorter dictatorship that was unable to introduce structural reforms in the social sector.
 It was the Menem governments that applied the neo-liberal measures to the economy and implemented a social security system reform. Menem had ascended to power from a base in a working-class political (Peronist) party, which in 1989 had been badly weakened and divided after more than a decade of economic crisis and galloping inflation. This allowed Menem to push Congress into passing the State Reform Act as well as the Economic Emergency Act, which liberalized trade, reduced state expenditures, reformed the tax system and privatized state enterprises.
 With regard to social policy, the Menem government reformed the pension system in 1993, creating a mixed system with both individual capitalization and inter-generational distribution.

In Mexico, 1992 saw the first reform of the pension system, which introduced a supplementary element to the public scheme. The law that radically reformed the pension system in the spirit of the Chilean reform dates from December 1995. The new system, based exclusively on individual savings and capitalization, applies to workers in the private sector and those affiliated to IMSS, who account for around 80% of those covered. However, it excludes government employees (affiliated to the ISSSTE), as well as workers in other sectors such as petroleum and electricity, the army and the navy, as well as employees working in the IMSS. Nevertheless, in contrast to the Chilean model, both employers and the government still make contributions. Employers’ contributions have fallen marginally from 13% to 12% of salary, while the government has increased its participation from a mere 0.4% in the old system to a variable percentage that ranges from 1.4% to 5.9% depending on the salary level. Employees’ contributions remain at 2.1%.
 The state continues to guarantee a minimum pension at the same level as previously, which is 100% of the minimum wage. This is, however, a bare minimum in a country where most workers in the formal sector earn more than twice the minimum wage.

The case of Brazil seems to differ in important ways from the rest of Latin America, although most studies of the evolution of the social security system conclude that the agenda set by the Constitution of 1988 has been “deconstructed”, by way of the intended and the accepted reforms of the social security system. Nevertheless, the 1988 Constitution  declares that social security is a right  for citizens and obligation on the part of the state. More specifically, its main objectives in this area include the homogenization of  social security benefits, the extension of  coverage, the establishment of minimum benefit levels and the introduction of mechanisms designed to preserve the real value of benefits over time and of more diverse and more equitable forms of financing.
 

Nevertheless, almost immediately after the promulgation of the Constitution, plans were drawn up to modify the pension system. The plans were actively pursued by the Collor and Cardoso governments but encountered strong opposition in Congress and were never realized. Some of the fiercest opposition to the plans came from the social security technocrats. Unlike in most other Latin American countries, where civil servants working in the social security system were instrumental in changing the system, officials in Brazil were deeply committed to the principles of a universal and public social security regime, as reaffirmed by the 1988 Constitution. The social security system technocrats in Brazil, assisted by civil servants in the economic ministries who were deeply committed to Brazil’s developmentist strategy of Brazil, strongly argued that any policy that would lead to a lowering of contributions would make the system unworkable. This group of experts was also fervently supported by the new labor movement, the CUT, and the strongest opposition party, the Workers Party (the PT).
 

This coalition of interests succeeded in halting the most radical proposals for reform of the pension system advanced by the Collor government. Because of opposition from the PT, the Cardoso government intended to implement much less radical measures, similar to those put into practice by the current government. Just recently, the “Lula” government implemented a reform of the pension system that in no way privatizes the system, as in Chile or Mexico, but that is similar to the reforms that have been introduced or are being debated in Europe. The reform introduced taxes on pensions that surpass a certain minimum, sets a maximum pension – the government had proposed 10 times the minimum wage but had to accept a higher maximum for some senior civil servants -  and increased the minimum retirement age to 65 years. However, the reform maintained the principle of a public and solidary pension system. 

Health systems

Throughout Latin America, the priority was to reform pension systems. Nevertheless, health services also underwent change, albeit to a lesser extent. Even the Chilean system was reformed less radically than the country’s pension system, although the reform may lead to more fundamental changes in the medium and long term. The health system was decentralized, with control over healthcare establishments, equipment and personnel passing to the municipalities. At the same time, the government pursued a deliberate policy of privatizing part of the health system, which was opened up to the private insurance companies catering for the middle and upper classes.
 As a consequence, by 1991, 72% of the population was covered by the public sector services (FONASA), 19% by the private system, the ISAPRES, and 5% by the armed forces, while 4% had no coverage. In 1994, the Chilean government projected that in 1996 29% would be covered by the ISAPRES,
 which are private insurance funds that provide both health services and incapacity benefits. In general, these companies only insure individuals of working age in low-risk jobs, while the rest of the population is covered by the public system, the National Health Fund (Fonasa), which is increasingly dedicated to providing healthcare for the poorer sections of society and those at greater risk.
  However, as the private sector has grown considerably, the public sector has been deprived of the contributions of the higher income groups. As a result, the quality of public health services has deteriorated.

Health services in Mexico have not been openly privatized. The Mexican government began to decentralize the health services in 1995. State and municipal authorities now organize, operate and monitor the functioning of public and private services, while the federal government has retained its normative role, regulating services and monitoring public health through the Ministry of Health and Assistance, the SSA. On the other hand, the IMSS continues to be financed by contributions from employers, employees and the state; the latter also underwrites the growing deficits. The state has also implemented a plan to expand coverage by voluntarily incorporating workers and families with no health insurance, subject to small contributions from workers. There have, nonetheless, been certain measures that open the path to privatization, such as the possibility for workers affiliated to the IMSS to seek health services in other public or private establishments, with the IMSS, under certain conditions, providing the funding.
  Finally, the IMSS, the public employees’ social security system (the ISSSTE) and the SSA have established a cost recovery system, whereby people receiving health services pay a fee according to their means, with no charge for the very poor.
 Additionally, it is more and more common for patients in these public clinics and hospitals to have to pay for their medicines, even those prescribed while they are in hospital. The public health services are not used by the middle and upper classes, who use the extensive private health system. In fact, in recent years, the public services have deteriorated even more, which has also pushed out the lower middle classes (including manual workers) and the poor, who have turned to low-cost private health services for less serious complaints.

Although the 1988 Brazilian Constitution introduced the “European” concept of social security as a social right, health services are defined as unique, universal and free for the whole population. According to Werneck Vianna, however, the reality is very different. Even though the health system has not actually been reformed, there has, nevertheless, been what Werneck Vianna calls a constant evolution towards the “perverse” Americanization of the social security system, especially with regards to healthcare. Even though the public health system has been extended to cover the majority of the population and is administered by a powerful state apparatus, public services and benefits are of very low quality and have concentrated on providing healthcare for the poor. Manual workers with stable buying power and the middle classes have been encouraged to take out private or semi-private insurance, mainly group or enterprise medical services.
 As a consequence, private health insurance is growing at a very fast rate, especially schemes administered by enterprises and medical cooperatives, which grew at rates of 56% and 46%, respectively, between 1980 and 1989, while group medicine grew at 15%. This means that, as in the US, health programs are increasingly an object of negotiation between employees and employers.
 This process has accelerated the deterioration in the quality of public health services and undermined their credibility.

In addition, the Brazilian system continued to depend heavily on the financial resources of the public social security system, which were increasingly unable to cover the new benefits and beneficiaries defined by the Constitution. The process of decentralization thus continued, with the municipalities acquiring more and more responsibility for financing and providing health services.
 In addition, although the institutional reform was strongly state-oriented, Brazil has one of the highest levels of private sector participation in the region. The financing of health services is disconnected from the health services proper. Municipal authorities purchase services from public and private providers, while consumers choose among the health providers, which are then reimbursed. 
  Public hospitals in fact account for only 10% of hospitalizations, with the rest provided by the private sector in various forms: health insurance schemes (40%), health cooperatives and the purchase of private health services by the state.

Assistance

However, neither pensions based on individual capitalization nor the growth of individual and enterprise health insurance in Latin America constitute as radical a move away from the principles of a public and universal welfare state as the shift from universal social security to the provision of assistance to specific social categories. In all Latin America countries, means-tested assistance, which Esping-Andersen considers one of the pivotal features of the liberal social security regime, used to play only a marginal role. Assistance to the poor was residual from the 1940s to the mid-1980s. Exclusion was considered a passing phenomenon in an ideology in which the state was the main agent of development and modernization. The excluded were gradually to be integrated into the modern sectors of the society through the modernization process itself. Although this may have been a real project in the 1930s in Mexico and Brazil, it soon became nothing more than rhetoric used for to legitimate a policy intended mainly to consolidate a corporatist relationship with the relatively small nucleus of salaried workers that enjoyed not only job and income stability but also access to the social security system. In this system, the poor did not exist, nor did aid to the poor.
 

One of the more fundamental aspects of the Chilean social security system reform was in fact focalization and targeting. Together with the privatization of pension schemes, targeting became a key element of neo-liberal social policy in the 1990s. In contrast to the “populist” social insurance system, in which assistance is a marginal element provided for those temporarily incapable of participating in the modernization process, in neo-liberal social policies assistance becomes the central goal and is more and more targeted. The logic behind “targeted assistance” as a substitute for universal social insurance is that the latter encourages corruption and favoritism, and basically benefits those who do not really need it, while targeted assistance helps those who need it, should be paid in kind not in cash  and be decentralized.

The Chilean democratic governments accepted the system put in place by the dictatorship, although they included other sectors of society in the social assistance programs introduced by the Pinochet government. In addition to the extremely poor, the democratic governments extended coverage to women, the young, the indigenous peoples, the old and the handicapped. They also decentralized programs and encouraged cooperation with the private sector.
 Additionally, they created the Solidarity and Social Investment Fund, which tends to deal with the poverty problem through the active and direct participation of the beneficiaries, an approach advocated by the World Bank and applied in many Latin American countries, among them Mexico and Brazil.

Mexico is one of the countries that has been most innovative in implementing these targeted, means-tested assistance policies. In general, targeted programs account for 1% of GNP. The first targeted assistance program introduced during the presidency of Carlos Salinas (1988-1994) was decentralized, non-monetary (it transferred resources for specific development or productive projects) and decided upon together by receiving communities and the program officials. Since 1995, the so-called  Progresa and Oportunidades programs have eliminated collective participation in decisions on how to invest resources on behalf of beneficiary communities and introduced direct and individualized monetary transfers. It was argued in justification if this change that resources allocated through participation do not reach the poorest groups but rather the best organized and most active among the poor. Additionally, it was argued that the collective nature of the old program raised the possibility that the resources and the organization they required could be used to enforce clientism. 

Thus, both Progresa and Oportunidades are programs based on direct cash transfers to selected households living in extreme poverty. These programs are underpinned by the human capital discourse and their goal is to integrate the poor into the labor market by improving their education, health and nutrition. The idea is to help those groups in extreme poverty to overcome the inter-generational transmission of deprivation and exclusion. It is argued that this increase in human capital will, in the medium term, lift this population out of poverty.
 The use of direct cash transfers constitutes a shift away from the orthodoxy of targeted policies, which were based upon the distribution of goods. The programs offer scholarships to the primary and secondary school public system, assistance with food costs and access to public heath centers. In exchange for these direct transfers, recipients are required to demonstrate that the children regularly go to school and to the health clinics. The assistance with food costs is paid directly to the housewife or the person who prepares the family’s meals and the support is dependent on regular attendance at health clinics. The health component provides basic care for all family members and nutritional supplements for pregnant women or those who have recently given birth. In exchange, they too have to attend clinics regularly. Scholarships are awarded depending on the number of children of school age. An additional amount is allocated to girls in an attempt to counteract higher dropout rates. It is perfectly clear that these programs cannot be considered as a right by citizens but that they are instead part of government policy supported by a sophisticated targeting mechanism.
 

According to its advocates, the advantages of this system are that the targeting is very precise and that the decision to allocate the subsidies is in the hands not of the government but of that part of the population that is being targeted, the “promotoras”, individuals appointed to choose among the poorest communities selected by program officials on the basis of a poverty index. Nevertheless, they exclude an important part of the population (single men and poor people living in areas not considered to be poor). Moreover, the “promotoras” themselves can forge alliances with political interest groups, thereby reintroducing the clientism the targeted system was intended to eliminate.
 

On the other hand, the governor of the Federal District (the urban agglomeration of Mexico City), who is a member of the left-wing PRD party, has implemented a universal pension of around 70 of the minimum wage for all D.F. residents aged 65 and over. This measure has had a significant positive impact on these people’s lives. However, the fact that the pensions are funded from the city government’s general budget rather than a special, ring-fenced fund means it can be blocked and possibly abolished by political opponents. No right to such a pension has been established, it is merely a concession from the city government.

Brazil also adopted some of these programs. In 1995, for example, the Cardoso government established the “Community of Solidarity” anti-poverty program, which brought together a number of social programs for low-income groups, including food aid, basic education and infant health programs as well as job and income generation schemes. The program was implemented in municipalities selected on the basis of their income characteristics. Nevertheless, Brazil did not follow the compensatory social action paradigm as closely as Chile, Mexico and Bolivia.
 In fact, Brazil is, once again, an exception. At the end of the 1980s, under the first democratic government, the official discourse was rather that assistance programs should be considered as part of a general policy based on citizens’ rights and should be integrated into the  wider social security systems.
 Although the succeeding Collor administration
 sought to introduce radical, neo-liberal changes into the social security system, Brazilian policies remained relatively exceptional. Brazil’s targeted policies, most of which are implemented at local level
, are in general more universalistic and unconditional. They include income increases for the poorest categories, the doubling of rural workers’ pensions, educational scholarships for children and the zero hunger program launched by the new PT government in 2003. These latter programs are indeed targeted but they are more universal. Funding is not allocated on the basis of a poverty index, as is the case with most of the programs in Mexico, which exclude many of the poor. Nor are any conditions attached to the  programs, requiring beneficiaries to behave in certain ways, as is the case in Mexico.
 This seems to suggest that, in Brazil, targeted assistance is not conceived by the government elites as a substitute for a generalized social security system. 

4. Final Considerations

Although it is based mainly on only three countries, it can be concluded from this general overview of social security systems in Latin America that these systems do not constitute a distinctive model. Rather, they are variants of European models. More precisely, they started off as corporatist systems modeled basically on the German system, and were then extended and transformed into more universal systems, following the ”Beveridgean” model. However, the Latin American social security systems have proved to be incapable of constituting a coherent system and providing virtually universal coverage as the European systems do. Latin American social security systems have been unable to reduce the differences between those insured on the basis of the “Bismarckian”-corporatist model and those protected by universal, “Beveridgean” schemes. While a small minority of the population in Bismarckian systems enjoyed high benefit levels, similar to or even higher than those in Europe in otherwise poorer countries, the majority of those covered received the bare minimum. Additionally, a large part of the population was excluded from the social security system altogether, around a third of the population in those countries that had the most developed systems and more than half in the less developed ones. 

According to Lautier, a solution could have been found if the necessary political will had existed.
 Governments would have had to find all the resources (fiscal as well as legal) required to extend coverage to those outside the system. For their part, the privileged sectors that benefited most from the system(or a political party representing them) would have had to be more vocal in advocating increased benefits for workers in the “universal” sector of the system rather than fighting for more corporatist benefits for themselves. However, neither the ruling elites nor the social actors took it upon themselves to act in these ways and their inability to do so eventually weakened the various national social security systems, a fact that became apparent when national economies stopped growing and Latin America entered into a financial crisis in the 1980s. This situation led to a process whereby both exclusion and the differences between the corporatist and the universally covered sectors grew enormously. This gave the liberal elites that came into power with the crisis in most Latin American countries a strong argument and the political legitimacy they needed to push for the dismantling of the system.

 As a result, the universal and solidary social security model has been abandoned in most Latin American countries, the only partial exception being Brazil.  This has been justified on the grounds that the model is utopian and financially irresponsible and that it served only to channel scarce resources to those who needed it least and did little to ease the situation of the large swathes of the population living in poverty. Thus the only legitimate social policy objective of Latin American governments has become the provision of aid to the poor and the excluded. This implies that those in stable and relatively well-paid employment should pay for their own social protection. From this perspective, the reforms of the pension and health systems, although not complete in most countries, combined with the shift away from security towards assistance, suggests that  Latin American social security systems are undergoing radical change, leading to the abandonment of the European welfare state as a model. Indeed, one of the arguments advanced in the official discourse is that the European model is also in crisis and due to change radically. This change may be more profound and more durable than the liberal economic policies that advocate the minimalist state, which are already being questioned. Nobody seems to be defending effectively the incomplete welfare state that existed in Latin America until the 1980s against what seem to be categorical arguments based on demographic change, the fiscal crisis of the state, the fundamental problem of poverty and the evident inefficiency and injustice of the existing social security systems. This may well mean that the evolution Latin America has been going through in the last two decades with the transition from an incomplete welfare state towards a residual, means-tested, social assistance regime may have long-lasting effects.
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