


Bounded Rationality and Policy Diffusion



This page intentionally left blank 



Bounded Rationality
and Policy Diffusion

social sector reform in latin america

Kurt Weyland

p r i n c e t on un i v e r s i t y p r e s s

p r i n c e t on a nd ox fo rd



Copyright  2006 by Princeton University Press

Published by Princeton University Press, 41 William Street, Princeton, New Jersey 08540

In the United Kingdom: Princeton University Press, 3 Market Place, Woodstock,
Oxfordshire OX20 1SY

All Rights Reserved

Library of Congress Cataloging-in-Publication Data
Weyland, Kurt Gerhard.
Bounded rationality and policy diffusion : social sector reform in Latin America / Kurt

Weyland.
p. cm.

Includes bibliographical references and index.
ISBN-13: 978-0-691-12974-7 (hardcover : alk. paper)
ISBN-13: 978-0-691-13471-0 (paperback : alk. paper)

1. Latin America—Social policy—Case studies. 2. Decision making—Latin
America—Case studies. 3. Policy sciences. I. Title.
HN110.5.A8W44 2007
361.6′1098—dc22

2006102734

British Library Cataloging-in-Publication Data is available

This book has been composed in Sabon.

Printed on acid-free paper. ∞

press.princeton.edu

Printed in the United States of America

10 9 8 7 6 5 4 3 2 1



Contents

Preface vii

Abbreviations xi

Chapter 1
The Puzzle of Policy Diffusion 1

Chapter 2
Toward a New Theory of Policy Diffusion 30

Chapter 3
External Pressures and International Norms in Pension Reform 69

Chapter 4
Cognitive Heuristics in the Diffusion of Pension Reform 97

Chapter 5
External Pressures and International Norms in Health Reform 142

Chapter 6
Cognitive Heuristics in the Diffusion of Health Reform 181

Chapter 7
Bounded Rationality in the Era of Globalization 215

References and Interviews 239

Index 283



This page intentionally left blank 



Preface

Books raise as many questions as they answer. In analyzing some as-
pects of the incredibly complex world of politics, even substantial-sized
volumes inevitably neglect others. In this vein, my 2002 study of market
reforms in Latin America focused on political choices in their domestic
context and did not examine how decision-makers learned from the ex-
periences of other countries. But of course, there was constant cross-
national interaction before and during the wavelike enactment of struc-
tural adjustment. For instance, the theory of inertial inflation elaborated
by Brazilian economists helped inspire Argentina’s Plan Austral, and the
initial success of that stabilization program in turn provided a stimulus
for Brazil’s Plano Cruzado. And in the 1990s, Brazil deliberately avoided
the rigidities created by Argentina’s convertibility scheme.
Latin American decision-makers frequently learn from experiences be-

yond their borders. This exchange of information, which is particularly
intense inside the region, takes place among chief executives, among
party politicians, and especially among technical experts. In designing
reform projects, policy-makers commonly consider experiments con-
ducted in their neighborhood. As a result, new policy models developed
in one country can sweep across the region in a wave of diffusion. But
political science is only beginning to analyze the cross-national spread
of innovations systematically. While some scholars have studied the
“teaching” of reform models and principles by international organi-
zations, the reception of foreign inputs, that is, learning by domestic
policy-makers, has attracted insufficient attention. My study helps to fill
this gap by investigating, through in-depth field research, the diffusion
of social policy reforms in five Latin American countries. In this way, I
hope to shed light on the causal mechanisms that drive the spread of
innovations and to contribute to broader theoretical debates in political
science, as chapters 1 and 2 explain.
Like so much in life, this book had a serendipitous origin. In 1999,

Allison Garland and Joe Tulchin of the Woodrow Wilson Center asked
me to help organize a conference in their social policy series. Aware of
the omission in the market reform book that I was writing at that time,
I took advantage of this opportunity and proposed the topic of diffu-
sion. To stimulate “data creation,” we deliberately invited Latin Ameri-
can experts who had participated in important reform projects and
asked them to analyze the influence of foreign models on their thinking
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and decision making (Weyland 2004a). The rich experiences of these
impressive specialists suggested the core ideas for the present book. Since
their chapters and a number of other studies I knew at the time (espe-
cially Brooks n.d.; Kaufman and Nelson 2004a, 2004b; Kay 1998; Ma-
drid 2003b) covered pension and health reform in the major Latin Ameri-
can countries, I concentrated my own field research on understudied
cases, namely, Bolivia, Costa Rica, El Salvador, and Peru. My initial goal
was to draw on this primary and secondary research to cover reform
diffusion in Latin America as a whole. But my interest in cognitive pro-
cesses required specialized, focused inquiries, such as interview questions
about options not considered or pursued. Because other scholars exam-
ined mainly political-economy factors, their excellent analyses did not
yield sufficient evidence on these issues. Therefore, I had to focus the
present book on the five nations in which I myself conducted interviews
with many leading decision-makers.
In carrying out a research project, one incurs many debts. I am espe-

cially grateful to the numerous experts and policy-makers who shared
their amazing experiences in often long interviews. They provided in-
sights on the inner workings of the decision-making process that are
indispensable for my study. Nothing I say in this book, especially my
emphasis on cognitive heuristics that can distort judgments, is meant in
any way to criticize their efforts, often conducted under very challenging
circumstances. As cognitive psychology stresses, inferential shortcuts
shape human decision making in general; they are inherent strategies of
the mind, not the product of individual failings.
Among the many scholars who contributed to this project, a few stand

out. Rose McDermott again was extremely generous in guiding me
through the psychology literature; on many occasions, she broadened
my bounds of rationality by making readings “available” that I would
otherwise have neglected. She also checked my application of psycholog-
ical concepts to political science but is in no way responsible for any
remaining problems. As for my market reform book, Andrew Stein used
his superhuman capacity for information processing (where are his bounds
of rationality?) to send me innumerable important documents, reports,
and data. At the University of Texas, I am uniquely privileged in having
a leading pension reform expert down the hallway. Raúl Madrid has
always been available to discuss ideas, share documents from his fabu-
lous archive, and push me to be clearer in my reasoning and writing. He
has made a fundamental contribution to the present project. Moreover,
the Latin American faculty study group at UT, which also includes
Henry Dietz, Larry Graham, Ken Greene, Juliet Hooker, and Wendy
Hunter, offered excellent feedback and important encouragement. A
similar group at the University of Notre Dame, composed of Michael
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Coppedge, Fran Hagopian, Mala Htun, Wendy Hunter, and Scott Main-
waring, helped me greatly to improve the first two chapters. And I am
very grateful to John Higley for his continued support and faith in me.
In addition, I gratefully acknowledge the excellent comments on draft

chapters that I received over the years from Daniel Béland, Jeffrey Bere-
jikian, Catherine Boone, Sarah Brooks, Alberto Dı́az Cayeros, Jorge
Domı́nguez, Robert Fishman, Carol Graham, Merilee Grindle, Stephan
Haggard, Darren Hawkins, Evelyne Huber, Andrew Karch, Peter Kat-
zenstein, Stephen Kay, Robert Kaufman, Marcus Kurtz, Isabela Mares,
Covadonga Meseguer, Gabriela Nava-Campos, Juan Carlos Navarro,
Joan Nelson, Irfan Nooruddin, Guillermo O’Donnell, Mitchell Oren-
stein, Nita Rudra, Ben Schneider, Kathryn Sikkink, Richard Snyder, Bar-
bara Stallings, J. Samuel Valenzuela, Edurne Zoco, Jonas Zoninsein, and
seminar participants at Arizona State University, Brown University, the
Federal Reserve Bank of Atlanta, Harvard University, Ohio State Uni-
versity, Stanford University, Syracuse University, University of Notre
Dame, University of Texas at Austin, and Universidad de la República
in Montevideo, Uruguay. I am especially indebted to Raúl Madrid,
Mitchell Orenstein, and Jeremy Shiffman for their excellent, detailed
comments on large parts of the book manuscript.
I thank the Kellogg Institute at the University of Notre Dame for gen-

erously funding my fellowship in 2004–05 and for offering a highly
congenial research environment. Ample support for my field research
was provided by the Teresa Lozano Long Institute of Latin American
Studies at the University of Texas at Austin from funds granted by the
Andrew W. Mellon Foundation. I am grateful to World Politics and
Johns Hopkins University Press for granting me permission to draw very
heavily on Weyland (2005b) in the first half of chapter 2 and a small
section of chapter 1. I also thank Chuck Myers for shepherding this
book through the review process so smoothly, and Deborah Tegarden
and Anita O’Brien for their excellent help with the production and copy
editing of the book.
As always, it is a special pleasure to thank my wonderful wife, Wendy

Hunter, skillful multitasker, doting mother, ferocious minivan driver,
incisive critic of highfalutin political science theorizing, and outstanding
brasilianista: ¡Gracias por acompañarme en toda esta aventura! The
book is dedicated to my sons, Andi and Niko, the joys of my life. They
adjusted admirably well to unexpected circumstances—such as attend-
ing Spanish- and Portuguese-speaking daycares—during our trips to
Bolivia, Brazil, and Peru. These experiences gave them the important
insight that most of humankind does not enjoy the luxuries of middle-
class life that we take for granted in beautiful Austin, Texas.
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Abbreviations

ACS Agente Comunitário de Saúde (Brazil)
AFP Administradora de Fondos de Pensiones (Chile, Bolivia,

El Salvador)
ANFIP Associação Nacional dos Auditores Fiscais de Contribui-

ções Previdenciárias (Brazil)
ANSAL Análisis del Sector Salud de El Salvador
ARENA Alianza Republicana Nacionalista (El Salvador)
BONOSOL Bono Solidario (Bolivia)
CCSS Caja Costarricense de Seguro Social
CEPB Confederación de Empresarios Privados de Bolivia
CLAS Comité Local de Administración en Salud (Peru)
EBAIS Equipo Básico de Atención Integral de Salud (Costa Rica)
EPS Empresa/Entidad Prestadora de Salud (Peru)
EPS Entidad Promotora de Salud (Colombia)
ESS Empresa Solidaria de Salud (Colombia)
FMLN Frente Farabundo Martı́ para la Liberación Nacional (El

Salvador)
FUSADES Fundación Salvadoreña para el Desarrollo Económico y

Social
GDP Gross domestic product
HMO Health maintenance organization (United States)
IDB Inter-American Development Bank
IFI International financial institution
IL Instituto Liberal (Brazil)
ILO International Labour Organisation
IMF International Monetary Fund
IO International organization
IPEA Instituto de Pesquisa Econômica Aplicada (Brazil)
IPS Institución Prestadora de Servicios de Salud (Colombia)
IPSS Instituto Peruano de Seguridad Social
ISAPRE Institución de Salud Previsional (Chile)
MPAS Ministério da Previdência e Assistência Social (Brazil)
NDC Notional defined-contribution [pension system]
NGO Nongovernmental organization
PAHO Pan-American Health Organization
PAYG Pay-as-you-go [pension system]
PCB Partido Comunista Brasileiro
PCI Partito Comunista Italiano
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PFSS Programa de Fortalecimiento de Servicios de Salud (Peru)
PSBPT Programa de Salud Básica para Todos (Peru)
PSF Programa Saúde da Famı́lia (Brazil)
SEG Seguro Escolar Gratuito (Peru)
SIBASI Sistema Básico de Salud Integral (El Salvador)
SMI Seguro Materno Infantil (Peru)
SNMN Seguro Nacional de Maternidad y Niñez (Bolivia)
SUS Sistema Único de Saúde (Brazil)
UDAPSO Unidad de Análisis de Polı́ticas Sociales (Bolivia)
UNICEF United Nations Children’s Fund
USAID United States Agency for International Development
WB World Bank
WBIEG World Bank Independent Evaluation Group
WHO World Health Organization
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CHA P T ER 1

The Puzzle of Policy Diffusion

Why do dissimilar countries adopt similar policy innovations? Why
do some new policy models therefore diffuse across regions of the world,
spreading like wildfire from the originating nation to countries with dif-
ferent economic, social, or political characteristics? Examples of such
striking waves of diffusion abound. The social security system enacted
by Otto von Bismarck in Imperial Germany quickly found emulators,
first inside Europe, but soon on other continents as well. In this way, a
policy scheme designed to pacify a powerful, well-organized, and in-
creasingly militant working class spread to countries where workers con-
stituted a small minority—sometimes noisy, but certainly without much
clout. In subsequent decades, the Bismarckian model was imitated by
nations at ever lower levels of socioeconomic development, which
clearly lacked the domestic needs accounting for its initial adoption in
Germany. Why would such different countries enact the same basic
model?
Similarly, Ronald Reagan’s income tax simplification of 1986 found

imitators in countries with very different socioeconomic structures. For
instance, Brazil adopted a similar reform in 1988 despite its exception-
ally high degree of income inequality, which the reduction of marginal
tax rates threatened to exacerbate. Also, since only a small number of
middle- and upper-class Brazilians earn enough income to be liable for
tax payments, lowering their tax rates jeopardized state revenues. Yet
despite the divergent socioeconomic context, Brazil imitated a reform
designed for the more developed United States.
Last but not least, the pension privatization enacted by Chile in the

early 1980s has spread in Latin America and beyond. Strikingly, even
poor countries such as Bolivia and El Salvador have privatized their so-
cial security systems although they seem to lack important preconditions
for making private pension funds operate successfully. For instance, the
formal labor market comprises only a small part of the workforce, se-
verely restricting the coverage of the new social security system. Capital
markets may be too underdeveloped to invest affiliates’ individual pen-
sion funds profitably. And the state’s institutional capacities for regulat-
ing private pension funds are limited as well. Yet despite the absence of
presumed prerequisites for drastic pension reform (WB 1994a: 231, 245,
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280; WB IEG 2006: x, xv, xvii, 18–29), these underdeveloped nations
followed the lead of the more advanced frontrunner.
The spread of similarity amid diversity that policy diffusion entails

raises a puzzle. Why do countries eagerly emulate foreign models that do
not seem to fit their own domestic characteristics? Why do they adopt
innovations despite lacking crucial prerequisites for making the new pol-
icy scheme work (cf. Collier and Messick 1975)? As functional needs
cannot account for this rush to imitation, what drives waves of diffu-
sion? Why do so many countries follow the leader, although this herd-
like behavior may not be best suited for their specific needs? In short,
what causal mechanisms underlie the diffusion of policy innovations
across countries?
The present study addresses these important questions by analyzing

the spread of pension privatization and health reform in Latin America.
The difference between these two issue areas and the variation across
the five countries under investigation—Bolivia, Brazil, Costa Rica, El
Salvador, and Peru—provide analytical leverage for unearthing the
causal mechanisms that drive innovations’ spread. Diffusion plays out
differently in an area such as social security in which a singular policy
model exists, compared to a highly complex field such as health care,
where various sources of inspiration exist.
The topic of policy diffusion is of great importance in this era of glob-

alization. Because continuing improvements in communication and trans-
portation intensify the cross-national exchange of information, inspira-
tion from foreign models and principles affects more and more issue
areas in more and more countries. As the world grows smaller, policy-
making is no longer a domestic affair, but increasingly shaped by exter-
nal inputs. Nowadays, many decision-makers participate in transna-
tional networks that strongly influence choices at the national level, and
they engage in ever denser cooperation and rule making at the interna-
tional level (Haas 1992; Risse-Kappen 1994; Slaughter 2004). More-
over, a multitude of international organizations seeks to persuade, coax,
push, or force governments to adopt policy blueprints or ideas they ad-
vocate (Barnett and Finnemore 2004; Pincus and Winters 2002; Vree-
land 2003).
Above and beyond this welter of specific exchanges and influences,

which often pull in divergent directions (Rosenau 2003), there has been
a worldwide advance of liberal economic and political arrangements
during the last three decades. The international diffusion of democracy
and markets has forged increasing homogeneity as alternative systems
such as communism have collapsed and lost adherents (Simmons, Dob-
bin, and Garrett 2006; Meseguer 2002; Levi-Faur 2005; Domı́nguez
1998). The range of political choice has shrunk, although scholars con-
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tinue to debate how narrow it has become; for instance, can Europe’s
generous welfare states withstand the onslaught of market forces (Pier-
son 1994; Garrett 1998; Huber and Stephens 2001; Swank 2002; Hall
and Soskice 2001; Campbell and Pedersen 2001)?
The present study helps assess how far market mechanisms are likely

to advance. Neoliberal principles spread first in the economy yet soon
expanded to the social sectors as well, prompting efforts to improve
efficiency through increased competition or outright privatization. But
in the social sphere, opposition to neoliberalism is particularly strong;
many people do not want the profit motive to determine the fulfillment
of basic human needs such as health. By analyzing the diffusion of re-
forms in social security and health care, the current frontiers of the mar-
ket project, this book examines the strength of the neoliberal wave. Has
it already crested and stalled, or is it continuing its advance, extending
the logic of competitiveness to ever wider spheres of life? Will society
soon be governed by uniform market principles, or do alternative goals
and mechanisms, such as social equity and public provision, retain sup-
port, puncturing the trend toward global homogeneity and preserving
sectoral and national diversity?
Beyond addressing this crucial substantive theme, my study elucidates

what is perhaps the major theoretical issue in the social sciences, namely,
the question of rationality. Do decisions emerge from the best possible
pursuit of clear and firm self-interests, as the rational choice framework
postulates, which according to some authors has sought to gain a hege-
monic position in political science (Lichbach 2003)? Or does this interest-
maximizing scheme offer an unsatisfactory account of political action
because actors do not have an effective margin of choice; are not guided
by clear, firm interests; or do not pursue such interests in optimal ways?
That is, do structural pressures determine decisions and suppress choice?
If there is latitude, are actors driven more by other-regarding motives
such as appropriateness and legitimacy than by self-interests? Or if in-
terests indeed prevail, do actors lack the cognitive capacity and compu-
tational resources to pursue them in a systematic, unbiased, compre-
hensively rational way and rely instead on the cognitive shortcuts of
bounded rationality? By using the study of policy diffusion to analyze
these three aspects of the rationality issue, my book sheds light on a
controversial question that has attracted enormous scholarly attention
(Cook and Levi 1990; McFadden 1999; Gigerenzer and Selten 2001;
Lupia, McCubbins, and Popkin 2001; Gilovich, Griffin, and Kahneman
2002).
First, do international forces overwhelm domestic actors in the era of

globalization, or do countries retain a significant degree of autonomy?
Authors such as Armada, Muntaner, and Navarro (2001) argue that
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waves of diffusion result from the pressures of powerful international
actors, which push new policy models on weak developing countries.
International financial institutions (IFIs) like the World Bank (WB) and
International Monetary Fund (IMF) use their tremendous leverage—es-
pecially loan conditionality—to impose reforms on dependent nations.
Thus, diffusion emerges from central coordination. As external pressures
have great force, globalization undermines national sovereignty. In this
view, domestic actors do not have an effective choice; the question of
their rationality is moot.
The alternative position argues that external pressures matter but are

far from decisive (e.g., Nelson 1996). Even in the era of globalization,
national sovereignty persists and gives countries—including weak
underdeveloped countries—significant room for maneuver. Due to this
autonomy, nations retain a considerable margin of choice in deciding
whether to adopt a foreign model or not. In this view, IFI demands
backed up by loan conditionality constrain governmental decision mak-
ing but by no means determine its outputs. Given that domestic actors
do have effective choices, analyzing the rationality of their decisions is
meaningful.
To the extent that Third World governments enjoy policy latitude,

scholars need to examine the motives guiding their decisions. Is the emu-
lation of innovations driven mostly by self-interests, as the rational actor
framework assumes, or do other-regarding considerations play a sig-
nificant role as well? Embracing the latter view, sociologists and con-
structivists argue that normative appeal and the quest for international
legitimacy prompt the emulation of foreign innovations. To look good
in the eyes of global public opinion, decision-makers want to be modern
and up-to-date and therefore imitate new policy models. They are deter-
mined to avoid the stigma of being backward and therefore try hard to
keep up with the latest trend. On a deeper level, they are influenced by
new international norms that redefine proper state action. An innovation
raises the standards of appropriate behavior, and decision-makers ur-
gently try to catch up to this new benchmark. Accordingly, political
action—including the adoption of foreign models—cannot be reduced
to rational interest calculation.
Many political scientists claim, by contrast, that appropriateness and

legitimacy are pushed into the background by considerations of self-
interest. These interests are essentially given, reflecting decision-makers’
institutional position and the incentives and constraints facing them; for
instance, all policy-makers need to be concerned about maintaining their
power, a universally shared instrumental goal. Decision-makers there-
fore imitate foreign models not if they look modern and normatively
appropriate, but if cost/benefit calculations suggest that they help to reach
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clear, preexisting interests. Utilitarian notions of goal attainment—not
symbolic and normative concerns for legitimacy—drive policy diffusion.
Which view is closer to the truth? By analyzing actor motivations, my
study of policy diffusion sheds new light on this important aspect of the
rationality issue.
To the extent that interests do matter—and who would deny them

any role in human motivation?—the question shifts to the procedures
with which actors pursue their goals. Do they make decisions in a com-
prehensively rational way, processing the relevant information with sys-
tematic and unbiased procedures? To learn from foreign experiences, do
they proactively scan the environment for promising models, tally their
advantages and disadvantages, and maximize their expected utility by
adopting the option that scores highest in their cost/benefit assessment,
as theorists of comprehensive rationality assume (e.g., Meseguer 2002)?
Alternatively, actors may be overwhelmed by abundant information and
save computational costs by resorting to cognitive shortcuts that turn
decision making more efficient, but at the risk of distorting inferences
substantially. In this view, rationality is distinctly bounded as hard-
pressed decision-makers regularly and automatically rely on heuristics
that facilitate the complicated process of making choices, but that can
also cause significant biases.1

These three specific issues—external imposition vs. latitude for choice;
legitimacy vs. self-interest; and comprehensive cost/benefit calculation
vs. reliance on cognitive shortcuts—lie at the heart of the debate about
rationality in politics, which has agitated political science during the last
two decades. To make a contribution, my study examines the three as-
pects through an in-depth analysis of the policymaking process. This
approach is particularly well-suited for assessing how “realistic” the
contending frameworks are (cf. Tsebelis 1990: chap. 2). Thus, while
focused on a specific topic—the diffusion of social policy innovations in
Latin America—the present book hopes to elucidate a much broader
question.

The Main Argument

My research finds that a distinctly bounded form of rationality prevails
in the cross-national diffusion of policy innovations. While decision-
makers do have an effective choice, and while they largely pursue fixed
and clear interests, they do so in ways that differ greatly from the as-

1 Bendor (2003), Jones (1999), Kahneman (2003), and Simon (1985) provide excellent
background on theories of bounded rationality.
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sumptions underlying conventional rational-choice approaches. Even the
impressive specialists involved in Latin American pension and health
care reform, whose professional training should make them “most likely
cases” (cf. Eckstein 1975) for conducting ample, systematic cost/benefit
analyses, lack the time and the informational, computational, and fi-
nancial resources to follow the ideal-typical norms of comprehensive
rationality.2 As numerous interviews with leading policy-makers and
their rich paper trail demonstrate, they do not proactively scan the inter-
national environment and engage in a wide-ranging search for promising
external models. Instead, they are attracted to certain foreign experi-
ences for more “accidental,” logically arbitrary reasons, including geo-
graphic and temporary proximity. And rather than evaluating the mod-
els that grab their attention through systematic, balanced cost/benefit
analyses, they tend to assess the promise of foreign innovations more
haphazardly.
Especially where a bold, integrated, coherent, and simple reform

model such as Chilean-style pension privatization has emerged, policy-
makers commonly rely on the main inferential shortcuts that cognitive
psychologists have documented, namely, the heuristics of availability,
representativeness, and anchoring (Kahneman, Slovic, and Tversky
1982; Gilovich, Griffin, and Kahneman 2002). These automatically used
shortcuts facilitate the processing of overabundant information by fo-
cusing—and thus limiting—people’s attention and by supplying simple
inferential rules that lower computational costs and allow actors to navi-
gate uncertainty. In this way, they enable people to cope with the flood
of information that besieges them and that leaves little time for proactive
efforts to search for even more information, as the postulates of compre-
hensive rationality would demand. By filtering information and channel-
ing inferences, however, these heuristics can also introduce biases and
distort the conclusions that people draw from the evidence. Therefore,
despite people’s best efforts, the outputs of humanly feasible decision
making often diverge from the results that the ideal-type of comprehen-
sive information processing and systematic cost/benefit analysis would
yield. In sum, cognitive heuristics are crucial for allowing people to ar-
rive at decisions, but they can significantly impair the quality of those
decisions.
As this book documents, the heuristics of availability, representative-

ness, and anchoring shape the diffusion of social policy models. The
availability heuristic induces people to assign disproportionate weight to
particularly striking, vivid, memorable information and to overestimate
the significance or relative frequency of such cognitively available infor-

2 For a well-documented similar finding, see Tetlock (2005: chap. 4).
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mation (Kahneman, Slovic, and Tversky 1982: chaps. 1, 11–14, 33; Gi-
lovich, Griffin, and Kahneman 2002: chaps. 3–5). In the paradigmatic
case of this heuristic, most drivers slow down after witnessing a car
crash—although in strictly logical terms, seeing one accident should not
affect their assessment of the risks of driving. But the drastic experience
of seeing an accident has an immediate impact on most drivers’ behav-
ior—until the memory fades away and people speed up again.
In a similar vein, having close knowledge of Chile’s dramatic, bold

introduction of a novel pension system grabbed the attention of Latin
American decision-makers and turned social security privatization into
an obligatory point of reference for all experts in the region. Its special
availability in Latin America put this innovative model on the policy
agenda in the region, much more so than in other areas of the world.
Thus, the availability heuristic helps explain why pension privatization
spread first and foremost inside Latin America; it helps account for the
geographical clustering of policy diffusion, a typical characteristic of this
process. While no similarly clear, neat, and integrated policy model
emerged in the complex area of health care, decision-makers also fol-
lowed the availability heuristic and paid disproportionate attention to
recent changes in neighboring countries. Rather than concentrating on
one singular model, however, they often learned from the experiences of
several countries in the region. Thus, in both policy arenas, the availabil-
ity heuristic focused policy-makers’ attention in geographic and tempo-
ral terms and thus skewed the process of policy diffusion.
Once a new model has appeared on policy-makers’ radar screen, the

representativeness heuristic shapes assessments of its quality and prom-
ise. This inferential shortcut induces people to overestimate the extent
to which a small sample represents true population values; for instance,
they tend to draw excessively firm conclusions from a limited set of data,
such as a short time series (Kahneman, Slovic, and Tversky 1982: chaps.
1–6; Gilovich, Griffin, and Kahneman 2002: chaps. 1–2). In this vein,
many social security experts inferred from the initial success of Chile’s
privatized social security system—such as the high rates of return
achieved by private pension funds—and from its coincidence with the
country’s striking growth spurt that this new model was of inherently
superior quality. Therefore, a number of countries soon rushed to emu-
late this seemingly successful model. In health care, the absence of a
single comprehensive model made assessments of success more diffuse,
but an innovative change like Colombia’s health reform of 1993 also
attained an aura of success—before its serious implementation prob-
lems, which reflected its complicated design, became obvious. The Co-
lombian reform therefore triggered emulation efforts, but they were not
as widespread and strong as in the case of Chilean-style pension privati-
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zation. Thus, to the extent that early success gives rise to impressions of
high promise, the representativeness heuristic induces policy-makers to
jump on the bandwagon of a diffusion process. It thus helps account for
the upsurge in policy emulation that underlies the wavelike nature of
innovations’ spread.
Finally, the heuristic of anchoring limits the adjustment that policy-

makers introduce to adapt a foreign import to the specific characteristics
of their own country. According to this inferential shortcut, initially pro-
vided information—even of an arbitrary nature—significantly ties down
later judgments; while not precluding modifications, it keeps them lim-
ited and confines them to peripheral aspects (Kahneman, Slovic, and
Tversky 1982: chaps. 1, 33; Gilovich, Griffin, and Kahneman 2002:
chaps. 6–8). In this vein, all Latin American countries that enacted struc-
tural pension reform during the 1990s instituted the central innovation
encapsulated in the Chilean model, namely, pension privatization and
the creation of individual retirement accounts in the mandatory social
security system. While the absence of a single outstanding model left
more room for adjustments in health care, anchoring led to some copy-
ing even in this policy arena, including sometimes the very names of
new institutions. Thus, by keeping adjustments limited, the heuristic of
anchoring helps to account for the spread of similarity amid diversity, a
defining characteristic of policy diffusion.
In sum, cognitive shortcuts significantly shape the spread of innova-

tions in Latin American social sector reform. The heuristics of availabil-
ity, representativeness, and anchoring help account for the geographical
clustering, wavelike progression, and basic nature of diffusion. As inter-
views and documents show, policy-makers did not follow the ideal-typi-
cal postulates of comprehensive rationality but applied the inferential
strategies of bounded rationality. These shortcuts were required for pro-
cessing the flood of information facing them but created the risk of sig-
nificant distortions and biases.
As regards the second aspect of the rationality issue—the main moti-

vation driving policy reform—my research suggests that utilitarian goals
have been significantly more important than symbolic and normative
considerations, especially in the area of social security reform. Depend-
ing on the maturity of a country’s pension system, policy-makers con-
fronted long-standing financial problems and a virtual collapse of the
social security system (as in Argentina); growing pension deficits that
required increasing budget subsidies (as in Bolivia); or actuarial projec-
tions that foresaw such difficulties in the future (as in Costa Rica). By
enacting pension reform, all of these nations addressed clear, “given”
problems that were obvious to experts; they did not search for a prob-
lem in order to rationalize the enactment of a new model to which they



The Puzzle of Policy Diffusion • 9

had become attracted for symbolic or normative reasons, as sociological
institutionalists surmise (March and Olsen 1976; cf. Kingdon 1984).
The need to find a definite solution for a pressing preexisting problem

was the main argument used by reform-minded experts to justify the
adoption of pension privatization. This utilitarian argument was most
important for garnering broad political support for reform. Given the
high stakes that major societal groups had in social security reform, a
typical “redistributive” issue area (cf. Lowi 1964), normative and sym-
bolic considerations did not play a major role. Instead, interests pre-
vailed, and instrumental arguments about problem solving therefore car-
ried the day. The same is true for efficiency-oriented reform efforts in
health care, which were designed to cope with the financial constraints
tightened by the debt crisis of the 1980s and the adjustment measures
of the 1990s. Proposals to introduce competition and performance in-
centives or to privatize parts of the health system responded to clear
problems, such as waste, low productivity, inefficiency, and corruption;
and since they affected crucial interests of powerful societal groups and
bureaucratic agencies, they elicited strong, often fierce conflict. These
redistributive struggles were driven by clashing interests, leaving little
room for symbolic and normative concerns.
Equity-enhancing reforms in health care, especially efforts to extend

effective coverage to long-neglected poor sectors of the population,
could often be pursued through add-on programs that instituted new
benefits without imposing visible costs. In political terms, these pro-poor
initiatives therefore had a distributive character (cf. Lowi 1964; Corrales
1999: 5–6). Since these measures did not face much political opposition,
normative developments could exert significant influence on their adop-
tion. Specifically, financially weak but highly legitimate international or-
ganizations like the World Health Organization (WHO) and the United
Nations Children’s Fund (UNICEF) had since the late 1970s promoted
the goal of “health for all by the year 2000.” This new normative mes-
sage helped to trigger the reform wave that sought to expand (“univer-
salize”) health care coverage in Latin America during the 1990s. Eco-
nomic conjunctures, namely the attainment of economic stability and
return to growth, provided a permissive condition for this reform wave.
The region’s recovery made new financial resources available, allowed
for “distributive” add-on programs that extended benefits to the poor
without taxing the better-off, and thus paved the way for new norms to
drive policy change.
Thus, under specific conditions, the normative appeals stressed by so-

ciological institutionalists and constructivists did make a difference.
Usually, however, utilitarian efforts to resolve pressing “given” prob-
lems and advance clear, preexisting interests played a much more impor-
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tant role. Overall, interest-based, pragmatic problem orientation pre-
dominated. Thus, although decision-makers apply a distinctly bounded
form of rationality, they are guided primarily by self-regarding goals.
Turning to the third aspect of the rationality issue, political actors

also seem to have a significant margin of choice. My research shows
that policy diffusion did not result from external imposition. Certainly,
external pressures, especially the general policy guidelines and specific
reform recommendations advanced by international financial institu-
tions (IFIs), played a significant role in the spread of social policy inno-
vations in contemporary Latin America. By the mid-1990s, pension pri-
vatization and efficiency-enhancing health reforms were part of the
neoliberal policy package promoted by the World Bank and IMF. To
support such reforms, the IFIs offered substantial financial aid, generous
technical assistance, and frequent normative exhortations.
But while contributing to innovations’ spread, these forms of influence

by no means determined the outputs of national decision making or
eliminated the latitude for choice. The very variety of policy changes
enacted in Latin America, especially in health care, shows that the IFIs
did not impose a uniform blueprint on the region; domestic factors
clearly mattered. In fact, the IFIs’ most powerful instrument of coercion,
loan conditionality, has proven to be a blunt weapon in the enactment
of complex institutional reforms. Reforms of social security and health
systems involve a wide range of actors. This multiplicity of “veto play-
ers” and the resulting need for political negotiations make it difficult for
external actors that lack democratic legitimation to exert much influ-
ence. Thus, the IFIs cannot impose such institutional reforms but seek
to influence them through financial incentives, technical assistance, and
persuasion—often with limited success (Nelson 1996; Brooks 2004).
Furthermore, IFI influence was most important when a wave of diffu-

sion was already under way. Pension privatization started to spread
from Chile to other Latin American countries before the World Bank
placed major emphasis on this reform in the mid-1990s (cf. WB 1994a).
And as the case studies below show, external conditions were often re-
quested by domestic experts, who sought to enhance their leverage with
domestic political actors. Thus, the very distinction of external vs. inter-
nal agency is much less clear-cut than external pressure arguments as-
sume (see in general Vreeland 2003). For all these reasons, the IFIs have
had only limited influence on the spread of innovations in Latin Ameri-
can social sector reform. In particular, they have certainly not managed
to impose concrete policy models, such as Chilean-style pension privati-
zation. And while they have succeeded in pushing countries to advance
toward general policy goals, especially efficiency in health care, govern-
ments have differed greatly in how far they have moved and in what



The Puzzle of Policy Diffusion • 11

specific way they have implemented these broad guidelines; in fact, effi-
ciency-oriented reforms have encountered much greater resistance than
equity-enhancing efforts. Thus, domestic decision-makers have enjoyed
considerable latitude for making real choices; they have often resisted
IFI exhortations or failed to implement them.
Therefore, national sovereignty seems to be alive and well in the age

of globalization, at least in the area of social policy reform. While exter-
nal pressures undoubtedly influence domestic decision making, they are
usually not the driving force behind social policy reforms and therefore
cannot account for the wavelike spread of innovations. As the IFIs’ pro-
motion of pension privatization and efficiency goals in health care at-
tained only limited success, diffusion resulted more from horizontal con-
tagion—mediated by cognitive heuristics—or new normative appeals
than from central coordination and imposition.
In sum, this study arrives at a clear conclusion on the rationality ques-

tion. Political actors do have choices, and they make those choices
guided more by interests than by legitimacy considerations. But they
commonly rely on cognitive shortcuts that deviate from comprehensive
rationality. Thus, conventional rational-actor approaches inspired by
“economic” versions of rationality need to be modified in light of the
consistent findings of cognitive psychology, which the present analysis
corroborates.

A Focus on Public Policy

In analyzing the diffusion of innovations in public policy, this study pays
sustained attention to a subject area that has long been neglected in
political science, namely, the output side of politics. The more scientific
the discipline has tried to become, the more it has looked down upon
public policy as an allegedly atheoretical, largely descriptive field. The
present book trespasses on this division between political science and
policy studies. In my view, public policy is a proper topic for political
science inquiry. It can and should be analyzed from a broader theoretical
perspective that goes beyond the specificities of the issue area. As just
explained, this study brings three major theoretical questions, which are
all aspects of the fundamental rationality issue, to bear on the analysis
of social policy: the relative weight of international vs. domestic forces;
the role of symbolic vs. utilitarian motives; and the prevalence of com-
prehensive vs. bounded rationality. I hope to show that the in-depth
investigation of social policy in faraway countries can suggest important
insights on these crucial questions. The output side of politics definitely
lends itself to theoretically driven inquiry.
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Furthermore, public policy can and should be the subject of explana-
tory analysis, not mere description. The present study seeks to unearth
the causal mechanisms that drive the cross-country diffusion of innova-
tions and therefore applies process tracing based on intensive field re-
search (Hall 2003; Brady and Collier 2004; see Bates, Greif, et al. 1998).
Utilizing a different strategy of inference than statistics (George and Ben-
nett 2005; Abell 2001; Collier, Brady, and Seawright 2004), this case-
study method systematically examines a wealth of information that es-
capes quantification. It thus yields a particularly rich, comprehensive
understanding of the factors that shape political decision making.
Political science indeed may be well advised to pay more attention to

public policy. The long-standing and increasing overemphasis on the in-
put side of politics that prevails in the discipline threatens to diminish
the relevance of its findings. Political parties and elections are certainly
crucial aspects of politics, but so are policy programs that affect the lives
of millions of citizens. In fact, parties and elections are important in part
because of their potential impact on policy outputs. As political scien-
tists of various stripes stress (e.g., Ames 1987: chap. 3), many politicians
pursue not only instrumental interests of power preservation and reelec-
tion, but also substantive goals that require the creation or transforma-
tion of public policy programs. Partisan actors thus want to shape politi-
cal outputs. And in evaluating parties, governments, and even political
regimes, citizens strongly consider policy performance. For these rea-
sons, the output side of politics deserves more scholarly attention than
it has received in recent decades.
A reorientation toward public policy is especially important for the

field of comparative politics. By contrast to the “limited government”
prevailing in American politics, the state is much more active in most
countries investigated by comparativists, even after the wave of neolib-
eral reforms. In those nations, governmental decision making—i.e., pub-
lic policy—deeply affects vast areas of economic, social, and political
development. This obvious fact receded into the background during the
“third wave of democratization,” when the regime issue attracted most
scholarly attention. As elections turned into the decisive mechanism of
political choice and as the redefinition of institutional rules seemed piv-
otal for the new democracies’ future, large numbers of scholars were
understandably drawn to the input side of politics, away from public
policy.
But by now, the third wave of democratization has come to an end.

Many new democracies are either consolidating (especially in Latin
America and Eastern Europe) or decaying into old or new forms of au-
thoritarian rule (especially in the former Soviet Union, Africa, and the
Middle East). As the special politics of regime transition has passed and
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political life has returned to more normal, regular patterns, scholars
should moderate the excessive focus on institutional issues and pay more
attention to substantive questions, namely, decision making on the im-
portant subjects that are in the purview of states—that is, public policy.
A direct focus on public policy and the decision-making process is

especially important because despite some promising contributions (e.g.,
Tsebelis 1995; Haggard and McCubbins 2001), the institutionalist anal-
yses stimulated by the third wave of democratization cannot account
well for policy outputs. For instance, both “potentially dominant” and
“potentially marginal” presidents (cf. Shugart and Mainwaring 1997:
49) have managed to pass pension privatization in Congress, and chief
executives with an equally wide range of legislative powers have failed
to achieve this reform. Moreover, political parties and congressional pol-
iticians, the actors highlighted by institutionalist approaches, have
played a strikingly limited role in health and social security policy, as
the secondary literature and my extensive field research show (Piola,
Vianna, and Consuelo 2001: 56; Kaufman and Nelson 2004a: 489–504;
Nelson 2004: 31–32; Grindle 2004: 55–57; Ewig 2000: 490–96; Wey-
land 1996a: chaps. 6–7). While parliamentarians retain “the last word”
over crucial institutional changes, such as pension privatization, many
important policy decisions are made directly through presidential decree
or ministerial regulation and thus bypass congressional deliberation.
Where parliamentary approval is required, the initiation, elaboration,

and negotiation of crucial bills lie largely in the hands of technical ex-
perts and political appointees inside the executive branch. Congressional
politicians may serve as “veto actors,” but they rarely play any role as
“proposal actors” (Orenstein 2000). They usually do not set the political
agenda, choose among available policy options, and design the content
of bills. Certainly, parliamentarians can reshape bills in committee, but
most amendments focus on specific aspects (often particular benefits or
exemptions for certain groups of constituents) and leave the framework
of the law for an up-or-down vote. For these reasons, policy analysts
stress “the modest role of legislatures” in Latin America (Kaufman and
Nelson 2004a: 504). Because assemblies are mostly reactive, the process
through which the region’s proactive presidents (cf. Cox and Morgen-
stern 2001) initiate and elaborate bills and other norms deserves particu-
lar scholarly attention. The case studies below therefore analyze the poli-
cymaking process, which unfolds largely inside the bureaucratic agencies
of the state and is not driven in any direct way by electoral incentives
and calculations (see, e.g., Sugiyama 2008).
Even partisan politics matter surprisingly little in social policymaking.

Many Latin American parties lack well-defined programmatic positions
on issues such as health care. They often care more about patronage
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than policy; as a result, their support is effectively “for sale.” And where
parties do engage in policy debates, as in Costa Rica, they normally
leave it to party-linked experts inside the state to define their issue posi-
tions (interviews with Céspedes 2004 and Durán 2004). For these rea-
sons, the opposition’s ascent to power rarely brought great change in the
content and direction of social policymaking. As the case studies show,
there was strong continuity in pension and health reform projects between
governments headed by rival parties in Bolivia, Brazil, Costa Rica, and
Peru.3 Experts inside the state bureaucracy promoted similar proposals
regardless of partisan politics and often managed to attain their goals
sooner or later (e.g., Martı́nez Franzoni 1999; cf. Heclo 1974).
By focusing on public policymaking, especially proposal design and

negotiations inside the state, this book thus analyzes a neglected topic
that merits much greater scholarly attention. It helps to fill a gap that
contemporary political science with its predominant input focus and its
embrace of institutionalist approaches has left wide open. Furthermore,
the study concentrates on major theoretical issues and thus hopes to
contribute insights that are of central interest to political scientists.

Research Design

To examine the causal mechanisms that drive policy diffusion, this study
draws on in-depth field research, especially personal interviews with
leading decision-makers and a close reading of the numerous documents
that they processed and produced. I apply a qualitative approach be-
cause a number of the theoretical factors investigated in this book, such
as the above-mentioned cognitive heuristics, would be difficult to quan-
tify properly. In fact, the burgeoning statistical analyses of policy dif-
fusion, which have undoubtedly made important contributions, often
suffer from indicators of questionable validity. For instance, authors
commonly operationalize external pressures via the presence of a loan
agreement with an IFI. But as mentioned above, such an agreement is
by no means proof of external imposition; instead, domestic experts of-
ten request IFI conditionality to boost their own bargaining power in
internal policy disputes. Only in-depth field research can uncover
whether an IMF agreement resulted from such deliberate domestic self-
restriction or from external imposition. Thus, case studies are crucial for
the present effort to uncover the causal mechanisms that propel the
spread of innovations.

3 In El Salvador, the same party led the government during the period under in-
vestigation.
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In methodological terms, a focus on causal mechanisms means that
“positive cases” in which innovations have actually spread are of partic-
ular interest. These cases allow for examining in depth the operation of
diffusion’s engines. But this special attention to positive cases does not
imply a no-variance design, which has drawn ferocious criticism (King,
Keohane, and Verba 1994; Geddes 1990). Instead, any analysis of diffu-
sion seeks to account for intertemporal variation: Why do many coun-
tries enact dramatic change by emulating the same reform model or ad-
vancing toward the same principle? Furthermore, this study examines
geographic variation: Why do countries emulate primarily models that
emerge in their own region while often ignoring interesting innovations
developed in faraway places? In sum, the book seeks to account for
significant variation by investigating the causal mechanisms that drive
diffusion and thus create commonality amid diversity.
Moreover, the present study deliberately analyzes two issue areas that

differ in important ways. In social security, a bold, neat, well-integrated
model has arisen and triggered a wave of reforms, namely, Chilean-style
privatization. By contrast, the highly complex, multifaceted health arena
has not allowed for a single, coherent, encompassing model to emerge;
instead, the diffusion of reforms has been stimulated by various factors,
including IFI exhortations, new international norms, and recent experi-
ments in neighboring countries. This difference across issue areas offers
analytical leverage on the operation of crucial causal mechanisms, espe-
cially external pressures, normative appeal, and cognitive heuristics.
These methodological considerations inform my case selection. Logis-

tics requires confining field research to one region. Since pension privati-
zation spread first in Latin America, this region deserves special atten-
tion. It also experienced a series of health reforms that offer sufficient
material for examining diffusion in that issue area. While the study’s
regional scope holds constant various context factors, it also encapsu-
lates substantial differences among the countries under investigation.
Bolivia, Brazil, Costa Rica, El Salvador, and Peru diverged in the insti-

tutional features of their prereform welfare states, such as the extension
of social security coverage and the relationship of the public and private
health sector; in the financial and administrative problems plaguing the
established schemes and in the preconditions for reform, such as the
extent of capital market development; in their reservoir of technical ex-
pertise; and in the relative strength of various social and political forces
with a crucial stake in pension and health reform. If, despite these differ-
ences, the study uncovers important similarities—such as limited IFI in-
fluence and a common focus on the highly available Chilean model of
pension privatization coupled with a neglect of alternative reform mod-
els—these findings are likely to have broader applicability. Thus, in try-
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ing to unearth the causal mechanisms underlying diffusion, this book
gains analytical leverage from the points of agreement among diverse
countries inside the Latin American context.
But the same causal mechanism can produce different end results when

operating in different contexts (McAdam, Tarrow, and Tilly 2001). A
tornado devastates a trailer park while leaving a fortress unharmed, and
a virus may kill a poor, malnourished child but not a well-fed, strapping
youngster. Similarly, diffusion processes in Latin American social policy
produced different end states. Many countries emulated Chilean-style
pension privatization, but several did not. Health reform advanced even
more unevenly. In fact, while diffusion entails the spread of similarity
amid diversity, emulating countries often introduced limited modifica-
tions to the model they imported. Despite crucial similarities, postreform
systems therefore differed in some characteristics.
The selection of Bolivia, Brazil, Costa Rica, El Salvador, and Peru

captures these two levels of variation, namely, diffusion vs. nondiffusion
and second-order differences among cases of diffusion. The five coun-
tries represent the whole gamut of outcomes in the pension arena (Mesa-
Lago 1997), namely, a substitutive private system (Bolivia, El Salvador);
parallel public and private systems (Peru); a mixed public-private system
(Costa Rica); and a reformed public system (Brazil). In the complex
health arena, the five countries also adopted different reforms, ranging
from more social-democratic measures (Brazil, Costa Rica) to a more
neoliberal policy course (Bolivia, El Salvador, Peru). The case studies
below seek to uncover the different initial conditions and intervening
factors that made the causal mechanisms driving diffusion produce these
specific outcomes.
Thus, in explaining why many different countries adopted similar re-

forms, this analysis of policy diffusion focuses on commonalities. But it
also encapsulates several types of variation. In particular, the effort to
unearth the causal mechanisms that propel innovations’ spread seeks to
account for change over time and regional differences while stressing
points of agreement among diverse countries inside one region. And the
variegated end results of these diffusion processes suggest that diver-
gences among Bolivia, Brazil, Costa Rica, El Salvador, and Peru also
mattered.

The Concept, Types, and Characteristics of Diffusion

Definition

This study applies a broad concept of diffusion that includes various
horizontal and vertical patterns of propagation. Accordingly, diffusion
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takes place if the likelihood that a reasonably autonomous decision-
making unit (A) will adopt an institutional or policy innovation is sig-
nificantly increased by influences that emanate from outside this deci-
sion-making unit, especially by the adoption decision of another such
unit (B); the influence of a promoting actor that contributed to B’s adop-
tion decision; or the proselytizing efforts of the unit (C) that first created
and enacted the innovation (see also Levi-Faur 2005: 23; Elkins and
Simmons 2005).
To allow for an assessment of the above-mentioned theoretical frame-

works, this definition deliberately casts a wide net. In particular, it includes
not only horizontal influences among units that adopt an innovation,
which rational-learning and cognitive-heuristics arguments emphasize,
but also vertical influences, such as pressure or “teaching” by interna-
tional organizations, which normative-imitation and especially external-
pressure theories stress. In fact, elements of vertical pressure often inter-
act with horizontal linkages; for instance, from the mid-1990s onward,
the World Bank strongly encouraged and supported the emulation of
Chilean pension privatization by other Latin American countries, which
had started first in a horizontal fashion. Given this synergy of various
causal mechanisms, a narrow definition of diffusion may hide more than
it reveals. The present study therefore uses a broad conceptualization.

Model Diffusion vs. Principle Diffusion

The prototypical instances of diffusion involve the wavelike spread of a
compact policy model, such as the Bismarckian social security scheme,
Chilean-style pension privatization, the Bangladeshi microlending insti-
tution Grameen Bank, the Bolivian Emergency Social Fund, or the Bra-
zilian cash stipends conditioned upon school attendance (Goodman
2004). In these cases, a growing number of emulators import a neat,
concrete, well-defined blueprint, largely replicating the original model.
The innovation thus spreads in a rapidly expanding wave that sweeps
across whole regions of the world.
But diffusion can also take a looser form, in which decision-making

units enact a principle adopted by a frontrunner, such as capital account
liberalization, central bank autonomy, or universal access to primary
health care. They emulate a new guideline but enact it in various con-
crete incarnations. The basic thrust of these adoption decisions is the
same, leading to a recognizable wave of reforms, but specific design fea-
tures and institutional characteristics differ.4 While principles can thus

4 Certainly, however, model diffusion can be nested inside principle diffusion. Countries
may imitate the specific institutional way in which a frontrunner enacted a new principle.
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spread to large numbers of countries, the resulting pattern of change is
not as profound and uniform as the contagion effect unleashed by a
neat, clear policy model.
While model diffusion constitutes the most striking form of innova-

tions’ spread, has a particularly strong impact on the emulating coun-
tries, and therefore attracts disproportionate attention from scholars
(Strang and Soule 1998: 285; Meseguer and Gilardi 2005: 4, 17, 22–
23), principle diffusion is probably more common because the complex-
ity of many issue areas prevents a singular, neat, well-integrated policy
model from emerging. Besides the pension arena, where such a bold,
compact model did arise, the present book therefore analyzes the vast
and disparate field of health care, where principle diffusion predomi-
nated. Thus, my study deliberately analyzes different forms of diffusion.
The contrast between model and principle diffusion provides additional
analytical leverage on the causal mechanisms driving innovations’ spread.
To clarify the distinction between model and principle diffusion, it is

necessary to define both terms. A principle is a general guideline for
designing programs or institutions. Such a maxim provides a broad ori-
entation for policy-makers that encompasses several specific design op-
tions. It charts an overall direction but not a specific course of action.
By contrast, a model is one specific option from the menu offered by a
policy principle; a model embodies a general guideline and turns it into
a concrete, specific blueprint. It prescribes a coherent, integrated way of
organizing a policy program or designing an institution. Such a neat,
unified blueprint condenses a broad policy orientation or paradigm into
a specific incarnation. It crystallizes a policy maxim into a neat, simple
package. Thus, whereas a principle is general and vague on details, a
model is specific and concrete.

Characteristics of Diffusion

The ample empirical literature on diffusion across countries and across
the U.S. states has consistently documented three main features that
characterize the spread of innovations. They are especially pronounced
in model diffusion but are common in principle diffusion as well.
First, diffusion tends to occur in waves. It usually starts slowly as a

few countries or states try out a new model; then it picks up steam as
large numbers of nations or states jump on the bandwagon; and finally
it levels off as most countries or states have already adopted the change
or as the reform wave hits an insurmountable barrier. As a result of this
wavelike pattern, the cumulative frequency of reform adoption over time
follows an S-shaped curve (Rogers 1995: 11, 22–23; Li and Thompson
1975: 65; Berry 1994: 443; Strang and Soule 1998: 283; Lazer 1999:
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466–67, 473; Kogut and Macpherson 2003: 19, 32; Levi-Faur 2005:
18; Orenstein 2003: 179–80; Brooks 2005: 275).
Second, diffusion often displays strong geographical clustering. Neigh-

borhood and regional effects are usually pronounced.5 New institutions
or policies enacted in one country are much more likely to stimulate
emulation in a close-by nation than halfway around the globe (Collier
and Messick 1975: 1311–13; Starr 1991; Berry 1994: 442; Mintrom
and Vergari 1998: 129, 139–44; Strang and Soule 1998: 275; Kopstein
and Reilly 2000; Walt 2000: 41; Guisinger 2003: 4, 9, 31–34; Sim-
mons and Elkins 2004: 172; Way 2005: 132, 137–40; see also Mooney
2001). It is noteworthy that this geographical clustering prevails even in
the age of globalization, when advanced information technologies facili-
tate access to innovations on a worldwide basis. In fact, the most power-
ful international financial institutions, the World Bank and International
Monetary Fund, have a global mandate and deliberately advertise inter-
esting innovations worldwide. Nevertheless, even recent instances of
policy diffusion, such as the spread of Chilean-style pension privatiza-
tion, have continued to display clear geographical clustering (Orenstein
2003: 174, 178, 185–86).
Finally, diffusion produces the spread of similarity amid diversity. A

number of countries with variegated socioeconomic, political, and cul-
tural characteristics adopt the same basic institutional feature or policy
framework. While they may well introduce some modifications to adapt
the external import to their specific needs, they replicate the fundamen-
tal design of the foreign innovation. Diffusion thus causes convergence.
These three patterns are clearly observable in the spread of social secu-

rity reform because privatization decisions constitute focal events whose
temporal unfolding and geographical clustering are easy to document.
Thus, pension reform in Latin America (and Eastern Europe) has fol-
lowed the typical S-shaped curve of diffusion (fig. 1.1). It actually spread
faster than the Bismarckian social security system (Orenstein 2003: 181,
185–86), despite a somewhat delayed start: Only when Chile returned
to democracy yet maintained the private pension system did its associa-
tion with the brutal Pinochet regime ease, allowing the new democracies
in the region to import this innovation. The privatization wave then
surged quickly, as soon as the regime divergence was overcome.
Pension privatization has also displayed strong geographical cluster-

ing. Almost all of the first emulators were located inside Chile’s subre-
gion, South America; in fact, three of the first six importing countries

5 Bonds of cultural, political or historical similarity—for instance, among the Anglo-
Saxon countries or among Communist countries—can overpower the effects of geographi-
cal proximity.





The Puzzle of Policy Diffusion • 21

(Argentina, Peru, and Bolivia) were Chile’s next-door neighbors, and
two more (Colombia and Uruguay) shared borders with initial adopters.
After Mexico privatized its social security system in 1995, the wave of
diffusion reached the Caribbean Basin, affecting El Salvador, Costa
Rica, Nicaragua,6 and the Dominican Republic. Thus neighborhood ef-
fects have been pronounced. Finally, while introducing significant modi-
fications, all of these countries instituted the core of the Chilean model
of pension privatization by creating individual retirement accounts in the
obligatory social security system and by making social security benefits
dependent on accumulated contributions and investment returns. As
these countries differed considerably in socioeconomic development level,
the wave of pension privatization thus entailed the spread of similarity
amid diversity.
In the complex area of health care, no singular neat, integrated pro-

posal of a comprehensive revamping has emerged.7 Reforms have there-
fore advanced in a more disparate and piecemeal fashion. Yet the three
features of diffusion are nevertheless visible. As regards temporal pat-
terns, there has been a clear upsurge in efforts to privatize parts of the
health system or introduce competitive principles during the 1990s, in-
spired in part by Chile’s introduction of private health insurance in the
early 1980s. Similarly, after a slow start in the 1980s, programs to ex-
tend primary health care to the poor have proliferated in the 1990s.
Thus, the initially gradual, but then rapid spread of reforms that is cap-
tured in the S-shaped curve of cumulative frequencies is observable in
health care.
Neighborhood effects have also been significant. For instance, Chile’s

partial health privatization had an impact primarily on other Latin
American countries, such as Argentina, Colombia, and Peru. Similarly,
Colombia’s health reform affected its neighbor Peru, which also learned
from Bolivian innovations. Thus, geographical proximity stimulates em-
ulation efforts in health care. Finally, while the absence of a singular
outstanding model allows for less spread of similarity amid diversity in
the health arena, basic policy principles, such as the introduction of pri-
vate competition or the extension of primary care to the poor, did affect
many dissimilar countries in similar ways. In sum, while less clear-cut
than in social security, health reform has also displayed the three fea-
tures of diffusion, namely, its S-shaped temporal unfolding, its geo-
graphical clustering, and the spread of similarity amid diversity.

6 Nicaragua adopted a privatization law in 2000 but has postponed implementation and
may well backtrack (Enrı́quez and Bow 2004; interview with Bonilla 2005).

7 As chapter 6 discusses, Colombia’s ambitious reform of 1993 was widely seen as
overly complex, contrasting with the simple Chilean model of pension privatization.
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Diffusion in Latin American Social Policy

Model Diffusion in Pension Reform

What are the main innovations in pension and health policy that have
spread across Latin American countries during the last two decades? In
both issue areas, the most important reform impulse arose from the new
paradigm of neoliberalism, that is, the effort to introduce or strengthen
market mechanisms in economy and society. After combating economic
crises through orthodox stabilization and structural adjustment, many
governments, often under IFI prodding, sought to extend market reform
to the social sectors (see recently Corrales 2003; Wise 2003a). These
attempts to enhance efficiency through competition or privatization thus
formed part of the broad wave of liberal change that has swept across
many world regions in the last thirty years.
In social security, Chile’s radical privatization of 1981 constituted a

neat, compact model that attracted widespread attention inside Latin
America and beyond. This bold change comprehensively restructured a
national pension system along the lines proposed by neoliberalism.
Chile’s reform diverged strikingly from the principles and models that
had guided international pension policy since the inception of national
social protection in Bismarck’s Germany and that had shaped Latin
American social security systems.
While differing significantly in coverage, generosity of benefits, and

specific institutional features, the region’s prereform pension systems
shared many fundamental characteristics. In particular, they were oblig-
atory, publicly administered defined-benefit schemes, financed largely by
payroll contributions. As current workers and their employers funded a
large proportion of benefit payments, these schemes rested on intergen-
erational redistribution and approximated “pay-as-you-go” (PAYG) sys-
tems. In financing the pensions of retirees, the present generation trusted
that their offspring would pay for their own future benefits. To guaran-
tee a reasonable standard of living in old age and forestall a stark income
drop upon retirement, these benefits were calculated as a fixed percent-
age of a worker’s last few salaries. This predictability of benefits, com-
bined with the PAYG financing scheme, meant that any resource short-
falls had to be covered by increased contributions from current workers.
To enforce this intergenerational contract, the state mandated affiliation
and monopolistically administered the pension system, mostly via more
or less autonomous social security institutes. Effective coverage was lim-
ited, however, to the formal sector of the economy, where official labor
registration and regular, predictable wages made the withholding of so-
cial security contributions feasible. Since the system was financed mostly
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out of payroll contributions (not general taxes), urban informal workers
and the rural poor, who received irregular incomes “off the books,” in
most cases remained excluded (see especially Mesa-Lago 1978; also
Malloy 1979).
These PAYG systems easily guaranteed social protection for old work-

ers and employees when Latin America’s populations grew rapidly and
the dependency ratio was therefore favorable. As long as there were
substantial numbers of current workers paying social security taxes per
retiree receiving benefits, reasonably generous pensions could be funded
out of social security taxes that were not too onerous. But in the course
of Latin America’s demographic transition, falling birth rates led to
fewer people joining the workforce, while population aging increased
the proportion of retirees. This secular shift, which sooner or later af-
fected all countries in the region, threatened the actuarial balance of the
PAYG system. With falling dependency ratios, governments undertook
parametric reforms: They began to raise contributions and tighten enti-
tlement conditions; outright benefit cuts usually proved too costly in
political terms. Thus, financial problems in and political conflicts over
the social security system were on the rise across the region (Mesa-Lago
1989).
In this context, Chile’s pension privatization created a radical alterna-

tive to the PAYG system, namely, a defined-contribution system run by
competitive private pension fund administrators (administradoras de
fondos de pensiones—AFPs). Affiliated workers and employees had
their social security contributions deposited in individual accounts,
which the AFPs invested in the capital market. Upon the account own-
er’s retirement, the amount of the accumulated funds and investment
returns determined the value of each individual’s pension benefit. Thus,
contrary to the intergenerational solidarity underlying the prereform
systems, the Chilean model embodied purely individualistic principles:
Every person would receive in old age what they had saved in the course
of their own work life and what they had gained in the form of invest-
ment returns. While this new system made the value of the future benefit
uncertain, it provided a clear incentive for people to contribute to their
own pension funds. Since the Chilean model rested purely on self-inter-
est, the state could take a residual role and transfer the administration
of pension funds to private firms, which freely competed for affiliates.
This market system was designed to improve efficiency, boost invest-
ment returns, and lower administrative costs, partly by precluding any
political manipulation of the social security system. Privatization also
gave individuals freedom of choice, which allowed them to sign up with
the pension fund administrator that best served their interests. And by
giving up most responsibility for social security, the state unloaded a
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thorny task and depoliticized an issue area that had given rise to innu-
merable demands from special interests.
In sum, the Chilean model instituted a radical alternative to estab-

lished pension systems. Embodying the main maxims of neoliberalism,
it differed in its basic philosophy and in several important design princi-
ples. Yet while the pension reform debate in Latin America has focused
almost exclusively on the two polar opposites of PAYG vs. privatized
systems, European countries have developed notional defined-contribu-
tion (NDC) schemes that ingeniously combined features of both ex-
tremes. Like the Chilean model, NDC systems make pension benefits
dependent on individuals’ accumulated contributions. But rather than
investing those funds in the capital market and crediting individuals’
accounts with actual investment returns, NDC systems create virtual ac-
counts that are remunerated with an interest rate defined by the govern-
ment. Instead of accumulating in their own capital accounts, workers’
contributions are used to fund current retirement benefits—just as in a
PAYG system.
Thus, the NDC scheme is similar in its individualistic system of benefit

calculation to the Chilean model while emulating the PAYG system in
its mechanics of benefit payment, which retains an intergenerational
contract. Since it does not invest individuals’ contributions in the capital
market and since affiliates would therefore benefit little from competi-
tion, it is administered by the state. And since it does not channel indi-
viduals’ contributions into private pension funds, it does not create the
fiscal transition cost that plagues full-scale privatization. But due to the
lack of capitalization, the NDC scheme does not hold the promise of
boosting national savings and productive investment that economists at-
tributed to the Chilean model: Individual contributions are not capital-
ized in forced savings accounts, but credited to notional accounts and
used to fund current retirement pensions. In sum, NDC schemes are
novel hybrids that open up a “third way” between the PAYG system
and the Chilean model; but the latter blueprint has inspired most pen-
sion reformers in Latin America since the late 1980s.

Principle Diffusion in Health Care

By contrast to the clear focus on the Chilean privatization model in
social security, the field of health care is highly complex, and reform
efforts have therefore varied. But two basic maxims have stood out as
guidelines of Latin American health policy during the last twenty years,
giving rise to considerable principle diffusion. One group of reform ef-
forts has sought to guarantee universal health coverage by extending
effective medical attention to the urban and rural poor. Since in Latin
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America, publicly provided health care emerged as a complement of so-
cial security coverage, it traditionally included workers in the formal
sector, who paid social security contributions and were therefore entitled
to the services provided by the relatively well-endowed social security
institutes. To the present day, these sectors have much better access to
medical facilities than the poor because the countryside and urban
squatter settlements are covered precariously by the ministry of health
out of general budget funds, which are notoriously scarce. The poor
therefore have difficult access to health care, which tends to be substan-
dard. Thus, Latin American health systems have been deeply segmented
and structurally unjust.
In response, one group of reforms has sought to establish universal

coverage by extending decent health care to the poor. These efforts have
tried to turn good services from a privilege acquired through social secu-
rity contributions into a general right guaranteed to all people as citi-
zens. To advance toward this equity goal, states have tried to “raise the
bottom” by expanding coverage through add-on programs targeted at
the rural poor and marginal urban sectors. Yet financial constraints have
often prompted efforts to draw on resources controlled by the well-en-
dowed social security institutes; therefore, efficiency-oriented reforms
(see below) have been seen—and depicted—as preconditions for helping
the poor by universalizing health coverage.
Usually, equity-enhancing reforms have also included efforts to change

the allocation of resources among different levels of the health system.
Reformers have deemphasized complicated, expensive curative treat-
ments, which are accessible disproportionately to the better-off, and
have assigned priority to improving primary care, which addresses the
simple but pressing health needs of poorer people. In many Latin Ameri-
can countries, for instance, a shocking number of children in rural and
marginal urban areas still die of easily preventable or treatable diseases,
such as gastrointestinal or respiratory infections, against which the mid-
dle and upper class can protect themselves. In the eyes of reformers,
the state should therefore concentrate on extinguishing these simple but
deadly scourges for the sake of social equity.
This primary care strategy also enhances the cost-effectiveness of the

health system: Each dollar spent on simple preventive and basic curative
measures yields a much greater benefit for human well-being than in-
creased investment in expensive hospital treatments, which help rela-
tively few people, disproportionately from better-off sectors. Thus,
improving primary care promises to enhance social equity as well as
economic efficiency.
The efficiency goal inspires a second strand of reform efforts, which

seeks to contain the constant increase in medical spending and to pro-
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duce more and better services with the available resources. The underly-
ing push factor for rising health expenditures arises from continued tech-
nological progress, which makes ever more sophisticated yet costly
treatments feasible. Desperate patients demand as much medical help as
possible, putting political or legal pressure on governments by invoking
generous declarations of principles enshrined in constitutions. Thus,
technical possibility and human need create pressure to disregard fiscal
limitations.
Governments’ economic agencies and international financial institu-

tions therefore see efforts to enhance efficiency and productivity as im-
perative. This economic concern, which is often inspired or reinforced
by neoliberal thinking, is fairly new in the health arena, which has tradi-
tionally concentrated on need satisfaction—that is efficacy, not effi-
ciency. Accordingly, medical doctors, who used to fill all administrative
positions in the health field, resent the attempts of economic experts
from the finance or planning ministry to establish financial control over
this area and to reshape service provision in accordance with efficiency
criteria. Despite this tenacious active and passive resistance, clear fiscal
constraints have prompted numerous efficiency-enhancing reform ef-
forts. In a variety of ways, governments have sought to control costs,
limit waste and corruption, monitor performance, offer incentives for
higher productivity, and outsource some services. These changes have
remained disparate and piecemeal as governments have used “salami
tactics” to limit opposition and as only some proposals have passed.
The efficiency agenda is particularly controversial because it raises the

specter of privatization. Neoliberal economists and health specialists ar-
gue that the public sector is inherently inefficient due to weak economic
incentives and excessive politicization; only a transfer of part of the
health system—especially service provision, but also insurance and fi-
nancing—to the private sector can bring significant improvements.
These experts take inspiration from the Chilean experiment with health
privatization and advocate its emulation by other countries. By contrast,
a majority of social sector specialists claim that the introduction or ex-
tension of the profit motive would further increase costs; it would also
threaten social equity because the vast number of less well-off people
could not afford to buy quality medical insurance in the market. And
the “exit” of the middle and upper class from the public health system
would hurt poorer sectors by depleting the state’s revenues for health
care. Given these polarized viewpoints, steps toward privatization,
which a number of Latin American countries have attempted to take,
have mostly remained circumscribed to specific aspects of the health
system.
A diverse group of health specialists has tried to find a compromise in
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the acrimonious privatization debate. They have sought to strengthen
the public sector by instituting efficiency-oriented incentives and com-
petitive mechanisms inside it. They have called for introducing quasi-
markets, especially negotiated, contractual relationships between public
and private service providers and the governmental institutions that ad-
minister health care finances and insurance. They have also pushed for
decentralization as a means to make medical personnel more attuned to
the specific needs of their patients and give them more flexibility in ser-
vice provision. In their view, greater autonomy and stronger incentives
should replace the rigid bureaucratic commands and controls that had
turned established health systems into slow-moving dinosaurs. Many
Latin American countries have indeed introduced quasi-contractual
mechanisms and have decentralized their medical systems.
In sum, the health arena has seen a large number of variegated reform

initiatives. Change has mostly been gradual, limited, and fragmented,
affecting only specific aspects of this complicated issue area; a compre-
hensive restructuring like Colombia’s ambitious reform of 1993 has re-
mained the exception (Nelson 1999). Contrary to the pension arena, no
single, neat, compact model has emerged that has stimulated widespread
emulation. Nevertheless, these disparate, not always cumulative reform
efforts have followed two main tracks, which lead toward social equity
and economic efficiency. As these goals have given rise to a range of
efforts to extend health care to the poor, emphasize preventive and pri-
mary care, strengthen incentives for service providers, introduce compe-
tition inside the public sector, etc., health policy has been characterized
primarily by principle diffusion, not model diffusion.

Organization of the Volume

Chapter 2 discusses the theoretical ideas guiding this study. To establish
a clear focus, it first examines the causal mechanisms driving the diffu-
sion of Chile’s compact model of pension privatization. External pres-
sures and normative concerns were not decisive in propelling this inno-
vation’s spread. Furthermore, decision-makers diverged significantly
from comprehensive rationality and followed the shortcuts documented
by cognitive psychologists. By contrast, principle diffusion in health care
is influenced by various factors. External pressures are more effective in
promoting general guidelines than concrete models; they helped induce
governments to adopt efficiency-enhancing reforms. And international
norms motivated governments to improve equity by giving the poor ac-
cess to health services. Last not least, cognitive heuristics shaped the
frequent yet disparate diffusion of specific health reform experiences.
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Finally, the chapter analyzes the context factors that condition the out-
comes produced by these causal mechanisms in specific settings. It thus
explains why the moving causes of diffusion can yield different end re-
sults—for instance, why some countries do not adopt a foreign model
or principle emulated by their neighbors.
Given the differences between model diffusion in social security and

principle diffusion in health reform, the study then analyzes the two
issue areas separately, yet in a comparative perspective. Chapters 3 and
4 examine the spread of Chilean-style pension privatization, while chap-
ters 5 and 6 analyze the dissemination of equity and efficiency principles
in health care. Chapter 3 investigates the impact of external pressures
and international norms on the diffusion of pension privatization. It
shows that the IFIs did not set off this reform wave in the late 1980s.
Moreover, they exerted limited pressure on countries that emulated the
Chilean model, namely, Bolivia, El Salvador, and Peru, and had little
success in pushing reluctant nations, namely, Costa Rica and Brazil.
Normative and symbolic concerns also had modest effect. Advocates of
social security privatization like the World Bank did not reshape policy-
makers’ interests by emphasizing new goals but merely highlighted new
means for pursuing old goals.
Chapter 4 probes the crucial issue of comprehensive vs. bounded ra-

tionality. Extensive field research shows that decision-makers in Bolivia,
El Salvador, and Peru did not actively search for the relevant informa-
tion and process it in a systematic, balanced fashion. Instead, they relied
on cognitive shortcuts. Following the availability heuristic, they paid dis-
proportionate attention to the Chilean model and neglected other valu-
able sources of information. In line with the representativeness heuristic,
they drew excessively sanguine conclusions from Chile’s initial success
and rushed to emulation. And anchoring led them to imitate the Chilean
model closely and limit adaptations. In Costa Rica and Brazil, the Chil-
ean model also was uniquely available, and powerful actors followed
the representativeness heuristic in extolling its success. But higher levels
of technical capacity widened the bounds of rationality and allowed
forces concerned with social equity to stress the downsides of the Chil-
ean model. In Costa Rica, the absence of an acute pension crisis and the
strength of social-democratic commitments limited the reform impulse
and gave rise to a mixed model. Similar aversion to neoliberalism, com-
bined with multiple institutional obstacles to radical change, caused a
lengthy stalemate on pension privatization in Brazil. An escape from
this impasse opened up only when the European NDC scheme suddenly
became cognitively available. In sum, cognitive heuristics deeply shaped
the reform process in all five nations, although they produced different
outcomes in these specific settings.
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Chapter 5 investigates the impact of IFI exhortations and new norma-
tive trends on health reform. By contrast to model diffusion in social
security, external pressures played a greater—but far from overwhelm-
ing—role in driving principle diffusion in health care, especially in
advancing efficiency-seeking changes. The IFIs also supported equity-
oriented efforts to improve basic services for the poor. But the driving
force was a global norm shift, namely, the codification of the maxim
“health for all” in the late 1970s. Since governments could pursue this
new goal through distributive add-on programs, legitimacy considera-
tions carried the day.
Chapter 6 demonstrates that rather than approximating the postulates

of comprehensive rationality, health policy-makers relied strongly on
cognitive shortcuts. Due to the absence of a singular, neat, and compact
model, however, the heuristics of availability, representativeness, and
especially anchoring did not exert as strong an effect as in the pension
arena. Certainly, the Chilean and Colombian experiences with health
privatization attracted significant attention in Latin America, but their
moderate success and complicated nature limited emulation. Various
other reform experiences also attracted and influenced policy-making.
Due to the availability heuristic, these effects were confined mostly to
neighboring countries. Bounded rationality thus led to a more dispersed,
“decentered” process of learning in health policy, which contrasted with
the wavelike spread of a singular model in social security.
Chapter 7 draws theoretical conclusions and places the empirical

findings in a broader comparative perspective. The first section high-
lights the main results emerging from the case studies. The second sec-
tion addresses the debate about the nature of rationality in politics and
develops the theoretical and methodological implications of my bounded
rationality approach. The last section discusses the implications of my
study for theories of globalization and the worldwide advance of eco-
nomic liberalism. The present analysis of policy diffusion suggests that
despite homogenizing pressures toward global convergence, significant
regional and national diversity in institutional arrangements and policy
programs will persist. The resulting complexity reinforces the need for
policy-makers to rely on cognitive heuristics in order to process the
growing flood of decision inputs. Thus, while information flows are be-
coming ever more unbounded, rationality remains bounded.
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Toward a New Theory of Policy Diffusion

As chapter 1 shows, the cross-national spread of innovations raises
three major issues that speak to the basic question of rationality in poli-
tics, namely, external imposition vs. domestic autonomy; normative and
symbolic vs. utilitarian motivations; and comprehensive vs. bounded ra-
tionality. These three issues give rise to a nested set of four theoretical
approaches to the study of policy diffusion. First, an argument that
emphasizes external pressures stands in contrast to three theories that
claim a significant degree of domestic latitude and depict symbolic and
normative appeal, comprehensive rationality, and bounded rationality,
respectively, as the main mechanism propelling diffusion. Among the
latter approaches, the normative appeal framework, which sees decision-
makers as driven by the quest for legitimacy and recognition from oth-
ers, diverges from the emphasis on utilitarian goal orientation that
characterizes the comprehensive and bounded rationality frameworks.
Finally, among those interest-based frameworks, rational-learning theo-
ries claim that decision-makers approximate the ideal-typical postulates
of comprehensive rationality. According to the bounded-rationality ap-
proach, by contrast, policy-makers commonly rely on cognitive short-
cuts that are crucial for processing overabundant, uncertain information
but can cause significant deviations from full rationality (see fig. 2.1).
Which one of these approaches offers the most persuasive account of

the causal mechanisms propelling policy diffusion? Given the variety of
institutional patterns and policy programs that have spread across coun-
tries, it is unlikely that one theory alone can offer a full explanation.
Causal complexity and heterogeneity are likely to prevail (cf. Ragin
2000; Meseguer and Gilardi 2005: 17–20). Various mechanisms may
contribute to innovations’ spread, and these causal combinations may
differ across issue areas and countries. A grand unified theory of diffu-
sion is therefore unlikely to emerge. A middle-range approach appears
more fruitful. Drawing on extensive field research, this chapter therefore
assesses which framework provides the best explanation of the causal
forces that help to spread social sector innovations in contemporary
Latin America.
The analysis first turns to model diffusion, namely, the wave of Chil-

ean-style pension privatization. Cognitive heuristics have made an espe-
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Figure 2.1. Causal Mechanisms Driving Diffusion

cially important contribution to the spread of this clear, outstanding
blueprint. This bold model has attracted special attention from bound-
edly rational decision-makers, and as inferential shortcuts made it look
highly successful and promising, they rushed to adopt it. Thus, policy-
making in social security has clearly diverged from comprehensive ra-
tionality. External pressures and new normative appeals have also had
little influence on model diffusion. By contrast, a greater variety of fac-
tors has fueled principle diffusion in health care. Cognitive heuristics
have played a significant role in the spread of health reform but have
not predominated. External pressures have also shaped the adoption of
reform principles, and new international standards have inspired changes
in some areas of health policy. Thus, principle diffusion is causally more
heterogeneous than model diffusion.
In assessing the four theoretical frameworks, this chapter seeks to
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identify the causal mechanisms driving diffusion. The concept of causal
mechanism, which has attracted great scholarly interest (Hedström and
Swedberg 1998; McAdam, Tarrow, and Tilly 2001; Mahoney 2003;
Mayntz 2004), denotes the “moving cause” (Aristotle) that brings about
an outcome—the causal process that transforms initial conditions into
an end result. To explain the outcome, it is therefore necessary to embed
causal mechanisms in their context and specify the initial conditions that
trigger their operation and affect their force. Therefore, the last section
discusses the main context factors that shape the operation of diffusion
mechanisms and account for variation in outcomes; in particular, why
do some countries emulate a foreign model or principle, whereas others
do not? Whereas political economy and institutional approaches have
highlighted a variety of sociopolitical forces in state and society and
the configuration of political institutions, I argue that deliberation and
bargaining inside and among state agencies have an especially important
effect on the causal mechanisms that propel the differential spread of
innovations.

Four Theoretical Accounts of Diffusion Mechanisms

How do the four theoretical approaches to the study of diffusion, which
emphasize external pressure, normative and symbolic appeal, rational
learning, and cognitive heuristics as the principal causal mechanism, ac-
count for the spread of policy innovations?
The external pressure framework attributes the rapid adoption of sim-

ilar reforms in dissimilar settings to central coordination and vertical
imposition emanating from the core of the international system. This
argument, often inspired by assumptions underlying dependency and
world systems theory (Stallings 1992: 48), depicts the international sys-
tem as a hierarchy. Innovations are developed in the center and pushed
on the weak periphery. Powerful core actors promote an institutional or
policy change and use “carrot and stick” to induce less developed coun-
tries to adopt this reform. While great powers impose changes directly in
their sphere of influence, international organizations (IOs) are nowadays
particularly well positioned to exercise forceful pressure on a worldwide
scale. In fact, a few core countries, especially the United States, dominate
the international financial institutions and use them to advance their
agenda. The IFIs command important means of influence, especially
strong economic incentives and painful sanctions. Globalization has in-
creased their clout because they decide on much-needed financial aid
and certify whether a country is in good standing with the international
investment community. Therefore, many scholars of various persuasions
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depict the IFIs as prime movers in the diffusion of innovations (Stallings
1992; Ikenberry 1990: 99–101; Jacoby 2000: 28–30; Appel 2004: 4–7;
Simmons 2001); some even apply terms like “coercion” (Guisinger
2003; Henisz, Zelner, and Guillén 2003; Simmons, Dobbin, and Garrett
2006: 790–91; Armada, Muntaner, and Navarro 2001).
While acknowledging that external promoters such as the IFIs contrib-

ute to the spread of reforms, the other three frameworks argue that
domestic decision-makers retain considerable latitude. In this view, ex-
ternal pressure matters but in no way amounts to imposition. Above all,
it does not determine the extent of policy change in the target countries.
The IFIs indeed try hard to promote a range of reforms, but countries
do not necessarily follow their instructions. They often resist IFI recom-
mendations or simply fail to implement them. They enjoy significant
autonomy, even in the era of globalization. National sovereignty contin-
ues to shield them from external pressures. Why then do so many na-
tions enact similar reforms at roughly the same time? If vertical imposi-
tion is not decisive, what accounts for this striking horizontal contagion?
The remaining three frameworks stress different forms of learning,

which quickly make a foreign model attractive to large numbers of coun-
tries. Yet they differ on the main motive driving this learning. Whereas
comprehensive and bounded rationality arguments depict decision-
makers as driven by clear, “given” interests, scholars who stress norma-
tive or symbolic appeal see commitment to appropriateness as the engine
of innovations’ spread. In the original version of this approach espoused
by sociological institutionalists, policy-makers seek to enhance their in-
ternational status and prestige by importing advanced innovations that
demonstrate their modernity. Shunning the stigma of backwardness,
they are eager to adopt new policy models, regardless of functional need.
An innovation quickly spreads because it raises the standard of moder-
nity. In this view, the effort to look good before global public opinion,
not any kind of interest calculation, drives diffusion (Meyer and Rowan
1977; DiMaggio and Powell 1983).
In a variant that contrasts interests and legitimacy concerns less

starkly, constructivists in the field of international relations argue that
new international norms of appropriate behavior trigger waves of diffu-
sion by reshaping state interests themselves. To comply with higher stan-
dards of proper behavior, decision-makers redefine their own goals and
modify policy programs accordingly. In this view, interests are con-
structed and cannot simply be taken as given; their definition is pro-
foundly influenced by normative concerns. When international society
raises its standards, governments feel compelled by moral suasion to
adopt these new norms. For instance, the global community has en-
joined states to guarantee ever more social rights for their citizens, thus
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redefining what development means. As states adopt this new goal defi-
nition to conform to international expectations, they upgrade their own
preferences and change their behavior accordingly. In this way, the
spread of new international norms soon brings forth a wave of policy
innovations.
Where international society has a clear “opinion leader” that sets the

norms for advanced, modern behavior and appropriate state action, this
constructivist argument paints a picture of central promotion that has
some similarities to the external pressure framework: A prominent actor
induces the spread of innovations to a wide range of backward coun-
tries. In fact, normative appeal arguments often emphasize the role of
international organizations, which are well-positioned to promote new
norms (Barnett and Finnemore 2004). But these authors depict the emu-
lating nations as eager, willing followers of international trends, not as
hapless victims of external imposition (Finnemore 1996a). In this view,
state leaders genuinely commit to new standards and norms, rather than
complying with outside demands begrudgingly. They change their goals,
not only their behavior. According to constructivists, concern for inter-
national legitimacy thus leads to a much more profound absorption of
outside influences than external pressure arguments imply.
By contrast, the two utilitarian frameworks assume that legitimacy

considerations play only a minor role in public policymaking, which is
driven primarily by clear, firm, and largely immutable interests. In this
view, basic concerns for external and internal safety, economic well-
being, and social order guide state action; societal groups also pursue
well-identified interests. Problems that threaten these interests produce
receptivity to new solutions, which are adopted if they seem to produce
a net benefit over the status quo. Thus, while goals are largely given, the
means with which they are pursued can change depending on circum-
stances, including the emergence of challenges to old solutions and the
appearance of new decision options.
According to these utilitarian arguments, states enact reforms not be-

cause of novel international standards or norms, but because new prob-
lems jeopardize old interests or because new opportunities for improve-
ment arise. For instance, governments began to combat environmental
degradation not because international society designated this task as a
modern, appropriate course of action, but because environmental de-
struction produced economic damage and health problems, threatening
real interests. Decision-makers thus follow a problem-solving logic. Dis-
playing conventional goal orientation, they identify difficulties in light of
preexisting interests and seek solutions that seem to promise the greatest
possible improvement.
Yet while agreeing on decision-makers’ main motivation, these inter-
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est-based frameworks differ significantly on the procedures used by pol-
icy-makers to identify and evaluate solutions to problems. The rational
learning framework assumes that people approximate the postulates of
comprehensive rationality. To prepare decisions, they collect the rele-
vant information and process it thoroughly and systematically. In this
vein, they scan the environment and conduct a wide-ranging search for
promising solutions to problems. Then they ascertain these options’ pay-
offs and assess the likelihood of successful implementation. When such
a cost-benefit analysis demonstrates the superiority of a new model over
established policy approaches and other alternatives, they enact it. Since
these procedures follow the general maxims of inferential logic, for in-
stance through Bayesian updating (Meseguer 2002; Chamley 2004:
chap. 2), decision-makers in various countries often reach similar con-
clusions. As they maximize their utility by adopting a beneficial innova-
tion, a wave of diffusion gets under way. Policy convergence thus results
from rational learning (Meseguer 2002; Jacoby 2000: 9, 24).
Whereas this framework invokes the postulates of comprehensive, eco-

nomic rationality, the cognitive-psychological argument rests on solid
empirical findings about bounded rationality. This approach argues that
people face overabundant uncertain information with limited computa-
tional capacity. Therefore, it is infeasible to process all the relevant in-
formation in a systematic, balanced way. Being finite, attention has to
be selective. People commonly and automatically resort to inferential
shortcuts, which highlight some information and apply simple rules to
process it. These heuristics make it much easier to cope with information
overload and arrive at decisions. But by limiting and skewing informa-
tion processing, these shortcuts risk creating systematic distortions and
biases. While they are essential for coping with excess information, they
can significantly impair decision quality (Kahneman, Slovic, and Tversky
1982; Gilovich, Griffin, and Tversky 2002; Gowda and Fox 2002; Mc-
Dermott 2004: 58–69).
According to this explanation, a bold, striking innovation attracts the

attention of decision-makers in neighboring countries, who by contrast
neglect less immediately available, but equally relevant, experiences
from faraway places. Thus, attention is skewed, privileging vivid infor-
mation over less striking information, regardless of its substantive im-
portance. A particularly available model grabs the attention of policy-
makers, who are more reactive than proactive. Once a new model has
entered their radar screen, they tend to “jump to conclusions” regard-
ing its likely performance. Drawing excessively firm inferences from
short stretches of apparent success, they adopt the new model more
on the basis of its promise than of a demonstrated track record. An
aura of success inspires policy-makers in a number of countries to emu-
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late the innovation, thus triggering a wave of diffusion. Moreover, they
often import this policy framework without thoroughly assessing its fit
with their specific requirements and needs. Preferring imitation over re-
design, they tend to replicate the foreign model and limit modifications
and adjustments. In all of these ways, they diverge from the postulates
of comprehensive rationality and conform to the patterns of bounded
rationality.
Like rational learning, this cognitive-psychological explanation de-

picts as the driving force of diffusion the interest-based, goal-oriented
effort to solve problems. But it points to inherent limitations of human
information processing that make problem solving difficult and lead pol-
icy-makers to rely on inferential shortcuts. Those heuristics are useful
for coping with the flood of information storming in on people, but they
can seriously distort judgments.
This new version of bounded rationality differs significantly from the

variant developed by behavioral organization theorists in the 1950s (Si-
mon 1957, 1985; March and Simon 1958; Cyert and March 1963; Wil-
davsky 1964; Allison 1971: chap. 3; Bendor 2003). Derived from the
cautious behavior of U.S. business firms, the older variant postulated
that decision-makers satisfice rather than maximize. They choose the
first option that reaches a preset aspiration level and do not hold out
for the best of all options, given their limited computational capacities
and the resulting costs of continuing search. Change is therefore gradual
and incremental. When the status quo becomes untenable, decision-
makers adopt the smallest necessary adjustments that are required for
restoring satisfactory performance. Drastic transformations are rare, and
they are dangerous because grand novel schemes have unforeseeable ef-
fects (Lindblom 1965).
Since this older version of bounded rationality was based on the study

of complex organizations in an unusually stable setting and lacked the
robust microfoundations provided by cognitive psychology, its findings
may lack generalizability. Specifically, its predictions of local search and
minimal change cannot account for waves of diffusion, in which exter-
nal sources inspire decision-makers to adopt ambitious innovations.
These bold contagious transformations clearly deviate from incremental-
ism (see also Jones and Baumgartner 2005: 3–5, 44–45, 50–53, 92,
111, 280–81). Behavioral organization theory expects path dependency:
Each decision-making unit’s past ties down its future. But in diffusion
processes, outside influences interrupt this line of continuity and prompt
strikingly new departures. Cross-sectional momentum prevails over lon-
gitudinal inertia. The present study therefore assesses the bounded ra-
tionality arguments derived from modern cognitive psychology, not the
older approach advanced by behavioral organization theorists.
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Causal Mechanisms in Model Diffusion

Which one of the causal mechanisms highlighted by the four basic
frameworks best explains the waves of diffusion in Latin American so-
cial sector reform? In particular, which theory convincingly accounts for
the three characteristics of diffusion discussed in the introduction,
namely, its S-shaped temporal unfolding, its geographical clustering, and
its outcome of spreading similarity amid diversity? And which frame-
work sheds most light on the decision-making processes that underlie
the spread of innovations? The assessment first focuses on model diffu-
sion, the type of diffusion with the greatest, most profound, and most
uniform impact on a wide range of emulating countries, as is obvious in
the spread of Chilean-style pension privatization. The presence of a
bold, neat blueprint turned decision making in social security more fo-
cused and clear-cut than in the complicated health arena. Theoretical
patterns are therefore clearly visible. Thereafter, attention turns to the
more variegated mechanisms that drive the spread of innovations in
health care.

External Pressure

The external pressure approach seems to account well for the adoption
of similar reforms in a wide range of countries and for the speed with
which pension privatization diffused; but given the global reach of the
most powerful international organizations, it has difficulty explaining
the geographical clustering of this innovation’s spread. Forceful promo-
tion by a central actor offers the most straightforward explanation for
the enactment of the same policy model in a variety of settings; such
commonality in diversity seems to result from vertical imposition. As
their critics claim, the IFIs have pushed a uniform neoliberal blueprint
on the Third World. Furthermore, the powerful means of influence
that international organizations such as the IMF and World Bank com-
mand seem to account for the rapid spread of innovations; in this view,
when the IFIs push for a reform, many weak developing countries soon
enact it.
But the external pressure argument cannot easily account for the geo-

graphic clustering of diffusion, especially its pronounced neighborhood
effects. The most important IFIs, the IMF and World Bank,1 have a
global perspective and promote models from all around the planet. For
instance, the 1993 World Development Report highlighted health re-

1 Headed by officials from the target region, the Inter-American Development Bank
(IDB) is less powerful and insistent on conditionality than the IMF and WB.
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forms in a wide range of nations, such as Chile, Korea, Russia, Tunisia,
and Zimbabwe (WB 1993b: 161–71); and the World Bank manual on
pension privatization (1994a) targeted a global audience. While IFI in-
fluence helps explain why policy diffusion eventually “jumps” over to
other regions—as pension privatization did in the mid-1990s (Orenstein
2003: 185–86)—it cannot explain why an innovation spreads first and
foremost inside one region. This geographic clustering is especially puz-
zling because the predominantly socioeconomic (rather than cultural)
perspective of the IFIs highlights the considerable diversity inside many
regions; in terms of socioeconomic development, countries may have
more in common with nations on other continents than with their neigh-
bors. For instance, Bolivia may do better by adopting innovations de-
signed in Asia or Africa than by following its much more advanced
neighbor Chile, as it did by privatizing its pension system.
As chapter 3 documents, my field research casts further doubt on the

explanatory power of external pressures. Despite their seemingly impres-
sive arsenal, the IFIs often do not exert effective influence. Problems of
compliance are particularly pronounced when broad institutional issues
are at stake; when reforms require parliamentary deliberation and ap-
proval; and when numerous sociopolitical forces can therefore gain ac-
cess to decision making (Naı́m 1995; Nelson 1997; Pastor and Wise
1999). Under those circumstances, all of which apply to pension reform,
IFI conditionality often carries little weight. The concession or disburse-
ment of loans is difficult to tie to the lengthy process of deliberating on
complex laws. Also, influential actors fail to be impressed by IFI condi-
tions that do not directly affect their interests. Above all, patronage-
obsessed politicians worry about “pork” for their bailiwick, not fiscal
equilibrium.
Even presidents can put political calculations ahead of compliance

with IFI recommendations. For instance, Bolivia’s Gonzalo Sánchez de
Lozada (1993–97) wanted to gain electoral benefits by applying the pro-
ceeds of public enterprise privatization toward a new social program.
He therefore refused to give in to very strong World Bank and IMF
pressure to use these resources for covering the transitional costs of pen-
sion privatization. In the end, he simply invoked Bolivia’s national sov-
ereignty and insisted on making decisions as he pleased (interview with
Peña Rueda 2002). This decision exacerbated the country’s fiscal deficit
and forced Sánchez de Lozada during his second term (2002–03) to
enact stringent adjustment measures, which unleashed a severe political
crisis culminating in his violent ouster. Yet even on such a consequential
issue, this poor, highly indebted, aid-dependent country managed to re-
sist strong IFI pressure.
For these reasons, loan conditionality—the main instrument of inter-
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national pressure—has little effectiveness for pushing major institutional
innovations (Nelson 1996; Hunter and Brown 2000; Brooks 2004; Ap-
pel 2004: 4–9). In fact, IFI conditionality need not even constitute an
external effort at exerting influence; to enhance their own bargaining
leverage with domestic opponents or hesitant chief executives, reform-
minded experts often ask IFIs to “impose” conditions on their country
(interviews with Gottret 2002, Meloni 2002, and Peñaranda 2002; Mes-
eguer 2002: 13–14; Vreeland 2003: 13–16, 46–48, 51–54, 62–64,
103). The clear distinction of external vs. internal factors that the exter-
nal pressure approach draws is questionable.
Thus, closer inspection of the policy process shows that diffusion does

not result primarily from external imposition. IFI admonitions and pres-
sures certainly constrain the options available to national policy-makers
and influence their choices among those options; but they by no means
determine those decisions. Attention therefore turns to frameworks that
acknowledge the autonomy of domestic decision-makers.

Normative Appeal

Among these theories, the normative appeal framework has affinities
with the external pressure approach. IFI promotion may turn an innova-
tion into a normatively appropriate model or an attractive symbol of
modernity. Moral suasion or the quest for international legitimacy may
induce many countries to import the new policy scheme. Thus, the IFIs
may exert influence less by pressuring governments to adopt unpalatable
changes than by convincing them that those changes are actually palat-
able. While IFIs cannot impose innovations on domestic decision-makers
against their will, they may make them willing to adopt new models by
reshaping their preferences. The normative appeal approach thus claims
that the IFIs profoundly influence policy-makers—not from the outside,
via carrots and sticks, but from the inside, by persuading them what
they themselves should want.
This constructivist view differs starkly from an important premise of

the rational learning framework, which takes actor interests as given
and, in its methodological individualism, brackets the possibility that
they may be socially constituted. Whereas rational choice depicts deci-
sion-makers as atomistically autonomous, the normative appeal approach
conceptualizes them as members of an international society, which also
exerts coordination, though in a looser, less heavy-handed way than the
IFIs do according to the external pressure approach (Meyer and Rowan
1977; Finnemore 1996a, 1996b; Finnemore and Sikkink 1998; Lutz and
Sikkink 2000; Barnett and Finnemore 2004).
By stressing moral suasion and legitimacy, the normative appeal
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framework diverges from the interest-based foundation of the two learn-
ing theories, especially rational choice. Contrary to those approaches, it
depicts a model’s adoption not as the result of a goal-oriented choice,
but of magnetic attraction. Rather than seeking a promising solution to
a previously identified problem, decision-makers in this view are drawn
to an innovation that looks modern and appropriate, therefore attracts
followers, and precisely for that reason turns even more attractive. In-
deed, the solution may well appear before the problem and, in some
sense, search for a problem that can justify—i.e., rationalize—its adop-
tion (cf. March and Olsen 1976; Kingdon 1984).
This approach seems well suited for explaining the adoption of the

same model by variegated countries as well as the rapid spread of inno-
vations. Indeed, the normative appeal approach emphasizes the puzzle
of commonality amid diversity, which it invokes to debunk rational
learning arguments: Why would countries that display starkly different
characteristics and therefore have divergent functional needs embrace
the same model? As such striking commonality seems to lack a rational
justification, advocates of this framework infer the predominance of nor-
mative and symbolic appeal (e.g., Finnemore 1996a: 42–47). In this
view, concern for appropriateness and legitimacy also provides the driv-
ing force for the remarkable speed of diffusion. As new fashions spread
like wildfire (Lieberson 2000), innovative, modern, and normatively ap-
propriate models may quickly find supporters, much faster than a care-
ful cost-benefit analysis would suggest. The desire to appear modern and
comply with new norms induces governments to emulate innovations
even if a track record for assessing their advantages and problems is
missing. Countries rush to keep up with new trends before they have the
relevant information to ascertain the reform’s likely effects.
But the geographical clustering of diffusion is more difficult for the

normative appeal approach to explain. International prestige should
have induced Latin American countries to import the notional defined-
contribution scheme of pension reform developed in Europe (Cichon
1999) rather than emulating the privatization plan designed by their
underdeveloped neighbor Chile. Also, as mentioned above, the leading
IFIs, especially the World Bank, promote worldwide learning about pol-
icy models. Thus, legitimacy is increasingly defined at a global level.
Why should decision-makers continue to adopt a regional focus and pay
attention primarily to innovations developed by their neighbors? In the
era of globalization, the normative appeal framework cannot easily ac-
count for this limited perspective.
Moreover, given modern means of instant communication, the nor-

mative appeal framework would expect an even faster diffusion of inno-
vations than is captured in the slow initial upswing of the S-shaped pat-
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tern. If the quest for legitimacy drives policy choice, the appearance of
a novelty should immediately trigger emulation. Since it takes little time
to recognize a new model as cutting-edge, diffusion should get under
way in more explosive fashion. And since there is an urge to appear
more advanced than one’s neighbors, countries should enact the legiti-
macy-enhancing reform very quickly. Moreover, the rapid spread of re-
forms would put increasing pressure on laggards to jump on the band-
wagon in order to avoid the stigma of embarrassing backwardness. For
these reasons, the normative appeal framework would predict a dra-
matic upsurge of diffusion along an exponential trajectory.2

But rather than sweeping across the world like a sudden tsunami,
diffusion follows a well-behaved wave pattern. It takes most countries
some time before they adopt a foreign model. Novelty as such is not
sufficient for triggering imitation. Decision-makers wait for an innova-
tion to attain a minimal track record before they consider emulating it.
The desire quickly to enhance one’s legitimacy does not carry the day;
some assessment of experience is required before policy-makers are will-
ing to incur the political costs and risks involved in enacting significant
change.3

This insistence on some track record is especially pronounced where
an innovation’s adoption would affect powerful sociopolitical forces.
Such an impact is much more likely in “redistributive” policy areas such
as pension reform, where decisions have broad categories of winners
and losers, compared to “distributive” decisions that have concentrated
winners, yet diffuse losers (cf. Lowi 1964). Distributive decisions are
politically attractive because they make some constituents happy with-
out making anybody unhappy (except for the finance minister). Thus,
distributive decisions are easily triggered by normative or symbolic con-
cerns. For instance, governments eagerly prove their modernity by creat-
ing a science institution, even if there is no domestic scientific com-
munity (Finnemore 1996a); this decision imposes no visible cost on
powerful constituencies but allows political leaders to make patronage
appointments in the new agency.4

Decision making tends to be very different in redistributive policy ar-
eas because the losers are clearly defined, large groups that resist having

2 In fact, constructivists depict the spread of norms and models as a “cascade” that
quickly gathers momentum (Finnemore and Sikkink 1998: 902–4; Lutz and Sikkink 2000:
638, 655–59; see also Kuran and Sunstein 1999: 687, 714, 728–31).

3 Even sociological institutionalists now stress this (Strang and Macy 2001: 147–56).
4 Its official purpose to plan and coordinate scientific activities would make such an

institution fall under Lowi’s (1964) regulatory category, but in underdeveloped countries
without a significant science community it simply allowed politicians to make additional
patronage appointments, which turned this innovation into a distributive decision.
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their interests sacrificed on the altar of international legitimacy. Trying
to overcome this opposition, reformers need to invoke an innovation’s
track record to prove its beneficial net result. Thus, the absence of an
easy political consensus makes redistributive policy areas inhospitable
territory for the purely legitimacy-enhancing emulation of innovations.
The clash of interests subjects external models to close scrutiny, making
decisions dependent on the evaluation of some amount of experience
with the new policy approach. As a result, redistributive policymaking
is a goal-oriented activity in which interests and power acquire great
importance. While concern for legitimacy may well restrain the pursuit
of interests and influence the outcome of power struggles (cf. Kahneman,
Knetsch, and Thaler 1986), the desire to appear modern or comply with
new international norms does not seem to be the main motivating force
in such conflict-ridden issue areas.
The examination of the policy process in chapter 3 indeed shows that

in the redistributive field of pension reform, diffusion proceeded differ-
ently than theorists of normative and symbolic appeal claim. Rather
than a new policy approach looking for problems that could rationalize
its adoption, the Chilean model attracted attention and support by
promising to resolve serious difficulties that had been identified long
before. In particular, pension privatization claimed to overcome the
worsening actuarial disequilibria plaguing social security systems in
many Latin American countries (Mesa-Lago 1989). Chile’s innovation
thus seemed to address preexisting problems (e.g., interviews with De
los Heros 2002, Salinas 2002, and Tamayo 2004). The Chilean model
appeared as a new instrument to pursue given interests, especially long-
term fiscal equilibrium, a core goal of the state.
Other instrumental considerations linked pension privatization to eco-

nomic development, a long-standing aspiration of Latin American coun-
tries. In particular, the temporal coincidence of Chile’s social security
reform with the start of a sustained increase in domestic savings, invest-
ment, and eventually growth induced many experts and policy-makers—
in a logically problematic inference (see below)—to postulate a causal
connection. The resulting claim that pension privatization makes a deci-
sive contribution to economic prosperity was crucial for winning sup-
port from chief executives and legislative politicians for this change. For
instance, Peru’s president Alberto Fujimori (1990–2000), who was re-
luctant to introduce market principles in the social sectors, accepted pen-
sion privatization only because his key economic advisers stressed its
presumed macroeconomic benefits (interviews with De los Heros 2002,
Du Bois 2002, and Peñaranda 2002). This pragmatic, instrumental argu-
ment was crucial for setting in motion the wave of Chilean-style reform
(Madrid 2003b: 31–40).
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In sum, normative appeal cannot account for model diffusion in redis-
tributive policy areas such as social security. While the concern for legiti-
macy may shape distributive decisions, which look politically cost-free,
contending interests override this motivation in decisions on pension pri-
vatization. Where major benefits and losses for powerful sectors are at
stake, the desire to look advanced and comply with new international
norms cannot carry the day.

Rational Learning

Given the insufficiency of the approaches discussed so far, can the ratio-
nal learning framework explain waves of diffusion? Derived from ratio-
nal-choice assumptions, this approach emphasizes the autonomy of deci-
sion-makers, thus diverging from the external pressure framework. And
by contrast to the normative appeal framework, rational learning sees
political action as a goal-oriented choice driven by interests. Thus, these
approaches’ deficiencies make rational learning look like a promising
alternative.
Upon closer inspection, however, this framework confronts great dif-

ficulties in accounting for the three characteristics of diffusion. Above
all, commonality in diversity poses a serious puzzle for rational choice.
Why would countries of such different characteristics adopt the same
policy paradigm? As the emulators of Chilean pension privatization dif-
fered in the severity of financial stress and other characteristics of their
old social security systems, functional need does not seem to account for
the spread of innovations. While diffusion is triggered by preexisting
problems, it seems questionable that the same reform approach would
offer the best possible solution to these problems in a great variety of
countries, as rational choice’s utility maximization postulate claims.
In fact, a number of emulating countries seemed to lack prerequisites

for the proper functioning of a private pension system. Such a scheme,
which includes primarily formal-sector workers, does not fit well in Bo-
livia and El Salvador, where formal labor constitutes a narrow minor-
ity.5 Those poor nations also did not have well-developed capital mar-
kets, which the World Bank depicts as a precondition for successful
pension privatization (WB 1994a: 231, 245, 258–60, 280; cf. WB IEG
2006: xv–xvii, 18–29). Thus, the diffusion of the Chilean model to
much less developed nations does not look like a rational choice.

5 A new WB study (Gill, Packard, and Yermo 2004: xvii) indeed finds that Latin Ameri-
can pension privatization has yielded “significant disappointments, chief among them the
failure to extend access to social security to a broader segment of society.” This failure
reflects the narrowness of formal labor markets in the region (93–104).
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Rational learning also has difficulty explaining the geographical clus-
tering of diffusion. To maximize utility, decision-makers should be equally
receptive to innovations from anywhere in the world, rather than paying
attention mostly to models from their own region. Striking improve-
ments in communication facilitate information exchange on a global
scale. And due to the internal diversity of many regions—for instance,
the stark differences between Chile and Bolivia—countries may well
have greater similarities in functional needs with nations on other conti-
nents than with their neighbors. As a result, experts and policy-makers
have the opportunity and incentive to search for innovations worldwide.
There is no rational justification for the limited, regional perspective that
they do in fact apply.
Diffusion’s S-shaped temporal pattern also diverges from rational-

choice predictions. Certainly, this approach would expect the slow start
of diffusion, that is, the absence of the explosive pattern implied by the
race for modernity. But the subsequent upsurge, during which many
countries adopt a model fairly soon after its first appearance, deviates
from rational learning, which requires a careful cost-benefit analysis that
considers a longer track record. Given significant cross-country differ-
ences in functional needs, the quick adoption of the same policy frame-
work by a variety of countries does not seem to result from rational
learning.
The eventual slowdown of diffusion also contradicts some rational

learning theories, especially arguments emphasizing economic competi-
tion (cf. Ikenberry 1990: 101–2). If diffusion were driven by decision-
makers’ belief that a new model was important for enhancing competi-
tiveness or for attracting foreign capital, then competitive pressures
should cause it to keep accelerating rather than to peter out. The more
countries adopt a promising innovation, the greater the competitive
pressure on laggards to follow suit (Simmons, Dobbin, and Garrett
2006: 292–95). Accordingly, diffusion should follow an exponential
curve. The actual S-shaped pattern, especially the eventual deceleration
of diffusion, contradicts this prediction and casts doubt on economic
competition arguments, a subset of the rational learning approach. In
sum, this framework has difficulty accounting for all three characteris-
tics of diffusion.
The analysis of policymaking in chapter 4 also fails to find much evi-

dence of rational learning. As leading participants stress (see also inter-
view with Naı́m 2000; Morales 2004; Weyland 2004b), decision making
“in the real world” diverges clearly from rational information process-
ing. Rather than systematically assessing the relevant information and
performing careful, well-balanced cost-benefit analyses, policy-makers
often act under considerable time pressures and confront great uncer-
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tainty. Scrambling to address several urgent problems, they find it diffi-
cult to devote sustained attention to any issue. Thus, actual decision
making deviates significantly from the normative postulates of compre-
hensive rationality, approximating instead the empirical patterns of
bounded rationality. This finding points the analyst of diffusion to theo-
ries that invoke cognitive-psychological insights on decisional inferences
and heuristics.

Cognitive Heuristics

Like rational learning, the cognitive heuristics framework sees diffusion
result from goal-oriented activities driven by actor interests. In this view,
external models are attractive because they promise to resolve real, pre-
viously identified problems. Yet despite agreement on the motives that
propel the spread of innovations, cognitive psychology disagrees with
rational choice on the ways and means by which actors pursue their
goals. Rational choice starts from simplifying ideal-typical premises, es-
pecially utility maximization and the comprehensive, systematic process-
ing of the relevant information. While there may be idiosyncratic devia-
tions from complete rationality, they cancel out in the aggregate and
diminish over time due to individual learning and “natural” selection
(Tsebelis 1990: 32–38). Decision making therefore should not be af-
fected by systematic, lasting divergences from cost-benefit calculations.
By contrast, cognitive psychology has established the robust empirical

finding that human rationality is inherently bounded by innate, insuper-
able limitations on information processing. Since attention is finite and
scanning the environment for the relevant information is costly, people
cannot comply with the ideal-typical standards of rational choice. To
proceed efficiently despite the inherent limits on information processing,
they commonly resort to inferential shortcuts. These heuristics make it
much easier to arrive at decisions, especially on novel, unprecedented
reforms with highly uncertain costs and benefits such as pension privati-
zation. Only the efficiency gain provided by cognitive shortcuts allows
people to cope with all the demands and challenges they face. But these
heuristics also risk causing significant, systematic, and lasting biases in
human inference. Therefore, decision making in the real world diverges
significantly from ideal-typical rational choice postulates (Simon 1985;
Jones 1999, 2001; Bendor 2003).
While acknowledging that people do not follow the principles of infer-

ential logic in their actual decision making, advocates of rational choice
have claimed that the results of bounded rationality closely approximate
the conclusions that comprehensive rationality would yield. According
to this argument, which has been applied to the mass public, decision
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heuristics, such as the simple cues of partisanship, allow “rationally ig-
norant” voters to arrive at choices that are in line with their preferred
outcomes. These information misers apply easy guidelines that relieve
them of the need to make up their mind on multiple issue positions,
but that lead them in the same direction as the complicated cost-benefit
calculations prescribed by comprehensive rationality would do.6 Relying
on decision heuristics is individually rational because the infinitesimal
impact that any single voter can exert on an election outcome makes it
irrational to invest much time in defining vote choices; in this low-
salience situation, “ignorance” is rational (Downs 1957). Common citi-
zens’ usage of simple cues is also collectively rational because individual
mistakes cancel out and thus do not affect aggregate outcomes, which
reflect popular preferences quite faithfully (Page and Shapiro 1992; see
in general Tsebelis 1990: chap. 2).
These arguments, which question the empirical significance of cogni-

tive-psychological findings for political analysis, do not apply to impor-
tant policy decisions made by a few experts and politicians, however.
Social security and health reforms are high-salience choices that have
significant economic, social, and political repercussions and often un-
leash serious conflicts. It is not rational for the few designers of these
momentous changes to be “ignorant” and follow simple cues. Whereas
political leaders have limited knowledge of these complicated issues,
many specialists who shape the decision options command thorough,
often impressive, expertise. These experts participating in high-stakes
decisions constitute “most likely cases” for the prevalence of fully ratio-
nal procedures (Fiorina 1996: 88; cf. Eckstein 1975). Their regular reli-
ance on cognitive heuristics is therefore especially noteworthy, offering
strong evidence against conventional rational choice approaches. This
application of inferential shortcuts is certainly not fully rational at the
individual level. But it is unavoidable in the real world of information
overload, great uncertainty, and high time pressures (cf. Morales 2004).
In fact, the institutional conditions under which Latin American deci-

sion-makers elaborate crucial reforms often exacerbate these problems,
intensify the need to resort to cognitive shortcuts, and thus heighten the
risk of distortions and biases. Since many bureaucracies in the region
diverge starkly from Weberian principles, political appointees and even
technical experts often face uncertain tenure. In many social agencies,
turnover in the upper, decision-making echelons is exceedingly high; in
Peru, for instance, health ministers have lasted for little more than one

6 See especially Popkin (1991) and Lupia and McCubbins (1998). In a general cognitive-
psychological treatment of these issues, Gigerenzer and Selten (2001) stress the adaptive,
functional features of heuristics but reject rational choice’s maximization postulate.
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year on average since 1990 (cf. Corrales 2002; see also WB 2000a: 13,
17; Santiso 2006: 56–59). Appointees and their aides therefore know
from the outset that their days are numbered. Unless they rush to enact
changes, they cannot make any mark and thus miss the opportunity to
boost their careers. They therefore design reform projects under tremen-
dous time pressure and cannot afford a comprehensive, proactive search
for relevant information. Instead, they rely on inferential shortcuts to
learn about models they can emulate, gain a sense of their performance,
and quickly translate them into domestic reform proposals. For these
reasons, even well-trained, highly competent specialists are compelled
to apply cognitive heuristics—and to incur the corresponding risks of
distortions and biases (cf. in general Bendor 2003: 449, 457, 460, 463).
Furthermore, the reliance on inferential shortcuts is not collectively

rational because decision-makers tend to apply the same heuristics; there-
fore, problematic inferences may well not cancel out in the aggregate.
The resulting distortions can prevail especially in public policymaking,
where—contrary to a mass election—effective choices are often made
by few people, if not a single individual, the president. The law of large
numbers that individual mistakes wash out in aggregate decisions (cf.
Tsebelis 1990: 34–36) therefore does not apply to public policymaking,
especially to program design inside the executive branch. And since the
executive branch can enact many changes on its own and executive bills
put congressional deliberations on certain tracks, authoritative decisions
and policy outputs are frequently shaped by the problematic inferences
that cognitive heuristics suggest.
In sum, cognitive psychology offers a clear alternative to rational

choice, especially as applied to public policymaking. The decision heu-
ristics documented in innumerable experiments and field studies produce
judgments, choices, and policy outputs that diverge significantly from
the postulates of comprehensive rationality.

the heuristics of availability, representativeness, and anchoring

The three principal shortcuts highlighted by cognitive psychologists are
the heuristics of availability, representativeness, and anchoring (Kahne-
man, Slovic, and Tversky 1982; Gilovich, Griffin, and Kahneman 2002).
The availability heuristic refers to people’s tendency to place excessive
importance on information that—for logically accidental reasons—has
special immediacy, strikingness, and impact, that grabs their attention,
and that is therefore uniquely “available.” People do not pay balanced
attention to all the relevant information, as strict rationality requires,
but are drawn especially to vivid, drastic events. This skewed attention
distorts judgments. After seeing a car crash, for instance, most drivers
slow down and proceed more cautiously for a while. In logical terms,
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witnessing a single accident should not change people’s assessment of
the likelihood of car crashes and alter their driving behavior. But in
fact, such a drastic, vivid experience has precisely that effect (Kahneman,
Slovic, and Tversky 1982: chaps. 1, 11–14, 33; Gilovich, Griffin, and
Kahneman 2002: chaps. 3–5). In allowing dramatic incidents to shape
their judgments and actions, people overrate the importance of directly
available information and modify their behavior based on a selective,
distorted perception. Cognitive psychologists call this automatically and
unthinkingly used, yet logically problematic, strategy of inference the
availability heuristic.
Whereas the availability heuristic skews people’s attention and mem-

ory,7 the representativeness heuristic shapes their evaluation of experi-
ence. This cognitive shortcut induces people to draw excessively clear,
confident, and firm inferences from a precarious base of data. They over-
estimate the extent to which patterns observed in a small sample hold
true for—i.e., are representative of—the whole population. People com-
monly generalize from a narrow set of observations and prematurely
infer a broad regularity (Kahneman, Slovic, and Tversky 1982: chaps.
1–6; Gilovich, Griffin, and Kahneman 2002: chaps. 1–2). For instance,
they see a powerful long-term trend in a limited stretch of data. The
representativeness heuristic makes people eager to extrapolate from con-
junctural up- or down-swings and interpret them as clear evidence of
structural developments that will persist. As people overestimate the sys-
tematic component of observable processes and neglect random factors,
such as regression toward the mean, they place undue weight on short-
term successes or failures, which they mistake for proof of the inherent
quality of the underlying program or model.
While the representativeness heuristic shapes people’s evaluations of

success and failure and their decisions on whether to adopt a model, the
heuristic of anchoring limits the extent to which they adapt this model
to their own specific needs. Anchoring induces people to attach undue
weight to an initial value, which strongly affects their subsequent judg-
ments. This inferential “stickiness” appears even if the initial value is
produced arbitrarily. For instance, after being asked in the early 1970s
whether Turkey’s population exceeded five million, experimental sub-
jects gave much lower estimates of the country’s number of inhabitants
than when the initial question asked whether it was lower than sixty-
five million (namely, seventeen million vs. thirty-five million: Kahneman
and Tversky 1982: 503; see also Gilovich, Griffin, and Kahneman 2002:

7 While classical experiments documented how the availability heuristic shapes memory
recall, cognitive psychologists have also stressed that it guides and focuses attention (Ross
and Anderson 1982: 138–39; Taylor 1982: 192).
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chaps. 6–8). Thus, while by no means precluding adjustment, initial val-
ues have a strong impact in limiting the range of such modifications.
They exert a pull of “gravity” that substantially affects subsequent as-
sessments. Decision-makers are reluctant to diverge radically from this
starting point. To save computational effort, they orient their judgments
by any available piece of information.

cognitive heuristics in model diffusion

These three heuristics provide a good explanation for the basic features
of diffusion, namely, its geographical clustering, its S-shaped temporal
unfolding, and its product of creating commonality in diversity. The
availability heuristic can account for the regional pattern of innovations’
spread. As people are disproportionately influenced by events they wit-
ness directly, so drastic policy change enacted “next door” has particu-
lar immediacy, salience, and, thus, availability. Like car drivers, who are
unavoidably affected by seeing an accident, decision-makers cannot fail
to pay attention to a bold reform adopted by a neighboring country.
Such an innovation appears to have much greater relevance than a
change occurring halfway around the globe. Thus, geographic and cul-
tural proximity make a new foreign model stand out and induce special-
ists to study it closely. As decision-makers do not scan the environment
systematically and comprehensively for all the relevant information, but
are disproportionately influenced by experiences that grab their atten-
tion, the unique availability of a neighboring country’s reform often puts
that innovation on the policy agenda in a whole region.8 Thus, the avail-
ability heuristic helps explain why diffusion first gets under way on a
regional scale and displays strong neighborhood effects.9

Once the availability heuristic has placed a new foreign model on the
agenda, the representativeness heuristic influences assessments of the
success of this bold innovation, giving rise to diffusion’s S-shaped tem-
poral pattern. This inferential shortcut induces decision-makers to jump
to conclusions and overestimate the evidential value of a very limited
base of experience. This tendency to overemphasize recent trends leads
policy-makers to attribute great inherent value to innovations that attain

8 Similarly, Mintrom (1997: 756–59, 761) found that among the U.S. states, neighbor-
hood effects influence especially agenda setting.

9 Geographic proximity operates largely through denser information channels. In turn,
professional, political, or ideological networks can make more remote information avail-
able and extend decision-makers’ radar screen beyond their home region. Transnational
professional associations (cf. Haas 1992) spread information; so do political or ideological
organizations, such as the Socialist International. Conversely, ideological gulfs can block
availability. For instance, Fidel Castro was not impressed by Chilean pension privatization
but looked to his Communist brethren for inspiration.
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initial success, although this short track record may well be distorted
by chance factors. The representativeness heuristic thus fuels the rapid
emulation of a seemingly successful innovation and produces the dra-
matic upsurge in the S-shaped pattern. If a bold change—via the avail-
ability heuristic—has attracted regional attention and if early signs of
success—via the representativeness heuristic—turn it into a “hit,” it
may spread like wildfire. But the unfounded expectations of long-term
success that fuel this upsurge are sooner or later revised in light of actual
experience, dampening enthusiasm for the model and slowing down its
further spread.10 This updating thus causes diffusion to level off. In sum,
the representativeness heuristic inspires exaggerated hopes, which even-
tually give way to greater realism.
In this way, the representativeness heuristic can account for all three

phases of the S-shaped curve. The relatively slow start of diffusion re-
flects decision-makers’ insistence on some performance evaluation,
which requires a minimal track record; therefore, innovations do not
spread instantaneously, as the normative appeal framework implies. But
these performance assessments are less careful and systematic than strict
rationality demands; instead, decision-makers eagerly act upon early
signs of success. The representativeness heuristic thus speeds up diffu-
sion soon after it gets under way. Finally, diffusion peters out as more
evidence about the reform’s costs and benefits becomes available and
the initial enthusiasm therefore fades away. Thus, as time wears on,
countries that hitherto failed to adopt the new policy approach become
ever less likely to do so now. The representativeness heuristic thus drives
the wavelike pattern of diffusion—its slow start, sudden upsurge, and
eventual decline.
Finally, the heuristic of anchoring helps explain the result of diffusion,

namely, the spread of commonality amid diversity. Once a government
has decided to adopt a foreign model, anchoring limits the adaptation
of the extraneous policy approach to the specific needs of the importing
country. While anchoring by no means precludes such modifications, it
keeps their range limited and preserves the basic nature of the imported
model. Comprehensive rationality would often call for more profound
adjustments, including alterations of a model’s fundamental design. But
anchoring confines changes to more peripheral aspects; in particular, an
innovation’s domain of application may be delimited differently, and
the new model may be combined with other reforms to make it more
palatable.
In this vein, pension privatization was not always as radical as in

10 In fact, innovations may be abandoned (Strang and Macy 2001: 150–55), a topic that
has received insufficient attention in the diffusion literature.
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Chile. Argentina, for instance, applied this model only above a certain
income threshold, maintaining a basic public scheme to provide some
protection to all contributors. Thus, Argentina faithfully instituted the
new design principle developed by its neighbor, but in a narrower do-
main. Other countries complemented Chilean-style radical reform with
new programs tailored to their specific needs. Given large-scale poverty,
for instance, Bolivia combined social security privatization with a uni-
versal pension benefit designed to guarantee the basic livelihood of all
older people, including people not covered by social security.11 Thus,
while anchoring does not predict apish mimicking, it restricts adapta-
tions to nonessential elements, such as the range of an innovation’s ap-
plication, and maintains the foreign model’s core. This heuristic thus
helps explain the spread of the same policy approach to a wide variety
of countries.
In sum, the heuristics of availability, representativeness, and anchor-

ing offer good explanations for the main characteristics of diffusion,
namely, its geographical clustering, temporal sequence, and principal
outcome. Since none of the other approaches accounts well for all three
features, the cognitive heuristics framework appears superior. My ample
field research provides further corroboration. As chapter 4 shows, delib-
erations and decisions on pension reform in contemporary Latin America
have been deeply shaped by inferential shortcuts. Chilean-style pension
privatization was highly available among neighboring countries and
therefore spread first and foremost inside Latin America; its initial suc-
cess was interpreted as an indication of inherent quality and therefore
triggered an upsurge in emulation; and decision-makers remained an-
chored to the Chilean model, importing an existing design with limited
modifications. Thus, policy-making in pension reform clearly deviated
from the postulates of comprehensive rationality and displayed instead
the empirical patterns of bounded rationality.12

In fact, the heuristics of availability, representativeness, and anchoring
arguably made Latin American pension privatization rationally subopti-
mal. As the striking availability of the Chilean model captured the atten-
tion of decision-makers in the region, they neglected other promising
innovations such as the notional defined-contribution scheme, which
may have offered a more beneficial reform option for countries such as
Bolivia, as chapter 4 analyzes in depth. Furthermore, the enthusiasm for
Chilean-style pension privatization stimulated by the representativeness
heuristic has been recognized as excessive, even by officials of the World
Bank, which used to advocate this change strongly. Remarkably, the

11 On these variations, see Mesa-Lago (1997) and Kay and Kritzer (2001).
12 Interestingly, Meseguer (2005: 72–79) arrives at a similar general conclusion.
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bank’s chief economist in 1999 unveiled most of the promises attached
to radical pension reform as “myths that have . . . derailed rational deci-
sion-making” (Orszag and Stiglitz 1999: 4).13 Finally, anchoring induced
policy-makers to follow the Chilean model more closely than they find
in retrospect advisable; for instance, the Salvadoran reform team leader
nowadays wonders whether a less drastic, mixed model would not have
been preferable (interview with Brevé 2004). Thus, decision-makers’ re-
liance on cognitive shortcuts produced policy outputs that appear as
rationally suboptimal. The distortions caused by the heuristics of avail-
ability, representativeness, and anchoring had real costs.

Combining Causal Mechanisms: Availability Enhancement

While cognitive shortcuts prevail among the causal mechanisms that
drive model diffusion, some mechanisms stressed by other theoretical
approaches can extend the bounds of rationality selectively. In particu-
lar, international organizations can make information available that
would otherwise not enter decision-makers’ radar screen. While the
availability heuristic focuses policy-makers’ attention on geographically
proximate and culturally similar countries, IOs with a global reach can
bring to their attention interesting experiences in faraway places. As a
result, they take a closer look at foreign models that went hitherto unno-
ticed. Since IOs act selectively and promote only best-practice models
that embody their own preferences, this extension of the bounds of ra-
tionality does not cause information overload. It redirects attention but
does not swamp it.
This availability enhancement can be especially effective in two types

of situations. First, when the emulation of a highly available model has
proven economically or politically infeasible, policy-makers are at a loss
about how to combat a problem they are facing; therefore, they tend to
be especially receptive to new suggestions on how to resolve this diffi-
culty. Second, when decision-makers have decided to enact a new policy
principle but no concrete, promising model that embodies it has entered
their radar screen, they appreciate specific proposals for putting the new
maxim into practice. In sum, where the availability heuristic has not
produced an acceptable solution to a problem, policy-makers—unable
to conduct the wide-ranging proactive search for alternatives prescribed
by comprehensive rationality—are particularly open to IO suggestions
that make hitherto unknown options available.

13 The chief economist for Latin America also admits that the bank “oversold” neolib-
eral reforms, which included pension privatization (Perry 2005: 3). Moreover, see the
critical assessment of the bank’s role in pension privatization in WB IEG (2006).
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IOs, in turn, seek to promote their own policy principles by selectively
advertising models that embody these maxims. Thus, where their efforts
at availability enhancement capture decision-makers’ attention, IOs can
exert significant influence. By making decision-makers aware of foreign
models that hitherto escaped their attention, they can lead policymaking
in new directions and trigger the emulation of foreign models in other-
wise inhospitable territory. IO assessments of a new model’s success can
also affect policy-makers’ cost-benefit analyses and reinforce the perfor-
mance evaluations derived through the representativeness heuristic. In
these ways, IOs can significantly shape innovations’ spread.
Availability enhancement may offer external actors, including the

powerful international financial institutions, the most effective path for
shaping domestic policy decisions. Since direct pressure and loan condi-
tionality are of limited use in social sector reform, this more subtle form
of influence assumes particular importance. Rather than attempting im-
position, the IFIs have increasingly relied on knowledge provision, ad-
vice, and insinuation. From their own perspective, this softer strategy
has the advantage of avoiding the political and reputational costs of
trying to force governments to enact reforms against their will. As the
World Bank has noticed (Pincus and Winters 2002: 12–13; Mallaby
2004: 233, 239, 243, 253; Stiglitz 1999), complex institutional changes
have lasting success only if a government “owns” the reform and genu-
inely commits to it.
Thus, availability enhancement may be one of the principal ways for

the IFIs to promote innovations’ spread. Their influence, which is more
limited than their impressive arsenal suggests, may derive mainly from
the bounds of rationality. The very limitations in human attention and
computational capacity turn IFI efforts to make decision-makers aware
of otherwise neglected policy options so significant. In a hypothetical
world of comprehensive rationality, in which decision-makers proac-
tively scan the environment for relevant experiences, such provision of
information could not make a significant difference. But in the real
world of bounded rationality, in which even experts tend to overlook
important bodies of information, IFI promotion of novel models can
broaden policy-makers’ horizon and make them aware of reform op-
tions that had hitherto gone unnoticed. Precisely because the availability
heuristic narrows decision-makers’ attention, IFI efforts at availability
enhancement can trigger the spread of innovations.

Causal Mechanisms in Principle Diffusion

As the preceding discussion shows, model diffusion in the social sectors
is driven by distinct causal mechanisms. Above all, decision-makers fol-
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low cognitive heuristics and clearly diverge from the postulates of com-
prehensive rationality. They pursue interests in a conventionally goal-
oriented fashion; symbolic and normative considerations play only a
minor role in redistributive issue areas. External pressures from power-
ful IFIs exert some effect but are not the main engine of innovations’
spread.
The outstanding importance of cognitive shortcuts is typical of model

diffusion. When bold reform ideas crystallize in a concrete, integrated
package of organizational features, experts and policy-makers pay spe-
cial attention. A neat new model is much more vivid and memorable
than a general principle. As a result, the availability heuristic operates
with particular intensity. While a general guideline can also attract dis-
proportionate attention (cf. Zaller 1992), a distinct model captivates
people in a more immediate, profound, and exclusive fashion. A new
model also gives boundedly rational decision-makers a clear blueprint
for enacting a general principle, which relieves them of the complicated
task of developing their own institutional design. The paradigmatic ex-
ample of a frontrunner impresses itself with special force on the minds
of decision-makers in nearby nations. The availability heuristic therefore
highlights models more than principles.
Furthermore, the concrete precedent of a model enacted by a front-

runner country greatly facilitates the performance assessments shaped
by the representativeness heuristic. A general principle constitutes a pure
promise, whereas the implementation of a model is an actual realization.
The stretch of experience that it yields gives rise to judgments about
success and failure that follow the representativeness heuristic. Cer-
tainly, the specific realization of a principle also provides clues about
the usefulness and results of this general guideline. But those judgments
are less conclusive because other ways of putting the principle into prac-
tice are easily imaginable. And the generality of a principle means that
performance standards are often unclear. Whereas a model seeks to at-
tain specific goals that allow for measuring its performance, it is more
difficult to assess whether the abstract concerns embodied in a princi-
ple—for instance, strengthening incentives in health service provision—
have been fulfilled. When instituting a model, decision-makers must
make choices that specify the goals of the policy reform. Advocates of a
broad guideline can avoid these choices. For instance, incentives can be
understood in various ways; what counts as an advance by one defini-
tion—such as increased service production—may not qualify as progress
by another definition, which may emphasize service quality. Therefore,
the performance of a principle is hard to ascertain, offering less opportu-
nity for the representativeness heuristic to come into play.
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Moreover, only a concrete model can exert the “stickiness” that gives
rise to anchoring. Due to its lack of specificity, a general principle cannot
tie down judgments in this way. Instead, its very generality allows for a
variety of concrete realizations. Thus, a principle is more open to varia-
tion and cannot tie down judgments and decisions. By contrast, a con-
crete model induces decision-makers to remain close to the original
source of inspiration and to prefer replication over redesign.
For these reasons, the cognitive heuristics that shape model diffusion

do not play an equally important role in principle diffusion. They put
policymaking less firmly on specific tracks. By not guiding decision-mak-
ers’ attention and judgments as clearly toward some options, they have
less force in filtering out alternatives.
But these shortcuts—especially availability and representativeness—

do exert considerable influence on principle diffusion as well. Among
the various considerations that are on decision-makers’ mind, one prin-
ciple can become especially available and therefore prevail, pushing other
maxims into the background. For instance, a striking event or perceived
crisis can give one principle outstanding salience. The terrorist attacks
of September 11, 2001, impressed on Americans the importance of pub-
lic safety precautions while softening the commitment to strict protec-
tions of individual liberty. Such surges in the availability of certain prin-
ciples are evident in public discourse. For instance, the hyperinflationary
crises afflicting several Latin American countries in the late 1980s cre-
ated lasting concern for price stability (but governments retained leeway
over what type of stabilization plan to apply). Thus, the availability heu-
ristic operates at the level of principles as well.
Similarly, successful realizations of a principle can trigger the repre-

sentativeness heuristic and give rise to optimistic judgments about the
attainability of this maxim. If, for instance, the extension of basic health
care to the poor yields a striking decline in maternal and infant mortal-
ity, decision-makers in neighboring countries feel encouraged to pursue
this principle with greater determination. They tend to hold the new
governmental effort responsible for this success, inappropriately dis-
counting the role of other contributing factors. And they tend to overes-
timate the sustainability of this initial success, disregarding regression
toward the mean. Thus, overenthusiastic judgments shaped by the repre-
sentativeness heuristic can propel principle diffusion as well.
Furthermore, the enactment of a new policy program that embodies

a general principle can attract attention from neighboring countries and
spread if it looks successful, thus disseminating the general principle as
well. Even if such programs are not as neat, bold, striking, and widely
available as a policy model, the heuristics of availability and representa-
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tiveness can bring about some diffusion. But their effect is less strong
than in model diffusion. Thus, where an innovation does not crystallize
into a clear, simple, integrated model, it spreads in a more sporadic
fashion, not in the broad, wavelike pattern of model diffusion. Some
countries try to emulate the new program and a few nations actually
enact it, but not many. Rather than unleashing a wave, this innovation
creates some trickles.
For instance, managed competition helped to inspire the Colombian

reform of 1993, which boldly sought to restructure the whole health
system. But this change was too complicated and eclectic to turn into a
neat model; it was difficult for boundedly rational decision-makers to
grasp. As chapter 6 explains, the Colombian reform therefore did not
stimulate a wave of imitation comparable to Chilean pension privatiza-
tion. But it did inspire some countries, especially neighbors such as Peru.
Enacted across the border, the Colombian reform was especially avail-
able in Peru, and its initial success in extending health coverage stimu-
lated imitation efforts, which furthered the diffusion of its underlying
principles. Thus, by helping to spread new policy programs, especially
to neighboring countries, the heuristics of availability and representa-
tiveness contribute to the sporadic dissemination of general maxims.
In sum, cognitive shortcuts, especially the availability and representa-

tiveness heuristics, do influence principle diffusion. But they have less
force in directing decision-makers’ attention and shaping their perfor-
mance assessments than in model diffusion. As a result, principle diffu-
sion produces less profound and wide-ranging change than model diffu-
sion. As cognitive heuristics play less of a role, there is less striking
diffusion. The variation in process and outcome between social security
and health care thus confirms the importance of cognitive heuristics as
the main causal mechanisms propelling the spread of innovations.
Where inferential shortcuts can attach themselves to a clear, neat model
and therefore operate with considerable force, they produce a wave of
change. Yet where such a model does not emerge and cognitive heuris-
tics therefore focus attention less strongly and give rise to less exalted
impressions of success, diffusion remains weaker and less uniform.
As cognitive heuristics operate less forcefully, other causal mecha-

nisms assume a greater role in principle diffusion than in model diffu-
sion. External pressures attain some success in inducing governments to
advance toward general guidelines. Whereas the IFIs cannot easily force
a country to adopt a specific policy model, exhortations to move in a
general direction can yield results. Model imposition would require con-
trol, a much greater degree of power than mere influence, which is often
sufficient for propelling principle diffusion. Drawing on the conceptual
literature on power (Dahl 1984; March 1966), I argue that actor A ex-
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erts control if it causes actor B to comply fully with A’s preferences. By
contrast, A has influence if it induces B to change its intended course of
action in line with A’s preferences. Thus, influence merely yields a
change of direction, whereas control guarantees the attainment of an
end point. Accordingly, a mother who wants her recalcitrant son to eat
five carrots commands influence if she can coax him into eating two of
the crunchy roots; but she exerts control only if she makes him chomp
down all five pieces of health food.
Accordingly, an IFI would need control to impose an external model,

but influence suffices for inducing a government to advance toward a
principle. Compared to model diffusion, the IFIs therefore have greater
success in promoting general principles. From the perspective of a recal-
citrant government, yielding to IFI imposition by importing a full-scale
model carries much greater political cost than accommodating IFI pres-
sure by taking some steps toward a general principle, yet retaining a
significant margin of choice over how far to go and how to enact this
principle.
IFI recommendations indeed contributed significantly to the spread of

general guidelines, especially efficiency maxims in health care, as chapter
5 shows. In promoting this principle diffusion, the IFIs successfully used
political pressures, economic incentives, technical advice, and the provi-
sion of information, i.e. availability enhancement. Thus, causal mecha-
nisms highlighted by the external pressure and cognitive heuristics ap-
proaches propelled this spread of efficiency-oriented innovations. Due
to these IFI efforts, many Latin American countries have taken some
steps to enhance productivity and cost effectiveness in health care.
But governments have considerable latitude in deciding how far to

advance in the direction advocated by the IFIs and in what specific way
to enact new principles. Often, they are more hesitant than these institu-
tions recommend. Rather than making comprehensive changes, they
proceed in a piecemeal fashion. They tend to experiment with a new
principle in one segment of the vast health arena. In fact, they may try
out this limited innovation in a specific region by instituting a pilot proj-
ect. Costa Rica, for instance, first introduced performance contracts de-
signed to improve efficiency in seven hospitals and extended this World
Bank-sponsored innovation only gradually to the whole health system.
This caution is often motivated by (anticipated) resistance from interest
groups inside the state and in society that have a strong stake in the
established ways of administering ample resources and allocating posi-
tions of power. But it also reflects policy-makers’ reluctance to give up
procedures that are working—however badly—for new rules that may
not work at all.
In sum, the IFIs play a significant role in principle diffusion. While
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they cannot make governments adopt specific policy models, they are
more successful in promoting general guidelines. Although governments
often advance with hesitation toward those goals, IFI recommendations
have clearly made a difference, especially in helping to spread efficiency
maxims in health care.
In some areas of social policy, normative and symbolic appeal can

also propel principle diffusion. While the interests and power of con-
tending social groups leave little room for concern with international
legitimacy to make a difference in redistributive decision making, social
policy also comprises choices that approximate distributive decision
making. In particular, some programs introduce or expand benefits for
certain groups at limited cost, and this cost is often shouldered in an
“invisible” fashion by broad, diffuse societal sectors (Corrales 1999: 5–
6). Accordingly, poverty alleviation measures that are cost-effective,
claim few financial resources, and are often funded through IFI loans
can escape the push and pull of major interest groups and political
forces. Such targeted schemes are usually created by addition; since they
do not require the restructuring of established systems of service deliv-
ery, conflicts with entrenched interests can be avoided. Since antipoverty
programs tend to have limited, largely imperceptible political and eco-
nomic costs, normative and symbolic considerations can influence their
adoption. Accordingly, the quest for international legitimacy has con-
tributed significantly to the advance of equity maxims in health care, as
the latter part of chapter 5 shows. For instance, new global norms have
inspired efforts to combat maternal and infant mortality among the poor
(Shiffman 2003).
In sum, several causal mechanisms drive the international spread of

principles. Whereas cognitive heuristics stand out as the driving force
behind model diffusion, principle diffusion can result from boundedly
rational judgments shaped by such shortcuts, from the promotional ef-
forts of IFIs, or from normative and symbolic considerations fueled by
concern for international legitimacy. As general maxims are less specific
than neat models, their diffusion is a more eclectic process as well.

Causal Mechanisms in Diverse Contexts

The preceding analysis has unearthed the main engines of diffusion—the
contagious agents that drive innovations’ spread across countries. It has
thus examined causal mechanisms, which are the “moving causes” (Aris-
totle) propelling change (cf. Hedström and Swedberg 1998; Mahoney
2003; Mayntz 2004; Hall 2003). Causal mechanisms are the transform-
atory forces that produce outcomes; they affect given starting conditions
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and bring forth effects. As McAdam, Tarrow, and Tilly (2001) stress,
causal mechanisms operate in the same way in variegated contexts.
But causal mechanisms do not necessarily produce the same end result

under all circumstances; rather, they tend to bring about different out-
comes in diverse settings. Their specific effect depends on the initial con-
ditions under which they spring into action and on intervening factors
that condition their operation and force. Therefore, the same causal
mechanism can produce different consequences. To invoke a natural-
science analogy, fire is a causal mechanism that has the same nature—
combustion—in a wide variety of settings. But its specific outcomes dif-
fer starkly depending on initial circumstances and intervening factors:
for instance, whether a fire breaks out in a rain-soaked cloud forest
or a tinder-dry pine grove; and whether a strong wind fans it. Causal
mechanisms direct attention to commonality amid diversity, a frequent
product of diffusion. This approach to explanation is therefore well
suited for investigating the spread of innovations.
But like the destruction caused by fire, diffusion is not uniform, even

inside a geographic region. For instance, a number of Latin American
countries, including Brazil and Venezuela, have not implemented Chil-
ean-style pension privatization. And the countries that followed the re-
gional leader reformed their social security systems in somewhat differ-
ent ways. Specialists distinguish three subtypes, namely, substitutive
reforms, which completely replace the public social security system with
private pension funds; mixed systems, which maintain a public PAYG
scheme as a basic pillar and in addition create an obligatory private
pillar; and parallel systems, which give individuals a choice between the
new private pension funds and the old public system (Mesa-Lago 1997).
Principle diffusion in health care has produced even greater variation;
as chapters 5 and 6 show, Latin American countries differ significantly
in their efforts to enact components of the equity and efficiency agenda
(see also Murillo 2002).
To account for this cross-national variation in diffusion outcomes, the

initial conditions and intervening factors that affect the causal mecha-
nisms highlighted in this study need to be considered. Due to contextual
differences, the same causal mechanisms exerted differential force and
yielded variegated results. While they produced a notable degree of com-
monality amid diversity, the background characteristics and intervening
variables with which they interacted also brought about differences in
the spread of foreign models and principles.
Some context factors affected the very operation of diffusion’s main

causal mechanisms, especially the intensity and force with which cogni-
tive heuristics shaped policy-makers’ information processing. Other fac-
tors conditioned the effect that the judgments and actions derived from
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these heuristics had in policy deliberations and decision making. Diffu-
sion outcomes varied depending on what other actors the experts and
policy-makers most influenced by cognitive heuristics had to confront.
What interests resisted the spread of policy models and principles, and
what power capabilities and institutional opportunities did these oppos-
ing forces have? These two sets of factors explain why the same causal
mechanisms, which produced a good deal of policy diffusion, also
yielded different outcomes in different contexts. While drawing on the
established literature, which has analyzed the role of societal forces and
political regime structures, the following discussion emphasizes an un-
derexplored aspect, namely, divergences between different types of state
officials and state agencies.
The principal causal mechanisms highlighted in this study, especially

for model diffusion, are cognitive heuristics. These individual strategies
of inference can have differential results at the aggregate level, turning
the bounds of rationality more or less confining. Cognitive psychology
focuses on the individual level and tends to emphasize commonalities
among people. But political decision making is a collective process. Due
to technical and institutional factors, it can be more or less narrowly
bounded.
The depth of a country’s domestic expertise influences the aggregate

operation of cognitive heuristics. In nations with a broad, diverse com-
munity of experts, the bounds of rationality are less narrow. Decision-
makers have a greater chance to find out about alternatives to a highly
available model; they are faster in updating the conclusions suggested
by the representativeness heuristic in light of a model’s actual perfor-
mance; and they are more willing and able to loosen anchoring and
adjust a foreign import to their country’s specific needs. Thus, the more
expertise policy-makers command, the less bounded is their collective
rationality; cognitive shortcuts—while still operative—are less confining
in their effect.
Furthermore, the institutional background and composition of the

group that deliberates about the emulation of a foreign model affects
the force exerted by cognitive heuristics. Trained issue area specialists
command prior knowledge and have access to alternative sources of in-
formation that make them less susceptible to the problematic inferences
suggested by cognitive shortcuts. Certainly, the appearance of a striking
novelty such as Chilean pension privatization creates considerable un-
certainty for these specialists, which induces them to rely on inferential
shortcuts as well. But they have background knowledge that helps to
limit the resulting distortions and biases. Therefore, established experts
are not as easily swayed by cognitive heuristics.
By contrast, generalists without much prior knowledge in the issue
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area have little immunity from cognitive shortcuts.14 They lack the back-
ground to double-check the inferences suggested by the availability and
representativeness heuristics. Since they do not have a network of trus-
ted contacts in the issue area, they lack access to multiple sources of
information, which may suggest less enthusiastic performance assess-
ments of a striking innovation and make alternative models available.
Thus, where generalists—nowadays especially economic technocrats—
displace issue area specialists and control decision making, cognitive
heuristics have especially free rein. Accordingly, if finance ministry econ-
omists elaborate a pension reform (cf. Madrid 2003: 50–52), cognitive
heuristics likely hold greater sway than if long-standing social security
specialists participate in these deliberations.
Interestingly, cognitive heuristics themselves can shape the range of

actors that design emulation decisions. Inferential shortcuts may suggest
to generalists that an issue they had hitherto neglected crucially impinges
on their institutional interests. These previously uninvolved actors may
therefore seek to control policymaking. In making new reform options
available and highlighting their success, cognitive heuristics can alter
actors’ interest calculations and redirect their behavior. Whereas basic
goals are largely given (contrary to constructivist arguments), new infor-
mation filtered and distorted by inferential shortcuts can change instru-
mental preferences (see in general Blyth 2002; McNamara 1998: 3–8,
56–71; Goldstein and Keohane 1993: 13–17). Due to the availability
and representativeness heuristics, actors may end up pursuing old inter-
ests in novel ways. They may therefore become interested in topics they
had seen as unimportant before, trying to push aside specialists who had
so far dominated the issue area. In this way, cognitive heuristics can
change the constellation of decision-makers.
Accordingly, the macroeconomic benefits that the representativeness

heuristic associated with pension privatization gave economic generalists
a strong interest in the Chilean model. The promise of increased domes-
tic savings turned this reform into a priority for economy ministries.
This hope induced economic technocrats to seek command over the is-
sue area and displace pension specialists; it also handed these generalists
powerful arguments for persuading presidents to give them such control
(Madrid 2003b: 31–40, 49–52). Cognitive heuristics thus affected the
composition of the change team that elaborated social security reform.
As this composition in turn conditioned the aggregate results of cogni-
tive heuristics, the causal mechanisms profiled in this study assumed spe-
cial importance.

14 Several reform team members, especially in Bolivia and El Salvador, volunteered that
they were not social security specialists when they started working on pension reform.
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Thus, cognitive heuristics shaped the constellation of decision-makers
and the content of their specific preferences. These psychological mecha-
nisms had clear political effects. Rather than being mere instruments in
policy debates, cognitive shortcuts affect who engages in such debates
and what specific goals they pursue. While the operation of heuristics is
influenced by background conditions, they themselves mold this context
in an interactive fashion. Thus, they are not merely epiphenomenal but
real.
As cognitive heuristics affect the range of decision-makers who are

interested in an issue area, the institutional and political strength of vari-
ous state agencies conditions their effective role and influence. If an ex-
isting social security agency is discredited by a deep financial crisis and
severe administrative problems, economic generalists can monopolize re-
form decisions. By contrast, if established agencies function reasonably
well, social security experts successfully demand a place at the table and
marshal their issue-specific expertise to keep the inferences suggested by
cognitive heuristics in check.
Political-institutional factors also condition the impact that causal

mechanisms such as cognitive heuristics exert on decision outputs. Since
policymaking is not the dispassionate search for truth, the constellation
of interests and power play an important role. As bounded rationality
rests on an interest-based framework, it stresses that actors use heuristics
in pursuit of their interests. They apply inferential shortcuts to address
problems and elaborate solutions in line with their preferences. Accord-
ingly, actors with different goals may advance divergent proposals. For
instance, finance ministries may advocate Chilean-style pension privati-
zation to overcome actuarial disequilibria, whereas social security agen-
cies defend the established system as an instrument for poverty allevia-
tion. Thus, policy-makers’ goals obviously direct their actions.
Decision-makers’ proposals are derived both from their goals and

their beliefs, which are shaped by cognitive heuristics. Interests guide the
overall course of action, while information filtered by cognitive shortcuts
shapes instrumental preferences and suggests specific steps to take. For
instance, experts who prioritize efficiency in health care advocate differ-
ent types of reform than promoters of equity. Cognitive heuristics then
condition which specific proposal among a range of options each group
advocates. Based on their goals and ideological orientation, actors thus
have differential receptivity to external models and principles. Interests
clearly matter. But cognitive heuristics crucially affect the ways in which
actors pursue those interests; as discussed below, they even shape actors’
success in attaining their goals.
The political fate of proposals to emulate foreign models or principles

thus depends to a good extent on the push and pull of conflicting inter-



A New Theory of Policy Diffusion • 63

ests, the power capabilities of the contending forces, and the institu-
tional rules governing their interaction. The rich insights unearthed by
political science, especially analyses of social policy reform in Latin
America and beyond (Brooks 2002; Corrales 1999; Grindle 2004;
Huber and Stephens 2001; Kaufman and Nelson 2004; Kay 1999; Ma-
drid 2003a, 2003b; Murillo 2002; Nelson 1999; Orenstein 2005; Pier-
son 1994), are crucial for understanding the specific outcomes of diffu-
sion processes.
The literature has demonstrated how “veto players” can block or

moderate drastic reform, including the emulation of foreign innovations.
First, in social sectors such as health (and education), service delivery
depends on cooperation from providers, whose performance is difficult
to guarantee and control. This autonomy enables delivery personnel to
offer powerful active and passive resistance, which can influence the
course of change (Kaufman and Nelson 2004; Clark 2005; Grindle
2004; Corrales 1999). Second, broader societal segments that lack the
purchasing power to exit to private insurance have a great stake in pub-
lic service delivery. Depending on their collective organization, labor
movements, in particular, may manage to impede or hinder externally
inspired efforts to privatize social security and health care (Pierson 1994;
Madrid 2003a; Murillo 2001).
Last but not least, political parties have an interest in the broad out-

lines of social policies that affect millions of voters. For programmatic
and patronage reasons, they are reluctant to accept benefit cuts and con-
sent to privatization, which would remove voluminous resources from
political discretion and thus circumscribe party influence. However, seri-
ous financial problems, neoliberal ideological commitments, and a share
in governmental responsibility can mitigate parties’ skepticism toward
painful efficiency-seeking reforms. Furthermore, prevailing patterns of
party competition affect the balance of support and opposition; centripe-
tal competition among few parties tends to facilitate reform, whereas
centrifugal outbidding and polarization in a fragmented party system
hinder it (Haggard and Kaufman 1995: chap. 5; Brooks 2002: 503, 515).
While the literature highlights the role of interest groups and parties,

I argue that institutional divergences inside the state also have crucial
repercussions for emulation decisions. Pension privatization and effi-
ciency-enhancing health reforms are promoted primarily by finance and
planning ministries, which hope to attain the macroeconomic spillover
effects suggested by the representativeness heuristic (see above). Where
social security and health care agencies are technically capable, institu-
tionally consolidated, and politically powerful, as in Brazil and Costa
Rica, they exert a strong counterweight to these pressures (see also
Coelho 1999). These agencies’ influence arises from their expertise, es-
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prit de corps, and control over resource distribution. It also depends on
their financial solvency. Acute deficits legitimate the pressures of econ-
omy ministries for structural reforms inspired by foreign models or prin-
ciples; indeed, they may allow economy ministries to marginalize social
sector agencies from decision making or colonize them by imposing their
own appointees. Conversely, successful efforts to overcome a severe in-
stitutional crisis, boost organizational efficiency, and restore financial
equilibrium bolster the veto power of social agencies.
By contrast to societal opposition, which operates primarily at later

stages of the decision-making process, resistance from social sector agen-
cies can derail efforts to import foreign models or principles at the out-
set. As mentioned above, the participation of long-standing pension and
health experts broadens the composition of change teams and thus keeps
in check collective judgments suggested by the heuristics of availability,
representativeness, and anchoring.
Debates and struggles inside the state have indeed affected a wide

range of emulation proposals. They have held up or filtered out many
projects that governments never ended up submitting to congressional
deliberation. In fact, divergences among state agencies can fuel resistance
from other veto players. Invoking equity goals against the cold logic
of economic constraints, social sector agencies that are hard-pressed by
finance ministries in intrastate negotiations can mobilize societal or con-
gressional opposition to reform; for this purpose, they can draw on their
patronage networks, leak internal proposals, and selectively offer infor-
mation and data. For instance, officials in Brazil’s Social Security Minis-
try derailed efforts at pension privatization in 1992 by stimulating resis-
tance from members of Congress and a strategically placed interest
association. What looks like societal opposition may actually originate
inside the state. Intrastate conflicts, often hidden from public view, thus
condition the diffusion of innovations in crucial ways. My book high-
lights these internal divergences, which have received insufficient atten-
tion in the literature.
In sum, this study embeds cognitive-psychological mechanisms in their

political context by analyzing how the interests and power capabilities
of state and societal actors affect the emulation of foreign models and
principles. Obviously, policy diffusion is part of a broader political pro-
cess shaped by power and interests. Heuristics are cognitive strategies
that actors use in pursuing their goals. While interests guide actors, cog-
nitive shortcuts shape the translation of these goals into specific propos-
als and projects. For instance, officials of economy ministries have a
professional and institutional interest in raising domestic savings. In the
early 1990s, the representativeness heuristic suggested they could ac-
complish this goal by emulating Chile’s social security privatization.
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This cognitive shortcut induced them to mobilize their influence and
push for pension privatization as a new means for attaining an old goal.
By contrast, traditional pension specialists focused more on social equity
and were therefore unimpressed by this promise attached to Chilean-
style privatization. Thus, interests shape what actors try to do, and cog-
nitive heuristics condition how they try to do it.
Cognitive heuristics cannot be reduced to power and interests. They

are not mere instruments in the struggle among sociopolitical actors.
For instance, advocates of pension privatization do not manipulate the
representativeness heuristic in order to win support for their cause; in-
stead, this inferential shortcut makes them believe in certain promises
attributed to a foreign model, and this conviction induces them to push
for its emulation. None of the often very candid interviews conducted
for this study yielded evidence that pension reformers made claims on
behalf of social security privatization that they themselves did not be-
lieve in. They themselves fell prey to cognitive heuristics and did not, in
a Machiavellian manner, use them to lure others.
Cognitive shortcuts influence what actors find to be in their interest

and what specific measures they seek to attain with their power capabili-
ties. The availability heuristic may attract decision-makers’ attention to
a model that is suboptimal for their own interests while making them
neglect alternatives that hold higher utility. And the representativeness
heuristic can make them overestimate the utility of this available option.
Thus, cognitive shortcuts mold the pursuit of interests; they are not epi-
phenomena of actors pursuing their interests. They have a causal force
of their own, rather than being mere derivatives of other driving forces.
Heuristics also affect the success with which different actors can “acti-

vate” their power resources (cf. March 1966). The claim derived from
the representativeness heuristic that Chilean-style pension privatization
would boost domestic savings and fuel growth gave economic generalists
a crucial argument against opposition forces such as trade unions. They
could invoke the common good of the whole country and discredit op-
ponents as defenders of special interests (see in general Blyth 2002: 35–
40; McNamara 1998: 65–70). Similarly, the expectation of stellar rates
of return, which the representativeness heuristic derived from Chile’s
initial experience with private pension funds, made the public social se-
curity system look like a comparative failure and thus helped to delegiti-
mate the state as the mainstay of the established PAYG system. Highly
available foreign models can also serve as rallying points for proponents
of change and facilitate their concerted action (see in general Goldstein
and Keohane 1993: 17–20). By contrast, opposing forces lacked an out-
standing, attractive counterproposal because the availability heuristic
confined their attention to Latin America. In all of these ways, cognitive
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shortcuts can affect the “force activation” of contending sociopolitical
actors.
In sum, the operation and outcomes of causal mechanisms such as

cognitive heuristics are shaped by the political-institutional context and
the divergent interests of various sociopolitical forces. But cognitive heu-
ristics in turn affect this constellation of forces, empowering some actors
while putting others at a disadvantage. Political and ideational factors
interact; neither side can be reduced to the other.

Conclusion

This chapter proposes a new theory of social policy diffusion. Above all,
it argues that the wavelike spread of bold, neat policy models is shaped
primarily by cognitive shortcuts. The striking experience of a nearby
country grabs decision-makers’ attention and serves as an obligatory ref-
erence point for reform discussions. Where such a highly available model
attains initial success, the representativeness heuristic makes policy-
makers jump to the conclusion that the innovation is of inherently supe-
rior quality and deserves emulation. Due to anchoring, these adoption
decisions often stay much closer to the original than the needs of the
importing country justify. Thus, cognitive heuristics are the principal
causal mechanisms that drive model diffusion.
External pressures make a contribution, but even powerful IFIs lack

the capacity to force sovereign states to enact their concrete policy rec-
ommendations. While they can nudge countries to advance toward gen-
eral principles, they face great difficulties in imposing specific blueprints.
And since clear, “given” interests guide redistributive policymaking on
social issues that affect broad societal sectors, new symbolic and norma-
tive considerations originating in international society have little room
to affect domestic politics. Thus, cognitive shortcuts predominate among
the causal mechanisms driving model diffusion.
The spread of general principles, by contrast, is a more heterogeneous

process pushed by various causal mechanisms. Cognitive shortcuts are
important; the heuristics of availability and representativeness can help
general guidelines spread, both directly and by propelling the emulation
of experiments that embody those principles. But these shortcuts do not
exert the same causal force as in model diffusion. An abstract guideline
is not as striking, vivid, and “available” as a neat, bold model; and since
it allows for various forms of implementation, it does not as easily
trigger exalted judgments of success nor tie down judgments through
anchoring.
Conversely, external pressures play a greater role in principle diffusion
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than in model diffusion. While unable to impose specific reforms, IFIs
often can coax governments to follow general guidelines, albeit at their
own pace and in their own ways. In addition to leverage, the IFIs’ provi-
sion of information and technical advice, which extends the bounds of
availability, promotes principle diffusion. Furthermore, new interna-
tional norms and symbols can propel the spread of maxims that call
for states to assume additional tasks. Distributive programs that extend
benefits without undermining budget equilibrium and upsetting power-
ful sociopolitical forces do not create visible costs; therefore, the quest
for legitimacy can inspire their adoption. By contrast to model diffusion,
several causal pathways can thus lead to principle diffusion.
Causal mechanisms operate in different contexts and therefore pro-

duce different outcomes. In the redistributive arenas of pension and
health policy, the interests and power of major sociopolitical forces con-
dition the fate of emulation initiatives. But cognitive heuristics shape
how actors pursue their interests and apply their power capabilities. For
instance, the representativeness heuristic suggested that pension privati-
zation would produce macroeconomic benefits for the whole country.
This expectation motivated economy ministries to push hard for change,
and it allowed them to discredit opposition from societal groups as the
pursuit of special interests. Cognitive shortcuts thus altered the constel-
lation of relevant political actors, reshaped their instrumental interests,
and conditioned the effectiveness of their power capabilities.
Those interests and power capabilities in turn influence the strength of

cognitive heuristics and their impact on decision outputs. In particular, if
the change teams that deliberate on model and principle emulation are
small, homogeneous, and full of economic generalists who lack strong
training in an issue area, cognitive shortcuts hold more unchallenged
sway than if established social policy institutions have seats at the table;
in the latter scenario, conclusions derived from cognitive heuristics will
likely be cross-checked.
The balance of power between social agencies and economy ministries

also affects the political fate of the emulation proposals that these
change teams elaborate. Both in social security and health care, the econ-
omy ministries pushed for adopting foreign models and principles; the
social agencies frequently offered active or passive resistance. The out-
come of this intrastate conflict depended on the institutional strength
and performance of the pension and health systems and the political
alliances in Congress and society that these institutions managed to
forge.
In sum, the institutional setting and constellation of sociopolitical

forces affected the operation of cognitive heuristics and the decision re-
sults that these causal mechanisms produced. But as just mentioned,
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these shortcuts in turn influenced the configuration of power and inter-
ests. The availability heuristic limited the range of options that actors
considered in pursuing their interests, and the representativeness heuris-
tic conditioned their judgments about the utility offered by an available
option. These ideational factors thus shaped “real” politics, that is, the
pursuit of interests and mobilization of power. Due to this interaction,
cognitive heuristics were in no way epiphenomenal.
The following chapters substantiate these arguments through in-depth

analyses of model diffusion in social security and principle diffusion in
health care. Attention first turns to the impact of external pressures and
new international norms on the spread of Chilean-style pension privati-
zation; chapter 3 examines this topic.
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External Pressures and International Norms
in Pension Reform

To what extent have external pressures and new international norms
shaped pension privatization in contemporary Latin America? The
frameworks that highlight these factors see policy diffusion arise from
powerful foreign influences on decision-makers’ goal pursuit. According
to both approaches, external influences induce domestic policy-makers
to act in ways that differ from their original goals. These two frame-
works thus diverge from the rational learning and cognitive heuristics
frameworks, which assume that foreign experiences affect the instru-
mental calculations, but not the goal pursuit and interest definition of
domestic policy-makers.
But despite this basic commonality, the external pressure and norma-

tive appeal approaches differ on the origin and nature of this goal shift.
The former framework stresses coercion, whereas the latter invokes per-
suasion and conviction. The external pressure approach claims that in-
ternational financial institutions use their enormous leverage to impose
their own goals on reluctant developing countries. In this view, the IFIs
force poor, aid-dependent nations to pursue goals that those countries
do not genuinely embrace. By contrast, the normative imitation approach
argues that the promoters of new international norms apply persuasive
powers. Inducing developing countries to embrace new international
ideas, they transform the goal definition of Third World governments
and thus manage to implant their own goals in an especially profound
fashion. Rather than imposing foreign goals, they convince domestic
policy-makers to change their own goals. They thus prompt a genuine
redefinition through which international norms are incorporated into
domestic preference schedules.
Both of these approaches claim to account for the wave of pension

privatization in Latin America. The external pressure approach empha-
sizes that leading IFIs, especially the World Bank, promoted this reform
with its whole arsenal of power. In this view, the spread of radical social
security reform resulted from external coercion (Armada, Muntaner,
and Navarro 2001). By contrast, the normative appeal framework
claims that neoliberal ideas, espoused especially in the World Bank’s
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pension reform program (WB 1994a), reshaped global thinking on so-
cial security. These promotional efforts spread norms of individual re-
sponsibility and thus induced governments genuinely to pursue pension
privatization.
Can these arguments explain the diffusion of social security privatiza-

tion in Latin America? To what extent did external pressures or new
international norms contribute to this striking wave of change?

IFI Influences on Pension Reform

The IFIs command an impressive arsenal of power. Since underdevel-
oped countries frequently need financial aid, the World Bank, Interna-
tional Monetary Fund, and Inter-American Development Bank hold
great leverage as providers of development loans or emergency assis-
tance. In addition to controlling voluminous resources, the IFIs serve as
crucial gatekeepers. Many private lenders insist that the IFIs approve a
government’s economic policies before they extend loans to that nation.
Thus, the IFIs seem to hold many trump cards. Can their usage account
for the spread of pension privatization in Latin America?
Investigations of this question need to keep in mind an important se-

lection problem that may distort conclusions about IFI influence. The
IFIs—especially the World Bank—put much more pressure on govern-
ments that are reluctant to follow their guidelines than on administra-
tions predisposed to enact pension privatization. Accordingly, the World
Bank did not push much for social security reform in Bolivia, El Salva-
dor, and Peru but sought to exert more influence on Costa Rica and
Brazil. For instance, the leader of the WB pension privatization project
during the 1990s, Estelle James, did not visit El Salvador but maintained
intense, forceful discussions with Costa Rica’s pension reform team (in-
terviews with Brevé 2004, Cercone 2004, and Durán 2004; James
2006). Indeed, because the Salvadoran government was already commit-
ted to social security privatization, the World Bank did not include this
change in its loan conditionality. Thus, the bank did not see the need to
use its most powerful weapon.
In sum, the IFIs applied their means of influence strategically and

saved the heavier artillery for more recalcitrant clients—yet with limited
success. A simple correlational analysis would therefore yield mistaken
conclusions: Radical pension privatization—as in Bolivia, El Salvador,
and Peru—is associated with low IFI pressure. By contrast, countries on
which the IFIs leaned more heavily proceeded slowly and hesitantly,
such as Costa Rica, or rejected privatization, such as Brazil. Thus, in my
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sample there is a negative correlation between social security reform and
IFI pressure.1

The methodological complication caused by this strategic use of in-
fluence requires an in-depth qualitative analysis. Two questions are cru-
cial. First, where governments’ initial goals diverged from IFI prefer-
ences, did the IFIs manage to impose their recommendations? Did the
IFIs successfully force governments to adopt reforms, as the external
pressure approach predicts? Second, where governments looked favor-
ably upon pension privatization, had the IFIs instilled those preferences
through prior imposition? Did governments’ convergence with IFI pref-
erences result from a goal shift forcefully promoted by the IFIs? The
following two sections investigate these questions in turn.

Toothless Giants? The Limited Success of IFI Pressures

My field research clearly suggests that the IFIs did not apply their means
of influence with great success. IFI support contributed to radical social
security reform in Bolivia and El Salvador, and IFI exhortations helped
to induce Costa Rica and Brazil to consider pension privatization. But
IFI pressures did not impose reform on any one of those countries. Prod-
ding from the World Bank, in particular, contributed to privatization
efforts in several cases, but those efforts yielded decisions that diverged
greatly from WB goals, and the bank’s attempts to push countries closer
to its preferred position yielded strikingly little success. Even a weak,
aid-dependent country like Bolivia ended up resisting strong WB pres-
sures on crucial reform decisions. Thus, the Latin American wave of
social security reform did not stem from IFI coercion.
As regards reform initiation, the privatization projects of Bolivia, El

Salvador, and Peru did not originate in WB recommendations, that is,
vertical imposition. Instead, as chapter 4 analyzes in depth, horizontal
connections to Chilean experts who had spearheaded reform in that
country provided the trigger. These intense contacts, stemming from
1989 to 1991, preceded the World Bank’s heavy engagement in the pen-
sion area, which started in 1992. As local reform team members stress,
the World Bank at that time did not even have much in-house expertise
on the topic (interview with Salinas 2002). Only when the Bolivian and
Salvadoran reform efforts were already under way did the bank provide

1 Obviously, the IFIs did not press countries that a priori rejected pension privatiza-
tion. Thus, the relationship of IFI pressure and predisposition toward radical reform is
curvilinear.
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advice and support, especially by bankrolling the heavy usage of Chilean
consultants. Thus, horizontal, not vertical, diffusion set in motion the
reform process in countries that were sympathetic to the neoliberal
agenda.
By contrast, the World Bank did provide an impulse for putting pen-

sion privatization on the political agenda in Costa Rica and Brazil,
whose governments were less predisposed toward adopting this radical
change. As these nations hesitated and did not pursue privatization proj-
ects in the early 1990s, the bank forcefully advocated this reform in the
mid-1990s, after it had codified its own thinking on the topic in its high-
profile study (WB 1994a) and turned social security privatization into a
priority goal. Visits by leading WB experts and policy studies (especially
Demirgüç-Kunt and Schwarz 1995) provided an important impulse for
the reform discussions of the mid-1990s in Costa Rica (interviews with
Durán 2004 and Aguilar 2004). Similarly, the special pension reform
commission appointed by Brazilian president Fernando Henrique Car-
doso in 1997 took its inspiration in part from the WB pension program
of 1994 (interview with Moraes 2003).
But the bank’s contribution to agenda setting by no means allowed it

to shape decision outputs. Despite continuous prodding from the IFIs,
both Costa Rica and Brazil chose to proceed in very different ways from
those the World Bank recommended. Given the firm commitment to a
solidaristic welfare state among Costa Rica’s civil society and political
class, both the governments of social democrat José Marı́a Figueres
Olsen (1994–98) and of Christian democrat Miguel Angel Rodrı́guez
(1998–2002) were unwilling or unable to enact radical social security
reform. Specifically, they did not want to confine the existing public pay-
as-you-go system to a poverty reduction function and create an extensive
scheme of private pension funds, as the World Bank continued to advo-
cate (WB 1998b). Costa Rican reform team members strenuously re-
sisted strong WB pressures for slashing replacement rates in the public
social security schemes (interviews with Aguilar 2004, Carrillo 2004,
Cercone 2004, Céspedes 2004, Durán 2004, Jiménez 2004, and Rod-
rı́guez 2004). Space for private pension funds has therefore remained
limited. In fact, the reform law eventually passed in 2000 allowed public
institutions to run their own pension funds, and a whopping 79.3 per-
cent of affiliates have stayed with public pension fund administrators
(Martı́nez Franzoni and Mesa-Lago 2003: 27; Leal 2004). As a result,
Costa Rica’s reformed social security system differs greatly from WB
blueprints.
Costa Rica’s success in resisting IFI pressures is due to four main fac-

tors. First, the great technical capacity of the country’s social security
experts forestalled dependence on WB advice. The principal public pen-
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sion agency, Caja Costarricense de Seguro Social (CCSS), has a strong
cadre of well-trained experts who are recruited in a meritocratic fashion
and carefully instructed in the complexities of the social security system.
These career specialists claimed to command more expertise than the
leader of the WB pension privatization project, who was an economic
generalist (interviews with Aguilar 2004 and Durán 2004). Second,
Costa Rica had made a concerted effort during the 1990s to pay down
its external debt (Hidalgo 2003: 217–18) and therefore did not require
IFI approval for renegotiation deals. And the country’s last structural
adjustment loan was canceled in 1995, before the pension reform came
to fruition (WB 2000b: 6–9). Therefore, the IFIs had little financial le-
verage. Crucial instruments of power—both loan conditionality and
technical assistance—gave the IFIs only limited influence on Costa Rica.
Third, the widespread sense among Costa Rican experts and policy-

makers that, despite looming financial problems, the country’s system
of social protection was highly successful intensified their reluctance to
embark on a drastic transformation (see Comisión Técnica de Pensiones
1990: 13–14; interviews with Aguilar 2004, Carrillo 2004, and Durán
2004). The absence of an acute financial crisis (WB 2003c: 113) strength-
ened Costa Rica’s hand vis-à-vis the IFIs. Last but not least, the deeply
rooted commitments to the established welfare state and the consensual
nature of politics posed an insurmountable obstacle to external pressures
for dramatic policy change. Experts and politicians of various partisan
orientations knew that radical neoliberal reform was politically infeasi-
ble (interviews with Aguilar 2004, Barahona 2004, Carrillo 2004, Cés-
pedes 2004, Durán 2004, Jiménez 2004, and Rodrı́guez 2004; on these
four factors, see also Martı́nez Franzoni 1999: 166–67).
For these reasons, this small, not very powerful country managed to

resist significant IFI pressures. While WB exhortations contributed to
Costa Rica’s decision to take a step toward pension privatization, the
very cautious mixed system that the country implemented diverged
greatly from IFI preferences. Thus, the World Bank did make a differ-
ence—but a rather limited one.
By contrast to Costa Rica, Brazil is a giant and aspiring great power

that has always been reluctant to give in to IFI pressures. Reflecting
this nationalistic position, social security experts commonly expressed
aversion to WB exhortations.2 During most of the past two decades, the
country has indeed diverged from IFI recommendations on social secu-
rity reform (WB 1989, 1995, 2001b), shied away from pension privati-
zation, and sought to correct the established public system mostly with

2 Confidential author interviews with three leading pension specialists, Brası́lia, June
1995 and June 1999.
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parametric reforms. Although Brazil is Latin America’s most important
holdout against the wave of social security privatization, the IFIs have
had only minimal influence on the country’s pension policy. External
pressures have clearly not borne fruit.
This resistance to IFI demands was due to similar factors as in Costa

Rica. Brazil commands a well-trained corps of social security specialists
with a long tradition of expertise (Malloy 1979; Hochman 1992; Wey-
land 1996a: 89–91, 132–33; Kay 1998: 175–76). Newly recruited ex-
perts are quickly socialized into this technocratic culture and proudly
stress that domestic specialists know much more about the Brazilian
social security system than the World Bank (interviews with Carvalho
1992 and Moraes 1995). The social security ministry (Ministério da Pre-
vidência e Assistência Social—MPAS) gave these specialists a powerful
political base for resisting external pressures.
Furthermore, despite rapidly increasing expenditures, the general so-

cial security system for private-sector workers did not suffer from sig-
nificant deficits until the late 1990s (Ornélas and Vieira 1999: 33; WB
2003b: 599). The 1988 constitution had created ample funding sources
for Brazil’s social policies, and the MPAS had successfully claimed the
most dependable revenue base, namely, the payroll tax. As the estab-
lished pension system was not confronting severe financial problems,
demands for drastic reform found limited resonance. Last but not least,
Brazil’s political system is highly fragmented, and the resulting dispersal
of power impedes profound change. The party system is weak (Ames
2001; Mainwaring 1999), interest groups lack cohesion and encompass-
ingness, and infighting among state agencies is rife (Weyland 1996a:
chap. 3). Therefore, it is exceedingly difficult, if not impossible, to mar-
shal majority support for controversial, politically costly projects, such
as pension privatization (Weyland 1996b). These factors give Brazil a
high level of defensive autonomy from external pressures.
On one occasion, however, WB exhortations did help to set in motion

a privatization effort. In 1997, when it had become clear that parametric
reform efforts would make only halting progress, President Cardoso ap-
pointed a special commission to design a structural transformation of
the social security system. Prodded by domestic experts who had for
years advocated a mixed system akin to the World Bank’s multipillar
approach, the leader of this team, André Lara Resende, took his inspira-
tion partly from the bank’s 1994 pension program (Pinheiro 2004: 129).
In secretive meetings, the commission elaborated a project along these
lines.3 In 1998, this proposal gathered political force; for the first time,

3 This project was never published but was similar to Giambiagi, Oliveira, and Beltrão
(1996), Oliveira, Beltrão, and Marsillac (1996), and Oliveira, Beltrão, and Marsillac Pasi-
nato (1999); see also Resende (1998), Drummond (1998), and Oliveira (2001).
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pension privatization seemed to have a real chance to go forward. Cer-
tainly, the powerful social security ministry opposed drastic change, but
its capacity to stand up to the even more powerful ministries of finance
and planning, which had long advocated privatization, was questionable
(interview with Moraes 2003).
But a serious goal conflict between the two leading IFIs helped to

abort this reform effort. By 1998, Brazil’s international financial posi-
tion had worsened greatly. The IMF therefore worried intensely about
the fiscal deficit. While the World Bank kept advocating drastic pension
reform from a long-term perspective, the IMF vetoed this change due to
its tremendous transition cost in the short and medium term (interview
with Moraes 2003; Pinheiro 2004: 129–30).4 Thus, one IFI blocked the
reform project pushed by another IFI. Such goal conflicts can neutralize
external pressures and allow governments to play various IFIs off
against each other. For instance, the IMF has never shared the World
Bank’s enthusiasm for pension privatization, which threatened hard-
won fiscal equilibrium (cf. Holzmann and Hinz 2005: 61). And the
Inter-American Development Bank, led by Latin Americans themselves,
has often been less “pushy” and more accommodating to regional gov-
ernments, limiting the influence of the more orthodox World Bank and
IMF. These divergences give countries additional protection against ex-
ternal pressures.
In sum, since Costa Rica and Brazil were not pursuing structural pen-

sion reform on their own initiative, the World Bank applied significant
pressure to advance the privatization agenda that it had codified in the
mid-1990s. Yet while this influence helped to get some reform efforts
under way, either these attempts failed to come to fruition, as in Brazil,
or the ensuing changes differed greatly from WB preferences, as in Costa
Rica. In both countries, pension specialists who had been socialized into
the existing pay-as-you-go system commanded a high level of technical
expertise, which created significant immunity from foreign influences.
These specialists were entrenched in powerful state institutions that
commanded substantial political clout and counterbalanced economic
agencies like the finance ministry, which were more supportive of the
IFI project. Moreover, both countries had an antimajoritarian constel-
lation of political forces and decision-making structures. Both Costa
Rica’s consensual mode of policymaking, which gave the major parties,
business, and labor significant voice, and Brazil’s fragmented institu-
tional system, which empowered numerous veto players, made it very
difficult to impose controversial change. Thus, a number of domestic
factors account for the limited results of external pressures.
Interestingly, however, even poor, aid-dependent countries that lacked

4 In fact, the IMF was internally divided on this issue (IMF 1998).
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many of these sources of strength—such as Bolivia, El Salvador, and
Peru—managed to resist IFI pressures on some economically and politi-
cally crucial issues. While the overall policy course charted by these
countries during the 1990s was in line with the IFIs’ market-oriented
program, they diverged from WB recommendations on important spe-
cific points. Although these countries lacked the technical and political
capacity to design an independent reform program, as Costa Rica and
Brazil did, they managed to act autonomously when highly salient politi-
cal issues were at stake. In fact, it did not prove particularly difficult or
excessively costly to face down international agencies that are often de-
picted as supremely powerful. Thus, weak countries also maintained
considerable defensive autonomy.
Even governments of a broadly neoliberal orientation, such as the ad-

ministrations of Gonzalo Sánchez de Lozada in Bolivia (1993–97), Al-
berto Fujimori in Peru (1990–2000), and Armando Calderón Sol in El
Salvador (1994–99), deviated from important IFI recommendations on
a number of occasions. While they took technical advice from the World
Bank and other IOs seriously, crucial political concerns and calculations
could push them in a different direction. Once a government had de-
cided to give political goals priority, technically solid WB objections and
strong external pressures could not force compliance. Thus, even when
facing weak countries such as Bolivia, El Salvador, and Peru, the IFIs
could not simply impose their preferences.
Bolivia, for instance, clearly commanded fewer assets in its negotia-

tions with the IFIs than did Costa Rica and Brazil. The institutions that
administered the old social security system lacked the high level of tech-
nical expertise and political clout that the CCSS and MPAS enjoy. And
the formation of partisan coalitions, which were necessary for electing
presidents, allowed for a decision-making style that is more majoritarian
than consensual; for instance, the pension reform itself was quickly
pushed through Congress at the end of a lengthy decision-making pro-
cess (interviews with Peña Rueda 2002 and Fernández Fagalde 2002).
Despite these differences from Costa Rica and Brazil, Bolivia success-

fully resisted external imposition where the government’s political goals
clearly diverged from IFI preferences. Above all, the administration of
Gonzalo Sánchez de Lozada (1993–97), which enacted drastic pension
privatization, faced down strong IFI pressures on the essential question
of how to cover the reform’s fiscal transition cost. The IFIs pushed very
hard for applying the proceeds from public enterprise privatization,
which the government was promoting at the same time, toward paying
off existing pension entitlements (interviews with Gottret 2002, Vargas
2002, Peña Rueda 2002, Guevara 2002, Grandi 2002, Pantoja 2002,
and Bonadona 2002). In this way, the Bolivian state would use the sale
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of its productive patrimony for liquidating its social debt. This solution
would avoid any additional drain on public coffers. But the Bolivian
government rejected this proposal tenaciously. After repeated “frank
discussions,” the president finally countered very strong IFI pressures by
invoking Bolivia’s national sovereignty, that is, the country’s right to
make decisions as it pleased (interview with Peña Rueda 2002).
For reasons of social equity and political expediency, President Sán-

chez de Lozada insisted on placing the revenues from public enterprise
privatization into a collective capitalization fund, in which all Bolivians
would hold property rights; the dividends from this fund would finance
annual payments of US$248 to all citizens above the age of sixty-five.
This basic scheme of universalistic old-age security benefited more
than 300,000 older people in 1997, helping to alleviate widespread
poverty (Graham 1998: 151–68; Müller 2004). This “solidarity bond”
(BONOSOL) also contributed to the president’s reelection victory in
2002. But it forced the Bolivian state to cover the pension reform’s tran-
sition cost through regular budget revenues or debt. As a result, the
public deficit grew significantly, amounting to 4 percent of GDP from
1998 onward (WB 1999b: 10; Escobar and Nina 2004: 17–20; Holz-
mann and Hinz 2005: 148). Without the burden caused by the social
security reform, the Bolivian state would not have been in the red at all.
To combat this fiscal disequilibrium, which caused concern among the

IFIs and elicited strong pressure from the IMF, President Sánchez de
Lozada in his second term (2002–03) tried to raise taxes. This adjust-
ment plan triggered violent unrest in February 2003 and made the gov-
ernment vulnerable to further protests, which in October of that year
forced the president’s resignation. Ironically, the politically motivated
decision on the pension reform’s transition cost, which contributed to
Sánchez de Lozada’s reelection in 2002, set in motion the chain of events
that led to his ignominious ouster in 2003 (Arellano 2004; Laserna
2003).
Yet despite the fiscal imprudence of President Sánchez de Lozada’s

BONOSOL decision and its dangerous political implications, the IFIs
were unable to force the Bolivian government to cover the fiscal burden
of social security privatization with the revenues from public enterprise
privatization. Strikingly, even a weak, underdeveloped, highly aid-
dependent country like Bolivia managed to face down strong IFI pres-
sures on a decisive issue. National sovereignty clearly survives in the age
of globalization.
In a similar vein, political considerations made the Peruvian govern-

ment diverge from IFI recommendations on the process and sequencing
of pension privatization. Aware of his precarious position in the govern-
ment and of President Fujimori’s skepticism toward neoliberalism, Econ-
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omy and Finance Minister Carlos Boloña tried to take advantage of the
political opportunity offered by Peru’s hyperinflationary crisis and push
through a comprehensive package of profound market reforms as quickly
as possible. Fearing that his window of opportunity might close soon
and that the “period of extraordinary politics” (Balcerowicz 1994: 84–
87) might come to an end (Boloña 1993: 170), Boloña pressed for
pension privatization when the Peruvian economy still lacked minimal
stability.
This tremendous rush disregarded the IFIs’ advice on the proper se-

quencing of economic stabilization and structural reform. Given the
enormous transition cost of pension privatization, it seemed especially
dangerous to enact this drastic change at a time when the Peruvian econ-
omy continued to suffer from severe disequilibria. The WB as well as
the IMF, whose main mission it is to guard countries against fiscal im-
balance, therefore warned Peru’s economic team and urged a slowdown
of its ambitious reform program. But Minister Boloña and his close-knit
group of aides, firmly committed to neoliberalism, discarded this advice
and stormed ahead with full force (interviews with Boloña 1996, Du
Bois 2002, and Peñaranda 2002). IFI exhortations could not prevent
them from being “more Catholic than the pope.” Although the Fujimori
administration was trying hard at that time to reestablish good relations
with the IFIs, which the predecessor government of Alan Garcı́a had
ruined, it decided not to listen to IFI recommendations—and did not
incur any negative consequences.
While the IFIs cautioned against Minister Boloña’s neoliberal zeal,

they were less happy with the skepticism toward the market agenda that
induced President Fujimori to decide at the last minute against full-scale
pension privatization. Listening to the head of the established social se-
curity agency, the Instituto Peruano de Seguridad Social (IPSS), and to
other opponents of radical change, the chief executive kept the existing
public pension system open and gave affiliates the option to switch to
the new private pension funds or stay with the IPSS. While this decision
was true to the neoliberal principle of freedom of choice (cf. Roggero
1993), it limited the expansion of the private scheme and seemed to
threaten its very viability. Together with Minister Boloña’s aides and
other domestic neoliberals, the IFIs therefore pressed the Peruvian gov-
ernment in subsequent years to make the private scheme more attractive
to affiliates and eventually close the public system (Kane 1995: 2–4;
Arévalo and Cayo 1997: 2–3; Queisser 1998; Graham 1998: 114, 117;
Arce 2001; WB 2004e). Yet while the Fujimori government enacted
some of the recommended changes, it maintained the parallel structure
of the new social security system, which lay at the root of the difficulties
emphasized by the World Bank. Thus, once again IFI pressure attained
only limited success.
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Firmly committed to neoliberalism, El Salvador’s Alianza Republicana
Nacionalista (ARENA) government also rushed into pension privatiza-
tion more precipitously than the World Bank found advisable. While
agreement on the general direction of change precluded open conflict
and kept WB involvement in the reform process limited (interviews with
Brevé 2004, Ramı́rez 2004, and Solórzano 2004; WB 1996b: 20–23),
the bank had urged governments to prepare a firm institutional frame-
work for a private pension system, for instance by developing and regu-
lating the capital market (WB 1994a: 231, 245, 255, 258–59, 280; WB
1996b: 22). The administration of Armando Calderón Sol, however,
enacted only perfunctory, insufficient measures in 1995 (Mesa-Lago and
Durán 1998: 9, 34–44) and quickly advanced toward radical pension
privatization in December 1996. As in the Peruvian case, this lack of
sequencing diverged from IFI recommendations. The underdevelopment
of the capital market threatened the investment returns of the new pri-
vate pension funds, which indeed have been lower than expected (inter-
views with Martı́nez Orellana 2004 and Ramı́rez 2004; WB 1996b: 22;
Acuña 2005: 23–24, 34–38, 45–48).
Thus, even weak countries that depended on financial assistance from

the IFIs deviated from WB recommendations on a number of important
issues and resisted IFI pressures; Bolivia’s decision on the fiscal transition
cost of pension privatization is the most striking case of such immunity
to external coercion. These instances of open goal divergence show that
the IFIs are not particularly successful at imposing their will on recal-
citrant governments. Despite their impressive arsenal of influence, they
have difficulty forcing governments to deviate from their preferred
course of action and comply instead with IFI exhortations.
In conclusion, the IFIs are much weaker than the external pressure ap-

proach claims. This finding from my field research corroborates a number
of careful empirical studies, which show that the IFIs’ seemingly strongest
weapon, loan conditionality, is of limited use. The IFIs have only moder-
ate influence on second-stage market reforms like pension privatization,
which are highly complex and pass through a lengthy decision-making
process. The participation of numerous political actors keeps the IFIs from
applying their leverage effectively (Nelson 1996, 1999; Kahler 1992;
Hunter and Brown 2000; Brooks 2004, 2005: 286–87; Madrid 2003b;
cf. Holzmann and Hinz 2005: 63–70). Therefore, IFI pressures cannot
account for the Latin American wave of pension reforms.

The External Imposition of Reform Goals?

The preceding discussion takes for granted the distinction between exter-
nal and domestic actors and between external and domestic goals that
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straightforward versions of the external pressure approach draw.5 In this
line of reasoning, powerful international actors force their own will on
weak domestic governments that hold divergent preferences but have to
comply with these external dictates. But external pressures could have
even more profound effects by forcing national governments to redefine
their own goals and adopt the preferences pushed by the IFIs. In this
case, even governmental decisions that were not the product of external
pressures targeted at that specific choice could in fact result from inter-
national coercion, namely, the imposition of a whole preference sched-
ule. If the IFIs can impose their principles on a Third World government
in this way and oblige it to shelve its own goals, then this government’s
compliance with IFI exhortations is not the result of genuine conviction,
but of coerced consent.
The countries under investigation yield little evidence of such an exter-

nal imposition of goals. Costa Rica and Brazil persistently diverged from
IFI preferences, especially in the pension arena. While the WB and IMF
had some influence on specific decisions, they certainly did not manage
to reshape governments’ overall policy orientation in significant ways.
And in Bolivia and El Salvador, reform-oriented presidents were intrinsi-
cally committed to neoliberalism, not as a result of IFI pressures. A long-
standing neoliberal, Gonzalo Sánchez de Lozada had been a driving
force behind Bolivia’s shock program of market reform in 1985 (see
especially Goedeking 2003: chap. 5); he was not a recent convert pushed
forward by the IFIs. And El Salvador’s ARENA governments drew their
strong neoliberal orientation from connections with the country’s pow-
erful business community and a high-profile neoliberal think tank,
the Fundación Salvadoreña para el Desarrollo Económico y Social
(FUSADES) (interview with Daboub 2004; Segovia 2002: 27–31), not
from IFI pressures. Thus, the WB and IMF did not succeed in imposing
their preferences on Costa Rica and Brazil and did not need to impose
their will on Bolivia and El Salvador.
But IFI pressures did play an important role in inducing President

Alberto Fujimori of Peru to make a radical shift of policy course imme-
diately after his first election victory in 1990. Although he had cam-
paigned on the promise of avoiding a neoliberal shock program, he de-
creed a brutal adjustment plan upon taking office and embarked on a
program of market reforms. While the hyperinflationary crisis that was
exacerbated by the election of this dark-horse candidate was the crucial
reason for this policy switch (Weyland 2002b: 109, 116–18), the carrots
and sticks controlled by the IFIs strongly pushed Fujimori in this direc-
tion. In fact, direct contacts during which WB and IMF leaders condi-

5 This line of reasoning stresses external “leverage” (cf. Stallings 1992: 55–58).
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tioned their urgently needed financial support on an orthodox policy
approach triggered the president-elect’s decision to abandon the hetero-
dox ideas that his economic advisers had elaborated (Stokes 2001:
69–71). Thus, Fujimori embraced neoliberalism under duress; in this
case, external pressures clearly contributed to a change of presidential
preferences.
Peru in 1990 faced exceptionally dire circumstances, however, which

gave the IFIs an unusual degree of influence. Besides hyperinflation, the
country suffered from a civil war unleashed by the brutal Shining Path
guerrillas (Wise 2003b: 165–73). Thus, the need for external assistance
was particularly high. Furthermore, the president-elect seemed to lack
clear, fixed preferences on economic issues. He fought the first round of
the election campaign with the simplistic slogan of “honesty, technol-
ogy, and work” and adopted the antishock plank only for the second
round, in which he faced neoliberal ideologue Mario Vargas Llosa.
While Fujimori initially hired heterodox economic advisers, the market
reform program with its emphasis on individual effort and hard work
had affinities with his disciplinarian, moralistic streak. In addition to his
own openness on economic issues (interview with De Soto 1996), Fuji-
mori lacked any strong party organization or firm links to interest groups
that could have impeded his policy switch. Thus, the tremendous depth
of Peru’s crisis and the president-elect’s feeble ideological and organiza-
tional commitments gave the IFIs an unusual opportunity to pressure
successfully for a shift of course. But this case looks more like the pro-
verbial exception that proves the rule. Under more normal conditions,
the World Bank and IMF cannot force governments to change their pol-
icy preferences.
In fact, Fujimori never converted to neoliberalism. While he adopted

a host of market reforms, he did so under the pressure of the severe
crisis, not out of genuine conviction (interviews with Boloña 1996 and
Vásquez 2002; see Boloña 1993: iii–ix, 169–73, 202). Committed neo-
liberals—namely, Economy and Finance Minister Carlos Boloña and his
hand-picked group of aides—guided the government’s economic policy
only for the limited time period during which Fujimori regarded this
delegation as indispensable. Fujimori had initially rejected Boloña’s con-
ditions for serving as the leader of the government’s economic team; in
July 1990, precisely when IFI pressure was at its highest level, Fujimori
chose a pragmatist over this neoliberal zealot (Boloña 1993: 25–26; in-
terview with De Soto 1996; Weyland 2002b: 117–18). Only when his
first economy minister failed to guarantee economic stability did Fuji-
mori appoint Boloña and give him free hand to enact his ambitious pro-
gram of market reforms, including pension privatization. Yet as soon as
Peru achieved the first stages of economic recovery, the president fired
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his principal economic aide. Thus, the fervent embrace of neoliberalism
that inspired the early pursuit of radical social security reform arose
more from the severity and persistence of Peru’s crisis than from IFI
pressures; in fact, as mentioned above, the World Bank and IMF cau-
tioned against the launching of pension privatization at a time of contin-
uing economic instability.
In sum, while the IFIs clearly contributed to President Fujimori’s

switch to neoliberalism, the particularly zealous promotion of an ambi-
tious market reform program that led to the rushed enactment of pen-
sion privatization was a response to the extraordinarily profound crisis
afflicting Peru. The available evidence suggests that WB pressures cannot
account for this temporary intensification of Peru’s march toward neo-
liberalism. Among the five countries under investigation, the external
imposition of goals therefore played only a limited role.
Moreover, what at first sight looks like external imposition is often

the product of an interaction—even collusion—between domestic and
international actors. Rather than being the passive victims of IFI coer-
cion, national decision-makers, especially reform-minded experts, often
ask the WB, IMF, or IDB to impose conditions on their country. These
domestic actors are committed to neoliberal goals yet need help from
powerful foreign institutions to overcome domestic political opposition.
They therefore ask for external conditionality to force the hand of Con-
gress or of the president himself; in addition, they try to create con-
straints on their own successors and oblige future experts to continue
their earlier initiatives. Consequently, a government’s enactment of IFI-
sponsored reforms often does not result from unilateral imposition, but
from a much more complex interaction and bargaining process (see in
general Vreeland 2003: 13–16, 46–48, 51–54, 62–64, 103).
Thus, the clear distinction of external vs. internal interests and goals

assumed by the external pressure approach does not hold. Often, the
IFIs do not force their will on recalcitrant Latin American governments,
but domestic experts cooperate with IFI officials in designing loan condi-
tions that are of interest to both sides. Reform-oriented national special-
ists collude with IFI representatives to gain leverage on the domestic
front. Domestic and international actors share interests. The main line
of cleavage does not fall between the IFIs and a nation state. Instead,
domestic specialists often have more in common with IFI officials than
with politicians inside their own country, especially if those politicians
are interested primarily in patronage, not in programmatic issues of eco-
nomic and social reform.
In this vein, Bolivian pension reform experts at several points during

the lengthy reform deliberations asked their IFI counterparts, “Póngame
esta condición, por favor,” that is, “Could you please impose this condi-
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tion on us?” (interviews with Salinas 2002 and Gottret 2002). In this
way, they sought to gain leverage vis-à-vis domestic politicians and en-
sure the continuation of the privatization project despite the change of
government in 1993. More strikingly even, Peru’s economy minister
Carlos Boloña and his team requested the IFIs to impose conditions on
Peru that they then used to coax President Fujimori himself into sup-
porting their neoliberal reform goals. Whereas the chief executive had
initially refused to decree certain changes, he gave in to this domestically
solicited IFI conditionality (interview with Peñaranda 2002). Thus, “ex-
ternal” pressure can help technocrats to invert the institutional hierarchy
by pushing their political superior, the president, into compliance with
goals that they share with the IFIs.
In sum, the main division often does not pit external against domestic

actors, but international and national experts against domestic politi-
cians. A transnational community of specialists pools its influence to
lean on politicians and win approval for its projects (cf. Teichman 2001:
chap. 3). On many technical issues that are not highly salient to politi-
cians, this transnational alliance is successful—although politicians re-
tain the last word and impose their will on questions that are crucially
important to them, as the above-mentioned case of the transition cost
of Bolivia’s pension reform shows.6

This transnational collusion is facilitated by the fact that a number of
IFI officials are citizens of the country on which—and sometimes, in
which—they work. For instance, the director of the World Bank’s pen-
sion reform project for Bolivia, which sought to protect the privatization
effort against any political risks emerging from the presidential election
of 1993, was a Bolivian national, Pablo Gottret. As a result, IFI officials
sometimes have particularly close personal and professional ties to the
domestic experts on whom they “impose” conditions. National special-
ists, in turn, often aspire to a prestigious and lucrative career as an offi-
cial or consultant for an IFI; therefore, they have a personal interest in
nurturing a collaborative relationship with the IFIs. Indeed, a consider-
able number of domestic specialists who participated in pension privati-
zation projects in their own country later worked as IFI consultants on
social security reform in other nations. For instance, the leader of Boliv-
ia’s first reform team, Helga Salinas, later advised the Nicaraguan gov-
ernment, and Gustavo Demarco, a crucial participant in Argentina’s pri-
vatization effort, did consultancies in several Latin American countries
(see also interviews with Durán 2004 and Brevé 2004).
Thus, the web of mutual interests and linkages is more complex and

6 Sánchez de Lozada’s political choice also faced strong opposition from domestic ex-
perts (interviews with Bonadona 2002 and Peña Rueda 2002).
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less hierarchically structured than the external pressure approach as-
sumes. There is little evidence of clear external imposition in Latin
American pension privatization. Under most circumstances, the IFIs can-
not force their will upon countries, even on weak, aid-dependent na-
tions. And even where imposition seems to occur, as in instances of loan
conditionality, the goals “imposed” by the IFIs are often not strictly
external. As the IFIs cannot successfully push new models, diffusion
does not proceed vertically. While IFI influence and power certainly pro-
mote and facilitate the spread of policy innovations, they are not the
principal causal mechanism.

The Timing of IFI Involvement in Latin America’s
Pension Reform Wave

The temporal sequence of events also suggests that the IFIs did not set
in motion the wave of pension privatization in Latin America. This dif-
fusion process started before the IFIs, especially the World Bank, geared
up promotional efforts. In Argentina, Bolivia, Brazil, Costa Rica, El Sal-
vador, Mexico, Peru, and Venezuela, serious interest in social security
privatization emerged between 1989 and 1991, years before the World
Bank published its famous pension reform program in 1994, and even
before it prepared that massive study by commissioning numerous con-
sultant reports in 1992. From 1989 to 1991, the WB and other IFIs
actually paid little attention to social security; and when they did focus
on this arena, they did not advocate Chilean-style privatization (see, e.g.,
WB 1989; Mesa-Lago 1991).
In the late 1980s and early 1990s, most Latin American countries

were confronting acute economic crises and therefore concentrated on
immediate tasks of economic stabilization. These countries, and the IFIs
as important promoters of adjustment, focused on pressing first-stage
reforms, rather than on complicated institutional changes such as social
security privatization, which had less urgency and required more time.
As mentioned above, the IFIs deliberately advocated a sequential ap-
proach to market reform. Governments should guarantee economic
equilibrium before moving on to technically complicated, politically
controversial, and economically costly changes such as drastic social se-
curity reform, whose fiscal transition cost threatened to undermine pre-
carious economic stability. Therefore, the IFIs did not push for pension
privatization at this early point.
In the social security arena, the IFIs concentrated instead on paramet-

ric reforms, which sought to restore financial and actuarial equilibrium
in existing public pension systems, especially by limiting the accumula-
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tion of costly entitlements. For instance, in 1991 the IDB gave El Salva-
dor a grant designed to improve the performance of the two public pen-
sion institutes. At this point, the IDB did not push for structural reform
but hoped to ease the administrative and financial problems plaguing
the existing social security system. That this grant—through the hiring
of Chilean consultants—set in motion the privatization effort (as ana-
lyzed below) was an unintended consequence (interviews with Ramı́rez
2004 and Tamayo 2004). Similarly, the WB in 1989 focused on “fiscal
and financial issues” in Brazil’s social security system, stressed the fiscal
transition problem as an insurmountable obstacle even to partial privati-
zation, and endorsed instead a scheme to guarantee actuarial equilib-
rium inside the public system (WB 1989: 21). Thus, the IFIs were not
pushing for pension privatization at the time when many Latin Ameri-
can governments developed a serious interest in this project.
In the perception of Latin American reform team members, the IFIs

actually did not have much in-house expertise on social security reform
in the late 1980s and early 1990s. According to the initial leader of
Bolivia’s privatization effort, Helga Salinas, the World Bank did not
know much about this topic and had only a couple of specialists on its
payroll at that time; expertise was really concentrated in Chile (interview
with Salinas 2002). And the IDB commissioned the special section on
social security in its annual report of 1991 from an independent aca-
demic specialist, Carmelo Mesa-Lago, who was not a neoliberal advo-
cate of drastic privatization (Mesa-Lago 1991). In sum, the IFIs did not
trigger the pension reform wave of the 1990s in Latin America.
But the IFIs, especially the World Bank, significantly reinforced this

wave once it was already swelling. They provided technical, financial,
and political support to countries that had initiated structural reform
projects on their own and tried to coax more reluctant governments to
follow their lead. As regards autonomous emulators, the WB and IDB
underwrote numerous consultant missions to Bolivia and El Salvador,
for instance. Furthermore, they offered technical advice and financial
assistance on specific problems, such as calculations of the fiscal transi-
tion cost of privatization (interviews with Gottret 2002, Salinas 2002,
Solórzano 2004, and Vargas 2002). And they protected structural re-
form projects against political uncertainty arising from presidential elec-
tions, for instance in Bolivia in 1993. As regards laggards such as Brazil
and Costa Rica, the WB eventually tried to press their governments to
jump on the privatization bandwagon—though with limited success, as
discussed above. Thus, the IFIs contributed to the spread of pension
privatization once this process was already under way. They supported
ongoing diffusion rather than initiating it. They were followers, not
leaders.
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In the late 1980s and early 1990s, the primary promoters of pension
privatization were Chilean experts who had participated in that coun-
try’s pension reform, especially José Piñera and his former aides. This
group provided the initial impulse for the spread of structural social
security reform in Latin America. As Chile’s return to democracy in
1989–90 eased the stigma stemming from pension privatization’s first
enactment by the Pinochet dictatorship,7 Piñera himself, the minister
presiding over that reform, turned into a missionary who advertised the
Chilean model worldwide, especially in Latin America. A number of
Chilean specialists who had helped to design the reform or to administer
the new pension system also became international consultants and ea-
gerly spread the Chilean blueprint (Madrid’s interviews with Iglesias
1996 and Larraı́n 1997).
Thus, when the diffusion of pension privatization in Latin America

started to gather steam in the late 1980s, Chilean experts—not the
IFIs—were the primary promoters of this innovation. Their missionary
zeal, which often made them push beyond the specific consulting tasks
for which they had been hired, provided the spark for this reform project
to catch on in several countries. It led domestic specialists to see a new,
definitive solution for problems that they had faced for years and unsuc-
cessfully sought to overcome (interviews with Ramı́rez 2004, Salinas
2002, and Tamayo 2004; WB 1996b: 20; see the in-depth discussion in
chap. 4 below). The persuasive power of Chilean experts, led by the
charismatic Piñera, managed to lift social security reform to a qualita-
tively new level. It induced specialists in several countries to leave behind
parametric adjustments and elaborate radical privatization projects.
This success is noteworthy because Chilean consultants did not com-

mand any real means of influence. Since their advice went beyond the
tasks for which they had been hired (for instance, in the Salvadoran
case), they could not invoke the authority of the IFIs that underwrote
their technical assistance. And as foreigners, they lacked political clout.
Thus, their impact did not arise from any form of pressure but had a
purely ideational character. As chapter 4 analyzes in depth, the new
solution they proposed convinced domestic experts in policymaking po-
sitions as well as their political superiors.
In conclusion, powerless Chilean experts, not the powerful IFIs, were

the prime movers in the diffusion of pension privatization in Latin

7 See Kay (1998: 6, 58, 137). This stigma never disappeared completely, however. For
instance, in 1996 El Salvador’s reform team flew twelve influential legislators to Chile to
impress on them the advantages of pension privatization. But one FMLN deputy com-
mented that despite the apparent benefits, she could never approve Chilean-style reform
because pension privatization had been constructed with the blood of so many human
rights victims (interviews with Solórzano 2004 and Ramı́rez 2004).
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America. This wave arose at a time when the IFIs focused primarily on
economic stabilization, not structural and institutional reform. The WB,
in particular, soon supported the further spread of the privatization
wave, however. Thus, the IFIs reinforced diffusion; but they did not set
it in motion (similar for education reform, Grindle 2004: 47, 198).

The Promotion of New Norms?

As the IFIs’ heavy weaponry—especially loan conditionality—did not
prove decisive for the spread of pension privatization in Latin America,
and as Chilean consultants with minimal power capabilities triggered
this wave, has “soft power,” especially the power of persuasion, been
the crucial causal mechanism? Did the IFIs or Chilean experts manage
to convince Latin American governments to embrace neoliberal goals
and maxims, reshape their definition of interests, and instill a genuine
commitment to social security privatization? Did the wave of radical
social security reform in Latin America thus result from the spread of
new norms and ideas, as sociological institutionalists and constructivists
would claim?
A private pension system rests on maxims that differ starkly from the

ideational foundations of the old PAYG system. Whereas the established
scheme was built on social and intergenerational solidarity, a private
scheme is inspired by individualism and freedom of choice. The PAYG
system promised social equity and protection guaranteed by the state;
by contrast, the new system rewards individual effort and harnesses the
efficiency of market competition for maximizing people’s benefits. Pen-
sion privatization thus brings fundamental change; to what extent was
it driven by the normative principles inspiring this change? Did new
ideas and values promoted by international organizations provide the
crucial impulse for the wave of radical pension reform in Latin America?
Among the international organizations that could promote neoliberal

ideas and values, the IFIs once again stand out. The organization that
had helped to build the old PAYG systems, the International Labour
Organisation (ILO), certainly did not advocate pension privatization;
instead, it criticized and resisted this neoliberal recipe (Beattie and Mc-
Gillivray 1995). The main proponents of the new credo were the IFIs,
especially the WB. In the 1980s and 1990s, the IFIs indeed undertook a
host of efforts to spread their market-oriented message and convince
governments of the specific benefits and general validity of neoliberal-
ism. They produced a wealth of publications, which they distributed
widely. They held a large number of international conferences and semi-
nars to proselytize for their creed and to advertise “best practices” that
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embodied neoliberal maxims in various policy arenas. These promo-
tional efforts were especially intense in the area of social security reform.
After a huge research effort, the WB produced a widely read pension
privatization program that explained its main goals and gave countries
a menu of reform options from which to choose (WB 1994a).
The normative appeal argument claims that the IFIs are quite success-

ful in their promotional efforts, which are said to go beyond mere tech-
nical assistance and to shape governmental goals. New norms embody
higher standards of modernity and legitimacy and therefore win over
the hearts and minds of policy-makers and the broader public. To
what extent can this line of reasoning account for radical social security
reform?
The neoliberal wave that included pension privatization was certainly

driven in part by the spread of new economic ideas (Edwards 1995;
Leiteritz 2003), and these ideas contained a normative component. The
attraction of neoliberalism arose not only from new or revived technical
arguments, but also from the ethics of individual responsibility, hard
work, and independence from governmental handouts. Neoliberalism
had a heroic ring: Self-reliant individuals were supposed to take life into
their own hands and assume responsibility for their choices; and reform-
minded experts were supposed to take on rent-seeking interest groups
and populist politicians to create a free society in which well-being
would depend on hard work, not lobbying and “connections.”
Thus, while presented first and foremost as a scientific edifice, neolib-

eralism also embodied a moral—even emotional—message. This norma-
tive, ideological component helps account for the fervor with which
some leading experts and policy-makers, such as Peru’s economy minis-
ter Carlos Boloña and his aides, held market-oriented views. In fact,
reform team members sometimes characterized their embrace of pension
privatization in emotional or religious terms: “We fell in love with the
project” and had “faith” in it (see in general Boloña 1993).
Yet while the IFIs’ normative message imbued some committed advo-

cates of neoliberalism with special missionary zeal, it did not hold the
broad public appeal in the pension arena that new norms enjoy accord-
ing to sociological institutionalists and constructivists. Whereas novel
maxims of human rights, for instance, sooner or later marginalize the
power interests that initially resisted their advance (see, e.g., Hawkins
2002), neoliberal norms never won such hegemony in the social security
sphere and always remained heavily contested. In fact, the ethic of indi-
vidual responsibility faced an uphill battle against prevailing views on
the importance of social solidarity, which prereform pension systems
claimed to embody. Advocates of those systems, such as trade unions
and leftist or populist parties, strongly criticized the neoliberal message



Pension Reform Pressures and Norms • 89

and defended established norms that seemed gentler and kinder and
therefore retained considerable public support. In countries where those
traditional values had particularly deep roots, such as Costa Rica, re-
formers deliberately avoided the neoliberal message. Instead of preach-
ing individualism, they stressed the congruence of their proposals with
the solidaristic principles underlying the old system (Rodrı́guez and
Durán 1998: 228–35; MIDEPLAN 1998a: 29).
In fact, the World Bank itself downplayed the normative change it

was promoting in the pension area by endorsing a complex, multipillar
system that included important solidaristic components (WB 1994a; see
also James 1998). The bank did not advocate abandoning the traditional
maxims inspiring social security and adopting completely new goals. In-
stead, it promoted the differentiation of the old goals that in its view
had been mixed up in existing social security systems. According to this
line of reasoning, all pension systems need to fulfill three functions,
namely, redistribution, insurance, and saving. Whereas pay-as-you-go
systems used one institutional scheme to attain all three goals, the World
Bank recommended assigning them to separate institutions (WB 1994a:
10–16, 73, 76, 99, 162–63). A basic redistributive pillar should guaran-
tee social solidarity and poverty alleviation; individual pension accounts
in the second and third pillars should ensure sufficient savings; and all
three pillars together would provide insurance (WB 1994a: 233–54).
Thus, the WB message did not propound conversion to a new goal,
but a more effective and efficient pursuit of already established goals.
Deemphasizing social solidarity was merely an implicit subtext (e.g., WB
1994a: 82).
In sum, the central thrust of the IFI message was pragmatic. It pre-

sented pension privatization as a new solution to long-standing prob-
lems that were inherent in PAYG systems. The very title of the WB pro-
gram, Averting the Old Age Crisis, highlights this instrumental effort to
combat threats to existing goals. In the World Bank’s technical analysis,
PAYG systems were financial and actuarial time bombs. They granted
generous entitlements that future generations eventually could not pay,
due to the inherent maturation of the pension system and to increasing
life expectancy and falling birth rates. This demographic transition in-
creased the proportion of pensioners and diminished the percentage of
active workers in the population. Sooner or later, there would not be
enough current workers to fund the increasing number of pensioners.
Therefore, PAYG systems would inevitably become unsustainable (WB
1994a: chap. 4).
By the 1980s, experience seemed to provide some corroboration of

this gloomy analysis. A number of Latin American social security sys-
tems, especially in the Southern Cone, where the demographic transition
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had advanced the farthest, were already suffering from severe financial
problems. Other countries with a younger population were facing less
dire straits, but in the World Bank’s eyes, they were well-advised to
transform their pension system soon in order to limit the accumulation
of pension entitlements, which would make the unavoidable reform
more costly later on.
In sum, the World Bank’s advocacy of structural pension reform

rested first and foremost on pragmatic considerations. The bank stressed
threats that existing social security systems posed to long-established
goals derived from the inherent core interests of the state, especially fis-
cal equilibrium. It was this instrumental, technical argument—not nor-
mative subtexts about individual responsibility—that had the greatest
impact on pension specialists, policy-makers, and the broader public, as
chapter 4 shows.
The World Bank’s second main selling point of structural pension re-

form had a more novel character. Based on Chile’s experience in the
1980s, when social security privatization was followed by a significant
increase in national savings and investment, reform advocates postulated
a causal connection between these phenomena. This argument, advanced
quite cautiously by the World Bank (WB 1994a: 92–93, 126, 202, 209,
307–10), but embraced with much greater confidence by Latin Ameri-
can reformers (see chapter 4), was important in giving pension privatiza-
tion a broader economic rationale as a crucial stimulus to national devel-
opment and in thus widening the circle of governmental decision-makers
that had a direct interest in this change. Consequently, ministries of
economy and finance, the most powerful governmental institutions, of-
ten led the charge for pension privatization. The hope that social security
reform would boost savings, investment, and growth indeed contributed
significantly to the adoption of this change by many Latin American
governments (Madrid 2003b: 31–36; Brooks 2002).
But this argument embodied a new technical claim, not a novel norm.

It did not frame radical social security reform in terms of legitimacy or
modernity, but in terms of economic benefit. The savings and investment
argument linked social security reform to an existing goal that had long
commanded broad public support, namely, socioeconomic development.
It did not introduce a new goal but depicted pension privatization as a
new instrument for accomplishing this old goal.
In sum, the World Bank’s promotion of structural pension reform did

contain a normative subtext, the ethic of individual responsibility, which
inspired the narrow circle of ideologically committed privatization advo-
cates. But the bank’s official core message, which had much broader
appeal and greater political weight, linked a Chilean-style reform to pre-
viously identified goals that governments had pursued for decades. These
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pragmatic arguments about economic benefits were decisive for allowing
the true neoliberals to win the necessary political backing for designing
and approving social security privatization. Thus, pension reform arose
primarily from conventional ends-means considerations, not from a nor-
mative shift: It promised new solutions for old goals. Contrary to socio-
logical-institutionalist and constructivist hypotheses, the IFIs’ main argu-
ments had an instrumental, not normative character.
Interestingly, considerations of international prestige did not shape

the diffusion of structural pension reform either. Sociological institution-
alists claim that developing countries look up to the First World and for
symbolic and legitimacy reasons take their inspiration primarily from
advanced, modern nations (see, e.g., Bergesen 1980). But instead of
learning from North America or Europe, for instance by importing the
novel NDC scheme, Latin American governments eagerly emulated the
private pension system enacted by another underdeveloped country;
even Argentina, which traditionally saw itself as superior to its Andean
neighbor, took this step. This diffusion among equals diverges clearly
from sociological-institutionalist predictions that innovations spread
downward in the hierarchy of global prestige (as the Bismarckian social
security system indeed did; see Orenstein 2003: 183–85). As the current
U.S. government tried to enact changes inspired partly by Chilean pen-
sion privatization, it became obvious that international status does not
shape the diffusion of innovations.

Concrete Problems as Triggers of Pension Reform

Latin American policy-makers also diverged from sociological-institu-
tionalist arguments by applying conventional goal orientation in decid-
ing on pension privatization. They saw the Chilean model as a promising
means to resolve clearly visible, previously identified problems. They
adopted this new solution to pursue long-standing, firm interests. This
instrumental posture diverges from theoretical arguments that stress the
role of new norms in reshaping actor interests. In this view, the appear-
ance of a new solution that embodies or symbolizes a novel, modern
principle or value raises standards of legitimacy and attracts support;
once embraced, this novel solution then triggers the search for a problem
that could justify its adoption (Meyer and Rowan 1977; March and
Olsen 1976; Kingdon 1984). Sociological-institutionalist theories thus
invert the conventional order of goal orientation. Applied to social secu-
rity, they argue that the desire to prove a country’s modernity and legiti-
macy prompted the emulation of the novel Chilean model, which was
rationalized through the identification of deficiencies in preexisting
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PAYG schemes. After decision-makers became committed to privatiza-
tion, they searched for problems to legitimate the adoption of this re-
form and therefore came to diagnose difficulties in the long-established
system of social protection.
My field research shows, however, that most policy-makers proceeded

in the sequence corresponding to conventional goal orientation. Public
officials who turned into leaders of pension reform teams had for years
sought to resolve worsening financial and actuarial difficulties that were
plaguing established public pension systems. These problems had been
diagnosed by a wide range of observers, even by scholars who were
distant from neoliberalism. For instance, the foremost academic expert
on Latin American pension systems, Carmelo Mesa-Lago, gave his 1989
book, which analyzed six country cases in the region, the dramatic title
Ascent to Bankruptcy. Some countries, especially in the Southern Cone,
where the demographic transition had advanced the farthest and where
pension entitlements had therefore risen substantially, faced acute fiscal
crises. Argentina, for instance, had to declare pension emergencies in the
1980s because the state lacked the cash to pay social security benefits,
which claimed 30.5 percent of current government spending in 1989
(MTSS. SSS 1991–92; Alonso 2000: 93–98). And in Uruguay, state pen-
sion spending claimed a clearly unsustainable 14.34 percent of GDP in
1994 (Filgueira and Moraes 1999: 14).
At the opposite extreme, fiscal problems were much less severe in

countries with a younger population and a less mature social security
system. El Salvador, for instance, had created a consolidated public pen-
sion system only in 1969, and the demographic transition had not ad-
vanced far in the country. As a result, the country was not facing acute
financial stress in the early 1990s. But trends were worrisome, as experts
of various ideological persuasion agreed (Mesa-Lago, Córdova, and Ló-
pez 1994: 34, 59–62; Ramı́rez 1994b: 95–99; Synthesis 2000: 1–3).
The economic crisis of the 1980s, which twelve years of civil war had
exacerbated in El Salvador, shrank the formal sector of the economy
and pushed many workers into the informal sector, where payment of
social security contributions is low. This change in occupational struc-
ture limited the number of active contributors per retiree. Actuarial sim-
ulations showed that the financial situation of the pay-as-you-go system
would deteriorate greatly in future decades. Thus, disequilibria were fast
approaching.
Many other Latin American countries that lay in between these ex-

tremes, such as Bolivia, Brazil, Costa Rica, and Peru, were already suf-
fering from significant though not overwhelming financial problems. So-
cial security systems were older and had accumulated a large stock of
pension entitlements. The demographic transition had advanced further,
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especially in Costa Rica, or was proceeding at an accelerated pace, as in
Brazil. The “lost decade” of the 1980s had changed the occupational
structure and limited or reduced affiliation with the social security sys-
tem; as a result, the ratio of active contributors per retiree had deterio-
rated significantly. Therefore, Bolivia’s pension system by the late 1980s
needed special subsidies from the government budget to remain liquid,
and Peru’s social security institute was close to financial and administra-
tive collapse at that time.
Despite looming problems, Brazil and Costa Rica faced less dire

straits, though for opposite reasons. In Brazil, accelerating price in-
creases allowed the government to limit the real value of pension benefits
surreptitiously by adjusting nominal benefits below the rate of inflation.
This corrosion of governmental outlays maintained precarious financial
equilibrium in the general social security system until the mid-1990s,
when—ironically—the government’s success in ending hyperinflation
eliminated this subterfuge and caused a growing imbalance in the pen-
sion system (Bacha 1998: 13–14, 53, 56; MPAS 1995b: 31). In Costa
Rica, by contrast, early, gradual, and externally cushioned adjustment to
the crisis of the 1980s had limited the deterioration of the occupational
structure (Mesa-Lago et al. 2000: 493–99; Clark 2001: chap. 3), and the
country’s very good health care system gave people a strong incentive to
maintain their affiliation with the social security system. Thus, although
actuarial projections forecast financial disequilibria for the future, Costa
Rica’s general social security system was not suffering from acute prob-
lems in the early 1990s.
In all of those countries, however, occupational categories with partic-

ularly high bargaining power, especially civil servants, had successfully
pushed for special pension regimes that offered very generous benefits
financed by subsidies from the public treasury and that therefore put a
significant, increasing drain on state budgets (Mesa-Lago 1978). Bolivia,
for instance, had twenty-two such “complementary funds”; many were
actuarially unsound, and some suffered from large deficits (Mercado
1991: 16–21, 27). In Costa Rica, the special schemes for school teachers
and for civil servants experienced severe disequilibria by the late 1980s
(Programa Reforma Integral de Pensiones 1998b: 3–22). In Peru, the
rule that civil servants’ pensions were increased with every readjustment
of public sector salaries imposed enormous costs on the treasury (IPE
1997: 78–98; Roggero 1993: 27–29). In El Salvador, the social security
institute for civil servants was in much more dire financial straights than
the scheme for private-sector workers (Mesa-Lago, Córdova, and López
1994: 59–61). And in Brazil, the special regimes for civil servants at
the federal, state, and municipal levels, which conceded unprecedented
privileges such as an additional salary and pension increase at the time
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of retirement, spent on their three million retirees almost as much as
the general social security regime paid its eighteen million beneficiaries
(Oliveira, Beltrão, and Ferreira 1998: 363–64). Since civil servants paid
only low contributions, this regime confronted severe actuarial and fi-
nancial disequilibria (Schwarzer 2003b: 178; WB 2003b: 599).
In sum, special pension regimes for strategically placed occupational

groups caused significant, sometimes enormous, deficits and thus greatly
exacerbated the financial problems in the social security system. To at-
tain or preserve economic stability, governments therefore faced an ur-
gent need to restore actuarial equilibrium. In addition to being financial
time bombs, these special regimes also brought substantial regressive
redistribution. Through tax payments, broad segments of the popula-
tion, including poorer sectors, helped to fund the disproportionately
generous retirement benefits of middle-class groupings. For fiscal and
equity reasons, the need to reform these privileged schemes therefore
seemed especially urgent.
In conclusion, Latin American social security systems were suffering

from real problems that had been diagnosed for years. Specialists of
various stripes agreed on the need for change and were interested in
finding solutions. As chapter 4 examines in depth, these problems made
economic specialists in governmental positions, especially in finance and
economy ministries, receptive to the Chilean model of pension privatiza-
tion. Thus, Latin American governments initiated structural social secu-
rity reform in a conventionally goal-oriented fashion: After identifying a
clear, important problem, they pursued what appeared to be a promising
solution. They did not invert this order, as sociological institutionalists
claim: They did not embrace an attractive, novel, modern scheme and
then search for a difficulty that could rationalize its adoption. Instead,
the broad outlines of means-ends rationality prevailed.
But the problems afflicting Latin American pension systems did not

determine the solution that policy-makers adopted. Financial and actu-
arial disequilibria did not require and necessitate social security privati-
zation. In fact, Chilean-style reform was bound to aggravate the me-
dium-term drain on public budgets through its huge fiscal transition
cost, which had to be paid for decades. For many years to come, para-
metric reforms and the elimination of privileges would bring much
greater financial relief than pension privatization. Thus, the emulation
of the Chilean model was not the logical solution to the difficulties that
triggered reform efforts. These problems did not in any direct, function-
alist way bring forth this recipe for change.
The wave of radical reforms was not purely demand-driven. While

real problems triggered this change, they cannot fully account for its
shape and nature. Instead, a supply-side factor, namely, the availability
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of the Chilean privatization model, played a decisive role as well. Infor-
mation about this innovation made a crucial independent contribution
to the decision of so many Latin American governments to adopt struc-
tural social security reform. If this blueprint had not appeared on deci-
sion-makers’ radar screen, they would most likely have continued to
tinker with the existing pension system. It was the availability of the
Chilean model that made policy-makers go beyond incremental, piece-
meal reforms and embark instead on a systemic transformation.
Thus, the wave of pension reforms in Latin America was decisively

inspired by learning from the Chilean model, as chapter 4 demonstrates.
Reforms are not the direct product of domestic problems and the socio-
political interests that respond to these difficulties, as conventional polit-
ical economy frameworks assume. Instead, external ideas, models, and
experiences often make a crucial contribution as well, as diffusion ap-
proaches claim (see Orenstein 2003: 173).

Conclusion

This chapter has shown that two approaches that are often invoked to
explain the diffusion of innovations across countries and that emphasize
external pressures and normative appeals, respectively, cannot account
for the wavelike spread of pension privatization in Latin America. The
impressive power resources of the IFIs did not serve as the main causal
mechanism that made governments emulate the Chilean model. The IFIs
did not initiate this wave of change but only supported it once it was
already under way. They helped governments who embraced privatiza-
tion to carry through this project, as in Bolivia and El Salvador, but did
not manage to impose their will on administrations that were reluc-
tant to take this step, as in Costa Rica and Brazil. In sum, these seem-
ingly powerful institutions made some contribution to the spread of pen-
sion privatization, but this process was clearly not the result of vertical
imposition.
The diffusion of the Chilean model did not result from the normative

appeal of novel ideas either. While the ethic of individual responsibility
inspired some strongly committed neoliberals among pension reformers,
it never achieved public hegemony and did not guarantee the privatiza-
tion project the necessary broader support. Instead, traditional norms of
social solidarity and state protection continued to hold considerable
sway in the social security arena and blocked the advance of individual-
istic norms. These old ideas were so firmly entrenched that leading priva-
tization advocates, including the WB, depicted their novel ideas as a
mere effort to pursue established goals more transparently and effi-
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ciently. Instead of preaching new norms, they advanced mostly instru-
mental, pragmatic arguments and claimed that pension privatization
would augment individual and collective economic benefits.
In sum, the wave of drastic social security reform did not result from

vertical imposition. Domestic decision-makers retained considerable au-
tonomy; they chose to enact pension privatization, inspired by horizon-
tal learning from the Chilean model. Moreover, their main motivation
was not concern for legitimacy and modernity, but the pursuit of clear,
long-established interests that seemed to face new challenges from acute
financial problems or looming actuarial deficits in existing social security
systems. Decision-makers thus acted primarily in a goal-oriented, instru-
mentally rational fashion.
Yet how did they pursue those goals? Did the process of deliberation

and policymaking approximate the postulates of comprehensive ration-
ality as specialists and politicians actively searched for solutions to the
problems they were facing and derived their reform decisions from sys-
tematic, balanced cost-benefit analyses? Or did experts and policy-
makers, besieged by uncertainty and time pressures, resort to cognitive
shortcuts that made the processing of overabundant, ambiguous in-
formation easier, yet at the risk of yielding distorted, rationally subopti-
mal inferences and conclusions? Thus, was decision making shaped
by the patterns of bounded rationality? Chapter 4 analyzes these crucial
questions.



CHA P T ER 4

Cognitive Heuristics in the Diffusion
of Pension Reform

External imposition and new norms were not decisive for propelling
pension privatization, as chapter 3 shows. Instead, this reform wave re-
sulted primarily from instrumentally driven domestic efforts to resolve
pressing problems that threatened long-established interests. The present
chapter investigates the crucial question of whether national decision-
makers pursued these goals by approximating the ideal-typical postu-
lates of comprehensive rationality or by applying bounded rationality.
Did they proactively search for the relevant information and process it
in a systematic and balanced fashion, or did they rely on cognitive short-
cuts that selectively guided their attention and skewed their judgments?
My field research shows that policy-makers deviated significantly

from the maxims of full rationality. They displayed the limitations of
information processing highlighted by theories of bounded rationality.
Logically arbitrary factors attracted their attention to one outstanding
model, namely, Chile’s bold pension privatization, while making them
neglect other foreign experiences that also deserved consideration. Cog-
nitive shortcuts also skewed their evaluation of the main model that they
did consider: They overestimated the significance of the limited stretch
of success that Chile’s private pension system had attained by the late
1980s and attributed a good part of Chile’s impressive growth after
1985 to social security privatization, which they associated with increased
national savings and investment. And where policy-makers decided to
follow in Chile’s footsteps, they were so captivated by this model that
they adopted it with limited modifications; as is typical of boundedly
rational decision-makers, they preferred imitation over redesign.
The heuristics of availability, representativeness, and anchoring—

rather than the standards of comprehensive rationality—thus shaped the
spread of pension privatization in Latin America. These inferential
shortcuts had particular force in Bolivia, El Salvador, and Peru, where
limitations in domestic technical capacity, the small size and fairly ho-
mogeneous composition of pension reform teams, and the dearth of
broader political debate kept the bounds of rationality particularly nar-
row. As a result, pension reformers focused almost exclusively on the
Chilean model, accepted its aura of success, and inferred that it held
high promise for their own countries. In fact, the Bolivian, Salvadoran,
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and—to a lesser extent—Peruvian change teams drew heavily on advice
from Chilean experts who actively promoted their model.
By promising significant macroeconomic spillover effects, the repre-

sentativeness heuristic induced economic generalists in governments’
economic agencies to push hard for pension privatization. In Bolivia, El
Salvador, and Peru, social security institutes with a stake in defending
the established systems were weakened by administrative troubles and
actuarial or financial problems. Trade unions and left-wing parties were
debilitated by the legacies of hyperinflation and orthodox adjustment in
Bolivia and Peru and of a lengthy civil war in El Salvador. As a result,
small technocratic change teams dominated by economic generalists
gained free rein to follow cognitive shortcuts and advance drastic pen-
sion reforms. The heuristics of availability, representativeness, and an-
choring molded decision outputs and produced rather faithful replica-
tions of the Chilean model.
In Brazil, the cognitive availability of the Chilean model also capti-

vated decision-makers’ attention and confined reform discussions to the
privatization question for most of the 1990s. The representativeness
heuristic induced especially officials and advisors of the powerful eco-
nomic ministries to expound the promises attached to Chilean-style pri-
vatization and press for its emulation in Brazil. Under three consecutive
governments, change teams therefore elaborated drastic reform propos-
als. But specialists from the Social Security Ministry, which has consider-
able technical capacity and institutional clout in Brazil, focused on social
equity and stressed the downsides of Chilean privatization. Since clien-
telist politicians who wanted to maintain politically distributable pa-
tronage had great influence in Brazil’s fragmented party system, and
since trade unions and leftist parties opposed to privatization com-
manded political weight, social security officials found allies in Congress
and society in their struggles with the economy ministries. The pressure
for pension privatization inspired by the Chilean model therefore en-
countered insurmountable resistance, and the debate remained stale-
mated for many years.
By limiting the reform discussion to the question of full privatization

vs. parametric reforms, the availability heuristic perpetuated the impasse
for almost a decade. Only when the World Bank made the notional
defined-contribution scheme, which was designed in Europe, available
to Brazilian experts did an escape from this stalemate finally open up.
Availability enhancement by an IFI offered a third reform option and
laid to rest the polarized debate between privatization advocates, who
propounded sanguine assessments of Chile’s success in line with the
representativeness heuristic, and the opponents, who highlighted the
negative repercussions of the Chilean model for social equity. And as
more information on the actual performance of private pension systems
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has become available, the high hopes that some sectors had attached to
pension privatization have gradually faded, making the resumption of
drastic reform efforts in Brazil unlikely.
The availability heuristic also made Costa Rican policy-makers ini-

tially focus on the Chilean model, and the representativeness heuristic
led economic generalists to extol the macroeconomic benefits of privati-
zation. But the high technical capacity and institutional strength of the
existing social security agency guaranteed pension experts ample partici-
pation in the reform debate, which allowed for broadening the bounds
of rationality. Firm, broad commitment to social-democratic values,
which had allowed Costa Rica to attain great social progress, made sec-
tor specialists skeptical about the promises that the representativeness
heuristic attached to the Chilean model. They stressed the downsides of
full privatization, such as limited coverage and high transition costs.
Therefore, they sought inspiration in a moderate reform model, namely,
Uruguay’s mixed system. After concertation with societal interests and
lengthy deliberations in Congress, which are typical of the country’s
consensual policy process, the government found approval for this proj-
ect, which instituted obligatory individual pension accounts, but privat-
ized only a limited segment of the extensive social security system.
In sum, experts and policy-makers in all five countries deviated greatly

from the principles of comprehensive rationality and applied cognitive
heuristics in deliberating on pension reform. These causal mechanisms
encountered few obstacles and profoundly shaped decision outputs in
Bolivia, El Salvador, and Peru, These countries therefore emulated the
Chilean model with surprising faithfulness, despite its questionable fit with
their underdeveloped economies and societies. In Brazil, the availability
heuristic also held sway for years, concentrating the political debate on
the pros and cons of the Chilean model. But political-institutional diver-
gences blocked radical privatization, until availability enhancement by
the World Bank finally allowed for an escape from this impasse. In
Costa Rica, cognitive heuristics also put pension privatization on the
policy agenda, but a diverse group of experts widened the bounds of
rationality and sought a reform option that was politically feasible in
this consensual, social-democratic country.

Radical Pension Privatization in Bolivia, El Salvador,
and Peru

The Availability Heuristic: Fixation on the Chilean Model

The Bolivian, Peruvian, and Salvadoran pension systems suffered from
significant administrative, actuarial, and financial difficulties, as chapter
3 shows. These problems were most acute in Peru, where the Alan
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Garcı́a administration (1985–90) irresponsibly doubled the staff of the
social security agency (Instituto Peruano de Seguridad Social) and where
hyperinflation devastated finances. But all these problems did not “re-
quire” full-scale privatization. Other decision options, such as deter-
mined parametric reform or the introduction of notional accounts, were
feasible and promising. In fact, these alternatives could yield short-term
relief—much desired by political leaders—whereas social security priva-
tization created huge transition costs. The striking availability of the
Chilean model was decisive for the emergence of privatization proposals
in Bolivia, El Salvador, and Peru. Only this cognitive “supply” factor
explains why important yet not catastrophic problems gave rise to bold
projects for completely revamping social security systems; the problems
alone cannot account for this surprising departure from long-standing
trajectories of pension policy. By focusing attention on the Chilean
model, the availability heuristic provided an essential impulse to social
security privatization.
As the paradigmatic case of drivers seeing a car crash suggests, the

special availability of Chile’s privatization model resulted from two fac-
tors, namely, its bold, drastic nature and the direct, personal knowledge
that Latin American decision-makers gained. First, privatization consti-
tuted an audacious departure from decades of social security policy.
Whereas decision making usually proceeds incrementally, Chile’s reform
radically departed from tradition and broke new ground. Privatization
did not just tinker with a specific aspect of social security but put the
whole system on a new foundation. Whereas a limited modification may
have gone unnoticed, this bold, comprehensive revamping attracted
widespread attention. Moreover, the Chilean reform was “out of one
piece.” Systematically derived from clear theoretical and ideological
principles, its logic was easy to grasp. Its essential simplicity made it
much more appealing to boundedly rational decision-makers than a
complicated eclectic scheme. In fact, the Chilean model promised a de-
finitive solution by taking most decisions on social security out of the
realm of public policymaking. Whereas a parametric strategy required
frequent adjustments of contributions, entitlements, and benefit values,
privatization would resolve these issues once and for all by stipulating
basic rules and turning many specific decisions into matters of individual
choice (interviews with Brevé 2004, Solórzano 2004, and Daboub 2004).
The promise to unload a complicated, conflict-ridden issue area ap-
pealed to boundedly rational policy-makers and attracted their attention
to the Chilean model. Thus, inherent characteristics of this bold innova-
tion boosted its cognitive availability.
Second, personal contacts were crucial for focusing decision-makers’

attention on the Chilean model. In fact, the realization that full-scale
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privatization could resolve the difficulties afflicting the Bolivian, Peru-
vian, and Salvadoran pension systems arose in surprisingly accidental
ways. Economic experts did not become aware of the Chilean model’s
potential during a proactive search for a solution to administrative, ac-
tuarial, or financial problems. While they had undoubtedly heard of
Chile’s privatization, they apparently did not see it as relevant for their
own countries. Only when they entered into face-to-face contact with
Chilean experts who promoted this model did they suddenly come to
perceive privatization as a possible solution to the problems facing them.
In Bolivia, this connection “clicked” when the Finance Ministry’s

budget director, Helga Salinas, attended the annual conference of the
business peak association, Confederación de Empresarios Privados de
Bolivia (CEPB). The keynote speaker was the architect of Chile’s reform,
José Piñera (interview with Cuevas 2002). Widely credited with great
persuasive powers, Piñera advertised his innovation with missionary
zeal. Salinas was so captivated that she took Piñera aside and kept talk-
ing to him over lunch. She depicts this encounter as an eye-opening ex-
perience, a crucial turning point in her ongoing efforts to combat pen-
sion problems, and the starting point of the privatization project, which
drew on very extensive advice and consultations with Chilean experts
during the following years (interviews with Salinas 2002 and Bonadona
2002).1

In El Salvador, the privatization plan emerged in a similarly unplanned
fashion as the Chilean model suddenly became cognitively available. An
IDB-funded domestic team charged with the limited task of improving
the administration and finances of the existing social security agencies
was making minimal progress when one of the consultants it had
contracted, a Chilean involved in pension privatization, promoted this
model as a radical alternative.2 To assess the relevance of this innova-
tion, which immediately attracted attention from Salvadoran generalists,
one of them traveled to Chile and collected information (interview with
Ramı́rez 2004). This first-hand experience put Salvadoran pension pol-
icy on a completely new track by giving rise to the privatization project,
which was elaborated in intensive cooperation with Chilean consultants
(Socimer International Bank 1993; Proceso de Implementación n.d.; WB
1996b: 20). Thus, Salvadoran officials unexpectedly came to see the

1 Bolivia’s business peak association submitted a very brief, general plea for drastic pen-
sion reform in June 1991 (CEPB 1991b)—months after Piñera’s speech.

2 Interviews with Ramı́rez (2004) and Solórzano (2004); Proceso de Implementación
(n.d.: 1). On the beginning of the Salvadoran reform discussion, see Córdova (1993: 1–4)
and Synthesis (2000: 1–2, 23). At that time, the IDB was not advocating pension privatiza-
tion à la Chile (see Mesa-Lago 1991).
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Chilean model as a potential solution to the problems they were trying
to address.
In Peru, the privatization project emerged out of contacts between

Chilean experts and advisors of neoliberal presidential candidate Mario
Vargas Llosa, who elaborated a comprehensive program of market re-
forms in the run-up to the 1990 contest (Movimiento Libertad 1988).
Piñera himself advertised his innovation at a well-publicized conference
in Lima in March 1990. After Alberto Fujimori defeated Vargas Llosa
yet initiated neoliberal adjustment, Mario Roggero, a congressional dep-
uty from Vargas Llosa’s Movimiento Libertad with close connections to
Piñera, kept the project alive and sought parliamentary approval for
Chilean-style privatization (Roggero 1993; interview with Roggero
2002). Roggero’s unsuccessful efforts attracted the attention of neolib-
eral Economy Minister Carlos Boloña, who in late 1991 took charge of
the project. Thus, Peru’s privatization proposal also arose haphazardly
out of discussions with Chilean specialists.
Therefore, the special availability of the bold Chilean model, which

was advertised by its originator José Piñera and his aides, set in motion
the privatization projects in all three countries. Face-to-face encounters
played a crucial role in alerting domestic decision-makers to the signifi-
cance of the Chilean model. While Bolivian, Peruvian, and Salvadoran
economists had certainly known about this reform before, they only
came to see its potential as a solution to the problems facing their coun-
tries when they entered into personal contact with Chilean experts who
had first-hand knowledge of this profound change (interviews with Sali-
nas 2002, Bonadona 2002, Ramı́rez 2004, and Tamayo 2004). Direct,
vivid experiences, such as Piñera’s rousing speech at the CEPB meeting,
created a much stronger impression than a dry technical report. These
personal contacts suddenly made the Chilean model look like a plausible
response to domestic difficulties. They drew Bolivian, Peruvian, and Sal-
vadoran experts’ attention to this striking innovation, which captivated
their minds. Thus, as personally witnessing a car crash has a much
greater impact than reading about an accident in the newspaper, so per-
sonal contact with Chilean experts was decisive for establishing the rele-
vance of pension privatization.
In Bolivia and Peru, geographic proximity facilitated these contacts

and enhanced the impact of the Chilean model. Innovations enacted
across the border are more directly available than changes carried out
in a distant corner of the region—not to speak of other continents.
Therefore Chile’s three neighbors, Argentina, Bolivia, and Peru, were
among the first countries to initiate reform projects inspired by the Chil-
ean model. Contiguity favors cognitive availability and prompts emula-
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tion. Argentine, Bolivian, and Peruvian specialists were especially re-
ceptive to messages about this next-door innovation.
El Salvador, by contrast, lies far away from Chile. Nevertheless, the

Salvadoran team learned primarily from Chile, not from more proxi-
mate Mexico, which was designing privatization at the same time. The
special availability of the Chilean model resulted from the broader affin-
ity between the two nations that Salvadoran decision-makers perceived.
Praising El Salvador as the most dynamic and world-open country in
Central America, they were particularly receptive to foreign ideas and
focused their attention on Chile, which they saw as the lead innovator
in the hemisphere. In fact, they wanted to turn El Salvador into “the
Chile of Central America.”3 This quest for emulation arose in part from
perceived similarities in historical experiences: Both nations had faced
powerful challenges from the revolutionary left—Chile under the gov-
ernment of Salvador Allende (1970–73), El Salvador during the civil war
of the 1980s; they had both sought to defuse these threats by enacting
comprehensive packages of market-oriented reforms (Daboub 2004b;
see Segovia 2002: 27–51). This interpretation of recent history helps
account for the cognitive impact of the Chilean model so far away from
home.
The special availability of the Chilean model in turn helps explain

why El Salvador was the first nation in its subregion to start a privatiza-
tion project and why—with the exception of Costa Rica—it has re-
mained the only Central American country to implement this change. In
Guatemala, Honduras, and Nicaragua, pension reform did not attract
the same degree of attention. Proposals to emulate the Chilean model
were pursued with less determination and more easily derailed in the
decision making or implementation process (e.g., interview with Durán
2004). Although the four countries faced similar problems in their social
security systems, the availability heuristic launched El Salvador on a
bolder reform course than its neighbors.
As in El Salvador, general ideological affinities enhanced the availabil-

ity of Chilean-style privatization in Bolivia and Peru as well. The willing-
ness of the Bolivian, Peruvian, and Salvadoran governments to enact
market reforms helped the Chilean model gain resonance. This blueprint
was in line with the overall orientation of these countries’ development
policy (interviews with Du Bois 2002 and Peñaranda 2002).
But ideological affinities were neither necessary nor sufficient for the

3 The former finance minister proudly stressed that El Salvador was competing with
Chile for highest Latin American ranking in the global competitiveness index (interview
with Daboub 2004). On this general point, also see interview with Ramı́rez (2004).
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launching of privatization projects. First, not all government leaders and
reform team members were convinced neoliberals. For instance, presi-
dents Fujimori of Peru and Jaime Paz Zamora of Bolivia (1989–93) were
pragmatists, not ideologues.4 Yet despite Fujimori’s skepticism towards
extending neoliberalism to social sectors (interviews with Peñaranda
2002, Romero 2002, De los Heros 2002, and Du Bois 2002; Graham
1998: 113–15), pension privatization in Peru advanced very quickly.
Second, if ideological affinity had been decisive, Bolivian, Peruvian, and
Salvadoran specialists would have taken the initiative to gather infor-
mation about Chile’s innovation. But diffusion did not start with such
proactive efforts. Instead, the Chilean model only became cognitively
available when vivid, face-to-face experiences—such as José Piñera’s
charismatic discourse at the CEPB convention or the acquaintance of
Salvadoran experts with a Chilean consultant—drew their attention to
this innovation. Direct contacts were crucial to alert decision-makers to
the promise of Chile’s reform for resolving the difficulties confronting
them. The availability heuristic clearly was at work.
In line with this cognitive shortcut, Bolivian, Peruvian, and Salvado-

ran pension reformers focused almost exclusively on Chile. The first con-
tacts to Chilean experts quickly gave rise to dense networks of exchange.
Bolivian, Peruvian, and Salvadoran experts undertook many study trips
to Chile to gain first-hand knowledge (Proceso de Implementación n.d.;
interviews with Salinas 2002, Gottret 2002, Vargas 2002, Mercado
2002, Ramı́rez 2004, and Tamayo 2004). Furthermore, they contracted
a number of Chilean consultants to provide detailed information on the
new system and advice on their own reform plans (Socimer International
Bank 1993; WB 1996b: 20; Madrid’s interviews with Iglesias 1996 and
Larraı́n 1997). José Piñera, for instance, co-authored eight reports for
Bolivian specialists in 1990/91, and his collaborators contributed nu-
merous additional studies.5

In fact, Chilean specialists designed the basic outlines of the Bolivian
and Salvadoran reforms, and Peruvian experts for their first privatiza-
tion effort copied Chilean documents and Movimiento Libertad propos-
als based on them (Boloña 1995: 78). Even studies authored by domestic
experts sometimes appeared under the auspices of Chilean institutions
that promoted pension privatization (Banco Mundial. Proyecto de Re-
forma 1993a, 1993b). And reports by Chilean consultants were occa-
sionally republished as if they had been written by domestic institutions

4 Peru’s former economy minister Carlos Boloña indicates (1993: iii, 169–70, 202) that
Fujimori never converted to neoliberalism.

5 In its two-page bibliography, Price Waterhouse (1993) lists eight consultant reports
co-authored by Piñera and Claro y Asociados and four reports submitted by Claro y Asoci-
ados alone. See also Bustamante and Tarziján (1993).
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(Mesa-Lago and Durán 1998: 75). Thus, the initial encounters of Boliv-
ian, Peruvian, and Salvadoran specialists with Chilean privatization ad-
vocates opened the floodgates for a stream of additional information;
accidental contacts triggered avalanches (interviews with Peñaranda
2002, Romero 2002, Salinas 2002, Vargas 2002, Pantoja 2002, and
Solórzano 2004).
In sum, Chile clearly was the principal point of reference for Bolivian,

Peruvian, and Salvadoran pension reformers. By contrast, these experts
paid surprisingly little attention to reforms elaborated in other Latin
American countries. In the early 1990s, Argentina and Colombia were
designing profound changes, which—while emulating Chilean privatiza-
tion—diverged from the original in some ways. Argentina was creating
a mixed system that maintained the public pay-as-you-go scheme and
added private pension funds; Colombia was elaborating parallel private
and public schemes among which affiliates could choose. Comprehen-
sive rationality called for systematic analysis of these modulations on
the Chilean theme. But bounded rationality discouraged wide-ranging,
proactive information gathering. Specialists shied away from high com-
putational effort. The availability heuristic focused their attention on the
Chilean model. As the striking original captivated their minds, modified
versions of it were neglected.
Numerous interviews with reform team members and ample docu-

ments show that contacts with Argentine and Colombian specialists re-
mained sporadic.6 They were mostly confined to occasional conversa-
tions at international conferences. Only one Bolivian expert mentioned a
study mission to Argentina (interview with Bonadona 2002). Salvadoran
specialists reported a visit to Argentina and Colombia (besides Chile),
but the paper trail of documents suggests that these contacts remained
superficial and had no significance or impact—whereas there is over-
whelming evidence of a strong orientation toward Chile. In fact, the
Salvadoran team asked Chilean consultants to evaluate a Chilean-style
radical reform compared to a mixed system à la Argentina; not surpris-
ingly, the Chileans proved the superiority of the drastic privatization
that they had helped to institute in their own country (interviews with
Ramı́rez 2004 and Solórzano 2004; Socimer International Bank 1993).
Thus, to the limited extent that Salvadoran experts considered other
reform options, they did not assess them in a neutral, unbiased way.
Instead, it seems that they became “hooked on” Chile’s drastic privatiza-
tion early on (interview with Brevé 2004). The later trips to Argentina

6 Interviews with Gottret (2002), Grandi (2002), Guevara (2002), Pantoja (2002), and
Vargas (2002). Peru privatized its pension system before Argentina and Colombia, using
Chile as the crucial reference point (interviews with Du Bois 2002 and Romero 2002).
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and Colombia may simply have been efforts to signal more openness
and rationality than actually prevailed.7

The single-minded focus on Chile and inattention to the Argentine
and Colombian reform efforts were rationally suboptimal. To improve
decision quality, comprehensive rationality calls for serious, unbiased
consideration of all feasible options. But the availability heuristic skewed
decision-makers’ attention; the Chilean model overshadowed other al-
ternatives. The neglect of the Argentine and Colombian reforms was
especially problematic because they could have suggested interesting les-
sons on the politics of pension privatization. Whereas in Chile this dras-
tic change had been imposed by a dictatorship, Bolivia, El Salvador, and
Peru—like Argentina and Colombia—were elaborating reforms in fairly
democratic settings. Governments in all these countries faced electoral
constraints that Chile’s authoritarian regime had simply suspended.
Thus, contacts among emulating countries could have been useful for

learning about decision-making strategies and for discussing potential
adaptations of Chile’s drastic blueprint to democratic contexts. It was
no accident that both Argentina and Colombia were charting a more
moderate course than Chile (cf. Mesa-Lago and Müller 2002). In fact,
some domestic experts also invoked the democratic nature of their poli-
ties, which made them foresee societal resistance, to advocate less radical
reforms (IBSS 1992: 27–41; Mesa-Lago, Córdova, and López 1994: 86–
87). But notwithstanding these rational reasons, contacts among emulat-
ing countries remained very limited because Bolivian, Peruvian, and Sal-
vadoran specialists were captivated by the Chilean model. They clearly
preferred inspiration from the original and looked down upon the modi-
fied privatization schemes designed in Argentina and Colombia.
This neglect is especially surprising in the Bolivian case because there

had been earlier contact with Argentine pension reformers. The later
leader of Argentina’s privatization effort, Walter Schulthess, had elabo-
rated an extensive report on Bolivia’s social security system in 1988,
which recommended modest changes (Schulthess 1988). But the Bolivian
team did not seek out Schulthess again when the domestic agenda shifted
to profound reform. As this new departure was stimulated by contacts
with Chilean experts, the radical original model now became the main
reference point; the more eclectic Argentine reform did not appeal to

7 The Salvadoran team organized a seemingly balanced briefing of President-elect Ar-
mando Calderón Sol in May 1994, pairing a Chilean proponent of full privatization, Au-
gusto Iglesias, with Carmelo Mesa-Lago, a well-known advocate of a mixed system. But
a team member admitted that they had already decided on the Chilean model beforehand
and did not seriously consider the mixed option (interview July 2004; see also Socimer
International Bank 1993). On later occasions, the team outright refused to listen to experts
who diverged from its line (Mesa-Lago and Durán 1998: 74–78).
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Bolivian experts. Thus, the availability heuristic kept Bolivian specialists’
attention fixated on the Chilean blueprint.
Bolivian, Peruvian, and Salvadoran reform team members indeed jus-

tified this unbalanced focus with the purity of Chile’s privatization. By
contrast to Argentina’s mixed scheme and Colombia’s parallel system,
the Chilean model was “out of one piece.” Derived from simple, clear
principles, it was neater and more coherent than those complicated
schemes. Therefore, it was more attractive to boundedly rational deci-
sion-makers. By phasing out the pay-as-you-go system, Chile’s reform
brought definitive change, whereas Argentina and Colombia maintained
this system as a basic social protection or a full option. The promise to
resolve pension problems once and for all and thus remove a problem-
atic, conflictual issue from the political agenda appealed to overbur-
dened decision-makers and technocrats (interviews with Brevé 2004, So-
lórzano 2004, and Daboub 2004). Thus, considerations of bounded
rationality underlay the fixation on the Chilean model and neglect of
other relevant options.
Furthermore, Bolivian, Peruvian, and Salvadoran pension reformers

took into account only Latin American experiences. The extensive Euro-
pean discussion on social security reform went virtually unnoticed. In
particular, the notional defined-contribution scheme, an interesting com-
bination of PAYG and privatization, remained off their radar screen.
This neglect of European experiences is noteworthy; the availability heu-
ristic drowned out normative or symbolic considerations. Given Eu-
rope’s developmental status, international prestige, and sterling demo-
cratic credentials, constructivists would expect the novel NDC system
to find more receptivity in Latin America than an innovation designed
by a dictatorship in an underdeveloped country. But direct, first-hand
knowledge of the bold Chilean model proved far more influential than
the normative and symbolic appeal of the European option. Due to the
availability heuristic, diffusion proceeded through horizontal South-
South channels rather than the vertical North-South channels high-
lighted by constructivists.
The cognitive unavailability of the NDC scheme diminished decision

quality, especially in Bolivia. As discussed in chapter 3, Bolivia’s privat-
ized pension system has effectively approximated the core principle of
an NDC system: The government has obliged private pension fund ad-
ministrators to use workers’ social security contributions to buy well-
remunerated government bonds, which finance current pension benefits.
Thus, Bolivia effectively continues to use PAYG funding (interviews with
Bonadona 2002 and Pantoja 2002; Evia and Fernández 2004: 17)—yet
at a much higher fiscal cost than in an NDC scheme. As the former
director of the World Bank pension privatization project for Bolivia,
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Pablo Gottret (1999: 16), remarked bitterly, “the only difference be-
tween the new and the old system, as far as payments to current retirees
is concerned, is that the new system lends the funding formally through
long term treasury bonds issued at 8% in dollars. . . . In the old system
there was no formal recognition of such borrowing.” Thus, the state
now pays high real interest for borrowing workers’ contributions, which
it could capture at much lower cost in an NDC scheme.
The resulting fiscal drain has raised Bolivia’s public deficit, effectively

burdening the whole population—including the poor majority—with a
cost incurred on behalf of the limited number of social security affiliates,
who tend to be better-off. In fact, the fiscal deficit boosted by the excess
cost of privatization, which reached 4 percent of GDP (WB 1999b: 10;
Escobar and Nina 2004: 17–20; Holzmann and Hinz 2005: 148), soon
required painful adjustment. These stabilization efforts in turn triggered
the severe political crisis that entailed the violent ouster of President
Gonzalo Sánchez de Lozada—the political architect of pension reform—
in October 2003 and that threatened democratic stability and economic
prosperity thereafter (Laserna 2003: 13; Arellano 2004). Thus, the un-
availability of the NDC option, a product of bounded rationality, turned
Bolivia’s social security reform suboptimal. Cognitive shortcuts can pro-
duce deleterious consequences that full rationality would avoid.
In sum, the availability heuristic concentrated decision-makers’ atten-

tion on the Chilean model, which overshadowed other relevant experi-
ences. It privileged one reform proposal and helped to preclude other
options. By putting policymaking on a narrow track, it diminished deci-
sion quality and contributed to problematic policy outputs.

The Representativeness Heuristic: Enthusiasm for the Chilean Model

Contrary to constructivist arguments, a novel model that looks modern
and embodies new norms does not automatically prompt imitation. In-
stead of being swayed by legitimacy considerations, policy-makers pri-
marily pursue interests, especially in redistributive policy arenas. There-
fore, they assess a model’s promise—its likely costs and benefits—when
deciding whether to adopt it. They do not jump on the bandwagon im-
mediately after a new model becomes cognitively available but wait for
a stretch of performance to accumulate before they judge the novel blue-
print’s success. Therefore, the spread of innovations is not instantaneous
but starts after an initial delay, as captured in the S-shaped curve of
diffusion.
The cognitive-psychological approach agrees with rational choice that

interests drive the spread of redistributive policy models and that deci-
sion-makers insist on evaluating the success of innovations. But these
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frameworks diverge on how decision-makers judge the costs and benefits
of novel blueprints. Whereas rational learning postulates a systematic,
balanced assessment of the relevant information, cognitive psychology
highlights shortcuts that distort inferences. After the availability heuris-
tic has narrowed policy-makers’ attention to one outstanding model, the
representativeness heuristic skews their conclusions about its success or
failure. They tend to overextrapolate from the initial stretch of perfor-
mance that a model attains. Drawing excessively firm inferences from
small samples, they see a successful start as an indication of inherent
quality, disregarding the likelihood of accidental fluctuations and regres-
sion toward the mean. Applying a similar shortcut, they also draw im-
properly strong inferences from part to whole and vice versa (Tversky
and Kahneman 1982: 84; Jennings, Amabile, and Ross 1982: 215–16).
Accordingly, they associate good performance of a system with the suc-
cess of its constituent units.
The representativeness heuristic clearly shaped evaluations of the

Chilean model. The Bolivian, Peruvian, and Salvadoran reform teams
were impressed with the initial success of Chile’s private pension funds
and associated them with the country’s stellar growth from 1985 on-
ward. The Chilean model therefore gained an aura of inherent success.
In fact, this enthusiasm arose largely from information provided by Chil-
ean consultants who had participated in the new pension system. Yet
although these promoters of privatization were not neutral sources, the
Bolivian, Peruvian, and Salvadoran teams relied primarily on their re-
ports. In both process and outcome, decision-makers’ judgments of suc-
cess thus deviated from comprehensive rationality.
Specifically, the economists dominating the Bolivian, Peruvian, and

Salvadoran reform teams were struck by the accomplishments of Chile’s
private pension system during its first decade. Following the representa-
tiveness heuristic, they overestimated the significance of this initial per-
formance. For instance, Bolivia’s national pension secretary justified the
decision to emulate the Chilean model in part with the 14 percent aver-
age return that Chile’s pension funds had achieved until the mid-1990s
(interview with Peña Rueda 2002; see also Exposición de Motivos 1993:
1); but he quickly added that this rate had fallen significantly thereafter.8

Similarly, members of the Salvadoran team claimed that drastic reform
was meant primarily to increase pension benefits (interview with Ta-
mayo 2004); this hope rested on projections inspired by Chile’s high
initial investment returns. But this expectation was soon disappointed;
results in El Salvador have been surprisingly meager (interviews with

8 In fact, “the returns on the individual accounts are modest” in Bolivia (Escobar and
Nina 2004: 23).
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Martı́nez Orellana 2004, Ramı́rez 2004, and Tamayo 2004; Acuña
2005: 23–24, 34–35). In Peru, pension reformers also pointed to the
initially high rates of return of the Chilean pension funds (interview with
Du Bois 2002) and extolled the overall success of the new system (inter-
view with De los Heros 2002).
Furthermore, Bolivian, Peruvian, and Salvadoran reformers com-

monly associated social security privatization with Chile’s growth boom
after 1985. Despite the absence of firm empirical evidence—acknowl-
edged even by the World Bank (1994: 92, 209, 307–10)—they held
private pension funds responsible for the dramatic increase in domestic
savings and investment in Chile during the 1980s, which fueled superb
growth. In a typical but logically problematic inference from whole to
part, they regarded social security reform as representative of Chile’s
stellar economic performance (interviews with Bonadona 2002, Du Bois
2002, De los Heros 2002, Peñaranda 2002, Vargas 2002, Daboub 2004,
and Solórzano 2004). This jump to conclusions broadened the signifi-
cance of pension reform and made it appear as decisive for economic
development. This new connection to long-standing goals greatly rein-
forced economy ministries’ interest in pension privatization and altered
the constellation of political forces in this policy arena. Economists
sought to take charge and displace social security experts (Madrid 2003:
31–36, 49–52; Müller 2003: 13–16). Cognitive heuristics thus shaped
political struggles.
Chilean consultants and, later, IFI officials widely expounded this as-

sociative line of reasoning (e.g., Claro y Asociados 1991; WB 1994:
92–93, 126, 202, 209, 307–10). Dominated by economic officials, the
Bolivian, Peruvian, and Salvadoran teams accepted these claims and jus-
tified pension privatization with the expectation that it would boost do-
mestic savings, investment, and growth (interviews with Bonadona 2002,
Peñaranda 2002, Solórzano 2004, and Vargas 2002; Bonadona 1998:
69–70, 91; Mercado 1994: 10, 15–16; Ramı́rez 1994b: 102–3; Comi-
sión para la Reforma 1996: 22).
Interestingly, these enthusiastic evaluations of Chilean pension privati-

zation rested largely on information provided by Chilean experts who
had participated in the new system and thus had a personal stake in its
success. As Bolivian, Peruvian, and Salvadoran reform team members
acknowledged, their embrace of this model resulted from the promo-
tional efforts of Chilean consultants, who “‘sold’ us the Chilean model
very well” (interview with Ramı́rez 2004; similar interview with León
2002). These sources can scarcely count as unbiased.
Indeed, Chilean specialists depicted the private pension system in a

disproportionately favorable light, highlighting its positive aspects. For
instance, a report coauthored by a leading Chilean consultant for the
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World Bank (Vittas and Iglesias 1992: 1, 21–22, 33) extolled the stellar
investment performance of Chile’s pension funds but failed to consider
the substantial costs arising from high administrative fees. If these
charges are included, gains drop significantly: “In Chile the return on
capital between July 1981 and April 2000 was 11.1 percent, but once
commissions are factored in, lower-income earners received a 7.34 per-
cent return, and higher-income earners received a 7.69 percent real aver-
age return” (Kay and Kritzer 2001: 48). Thus, the informants on whom
Bolivian, Peruvian, and Salvadoran specialists relied painted a rosy pic-
ture of the private pension system (see also Apoyo 1992: 9). Yet while
some experts pressed Chilean advisers on the downsides of the Chilean
model (interviews with Grandi 2002, Peñaranda 2002, and Romero
2002),9 they did not search for more neutral sources of information,
as the principles of comprehensive rationality would have demanded.
Bounded rationality made them content with the information that was
easily available.
The Bolivian and Salvadoran teams also depended largely on Chilean

consultants for assessing the transition cost of privatization.10 By chan-
neling workers’ social security contributions into private pension funds,
structural reform forces the state to finance current pension benefits and
accumulated pension rights. This need to pay off established entitle-
ments creates a fiscal drain for decades, which can seriously hinder
privatization. Governments that are still in the midst of economic adjust-
ment may not want to endanger precarious fiscal stability for the prom-
ise of long-term benefits. Therefore, the estimated magnitude of this
transition cost crucially affects governments’ willingness to privatize.
The Bolivian and Salvadoran teams hired Chilean consultants to esti-

mate the transition cost. Strong circumstantial evidence suggests that
these simulations significantly underestimated the actual fiscal drain. In-
deed, some reform team members admitted that they started from, “let
us say, very optimistic assumptions” (interview with a leading Salvado-
ran expert, July 2004). Bolivian specialists actually discarded the first
simulation elaborated by the Chilean firm Claro y Asociados as absurdly
low (interview with Galindo 2002). Nevertheless, they kept working
with these consultants and building on their simulation model. Similarly,
internationally renowned social security expert Carmelo Mesa-Lago
strongly criticized the assumptions underlying the transition cost esti-

9 Tamayo (interview 2004) asked Chilean consultants whether their being Chilean made
them find the Chilean system so successful—but they claimed to have technical reasons.

10 Interviews with Galindo (2002) and Vargas (2002); Proceso de Implementación (n.d.:
2). In Peru, this topic was treated with extreme reservation; even reform participants (e.g.,
Roggero 1993; Muñoz 2000; Morón and Carranza 2003) do not address it.
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mates that Chilean consultants calculated for El Salvador. But the Salva-
doran team and its Chilean advisers refused to expose their calculations
to scrutiny; to the present day, all this information is secret (author in-
terview with a reform team member, July 2004; see Mesa-Lago and Cór-
dova 1998: 125–26). As the simulation model seemed to have serious
problems (Mesa-Lago and Durán 1998: 75–78), it indeed underesti-
mated the actual transition cost by a large margin. Thus, the heavy reli-
ance on Chilean consultants and the enthusiastic assessments of this
model’s success—a product of the representativeness heuristic that made
temporary transition costs look unessential—distorted assessments of
the downsides of pension privatization.
These unbalanced evaluations, which systematically overrated its ben-

efits and underestimated its costs, imbued the Chilean model with an
aura of success. Bolivian, Peruvian, and Salvadoran specialists were effu-
sive in their praise for this innovation, stressing its numerous advantages
(interviews with Du Bois 2002, De los Heros 2002, Peñaranda 2002,
Salinas 2002, Vargas 2002, Daboub 2004, and Solórzano 2004). Some
team members displayed particularly intense commitment to Chilean-
style reform. For instance, a leader of the Salvadoran team stated, “We
fell in love with the Chilean model” (author interview, July 2004).
But actual experience failed to confirm many of the high hopes

attached to privatization. What reformers had expected, “perhaps with
more illusion than rationality” (interview with Martı́nez Orellana
2004), namely, a replication of Chile’s record in pension fund perfor-
mance and economic growth, did not come true. Rates of return re-
mained lower than expected. Due in part to high marketing costs, the
Peruvian and Salvadoran AFPs have charged exorbitant administrative
fees, eating into workers’ retirement funds (Dı́az Ortega 1996: 23; Mu-
ñoz 2000: 468–69; Cruz Saco 2001a: 9; Paz Panizo and Ugaz 2003: 18,
21, 27; Mesa-Lago and Durán 1998: 64). Many affiliates will therefore
have to rely on state-guaranteed minimum pensions or welfare benefits.
Furthermore, the claim that social security privatization boosts do-

mestic savings has not withstood rigorous empirical examination; statis-
tical investigations yield at best inconclusive results (Samwick 2000;
White 2000; Escobar and Nina 2004: ii, 17; interview with Martı́nez
Orellana 2004). The prediction that clear individual incentives would
make more people join the social security system has not come true
either; instead, privatization has been accompanied by a stagnation or
further shrinking of effective coverage.11 Even supporters of the new

11 See for El Salvador Synthesis (2000: 9) and Acuña (2005: 8–10). An important reason
for limited affiliation to private pension funds in Peru’s parallel scheme was lack of trust
in the new system (IPE 1997: 72–74; Ortiz de Zevallos et al. 1999: 47).
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scheme stress this limitation as a serious problem (Morón and Carranza
2003: 18, 47–48, 82–84; Gill, Packard, and Yermo 2004: xvii, 3–8,
89–104; WB IEG 2006: x, xvi, 38, 56). Thus, important promises
attached to pension privatization have not been fulfilled. And fiscal tran-
sition costs ended up being significantly higher than predicted, due to
problems with the initial simulations and to political concessions during
reform implementation (interviews with Grandi 2002 and Morales
2006).
In fact, the World Bank, the most forceful advocate of pension privati-

zation from the mid-1990s onward, began to change its tune at decade’s
end. Chief economist Joseph Stiglitz in 1999 disqualified many promises
invoked by the bank as “myths” that could not withstand rational scru-
tiny in light of experience (Orszag and Stiglitz 1999). Prominently
among these myths figured the claims that “individual accounts raise
national saving” and that “rates of return are higher under individual
accounts” (Orszag and Stiglitz 1999: 8). Thus, two of the main justifica-
tions used by the Bolivian, Peruvian, and Salvadoran reform teams
seemed unfounded. The IMF, which had always been less enthusiastic
about pension privatization due to its huge transition cost, soon pub-
lished a similarly critical assessment (Barr 2000). Later WB analyses of
private pension systems also yield sobering findings (Gill, Packard, and
Yermo 2004; Holzmann and Hinz 2005; WB IEG 2006). Thus, the ini-
tial enthusiasm was eventually unveiled as a product of problematic in-
ferences, such as the representativeness heuristic.
Yet although the high promises attached to social security privatiza-

tion lacked rational justification and eventually drew growing criticism,
they had a tremendous impact on policymaking in Bolivia, El Salvador,
and Peru. Economic agencies, which were especially interested in the
economic benefits attributed to the Chilean model, dominated the change
teams (e.g., WB 1996b: 20). As a result, the reform proposals inspired
by the representativeness heuristic had largely free rein. Holding out
prospects of great gains for the country, advocates of full-scale privatiza-
tion quickly gained the upper hand inside the reform commissions. In
fact, commitment to drastic reform hardened over time. Some of the
teams initially had internal divergences, especially in El Salvador and in
Bolivia at the beginning of the Sánchez de Lozada government (in-
terviews with Tamayo 2004, Ramı́rez 2004, and Guevara 2002; Gray-
Molina, Pérez de Rada, and Yañez 1999: 39). But the enthusiastic
assessments of the Chilean model derived via the representativeness heu-
ristic stimulated growing support for its full emulation and led to the
skeptics’ resignation or dismissal. Uniform agreement with the privatiza-
tion plan soon prevailed.
The reform teams also advanced their radical proposals with great
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success in interagency conflicts. The established social security institutes
were confronting serious financial, actuarial, and administrative prob-
lems (Ausejo 1995; DIES-CENITEC 1993; Gray-Molina, Pérez de Rada,
and Yañez 1999: 35–36) and thus lacked the institutional strength, cred-
ibility, and clout to guarantee the maintenance of the existing pension
system.12 In Bolivia and El Salvador, their own reform proposals, which
advocated moderate changes (IBSS 1992; Mesa-Lago, Córdova, and Ló-
pez 1994: 72–74; interviews with Galindo 2002, Tamayo 2004, Ramı́-
rez 2004, and Solórzano 2004; see also Synthesis 2000: 22), fell on deaf
ears. Instead, substitutive reforms closely modeled on the Chilean origi-
nal carried the day.
In Peru, determined and successful efforts to overcome an administra-

tive and financial crisis gave the IPSS somewhat greater veto power
(Ausejo 1995; interview with Peñaranda 2002; Graham 1998: 115; Arce
2001: 93–94). IPSS president Luis Castañeda Lossio indeed opposed so-
cial security privatization. But powerful Economy Minister Carlos Bo-
loña pushed hard for a complete replacement of the PAYG system (see
Boloña 1993: 122). The claim based on the representativeness heuristic
that this change would boost economic development strengthened his
case. Castañeda therefore cut a deal in mid-1992 that allowed for pro-
found social security reform but shelved the planned privatization of the
health system (interviews with De los Heros 2002, Du Bois 2002, and
Peñaranda 2002; Roggero 1993: 186–87; Ortiz de Zevallos et al. 1999:
38–39). Thus, even in Peru, the small reform team dominated by econo-
mists won out inside the executive branch. By making its project appear
as a decisive step toward economic recovery, the representativeness heu-
ristic shaped the instrumental interests of leading decision-makers and
swung the political struggle over the emulation of the Chilean model.
These ever more homogeneous change teams also won presidential

backing. In El Salvador, presidents Alfredo Cristiani (1989–94) and Ar-
mando Calderón Sol (1994–99) were committed to comprehensive neo-
liberal programs (Segovia 2002: 29–51) and were therefore receptive to
the attractions of the Chilean model. In addition to general advice from
Chilean experts (CINDE 1994), a presentation by Chilean pension con-
sultant Augusto Iglesias before Calderón in May 1994 further cemented
this commitment.13 In Bolivia, President Jaime Paz Zamora (1989–93)
hailed from the left and was more skeptical. He refused to enact radical
pension reform at the end of his term to avoid the political costs of a

12 By contrast, the market reforms of the 1990s often included a strengthening of eco-
nomic agencies. For Peru, see Wise (2003b: 199–205).

13 In November 1993, a leading reformer advocated a mixed system, but by May 1994,
he embraced a substitutive reform à la Chile (Ramı́rez 1994a: 16–17; 1994b: 100–102).
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controversial change whose benefits only his successor would reap (in-
terviews with Bonadona 2002, Salinas 2002, and Vargas 2002; Mercado
1998: 143; Pérez 2000: 5–6). But his successor Gonzalo Sánchez de
Lozada (1993–97) had been the architect of orthodox adjustment in the
mid-1980s and was now determined to complete the neoliberal reform
program. He supported pension privatization, as foreshadowed in his
electoral program (Plan de Todos 1993: 80–81). Thus, the Bolivian and
Salvadoran reform teams won chief executive backing.
President Fujimori, by contrast, never really converted to neoliberal-

ism. He viewed the extension of market principles into the social sectors
with particular skepticism (interviews with Du Bois 2002, De los Heros
2002, and Peñaranda 2002; Roggero 1993: 69, 96, 101; Cruz Saco
1998: 169). Only the promise of pragmatic benefits derived from the
representativeness heuristic, especially the postulated spillover effects on
savings, investment, and growth, managed to sway this lukewarm chief
executive (interviews with Du Bois 2002, De los Heros 2002, and Peña-
randa 2002; Ortiz de Zevallos et al. 1999: 36, 42–45, 48–49). More-
over, reform proponents flew in José Piñera, the father of the Chilean
model, who in a long conversation used his famous powers of persua-
sion to convince Fujimori (interview with De los Heros 2002; Roggero
1993: 88–92, 101–3). “The reform might not have been signed into law
without José’s assistance” (Boloña 1997: 1). In this case of ideological
concerns, the positive balance sheet derived through the representative-
ness heuristic, presented in a personal encounter with a skillful promoter
of the Chilean model, garnered presidential support.
The bureaucratic and political insulation of the fairly homogeneous

change teams; support from government leaders, especially finance min-
isters and presidents; and the government’s majority support in Congress
(in Bolivia and El Salvador) or usage of executive decree powers (in
Peru) prevented critics from successfully challenging these drastic reform
projects. Societal interest groups and left-wing or populist parties were
much less concerned with the financial and actuarial problems that
prompted the pursuit of pension privatization. Instead, they emphasized
distributional issues and defended acquired rights; in particular, sectors
that received privileged treatment in established social security systems,
such as small groupings of formal-sector workers, professionals, and
civil servants, dug in their heels. They supported their opposition to
radical pension reform by emphasizing the downsides of the Chilean
model. To legitimate their views, they invited experts linked to the Chil-
ean labor movement, who offered first-hand information on the prob-
lems of the private pension system (see, e.g., ILDIS 1996). They pointed
especially to its limited population coverage and heavy transition cost.
In this way, they sought to counterbalance the overoptimistic assess-
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ments that the Chilean consultants hired by the Bolivian, Peruvian, and
Salvadoran governments provided (interview with Fernández Fagalde
2002).
The most radical and mobilized opposition to pension privatization

arose from the bureaucrats and employees of established pension insti-
tutes. While the presidents of these institutions—with limited success—
sought to resist the strong pressure from economy ministries in intrastate
bargaining, many employees took a societal route and used their unions
to protest against privatization. Social service providers are nowadays
among the best organized and most militant segments of Latin American
labor movements (Nelson 2004: 33–36; Grindle 2004: chap. 5). But in
Bolivia, El Salvador, and Peru, these combative groups did not win much
support from broader union confederations or other sectors of civil soci-
ety. The economic crisis of the 1980s, the rigors of neoliberal adjust-
ment, and the disruption of societal bonds caused by armed insurgency
and state repression in El Salvador and Peru greatly weakened once-
powerful labor movements. For instance, the Bolivian and Peruvian
union confederations, which used to succeed in paralyzing the whole
country, were mere shadows of their former selves (Balbi 1997; Erós-
tegui 1996; interviews with Camargo 2002 and Quiroga 2002; Mercado
1998: 176–77). Isolated, service provider unions were unable to stall
pension privatization.
The reform teams also tried to shape public debate to their advantage.

In El Salvador, political consultant Mark Klugmann, who had worked
for years with Piñera, recommended to direct all attention to the prob-
lems of the old social security system, not the details of the reform plan.
In this way, public opinion would see the urgent need for reform and
accept privatization as a necessary solution, rather than dissecting the
government’s proposal (interviews with Brevé 2004, Ramı́rez 2004, and
Tamayo 2004). In Peru, the Fujimori administration proceeded with
greater transparency and published its reform plan in the official gazette.
A contentious discussion ensued in the second half of 1992. But legisla-
tive decree powers, which the government had grabbed with its self-
coup of April 1992, allowed the reform team to push its project ahead.
The Bolivian and Salvadoran governments commanded majorities in
Congress and therefore could defeat opposition to structural pension
reform.
Thus, the lopsided distribution of power made it easy for the privati-

zation projects inspired by the representativeness heuristic to go for-
ward. After the Bolivian, Peruvian, and Salvadoran teams had embraced
the Chilean model and obtained support from their political superiors,
their governments’ positions of strength allowed them to disregard fun-
damental opposition. Defenders of the status quo found little resonance
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for their arguments. The sanguine assessments suggested by cognitive
shortcuts carried the day.

The Heuristic of Anchoring: Limited Modifications
of the Chilean Model

While unable to block privatization, opponents had some success in get-
ting the Bolivian, Peruvian, and Salvadoran governments to introduce
limited modifications that made the reform laws diverge in some points
from the Chilean original. Besides political pressures, technical consider-
ations can prompt such adaptations. All three countries differed signifi-
cantly from Chile in socioeconomic characteristics. Their formal labor
markets were much smaller, their capital markets highly underdevel-
oped. Comprehensive rationality would have called for profound adap-
tations of the Chilean model to the specific needs of these backward
nations. Emulators were also well-advised to avoid problems that had
become apparent during the implementation of Chile’s private pension
system. Learning from the frontrunner’s mistakes would improve deci-
sion quality.
Given these rational reasons for redesigning the Chilean model, it is

noteworthy that the privatization decisions in Bolivia, El Salvador, and
Peru stayed very close to the original. Indeed, Bolivia and El Salvador
followed Chile in enacting substitutive reforms. They phased out the
PAYG system and forced (new) workers to affiliate with private pension
funds (Mesa-Lago 1997; Mesa-Lago and Müller 2002; Queisser 1998:
133). And President Fujimori decided only at the very last minute to
keep the old system open and allow workers a choice (interview with
Romero 2002). Yet while he ended up not heeding the pleas of his eco-
nomic aides and their Chilean advisers to close the old system, the Peru-
vian reform replicated the Chilean model in many other respects. In fact,
change team members in all three countries stressed that their projects
largely followed the rules and regulations approved in Chile. “We took
90 percent [of the new system] directly from Chile,” including the acro-
nym AFP (interview with Du Bois 2002; similar interviews with Bon-
adona 2002, Galindo 2002, Gottret 2002, León 2002, Pantoja 2002,
Ramı́rez 2004, Romero 2002, Salinas 2002, Solórzano 2004, Tamayo
2004, and Vargas 2002; FMI 1992: 2; Kotlikoff 1994: 1; Muñoz 2000:
452; Mesa-Lago and Durán 1998: 7).
Staying so close to the Chilean model was a product of the heuristic

of anchoring. As experimental subjects use any cue—even an arbitrarily
given hint—to guide their judgments (Epley and Gilovich 2002), so
boundedly rational decision-makers stuck to the original blueprint and
were reluctant to introduce changes. Social security reform is compli-
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cated; modifications require considerable computational effort. Decision-
makers would need to investigate the adaptation’s compatibility with
other components of the project; revise the detailed rules for implementing
the new system; and perhaps rerun the simulations of fiscal transition
costs. It was much easier to replicate the Chilean model and introduce
changes only when unavoidable, especially due to political pressures.
Anchoring explains why the first privatization projects in all three

countries largely imitated Chile’s blueprint. Domestic reformers fol-
lowed the advice of Chilean consultants and hesitated to introduce sig-
nificant alterations out of their own initiative. In fact, many team mem-
bers hailed from economic agencies and lacked training in social
security. Thus, the demands of comprehensive rationality could not
overcome the inertial force of bounded rationality. For instance, the
draft bill that Bolivia’s first reform team in 1993 left behind for the
incoming government was exceedingly similar to the Chilean system. It
provided for full-scale privatization, closed the established system to
new entrants, opened the pension market to private fund administrators,
created a regulatory agency modeled on Chile’s Superintendency of AFP,
and instituted a governmental minimum pension guarantee to protect
poorer affiliates (Exposición de Motivos 1993; see also Ayuda Memoria
1993). The Salvadoran proposal constituted a similarly faithful copy of
the Chilean model (Mesa-Lago and Durán 1998: 6–7; Comisión para
la Reforma 1996). And the first privatization decree that the Fujimori
government passed in November 1991 mostly replicated the Chilean
original yet kept the established PAYG system open and thus created a
parallel scheme (Créase Sistema Privado de Pensiones 1991). Specifi-
cally, this decree copied a project elaborated for Fujimori’s main oppo-
nent in the 1990 presidential contest, neoliberal Mario Vargas Llosa,
which in turn was strongly inspired by the Chilean model (Roggero
1993: 20, 36, 84; Boloña 1995: 78; interviews with Roggero 2002, Cor-
tez 2002, and Peñaranda 2002; Ortiz de Zevallos et al. 1999: 38). Thus,
these initial projects stood out for imitation rather than innovation.
Certainly, Bolivian, Peruvian, and Salvadoran team members asked

Chilean consultants what changes they themselves would recommend,
based on years of experience with a private pension system (interviews
with Mercado 2002 and Pantoja 2002). Predictably, however, experts
who had staked their professional reputation on the Chilean model were
unwilling to admit many “mistakes” and therefore had few modifica-
tions to propose (interview with Peñaranda 2002). Instead, Chilean con-
sultants mostly advised against changes proposed by other actors.
For instance, José Piñera urged Peru’s pension reformers to close the

established system and not give affiliates a choice between a public and
a private scheme (interviews with Peñaranda 2002 and Romero 2002).
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This advice was directed against the first privatization advocate under
the Fujimori government, Congressman Mario Roggero, who in line
with the very name of his political grouping, Vargas Llosa’s “Liberty
Movement” (Movimiento Libertad), wanted to allow affiliates such a
free choice (Roggero 1993; interview with Roggero 2002). IPSS Presi-
dent Castañeda Lossio, who had rescued his agency from a severe fi-
nancial and administrative crisis (Ausejo 1995), also lobbied President
Fujimori to preserve the PAYG system. By contrast, Piñera recom-
mended closing the public scheme and forcing new affiliates to join pri-
vate pension funds. In this way, he ironically departed from the liberal
maxim of freedom of choice, as the Chilean model had done. Typically,
the economists dominating Peru’s reform team followed Piñera’s advice
and proposed to bar new entrants from the public system. Thus, even
on design questions debated during the elaboration phase, change teams
remained largely anchored to the Chilean blueprint.
On some specific issues, however, even Chilean consultants recom-

mended modifications. For instance, they advised Bolivian, Peruvian,
and Salvadoran pension reformers to grant the regulatory agency that
would supervise the private pension funds greater institutional indepen-
dence and strength than Chile had originally done (interview with Ro-
mero 2002). Furthermore, they admitted that the Chilean system had
drawn incessant criticism over the high administrative fees charged by
private pension funds. This issue was of special concern in Bolivia, South
America’s poorest nation. Exorbitant charges would deter affiliation and
thus further restrict the private pension market, which was already lim-
ited severely by the small size of the formal labor sector. The reform
team of the Sánchez de Lozada administration therefore sought to force
AFP commissions down (interviews with Gottret 2002, Grandi 2002,
Mercado 2002, and Pantoja 2002; Mercado 1998: 152, 168). Since
Chilean consultants confirmed that AFPs needed high charges to fund
the extensive marketing efforts with which they sought to attract affili-
ates away from competing AFPs (Claro y Asociados 1994: 6–8; see also
Vittas and Iglesias 1992: 5, 9, 22–24, 35), the Bolivian government de-
cided to restrict competition. In fact, technical studies showed that the
tight regulation of pension fund investments kept AFPs from competing
on issues of risk and return (Kotlikoff 1994: 1). Competition instead
focused on “frivolous” aspects such as expensive promotional cam-
paigns, including gifts for people who switched AFPs (cf. Berstein and
Ruiz 2005). Since competition did not fulfill its purpose of giving con-
sumers an effective choice on the main dimensions of the product, Bo-
livia licensed only two AFPs, assigning half the population to each (Mer-
cado 1998: 152, 168; Guérard and Kelly 1997: 103–23; Von Gersdorff
1997: 14–18).
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This temporary suspension of competition, necessary for making a
private pension system viable in an unusually limited market, was one
of the few significant deviations from the Chilean model that Bolivian,
Peruvian, and Salvadoran reformers introduced as a result of technical
considerations, not political pressures. Chilean consultants themselves
offered supportive information that helped to prompt this modification.
Thus, the guardians of the Chilean model “authorized” this change. In
all other major respects, the initial privatization projects in Bolivia, El
Salvador, and Peru closely followed the original. Thus, bounded ration-
ality induced the reform teams to keep revisions at a minimum; the heu-
ristic of anchoring tied them to the Chilean model.
In later stages of the decision-making process, however, political pres-

sures forced some further modifications. In Peru, mobilized unions and—
more importantly—IPSS President Castañeda Lossio opposed pension
privatization. Since Castañeda impressively improved the IPSS’s perfor-
mance (Ausejo 1995), he had considerable clout inside the government.
In fact, President Fujimori had ideological reservations about handing
over social services to private companies (interviews with De los Heros
2002, Peñaranda 2002, and Du Bois 2002; Graham 1998: 113–15).
Facing strong pressure for full-scale privatization from Economy Minis-
ter Carlos Boloña, he devised a last-minute compromise. He authorized
private pension funds by decree-law but maintained the IPSS scheme,
giving affiliates a free choice (interviews with Peñaranda 2002 and Ro-
mero 2002). In this way, Fujimori sought to please both sides. While
this parallel public and private scheme significantly modified the Chilean
model (and was opposed by Chilean consultants and the WB: interviews
with Peñaranda 2002, Romero 2002, and Roggero 2002; Kane 1995: 2,
9), it required only a few changes in the draft bill. Thus, it was easy for
boundedly rational decision-makers to enact.
In Bolivia, political calculations and pressures also produced some fur-

ther deviations from the Chilean original. Above all, President Sánchez
de Lozada (“Goni”) combined pension privatization with a universal-
istic scheme of old-age protection, which paid every citizen above sixty-
five years of age US$248 per year, corresponding to 42 percent of the
minimum wage (Mercado 1998: 155–56, 159–60; Müller 2004: 10;
Graham 1998: 34, 151–60, 167). Since social security coverage in Bo-
livia is exceedingly limited, this “solidarity bond” (BONOSOL) sought
to alleviate widespread poverty for equity reasons. Extending social ben-
efits to long-neglected sectors also promised great electoral payoffs; this
“generosity” indeed helped Goni win reelection in 2002 (Müller 2004).
Last but not least, the BONOSOL allowed Goni to counter noisy criti-

cism from unions and leftist sectors, which claimed that individual re-
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tirement accounts would destroy bonds of solidarity and leave many
Bolivians unprotected from the rigors of the labor market (see Funda-
ción Milenio 1994: 4; Manz 1996: 79–82; in general Kohl 2004). By
“taking the wind out of the sail” of these accusations, this equity-
enhancing scheme made pension privatization politically viable in a na-
tion whose social structure differed markedly from Chile’s (interviews
with Peña Rueda 2002, Mercado 2002, and Salinas 2002; Graham
1998: 151–68). Thus, political and tactical calculations led pension re-
formers in this unusually poor country to go beyond the Chilean model.
Yet they did so simply by addition, not modification. The BONOSOL
did not affect the private pension system as such but merely sought to
make it politically acceptable.
El Salvador followed the Chilean original even more closely and kept

alterations particularly limited. Because the Calderón government held
a majority in parliament, it did not feel compelled to make concessions
to the opposition, which rejected privatization (interview with Solórzano
2004). The administration also refused to consider the proposal of a
center-left think tank and international pension specialist Carmelo
Mesa-Lago to institute a mixed system combining an extensive public
pillar with a new private pillar. Since the change team was determined
to resolve the social security issue once and for all and thus unburden
the political agenda—a goal that is attractive to boundedly rational deci-
sion-makers—it was unwilling to retain the public scheme (interviews
with Brevé 2004, Daboub 2004, and Solórzano 2004). In fact, it closed
the old system more quickly than Chile had done. It also adopted a
number of other rules that were stricter than the original (Mesa-Lago
and Durán 1998: 7). In this way, it sought to limit fiscal transition costs.
Thus, its political strength allowed the Salvadoran government to be
more tight-fisted than the dictatorial Pinochet regime.
Even the Salvadoran government, however, had to give in to some

blatantly self-interested pressures from strategically placed groupings in-
side the state. For instance, on the day of the scheduled vote in Congress,
Supreme Court judges faxed a message that they would look kindly
upon privatization if pensioners who continued to work—as many Su-
preme Court justices did—were guaranteed a benefit provided in the old
system. Concerned that the judiciary could strike down the whole law as
unconstitutional, the government felt obliged to give in to this blackmail
(interview with Ramı́rez 2004; for a similar concession, see interview
with Solórzano 2004). For similar reasons, reformers in most coun-
tries—including Chile itself—exempted the armed forces from the rigors
of privatization and maintained their exceedingly generous, privileged
pension schemes.
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In conclusion, political considerations prompted Bolivian, Peruvian,
and Salvadoran pension reformers to modify the Chilean model in some
significant ways. But these changes left the core of the private system
intact; all three countries closely followed Chile in instituting individual
pension funds administered by private operators and in making benefits
strictly dependent on accumulated contributions and investment returns.
Instead of reshaping the structure of the Chilean model, adaptations
merely affected the extension or administration of the private system.
For instance, Peru’s parallel scheme exposed AFPs to competition from
the public system, and Bolivia’s admission of only two AFPs made priva-
tization workable in a particularly small market.
In emulating the Chilean original faithfully, Bolivian, Peruvian, and

Salvadoran reformers applied the heuristic of anchoring. This model
offered a convenient, coherent blueprint that they were reluctant to rede-
sign. They avoided profound changes, which would require great com-
putational effort (cf. Epley and Gilovich 2002). Applying bounded ra-
tionality, they preferred imitation over innovation. Since a neat model
was cognitively available and certified as successful by the representa-
tiveness heuristic, they enacted it to the greatest extent that was techni-
cally and politically feasible, making significant alterations only under
duress. Anchoring clearly tied them to the Chilean model.
Implementing Chilean-style privatization with few adaptations in set-

tings that differed greatly from Chile was arguably suboptimal. Compre-
hensive rationality called for much more profound adaptations or a fun-
damental rethinking of the privatization proposal. Many of the hopes
attached to this reform have indeed remained unfulfilled. The new pen-
sion systems have achieved only narrow coverage; large segments of the
population, working in the countryside or the urban informal sector,
have remained excluded (Morón and Carranza 2003: 47–48, 82–84;
Escobar and Nina 2004: ii, 12–13; Mesa-Lago 2003: 4–7; Gill, Packard,
and Yermo 2004: xvii, 3–8, 89–104; WB IEG 2006: x, xvi, 38, 56). The
small number of active contributors has limited economies of scale,
raised the operational costs of the private system, as reflected in high
administrative fees (Morón and Carranza 2003: 49, 93–107; Mesa-Lago
2003: 14–17), and fueled the concentration of the AFP market (inter-
view with Ramı́rez 2004).
Also, the underdevelopment of the Bolivian, Peruvian, and Salvadoran

capital markets has restricted investment opportunities for AFPs. The
reluctance of private businesses to negotiate shares in the stock exchange
has kept AFPs from injecting capital into productive ventures; therefore,
pension funds have given little impulse to economic development (Mo-
rón and Carranza 2003: 72–74; Mesa-Lago 2003: 19–21). In fact, un-
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expectedly large transition costs induced governments to force AFPs to
buy treasury bonds that financed existing pension obligations. Workers’
forced savings were thus channeled into the public, not the private, sec-
tor (Mesa-Lago 2003: 8–13; Gottret 1999). In sum, the simple trans-
plantation of the Chilean model and failure to adapt it thoroughly
to unpropitious settings foiled many promises attached to this foreign
import.

Conclusion

Cognitive shortcuts profoundly shaped social security reform in Bolivia,
El Salvador, and Peru. The availability heuristic focused decision-
makers’ attention on the Chilean model of radical privatization. The
representativeness heuristic induced them to overextrapolate the initial
benefits achieved by Chile’s new system and to hold privatization re-
sponsible for the overall success of the Chilean economy. And anchoring
led them to follow the Chilean model closely and limit adaptations to
the specific needs of their own countries.
Cognitive heuristics held particular sway because these reforms were

elaborated by small, fairly homogeneous change teams, composed mostly
of economic agency officials. Given the financial problems and institu-
tional weakness plaguing existing social security agencies, the powerful
economy ministries managed to control reform design and marginalize
established social security experts. Thus, economic and financial con-
cerns prevailed, making the Chilean model look especially good. Equity
dimensions, on which radical privatization performed less well, played
little role. In fact, many reform team members had minimal background
in the pension area. These novices were especially susceptible to using
cognitive shortcuts to process the ample information they received about
a striking innovation. The unprecedented nature of Chilean-style privati-
zation and lack of an extensive track record exacerbated uncertainty and
thus reinforced the tendency to rely on heuristics. And the limited diver-
sity of the change teams allowed the individual inferences suggested by
cognitive shortcuts to stand uncorrected. Thus, structural and institu-
tional factors provided the setting for the heuristics of availability, repre-
sentativeness, and anchoring to shape reform elaboration.
Moreover, the Bolivian, Peruvian, and Salvadoran governments had the

political clout to guarantee approval for privatization bills. Sánchez de
Lozada and Calderón Sol commanded majority support in Congress, and
Fujimori used a decree-law right before a newly elected Constituent Assem-
bly started its sessions. Thus, the distribution of political power allowed
the reform proposals inspired by cognitive heuristics to turn into law.
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The Long Stalemate over Pension Privatization in Brazil

Causal Mechanisms in a Different Context

As in Bolivia, El Salvador, and Peru, cognitive heuristics shaped social
security policy in Brazil. But a different constellation of political forces
precluded a replication of the Chilean model. Thus, the same causal
mechanisms operated, but they produced a divergent outcome in this
different setting.
Chile’s bold reform, enacted in the same subregion, was uniquely

available in Brazil. From the late 1980s onward, it occupied the center
of the pension reform debate. Friend and foe alike treated it as an obliga-
tory point of reference. Thus, the availability heuristic clearly held sway
in Brazil. And as in Bolivia, El Salvador, and Peru, experts concerned
primarily with the financial and economic aspects of social security, es-
pecially technocrats from the powerful finance and planning ministries,
followed the representativeness heuristic in extolling the benefits and
promise of Chile’s innovation. They claimed that social security privati-
zation would boost domestic savings and investment and thus lift Brazil
out of the economic stagnation of the early 1990s (Collor 1991: 91;
MTPS 1991: 26; Reforma da Previdência 1992: 5–6; FIPE 1994: 15–16;
Martone et al. 1994: 107; Oliveira, Beltrão, and Marsillac 1996: 1, 7;
interview with Bornhausen 2003). As in Bolivia, El Salvador, and Peru,
this embrace of the Chilean model was based not on systematic, bal-
anced analyses, but on information provided by Chilean privatization
advocates (IL 1991; interview with Zylberstajn 2003).
But contrary to Bolivia, El Salvador, and Peru, the pension privatiza-

tion proposals inspired by the representativeness heuristic did not carry
the day, even inside the Brazilian state. The powerful Social Security
Ministry (Ministério da Previdência e Assistência Social, MPAS)14 tena-
ciously resisted Chilean-style reform and mobilized allies in Congress
and society to block it (Weyland 1996b: 70–75; Coelho 1999). Contrary
to the Bolivian, Peruvian, and Salvadoran social security institutes, the
MPAS had considerable political clout and could not be marginalized
by the economy ministries. The segment of the pension system for which
it held primary responsibility, the “general regime” for private-sector
workers and employees, did not suffer from acute financial problems
for many years (Ornélas and Vieira 1999: 33). In fact, until the suc-
cessful stabilization plan of 1994 (Plano Real), accelerating inflation al-
lowed the MPAS to compress effective benefit values and thus control
expenditures.

14 The ministry’s name changed frequently. To avoid confusion, I use MPAS throughout.
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The absence of a financial crisis limited economic ministries’ leverage.
And since Brazil’s clientelistic politicians used the pension system for
patronage purposes, the MPAS commanded substantial support. In par-
ticular, many politicians wanted to keep social security in public hands
and rejected privatization. MPAS officials also collaborated with the Na-
tional Association of Auditors of Social Security Contributions (ANFIP),
a very active and surprisingly influential defender of the established sys-
tem, which managed to mobilize further opposition in society as well
(ANFIP 1993, 1995, 2003). For all these reasons, the MPAS could not
be excluded from reform deliberations, and its efforts to maintain the
state role in social security found considerable backing.
Moreover, the MPAS had a cadre of well-trained specialists with im-

pressive expertise and a strong esprit de corps. A close-knit group of
technocrats had directed Brazilian social security policy for decades
(Malloy 1979: 74–79, 84–87, 126–30; Hochman 1992). Starting with
the democratic transition of the 1980s, a new generation of experts had
taken over the baton and become socialized into the MPAS’s mission of
guaranteeing social protection for the population. Although these spe-
cialists were attentive to financial and economic concerns (interview
with Moraes 1995), they were determined to defend the basic outline of
Brazil’s welfare state, and they commanded the necessary expertise to
negotiate with the economy ministries on a fairly equal footing.
MPAS experts pointed to the downsides of the Chilean model and

thus countered the enthusiasm for pension privatization prevailing
among the economy ministries. They argued that a private system would
leave large numbers of poor people unprotected. They also stressed the
huge transition cost of radical reform, which precarious economic stabil-
ity throughout the 1990s turned into a prohibitive obstacle (Carvalho
1993: 120–36; Moraes 1995: 240–41; interview with Moraes 1995).
Thus, the sanguine assessment of the Chilean model that the represen-

tativeness heuristic suggested to economic generalists confronted nega-
tive evaluations advanced by social security experts, whose institutional
mission highlighted the social dimensions of Chile’s experience. For al-
most ten years, Brazil’s pension reform debate was caught in this divide.
The cleavage inside the government gave rise to a prolonged stalemate.
While the economy ministries often proved stronger in intrabureaucratic
struggles, the MPAS countered this advantage by mobilizing support in
Congress and society. All efforts to emulate the Chilean model therefore
failed.
Brazil emerged from this lengthy impasse only when another reform

model suddenly became available, namely, the notional defined-contri-
bution scheme developed in Sweden. Even faster than Bolivia, El Salva-
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dor, and Peru embraced Chilean-style privatization, Brazil adopted this
hybrid option.

The Emergence of Privatization Projects and Their Blockage

Radical social security reform was first proposed under the government
of Fernando Collor de Mello (1990–92), who initiated market-oriented
adjustment to put Brazil back on a dynamic path toward economic
growth. In his turn to neoliberalism, Collor wanted to revamp the 1988
constitution, which enshrined many nationalist, protectionist, and so-
cial-democratic rules in regulating vast areas of economy and society. In
social security, he intended to roll back the concession of improved ben-
efits, which he saw as a threat to financial equilibrium.
These fiscal concerns and economic goals made many Brazilians re-

ceptive to the Chilean model of pension privatization. Given geographic
proximity and long-standing contacts between the two nations, this bold
scheme was uniquely available in Brazil. In the early 1990s, a number
of Chilean specialists, including José Piñera, promoted their innovation
in Brazil, and many Brazilian experts visited Chile to study the new
pension system first-hand (interviews with Bornhausen 2003, Mendonça
2003, Solimeo 2003, and Zockun 2003). As a result, Brazilian econo-
mists and social security specialists clearly came to see the Chilean model
as an obligatory point of reference. Indeed, a Brazilian business organi-
zation commissioned a study from a Chilean consultant, Augusto Igle-
sias. But given ample technical expertise inside Brazil, other proposals to
emulate the Chilean blueprint were elaborated by domestic specialists (in-
terviews with Bornhausen 2003, Mendonça 2003, and Zylberstajn 2003).
The inspiration in the Chilean model was particularly obvious in the

proposal of the Instituto Liberal (IL), a neoliberal think tank sustained
by big business groups, which advocated total privatization—essentially,
the simple imitation of the Chilean original (IL 1991: 15–19, 38–43;
see also Faro 1993). But the IL proposal was unusually radical for Bra-
zil,15 where pronounced social inequality and widespread poverty made
it impossible for large sectors of the population to finance a minimally
decent pension out of their own pocket (interviews with Mattos 2003
and Zylberstajn 2003). In fact, Brazil was unusual in Latin America in
extending social security coverage to poor rural sectors. Since small
farmers could not pay regular insurance contributions, privatization
would have threatened their social protection. Moreover, private pen-
sion funds had little interest in administering millions of low-value ac-

15 IL leader Roberto Bornhausen claimed that the IL made a deliberately radical proposal
to provoke some change but never thought it would be fully enacted (interview 2003).
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counts (Giambiagi, Oliveira, and Beltrão 1996: 67). Last but not least,
maintaining a basic PAYG system would limit transition costs; given
Brazil’s precarious fiscal situation, only partial privatization was finan-
cially viable.
Therefore, most Brazilian advocates of privatization proposed mixed

systems. A public PAYG scheme would cover low-income groups,
though with stricter rules than in the 1988 constitution. Above a thresh-
old of three to five times the minimum wage (approximately US$210–
350), private pension funds would operate, perhaps in competition with
pension funds run by the state and societal associations (Castro and
Brito 1992: 46–48, 115–20; FIESP/CIESP 1993: 11–12; Oliveira, Bel-
trão, and Medici 1992). Thus, Brazilian reform projects diverged from
the Chilean original by assigning the state a much greater role in basic
social protection.
The Collor government took the lead in designing a privatization plan

along these lines. It sought to confine the existing public scheme to guar-
anteeing redistributive social protection for poorer groups and thus in-
duce better-off sectors to open individual pension accounts (Collor
1991: 93–94; interview with Collor 1995). The new head of the social
security agency, José Arnaldo Rossi, who had close links to the private
insurance sector, turned these ideas into a package of draft bills (Re-
forma da Previdência 1992; MTPS 1991: 23–29; interview with Rossi
1992; Oliveira 1991).
But Collor’s ambitious market reform program, which pursued a fun-

damental change of Brazil’s development model through one “big proj-
ect” (projetão), elicited vocal opposition from a host of interest groups.
Since the president needed to enact his proposal by constitutional amend-
ment, which required super-majorities, he faced high legal hurdles. Brazil’s
fragmented party system and Collor’s lack of a firm congressional coali-
tion made it impossible to win the necessary backing. The market reform
plan therefore died in committees (interview with Moreira 1995). And as
MPAS officials opposed to social security privatization mobilized their
supporters in parliament, Collor never submitted Rossi’s draft bills to
Congress (interviews with Carvalho 1992, Gabriel 1992, Britto 1992,
Kandir 1992, and Stephanes 1992). A later effort to resume pension re-
form (MEFP 1992: 22–32; interview with Mattos 1992) was stillborn due
to the political weakness of President Collor, who faced a serious corrup-
tion scandal and was forced from office in late 1992.

Continued Impasse over Pension Reform

Collor’s ignominious failure did not halt the push for pension privatiza-
tion. Instead, the worrisome spending increases mandated by the 1988
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constitution and the special availability of the Chilean model induced
academic research institutes, business associations, and think tanks to
redouble their efforts (e.g., FIPE 1994; Martone et al. 1994: chap. 6;
Medici, Oliveira, and Beltrão 1993a). Former members of the Collor
government also worked through societal organizations, such as a mod-
erate union confederation (Força Sindical 1993: 183–202). All these pri-
vatization projects were clearly inspired by the Chilean precedent. Their
proliferation, which reflected the density of civil society and depth of
technical expertise in Brazil, was a response to the blockage of the gov-
ernmental proposal; this stalemate prompted additional actors to jump
into the fray.
Privatization advocates in state and society wanted to advance their

projects in the constitutional revision of 1993–94, which allowed for
amending the 1988 charter without super-majorities (cf. Jobim 1994:
19–21, 33). But aware of the controversial nature of radical reform, the
economy ministries pursued a two-step strategy. They tried to use the
constitutional revision for removing from the charter many specific pen-
sion rules that hindered privatization, but not for stipulating that change
itself (cf. Blay 1993). Later, less visible infraconstitutional legislation
could lower the income threshold for public benefit provision and thus
open space for private pension funds. This goal to “deconstitutionalize”
social security found support from some congressional leaders aligned
with the government (Jobim 1994: 36, 38–39).
But opponents of privatization, including MPAS officials (Carvalho

1993: 120–36), sought to forestall threats to the public pension system.
They prepared alternative reform proposals designed to fix problems in
the existing system and thus protect it from attacks. The MPAS under-
took a huge research effort, inviting numerous domestic experts and a
few foreign specialists for presentations, debates, and conferences (MPS
1993–94). But only one European participated; attention remained fo-
cused on the Chilean model and, to a much lesser extent, the Chilean-
inspired Argentine experience (see especially Azeredo 1994). Thus, the
special availability of Chile’s privatization continued to overshadow
other potential sources of inspiration and to captivate—and polarize—
the pension reform debate in Brazil.
As opponents of privatization mobilized, leftist parties strenuously ob-

structed the whole constitutional revision. Many legislators from the
governmental coalition were reluctant to touch politically sensitive areas
such as social security, especially in light of upcoming elections. The
weak government of Itamar Franco (1992–94) was therefore unable to
advance toward social security reform.
When Fernando Henrique Cardoso won the presidency in a landslide
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and assembled a large majority coalition in Congress, the opportunity
for moving toward pension privatization finally seemed to have arrived.
The new administration resumed the two-step plan and submitted to
Congress an amendment to deconstitutionalize social security and make
major parametric changes, especially in the overly generous, deficit-
ridden regime for civil servants (MPAS 1995a, 1995b; Moraes 1995).
This tightening of entitlements would bring immediate fiscal savings and
lower the transition costs of the privatization efforts planned as a second
step. But the MPAS continued to oppose radical change (interview with
Moraes 1995), and special interests well-represented in Congress re-
sisted the governmental project to protect their privileges (Weyland
1996b: 75–78).
The reform effort therefore turned into a drawn-out battle over para-

metric adjustments. In years of negotiation, the Cardoso administration
made little headway, due to weak party discipline among its supporters
and the obstructionism of the leftist opposition (Coelho 1999; Kingstone
2003; Kay 2001: 6–10). The watered-down bill that finally passed was
widely seen as insufficient for resolving the looming problems of Brazil’s
social security system. It did, however, rein in the most excessive privi-
leges in the special regime for civil servants and delete from the constitu-
tion the rules for computing pension benefits for private-sector workers.
This frustrating experience, which demonstrated the great difficulty of

enacting parametric reforms, prompted the resumption of the privatiza-
tion project (Giambiagi, Oliveira, and Beltrão 1996: 65, 68). Thus, due
to the cognitive unavailability of alternative options, such as the NDC
scheme designed in Europe, Brazil’s pension reform debate continued to
be caught in the dilemma of adjusting the existing system vs. adopting
Chilean-style privatization. As the parametric approach proved unprom-
ising, the pendulum swung back toward privatization efforts. Cardoso
therefore convened a commission of economic experts that met in great
secrecy to elaborate a drastic reform (Pinheiro 2004: 128–29; Drum-
mond 1998). The group’s leader, André Lara Resende, took his main
inspiration from the World Bank’s (1994a) pension program and out-
lined a multipillar system (Resende 1998; Pinheiro 2004: 129).
The commission’s deliberations were dominated by a team from the

government’s policy think tank (Instituto de Pesquisa Econômica Apli-
cada—IPEA) and its statistical institute, who had for years proposed to
confine public pension provision to a low income threshold and thus
enable private pension funds to emerge (Oliveira, Beltrão, and Medici
1992; Medici, Oliveira, and Beltrão 1993a). These proposals, which
took inspiration from the Chilean model yet adapted it to Brazil’s partic-
ularly unequal society, finally found receptivity and turned into the cor-
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nerstone of the commission’s plans (Oliveira, Beltrão, and Marsillac
1996; Oliveira, Beltrão, and Pasinato 1999; Giambiagi, Oliveira, and
Beltrão 1996; Drummond 1998).
But the traditional opponents of social security privatization again

offered resistance. While the commission’s low profile prevented large-
scale mobilization in society or Congress, the MPAS, which had initially
been excluded from participation (interview with Moraes 2003), stressed
the downsides of privatization. It questioned the political feasibility of
Chilean-style reform and emphasized the huge transition cost, which ex-
perts put at 188–250 percent of GDP (MPAS SPS 1998; interviews with
Carvalho 1999, Pinheiro 1999, and Moraes 2003). When this intrabure-
aucratic debate heated up, worsening financial problems exacerbated by
the Asian and Russian crises of 1997–98 greatly increased the salience
of this fiscal concern. Whereas the World Bank advocated pension priva-
tization as crucial for Brazil’s economic health in the long run, the IMF
now opposed it out of fear for the short run (interviews with Pinheiro
1999 and Moraes 2003; Schwarzer 2003: 278–79; Pinheiro 2004: 130).
Thus, one IFI blocked the proposal of another IFI. Due to these fiscal
concerns, Brazil’s economic agencies, which had initially supported the
project, now vetoed it (interview with Moraes 2003).
Once again, Brazil was stuck on the thorny privatization issue. Social

security seemed to require significant change, but the model of change
that was cognitively available—a softer version of Chilean-style privati-
zation—was financially and politically infeasible. This dilemma plagued
Brazil’s pension reform debate for almost a decade.

Availability Enhancement: The Sudden Appearance of the European
NDC Scheme

At that point, however, an alternative reform model became available,
extending the bounds of rationality and paving a way out of the logjam.
In July 1998, two Brazilian pension specialists attended a seminar held
by the World Bank and Harvard University and learned about the NDC
system enacted in Sweden and Poland (Pinheiro 2004: 130–31; inter-
views with Pinheiro 1999 and Moraes 2003). This European innovation,
which until then had remained off the radar screen of Brazilian policy-
makers, suddenly seemed to allow them to square the circle. By making
pension benefits dependent on an individual’s accumulated social secu-
rity contributions (which are placed in a notional account), the NDC
scheme can guarantee actuarial and financial equilibrium in a public
pension system. Yet by using workers’ contributions for paying current
retirement benefits—that is, by applying pay-as-you-go financing—the
NDC scheme avoids the huge transition cost of Chilean-style privatiza-
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tion. Thus, it promised to restore actuarial balance without creating pro-
hibitive fiscal problems (interview with Pinheiro 1999; Najberg and
Ikeda 1999: 279–86; Pinheiro 2004: 129–31).
This new model immediately stimulated great enthusiasm (MPAS SPS

1999), which—typically—was not based on systematic, thorough per-
formance evaluations, but on the hope that an NDC scheme would turn
decisions on entitlements into individual choices and thus remove tricky,
controversial issues from the political agenda (Najberg and Ikeda 1999:
286; Pinheiro and Vieira 2000a: 31; 2000b: 11; interview with Pinheiro
1999); this expectation is particularly attractive to boundedly rational
decision-makers. Thus, availability enhancement by an IFI, which intro-
duced Brazilian experts to an innovative option that had hitherto es-
caped their attention, finally opened up a way out of the long-lasting
pension reform dilemma. Only the sudden appearance of this new
model, not domestic political constellations alone, can account for this
new departure. Cognitive factors—first the long-standing focus on Chil-
ean-style privatization, then availability enhancement by an IFI—cru-
cially shaped Brazil’s pension reform course.
MPAS experts quickly adapted the NDC scheme to Brazil’s peculiari-

ties, such as the precarious, legally questionable information on people’s
social security contributions before the mid-1990s. Furthermore, they
designed an original solution for the problem of determining the “inter-
est rate” for remunerating the contributions credited to notional pension
accounts (interview with Moraes 1999). The novel formula discourages
the premature retirements that were widespread in Brazil, especially
among better-off affiliates, and that created severe financial strain. To
guarantee actuarial equilibrium, it produces a low pension value for peo-
ple who retire early, but guarantees much higher benefits for individuals
who work into their sixties and contribute for many years (Pinheiro and
Vieira 2000b). This ingenious mechanism, which was clearly a product
of innovation, not imitation, leaves people a free choice about when to
retire but forces each affiliate—and no longer society—to pay the price
for this choice (Pinheiro 2004: 130–33). The NDC system thus prom-
ised to reduce a major resource drain (Amadeo 2000: 27–28; Schwarzer
2003b: 289; see even WB 2001b: 14, 19, 32–33, 61–67, 71–74; more
skeptical Giambiagi and Castro 2003: 280–81, 290).
The Cardoso government managed to obtain congressional approval

for enacting the NDC scheme in the general regime for private-sector
workers. Although it preserved some privileges for special interests (Or-
nélas and Vieira 1999: 42; Pinheiro and Vieira 2000b: 17), this reform
entailed a crucial step toward financial equilibrium in this social security
program, which serves the largest number of Brazilians. The special re-
gime for civil servants, by contrast, remains actuarially unbalanced, even
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after the courageous parametric reform that the new government of Luiz
Inácio Lula da Silva (2003–present) quickly pushed through Congress
at great political cost (see debate in Morhy 2003).
Yet despite this persistent problem and some renewed calls for drastic

reform (Ribas 2003: 9–11; WB 2001b: 16–18), a return to the privatiza-
tion agenda is unlikely. The availability of the NDC scheme has sud-
denly opened up an innovative, fiscally cost-free solution to the disequi-
libria afflicting social security. As even the president of Brazil’s industrial
confederation recognizes (Monteiro 2003: 222–23), the high transition
costs will impede pension privatization à la Chile. Moreover, the privati-
zation wave has already crested in Latin America. As ever more solid
evidence casts doubt on important promises attached to Chilean-style
reform (Nitsch and Schwarzer 1998),16 the attraction of this model has
diminished significantly (Schwarzer 2003: 237–43, 313–19; interviews
with Schwarzer 2003 and Carvalho 2003). Brazil is unlikely to jump on
the privatization bandwagon precisely as it slows down (cf. Giambiagi
and Castro 2003: 266, 284, 290).
In conclusion, the special availability of the Chilean model and the

unavailability of other options left Brazil’s pension reform debate stale-
mated on the privatization issue for most of the 1990s. Concerned about
actuarial and financial problems in the existing system, the economy
ministries extolled the great promise of Chilean-style privatization sug-
gested by the representativeness heuristic. But the MPAS, congressional
politicians, and interest groups, who commanded considerable institu-
tional strength and political weight, put priority on social goals, on
which the Chilean model performed much less well. Several reform ef-
forts therefore ran afoul of strenuous opposition. A way out of the im-
passe only opened up when World Bank “teaching” made another re-
form model cognitively available, namely, the European NDC scheme.
Thus, while due to political context factors, decision outputs in Brazil
differed clearly from the march toward pension privatization in Bolivia,
El Salvador, and Peru, cognitive heuristics also played a crucial role in
shaping the policy process.

Costa Rica’s Penchant for Deliberation and Compromise

Whereas the bounds of rationality kept Brazil’s pension reform debate
for many years confined to the pros and cons of the Chilean model,

16 The MPAS (2001: 9–47, 93–159) republished Barr’s (2000) critical assessment, coun-
terbalancing a more enthusiastic paper by the World Bank’s pension reform team leader,
Estelle James.
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Costa Rican experts and policy-makers took a more proactive approach
and designed a compromise acceptable to the diverse sociopolitical
forces with a stake in this controversial issue. Inspired by Uruguay, they
elaborated a mixed system that maintained the public pay-as-you-go
scheme yet added a small scheme of obligatory individual retirement
accounts. After internal negotiations that involved both the economy
ministries and the powerful social security agency, the government sub-
mitted this proposal to consultation with interest groups and congres-
sional politicians. Due to this careful preparation, parliament approved
the reform by consensus. In line with the diversity of participants, the
bounds of rationality were thus wider in Costa Rica than in Bolivia, El
Salvador, Peru, and even Brazil.
Cognitive heuristics played an important role in starting the Costa

Rican reform process. Even in this social-democratic polity, the Chilean
model was highly available. The bold, striking nature of this regional
innovation attracted specialists’ attention. As a result, in 1989—right
when Chilean-style privatization began to diffuse in Latin America—
Costa Rica sent a group of specialists to study the new model first-hand.
Given the institutional strength of the social security agency (Caja Costa-
rricense de Seguro Social—CCSS), which commanded sufficient techni-
cal expertise to speak on equal terms with the economy ministries,17 this
group had a diverse composition: Three CCSS experts accompanied a
Finance Ministry and a Planning Ministry official. The trip report re-
flected their different institutional interests. It highlighted the increase in
savings widely attributed to the Chilean model, a benefit of special inter-
est to the economy ministries; but it also advised against full-scale priva-
tization because guaranteeing basic social protection for workers was an
essential state task, indeed, the CCSS’s institutional mission (Comisión
Técnica de Pensiones 1990: 14–16; interviews with Aguilar 2004 and
Valverde 2004). Thus, despite divergences in interest and focus, Costa
Rican specialists paid great attention to the Chilean reform because the
availability heuristic turned it into an obligatory point of reference in
the region.
The report’s emphasis on the increased savings credited to the Chilean

model also shows that the representativeness heuristic was at work.
Given their institutional mission, the economy ministries were especially
receptive to a key promise associated with this innovation. But the social
orientation of the CCSS counterbalanced these economic judgments. In
fact, the report was remarkably silent on the other success of the Chilean

17 Durán (interview 2004) stressed the lengthy training that CCSS experts undergo. Cer-
cone (interview 2004) highlighted the institutional strength of this career bureaucracy;
Martı́nez Franzoni (interview 2004), its political clout.
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model, namely, pension funds’ initially stellar rates of return. Further-
more, it attributed Chile’s radical privatization decision to a particularly
severe pension crisis and concluded that Costa Rica’s less acute prob-
lems did not require such a drastic solution (Comisión Técnica de Pensi-
ones 1990: 13–14; interviews with Aguilar 2004 and Jiménez 2004).
Indeed, many CCSS officials staunchly defended the basic outlines of

the country’s generous, universalistic welfare state.18 Invoking its social-
democratic values, they emphasized equity goals, a weak flank of the
Chilean model (CCSS Gerencia de División Pensiones 1996: 1–4, 8–9;
interviews with Aguilar 2004 and Carrillo 2004; see also Rodrı́guez
2001: 79). The CCSS also commissioned an annual opinion survey,
which demonstrated widespread popular rejection of social security pri-
vatization (Garita Bonilla and González Varela 1992: 3, 21; Poltronieri
2003: 54, 61, 133; see also Lehoucq 1997: 63; Jiménez 2000: 260–62).
Congruent with this virtual consensus among citizens, politicians from
the two centrist parties wanted to maintain the existing system. While
neoliberal ideas, pushed by groups of academics and experts, gradually
advanced in economic and social policy, they encountered clear limits in
this strong commitment to social equity, widely seen as a foundation of
Costa Rica’s successful democracy. Its national identity as an island of
social peace and political liberty in a subregion suffering from frequent
oppression and conflict centered on these social-democratic values (in-
terviews with Aguilar 2004, Carrillo 2004, Céspedes 2004, Durán 2004,
Jiménez 2004, and Rodrı́guez 2004; Aguilar and Durán 1996: 138,
140–41; Rodrı́guez 1996: 1, 6–9).
Thus, although the Chilean model was highly available in Costa Rica

and the economic benefits highlighted by the representativeness heuristic
made it attractive to the economy ministries, unshakeable values pre-
cluded its full imitation. Therefore, nobody seriously pursued such a
complete restructuring. Even financial sectors that pushed hard for struc-
tural reform and initially advocated radical privatization quickly backed
off when government officials pointed to the fiscal transition cost of such
a dramatic change, which could result in increased interest rates or taxes
(interviews with Jiménez 2004, Durán 2004, Céspedes 2004, Rodrı́guez
2004, and Carrillo 2004; Rodrı́guez 1996: 1–2; 2001: 79; Esquivel
1998).
Yet while total privatization was never on the agenda, obligatory pri-

vate pension funds did appeal to the economy ministries, which were
interested in promoting higher savings and boosting economic growth
(Córdoba 1995: 1, 4, 25–27; see even Aguilar 1995: 2). The representa-
tiveness heuristic thus continued to create support for structural reform.

18 Historical background in Programa Reforma Integral de Pensiones (1998a).
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In particular, it induced the economy ministries to push for greater in-
fluence over social security policy, which had hitherto been the CCSS’s
domain. Thus, this cognitive shortcut reshaped the constellation of polit-
ical forces in this issue area.
Furthermore, actuarial studies by domestic and international experts

demonstrated that population aging would soon create increasing fi-
nancial pressures on the established social security system (Pérez Montás
1994: 9–18; Durán 1995: 13–23; Aguilar and Durán 1996: 139, 145;
Rodrı́guez 1996: 1; Rodrı́guez and Durán 1998; MIDEPLAN 1998a:
14–17). In fact, the special regimes for civil servants and school teachers
were already suffering from acute financial problems (Pérez Montás
1994: 19–23; Tamburi 1994: 3–4; interviews with Aguilar 2004 and
Rodrı́guez 2004; Rodrı́guez and Durán 1998).
These difficulties, promotional efforts by Chilean designers of social

security privatization (interviews with Durán 2004, Rodrı́guez 2004,
and Aguilar 2004), and pressure from the World Bank (Demirgüç-Kunt
and Schwarz 1995) induced the government of José Figueres Olsen
(1994–98) to create a pension reform commission. While an economic
generalist without any background in the pension area headed this
grouping, CCSS officials were well represented and had crucial input in
the deliberations (interviews with Rodrı́guez 2004 and Durán 2004).
They suggested some of the international consultants that the commis-
sion hired and pushed their own proposals, which preserved the princi-
ples of the existing public scheme. For instance, Róger Aguilar, a leading
expert of the CCSS’s actuarial division, long resisted the creation of
obligatory individual retirement accounts and then advocated that the
CCSS itself—not private companies—should run this second pillar
(Aguilar 1994: 14–19; 1995: 6, 9; CCSS Gerencia de División Pensiones
1996: 1; CCSS 1998: 3, 10–14).
Another group in the CCSS, led by a young, well-trained actuary,

Fabio Durán, was more flexible and proposed a very moderate version
of privatization, precisely to forestall more radical reform (interview
with Durán 2004). The commission’s head, Adolfo Rodrı́guez Herrera,
held similar views and closely cooperated with this current (see Rod-
rı́guez and Durán 1998; Rodrı́guez 2001). Rodrı́guez himself was highly
attentive to equity issues; for instance, he organized an international
seminar about social security coverage, a notoriously weak spot of the
Chilean model (Rodrı́guez 1998b; Rodrı́guez 1998a: 15–16; see also
Acuña Ulate and Durán 1994).
Thus, the change team included various state institutions. Contrary to

Bolivia, El Salvador, and Peru, social security experts had a strong voice.
Because the existing welfare state continued to perform well and the
CCSS had tremendous institutional strength, economic experts did not
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monopolize the reform process. Moreover, the widespread consensus on
social-democratic values immunized Costa Rican policy-makers against
the radical Chilean model (interviews with Rodrı́guez 2004, Durán
2004, and Aguilar 2004; Rodrı́guez 2001: 79). Strong concern for social
equity counterbalanced the overoptimistic judgments about the eco-
nomic benefits of pension privatization that the representativeness heu-
ristic suggested (e.g., Rodrı́guez and Durán 1998: 216–22).
Nevertheless, the availability heuristic highlighted the significance of

the Chilean experience. Therefore, the reform commission entrusted a
Chilean expert, Julio Bustamante, with elaborating a proposal for Costa
Rica. But because Bustamante’s plan looked suspiciously similar to the
Chilean original (Bustamante 1995: 20, 23), not like the moderate re-
form requested, the commission rejected it out of hand (interviews with
Durán 2004 and Valverde 2004). Upon the recommendation of the ILO
representative in Costa Rica, the commission then contracted Rodolfo
Saldain, the main architect of Uruguay’s pension reform, the most mod-
erate privatization in Latin America (interviews with Rodrı́guez 2004,
Bonilla 2005, and Saldain 2006). Thus, while initially guided by the
availability heuristic, Costa Rican pension reformers soon redirected
their attention to the experience that most conformed to their own pref-
erences. Drawing on its depth of expertise and breadth of international
connections, the change team took a more proactive stance than its
counterparts in Bolivia, El Salvador, Peru, and even Brazil.
Saldain helped the commission draw up a mixed system that main-

tained the public pension scheme and kept the new obligatory individual
retirement accounts narrowly confined (Saldain 1996; interviews with
Saldain 2006, Rodrı́guez 2004, Durán 2004, Bonilla 2005, Aguilar 2004,
and Carrillo 2004). This proposal addressed the looming actuarial dis-
equilibria in the existing public scheme. Because the government could
not raise contribution rates at will or increase the retirement age signifi-
cantly,19 a gradual reduction in benefit values, especially for better-off
sectors, appeared as the only viable option. Private pension funds would
compensate for this reduction and thus guarantee the organized working
and middle class a decent standard of living in old age. Individual retire-
ment accounts would fill in for the slow, partial compression of the
existing public scheme. Because private pension funds were also ex-
pected to yield economic benefits, the commission agreed on a mixed
system with a broad, comprehensive public pillar and a small, yet gradu-
ally growing private pillar (interviews with Rodrı́guez 2004 and Saldain

19 In 1996, a conflict over this issue turned unusually fierce, forcing the government to
back down (interviews with Rodrı́guez 2004, Céspedes 2004, and Barahona 2004).
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2006; Rodrı́guez 1996: 2, 8–10; Rodrı́guez and Durán 1998: 228–44;
Rodrı́guez 2001: 83–87; MIDEPLAN 1998: 224–28, 232).
Interestingly, this compromise, which differed greatly from the Chil-

ean original, garnered support precisely as an effort to forestall a more
faithful emulation of the Chilean model. Its advocates argued that it was
better to make a reasonable, moderate reform than be overwhelmed by
more radical proposals later on (interview with Durán 2004). The spec-
ter of Chile turned Costa Rica’s moderate proposal into the lesser evil.
Thus, in addition to inspiring hopes in major macroeconomic benefits,
Chile’s drastic reform and the wave of emulation it triggered provided
a crucial indirect impulse for Costa Rica’s limited privatization project.
But by the time the reform design had been elaborated, the Figueres

government lacked the political clout to push for partial privatization.
In 1995, it had spent a great deal of political capital on reforming the
special pension regime for school teachers, which was excessively gener-
ous and caused worrisome fiscal deficits (Programa Reforma Integral de
Pensiones 1998b: 1, 31–37). Protests by striking teachers had created
enormous political costs for the president. At the end of his term, he
was unwilling to pursue a similarly controversial change in the CCSS
(interview with Durán 2004; see also Lehoucq 1997: 63).
But the successor government of Miguel Ángel Rodrı́guez (1998–

2002) quickly resumed the moderate reform project. Personal connec-
tions between the two change teams facilitated this continuity. Although
two leading reformers under the Rodrı́guez government, Ronulfo Jimé-
nez and Victor Hugo Céspedes, belonged to the Academia de Centro-
américa, the main promoter of neoliberal thinking in Costa Rica (Hi-
dalgo Capitán 2003: 92–94), they never pursued full-scale privatization
à la Chile. They recognized that such a radical proposal—“although it
may be technically speaking the best system” (interview with Céspedes
2004)—lacked political viability in this social-democratic country. They
therefore embraced a mixed system as designed under the Figueres ad-
ministration (interviews with Jiménez 2004, Céspedes 2004, Barahona
2004, and Carrillo 2004; see Proyecto de Ley 1999: 4–6; Jiménez 2000:
253–54).
But to engineer agreement to this compromise plan, Jiménez deliber-

ately raised the specter of Chilean-style privatization as a “monster” to
scare sociopolitical forces with divergent interests and viewpoints into
accepting the mixed system as the lesser evil (MIDEPLAN 1998a: 33;
interview with Jiménez 2004). This strategy indeed worked. In particu-
lar, the ILO representative who had assisted the reform commission of
the Figueres administration managed to persuade recalcitrant union
leaders that moderate privatization was the best solution they could real-
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istically hope for (interviews with Jiménez 2004, Castro 2004, and Car-
rillo 2004; Jiménez 2000: 267). Thus, the special availability of the radi-
cal Chilean model and its well-known attraction to some Costa Rican
sectors, derived from the representativeness heuristic, were important in
making limited structural reform politically viable in this social-demo-
cratic country.
Specific aspects of the proposed mixed system indeed elicited much

controversy. Disagreements centered on the relative importance of the
solidaristic public pillar vs. the individualistic second pillar that would
be open to private pension companies (interview with Barahona 2004).
Business sectors and the World Bank advocated a limited first pillar and
a large, exclusively private second pillar (WB 1998b; see Jiménez 2000:
267). By contrast, CCSS officials, trade unionists, and party politicians
resisted shrinking the existing public system. To diminish this conflict,
the government shelved its plan to lower public pension values. Thus,
the new individual retirement accounts would not be a partial substitu-
tion of the existing scheme, but a pure addition financed through exist-
ing social taxes (interview with Carrillo 2004; Rodrı́guez 2001: 85).
Furthermore, conforming to Costa Rica’s consensual policymaking

style, the Rodrı́guez government did not try to ram its proposal through
Congress, as Bolivia’s Sánchez de Lozada and El Salvador’s Calderón
Sol—not to speak of Peru’s Fujimori—had done. Instead, it convened
the political parties and a variety of interest groups to a wide-ranging
“Concertation” in 1998 (MIDEPLAN 1998d). By allowing for interissue
bargains and by getting societal groups with opposed interests to coun-
terbalance each other, these negotiations indeed achieved consensus on
a mixed system (MIDEPLAN 1998b: 10–20; interviews with Barahona
2004, Jiménez 2004, Céspedes 2004, and Castro 2004; Jiménez 2000;
Castro 2001; see Proyecto de Ley 1999: 5).
The government had to make further concessions, however. Above

all, societal associations and public institutions were allowed to create
their own pension fund administrators; thus, the second pillar was not
reserved for the private sector (Jiménez 2000: 256, 259; Castro 2001:
82–83). Based on these core agreements, the government elaborated a
reform bill in consultation with congressional politicians and interest
groups.20 This cumbersome, slow process allowed the Rodrı́guez admin-
istration to pass social security reform, whereas its other important ini-
tiatives faltered on insurmountable opposition (interviews with Jiménez
2004, Barahona 2004, and Castro 2004).

20 Castro (2001: 29, 52–53). Interestingly, governmental experts claimed that political
parties lacked a clear stance on pension reform and played virtually no role in these delib-
erations, but they felt represented by politically aligned governmental experts (interviews
with Céspedes 2004 and Durán 2004).
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The new law fully preserved the PAYG system and strengthened it
with measures to attract more affiliates and combat the evasion of con-
tributions (Chaves Marı́n 1999: 8–9; Carrillo 2000). As a pure addition,
it instituted obligatory individual retirement accounts open to private
and public pension fund administrators. Interestingly, a large majority
of affiliates chose public providers, and the law designated a public bank
as the default option for people who indicated no choice. Therefore,
more than 80 percent of affiliates are vested in public institutions (Martı́-
nez Franzoni and Mesa-Lago 2003: 27). Furthermore, the second pillar
was funded through the reallocation of existing social contributions.
Thus, the Costa Rican state avoided fiscal transition costs (MIDEPLAN
1998c: 228; Chaves Marı́n 1999: 11). In sum, while the Chilean model
provided important direct and indirect impulses for pension privatiza-
tion in Costa Rica, the new mixed system diverges greatly from the origi-
nal. Due to ample technical capacity, the diverse composition of the
change teams, and the firm commitment to social-democratic norms, the
heuristic of anchoring did not tie down Costa Rican decision-makers.
Due to looming financial constraints (Martı́nez Franzoni and Mesa-

Lago 2003: 69), however, the successor government of Abel Pacheco
(2002–2006) resumed the less palatable side of the original reform plan
and proposed the gradual reduction of public pension benefits, which
turns the new second pillar into a partial replacement of the PAYG
scheme. Lengthy, difficult negotiations among interest groups and state
institutions, especially the CCSS, eventually hammered out a compro-
mise that enacts this change and raises social security contributions
(Grupo Técnico 2005; Martı́nez Franzoni 2005: 11–26; interviews with
Martı́nez Franzoni 2004 and Carrillo 2004). With this reform, which
proved the continued functionality of consensual policymaking in Costa
Rica, the financial survival of social security seems ensured for decades
to come.
In conclusion, Costa Rica’s moderate pension reform was shaped by

cognitive heuristics, though not as deeply as full-scale privatization in
Bolivia, El Salvador, and Peru and the stalemated discussion in Brazil.
The availability heuristic called decision-makers’ attention to the Chil-
ean model, and the representativeness heuristic associated it with high
macroeconomic benefits—especially increased savings (interview with
Carrillo 2004)—and thus created a nucleus of strong support. But the
widespread, firm commitment to social-democratic values and the tech-
nical capacity and institutional strength of the CCSS, which was not
marginalized by neoliberal experts from the economy ministries, ruled
out radical reform. The internally diverse change team therefore searched
for a politically viable reform plan, finding it in Uruguay’s mixed system.
After years of consultation and negotiation, this compromise proposal
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won congressional approval. It maintained the extensive public, solida-
ristic scheme, whose benefit levels the parametric reform of 2005 will
diminish only gradually, and added individual pension accounts, which
are run mainly by public institutions and societal associations, not pri-
vate companies. Thus, while Costa Rica’s reform emulated the core in-
novation of Chilean privatization, it did so in a highly modified form,
displaying little anchoring to the original.

Conclusion

Cognitive heuristics shaped the spread of Chilean-style pension privati-
zation, especially in Bolivia, El Salvador, and Peru, but also in Brazil
and Costa Rica. Due to the availability heuristic, experts and policy-
makers in all five countries paid disproportionate attention to Chile’s
bold innovation and neglected other relevant reform experiences; in par-
ticular, the European NDC scheme stayed off their radar screen until
the World Bank made it available in the late 1990s. And due to the
representativeness heuristic, many decision-makers overextrapolated the
initially stellar success of Chile’s pension funds and attributed its in-
creased savings and superb growth after 1985 to social security privati-
zation. These excessively optimistic judgments induced the powerful
economy ministries to push strongly for drastic reform. As the represen-
tativeness heuristic led them to claim control of the issue area, it altered
the constellation of actors. Far from being epiphenomenal, cognitive
shortcuts thus shaped “real” politics.
But the established social security agencies, which prioritized equity

goals and sought to preserve the public pension system, were much less
impressed with the alleged economic benefits of a private insurance
scheme and emphasized instead its social disadvantages. These disagree-
ments inside the state conditioned the advance of pension privatization.
Where the social security agencies had limited technical capacity and
little institutional weight, the economy ministries dominated reform de-
sign and—inspired by the representativeness heuristic—successfully pro-
moted the emulation of the Chilean model. Anchored to the original
blueprint, they introduced only limited modifications to adapt this for-
eign import to their country’s needs. What gave the economy ministries
this predominance and thus allowed the heuristics of availability, repre-
sentativeness, and anchoring to shape the decision process and output
so profoundly were the imbalance of institutional power between eco-
nomic and social agencies and the severe financial and administrative
problems plaguing the established pension system.
In Bolivia, El Salvador, and Peru, the social security agencies tradi-



Diffusion of Pension Reform • 141

tionally served for patronage purposes and therefore lacked strong tech-
nocratic cadres and a meritocratic bureaucracy. By contrast, the econ-
omy ministries long commanded a higher level of expertise, and the
crisis and neoliberal adjustment of the 1980s and 1990s stimulated fur-
ther recruitment of capable technocrats. These challenges also made the
economy ministries’ concerns for fiscal equilibrium and renewed growth
more urgent than the equity goals advanced by social agencies. For these
reasons, the economy ministries gained more power to impose their
goals, which under the influence of the three cognitive heuristics came
to include pension privatization.
In Brazil and Costa Rica, the availability heuristic also drew dispro-

portionate attention to the Chilean model and the representativeness
heuristic suggested its great attractiveness to the economy ministries.
Cognitive shortcuts thus induced the economy ministries to get involved
in social security policy and push for pension privatization. But social
agencies had much greater clout than in Bolivia, El Salvador, and Peru.
Equipped with considerable technical expertise and a solid institutional
apparatus, they managed to counterbalance the privatizing pressure of
the economy ministries. Also, the overall success of Costa Rica’s welfare
state and the special urgency of the equity goal in Brazil provided politi-
cal protection against efforts to import the Chilean model. Because the
social agencies could hold their own in intrastate bargaining and mobi-
lize support in Congress and civil society, Chilean-style reform proved
infeasible. In Brazil, an escape from the resulting stalemate over pension
privatization opened up only when an IFI made an intermediate op-
tion—the European NDC scheme—cognitively available. In Costa Rica,
widespread commitment to social-democratic values limited the dis-
agreement and facilitated a compromise on a mixed system that diverged
significantly from the Chilean original. Thus, operating in different po-
litical-institutional contexts, the same causal mechanisms, namely, cog-
nitive heuristics, produced different emulation decisions.
In sum, inferential shortcuts profoundly shaped the diffusion of pen-

sion privatization, interacting with institutional and economic context
factors. As the heuristics of availability, representativeness, and anchor-
ing propelled the spread of policy innovations, bounded rationality pre-
vailed. Experts and decision-makers clearly diverged from the ideal-
typical postulates of comprehensive rationality. Rather than searching
proactively for the relevant information and processing it in a system-
atic, balanced fashion, they commonly rely on heuristics that allow them
to cope with information overload and uncertainty, but at the risk of
significant distortions in judgments and decisions. The cognitive-psycho-
logical approach therefore can explain the wavelike diffusion of Chilean-
style pension privatization better than can rational learning.



CHA P T ER 5

External Pressures and International Norms
in Health Reform

In what ways is principle diffusion in health care similar to model diffu-
sion in social security, and in what ways does it differ? This chapter
examines pressures from international financial institutions and the im-
pact of new development norms; it thus assesses structural and construc-
tivist arguments, as chapter 3 did for pension privatization. Chapter 6
then investigates whether comprehensive or bounded rationality prevails
in decision making. In particular, do the heuristics of availability, repre-
sentativeness, and anchoring shape health reform, as chapter 4 docu-
mented for social security reform?
Chapter 3 showed that IFI pressure helped advance pension privatiza-

tion but was not the moving cause of model diffusion. These seemingly
powerful institutions did not manage to force recalcitrant governments
to comply with their exhortations. And they did not provide the main
impetus pushing governments that agreed with the neoliberal agenda
toward profound social security reform; instead, the decisive inspiration
emanated from Chilean consultants with first-hand experience in pen-
sion privatization. The highly available Chilean model attracted tremen-
dous attention in Latin America and triggered reform diffusion. The IFIs
themselves jumped on this bandwagon only after it had already taken
off.
Normative appeal did not propel pension privatization either. The

ethic of individual responsibility never came close to gaining hegemony
in the social security arena. As traditional norms of social solidarity re-
tained a strong hold, reform advocates such as the World Bank avoided
normative messages and promoted privatization with the instrumental
promise to guarantee long-established functions with greater transpar-
ency and efficiency. The pragmatic goals to put social security on a solid
financial foundation and attain macroeconomic benefits such as in-
creased savings indeed carried the greatest weight in swaying presidents
and parliaments.
How do these factors play out in health care? The absence of a clear,

coherent reform model leads to a more diffuse, eclectic decision-making
process. Since the availability heuristic does not focus policy-makers’
attention on one singular model, they take inspiration from various
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sources, such as the recommendations of international organizations and
new normative trends (both discussed in this chapter) as well as avail-
able country experiences (analyzed in chapter 6). Thus, whereas the
Chilean model grabs attention in social security and leaves other influ-
ences in the background, health experts and decision-makers are ex-
posed to variegated external inputs.
Reform efforts in the complex area of health care tend to be piece-

meal. While pension privatization reshapes the social security system in
one fell swoop, health reform rarely constitutes a bold, comprehensive
transformation. Instead, governments change one component of the
multidimensional health system at a time. Health reform is a drawn-out,
gradual process, not a drastic break point like social security privatiza-
tion. In fact, Chile’s pension model became attractive because it prom-
ised to resolve problems once and for all. By contrast, health reform is
a never-ending process. As prior modifications alter the mortality and
morbidity profile and as technological progress makes new interventions
feasible, the demands on and capabilities of health systems constantly
change and require frequent adjustments.
The complexity of health care precludes a singular, highly available

model and induces specialists to be receptive to various sources of inspi-
ration. External pressures and international norm shifts therefore carry
more weight than in social security. These mechanisms, which are not
decisive for model diffusion, significantly affect principle diffusion, as
chapter 2 stressed. First, whereas the IFIs cannot impose a clear blue-
print on countries, they can nudge governments to advance toward gen-
eral principles. In health care, the World Bank has managed to promote
maxims derived from two basic goals, economic efficiency and social
equity (WB 1993b), as discussed in chapter 1. While resisting more radi-
cal proposals for privatization, Bolivia, Costa Rica, and Peru, in particu-
lar, have enacted important changes that conform to the IFI agenda and
that emerged partly out of discussions and negotiations with the WB.
Interestingly, however, this principle diffusion has resulted as much from
advice and availability enhancement as from forceful pressure.
Normative appeal has also triggered some equity-enhancing reforms,

especially the extension of health care coverage to excluded, poor sec-
tors. These efforts, often pursued through add-on programs, have lim-
ited and diffuse costs, yet clear, concentrated beneficiaries. Due to their
“distributive” nature (cf. Lowi 1964; Corrales 1999: 5–6), they elicit
little opposition, especially when economic recovery generates additional
financial resources or when IFIs offer generous credits. Since these bene-
fit programs escape from the push and pull of contending interests that
affects redistributive reforms, normative and symbolic concerns can
carry the day. Therefore, the new norm of “health for all,” promoted in
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global conferences since the 1970s, found considerable resonance in
Latin America during the 1990s, when the region emerged from the debt
crisis and sought to improve lagging social standards, depressed further
by the rigors of structural adjustment. Many countries therefore insti-
tuted new health programs for the poor.
But naturally, principle diffusion produces less homogeneity than

model diffusion; it leaves governments considerable room to decide in
what way and how far to advance toward a general goal. Accordingly,
health reforms in Latin America are quite diverse and much more het-
erogeneous than the varying degrees of pension privatization. This diver-
sity suggests that external pressures and normative appeal, which are
fairly uniform, by no means determined decision outputs. Instead, these
external influences encountered varying degrees of domestic receptivity,
as the present chapter analyzes. Moreover, reform decisions were also
shaped by lessons derived from other countries’ experiences, as chapter
6 shows.

External Pressures in Health Reform

The World Bank Proposal—Trigger of the 1990s’ Reform Wave?

A simple correlational analysis may suggest that the World Bank was
the main protagonist of health reform in Latin America: As soon as it
expounded its ambitious program, which combined equity and efficiency
in an appealing way, government efforts to restructure health systems
picked up steam. Whereas efficiency-oriented measures had remained
haphazard and equity-enhancing efforts had foundered on resource con-
straints during the “lost decade” of the 1980s, the 1990s saw a prolifer-
ation of reform projects, right after the bank published its high-profile
report, Investing in Health.1

This document, which received enormous attention, started from the
basic maxim of neoliberal social policy. It advocated concentrating pub-
lic resources on the poorest sectors that cannot finance their own social
protection; by contrast, the better-off should buy insurance in the pri-
vate market. Targeting state funds on the needy would further both so-
cial equity and cost-effectiveness. A dollar spent on basic care for the
poor yields greater utility than additional investment in complicated,
expensive curative treatments, which better-off sectors use dispropor-
tionately (WB 1993b: 1–16, 52–71, 156–71; see also Abel and Lloyd-
Sherlock 2000: 12–15).

1 Before the 1990s, the World Bank did not push a clear health reform project. For
instance, Echeverri (1989: 3) stresses the bank’s flexibility and adaptability in this area.
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The World Bank therefore advocated a profound reorientation of the
health system. The state should extend a basic package of services and
preventive measures to the poorest groups, which lacked minimally sat-
isfactory coverage (WB 1993b: 108–19). At the same time, it should
transfer the provision of sophisticated curative treatments to the private
sector, either by outsourcing them to private hospitals or by allowing
patients to choose between public and private health insurance (WB
1993b: 123–33). Given this choice, most of the middle class would leave
the public system, which in their eyes offered low-quality care. Their
exit would allow the state to concentrate on serving the needy. To make
public service provision more efficient, the World Bank recommended
the introduction of quasi-market mechanisms inside the public sector.
Hospitals should gain autonomy from central bureaucratic commands,
and clear incentives should boost their performance and productivity
(WB 1993b: 126, 130–31, 161). The bank’s main goal was not to im-
prove the public sector, however, but to scale it back and expose it to
private competition.
In sum, the bank proposed a comprehensive overhaul of the health

system. This plan was inspired by neoliberal principles and emphasized
the synergy between two crucial values, social equity and economic effi-
ciency. Since the poor had always been neglected, targeting public re-
sources on them would produce more health at lower cost. In turn, im-
provements in efficiency, productivity, and cost effectiveness would free
up resources for extending basic services to the needy. With this ambi-
tious plan, the bank sought to gain leadership in the health field and
displace hitherto predominant actors, especially the World Health Or-
ganization (WHO), Pan-American Health Organization (PAHO), and
traditional Latin American health specialists. Those forces had put undi-
luted priority on fulfilling social needs, paying little attention to eco-
nomic constraints.
Indeed, while trying to make its neoliberal program palatable to these

actors by emphasizing social concerns, the World Bank advanced a dis-
tinctive concept of social equity, defining it in terms of basic needs. Pub-
lic health care should target the poor and provide only the most essential
services. This minimalist goal diverged from the universalistic plan of
the WHO and Latin American health specialists to extend generous,
comprehensive health coverage to all citizens. Thus, while the bank’s
two-pronged equity and efficiency strategy sought to appeal to a wide
range of actors, it clearly deviated from established health policy
approaches.
At the same time, the WB push for introducing efficiency considera-

tions in the health sector, which appealed to governments’ economic
agencies, did not hold the same attraction as pension privatization,
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which the representativeness heuristic made appear as a crucial instru-
ment for fueling economic development. Certainly, finance and planning
ministries had come to see health care as a bottomless barrel; even con-
stantly rising spending could never fulfill the social needs stressed by
health specialists. Therefore, economy ministries eagerly supported the
bank’s promotion of efficiency to limit the pressure for expenditure in-
creases and ensure the rational usage of scarce budget funds. For the
first time, economy ministries, which had hitherto left health policy to
sector experts (usually medical doctors), entered this issue area with
proposals for efficiency-enhancing reforms and an insistence on cost-
effectiveness.
Yet beyond these fiscal benefits, health reform did not promise the

broader economic effects attributed to pension privatization. Whereas
the representativeness heuristic suggested that the Chilean model boos-
ted domestic savings and investment, changes in the health system would
not foster capital accumulation. Even improvements in human capital
would take many years to materialize and fuel economic growth. For
these reasons, economy ministries never pushed as hard for health re-
form as for social security privatization. The World Bank therefore
found less domestic support for its health program than its pension plan.
For finance and planning ministries, health reform always played second
fiddle behind pension privatization. Whenever they had to choose, they
prioritized social security reform. In Peru, for instance, neoliberal Econ-
omy Minister Carlos Boloña cut a deal with his opponents that allowed
pension privatization to go forward yet shelved health privatization (in-
terviews with De los Heros 2002, Du Bois 2002, and Peñaranda 2002).
In sum, the WB promotion of efficiency in health care found consider-
able backing from economy ministries but did not stimulate as much
enthusiasm as pension privatization.
Just when the bank published its bold agenda, health reforms in Latin

America gathered steam. Many countries that had enacted mere emer-
gency measures (mostly expenditure cuts) during the 1980s now designed
projects for overhauling their health systems; a number of—usually
piecemeal—changes actually came into effect. In fact, while the region
had for decades pursued the equity agenda by extending health care
gradually to the poor, the 1990s saw an unprecedented wave of effi-
ciency-oriented measures, which the World Bank advocated with partic-
ular zeal. This flurry of reform efforts may suggest that IFI pressures
constituted the main impetus for principle diffusion in health care.
An inspection of policymaking yields a more nuanced picture, how-

ever. While the WB certainly provided a major impulse for efficiency-
oriented reform efforts (cf. Cruz and Carrera 2004: 222–23), Latin Amer-
ican governments advanced much less far than the IFIs advocated. In
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fact, some changes that did take place, such as the partial privatization
of health care in Peru, did not result from WB pressures but were in-
spired by other countries’ experiences. And where governments did fol-
low bank exhortations, their compliance was often more the product
of persuasion and availability enhancement than of forceful imposition.
Moreover, while the World Bank was the principal promoter of effi-
ciency, it was only one among several advocates of greater equity. Other
IOs such as the WHO and UNICEF, which lacked the capacity for exert-
ing pressure, played a very important, more broadly effective role. In
fact, these IOs had promoted the new norm of “health for all” long
before the World Bank jumped on this bandwagon. Thus, besides exter-
nal pressures and availability enhancement, normative appeal proved
effective.

The Effect of IFI Pressures

Assessments of the effective impact of IFI pressures on Latin American
health reforms must keep in mind the selection issue discussed in chapter
3. The IFIs did not see the need to push governments that embraced
a neoliberal policy orientation. Instead, their pressures targeted more
recalcitrant governments that pursued social-democratic goals; yet those
administrations were not particularly receptive to IFI exhortations. To
avoid problematic inferences, it is necessary to consider these differences
in underlying preferences, which conditioned the WB decision to exert
pressure in the first place.
The countries under investigation capture considerable variation in

IFI—government relations. Whereas in Costa Rica and Brazil, most
health policy-makers rejected the market agenda pushed by the World
Bank, the Bolivian, Peruvian, and Salvadoran governments of the 1990s
embraced broad neoliberal goals. But in El Salvador, the strongest oppo-
sition party, the leftist Frente Farabundo Martı́ para la Liberación Na-
cional (FMLN), which commands firm support in the health sector,
fiercely resisted neoliberal change. In Bolivia and Peru, by contrast, ob-
stacles to the IFI agenda emerged less from civil society than from popu-
list chief executives, clientelist politicians, and an institutionally weak
state. To what extent did IFI pressures overcome these variegated imped-
iments? How far did the World Bank manage to push efficiency- and
equity-oriented health reforms in these different settings?

costa rica’s critical engagement with the ifis

Costa Rican governments had traditionally defined health policy inde-
pendently from the IFIs. Those institutions had supported specific proj-
ects but not influenced broader policy decisions. Since Costa Rica’s
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health system performed much better than most of its regional brethren,
policy-makers did not see a need for outside advice (interview with Mi-
randa 2004). The serious economic crisis starting in the late 1970s, how-
ever, which threatened the country’s social accomplishments (Castro
Valverde and Sáenz 1998: 18–19), made governments receptive to
deeper cooperation with the IFIs.2 Since during the 1980s, Costa Rican
governments and the IFIs focused on stabilization and adjustment, how-
ever, their negotiations did not touch much on health reform, and the
WB had virtually no influence in this area. Only as a nod to the IFIs’
neoliberal agenda did the government of Oscar Arias (1986–90) in on-
going loan negotiations stress its experiments with private-public coop-
eration in health service delivery (interviews with Vargas 2004 and
Marı́n 2004; Martı́nez Franzoni 1999: 165–66); yet these novel efforts
had emerged out of domestic initiatives, without any IFI involvement.
And after fulfilling the symbolic function of placating the WB, these
experiments remained confined to pilot projects and did not stimulate a
revamping of the health sector, which their designers advocated (Marı́n
and Vargas 1990).
This stagnation of market-oriented experiments is noteworthy given

that the government of Rafael Angel Calderón Fournier (1990–94) pur-
sued a fairly neoliberal course and for the first time in Costa Rican his-
tory negotiated loans for health policy reform with the WB and Inter-
American Development Bank. Despite increasing IFI involvement, the
state did not cede much greater space to the private health sector, as
the WB advocated (cf. WB 2003c: 57). The predominance of social-
democratic values among users of health services, public health person-
nel, and bureaucrats of the Caja Costarricense de Seguro Social left little
room for market-oriented reforms. Thus, even under propitious circum-
stances, the IFIs did not manage to reshape Costa Rica’s health system.
While the decision to obtain IFI funding for policy changes implied a

willingness to listen to WB and IDB advice, significant interest diver-
gences remained. Domestic policy-makers prioritized equity goals, where-
as the WB stressed efficiency goals. Costa Ricans mainly wanted to im-
prove the primary care system, which had suffered financial cuts in the
1980s. By contrast, the IFIs pushed for cost-effectiveness, performance,
and productivity and focused on organizational changes, including pri-
vatization efforts (interviews with Ayala 2004 and Guzmán 2004; Clark
2004: 197–200; Castro Valverde and Sáenz 1998: 4–5; CCSS 1993:
10–11; Presidencia 1993: 16). Interestingly, domestic policy-makers
proved quite successful. The loan document with the WB defined the

2 For excellent analyses of the subsequent negotiations examined in this section, see
Martı́nez Franzoni (1999) and Clark (2004).
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new primary care system—Costa Rica’s priority—in much greater detail
than the efficiency-oriented reforms sought by the Bank, which were left
surprisingly vague (WB 1993a: vi–vii, 13–14, 91–116; Banco Mundial
1993: 1–4). And while rushing to implement the new primary care sys-
tem from early 1995 on, the Costa Rican government took its time to
design performance-enhancing measures, which were enacted only grad-
ually from late 1997 onward.
The IFIs were even less successful in shaping reform content. As

regards primary care, CCSS specialists insisted on following the basic
principles guiding Costa Rica’s welfare state, especially comprehensive
universal coverage. Demonstrating the broad commitment to these prin-
ciples prevailing in the country, even the conservative Calderón govern-
ment made only limited concessions to WB exhortations to target public
spending on the poorest sectors and cover only a limited number of
basic, cheap health services (interviews with Ayala 2004, Guzmán 2004,
and Cercone 2004; Banco Mundial 1991: 3–4; Martı́nez Franzoni 1999:
167; Clark 2004: 198–99). Invoking the social success of their welfare
state and their continued capacity to fund it, CCSS officials managed to
win WB acquiescence to their plan to guarantee generous primary care
for all citizens by creating a network of about eight hundred Basic
Health Teams (Equipos Básicos de Atención Integral de Salud—EBAIS),
which would offer integrated preventive care and basic curative services
on a capitation basis throughout the national territory.3

Thus, Costa Rican specialists used their high technical capacity and
invoked their country’s social accomplishments, the absence of a finan-
cial crisis, and the social-democratic values prevailing among the popu-
lation and the political class to attain great success in their negotiations
with the World Bank. On occasion, they also relied on their discretion
in the implementation phase, which the bank could not monitor closely.
On a particularly hard-fought issue, they promised to accept a WB de-
mand, although they never planned to comply with it: “We lied,” con-
fessed a participant in these negotiations. In sum, rather than imposing
its will on this minuscule country, the bank ended up subsidizing Costa
Rica’s priorities.
Initial disagreements were even more pronounced in discussions about

the efficiency agenda. Chilean consultants hired upon the World Bank’s
instigation advocated radical changes along the lines of their own coun-
try’s health privatization. They recommended dividing up Costa Rica’s
comprehensive social security institution CCSS, creating separate financ-
ing, insurance, and provider agencies, and allowing for private-sector

3 UPC (1993: 165–77); IDB (1992: 1–2, 12–13, 43). The expansion of primary care
indeed proved much more costly than the World Bank (2003c: 13, 23, 26) anticipated.
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participation and competition. Essentially, they wanted Costa Rica to
follow Chile’s introduction of private health insurance companies (Insti-
tuciones de Salud Previsional—ISAPRE). But because only the middle
class can afford private health plans whereas poorer sectors must stay
in the underfunded public health system, the Chilean reform created
deep social segmentation. Moreover, many ISAPRE affiliates were dis-
content. Private companies eagerly insured the young and healthy but
used all kinds of machinations to exclude “bad risks,” especially older,
sickly people.
Costa Rican policy-makers adamantly refused to emulate this reform

(interviews with Marı́n 2004, Miranda 2004, and Salas Chaves 2004;
Clark 2005: 12–13, 19). Chilean-style privatization violated the tradi-
tional, constitutionally enshrined principles underlying the Costa Rican
welfare state, especially universalism and social solidarity. As polls com-
missioned by the CCSS showed, these values retained overwhelming
popular support (Garita Bonilla and González Varela 1992: 3, 21; Pol-
tronieri 2003: 54, 61, 133). Privatization also threatened the institu-
tional interests of the CCSS and its corps of experts. Moreover, Costa
Rica’s private medical sector seemed too underdeveloped to run part of
the extensive health system, especially hospitals. In long negotiations, the
WB and the consultants it brought backed off from these proposals, which
had initially found some support in Costa Rica’s Planning Ministry (MI-
DEPLAN 1992: 2, 12, 23–28, 32–39; Presidencia 1993: 2, 15, 22–28,
36, 43; Calderón 1993: 4–9; CCSS 1993: 28–34; interviews with Balles-
teros 2004, Salas Chaves 2004, Cercone 2004, and Guzmán 2004).
But World Bank pressure did significantly reinforce the impulse for

Costa Rica to move toward efficiency-enhancing reforms. Certainly, do-
mestic experts had for years proposed measures to enhance health sys-
tem performance. But these projects and experiments, including non-
profit health cooperatives contracted by the CCSS, had very limited
effect due to bureaucratic resistance from CCSS officials. The WB push
was crucial for resuming the efficiency agenda, though in ways that dif-
fered greatly from the WB’s initial goals (interviews with Ayala 2004,
Cercone 2004, and Marı́n 2004; UPC 1993: 63, 121).
Availability enhancement by another IFI paved the way for a compro-

mise that differed both from the WB’s privatization plans and from
CCSS officials’ defense of the established system. In the mid-1990s, the
IDB proposed—and the World Bank soon embraced—the introduction
of efficiency-enhancing measures inside the public health sector (Martı́-
nez Franzoni 1999: 166–75). Greater autonomy and clearer incentives
should induce CCSS clinics and hospitals to improve service production
and fulfill targets set in contractual negotiations with central health au-
thorities. And functional specialization inside the CCSS headquarter
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would allow for a more transparent and efficient discharge of insurance,
purchasing, and provision of services. This reorganization would trans-
form a bureaucratic hierarchy into a quasi-market (Trejos et al. 1994:
51–52, 58–63, 85–87; IDB 1996: part 3; Iunes 2001: 215–17).
These novel proposals, which differed from the World Bank’s privatiz-

ing thrust, proved acceptable to both sides (interview with Ayala 2004).
From the bank’s perspective, they promised to increase efficiency and
familiarize public providers with the market logic of incentives and re-
wards. From the CCSS’s perspective, these performance-enhancing mea-
sures would strengthen rather than dismantle the public health system
(cf. CCSS 1993: 28–34). By boosting productivity, they would take the
wind out of the sail of privatization proposals. They would also allow
the CCSS to improve service quality despite tightening resource con-
straints and thus stem the exit of middle-class people to the fledgling
private health sector. Thus, the Costa Rican government embraced quasi-
market mechanisms to fortify the public sector and keep the private
sector narrowly confined. This partial concession to the WB’s logic of
competitiveness sought to preserve the basic outlines of the publicly
dominated health system (interviews with Ayala 2004 and Sáenz 2004).
As part of this compromise plan, the CCSS introduced performance

contracts to commit hospitals and health posts to specific service targets.
The central authorities monitored attainment of these goals and applied
financial rewards or penalties. From 1997 onward, performance con-
tracts were gradually extended from a few hospitals to all public health
care providers, and the targets expanded from simple requirements, such
as the availability of basic equipment, to include measures of productiv-
ity and quality. While the contracts are still criticized for an excessive
emphasis on quantifiable indicators, observers claim that they have fos-
tered greater attention to goal attainment and efficiency (interviews with
Cercone 2004 and Guzmán 2004; critical assessments in CCSS and
Banco Mundial 2002: 7, and Martı́nez Franzoni and Mesa-Lago 2003:
51–61).
In conclusion, Costa Rica did enact performance-enhancing changes,

but they differed from the privatization agenda initially advocated by the
World Bank. WB pressure was crucial for reinforcing domestic efforts at
efficiency-oriented reform, which had not made much headway by the
early 1990s and needed external support to come to fruition. As in the
pension arena, however, this small, seemingly weak country managed to
maintain its long-standing welfare state, contrary to IFI preferences for
a more radical transformation (Martı́nez Franzoni 1999: 165–68; Clark
2004: 197–204). Successive governments of differing partisan orienta-
tion used loans and policy advice from the IFIs to strengthen the estab-
lished system and made only those concessions that were compatible
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with its basic outlines. Yet whereas Costa Rica designed its limited pen-
sion privatization without direct WB involvement, it elaborated health
reforms in lengthy negotiations with the IFIs and followed important
external recommendations, especially in reorganizing the CCSS and in-
troducing performance contracts. Without IFI participation in decision
making, the country would not have moved as far toward efficiency
goals (WB 2003c: 7, 12). Thus, the IFIs propelled principle diffusion in
health care more than model diffusion in social security.

brazilian health policy-makers’ aversion to the ifis

Compared to Costa Rica, Brazil forged ahead with even greater indepen-
dence from IFI pressures. Whereas most Latin American countries
adopted some kind of neoliberal health reform, Brazil’s new democracy
moved in the opposite direction, trying to strengthen the public system
and reinforce state control over the extensive private health sector. For
many years, Brazil placed social equity ahead of economic efficiency.
This priority took hold because the main impulse for health reform arose
not—as in most of the region—from experts inside the state (Nelson
2004: 31), but from a leftist professional movement that had emerged
during Brazil’s lengthy democratization.
This Movimento Sanitário (public health movement), led initially by

a small communist party (Partido Comunista Brasileiro—PCB), de-
manded a fundamental restructuring of the country’s unique health sys-
tem, in which the state contracted most services from the private sector.
In the eyes of the sanitary movement, this outsourcing created severe
distortions by inducing private providers to foist unnecessary treatments
on patients to increase their own revenues; by privileging curative treat-
ments over preventive measures; and by benefiting urban middle-class
neighborhoods, where private facilities were concentrated, while neglect-
ing rural regions and squatter settlements. The sanitaristas therefore de-
manded strict public guidance and control over the private health sector,
if not its nationalization (Conferência Nacional de Saúde 1987; Escorel
1999; Fleury 1997; Arretche 2004).
These goals found substantial support in the Constituent Assembly

of 1987–88 (Rodriguez 1988). The new charter guaranteed generous,
comprehensive health coverage for all citizens and prescribed efforts to
improve service delivery for poorer sectors, especially by decentralizing
health care to bring it closer to users. The 1990s indeed saw a gradual,
yet thoroughgoing decentralization of Brazil’s health system. The new
constitution also mandated greater control over private hospitals and
doctors through the creation of a state-guided “Unified Health System”
(Sistema Único de Saúde—SUS). But these rules proved difficult to im-
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plement because private providers tenaciously resisted increased state
intervention.
All these changes were enacted in complete independence from the

IFIs. Given its leftist origins, the sanitary movement was averse to coop-
erating with these mainstays of the global capitalist order. Indeed, Bra-
zil’s reforms diverged fundamentally from the privatizing thrust of the
World Bank. They sought to limit the costs of service provision through
greater state control—the exact opposite of the bank’s advocacy of mar-
ket competition. The sanitary movement’s push for generous universal
coverage also contrasted with the bank’s plea for targeting a minimal
service package to the poor. In fact, the World Bank incessantly criti-
cized the guarantee of comprehensive health care for all as far beyond
Brazil’s financial means (WB 1991: 2, 21, 82, 101–2, 109–10; WB
1994b: xi–xii, xvi, 41, 79, 100–101, 149–52, 158, 163; WB 1996a: 4,
11–12; WB 1998a: 7, 18, 20; WB 2003b: 175; interviews with Campos
2003 and Pawlowski 2003; Sugiyama’s interview with La Forgia 2004).
Thus, the reform course traced by the sanitary movement deviated
starkly from IFI proposals.
This gulf diminished somewhat from the mid-1990s onward because

Brazil’s health system was thrown into severe financial problems as the
Social Security Ministry monopolized the most stable revenue source
in the country’s comprehensive social budget (GTI 1994: 2). The IFIs’
emphasis on resource constraints and calls for greater efficiency there-
fore found resonance, especially in Brazil’s economy ministries. More-
over, the WB health program of 1993 stressed the synergy of equity and
efficiency goals underlying efforts to improve primary care. As the Fi-
nance and Planning ministries embraced this agenda (GTI 1994; inter-
view with Negri 2003), the government of Fernando Henrique Cardoso
(1995–2002) for the first time negotiated a policy-based loan with the
World Bank and IDB. While the lion’s share of the US$650 million of-
fered by the IFIs was allocated to service infrastructure (thus refurbish-
ing the public health sector), a small part of the project focused on elab-
orating health reforms. In particular, it sought to institute differential
reimbursement rates for private service providers to privilege primary
care over expensive curative treatments (WB 1996a: 14–18, 22, 30–32,
63–64, 78–79, 91). This measure would give priority to a basic benefit
package in public resource allocation, as the World Bank recommended
(interviews with Pawlowski 2003 and Machado de Souza 2003). It
would thus advance both equity and efficiency without violating the
constitutional guarantee of comprehensive health coverage.
A host of administrative and political problems and stubborn resis-

tance from sanitaristas entrenched at all levels of the health system
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largely blocked these reform efforts, however. Reform design started
with years of delay, and the Health Ministry disregarded most proposals
and studies produced by the project. Crucial measures, such as differen-
tial reimbursement rates for primary care, were not implemented (WB
1998a: 19). The bank therefore classified the whole loan operation as
“unsatisfactory”—an unusually harsh rating (WB 2004e: 1, 12–14, 17,
36). Thus, voluminous financial resources failed to elicit compliance.
Even when facing serious fiscal problems, Brazilian health reformers
proved immune to IFI pressures, which they resented (interviews with
Negri 2003, Pawlowski 2003, and Guimarães 2003).
Yet whereas loan conditionality proved ineffective, availability en-

hancement by the IFIs did make a difference. From the mid-1990s on-
ward, Brazil’s Health Ministry concentrated on guaranteeing a package
of basic services for poorer people and used economic incentives and
sanctions to attain this goal (interview with Negri 2003; Serra 2000:
35–38; MS DAB 2002: 19–20, 49–50, 55–68). These efforts were in-
spired partly by the 1993 World Development Report (interviews with
Azevedo 2003, Guimarães 2003, and Pawlowski 2003). Brazilian pol-
icy-makers absorbed these new proposals, especially the effort to im-
prove both social equity and economic efficiency.
But although the determined implementation of a primary care strat-

egy moved Brazilian health policy closer to WB recommendations, lead-
ing decision-makers adamantly deny any bank pressure and influence
(interviews with Negri 2003 and Machado de Souza 2003; see also Serra
2000: 43–46, 86–87 and interview with Pawlowski 2003).4 The contin-
uing strength of the sanitary movement would have turned direct coop-
eration with the IFIs into “the kiss of death” for this reorientation of
Brazil’s health strategy. Instead, decision-makers claimed to apply basic
principles of health economics, which were widely available in the inter-
national discussion. Yet as the WB was the most prominent exponent of
these principles, it influenced Brazilian health reform indirectly through
availability enhancement.
Thus, Brazil for many years did not listen to IFI recommendations

and enacted ambitious equity-oriented change despite persistent criti-
cism from the World Bank (cf. Serra 2000: 43–44, 86–87). Their leftist
ideology turned many health reformers deaf to IFI messages. Even when
more moderate forces hailing from the economy ministries extended
their influence into the health arena and negotiated a sizeable loan with

4 For instance, the primary care package was derived not from technical analyses of cost
effectiveness, as advocated by the WB (and conducted in Bolivia), but from historical
spending patterns and political discussions with stakeholders (interviews with Negri 2003,
Andrade 2003, Azevedo 2003, Machado de Souza 2003, and Guimarães 2003).
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the IFIs, the impact on policy reform was negligible. Therefore, external
pressures cannot account for the course of Brazilian health policy. And
only from the mid-1990s on did availability enhancement begin to play
a role.
In conclusion, where decision-makers diverged from the IFIs’ neolib-

eral orientation, as in Costa Rica and Brazil, WB influence on health
reform remained limited. In Costa Rica, the IFIs used their financial le-
verage to push the government toward efficiency-oriented changes. This
pressure did “make a difference”; left to its own devices, Costa Rica would
not have advanced as far. But the country’s performance-enhancing re-
forms strengthened the public sector and differed greatly from the priva-
tizing proposals advanced initially by the World Bank. Furthermore, the
bank largely acquiesced to Costa Rica’s plans to fortify and extend its
generous system of integral primary care.
In Brazil, the leftist ideology of many health policy-makers posed an

even greater obstacle to IFI influence. The sanitary movement starkly
diverged from WB advice by promoting state control and generous
expansions of entitlements. The bank itself recognized that “its leverage
with respect to policy reform is limited” (WB 1998a: 18, 23, 30). Even
when severe financial constraints moved Brazilian health policy closer to
IFI goals, external pressure was not the decisive factor; only availability
enhancement played a role.
By contrast, the governments of El Salvador (1989–present), Bolivia

(1985–2003), and Peru, especially under President Fujimori (1990–
2000), embraced the market reform program promoted by the Washing-
ton agencies. Did this agreement on basic goals give the IFIs substantial
influence on health policy? Did these countries enact efficiency- and
equity-oriented reforms in the WB mold, and can IFI pressure account
for these changes?

political polarization as a hindrance to ifi influence in el salvador

Led by the right-wing ARENA, the governments of El Salvador adopted
a neoliberal policy orientation. After President Alfredo Cristiani (1989–
94) managed to stabilize the economy and end the ferocious civil war,
attention turned to structural reforms (Segovia 2002), including health
care. In preparation of the successor government of Armando Calderón
Sol (1994–99), a group of external funding agencies led by the United
States Agency for International Development (USAID), which through
the early 1990s played a very influential role in shoring up U.S.-allied
governments in this war-torn country, elaborated a comprehensive diag-
nosis and prescription for the Salvadoran health system. Conducted by
foreign consultants with close IFI links, this Análisis del Sector Salud de
El Salvador (ANSAL) outlined an ambitious reform project inspired by
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the World Bank plan (WB 1993b; Avilés 1998: chap. 7). The Salvadoran
state should target public resources to the poor and give priority to pre-
ventive and basic curative care by subsidizing an essential health pack-
age for the destitute. Better-off sectors should fund their own health
insurance and make copayments for specific treatments. The state should
withdraw from service delivery, transfer primary care to municipalities,
community groups, NGOs, or private providers, and privatize hospitals.
These providers would be paid on a capitation basis to stimulate effi-
ciency and limit costs (ANSAL 1994a: xvi–xvii, 80–85, 95–100, 118–
34; Solari 1994).
The ANSAL plan was designed by foreigners and supported by the

Salvadoran Planning Ministry (ANSAL 1994b: 1, 11; WB 1994c: 44;
WB 2002: 12). Despite reservations (ANSAL 1994a: v, 151–53; MSPAS
GRSS 1995: 70–71, 100; Avilés 1998: 74, 152), the domestic health
agencies officially embraced it (MSPAS 1994: 39–40, 57; MSPAS GRSS
1995). The WB and IDB offered ample financial incentives and technical
assistance to promote comprehensive, profound health reform (WB
1994c: 40–42; Weinberg 1998). These efforts were inspired not only by
neoliberal principles, but also by practical considerations. The Salvado-
ran state lacked the resources for improving the battered health system;
cooperation with private providers, including the privatization of exist-
ing facilities, seemed advisable. Resource constraints had also led clinics
and hospitals to extract informal payments from patients; the proposed
cost recovery mechanisms would simply regularize and regulate these
emergency fees. Since a good part of ANSAL’s privatization agenda was
driven by practical necessities, it found broader support among health
specialists, ranging beyond the neoliberal experts who were guiding gov-
ernment policy (interviews with Betancourt 2004 and Silva 2004).
But electoral politicians inside ARENA and bureaucrats in the health

agencies were reluctant to pursue ANSAL’s efficiency agenda and give
in to IFI pressures (Avilés 1998: 74, 152). The health minister himself,
a leading ARENA politician, resisted profound change, especially priva-
tization, which would create political costs by upsetting established bu-
reaucratic interests and by reducing his own control over patronage. The
ministry therefore dragged its feet on health reform and concentrated
instead on institutional modernization (interview with Betancourt 2004;
Avilés 1998: 160–62; cf. Silva 1998: 57–59). Moreover, it covered the
country with integrated regional health systems (Sistemas Básicos de Sa-
lud Integral—SIBASI), which sought to coordinate existing service pro-
viders and improve primary and secondary care (MSPAS 1999; MSPAS
n.d.; Seiber 2002; see also Lewis, Eskeland, and Traa-Valerezo 1999).
As the World Bank and IDB continued to push for a profound trans-

formation, the Health Ministry simply declined their generous loan of-
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fers to avoid the efficiency-enhancing conditions attached to them (WB
2001d: 24; Homedes et al. 2000: 74; Selva Sutter 2000: 587). In subse-
quent years, the ministry scaled back cooperation with the IFIs and fo-
cused it on specific areas or pilot projects. The IFIs sought to use these
limited initiatives to introduce and test efficiency-enhancing mechanisms
such as performance contracts, cost recovery schemes, and out-contract-
ing to private providers (see IDB 1998). But these experiments did not
trigger broader reform efforts.
Thus, despite its neoliberal orientation, the Salvadoran government

kept shying away from the IFIs’ efficiency agenda, especially privatiza-
tion. Two political-institutional factors account for this resistance. First,
the established health agencies, especially the ministry and the social
security institute, wanted to retain control over service delivery and the
economic resources and political power accompanying it (cf. CONASA
1999: 1). While the social security institute had not managed to forestall
pension privatization (see chapter 4), it offered more successful resis-
tance in the health arena, which was of lower interest to the economy
ministries. In fact, the government’s reform agenda was already filled
up with economically more important projects (interview with Daboub
2004). Furthermore, the Health Ministry lacked the technical and insti-
tutional capacity to design and implement central elements of health
reform, such as a basic service package (WB 2001c: 12; interview with
Silva 2004).
Second, El Salvador continued to suffer from intense ideological po-

larization, which had until recently fueled armed conflict. Many FMLN
leaders and supporters fiercely rejected health privatization, and this po-
sition found strong majority support in opinion polls (Cruz, Craig, and
Ventosa 1999: 31–34, 39). Thus, efforts to advance the IFIs’ efficiency
agenda were bound to be highly controversial and politically costly for
ARENA. In the run-up to the 1997 legislative elections, the government
therefore resisted IFI demands and drastically scaled back loan negotia-
tions (MSPAS 1996: 51; Homedes et al. 2000: 74; Selva Sutter 2000:
587). In sum, strident partisan opposition deterred the Calderón Sol ad-
ministration from enacting the World Bank’s efficiency and privatization
goals in health care. Despite its neoliberal convictions and aid depen-
dence, it rejected external pressure from the powerful IFIs.
Resource constraints, however, continued to induce the economy min-

istries and neoliberal presidential advisers to promote the efficiency
agenda. To advance health reform despite political concerns and ideo-
logical divisions, presidents Calderón Sol and Francisco Flores (1999–
2004) undertook efforts at concertation. They convened commissions
with wide-ranging representation and charged them with drawing up a
consensus project. But deep disagreement prevailed in the health sector
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(Asamblea Legislativa 1999: 36–54; Cruz Saco 2001b: 73–100). The two
commissions advanced only some general guidelines and left crucial is-
sues unresolved, especially the thorny privatization question (CONASA
1999; CRSS 2000; see also OPS 2001: 17; Olano 2003: 6).
The IFIs now exerted less pressure than in the mid-1990s (interviews

with Betancourt 2004 and Silva 2004). They had come to understand
the highly controversial nature of anything resembling health privatiza-
tion in El Salvador (IDB 2000: 1, 4, A18; WB 2001c: i; annex F: 4–6).
Also, the World Bank in general was stressing the need to guarantee the
“ownership” of reforms by the domestic government and other veto
players (Mallaby 2004: 233–53). Therefore, it refrained from pushing
for profound change in El Salvador (WB 2001c: ii, 20; WB 2002: 13).
Together with the IDB, it undertook only limited efforts to try out effi-
ciency-enhancing measures and demonstrate their usefulness (IDB 2000:
1–5, A4–6; WB 2001d: 8–11, 14–15, 35–36; WB 2004a, 2004b: 6). In
this way, the IFIs hoped to stimulate the broader adoption of such re-
forms (IDB 2000: A18)—yet without much success.
In sum, the neoliberal orientation of the ARENA governments was

not sufficient for the IFIs to promote health reform successfully.5 Al-
though external funding agencies helped design a comprehensive pro-
posal and offered generous financial support, resistance from established
health bureaucrats, foot-dragging among ARENA politicians, and espe-
cially fierce ideological opposition from the left posed insurmountable
obstacles.6 Only modest efficiency-oriented measures, such as the out-
contracting of some auxiliary services, went forward. The Salvadoran
government achieved more advances on the equity front, where the
SIBASIs brought somewhat greater emphasis on primary care and an
extension of basic service provision (Seiber 2002: 51–53). Thus, persis-
tent IFI efforts to influence Salvadoran health policy produced only lim-
ited results.

the haphazard advance of health reform in peru

Compared to El Salvador, the IFIs had greater—yet far from over-
whelming—success in promoting health reform in Peru. From the mid-
1990s onward, this country enacted some efficiency-oriented measures
and a range of equity-enhancing programs that embodied WB-sponsored
ideas, received financial support from IFIs, and were elaborated in con-

5 The WB found much more receptivity for its proposals in education, where El Salvador
pursued ambitious reforms with generous IFI support (WB 2002: 5, 8, 10; Parandekar
2002; Córdova 1999).

6 The fierce conflict over health privatization in 2002, which chapter 6 discusses, further
demonstrates the depth of ideological polarization.
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sultation with them. These changes did not add up to the comprehensive
health system reform recommended by the bank, however. They re-
mained partial and incoherent and were often designed and implemented
haphazardly (for an excellent analysis, see Ewig 2004). These limitations
resulted from two political-institutional factors, namely, the predomi-
nance of neopopulist leadership and the fragmentation and institutional
weakness of the Peruvian state (see in general Morón and Sanborn 2004).
Both presidents Fujimori and Alejandro Toledo (2001–06) were per-

sonalistic leaders who sought to sustain their governments through a
plebiscitarian, charismatic, uninstitutionalized relationship to unorga-
nized masses of people (Weyland 2002b: chap. 7). Because Fujimori
helped to destroy Peru’s party system and dismantle institutional con-
straints on executive rule, he and his successor had ample latitude for
discretion. Using this room for maneuver to garner mass support, Fuji-
mori and Toledo often disregarded technical considerations and made
ill-conceived decisions. This haphazard approach to policymaking re-
flected and reinforced the institutional weakness of the Peruvian state,
which lacked a cohesive, well-trained corps of experts, especially in the
social sectors. In the Health Ministry, turnover among political ap-
pointees has been exceedingly high, and the absence of firm ministerial
leadership has exacerbated internal fragmentation (WB 2003d: 2–6, 17–
20, 23; Arroyo 2000: 126–36; interviews with Benavides 2002, Bendezú
2002, De Habich 2002, Sobrevilla 2002, and Yamamoto 2002; see in
general Morón and Sanborn 2004: 18–19, 30, 42–43). This fragmenta-
tion, which obstructs systematic health reform, is aggravated by the nu-
merous IOs and NGOs that collaborate with Peru in the health sector.
Each donor pursues its own projects and links up with sectors inside the
bureaucracy, and the ministry’s top leadership is too weak to coordinate
donor activities. Therefore, the ministry is pulled in different directions
(interviews with Eiseman 2002, Kolodin 2002, and Manrique 2002).
Yet while these political-institutional problems posed obstacles, Peru’s

profound economic crisis made cooperation with the IFIs attractive. Hy-
perinflation had pulverized state revenues in the late 1980s and forced a
cutback of health expenditures by 75 percent, causing a collapse of ser-
vice delivery. A cholera epidemic in 1991 demonstrated the dire situa-
tion. After President Fujimori managed to stabilize the economy, atten-
tion turned to the social sectors, including the urgent reconstruction of
the health system. The destruction wrought by the crisis paved the way
for reforms along WB lines. Continuing fiscal constraints created con-
cern for cost-effectiveness; high unemployment allowed the government
to hire new health personnel on flexible private-sector contracts and
avoid the public sector’s rigid labor regime; and the utter neglect of the
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poor, especially in rural regions, meant that equity-enhancing measures
could be enacted via add-on programs that would not elicit opposition.
When Peru began to rebuild its health system in 1993, it therefore

turned to foreign donors with a proposal to strengthen essential services
for the poor (Lineamientos Básicos 1993; see MEF and BCRP 1993:
sections 16, 31). The Health Ministry soon turned this targeted Program
of Basic Health for All (Programa de Salud Básica para Todos—PSBPT)
into one of its flagship initiatives. The PSBPT greatly increased the sup-
ply of services in long-neglected rural areas, especially during President
Fujimori’s reelection drive in 1994–95 (MINSA PSBPT 1997, 1998; WB
1999c: 3, 6, 11, 26, 29, 53; interviews with Benavides 2002, Espinoza
2002, and Meloni 2002). While this program was financed domestically,
the WB and other donors supported equity-enhancing efforts by stress-
ing the need for targeting and by subsidizing infant and maternal care in
particularly poor regions (WB 1994d; interviews with Manrique 2002,
Benavides 2002, and Abugattás 2002; Ewig 2000: 497–98, 506–7).
Yet simultaneously with this centralized, top-down program, the

Health Ministry created a bottom-up scheme for community participa-
tion in health care, the Comités Locales de Administración en Salud
(CLAS). In exchange for allowing community representatives to help
administer service delivery, CLAS formalized the cost-recovery mecha-
nisms that health posts had to adopt during the crisis years (interviews
with Freundt 2002 and Vera del Carpio 2002; see MINSA PAC 1996;
Graham 1998: 109–13). Organized along opposite principles, the two
schemes coexisted uneasily (interviews with Benavides 2002, Bendezú
2002, and Vera del Carpio 2002; Espinoza 1998a: 46, 51, 54; Altobelli
1998: 12; Sobrevilla 2000: 40–41, 74). This divergence reflected the
haphazard nature of health policy (Ewig 2004). Thus, while Peru ex-
panded primary care for the poor, it did not enact the coherent, compre-
hensive reform advocated by the WB.
After President Fujimori won reelection by a landslide in 1995, the

IDB and other donors, experts in the Economy Ministry, and some
health specialists saw an opportunity for promoting a profound systemic
change. Since 1993, the IDB had financed a project that included the
elaboration of reform ideas. In 1995, this Programa de Fortalecimiento
de Servicios de Salud (PFSS) elaborated ambitious guidelines for restruc-
turing the health system in line with the 1993 WB program (interview
with Espinoza 2002). Although the WB was not involved in this initia-
tive, its ideas were highly available and served as a crucial source of
inspiration. Accordingly, the reformers proposed universal insurance to
guarantee all citizens access to a basic healthcare package. Better-off
sectors would pay for this coverage, while the state would help the poor
with demand subsidies. The insured could choose among service provid-
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ers; public agencies, including the social security institute, would com-
pete with private companies.7

But President Fujimori was reluctant to revamp the health sector pro-
foundly. In fact, the PFSS project was part of a comprehensive IDB-
sponsored proposal for state reform, which included massive dismissals
of public employees. Fujimori refused to incur the political costs and
risks of this bold neoliberal initiative (Espinoza 1998a: 28–29; inter-
views with Abugattás 1999, Costa Bauer 2002, Torres y Torres Lara 1999,
and Espinoza 2002). As regards health reform, exposing public provid-
ers to unfettered private competition would have upset powerful bureau-
cratic and political interests (cf. Rodrı́guez 1995: 18, 31). A shift from
supply to demand subsidies threatened the financial sustenance of hospi-
tals, which traditionally received public funds regardless of performance,
production, and efficiency; they strongly opposed having to compete for
patients (see Espinoza 1998b: 9; interview with Sobrevilla 2002). And
since most leading health officials, including the minister, were hospital
doctors or directors, they found receptivity for their complaints. Further-
more, the universalization of health insurance would have required a
massive injection of new funds, which the Peruvian state lacked. For
all these reasons, comprehensive IFI-sponsored reform proved unviable
(Rodrı́guez 1995: 30–31; Jara and Vergara 1995: 20; Espinoza 1998a:
11–12).
Peruvian health policy therefore continued on its unsteady course. A

domestic initiative that was inspired by the Chilean and Colombian ex-
periences and that proceeded without IFI involvement brought limited
health privatization in 1997, as chapter 6 will analyze. Equity-enhancing
reform advanced further, though in haphazard ways.
In 1997, President Fujimori suddenly announced free health insurance

for all public school children (Seguro Escolar Gratuito—SEG; see Ewig
2004: 240–41). Although this measure was ill-prepared and the Health
Ministry had to scramble to fulfill the presidential mandate (Jaramillo and
Parodi 2004: 11–16), the general idea to introduce free, state-subsidized
health insurance for especially vulnerable groups promised to improve
poor people’s access to health care. Technical studies showed that the
informal payments extracted by many public health providers prevented
the destitute from seeking medical treatment (Francke 1998: 50–51).
Whereas IFI-inspired efforts to target health care at the poor through
the PSBPT had improved the supply of services, many poor people could
not afford to use them. Free, state-funded health insurance promised to
overcome this demand problem. But public school children were not a

7 MINSA (1998: 27, 32–45—a copy of a 1995 document). See also Jara and Vergara
(1995a, 1995b), Mesa-Lago (1996), Rodrı́guez (1995), and Espinoza (1998a).
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priority group for receiving such help. Truly destitute youngsters had to
work and could not attend school (MINSA DGSP 2003: 43). The SEG
was also mistargeted in medical terms because school-age children suffer
from fewer health problems than infants and pregnant women.
Therefore, the IFIs pressed the Fujimori government very hard to

modify the SEG by targeting its resources better and by complementing
it with a maternal and infant health insurance program (WB 1999c; IDB
1999b; Pichihua 2005; interview with De Habich 2002). A number of
domestic health experts supported this equity focus (Espinoza 1998: 33;
Meloni 2005). They were eager to use IFI pressure to promote this goal
and to protect their initiatives against any risks arising from the presi-
dential election of 2000 (see WB 2001e: 2). Peruvian experts therefore
asked the WB to include maternal and infant health insurance in its loan
conditions (interviews with Meloni 2002 and Aguinaga 2002; see WB
1999c: 4, 11, 17; MEF and BCRP 1999: 12; Goldenberg and Suárez
2000: 4; Espinoza 1998a: 34).
Because the IFIs offered generous funds and because neopopulist Fuji-

mori tried with all means to win another reelection, he quickly enacted
this new benefit scheme (cf. Espinoza 1998: 37). In fact, the Peruvian
government pushed for covering a more generous package of treatments
than the IFIs regarded as fiscally viable. Moreover, Fujimori’s main com-
petitor and eventual successor Alejandro Toledo, himself a neopopulist
leader and always eager to make extravagant promises, trumped the
president by calling for “integral” health insurance (Toledo 2001: 12;
see also Pichihua 2005).
Thus, for electoral reasons, Fujimori and Toledo tried to go far be-

yond the targeted approach advocated forcefully by the IFIs. Instead of
concentrating public resources on the poor, they wanted to extend free
coverage to the whole population. And instead of prioritizing basic
health problems that could be resolved with limited expense, they an-
nounced comprehensive coverage. The IFIs firmly opposed such irre-
sponsible promises. From 1999 onward, they conditioned their generous
assistance for maternal and infant insurance on stricter targeting, but
with little success (interview with Kolodin 2002; WB 2004g: 39; IDB
2004c: 9, 18, 28; interview with Espinoza 2002). Neopopulist leaders
used social benefit programs for strengthening their fluid mass base and
disregarded equity-oriented IFI pressures that hindered this overriding
political goal.
In sum, IFI exhortations and support helped trigger some significant

health measures in Peru. Generous loans and constant prodding contrib-
uted to greater attention to the basic needs of the poor. Yet while IFI
pressure played a role, advice and availability enhancement seem equally
important. Several changes were inspired by the World Bank’s 1993 pro-
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gram, but not imposed with “carrots and sticks.” In fact, IFI pressures
often ran afoul of the neopopulist strategies of chief executives and the
institutional weakness of the Peruvian state. Above all, President Fuji-
mori’s political calculations precluded any comprehensive health reform
and determined move toward privatization. Once again, IFI pressures
made some difference but did not determine the course of health policy.

the uneven advance of health reforms in bolivia

Compared to Peru, the IFIs had more success in promoting equity-en-
hancing reforms in Bolivia, but efficiency-oriented changes have re-
mained minimal. Given large-scale poverty, domestic and international
actors placed high priority on efforts to give the destitute effective access
to health care, especially in underserved rural areas. Therefore, the IFIs
generously subsidized numerous add-on programs and significantly
shaped their design, stressing the need for cost-effectiveness. By contrast,
Bolivia’s underdevelopment made privatization plans unpromising; the
private health sector is in its infancy, and few citizens can afford private
insurance (Cárdenas 2000: 73). Efforts to boost efficiency in the social
security health system, which spends a disproportionate share of public
resources on its limited number of affiliates, ranked low on govern-
ments’ crowded policy agenda; and whenever IFI prodding led to a re-
form initiative, the combative union of social security employees pro-
tested immediately. Therefore, IFI-supported universalization measures
have far outstripped efficiency-oriented changes (Lavadenz 2001: 58–59).
Bolivia’s health system traditionally failed to reach many citizens, es-

pecially in the desperate rural areas, where poverty afflicts a staggering
82 percent of the population (PNUD 2002: 65). Maternal and infant
mortality therefore ran at very high levels. For years, policy-makers had
tried to improve basic care for the poor, and numerous IOs and NGOs
supported these efforts. From the late 1980s onward, the WB, IDB,
USAID, and UNICEF funded various programs to extend health cover-
age to specific segments of the destitute (Lavadenz 1993; Homedes
2001; Chávez 1993; Muñoz Reyes 1993; interview with Cuentas Yáñez
2002).
Progress remained slow, however. Fiscal constraints on the Bolivian

state and the demands of better-off sectors for expensive curative treat-
ments limited the funds available for primary care. Equity-enhancing
projects therefore required continued donor support in order not to be
abandoned. Additional obstacles arose from the tremendous institu-
tional weakness of the Bolivian state, which was exacerbated by the
patronage hunger of electoral politicians, the politicization of bureau-
cratic appointments, and the resulting misuse of resources, waste, and
corruption. The very multiplicity of IOs and NGOs conducting health
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projects further weakened the Health Ministry and obstructed the pur-
suit of a coherent reform program. The lack of coordination among
donors and the ministry’s failure to set clear guidelines hindered system-
atic progress toward greater social equity (interviews with Flores 2002
and Pooley 2002).
Change therefore arose from outside the health sector. Inspired by the

1993 WB program, the Social Policy Analysis Unit (Unidad de Análisis
de Polı́ticas Sociales—UDAPSO) created by Bolivia’s Planning Ministry
designed a focused approach to health care universalization (interviews
with Pooley 2002, Seoane 2002, and Peña Rueda 2002; MDH SNS SE-
GRSS 1994). To put Bolivia’s limited resources to optimal use, UDAPSO
specialists and externally financed consultants defined a basic package
of preventive and curative treatments that should be guaranteed to every
citizen. For this purpose, they applied the cost-effectiveness model elabo-
rated at the Harvard School of Public Health, which compares the health
benefits that resources invested in the treatment of different diseases
yield. In line with WB guidelines, they analyzed how many disability-
adjusted life years are saved by a dollar spent on childhood diarrhea, by
contrast to tuberculosis, pneumonia, or malaria (Cárdenas, Madden,
and Contreras Gómez 1997; interviews with Cárdenas 2002, Pooley
2002, Seoane 2002, and Galindo 2002; see also DDM 1995; Myers
1997: 183–86, 189–92; Contreras 1997: 203–5, 209–11, 222–24).
Based on these calculations, they composed a minimal package of highly
cost-effective measures, focused on maternal and infant care. Thus, these
domestic experts and international consultants closely followed WB
ideas, applying economic rationality to enhance social equity and uni-
versal health care.
An important democratizing reform enacted by the government of

Gonzalo Sánchez de Lozada provided a stable funding source for this
basic health package.8 Through ambitious decentralization measures,
Goni transferred voluminous resources to Bolivia’s municipalities (Grin-
dle 2000: chaps. 5–6; Bossert et al. 2000: 14–17). To ensure the produc-
tive usage of these funds, the government pushed municipalities to spend
a large share on social services, including health care. After guaranteeing
the new program’s financial sustenance (interviews with Cuentas Yáñez
2002 and Sandoval 2002), the Goni administration created the National
Maternal and Infant Insurance (SeguroNacional deMaternidadyNiñez—
SNMN), which entitled these priority groups to the free provision of the
health package defined by UDAPSO (MDH SNS 1997b: 29–30, 47–55).
Most of Bolivia’s 311 municipalities quickly decided to implement this

8 Using fiscal decentralization to fund primary care was a UNICEF proposal (interview
with Pooley 2002). On the alternatives considered, see Loaiza (1997: 43–44).
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program (Aponte 1997: 33; Torres Goitia Caballero 2000: 329–30).
With this innovative approach, which WB, IDB, and other IOs subsi-
dized with 30 percent of total program cost (Cárdenas, Chawla, and
Muñoz 1997: 43–44; Aponte 1997: 28), the Goni government tried to
lift the economic barriers that prevented many of the destitute from ob-
taining medical attention. SNMN reimbursements supplied the neces-
sary funds for treating citizens free of charge and thus liberating poor
people from payments that providers had traditionally imposed.
The SNMN constituted an innovative effort to expand access to basic

health care in a poor country and reach far beyond the structural limits
that Bolivia’s small formal labor market imposed to health coverage
through the social security system (Aponte 1997: 24–25). More clearly
than any other health measure in the five countries under investigation,
it followed important WB principles and recommendations (see Torres
Goitia Caballero 2000: 357–58). Indeed, Bolivian decision-makers heeded
WB warnings about the cost of the new scheme and therefore kept the
package of covered treatments minimal, disregarding UNICEF and PAHO
proposals for more generous service provision (interviews with Pooley
2002 and Seoane 2002; Seoane 1994; Torres Goitia Caballero 2000:
351). The application of economic calculations for improving social eq-
uity was novel and controversial (interviews with Cárdenas 2002 and
Sandoval 2002); medical doctors condemned this approach, and UDAPSO
had to undertake a special effort to win over the country’s health au-
thorities (Contreras 1997: 205; interview with Cárdenas 2002). Without
the support gained from following WB guidelines, this important pro-
gram may well have run afoul of domestic opposition.
But the IFIs disliked some aspects of the SNMN, despite its inspiration

in the 1993 WB report. The World Bank criticized its universalistic
scope and lack of population targeting; it wanted to reserve public re-
sources for the poor. Furthermore, the bank and especially USAID ad-
vised against the free provision of basic care; given the fiscal weakness
of the Bolivian state, they advocated cost recovery through user charges
(interviews with Sandoval 2002, Cuentas Yáñez 2002, Lugo 2002, and
Torres Goitia Caballero 2006). For equity reasons, the Bolivian govern-
ment insisted on free coverage and forwent USAID funding (interview
with Sandoval 2002). And it stressed that widespread poverty made
population targeting administratively difficult and not cost-effective.
After lengthy discussions, the WB gave in (interviews with Seoane 2002,
Cárdenas 2002, Cuentas Yáñez 2002, and Pereira 2002). In particular,
it was impressed by the strongly positive findings of an evaluation report
it had sponsored (Dmytraczenko et al. 1998; interviews with Lugo 2002
and Pooley 2002; see also John Snow Inc./Banco Mundial 2000; MDH
SNS 1997a; Torres Goitia Caballero 2000: 333–37; UDAPE and OPS
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2004). As evidence accumulated that the SNMN significantly improved
Bolivia’s lagging health indicators, the IFIs turned into stronger support-
ers of this innovative universalization effort.
The successor government of Hugo Banzer and Jorge Quiroga (1997–

2002), however, further deviated from the strict targeting advocated by
the IFIs. To trump Goni for political reasons, it greatly expanded the
treatments covered (Böhrt Arana and Larraı́n Sánchez 2002: 37–42);
technical studies supported by IOs other than the WB also recommended
an extension (e.g., Capra et al. 1998). The 2002 election triggered a
further escalation of partisan bidding. The party of former president
Jaime Paz Zamora (1989–93) promised to guarantee comprehensive
health care for all citizens (Proyecto de Ley del Sistema Boliviano 2002).
Party-linked experts themselves estimated that this further extension of
the insurance scheme would require five to ten times more financial re-
sources (interviews with Pereira 2002 and Barriga 2002). No wonder
that the IFIs raised strenuous objections, for both fiscal and equity rea-
sons (interviews with Flores 2002, Cárdenas 2002, and Valenzuela 2002).
In their view, expanding the list of treatments would enable better-off
people to lay disproportionate claim to scarce resources and thus cement
the effective exclusion of the poor.
The new government, led again by Sánchez de Lozada (2002–03),

indeed proceeded with caution (Torres Goitia Caballero 2002: 120) and
focused the insurance scheme on pregnant women, young mothers, and
infants. But reflecting the escalating dynamic of partisan competition,
it extended the list of covered treatments to all illnesses afflicting this
population group. In this way, it broke the emphasis on basic needs and
primary care, although the IFIs conditioned a generous debt relief
scheme for Bolivia on advances in basic health indicators (MSPS DGSS
2000: 2–3; Grupo Consultivo 2000: 3–5; see also WB 2001a: 2–4, 10–
13, 32–33; WB 2004c: 27–30). Thus, political concerns again won out
over external constraints. Despite Bolivia’s aid dependence, electoral in-
terests trumped IFI pressures.
The government of Evo Morales (2006–present) pushed this escala-

tion to the extreme by promising “free health for all” in the campaign
for constituent assembly elections. Since this goal is impossible to fi-
nance, the government has as a “first phase” proposed a great extension
of health insurance. The new scheme shall cover all medical problems
affecting young mothers and people up to the age of twenty-one and
guarantee a basic health package for all adults. But despite its projected
natural gas bonanza, it is unclear whether Bolivia can fill the exorbitant
funding needs for this generous plan (MSD 2006: 13–14).
In sum, Bolivia followed WB ideas in creating maternal and infant

health insurance. The 1993World Development Report provided a deci-
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sive impulse for this important equity-enhancing initiative. The IFIs also
offered crucial financial subsidies; their loans and donations equaled 70
percent of public spending on primary health care (Francke 2002: 9,
55–56; see also WB 2004f: 9, 35, 91). World Bank influence arose from
pressure, advice, and availability enhancement. But escalating party
competition undermined the cost-effectiveness approach advocated by
the IFIs and threatened the fiscal sustainability of basic health insurance
(interview with Galindo 2002). Moreover, the striking institutional
weakness of the Bolivian state (IDB 2004b: 40–42, 48), which the un-
coordinated activities of a multitude of external donors exacerbated
(UDAPSO 1993: 5; IDB 1999a: 8–9; WB 2004f: 94; interviews with
Flores 2002, Monasterios 2002, Pereira 2002, Cárdenas 2002, and Pooley
2002), hindered program implementation, even in urban centers (Home-
des 2001), but especially in poor rural areas, where social needs were
most acute.
The very resource needs intensified by partisan outbidding on basic

health insurance reinforced IFI pressures for efficiency-oriented mea-
sures, however. The central target was the health agencies for social
security affiliates, which consumed a disproportionate share of public
funds (Cárdenas 2000: 41, 47; Francke 2002: 16, 23) but offered low-
quality services. This inefficiency was due to rampant politicization;
party politicians, dislodged from much of the Bolivian state by privatiza-
tion, used the social security health agencies for patronage appoint-
ments. Incompetence, waste, and corruption were therefore rife (inter-
views with Flores 2002, Calderón 2002, and Torres Goitia Caballero
2006). The IFIs pushed for profound reform, which would expose these
institutions to competition and eventually turn them into mere insurance
agencies while allowing their affiliates to use private service providers
(IDB 2001; IDB 1999a: 5, 11, 16–18; interviews with Flores 2002,
Cuentas Yáñez 2002, and Valenzuela 2002; see also WB 1999a). These
proposals clearly embodied the IFIs’ efficiency agenda.
Bolivian policy-makers were reluctant to pursue these controversial

plans. In the early 1990s already, Chilean consultants had elaborated a
privatization proposal inspired by their own country’s reform, and Bo-
livia’s peak business association had advocated this plan (CEPB 1991a;
interview with Cuevas Argote 2002). Bolivian health specialists, how-
ever, uniformly rejected it as too inequitable (interviews with Bonadona
2002, Galindo 2002, Peña Rueda 2002, and Pereira 2002). Even the
Goni government, which enacted an impressive range of neoliberal re-
forms, lacked the political will to transform the social security health
system (Torres Goitia Caballero 2000: 317, 359; interviews with Cárde-
nas 2002, Sandoval 2002, and Seoane 2002). Instead, it prioritized pen-
sion privatization, which promised to boost economic development and
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therefore found more support from the economy ministries and the pres-
ident himself.
Because the Goni administration enacted much of the IFIs’ neoliberal

agenda, however, attention shifted to the social sectors under the succes-
sor government of Hugo Banzer. A reform-oriented health minister was
willing to follow IDB recommendations and begin the restructuring of
social security health insurance. Consultants therefore drew up propos-
als to expose the established public agencies to competition and permit
private service provision (Valenzuela 2001a, 2001b; interviews with
Cuentas Yáñez 2002, Flores 2002, and Valenzuela 2002). But the union
of social security health providers immediately protested these “privati-
zation” efforts. More importantly, clientelistic politicians strongly re-
sisted any further loss of bureaucratic positions that they could use for
patronage appointments. A powerful party faction that helped to sustain
the weak government therefore vetoed the IDB-sponsored reform plan
(interview with Flores 2002; Valenzuela 2002). The second Sánchez de
Lozada administration, which rested on a precarious party coalition, did
not dare to resume this controversial project (interview with Torres Goi-
tia Caballero 2006; Cueto Arteaga 2002). Therefore, IFI efforts to pro-
mote efficiency made minimal progress.
In sum, the Washington banks achieved uneven success in promoting

health reform in Bolivia. Equity-enhancing programs advanced consider-
ably, but very few efficiency-oriented measures passed; obviously, the
extension of benefits was more attractive to politicians than conflictive
efforts to revamp entrenched institutions. The most important initiative,
maternal and infant insurance, embodied core elements of the IFI agenda;
given its limited stock of domestic expertise, Bolivia imported a good
deal of know-how made available by external sources (Contreras 1997:
203–5, 209–11, 222–24; Myers 1997: 185, 189–93). But spiraling elec-
toral competition soon loosened the targeting demanded by the IFIs.
Thus, while the IFIs made a significant difference, they did not manage

to attain major goals in this aid-dependent country. In fact, Bolivia’s
poverty and acute social deficits induced so many donors to offer aid
that none of them gained decisive leverage. Taking advantage of this
oversupply, the government avoided dependence on any specific source
of funds. While affecting Bolivia’s health policy through pressure and
availability enhancement, the IFIs therefore could not push this weak
country to adopt politically costly, controversial reforms.

conclusions on ifi influence

The case studies show that the IFIs exerted significant but far from deci-
sive influence on health policymaking. They supported equity-enhancing
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reforms in Costa Rica and contributed to their design and enactment in
Bolivia and Peru. And they pushed forward efficiency-oriented measures
in Costa Rica and helped to put them on the agenda—though with lim-
ited success—in El Salvador, Peru, and Bolivia (cf. Cruz and Carrera
2004: 222–23, 228 on Mexico). Only Brazil remained largely unaffected
by IFI influence. Altogether, the IFIs induced countries to advance to-
ward efficiency and equity, although they did not manage to impose
specific reform designs. Thus, they played a more important role in
health reform than in pension privatization. As a result, principle diffu-
sion in health care had more of a vertical component than model diffu-
sion in social security, where horizontal contagion, especially direct
learning from Chile, predominated.
Yet while IFI influence helped to trigger the waves of equity- and effi-

ciency-oriented health reforms, “soft power” proved more effective than
“hard power.” The IFIs clearly drew leverage from their generous loan
offers, which often came attached with conditions (e.g., interview with
Pereira 2002). But as in the pension arena, conditionality in no way gave
the IFIs control over decision making; several administrations, even in
poor countries that desperately needed aid, simply refused to accept con-
ditional loans or failed to comply with their terms. Many efficiency-
oriented reforms, in particular, were blocked by opposition from clien-
telistic government supporters or ideological foes of “privatization.”
Thus, IFI leverage often proved ineffectual.
Even when the IFIs failed to attain their original goals, however, as in

the institutional transformation of Costa Rica’s health system, they often
managed to coax governments to advance in the direction they advo-
cated; thus, they contributed significantly to principle diffusion. For this
purpose, soft power exerted through availability enhancement, technical
assistance, or the “recommendation” of foreign consultants often proved
more effective than loan conditionality. Health policy-makers commonly
acknowledged the important contribution that technical advice from the
IFIs made to their reform decisions.
IFI involvement was especially significant in drawing Latin American

economy ministries more deeply into health policymaking. In earlier de-
cades, economic officials had cared only about the fiscal bottom line of
the health system and had left policy decisions to health specialists,
mostly medical doctors. But the economic crisis of the 1980s and the
IFIs’ emphasis on efficiency induced economic agencies to elaborate and
advocate concrete reform proposals that promoted cost-effectiveness
and targeting. The WB thus helped to change the constellation of health
policy-makers, and the “new” actors took their main inspiration from
its efficiency and equity agenda. In this way, the IFIs guaranteed power-
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ful attention to the principles they were expounding. Thus, softer forms
of influence—rather than forceful leverage—allowed the IFIs to propel
health reform.
These promotional efforts had a differential impact across countries,

however. To account for this varied effect, governments’ ideological ori-
entation proved most important. Where health policy was controlled by
leftist forces averse to neoliberalism, as in Brazil, or where such forces
commanded veto power, as in El Salvador, the World Bank could not
make a difference. By contrast, where market-oriented forces prevailed,
as in Bolivia and Peru, the IFIs attained greater influence. Social-
democratic Costa Rica lies in between these extremes. The significance
of ideology demonstrates that the IFIs cannot impose reforms on govern-
ments against their will. Only where the relevant domestic actors accept
the IFIs’ policy orientation can the reforms advocated by those agencies
go forward. Ideological divergence is a sufficient condition for blocking
IFI influence. In the health arena, the World Bank cannot coerce seem-
ingly weak Third World countries.
Inside these ideological parameters, the institutional and financial

strength and technical competence of the existing health agencies made
a significant difference. Institutional solidity, good performance, and
strong technical capacity gave Costa Rica’s CCSS great bargaining power.
The EBAIS program was therefore much more generous than Bolivia’s
SNMN, which embodied the WB’s minimalistic approach more faith-
fully. Yet while giving the IFIs greater leverage on specific decisions,
institutional weakness hindered the consistent implementation of the
bank’s health reform agenda, as the politically driven erosion of target-
ing in Bolivia’s SNMN and the haphazard enactment of disparate
changes in Peru demonstrate. These differences demonstrate again that
the IFIs faced important limits in their capacity to propel principle diffu-
sion in health care.

Normative Appeal in Equity-Enhancing Health Reform

The Emergence of the Equity and Universalization Norm

While IFI pressure and availability enhancement helped to advance equity-
enhancing health measures in Latin America, this vertical influence cannot
account for all the progress made on this front. Brazil and Costa Rica
pursued more ambitious and costly goals than the WB regarded as finan-
cially viable; indeed, Brazil transformed its health system in complete inde-
pendence from the IFIs. Even aid-dependent Bolivia, which initially fol-
lowed the IFI line more closely, gradually made its maternal and infant
insurance more comprehensive and generous than the WB recommended.
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Thus, IFI influence cannot satisfactorily explain the wave of equity-en-
hancing, universalizing reforms enacted during the last two decades.
This principle diffusion drew a strong additional impulse from norma-

tive appeal, especially the worldwide resonance found by the goal of
“health for all by the year 2000,” which had been propagated and pur-
sued since the late 1970s. The WB contributed to the resumption of this
universalization effort after the “lost decade” of the 1980s, when dire
resource constraints caused setbacks in many countries; in particular,
the WB’s stress on the compatibility of universalization and efficiency
legitimated the equity goal before governments’ economic agencies,
which control the purse strings. But as the bank did not invent pension
privatization, it was not the actor that first raised the universalization
goal to international prominence and thus set in motion a striking
“norm cascade” (Finnemore and Sikkink 1998). Instead, as in social
security, the WB supported diffusion when it was already under way.
The goal of guaranteeing satisfactory health coverage for all citizens

emerged from the basic needs movement of the 1970s. In the health
arena, this amorphous movement achieved the international codification
of its principles in the famous WHO conference held in 1978 in Alma
Ata. This legendary meeting, invoked to the present day by many health
experts and government officials (e.g., MSPAS n.d.: 3–4, 20; interviews
with Azevedo 2003, Finkelman 2003, and Salas Chaves 2004), condensed
its central recommendation in the pithy slogan: “health for all by the
year 2000.” Governments from all over the world pledged to devote
substantial resources to fulfilling this ambitious goal by extending basic
medical services and preventive measures to the poor. This new norm
gained tremendous international legitimacy (Cueto 2004: 1866–72).
Thus, the equity goal emerged long before the WB took an important

role in the health area. Moreover, its universalistic impulse and compre-
hensive notion of primary care differed substantively from the later WB
version, which insisted on targeting (Cueto 2004). It had a purely social
impetus without any admixture of economic goals such as cost-effective-
ness. The sponsors of the Alma Ata conference and main promoters of
this universalistic equity goal were the WHO and UNICEF. These IOs
enjoyed great international legitimacy and had a global network because
they helped many developing countries with policy advice and technical
assistance. But compared to the IFIs, they were weak and commanded
minimal pressure. In particular, they lacked ample financial resources
and therefore could not impose any conditionality but relied only on the
power of moral suasion and international embarrassment.
The global advance of the universalization principle, which inspired

reform efforts all over the world, thus constitutes a genuine norm shift
as conceptualized by constructivists and sociological institutionalists
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(Finnemore and Sikkink 1998; Barnett and Finnemore 2004). The Alma
Ata conference boosted the legitimacy of “health for all.” After this fa-
mous meeting, the universalization goal was on the mind of health offi-
cials, that is, cognitively available (cf. Kuran and Sunstein 1999). And
given the uniformly positive value attached to this goal, which set a new
standard of appropriateness, nobody dared to argue against it. Indica-
tions that governments neglected poorer sectors, as evidenced by high
maternal and infant mortality, turned into sources of national shame
(see Shiffman 2003; Shiffman, Stanton, and Salazar 2004).
This norm shift triggered a multitude of reforms because governments

could often pursue it through add-on programs that had a distributive
nature (cf. Lowi 1964). In many Latin American countries, the Health
Ministry had the institutional mission to serve people who were not
covered by the social security system. Thus, the poor were legally enti-
tled to health care, although insufficient political priority, resource con-
straints, and the institutional weakness plaguing many health ministries
often prevented the fulfillment of this promise. In many countries, effec-
tive universalization therefore did not require legal changes, which could
have aroused redistributive conflicts over how to finance this equity-
enhancing change. Instead, it could be pursued through low-profile ad-
ministrative rules and decisions on the location of new health facilities.
Since costs therefore remained politically invisible, many efforts to ex-
pand effective health coverage classify as distributive measures. These
add-on programs did not face strong interest-based opposition. In fact,
politicians had an obvious self-interest in creating new benefit schemes
and eagerly sponsored the cause of “health for all.”
Some countries such as Brazil, however, pursued universalization

through constitutional changes or large-scale benefit programs. These
politically visible decisions elicited resistance from better-off sectors,
which feared higher taxes or lower benefits for themselves. But counter-
acting pressures often neutralized this opposition. Democratization
strengthened politicians’ interest in catering to the large numbers of
poorer people, whose votes could decide elections. As a result, health
experts found political support for their equity agenda from newly com-
petitive partisan forces. Brazil’s return to democracy and Colombia’s
efforts to reinvigorate its existing democracy therefore reinforced univer-
salization efforts (Nelson 2004: 41–46). Thus, political interests often
counterbalanced interest-group resistance to complying with the interna-
tional norm shift triggered by the Alma Ata meeting. Since opposing
interests “canceled out,” normative appeal could carry the day. Interna-
tional legitimacy concerns, which were too weak to shape the redistribu-
tive politics of pension privatization, therefore managed to set in motion
a wave of equity-enhancing health reforms.
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Economic Constraints and Opportunities in Universalization Efforts

While the “health for all” norm inspired the universalizing reforms of
the last twenty-five years, it cannot account for the bunched nature of
these efforts in Latin America, especially the reform wave of the 1990s.
The dearth of extension efforts in the 1980s and their proliferation in
the 1990s resulted from changing economic opportunities. Although dis-
tributive measures do not carry visible political costs, they require fiscal
resources; therefore, finance ministers are crucial veto players. Resource
availability is a necessary precondition for advancing the universaliza-
tion agenda.
The profound economic crisis of the 1980s therefore hindered equity-

enhancing measures. Many countries had to slash health budgets and
could not extend benefits. Even Costa Rica, which had already attained
universal coverage in the 1970s, saw this accomplishment threatened by
severe resource constraints. But as Latin America overcame the crisis,
new funds became available. Tax revenues recovered, and increased IFI
involvement in the health arena led to plentiful loan offers. These re-
sources allowed governments to resume the equity agenda and extend
primary care to the poor.
Thus, the wavelike character of equity-enhancing health reforms partly

reflects Latin America’s economic roller-coaster over the last twenty-five
years. While this principle diffusion was initiated by a norm cascade set
in motion by two weak yet highly legitimate IOs, the ebb and flow of
financial resources conditioned efforts to put the new norm into prac-
tice. Reinforced by the political incentives unleashed by democratiza-
tion, this combination of factors gave rise to a broad-based move to
guarantee basic health care for the poor. Normative appeal thus pro-
pelled principle diffusion, but it unfolded only under propitious eco-
nomic and political conditions.

The Wave of Equity-Enhancing Reforms

The universalization norm stimulated many equity-enhancing changes in
Latin America. Whereas efficiency-oriented measures were pushed pri-
marily by Finance and Planning ministries, Health Ministry officials usu-
ally took the initiative in proposing and elaborating these reforms.

costa rica’s generous primary care model

Costa Rica prided itself on having fulfilled the standards of Alma Ata
even before that famous conference took place (interview with Salas
Chaves 2004). But these norms clearly helped to motivate the efforts of
the 1990s to make up for ground lost during the economic hardship of
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the 1980s. Several experts and policy-makers invoked those principles
as crucial inspiration for the EBAIS strategy (interviews with Salas
Chaves 2004 and Marı́n 2004; Castro Valverde and Sáenz 1998: 10).
Commitment to these values induced Costa Rican decision-makers to
resist WB pressures for a much more minimalist concept of primary care,
as discussed above. The Alma Ata norms also proved stronger than po-
litical interests. Party politicians pushed for implementing EBAIS first in
large urban centers, where votes were concentrated. But the program
designers insisted on privileging outlying rural areas, where poverty was
concentrated (interviews with Marı́n 2004, Sáenz 2004, and Ayala
2004). While external pressure and assistance and domestic political
goals certainly contributed to the enactment of the EBAIS strategy,9 the
norms of Alma Ata played a significant independent role in propelling
this ambitious program, which has further improved poor people’s ac-
cess to health care and boosted Costa Rica’s enviable medical indicators
(Rosero-Bixby 2004; Mortalidad infantil 2005; McGuire 2006).

brazil’s primary health movement

In Brazil, the norms of Alma Ata reinforced the reform proposals of the
sanitary movement (interviews with Campos 2003 and Azevedo 2003)
but initially played a less important role than in Costa Rica. Since the
sanitaristas pursued broader ideological and political goals, they de-
signed a comprehensive vision for a profound health reform, which was
deliberately not confined to a primary care strategy. But the ideological
nature of the sanitary movement; its heavy emphasis on institutional
changes such as decentralization; and its relative neglect of concrete ef-
forts to privilege preventive measures and basic care over curative treat-
ments allowed a primary care movement to arise in the early 1990s
(interviews with Girade 2003 and Machado de Souza 2003).
This amorphous movement emerged from a multitude of municipal

and state-level efforts to improve health care for the poor and thus guar-
antee the universal coverage promised in the 1988 constitution. Spear-
headed by nurses and health promoters (whereas the sanitary movement
was dominated by doctors), this new movement managed to win Health
Ministry support for building a rapidly expanding network of commu-
nity health agents (Agentes Comunitários de Saúde—ACS), who pro-
moted healthful behavior and provided basic care in destitute areas. Sup-
ported by the sponsors of the Alma Ata conference, especially UNICEF,
this primary care scheme spread first and foremost in the impoverished

9 Presidential candidate José Figueres Olsen used the primary care proposal as a major
plank in his 1993–94 election campaign.
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Northeast (interviews with Girade 2003, Machado de Souza 2003,
Sousa 2003, and Azevedo 2003; Sousa 2001: 47–89). While the main-
stream of the sanitary movement criticized this primary care strategy as a
concession to the World Bank’s advocacy of targeting a minimal health
package at the destitute and as the provision of “poor medicine for the
poor” (interviews with Andrade 2003, Azevedo 2003, Campos 2003, Gir-
ade 2003, Machado de Souza 2003), the IFIs actually played no role in
these efforts, which were for years sustained by UNICEF and the WHO.
This persistent criticism, however, helped to trigger an upgrading of

the ACS approach, which was folded into a family health strategy (inter-
view with Sousa 2003): A team consisting of a doctor, a nurse, and
several community health agents would provide a more comprehensive
package of basic health treatments and preventive services to four to five
thousand people. From 1994 onward, this Programa Saúde da Famı́lia
(PSF) was gradually extended to a large proportion of Brazil’s munici-
palities, especially in rural areas (MS 2002; Negri and Viana 2002:
chaps. 10–12, 18). After 1998, this expansion drew an additional im-
pulse from the appointment of an ambitious politician and presidential
hopeful, José Serra, as health minister (interview with Azevedo 2003).
An economist by training, Serra for the first time incorporated economic
criteria into ministerial decision making. The resulting concern for cost-
effectiveness reinforced the embrace of the primary care strategy, which
the ministry promoted forcefully with financial incentives conditioned
on clear performance targets (MS DAB 2002: 19–20, 49–50, 55–68).
While this marriage of the primary care strategy and health economics
resembles the WB approach to health, leading policy-makers adamantly
deny that the IFIs had any influence (interview with Negri 2003).
Thus, the primary care movement, which emerged at the margins of

the sanitary movement, managed to effect considerable change in Bra-
zil’s inequitable health system. Arising from local initiatives, it used the
political space opened up by the sanitary movement’s decentralization
efforts to promote the norms codified in Alma Ata. Supported and legiti-
mated by resource-poor UNICEF (Viana and dal Poz 1998: 20, 26), its
persistent advocacy of preventive measures and basic care found increas-
ing receptivity from the Health Ministry; eventually, a powerful “econo-
pol” (cf. Domı́nguez 1997) turned this strategy into his flagship pro-
gram. By all accounts, the PSF has significantly improved health care for
the less well-off. Problems such as infant and maternal mortality, which
used to be disproportionately severe for a country of Brazil’s economic
development level, have eased (Serra and Faria 2004: 177). Thus, in a
nation of record social inequality, the principles of Alma Ata have made
a difference.
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bolivia’s efforts to improve primary health care

The universalization norm also inspired reform efforts in Bolivia, the
second-poorest country of the Americas. As discussed above, the equity-
oriented measures of the 1990s, especially the maternal and infant insur-
ance (SNMN), received crucial inputs from the IFIs. But these efforts
also resumed an older primary care strategy, which was initiated in the
early 1980s, following Bolivia’s tortuous return to democracy. The fa-
ther of a leading health policy-maker under the two Sánchez de Lozada
administrations, Javier Torres Goitia Torres, served as health minister
in the leftist government of Hernán Siles Suazo (1982–85) and imple-
mented a primary health strategy through popular participation and mo-
bilization. He promoted the creation of popular health committees that
carried out immunization campaigns and provided basic services, espe-
cially to the poor (Torres Goitia Torres 1987: 12, 60–61, 74–78,
101–9; interviews with Torres Goitia Torres 2006 and Pooley 2002).
He also introduced cost-free medical attention at childbirth (Torres Goi-
tia Torres 1987: 103–4, 136–39), the first kernel of the SNMN.
All these efforts took inspiration from the equity norms codified at

Alma Ata (Torres Goitia Torres 1987: 11–15, 53–55, 92; Torres Goitia
Caballero 2000: 307; Böhrt Arana and Larraı́n Sánchez 2002: 17). In
fact, UNICEF, which had cosponsored the 1978 conference, called at-
tention to Bolivia’s deplorable indicators on maternal and infant health
and supported Torres Goitia’s bottom-up strategy (interview with Tor-
res Goitia Torres 2006). But the social protests, political turbulence, and
hyperinflationary crisis that ruined Siles Suazo’s presidency also hin-
dered progress on the health front.
After the drastic adjustment of 1985 restored economic and political

stability, Bolivia resumed the universalization effort. The WB, IDB,
USAID, and UNICEF provided substantial financial and technical sup-
port and in the late 1980s started various projects to improve health
coverage for the destitute (Lavadenz 1993; Homedes 2001; Chávez
1993; Muñoz Reyes 1993; interview with Cuentas Yáñez 2002). These
initiatives benefited some long-neglected groups. But their multitude and
the lack of effective coordination by the Health Ministry created ineffi-
ciency and mistargeting; the projects were executed with many problems
and delays (Homedes 2001; IDB 1999a: 8; MDH SNS 1994: 38; inter-
view with Cuentas Yáñez 2002).
The desire to create a stable base of domestic funding for universaliza-

tion efforts stimulated proposals at the beginning of the Sánchez de Lo-
zada administration to extend health insurance to the poor for a small
per-capita fee, which the state would subsidize for the destitute (MDH
SNS SE-GRSS 1994; MDH SNS 1994: 39, 84; interviews with Seoane
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2002, Peña Rueda 2002, Galindo 2002, and Pereira 2002). Experts and
political leaders worried, however, that these charges would be difficult
to collect and would deter the poor from using medical services (inter-
views with Sandoval 2002 and Pereira 2002). Yet the fiscal decentraliza-
tion of 1994–95 created resource availability at the municipal level and
thus allowed for the extension of a basic health care package free of
charge via the innovative maternal and infant insurance (SNMN).
Thus, while the SNMN incorporated crucial WB ideas, it also

emerged from a long line of universalizing efforts that far predated the
1993 World Development Report and that were inspired by the norms
of Alma Ata (interview with Torres Goitia Caballero 2006). Besides IFI
influence, normative appeal stimulated Bolivia’s equity-enhancing health
reforms of the 1990s. The SNMN’s creation was driven partly by the
“shame” (“vergüenza”) that policy-makers felt about their country’s la-
mentable rates of maternal and infant mortality, which ranked among
the highest in the world.10 This embarrassment prompted a determina-
tion to push ahead with the SNMN despite various difficulties that hin-
dered the institution of the new program and seemed to make its post-
ponement advisable (Loaiza 1997: 43).

peru’s primary health care programs

In Peru, efforts to extend basic curative and preventive services to the
poor also started right after the Alma Ata meeting—and long before the
WB began pushing for this change. Peruvian health expert David Tejada
was the WHO’s assistant director in 1978 and helped organize the high-
profile conference. The ideas of Alma Ata therefore had an immediate
impact on his home country. The outgoing military regime initiated a
primary care program in 1979 but lacked the political clout to make
much headway with its implementation. The new democratic adminis-
tration of Fernando Belaúnde (1980–85) enacted a more ambitious scheme
to extend basic services to the poor. Although the serious economic
problems afflicting Peru hindered its execution, this program was impor-
tant in establishing principles and committing the government to
goals—such as improved maternal and infant care—that later adminis-
trations could not renege on (Arroyo 2000: 113).
When David Tejada became health minister in 1985, primary care

received an additional impulse. But the economic collapse beginning in
1987 undermined all efforts to extend coverage and improve services for
the poor. As health expenditures plummeted by a stunning 75 percent
from 1988 to 1990 and as the Shining Path guerrillas occupied large

10 Aponte (1997: 4, 9); UDAPSO (1993: 3–4). In fact, Bolivia had incurred many specific
commitments before IOs to improve maternal and infant health (MDH 1995: 10–12).
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parts of the national territory, the Peruvian state was unable to maintain
services for many poor citizens. Only the strategic defeat of the insur-
gency and the economic recovery of the mid-1990s allowed the Fujimori
administration to restore the health system and resume the primary care
strategy. While these efforts received an important impulse from IFIs
(see above), they also renewed long-standing attempts to advance to-
ward universalization and greater social equity, driven by the norms of
Alma Ata.

the limited advance of primary health care in latin america

In sum, the norm cascade unleashed in 1978 triggered equity-enhancing
reforms throughout Latin America.11 Governments of different political
and ideological colors extended basic curative and preventive care to
less well-off sectors. Due to serious financial problems, these efforts
made only limited headway in the 1980s. But greater resource availabil-
ity allowed for significant progress in the 1990s. The WB gave an impor-
tant additional impulse but did not initiate this change. Instead, a new
norm prompted these efforts. And since add-on programs allowed for
“cost-free” distributive policymaking, normative concerns stressed by
constructivists managed to shape governmental decisions.
But this political condition also limited the extent and impact of eq-

uity-enhancing change. Ambitious concepts of primary care called for a
profound transformation of the health system. This “revolution” (Cueto
2004: 1867–68, 1871–72) would take away resources from expensive
hospital treatments and reallocate them to simple services. It thus re-
quired redistributive change that would hurt the middle class—the pri-
mary user of hospitals—to benefit the poor. But hospital directors, med-
ical doctors, service personnel, and social security agencies adamantly
rejected such a thorough restructuring and stubbornly defended the sta-
tus quo. Thus, fierce political opposition ruled out determined redistri-
bution and left room only for distributive measures.
Given the absence of a thorough reallocation of funds, resource con-

straints—eased but not lifted by economic recovery—limited the equity-
enhancing initiatives that governments managed to implement. Although
spending on primary care has increased significantly in many countries,
both in absolute terms and as a proportion of total health expenditures,
the lion’s share of resources continues to fund complicated, expensive
curative treatments, especially in hospitals. In Brazil, for instance, expen-
ditures on primary care rose from 10.5 percent of Health Ministry

11 In El Salvador, the confounding effect of the fierce civil war makes it difficult to assess
the impact of international health norms during the 1980s. On the impact of the Alma
Ata conference on Mexican health policy, see Cruz and Carrera (2004: 221–22).
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spending in 1995 to 17.3 percent in 2002 (Serra and Faria 2004: 175);
and in Costa Rica, the share of primary care in health expenditures in-
creased from 15 percent in 1997 to 20 percent in 2000 (Arce and Sán-
chez 2001: 16–18; WB 2003c: 117). But these figures show that second-
ary and tertiary care continues to receive the largest share of funding.
Thus, there clearly has not been a primary care “revolution.” Since

reformers had to pursue the Alma Ata agenda through add-on pro-
grams, they have achieved only limited success. Because new norms can-
not dislodge or overwhelm fairly clear and firm interests of major socio-
political forces, they fail to trigger a thorough revamping of established
institutional structures. The causal mechanism emphasized by construc-
tivists can make a difference in some interstices of the health system, but
its very condition of operation restricts its impact.

Conclusion

External pressures and new normative appeals, which did not drive
model diffusion in social security, provided more important impulses for
principle diffusion in health care. With plenty of carrots and some sticks,
the IFIs pushed Latin American countries to advance toward greater
efficiency and equity in their health systems. Drawing on external finan-
cial support and technical advice, several governments, especially in Bo-
livia, Costa Rica, and Peru, extended services to the rural and urban
poor. The IFIs made an even more distinctive contribution with their
forceful promotion of efficiency-oriented measures (e.g., WB 2004d: 13);
without their constant prodding and availability enhancement, strong
resistance from established bureaucratic institutions, unionized service
providers, and patronage-hungry politicians would have blocked any ad-
vance. Thus, while the IFIs cannot impose specific blueprints and mod-
els—neither in social security nor in health care—they can induce coun-
tries to move toward the principles they advocate. For this purpose, they
use both their financial leverage and the provision of plentiful informa-
tion, that is, availability enhancement.
But IFI influence fell far short of accomplishing its original goals.

None of the countries I investigated has come close to undertaking a
comprehensive health reform as expounded in the 1993World Develop-
ment Report.Most often, externally induced change has remained piece-
meal, uneven, and disparate. While some initiatives have gone forward,
active or passive resistance or simple inertia have often proven stronger.
Privatization proposals have drawn particular fire, as the experiences of
El Salvador show. Where efficiency-enhancing measures such as perfor-
mance contracts have been enacted, they have usually brought more for-
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mal than real change; while even Bolivia introduced these modern man-
agement instruments, they have not altered the actual operation of its
underperforming health system. Countries have advanced the farthest in
extending primary care to long-neglected sectors. But they have targeted
these new programs less narrowly than the World Bank recommended.
In sum, external pressures had a significant but limited impact on princi-
ple diffusion in health care.
Indeed, equity-enhancing reforms resulted not only from IFI promo-

tion, but also from an international norm shift, which long predated
prominent WB engagement in health care. The codification of the
“health for all” maxim in 1978 triggered a norm cascade that put in-
creasing moral pressure on governments to combat embarrassingly se-
vere health problems, especially maternal and infant mortality. As eco-
nomic recovery and generous IFI loans allowed Latin American
governments to pursue universalization through distributive, politically
cost-free add-on programs, this new norm managed to shape their deci-
sion making in the 1990s. The availability of new funds avoided any
clash of interests and allowed the quest for international legitimacy to
carry the day. In sum, the wave of universalizing programs resulted from
the confluence of IFI pressures and new normative appeals. These two
causal mechanisms, which were not decisive in the spread of Chilean-
style pension privatization, had a greater impact on efficiency- and eq-
uity-oriented reforms in health care.
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Cognitive Heuristics in the Diffusion
of Health Reform

While external pressures and new norms contributed to the spread of
health reform (see chapter 5), cognitive heuristics also shaped this pro-
cess in important ways. Experts and decision-makers did not proactively
scan the international environment and evaluate foreign innovations in
a thorough, systematic way, as comprehensive rationality would require.
Instead, bounded rationality prevailed, as in the diffusion of pension
privatization. Above all, the availability and representativeness heuristic
provided a major impulse for efficiency- and equity-oriented health mea-
sures in the 1990s. New experiments adopted in the region, especially
Chile’s partial health privatization of 1981 and Colombia’s comprehen-
sive restructuring of 1993, were uniquely available and attracted much
attention; early accomplishments of the Colombian reform, especially a
striking expansion of insurance coverage, also imbued it with an aura
of success that stimulated some emulation efforts.
But Chile’s health reform was less drastic than social security priva-

tization because it did not condemn the existing public system to ex-
tinction by forcing new labor market entrants into private insurance
companies; in fact, only a minority of the population switched. And
Colombia’s revamping did not constitute a neat, simple, well-integrated
model that rested on a few coherent design principles, like Chilean pen-
sion privatization. Instead, it was inspired by a variety of country experi-
ences and sought to strike a compromise between different goals (Uribe
2004). Therefore, it was highly complicated in design and administra-
tion and was harder to grasp and less attractive to boundedly rational
decision-makers. By contrast to a neat, unified blueprint, a complex,
eclectic change is unlikely to become an outstanding model. As a result,
Colombia’s reform never turned into the obligatory, singular reference
point in the health arena that Chile’s privatization was in social security.
Failing to monopolize attention, it did not unleash a broad wave of
diffusion, but more dispersed emulation efforts. And where it influenced
decision making, it was not the only source of inspiration but had to
share the limelight with other country experiences. Whereas social secu-
rity policy in the 1990s often revolved around a clear-cut choice of
whether to enact Chilean-style privatization or not, health policy-makers
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tended to pick and choose from more than one experiment. This broader
range of available options limited anchoring: Since decision-makers were
not fixated on one outstanding model, they did not import a specific
blueprint wholesale; instead, they often combined elements of various
experiments or modified their major source of inspiration in light of
other available options.
The absence of a clear, unique model in health care thus meant that

cognitive heuristics produced less profound and widespread diffusion.
The availability heuristic highlighted different experiments to decision-
makers in different countries; the representativeness heuristic did not
single out any of them as uniquely successful; and limited anchoring led
to significant modification, rather than simple imitation. For these rea-
sons, reform diffusion in health care was less uniform and wavelike than
in pension privatization.
But while producing less striking contagion effects than in social secu-

rity, cognitive heuristics caused significant deviations from comprehen-
sive rationality. For logically accidental reasons, especially geographic
proximity and direct contacts, the availability heuristic highlighted some
experiences while many other interesting innovations failed to enter de-
cision-makers’ radar screen. And the representativeness heuristic trig-
gered early enthusiasm for the Colombian reform, whose actual accom-
plishments soon turned out to be problematic. Thus, the empirical
patterns of bounded rationality diverged from the normative postulates
of comprehensive rationality.

The Lack of a Neat, Singular Model in Health Reform

The health system is much more complex than social security. Rather
than paying cash benefits, it offers a wide range of preventive and cura-
tive services whose provision and quality are difficult to monitor. Pen-
sioners can certify benefit receipt with a signature; but patients rarely
know what, if any, treatment they need and how good the medical qual-
ity of the service was. The information asymmetry between providers
and patients makes the performance of medical personnel hard to mea-
sure and control. Furthermore, while pensioners can be counted on to
obtain their benefit, demand needs to be stimulated in health care, espe-
cially for preventive services and routine examinations.
For all these reasons, health care is complicated and multifaceted. It

involves a host of medical, financial, managerial, informational, and
promotional aspects and activities, including countrywide vaccination
campaigns, the purchase of high-tech equipment for hospitals, the exten-
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sion of primary care to the rural poor, the institutional relations of the
Health Ministry to the social security agencies, and personnel manage-
ment in health posts.
Due to this tremendous complexity, no neat, simple reform model

has emerged (Nelson 1999: 22–24). Chilean-style privatization, which
became the mandatory reference point in social security, was much less
drastic in health care: It did not force people to join private insurance
companies but introduced free choice. Only a limited segment of the
population could afford private insurance plans; even after two decades,
70 percent of citizens stayed in the public system. Thus, privatization
remained very partial and did not revamp the whole health system. But
as better-off sectors transferred their obligatory insurance fees to private
companies, they stopped subsidizing public health care for the large ma-
jority of the population. Partial privatization therefore tightened finan-
cial constraints on the public system and caused lower service quality.
Thus, Chile’s reform did not improve the whole health system but fa-
vored the middle class and hurt poorer sectors. Rather than lifting all
boats, it brought regressive redistribution, as even the WB and Chilean
experts acknowledged (WB 1993b: 162; Oyarzo 1994: 139–40).
To make things worse, discontent prevailed among people who had

chosen private insurance companies. These Instituciones de Salud Previ-
sional used rules of exclusion hidden in the fine print of their contracts
to refuse treatment to many patients. Their profit-driven efforts to at-
tract young, healthy people and push chronic patients off the insurance
rolls (“cream-skimming”) stimulated great resentment (Oyarzo 1994:
124, 140–41; interview with Lagos 1993). Thus, health privatization
was much less successful than pension privatization, which initially pro-
duced high rates of return and allegedly boosted Chile’s growth. While
the ISAPRE scheme was cognitively available in Latin America, it failed
to stimulate the enthusiasm that the representativeness heuristic inspired
for pension reform.
Furthermore, since health privatization remained partial, it could not

resolve organizational and financial problems once and for all, as pen-
sion privatization claimed to do. This promise of a definitive solution is
particularly attractive to boundedly rational decision-makers and pro-
vided a special impulse to the spread of Chilean-style social security re-
form. By contrast, the ISAPRE scheme did not relieve policy-makers of
the continued need for adjustments, modifications, and reforms. The
new private system required firm regulation; the underfinanced public
system needed constant support; and their coexistence raised new issues
concerning the treatment of private affiliates in public facilities. As even
the WB (1993b: 162) recognized, Chile’s health privatization “experi-
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ence shows that reform is a permanent process, not a one-time effort,
and that countries undertaking reform must have both the capacity and
the political will to review and revise health policies continuously.”
For all these reasons, the ISAPRE scheme did not constitute a clear,

neat model, failed to attract as much attention as social security privati-
zation, and lacked the aura of success that impressed especially eco-
nomic experts. It also violated the social equity concerns of many health
specialists. While a number of Latin American countries considered
Chilean-style health privatization, the balance of rejection and support
was usually stacked against it.1

To avoid the problems of the ISAPRE scheme, Colombia’s health re-
form of 1993 combined partial privatization with an ambitious equity-
enhancing effort to extend health insurance to the poor through public
demand subsidies. The Ley 100 gave people a free choice among health
insurance companies, which in turn contracted with service providers.
Better-off people paid the full cost of their coverage in the contributive
regime. Less well-off individuals joined the subsidized regime, which en-
titled them to a basic package of preventive and curative treatments.
They paid part of the insurance premium, based on their income, and a
solidarity fund fed by an extra charge on better-off people and by tax
revenues covered the remainder. The initially distinct benefit packages
of the contributory and subsidized regimes were supposed to converge
gradually. The combination of an individualized, purely contractual and
a subsidized, redistributive insurance scheme would thus guarantee uni-
versal, basically equal health care.
In these ways, the innovative Colombian reform sought to strike a

balance between economic efficiency and social equity (Uribe 2004). De-
mand subsidies should incorporate less well-off people into the privat-
ized insurance system and thus overcome the exclusion plaguing Chile’s
purely market-oriented reform. Solidaristic support was designed to turn
poorer people into effective consumers who can exercise similar individ-
ual choice as the middle class. Whereas ISAPREs affiliated only the mi-
nority favored by the primary distribution of income, the Ley 100 insti-
tuted modest redistribution to universalize the effective capacity to fulfill
basic health needs through the insurance and provider market. At the
same time, this market-oriented solution tried to enhance social equity
more efficiently than the paternalistic provision of health services by
monopolistic public agencies managed to do. For these reasons, even

1 Interviews with Bonadona (2002), Cercone (2004), Galindo (2002), Marı́n (2004),
Miranda (2004), Peña Rueda (2002), and Pereira (2002); Miranda (2003: 341, 346). This
rejection was particularly pronounced among Brazil’s leftist sanitary movement (e.g., La-
bra 1988).
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architects of Chile’s ISAPRE system came to advocate a Colombian-style
plan (Büchi 1994: 143–47; interview with Sánchez 1993).
Since Colombia’s ambitious reform stood out against the limited,

piecemeal changes adopted in other Latin American countries, it at-
tracted a good deal of interest, especially inside the region. As the next
section shows, health specialists from several countries followed the
availability heuristic, paid special attention to this experiment, and
placed it on the domestic decision-making agenda. But the Ley 100 never
monopolized attention as Chilean pension privatization did. Inherent
characteristics made it much less appealing to boundedly rational deci-
sion-makers.
Above all, Colombia’s health reform was much more eclectic and

complicated than radical social security privatization. Inspired by pure
neoliberal principles, Chile’s pension model was simple, coherent, and
“out of one piece.” Its neat, integral nature made it easy to grasp and
propagate. Its elegant simplicity grabbed the attention of boundedly ra-
tional decision-makers. This model opened up a clear new path out of
the mess of traditional pension policy. By contrast, the Ley 100 com-
bined divergent principles derived from efficiency and equity, individual
choice and collective solidarity (Uribe 2004: 210–11). It was highly
complex and difficult to understand. It created two different insurance
schemes and divided responsibilities among a variety of institutions,
whose very list of acronyms—EPS, IPS, ESS—was confusing. It intro-
duced managed competition, demand subsidies, productivity incentives,
basic benefit packages, a solidarity fund, etc. No wonder that health
specialists complained about its complicated nature and the great diffi-
culty of implementing it (Isasi 1998: 5–6; Mendes 1999: 47–48; inter-
view with Vargas 2004).
Thus, the Colombian reform did not constitute a neat, clear policy

model. While it had some defining characteristics, such as boldness, it
lacked others, especially simplicity and tight coherence. Therefore, al-
though the Ley 100 stood out on the radar screen of Latin American
health specialists, it did not turn into the singular focal point, like Chil-
ean pension privatization. It overshadowed other experiments, including
Chile’s ISAPRE system, but did not monopolize attention. Instead, pol-
icy-makers considered other country experiences as well.

Cognitive Heuristics in the Spread of Health Privatization

Efforts to Emulate Chile’s Private Insurance Scheme

In the early 1990s, the Chilean privatization experiment began to attract
significant attention in Latin America. Since Chile’s new democracy de-
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cided to maintain the ISAPRE scheme, its association with the dictatorial
Pinochet regime loosened and it became acceptable to democratic poli-
ties. Due to geographic proximity and long-standing connections, Latin
American health specialists and economic experts came to study the re-
form, and Chilean health consultants advertised it in neighboring coun-
tries and at international conferences (e.g., Sánchez 1997). In fact, Chil-
ean promoters of social security privatization sometimes drew up health
privatization plans as well. The firm Claro y Asociados, for instance,
which elaborated Bolivia’s first pension reform project, also designed an
ISAPRE scheme for the country (interview with Cuevas Argote 2002).
Thus, model diffusion in social security began to spill over into health
care.
Horizontal connections first made the ISAPRE scheme cognitively

available. Direct links to Chilean experts led decision-makers in Peru
and Bolivia to discuss ISAPRE-style reforms in the early 1990s, before
the IFIs came to promote health privatization forcefully. As in the pen-
sion arena, deliberations and emulation efforts started among Chile’s
next-door neighbors (including Argentina: Lloyd-Sherlock 2004: 103).
Typically, the availability heuristic produced geographic clustering of
steps toward policy diffusion. Colombia, another Andean country that
bordered on first emulator Peru, soon took inspiration from Chile as
well (Uribe 2004: 211–12).
In more distant countries, external pressure or availability enhance-

ment by the IFIs helped to put the ISAPRE scheme on the policy agenda.
For instance, the IFI-sponsored ANSAL study discussed in chapter 5
created interest among Salvadoran health experts in the Chilean experi-
ence; even specialists from the center-left, such as Héctor Silva, who
later joined the FMLN, were open to this proposal (interview with Silva
2004; cf. Avilés 1998: 73). In a more forceful fashion, WB consultants
advocated this neoliberal innovation in social-democratic Costa Rica
(interviews with Marı́n 2004, Sáenz 2004, and Salas Chaves 2004). Fur-
thermore, the IFIs later supported health privatization proposals where
the ISAPRE system had become cognitively available before their in-
volvement, as in Bolivia and Peru. Thus, this plan first spread horizon-
tally, but vertical influence then gave it an additional impulse.
But in Chile, this bold, novel scheme had not attained the striking

initial success that pension privatization had achieved; in fact, affiliation
with ISAPREs expanded only slowly. Furthermore, health privatization
did not boost Chile’s economic growth, as social security reform was
said to do. Therefore, the representativeness heuristic failed to stimulate
strong enthusiasm for the ISAPRE scheme. Even economic experts com-
mitted to its underlying principles could not support it with powerful
pragmatic arguments.
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Indeed, the disadvantages of health privatization had become obvious
during its first decade of implementation. The social segmentation of
Chile’s health system undermined equity, solidarity, and universalism,
which most health specialists held in high esteem. Therefore, the ISAPRE
system was increasingly seen not as a model to imitate, but a deterrent
to avoid.2 While several countries considered emulating this reform in
the early 1990s, it lost support thereafter.
For these reasons, an effort to imitate the ISAPRE scheme only got

under way in a unique setting, namely, Peru in 1991. Facing persistent
hyperinflation, President Fujimori had delegated economic policy to a
free-market enthusiast, Carlos Boloña, who assembled a small, cohesive
team of like-minded economic experts (Weyland 2002b: 117–18). This
tight-knit group sought to enact a comprehensive package of neoliberal
reforms as quickly as possible. Whereas the IFIs recommended the se-
quencing of stabilization and structural change, Boloña and his aides
proceeded to revamp Peru’s economic and social institutions immedi-
ately (interviews with Boloña 1996 and Peñaranda 2002). The political
difficulties facing the Fujimori government, which lacked stable support
in Congress, and the precarious position of the economic team, whose
neoliberal zeal the president viewed with reservations, suggested to Bo-
loña the need to advance fast. Therefore, he took advantage of presiden-
tial decree powers delegated by Congress to pass a host of structural
reforms in late 1991 (Boloña 1993: 176). This package of decrees in-
cluded partial health privatization.
The desire to use this window of opportunity exacerbated time pres-

sures for preparing the project. As a careful assessment of costs and
benefits—not to speak of a search for alternative policy options—was
infeasible, decision-makers relied heavily on cognitive heuristics. The ho-
mogeneity of the small change team precluded any correction of the
resulting distortions. In fact, the health privatization decree was elabo-
rated by a single individual, an economist working for the Economy
Ministry; the Health Ministry had no input at all (interviews with Yama-
moto 2002, Meloni 2002, and Espinoza 2002).
This generalist, José Carlos Vera la Torre, followed the availability

heuristic and took his inspiration from the ISAPRE system. At that time,
connections between Peru’s economic team and Chilean experts who
had enacted market reforms under the Pinochet regime, such as Hernán
Büchi and José Piñera, were extremely close. Boloña’s aides largely emu-
lated Chile, including its experiment with health privatization, which
Chilean specialists depicted as a big success (interviews with Vera la
Torre 2002 and Yong Motta 2002). In fact, Peru’s privatization decree

2 See note 1.
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was “directly copied from Chile” (interview with Vera la Torre 2002;3

similar interview with Meloni 2002); a health specialist who worked in
this specific area quipped that Vera simply used the neighbor’s legisla-
tion and substituted “Chile” with “Peru” (interview with Manrique
2002). Under high time pressure, anchoring prevailed, prompting imita-
tion and precluding adaptation. Shaped by cognitive heuristics, this deci-
sion-making process deviated starkly from the standards of comprehen-
sive rationality.
The decree allowed social security affiliates to channel their obligatory

health insurance contributions to private companies (Crean el Sistema
Privado de Salud 1991). This drastic change intended to expose the so-
cial security institute IPSS to private competition. It resulted from direct,
horizontal learning from an experiment enacted by a neighbor, not from
vertical pressures; the WB was not involved at all. But this hasty, ill-
prepared measure was never implemented. The IPSS, which tried hard to
overcome its financial and administrative problems and improve health
service provision (Ausejo 1995), fiercely opposed private competition.4

It claimed that the exit of better-off contributors would drain its finances
and threaten health care for poorer affiliates (Vera la Torre 1994b: 190–
93). The new health minister, a close confidant of President Fujimori,
also opposed health privatization (Paredes 2002; interview with Peña-
randa 2002).
Eventually, the IPSS reached a compromise with the neoliberal eco-

nomic team. In exchange for letting pension privatization proceed, IPSS
President Castañeda Lossio obtained Minister Boloña’s commitment to
shelve health privatization (Boloña 1994: 159; interviews with De los
Heros 2002, Du Bois 2002, and Peñaranda 2002; see chapter 4). There-
fore, the 1991 decree was never implemented, though it stayed on the
books.
In 1993, a neoliberal congressman, soon appointed as health minister,

and his chief adviser, the author of the 1991 decree, tried hard to un-
block health privatization (interviews with Freundt 2002, Vera la Torre
2002, and Meloni 2002; Vera la Torre 1994a, 1994b). This initiative
drew support from the economic team and former Economy Minister
Boloña, the driving force behind market reform in Peru (interview with
Du Bois 2002; Vera la Torre, Petrera, Ruiz, et al. 1994). To win broader
backing, privatization advocates organized conferences with foreign ex-
perts, especially from Chile and the United States (Vera la Torre et al.

3 The U.S. HMO system also provided crucial inspiration (interview with Vera la Torre
2002).

4 But to improve efficiency and user satisfaction and thus forestall full-scale privatiza-
tion, the IPSS itself began to outsource some medical services (Fiedler 1996: 411–16).
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1994; ESAN/IDE 1994). Thus, they activated their horizontal links,
which had made the reform project available in the first place.
But the IPSS continued to resist health privatization (interview with

Freundt 2002; Vera la Torre 1994b: 190–93; Arroyo 2000: 165; see
also Paredes 2002). President Fujimori himself had reservations about
applying market principles to the social sectors. He also feared that pop-
ular aversion to health privatization would lower his chances in upcom-
ing vote contests, including his bid for reelection in April 1995. Since
the government was already embroiled in a contentious, politically
costly debate over privatization in education (Graham 1998: 32, 100–
109; Ortiz de Zevallos et al. 1999: 7–22), the president refused to pro-
mote health privatization (interviews with Freundt 2002 and Vera la
Torre 2002).
In sum, widespread aversion or skepticism about Chilean-style health

privatization allowed emulation efforts to advance only under special
circumstances (cf. Boloña 1994: 159; see Arroyo 2000: 39–40). The
resulting time pressures gave cognitive heuristics, especially availability
and anchoring, free rein. Simple imitation and deficient adaptation
greatly lowered decision quality.5 Even the economic expert who elabo-
rated the 1991 decree and pushed for its implementation in 1993 ex-
presses relief that this initiative failed because it would have deepened
the segmentation of the Peruvian health system, further undermining
social equity (interview with Vera la Torre 2002).
This equity concern was the principal reason why policy-makers in

Bolivia decided not to pursue the ISAPRE scheme. This proposal became
cognitively available under the Paz Zamora administration (1989–93).
But its regressive features, which even Chilean consultants acknowl-
edged, made Bolivian experts reluctant to promote this plan in the early
1990s (interview with Bonadona 2002). Determined to extend market
reform to the social sectors, the Sánchez de Lozada government (1993–
97) gave more serious consideration to the Chilean experiment in 1993–
94. But the specialists and officials debating this issue worried about the
exclusion of the urban and rural poor, who could not afford private
health insurance. They also heard about discontent among ISAPRE-
affiliates (interviews with Galindo 2002 and Peña Rueda 2002). They
rejected emulation because Chile’s reform had not attained any clear
success that the representativeness heuristic amplified. In fact, in subse-

5 In 1993, Vera la Torre (1994b: 174–81) introduced some modifications of the Chilean
system, but they were designed to benefit only social security affiliates, especially those
choosing private insurance companies. Thus, these changes did not address most equity
problems plaguing Chile’s partially privatized health system (cf. Vera la Torre et al. 1994:
125–28).
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quent years Bolivian health specialists have widely seen the ISAPRE
scheme as a failure (interview with Pereira 2002).
For the same reasons, interest in Chilean-style privatization faded

among Salvadoran health experts, particularly specialists not linked to
the neoliberal ARENA governments. Continued political polarization
turned any proposal resembling the ISAPRE scheme highly controversial
and unviable (interview with Silva 2004). And in Brazil, Chile’s privati-
zation scheme and the occasional domestic proposal inspired by it (e.g.,
Médici, Oliveira, and Beltrão 1993b; IL 1994) were rejected out of hand
by the leftist sanitary movement (Labra 1988; Mendes 1999: 78–93).
As a result, Chile’s experiment did not spread to other Latin American

countries. While many specialists followed the availability heuristic and
paid great attention to the novel privatization scheme, it did not attain
clear initial success; the representativeness heuristic therefore did not
imbue it with the aura of inherent quality that made pension privatiza-
tion so attractive to boundedly rational decision-makers. Economic ex-
perts occasionally promoted the ISAPRE scheme for efficiency reasons.
But they did not exert much pressure because it lacked the macroeco-
nomic spillover effects that the representativeness heuristic attributed to
pension privatization. Therefore, the equity concerns raised by health
specialists, the institutional interests of established public agencies, and
politicians’ goal to avoid polemical, costly reforms managed to preclude
the diffusion of Chilean-style health privatization.

Efforts to Emulate Colombia’s Complex Health Reform

The Ley 100 promised to remedy the equity deficit of the ISAPRE system
by extending subsidized health insurance to poorer sectors. In fact, it
attained its most striking success with a drastic increase in coverage from
20.6 percent of the population in 1993 to 57 percent in 1997. Progress
was greatest for lower strata: “In the first [income] decile, insurance
coverage went from 4 percent in 1993 to 40 percent in 1997” (Ramı́rez
2004: 142; see also De Groote, De Paepe, and Unger 2005: 127–28).
As the availability heuristic drew the attention of Latin American policy-
makers to Colombia’s ambitious reform, its accomplishments on the eq-
uity front triggered the representativeness heuristic, which made the Ley
100 appear as a promising innovation.
The high fiscal cost of the coverage extension and the complicated

nature of the new health system dampened this enthusiasm, however.
Reform implementation boosted health spending by “21.1 percent yearly
. . . between 1993 and 1996” (Ramı́rez 2004: 144; see also De Groote,
De Paepe, and Unger 2005: 125–26, 133–34). Moreover, it was not
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easy for boundedly rational decision-makers to grasp and evaluate this
multifaceted reform. Therefore, the representativeness heuristic triggered
moderate but not overwhelming contagion. And where emulation efforts
took place, anchoring remained limited; the very eclecticism of the Ley
100 opened the door for picking and choosing. As a result, policy-
makers in several Latin American countries sought to emulate certain
components of the Colombian blueprint but adapted them to their spe-
cific circumstances.
Due to geographical proximity and cultural, educational, and histori-

cal connections,6 Colombia’s reform quickly became available inside
Latin America. Its architect, José Luis Londoño, codified its lessons and
promoted them widely, for instance at a high-profile meeting of health
ministers in 1995 (Londoño and Frenk 2000: 56). Following the avail-
ability heuristic, Latin American health specialists paid special attention
to the Ley 100. And the representativeness heuristic stimulated emula-
tion efforts in several nations.
Territorial contiguity again furthered diffusion. The Colombian re-

form was immediately available in neighboring Peru. In 1993–94, both
the main proponent of health privatization and the leading designer and
executor of the CLAS scheme of community health management (see
chapter 5) studied the Ley 100 (interviews with Vera la Torre 2002
and Vera del Carpio 2002). In fact, the former expert reports extensive
interactions, including mutual visits and discussions with Londoño; as a
result, he shifted from embracing Chile’s ISAPRE scheme to proposing
a universal health insurance system very similar to the Colombian blue-
print (interview with Vera la Torre 2002; Vera la Torre 2003b: 158–
79). These intensive contacts continued for years (interviews with Costa
Bauer 2002 and Meloni 2002; MINSA 1997). To avoid the equity prob-
lems of the ISAPRE scheme, even Chilean consultants hired by Peru ad-
vanced proposals resembling the Ley 100 (Jara and Vergara 1995a,
1995b; Solimano 1997).
As a result, Peruvian health specialists in 1995–96 elaborated a com-

prehensive reform project that was strongly inspired by the Colombian
restructuring (and followed general IFI guidelines; see chapter 5). They
proposed a contributive and a subsidized regime, competition between
private and public providers, and demand subsidies, thus incorporating
all the major features of the Ley 100 (Mesa-Lago 1996: 7–14, 20–24;
Espinoza 1998a: 9–10; Arroyo 2000: 42). This wide-ranging, ambitious

6 For instance, the executive president of Costa Rica’s CCSS (1994–98), Alvaro Salas
Chaves, was a classmate of the Ley 100’s architect, José Luis Londoño, at Harvard’s
Kennedy School (interview with Salas Chaves 2004).
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emulation plan sought to integrate the disparate programs created by
the Fujimori government (see chapter 5) and thus bring a qualitative
change in Peruvian health policy.
But facing great bureaucratic and political resistance, a freshly ap-

pointed neoliberal health minister and a new, reform-oriented IPSS pres-
ident designed a more moderate proposal in mid-1996. While intense
discussions with Colombian and Chilean consultants made them follow
the Ley 100 in many important aspects, they pushed less strongly for
privatization and assigned the IPSS a predominant role in health insur-
ance and service provision (Mesa-Lago 1996: 11–25; Espinoza 1998a:
10; interview with Costa Bauer 2002).
Even this compromise threatened to upset powerful bureaucratic in-

terests by curtailing the Health Ministry’s role in service provision. In
fact, it was part of a broader plan to reform the state, which included
the dismissal of thousands of public employees. Yet President Fujimori
refused to take this unpopular step and blocked the state reform (inter-
views with Abugattás 1999, Torres y Torres Lara 1999, Espinoza 2002,
and Vásquez 2002). Health reform therefore also came to a standstill
(Espinoza 1998: 11–12). In fact, the Peruvian state lacked the volumi-
nous financial resources required for including all citizens in the subsi-
dized regime. A new round of fiscal adjustment in 1996 precluded the
extension of health insurance to the poor.
As these political and economic obstacles forestalled a sectorwide re-

form, Peruvian health policy resumed its piecemeal, fragmented trajec-
tory. The removal of IPSS President Castañeda Lossio, whom President
Fujimori increasingly feared as a political rival, allowed for partial
health privatization. In mid-1996, a small team with participation from
the Economy Ministry elaborated a plan that was strongly inspired by
the Colombian and Chilean precedents.7 Based on intensive consulta-
tions with experts from both countries (interview with Costa Bauer
2002; MINSA 1997), it permitted social security affiliates to transfer
part of their obligatory health insurance contributions to private pro-
vider organizations called Entidades Prestadoras de Salud (EPS). This
competition would improve the IPSS’s efficiency, and the exit of better-
off patients, who made most use of IPSS services, would create room for
less well-off affiliates to obtain health care (Ewig 2004: 239–40). Fol-
lowing the Colombian reform and diverging from pure Chilean-style pri-
vatization, this change was framed as a first step toward a broader re-
structuring that would eventually include poorer people in subsidized

7 In a revealing formulation, Isasi (1998: 2), a consultant who participated in this deci-
sion, insists that it “was not a mere copy of the models of other countries.”
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health insurance. Thus, Peru would emulate the Ley 100 in a gradual
fashion (Ley de Modernización 1996: 144233–34; see also Pichihua
1998: 4).
In sum, Colombia’s reform was especially available to Peruvian pol-

icy-makers, and its initial success triggered the representativeness heuris-
tic and thus stimulated its diffusion. But its complexity weakened an-
choring. Peruvians therefore chose one component and adapted it to
their own needs. Typical of boundedly rational decision-makers, they
simplified the privatization scheme. Whereas the Ley 100 confined the
EPS (called Entidades Promotoras de Salud in Colombia) to the insur-
ance function and created separate service providers called Instituciones
Prestadoras de Servicios de Salud (IPS), President Fujimori and other
decision-makers criticized this complexity and insisted on combining the
two roles. Therefore, the Peruvian EPS were designed as private insur-
ance and health service companies (Isasi 1998: 2–3, 6).
To keep the IPSS financially viable, Fujimori also confined privatiza-

tion to the primary and secondary level of medical attention; the IPSS
continued to provide all complicated, expensive hospital treatments to
social security affiliates. The president therefore limited the proportion
of insurance contributions that IPSS affiliates could transfer to EPS to
25 percent; they continued to channel 6.75 percent of their salaries to
the IPSS. The health minister and the design team pleaded for a higher
percentage, but Fujimori was increasingly averse to neoliberalism (inter-
view with Vásquez 2002). By contrast to Colombia and Chile, health
privatization in Peru thus remained limited. The EPS proposal neverthe-
less elicited vociferous opposition from doctors, medical personnel, and
their unions (e.g., Velit Granda 1997; Colegio Médico n.d.; Ewig 2004:
239–40). But the government controlled a majority in Congress, and the
EPS scheme passed easily in 1997.
In sum, Peru quickly emulated the initially successful innovation of its

neighbor, albeit with substantial modifications.8 While the complicated
Colombian reform did not turn into a neat model and anchoring there-
fore did not yield faithful imitation, Peruvian policy-makers clearly fol-
lowed the availability heuristic in paying disproportionate attention to
the Ley 100, and they applied the representativeness heuristic in inter-
preting its initial success as proof of inherent quality.
Typically, however, the new system has disappointed initial expecta-

tions. By late 2003, fewer than 250,000 Peruvians had joined an EPS,

8 These modifications are highlighted by Isasi (1998) and Payet (interview 2002). The
effort to mark distance from Chile and Colombia probably reflects the aversion to health
privatization in public opinion.
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amounting to less than 4 percent of the dependently employed; further
growth seemed unlikely (SEPS 2002: 15, 19; SEPS 2004: 11).9 Only four
EPS formed, and they have languished, leading to further concentration.
As the IPSS has faced little competition, the reform has failed to trans-
form Peru’s health system. In fact, the financial constraints that eco-
nomic crisis and adjustment imposed on the middle class have left little
room for health privatization. During the 1990s, purchase of private
health insurance and services diminished as better-off sectors had to re-
sort to cheaper care from the public sector (MINSA DGSP 2003: 14–16,
24). Thus, Peruvian decision-makers incurred the political cost of enact-
ing a change that few people took advantage of. Emulating the Colom-
bian and Chilean experiments in health privatization proved to be
largely a failure.10 Once again, the heuristics of availability and represen-
tativeness produced suboptimal decision outputs.
Immediately after the politically costly EPS decision, President Fuji-

mori took an ill-prepared step toward the equity-enhancing aspects of
the Colombian reform, namely, the extension of health care to poorer
sectors through insurance mechanisms. In mid-1997, he announced free
health coverage for public school students. As analyzed in chapter 5,
this populist measure, which was mistargeted in equity terms, drew
withering criticism from the IFIs and domestic health experts. Yet since
Fujimori’s fiat could not be undone, it was complemented with a state-
financed insurance scheme focused on maternal and infant health (Se-
guro Materno Infantil—SMI).
Peruvian health reformers depicted the SMI as the kernel of a “subsi-

dized regime” à la Colombia (e.g., Pichihua 1998: 4; WB 1999d: 44).
They gradually planned to extend coverage to the whole population,
introduce cost recovery mechanisms, and open up service provision to
private competition. Thus, they kept drawing inspiration from the Ley
100 (e.g., Johnson 1998: 46–50). In fact, the Toledo government contin-
ued this slow advance toward a comprehensive subsidized regime. It
extended coverage to additional sectors (Vera la Torre 2003a: 22–23)
and considered introducing user fees for better-off people (Seguro de
Salud 2005). The latter proposal responds to urgent resource needs be-
cause the fiscal sustenance of these insurance schemes has remained pre-
carious (interview with Kolodin 2002; Ricse Cataño 1999: 17; Francke
et al. 2002: 17–19; Vera la Torre 2003a: 8; MINSA DGSP 2003: 54,
59–60; Jaramillo and Parodi 2004: 11, 64). The Peruvian state simply

9 In 2001, the Economy Ministry spearheaded an effort to universalize the EPS scheme
through demand subsidies (MEF DGAES 2001), but without success.

10 Carbajal and Francke (2000: 2, 23–28). The limited number of EPS users is quite
content with private service provision, however (SEPS 2000: 11–12, 16, 21–22).
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cannot fund universal health insurance and thus institute the equity
component of the Ley 100.
In sum, Colombia’s health reform stimulated important emulation ef-

forts in neighboring Peru. Due to geographic proximity and dense pro-
fessional connections, this bold experiment was highly available to Peru-
vian health specialists and decision-makers. And given its initial success
in coverage extension, the representativeness heuristic made it look at-
tractive. But its complicated nature and the fiscal penury of the Peruvian
state precluded any full-scale replication. Instead, diffusion advanced in
a piecemeal fashion and faced continued financial constraints as well as
pervasive bureaucratic resistance (Espinoza 1998a: 8, 11, 15, 21, 24;
interviews with Benavides 2002, De Habich 2002, and Eiseman 2002).
While the availability heuristic has given the Colombian reform a par-

ticularly strong impact in adjacent Peru, it has also shaped health policy
in more distant countries. In Bolivia, the Colombian system attracted
the attention of health specialists in the mid-1990s; it elicited particular
enthusiasm from advocates of privatization, who extolled the benefits of
the EPS scheme (Antelo 1997: 28, 32, 34, 39). But since the country’s
private health sector was underdeveloped and since low prosperity and
skewed income distribution limited the market for private insurance (in-
terview with Peña Rueda 2002), Bolivia was not a leading candidate for
emulating the Ley 100. Its architect Londoño therefore never visited to
promote his innovation (interview with Cárdenas 2002). Moreover,
health privatization was not a priority for the Sánchez de Lozada gov-
ernment, which pursued a crowded agenda of market reforms and was
unwilling to push another controversial project (interviews with Sando-
val 2002, Seoane 2002, and Cárdenas 2002). Therefore, Bolivia did not
jump on the bandwagon when the Colombian reform had a particular
aura of success, derived via the representativeness heuristic from the ini-
tial expansion of insurance coverage.
In subsequent years, the actual experience of the Ley 100’s implemen-

tation, which proved very difficult and ever less successful (Ramı́rez
2004: 139–51; Uribe 2004: 212–15), gradually deflated these exalted
hopes and prompted an updating of the optimistic judgments suggested
by the representativeness heuristic. In particular, Colombia did not man-
age to universalize insurance coverage and equalize the benefit packages
of the contributive and subsidized regimes. Since the Colombian health
system remained segmented, Bolivian health specialists came to see the
Ley 100 as a failure (interview with Pereira 2002).
The persistent inefficiencies in the health care system for social secu-

rity affiliates stimulated a reform effort inspired by the Colombian expe-
rience in 2001, however. As analyzed in chapter 5, a reformist health
minister followed IDB recommendations and planned to expose the so-
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cial security health agencies to private competition. While the impulse
for this project came from an IFI, its content drew heavily from the
Ley 100 (interviews with Valenzuela 2002 and Flores 2002; Valenzuela
2001a, 2001b). But the political weakness of the Banzer, Quiroga, and
second Sánchez de Lozada governments did not allow this project to go
forward (interviews with Cuentas Yáñez 2002, Valenzuela 2002, Flores
2002, and Torres Goitia Caballero 2006; see chapter 5).
The Ley 100 also inspired health specialists in El Salvador to elaborate

various reform proposals that followed up on the IFI-financed ANSAL
project (see chapter 5). But sharp political polarization led the leftist
FMLN, which had strong support among doctors and other health per-
sonnel, to attack an emulation of the eclectic Colombian reform as a
neoliberal privatization effort. Therefore, governmental decision-makers
had reason to hide any influence of the Colombian proposal. Also, they
hesitated to design a concrete reform bill and submit it to Congress.
Frustrated by years of stagnation and pressured by private business

(ANEP 2002: 5), the economy ministries and neoliberal presidential ad-
visers launched a determined privatization project in mid-2002 (Inglés
2002). This move provoked a lengthy, fierce strike among medical per-
sonnel. In October 2002, President Francisco Flores sought to take ad-
vantage of the shutdown and sent three bold reform bills to Congress
(Flores 2002). These projects, elaborated by economic generalists and
neoliberal presidential aides without any input from the Health Minis-
try,11 were strongly inspired by the Ley 100 and Chile’s ISAPRE system.
In fact, a Colombian consultant, together with a U.S. expert, played a
crucial role in their elaboration (interview with Daboub 2004; see also
Panadeiros 2000; Cifuentes 2000; Segura 2002).
This plan sought to expose the social security institute to private com-

petition and give affiliates a free choice in the selection of insurance
and service providers; as in Chile and Colombia, separate entities would
discharge these two functions (Ley del Sistema de Salud Previsional
2002: 2, 7–10, 21). Over time, affiliation could be extended to the urban
informal sector and rural poor to prevent the social segmentation caused
by the ISAPRE scheme (Ley del Sistema de Salud Previsional 2002: 5).
Experts recommended this reform as part of the first step toward a com-
prehensive restructuring à la Colombia, which would require demand
subsidies so the poor could buy their own health insurance (Cifuentes
2000: 21–26). While financial constraints prevented the immediate im-
plementation of the Ley 100’s equity-enhancing component, the govern-
ment tried to forge ahead with its efficiency-oriented elements.

11 Cercone (2005); telephone interview with a leading Salvadoran health expert, July
2004.
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But the exclusive focus on competition and free choice and the neglect
of the equity dimension doomed Flores’s project. By raising the specter
of privatization, it elicited fierce rejection from doctors (Colegio Médico
de El Salvador 2002; Olano 2003: 13–14), further inflamed the medical
strike, and guaranteed it widespread popular backing. The leftist FMLN
fueled the flames to garner support in the upcoming legislative and mu-
nicipal elections of 2003 (González 2002). After initial intransigence,
the government soon conceded defeat and shelved the health reform (in-
terviews with Betancourt 2004 and Silva 2004). But the strike continued
for months, and the FMLN indeed won the electoral contest.
The huge fallout of this conflict has prevented the ARENA govern-

ment of Antonio Saca (2004–present) to revive the project. Instead, it
has tried to make progress on the equity flank by using the revenues
from new sin taxes and external donations to extend health insurance
coverage to poorer groups, especially the urban informal sector (Jiménez
2005; Laı́nez 2005). In sum, the sharp ideological polarization prevail-
ing in El Salvador has blocked efforts to emulate crucial elements of the
Ley 100.
The Colombian reform also was cognitively available in Costa Rica,

due in part to personal connections. Two important experts had studied
medicine in Bogotá, and the executive president of the public health
agency CCSS had been a Harvard classmate of the Ley 100’s architect,
who indeed visited Costa Rica several times in the mid-1990s (inter-
view with Salas Chaves 2004). But as in the pension arena, firm social-
democratic commitments and the CCSS’s good service performance cre-
ated widespread skepticism toward neoliberal reforms. Leading health
experts regarded the Ley 100 as a failure (interviews with Salas Chaves
2004, Sáenz 2004, Vargas 2004, and Cercone 2004), and surveys
showed that a vast majority of Costa Ricans rejected health privatization
(Garita Bonilla and González Varela 1992: 3, 21; Poltronieri 2003: 54,
61, 133). Persistent and gradually tightening fiscal constraints may soon
place a Colombian-style reform on the policy agenda again, however
(interview with Durán 2004).
In conclusion, the ambitious nature of the Ley 100 and its initial suc-

cess in expanding coverage attracted widespread attention from Latin
American health specialists in line with the availability and representa-
tiveness heuristics. But the complexity of this reform limited anchoring
where it did inspire emulation, as in Peru. And spreading awareness of
its downsides, especially its exorbitant fiscal cost, forced emulation ef-
forts to remain partial. They focused on the efficiency-oriented compo-
nents more than the equity-enhancing aspects. Yet this imbalance exac-
erbated opposition, which precluded the enactment of reform in Bolivia,
El Salvador, and Costa Rica. Thus, due to the availability and represen-
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tativeness heuristics, the Ley 100 triggered a number of emulation ef-
forts. But it did not stimulate a wave of actual change comparable to
pension privatization. The absence of a neat, integrated, and seemingly
successful model kept policy diffusion in health care more limited than
in social security.

The Dispersed Availability of Health Reform Experiences

While Chile and Colombia’s striking experiments attracted particular
attention among health specialists and economic experts throughout
Latin America, their emulation was politically infeasible in many coun-
tries. Furthermore, numerous health issues were not amenable to the
privatization solution. In general, most governments did not attempt a
comprehensive restructuring of the health system but concentrated on
limited, piecemeal changes. In elaborating such projects, reformers often
examined the experiences of several other countries. They took inspira-
tion from various sources because no singular, outstanding model
emerged in health care (Cruz and Carrera 2004; Uribe 2004).
The availability heuristic shaped this information processing. Even in

the absence of a neat model that monopolized attention, bounded ra-
tionality precluded a systematic, proactive search for the relevant in-
formation. Decision-makers did not examine a wide range of reform
efforts. Their radar screen remained limited. They considered only expe-
riences that happened to be easily available to them (or that IOs made
available).

Patterns and Channels of Availability

Policy-makers’ attention was conditioned primarily by geographic and
temporal proximity. Neighborhood effects were pronounced. Informa-
tion about developments in nearby countries proved particularly accessi-
ble and vivid. Dense personal and institutional connections contributed
to this special availability. Subregional institutions, such as the Andean
Health Organization (Organismo Andino de la Salud),12 strengthened
information exchange among neighbors. Furthermore, only contempo-
rary information counted. Decision-makers paid attention to recent re-
form efforts, not to experiences of the past. High personnel turnover
and weak institutional memory reinforced this bias for the present in
Bolivia, El Salvador, and Peru. In sum, most health specialists and pol-

12 Founded in 1971, it comprises Bolivia, Chile, Colombia, Ecuador, Peru, and Venezu-
ela, holds frequent technical and ministerial meetings, and conducts joint projects.
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icy-makers considered only information that happened to impress itself
on them. Experiences that were nearby in space and time registered
much more than distant reform efforts.
Thus, the availability heuristic limited, filtered, and distorted decision-

makers’ attention and information input even in the absence of a clear
model. Without a singular focus, however, this cognitive shortcut oper-
ated in a context-dependent, dispersed way and yielded heterogeneous
results. Rather than many nations taking inspiration from one common
source, decision-makers in specific countries focused on different reform
efforts, depending on the location, the time, and the main problem fac-
ing them. For instance, Andean countries studied primarily experiences
in their subregion. This dispersal of attention precluded the wavelike
spread of one blueprint throughout Latin America. Instead, diffusion
proceeded at a subregional scale or in a country-specific fashion.
While geographic and temporal proximity commonly limited decision-

makers’ range of attention, two factors could puncture these constraints
and extend their view beyond Latin America, namely, developmental
prestige and ideological affinity. First, novel experiences in advanced
First World countries stimulated interest among Latin American health
specialists and policy-makers. In the 1990s, attention focused primarily
on U.S. experiments with managed care (through health maintenance
organizations—HMOs) and managed competition, especially the ill-
fated Clinton health plan; on Britain’s introduction of quasi-market
mechanisms; and on innovations in hospital management in Spain, par-
ticularly Catalonia and the Basque country.13 Since Latin America
sought to reach the prosperity and status of the First World, its policy
experiments seemed worth studying.
International prestige—a factor stressed by constructivists—thus in-

fluenced the availability of information in health care. This differs from
social security, where the special availability of Chile’s privatization
model drowned out other sources of inspiration and made experts over-
look European experiments with notional defined-contribution schemes.
Since in health care, attention was not monopolized by a singular model,
it extended farther than in social security. As decision-makers’ need for
inspiration was not satisfied by an outstanding regional model, they
were receptive to extraregional innovations from particularly prestigious
countries.
Furthermore, ideological affinity occasionally led decision-makers to

13 Besides longstanding cultural and historical links to Spain, availability enhancement
by IFIs—especially the WB and IDB—helped place the Catalan and Basque experiences on
Latin American decision-makers’ radar screen (interview with Sáenz 2004). For instance, a
Basque health specialist elaborated consultant reports for the IDB-financed PFSS in Peru
(Bengoa 1996).



200 • Chapter 6

look beyond Latin America and consider an extraregional experience,
especially in a First World country. This factor helped to stimulate inter-
est among Latin American neoliberals in the U.S. HMO scheme and the
contractual and incentive mechanisms introduced in Britain’s National
Health Service. At the opposite end of the spectrum, the Brazilian Com-
munist Party long led the country’s health reform movement and paid
special attention to the changes spearheaded by their Italian comrades.
Thus, ideological sympathies shaped the availability of information
and—together with developmental prestige—helped to expand health
specialists’ radar screen beyond the bounds of geographic proximity.
Ideology, however, can also limit availability and block the consid-

eration of intraregional experiences. Accordingly, aversion to commu-
nism prevented most Latin American governments from paying atten-
tion to Cuba’s health system, which by all accounts has performed very
well, especially in equity terms. Although Cuba held interesting lessons,
the ideological gulf largely precluded their diffusion inside the region.
Thus, ideology cut both ways: Affinity drew attention to geographically
distant reforms, while divergence precluded the examination of nearby
experiences.
Timing also shaped cognitive availability; in fact, it exerted a more

consistent effect than geographic proximity. Even the extraregional ex-
periences that decision-makers considered were recent. For instance, Ita-
ly’s Communist-sponsored health reform of 1978 immediately reverber-
ated in Brazil; Britain’s creation of quasi-market mechanisms in the
1980s quickly elicited interest; and the Clinton health plan provided
instantaneous inspiration. Thus, temporal proximity clearly shaped the
availability of information. Memories proved short. Rather than con-
ducting an active search for relevant data, decision-makers took into
account what happened to be on their mind.
The importance of personal contacts in information transmission con-

tributed greatly to this temporal limitation. Decision-makers liked to
invite the architects of foreign innovations so they could share their ex-
periences, explain their blueprints, and give practical advice (interview
with Espinoza 2002). Personal testimony made a foreign policy scheme
particularly vivid and concrete and thus boosted its availability. First-
hand knowledge therefore had a much greater impact than arid docu-
ments. By making personal contacts crucial, the availability heuristic
focused attention on contemporary policy experiments and filtered out
innovations from the past.
In sum, the bounds of rationality clearly shaped attention and infor-

mation processing in health care. Rather than undertaking a wide-rang-
ing search for relevant experiences, decision-makers considered only in-
formation that happened to attract their attention. Availability, not
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inherent importance, served as the principal selection criterion for infor-
mation intake. But the absence of a clear model led to a dispersal of
attention. Rather than focusing on a single obligatory point of reference,
health specialists and policy-makers took their inspiration from a menu
of options and varied significantly in the specific experiences they con-
sidered. Due to geography, cultural and historical connections, judg-
ments of prestige, and ideological affinities, the availability heuristic
created a complex network of information flows, rather than the Chile-
centered radial structure prevailing in social security.
Since policy-makers considered a variety of foreign reform experi-

ences, they could pick and choose the option that seemed best for their
country. This broader repertoire also facilitated redesign by allowing
boundedly rational policy-makers to combine elements from various al-
ternatives and thus draw up a new scheme with greater ease. While an-
choring therefore had limited force, these emulation decisions were not
based on the systematic cost-benefit analyses demanded by comprehen-
sive rationality. Since the range of choices was constrained by the avail-
ability heuristic and its logically arbitrary selection criteria, much rele-
vant information remained neglected. Bounded rationality prevailed.
As in the pension arena, availability enhancement by international or-

ganizations sometimes breached these limitations of information pro-
cessing. IOs called attention to reform experiences that decision-makers
would otherwise have failed to consider. By extending the range of op-
tions that was cognitively available, IOs softened the bounds of rational-
ity. But as discussed in chapter 2, this provision of additional informa-
tion was biased by the ideological orientation and policy goals of the
specific IO. For instance, the WB advertised primarily neoliberal experi-
ments, whereas UNICEF promoted community participation. Innova-
tions that were not highlighted by these special lenses remained unavail-
able. Thus, the information that decision-makers processed was confined
by logically accidental factors, namely, geographic and temporal prox-
imity, judgments of prestige, ideological affinities, and the policy orien-
tation of IOs.

The Availability of Neighboring Experiences

While a comprehensive analysis of these complex processes is infeasible,
a discussion of important reform efforts can document these patterns of
availability. For instance, Peru learned important lessons from neighbor-
ing Bolivia for its maternal and infant health insurance scheme (Seguro
Materno Infantil—SMI). By the late 1990s, it was obvious that the recu-
peration and expansion of primary care facilities from 1994 onward had
not drastically reduced embarrassingly high rates of maternal and infant
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mortality. The user charges that many health facilities imposed kept
poorer people away from medical services (Francke 1998: 50–52). Based
on ongoing direct contacts and a WB recommendation, Peruvian experts
therefore studied Bolivia’s maternal and infant insurance, which lifted
economic access barriers and indeed boosted poor people’s usage of pri-
mary health care (Meloni 2005; Pichihua 2005). The Bolivian innova-
tion was directly available in adjacent Peru, and its initial success gave
rise to judgments of inherent quality derived via the representativeness
heuristic (cf. WB 1999d: 42; Cotlear 2000: 9). Cognitive shortcuts thus
shaped the diffusion of this equity-enhancing scheme among neighbor-
ing countries.
In elaborating their program, Peruvian decision-makers drew on an

extensive exchange of information with Bolivian specialists (Meloni
2005; interview with Cárdenas 2002). During the design phase, a group
of Peruvian experts, including the leader of the SMI team, took a week-
long study trip, met with Bolivian health authorities, and visited field
sites. They derived a number of insights on the planning and imple-
mentation of this insurance scheme, which informed two pilot projects
(Pichihua 1998; Espinoza 1998: 3436). Before upgrading these experi-
ments to a nationwide program, they again obtained advice from a Bo-
livian specialist (WB 1999c: 82; see also Francke 2002). Thus, Peru’s
SMI received its initial impulse and many specific inputs from Bolivia’s
innovative program (which also stimulated emulation efforts in two
other neighboring countries, Argentina and Paraguay: interview with
Torres Goitia Caballero 2006).14

Bolivia in turn learned from its neighbors Peru and Argentina to create
mobile medical teams and thus give dispersed rural populations who
lived far from health posts effective access to care. In emulating this
innovation, Bolivian experts drew on advice from Argentine and Peru-
vian consultants (interview with Pereira 2002). Thus, neighbors fre-
quently exchanged information and assisted each other in their reform
efforts.15

Peru’s CLAS program, which enlisted community participation for
running primary health facilities and thus instituted administrative de-
centralization (see chapter 5), was also informed by experiences in the
subregion. This decision received its first impulse from UNICEF’s Ba-
mako Initiative—an instance of availability enhancement by an IO
(Graham 1998: 110; Ewig 2000: 499, 504). This program strengthened
weak public health institutions through community involvement. Users

14 IFI intermediation helped Argentina overcome its normal disdain for its poor, under-
developed neighbor and learn from it (WB 2003a; IDB 2004a: 7).

15 For other instances, see MINSA (1997) and Novak (2004).
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(except for the destitute) paid small service charges, and in exchange,
community representatives participated in administering health care de-
livery. UNICEF promoted this “taxation for representation” scheme
worldwide (cf. WB 1993b: 159) and first introduced it to Peru for orga-
nizing the supply of essential medicines (Phang Romero 2002: 1124–25;
interview with Bendezú 2002). Advised by an UNICEF consultant, the
CLAS team adopted major elements of this IO proposal (Sobrevilla
2000: 19–20, 26; Altobelli 1998: ii, 30–31; Ewig 2004: 236; interviews
with Freundt 2002, Sobrevilla 2002, and Meloni 2002).
Recent experiments with health decentralization in neighboring coun-

tries served as important additional inputs. The CLAS team examined
Chile’s experience with municipalization; Bolivia’s Popular Participation
Law; and the “privatization with community involvement” enacted in
Colombia through the Ley 100 (interview with Vera del Carpio 2002;
Sobrevilla 2000: 17–19, 29, 36; Ortiz de Zevallos et al. 1999: 23). In
fact, they held direct conversations with Colombia’s health minister and
took a study trip to Chile (interviews with Freundt 2002 and Yong
Motta 2002). Thus, they paid special attention to contemporary reform
initiatives in three of the five countries bordering on Peru—and only to
such contiguous countries. The availability heuristic clearly limited their
information processing.
These nearby experiences validated the plan to decentralize health ad-

ministration through community participation and revamp the tradi-
tional top-down structure, helping to overcome considerable bureau-
cratic and political resistance to this bold change (cf. Ortiz de Zevallos
et al. 1999: 26–27). For instance, the radical nature of Bolivia’s decen-
tralization and participation experiment (“una utopı́a,” interview with
Vera del Carpio 2002) made the more moderate CLAS look reasonable
and feasible. Given the variety of foreign sources of inspiration, how-
ever, the CLAS team typically did not import any of these blueprints but
modified them. In line with President Fujimori’s determination to bypass
municipal governments,16 community representatives were selected by
the health post director and the community, not the mayor (interviews
with Benavides 2002, Vera la Torre 2002, and Freundt 2002). In sum,
the CLAS designers received important impulses from recent innovations
in neighboring countries. A core member of the Peruvian team, in turn,
helped set up an experiment with community health participation in El
Alto, Bolivia (interview with Bendezú 2002).
The neighborly exchange of information and ideas was less intense

16 This presidential order was motivated by numerous opposition victories in the 1993
municipal elections (Ortiz de Zevallos et al. 1999: 26). It also fit Fujimori’s neopopulist
strategy to bypass intermediary institutions and create direct links to the people.
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among the two Central American countries under investigation. Since
the good performance of their health system contrasted with the serious
problems afflicting El Salvador, Costa Rican experts saw no reason to
learn from their backward neighbor. And their commitment to neoliber-
alism made Salvadoran government officials find Costa Rica’s social-
democratic system unattractive. Only occasionally did they consult with
their neighbors. For instance, during the controversy over President Flo-
res’s proposal to introduce private competition in the social security
health system, the Salvadoran government invited a Costa Rican special-
ist who liked aspects of Colombia’s Ley 100 and who validated the Sal-
vadoran reform effort inspired by it; but he had not helped to elaborate
this project (Cercone 2005). Thus, for particular reasons, these two Cen-
tral American countries had unusually little impact on each other’s
health policies.

The Availability of First World Experiments

While focusing especially on their neighbors, Latin American countries
also took into account some reforms enacted in developed countries.
First World countries’ success and prestige attracted attention to their
innovations. Moreover, long-standing connections resulting from train-
ing in North America or Europe facilitated information flows by induc-
ing Latin American decision-makers to follow developments in their for-
mer host nation. Prior emulation experiences also created lasting bonds
and gave special availability to information from the country that had
been imitated before. These pathways of availability proved especially
important in Costa Rica, whose health system performed at First World
levels; therefore, the country showed little inclination to learn from its
Third World neighbors.
Because Britain’s National Health Service had inspired Costa Rica to

pursue the universalization of state-financed health care (Miranda 2003:
96–97; cf. CCSS 1985: 1), policy-makers remained especially receptive
to British innovations. As the serious financial problems of the 1980s
prompted efficiency-oriented reforms, the CCSS president, Guido Mi-
randa, turned again to Britain for inspiration. Typical of the availability
heuristic, this renewed connection arose from a fairly accidental per-
sonal encounter. At an international conference, Miranda met British
expert Brian Abel-Smith, who had experience with novel payment mech-
anisms (interview with Miranda 2004).
Abel-Smith advocated a capitation scheme that pays doctors a fixed

per-capita fee for covering people’s health needs. Contrary to reimburse-
ments for services rendered, this system does not reward doctors for
providing unnecessary treatments; in fact, it stimulates improvements in
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preventive care that avoid expensive curative treatments. And because
doctors’ income increases with the number of patients who choose them,
they have an incentive to offer high-quality care. Miranda became capti-
vated by this British innovation, and Abel-Smith visited Costa Rica three
times (CCSS 1985; interview with Miranda 2004; see also Miranda
2003: 309–10, 315).
The capitation scheme seemed to address problems plaguing Costa

Rica’s health system. Above all, it promised simultaneously to enhance
economic efficiency, improve service quality, and stimulate the integra-
tion of preventive and curative care. Miranda and a group of reform-
oriented health specialists were therefore eager to test this innovation in
Costa Rica, and British experts helped to elaborate a capitation system.
But the rigid personnel rules of Costa Rica’s public sector created obsta-
cles. Also, doctors did not want to have their income depend on perfor-
mance. The reform commission therefore compromised and made less
than a quarter of doctors’ pay depend on capitation payments (Marı́n
1986: 14–15; see also CCSS 1986: 3, 10; CCSS. Comisión Proyecto de
Barva 1986: 11; cf. CCSS 1985: 6–7). This concession limited the eco-
nomic incentives offered by the new system.
The CCSS bureaucracy nevertheless offered strenuous passive resis-

tance, and unions of medical personnel vociferously opposed a revamp-
ing of service delivery (interviews with Marı́n 2004 and Ballesteros
2004; see also Güendel and Trejos 1992: 31, 35–36). Miranda therefore
tested the capitation scheme only in one isolated pilot project. Although
this trial run was plagued by many implementation problems, surveys
showed high contentment both among patients and service providers
(Alfaro Cascante 1987: 20–25, 41, 44). As a result, Miranda planned
to extend the capitation scheme nationwide (Cordero Vásquez 1988:
1–2, 12–20). But this initiative was soon shelved because improvements
in service delivery and economic efficiency proved to be less pronounced
than expected. In fact, the small size of the pilot project limited competi-
tion among doctors and thus reduced the beneficial effects of capitation.
And Costa Rica’s protectionist public personnel regime hindered the
provision of individual incentives (Sáenz and Zamora 1988; Güendel
and Trejos 1992: 35; Miranda 2003: 316; interviews with Miranda
2004, Marı́n 2004, Sáenz 2004, and Ballesteros 2004).
Yet while the capitation experiment ended in failure, this British inno-

vation had a lasting impact on Costa Rican health policy by helping to
inspire the successful EBAIS program. Health reformers who had helped
design Miranda’s pilot project escaped from the rigid public personnel
regime and created non-profit private cooperatives, which provided inte-
gral health care to patients and received per-capita reimbursements from
the CCSS (interviews with Marı́n 2004 and Vargas 2004; CCSS DTSS
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1990; Fiedler and Rigoli 1991; Gauri, Cercone, and Briceño 2004: 294–
95). This innovative project also faced strenuous resistance from many
CCSS officials and service personnel unions, which saw it as a step to-
ward privatization (interviews with Ayala 2004 and Guzmán 2004; see
also CCSS DAPE 1995). Cooperatives therefore remained few and far
between and did not turn into the seeds of a new health system, as their
founders had hoped (Marı́n and Vargas 1990).
But when IFI influence helped to unfreeze reform efforts in the early

1990s (see chapter 5), leading specialists who had helped design the
capitation scheme and later founded cooperatives took advantage of this
opportunity to put their long-standing ideas into practice. Accordingly,
each EBAIS received funding on a per-capita basis from the CCSS to
provide integral preventive and basic curative care to four to five thou-
sand people living in a specific area (UPC 1993: 165–77; Clark 2004:
199–202). Thus, the new primary health system embodied crucial com-
ponents of the capitation scheme. The financing mechanism created in-
centives for emphasizing prevention and simple curative treatments and
thus addressing health problems before they required expensive hospital
care. Despite the failure of the specific emulation effort, the British capi-
tation scheme thus helped to inspire an important change in Costa Rica.
The EBAIS program did not institute the competitive component of

the capitation scheme. But to boost efficiency and ease persistent re-
source constraints, Costa Rican health reformers—under prodding from
the WB and IDB (see chapter 5)—decided to introduce quasi-market
mechanisms. In deliberating which specific measures to take, they again
sought inspiration from Europe. In an unusually proactive fashion, they
studied the performance contracts adopted in Britain, Sweden, the Neth-
erlands, and especially Spain (CCSS UCPM 1995: 6, 13: Cercone 1996;
Martı́nez Franzoni 1999: 172–73). Thus, they deliberately focused on
health systems based on similar social-democratic principles as their
own. Following a WB suggestion, they made heavy usage of Spanish
consultants, who transplanted their own provisions and rules to Costa
Rica. As in Spain, therefore, Costa Rican performance agreements have
concentrated primarily on measurable, quantitative indicators of service
provision; moving to quality- and results-oriented indicators has proven
difficult (interviews with Arce 2004, León Barth 2004, Guzmán 2004,
Sáenz 2004, and Salas Chaves 2004; CCSS 1996; CCSS PM 1997; Sojo
1998).
In sum, considerations of developmental prestige and ideological and

institutional affinity have combined with IFI recommendations to focus
the attention of Costa Rican experts on European innovations and
prompt the emulation of British and Spanish innovations. Costa Rica’s
tendency to pay primary attention to First World countries, not its own
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region, transcends the usual bounds of availability. It results from the
exceptional performance of the country’s health system, which makes
learning from backward neighbors unattractive. It also reflects the high
competence of domestic health experts and their wide-ranging informa-
tional and historical connections. In health policy as in social security,
the bounds of rationality were less tight in this technically advanced
nation than in the other countries under investigation.

Availability via Ideological Affinity

Given the predominance of market-oriented thinking in Latin America
during the last two decades, leftist ideological sympathies have less fre-
quently made an extraregional reform experience available. The most
noteworthy case is the disproportionate attention that Brazil’s sanitary
movement paid to the ambitious change spearheaded by the Italian
Communist Party (PCI) in 1978. Because many sanitaristas were close
to the Brazilian Communist Party (PCB; Escorel 1999: 75, 81–82, 183,
191), they followed the initiatives of their Italian comrades. The PCI
was the prototype of a reform-communist party that had abandoned
Stalinism and fully embraced democracy. This renovation held special
appeal to Brazilian leftists, who sought to use their country’s slow transi-
tion to democracy (1974–89) to achieve a profound transformation of
its highly unequal society.
The resulting ideological affinities stimulated an intense exchange of

ideas. The architect of Italy’s health reform, PCI deputy Giovanni Berlin-
guer, visited Brazil frequently and had his main writings translated into
Portuguese (Escorel 1999: 82–83; Berlinguer 1978; Berlinguer, Fleury
Teixeira, and Campos 1988). Italian and Brazilian experts engaged in
many visits, joint conferences, and projects (e.g., Teixeira and Melo
1995). Due to all these contacts, the Italian experience deeply influenced
Brazilian health reformers (Escorel 1999: 79, 82–85, 190; Cohn 1989:
123, 132).
In Italy, leftist parties and militant unions had been decisive in pushing

for health reform (Berlinguer 1989: 44). This example reinforced the
tendency of Brazil’s sanitary movement to conceive of its efforts in broad
political terms, as part of a struggle for comprehensive socioeconomic
change. Whereas health reform in other Latin American countries cen-
tered on the health arena and had a predominantly technical character,
the Brazilian movement stands out for its politicization. It planned to
use health reform as a wedge to gain popular support for an overall
restructuring of society (Fleury Teixeira and Mendonça 1989: 207, 217,
227–31; Oliveira 1989; interviews with Campos 2003, Cohn 2003, and
Felipe 2003). This ambition was reinforced by the success of the Italian
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Communists, who used the health reform plank for finally gaining a
share in governmental responsibility in the late 1970s.
The Italian example also strengthened the sanitaristas’ determination

to guarantee all citizens comprehensive health care. They rejected target-
ing, declared health—defined in an integral way—as a basic right of
citizenship, and assigned the state the obligation for its provision. This
generous universalistic approach sought to institute a European-style
welfare state in underdeveloped Brazil (Pêgo and Almeida 2002: 35–36).
The openly political strategy and ambitious goals of the sanitary

movement, which were strongly inspired by the Italian precedent, had
both strengths and weaknesses. On the one hand, they allowed the sani-
taristas to promote a certain level of political activism and mass mobili-
zation, in addition to occupying bureaucratic positions inside the state.
This broader support, activated in the high-profile Eighth National
Health Conference of 1986 (Conferência Nacional de Saúde 1987), en-
abled the movement to codify in the new constitution of 1988 its major
reform principles, especially the universalization of health coverage and
the state’s responsibility for service provision (interviews with Sousa
1987 and Arouca 1992; Rodriguez 1988). Despite stubborn conserva-
tive opposition, the constitutional mandates triggered a substantial insti-
tutional transformation of the health system in the 1990s (Arretche
2004; Negri and Viana 2002). In particular, Brazil narrowed the gulf
between social security affiliates and the rest of the population, which
creates stark inequality in many Latin American health systems. Thus,
the sanitary movement’s political strategy produced more profound
change than in most of the region (Kaufman and Nelson 2004a: 485).
But the sanitaristas’ political focus and ambitious approach also posed

obstacles to equity-enhancing health reform. Concentrating on institu-
tional changes, they neglected concrete improvements in service provi-
sion. They assumed that decentralization—their main institutional de-
mand—would automatically lead to better care. Therefore, they had
few specific recommendations on how to extend services, especially to
poorer sectors (Campos 1997; Cohn 1989: 126, 134; interviews with
Girade 2003 and Machado de Souza 2003). Because the sanitary move-
ment rejected targeting, it was reluctant to enact special programs for
the destitute. And the constitutional guarantee of comprehensive health
care diverted scarce resources to complicated, expensive treatments,
which were more accessible to better-off people. For instance, judicial
demands forced the public health system to pay large amounts for treat-
ing a few patients.
Important problems, such as significant regional and social inequali-

ties in medical indicators, therefore persisted (Almeida et al. 2000: 153–
58). Many health needs of poor people in outlying areas, such as the
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desperate Northeast, remained unmet. These deficits spurred numerous
municipal initiatives to address the most basic problems with simple
means. Above all, community health agents (Agentes Comunitários de
Saúde—ACS) administered vaccinations and taught people how to pre-
vent and combat simple infectious diseases, such as diarrhea. As the ACS
proved their effectiveness in containing a cholera epidemic that struck
in 1991, Brazil’s federal government soon promoted the nationwide ex-
tension of this program. Thus, learning from lower levels of the state
led to a federal plan that sought to fill gaps left by the political strategy
of the sanitary movement (see also MS 1997: 7–8; Viana and dal Poz
1998: 29–30).
To use this primary care approach for transforming larger segments

of the health system, the government upgraded the ACS strategy in
1993–94 by stimulating the creation of family health teams (MS
FUNASA 1994), as discussed in chapter 5. This Programa Saúde da
Famı́lia (PSF), promoted vigorously in subsequent years, again took its
inspiration from municipal initiatives (interviews with Girade 2003, and
Machado de Souza 2003; MS FUNASA 1994: 21; MS 2002). One of
the most influential experiments took place in the city of Niterói (close
to Rio de Janeiro), which emulated the family doctor scheme developed
in Cuba (interview with Azevedo 2003). A foreign experience made
available by ideological affinities substantially influenced the PSF.
Many sanitaristas admired aspects of Cuban socialism and therefore

paid attention to Cuban health policy (e.g., Capote Mir 1982; interview
with Campos 2003). They heard about the recently created family doc-
tor program at a health conference in Havana in the late 1980s. Sérgio
Arouca, the sanitary movement’s main leader, immediately extolled the
Cuban scheme (Rosas 1988: 105; see also Ordóñez 1989: 81). But since
Brazil’s federal government was in conservative hands, the Cuban expe-
rience did not trigger national-level emulation. Instead, a municipal ex-
periment that eventually influenced federal policy served as transmission
mechanism.
This import of Cuba’s family doctor scheme emerged from an acci-

dental encounter—typical of the availability heuristic. In 1989, Niterói
suffered dengue and meningitis epidemics and requested assistance from
Cuba, which has special expertise in combating these infectious diseases.
Cuba’s generous help induced a local intellectual and personal friend of
Fidel Castro’s to organize a trip to the island for Niterói’s mayor and
health secretary, during which they held long conversations with the
máximo lı́der and studied Cuba’s health system. Enthused with the fam-
ily doctor program, they decided to adopt it. Experts from Niterói went
to study the program first-hand, and Cuban specialists supervised its
emulation in Niterói, which was directed at the poorest neighborhoods
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(Da Cunha, Machado, and Brant 1994: 29; Teixeira, Monteiro, and
Miranda 1999: 149; Mendes 1999: 147–48; Senna and Cohen 2002:
526–27).
The Niterói experience was an important input for the PSF (interviews

with Machado de Souza 2003 and Sousa 2003; MS 1999: 24, 29; Viana
and dal Poz 1998: 18–20). It showed that assigning a doctor-led health
team to a certain number of people could further the proactive provision
of basic promotional and preventive measures. But the federal govern-
ment did not simply extend Niterói’s scheme to the whole country. In-
stead, Brazilian health specialists and policy-makers regarded the Cuban
system, which used medical doctors as principal care providers, as “ex-
tremely luxurious” (MS 1999: 39). Brazil simply lacked the trained doc-
tors and public funds for replicating this program, which Niterói had
in fact copied. Instead, the PSF employs doctors only to lead teams of
professionals with lesser qualifications; thus, its doctor/patient ratio is
much lower than in Cuba and Niterói (interviews with Andrade 2003,
Girade 2003, and Machado de Souza 2003).
In sum, ideological affinities have made Italian and Cuban experiences

cognitively available to Brazil’s sanitary movement and have provided
important impulses for ambitious health reform efforts. This emulation
of foreign schemes has brought significant improvements, but also cre-
ated some problems and gaps.

Summary of Findings

The preceding case studies show that geographic and temporal proxim-
ity, the prestige of developed countries, and ideological affinities shape
the availability of information. Latin American health experts and deci-
sion-makers pay attention first and foremost to their subregional or re-
gional neighbors; the exchange of information among the Andean coun-
tries is especially intense. Less frequently, they broaden their horizon
and consider First World experiences. Ideological affinities occasionally
guide their attention as well.
While the patterns of availability differ across countries and decision-

makers, in all cases the range of attention is limited, and much narrower
than comprehensive rationality prescribes. Bounded rationality prevails.
Health experts do not scan the international environment proactively
but receive information via cognitive shortcuts. Attention is selective—
limited by geographic and temporal proximity, prestige considerations,
or ideological links. As in the pension sphere, the bounds of rationality
are tighter in nations with lower technical capacity, such as Bolivia, El
Salvador, and Peru. Countries like Brazil and especially Costa Rica,
which have a strong pool of well-trained cadres, are less limited in their
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information intake; on several occasions, Costa Rican specialists have
been unusually proactive in their information gathering (Martı́nez 1997).
But in many countries much of the time, health experts and decision-
makers are more reactive than proactive.

Conclusion

Cognitive heuristics have significantly shaped the diffusion of innova-
tions in health policy. Following the availability heuristic, Latin Ameri-
can decision-makers have paid particular attention to bold experiments
inside their region, especially Chile’s partial health privatization and Co-
lombia’s effort to combine privatization with a universalistic, equity-
enhancing insurance program. These bold, novel schemes attracted great
interest. They were directly available to policy-makers inside their region
of origin. In fact, personal contacts facilitated the spread of information.
Therefore they entered the policy agenda in several countries; Bolivia, El
Salvador, and Peru considered proposals to emulate the Chilean ISAPRE
scheme and the Colombian Ley 100.
But Chile’s health privatization remained limited and did not attain

the striking initial success that prompts judgments of inherent quality in
line with the representativeness heuristic. Therefore, this reform trig-
gered an emulation effort only under special circumstances in Peru. The
Colombian reform did quickly boost insurance coverage and attain an
aura of success. But the fiscal cost of this accomplishment and the com-
plicated, unwieldy nature of the Ley 100 diminished its attractiveness
for boundedly rational decision-makers. Whereas a neat, simple model
can spread like wildfire, the multifaceted Colombian reform proved less
contagious. While it stimulated emulation efforts in Bolivia, El Salvador,
and Peru, only the Fujimori government enacted any change; and Peru’s
EPS system differs significantly from the Colombian original, especially
in neglecting the equity dimension. Thus, the absence of a neat, well-
integrated, successful model tempered judgments of availability and rep-
resentativeness, weakened anchoring, and limited the diffusion of policy
innovations.
In other areas of the complex health system, processes of learning

and emulation differed even more from the wavelike spread of pension
privatization. Instead of focusing on a single regional model, policy-
makers considered a variety of foreign experiences in a dispersed, con-
text-dependent fashion (cf. Cruz and Carrera 2004; Uribe 2004). The
availability heuristic directed their attention especially toward recent re-
forms in adjacent countries. Information exchange among neighbors
was particularly intense inside South America. Policy experiments in
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prestigious First World nations also served as sources of inspiration, and
ideological affinity sometimes placed extraregional innovations on the
radar screen. Furthermore, decision-makers considered mostly recent ex-
periences; information processing thus had a strong temporal limitation.
In sum, learning was shaped by logically accidental factors, especially

geographic and temporal proximity, but also international prestige and
ideological affinity. Experiences that for these reasons made an impres-
sion influenced deliberations and policy decisions. Relying on the avail-
ability heuristic, health specialists and policy-makers paid selective at-
tention to their international environment. The bounds of rationality
limited their information intake. They did not engage in a wide-ranging,
proactive search for the relevant information. Applying the representa-
tiveness heuristic, they also did not conduct systematic, balanced cost-
benefit analyses but overrated early indications of success. For instance,
many experts were unduly impressed by the initial accomplishments of
Colombia’s Ley 100, and Brazil’s sanitary movement fell for Italy’s
health reform. Thus, cognitive shortcuts strongly conditioned policy-
makers’ learning from foreign experiences and shaped the spread of in-
novations across countries.
Due to the lack of a singular, outstanding model, however, health

policy did not see a broad wave of diffusion, as it swept across social
security. External influences simply did not have as much impact on
domestic decision making. Certainly, policy deliberations often took for-
eign inputs into account; on a number of occasions, foreign experiments
provided an impulse for change and shaped the content of health reform.
But contrary to pension privatization, external stimuli did not trigger
full-scale imitation in health care. Policy emulation went significantly
less far; nowhere did it resemble the import of the Chilean pension
model by Bolivia, El Salvador, and Peru (interview with Cárdenas 2002).
While generally less profound than in social security, the impact of

external influences on agenda setting, policy deliberations, and decision
outputs in health care varied across countries. Whereas some nations
commonly considered foreign experiences in designing new programs,
others acted quite independently of external influences. These differences
were pronounced in the early stages of the decision-making process, es-
pecially agenda setting, the discussion of policy options, and the design
of proposals. As they preceded the politics of the actual policy choice,
they did not arise from the broader constellation of sociopolitical inter-
ests and power capabilities, but from divergences in attention and infor-
mation processing that reflected differences in the technical capacity and
institutional strength of various state agencies.
As in social security, nations with established, institutionalized com-

munities of well-trained, competent, and knowledgeable health special-
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ists were less likely to emulate foreign experiences than countries that
commanded limited domestic expertise. The thinner a country’s techni-
cal capacity and the less meritocratic its health agencies, the deeper was
the influence of external stimuli. Where health agencies suffered from
technical and institutional weakness, experts from the economy minis-
tries managed to exert more influence. While these ministries had less
interest in health care and played a more limited role than in social
security, they advocated efficiency-oriented reforms inspired by the Chil-
ean and Colombian experiments on a number of occasions (interviews
with Vera la Torre 2002 and Daboub 2004; MEF DGAES 2001). Where
these emulation efforts faced less resistance from equity-oriented health
specialists, they had a greater chance of going forward. Thus, the same
technical and political-institutional factors conditioned the depth of ex-
ternal influences in health care as in social security.
Therefore, as Bolivia, El Salvador, and Peru followed the Chilean

model of pension privatization much more closely than did Costa Rica
and Brazil, they also proved more receptive to foreign inspiration in
health care. Peru emulated a component of the Colombian health re-
form, and Bolivia and El Salvador elaborated proposals to that effect.
By contrast, Costa Rica and Brazil never considered taking this step. In
general, those two countries made decisions on many aspects of health
policy without much regard for external inputs. While Costa Rica in the
1990s cooperated more closely with the IFIs than before, it insisted on
its own priorities, especially in equity-enhancing reform; in this area, it
paid little attention to other countries’ experiences, both inside Latin
America and beyond. Domestic experts designed the EBAIS scheme—
their main priority—with great independence from foreign influences
(interviews with Ayala 2004, Cercone 2004, Guzmán 2004, León Barth
2004, Marı́n 2004, Salas Chaves 2004, and Vargas 2004). The CCSS’s
outstanding technical expertise, admirable performance, and powerful
political position gave domestic decision-makers substantial autonomy.
They did not need to seek inspiration in foreign experiences; and neither
the IFIs nor domestic economic agencies could push them to adopt for-
eign blueprints, with the exception of performance contracts.
After the important impulse stemming from the Italian health reform,

Brazilian health policy also traced an autonomous course (interview
with Negri 2003). As in Costa Rica, health decision-makers counted on
rich technical expertise and a fairly firm institutional base and thus had
the capacity to design their own programs. Moreover, leftist ideology
immunized the sanitary movement against the neoliberal experiments
that many neighboring countries considered emulating. And for linguis-
tic, historical, and geographic reasons, Brazil’s connections with Span-
ish-speaking nations were not as strong as the links prevailing inside the



214 • Chapter 6

Andean subregion, for instance. Last but not least, the lively experimen-
tation among Brazil’s 5,500 municipalities offered a wealth of inspira-
tion for federal policy-makers (see MS SAS 2002). Blessed with this do-
mestic creativity, Brazilian health specialists saw less need for examining
foreign innovations.
In sum, cognitive heuristics shaped learning from foreign experiences

in health policy, though more intensely in Bolivia, El Salvador, and Peru
than in Costa Rica and Brazil. To the extent that specialists and deci-
sion-makers considered foreign inputs, their attention and information
processing was clearly shaped by the heuristics of availability and repre-
sentativeness. Logically arbitrary factors such as geographic and tempo-
ral proximity, developmental prestige, and ideological affinity channeled
information intake; and early signs of success, for instance of Colom-
bia’s Ley 100 and Bolivia’s maternal and infant scheme, were overin-
terpreted as indications of inherent quality. Thus, the diffusion of inno-
vations in health care—while remaining more limited than in social
security—was shaped by cognitive heuristics as well.
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Bounded Rationality in the Era of Globalization

This study provides the first in-depth analysis of policy diffusion in
Latin America. Focusing on social sector reform, it demonstrates how
foreign models and principles enter the radar screen of experts and pol-
icy-makers; how they are assessed and evaluated; and how decisions on
their adoption and adaptation are made. In this way, it elucidates the
reception and emulation of foreign innovations. Whereas a number of
authors have analyzed the teaching of new norms and models, especially
by international organizations (see recently Barnett and Finnemore
2004), learning by recipient countries has so far elicited insufficient at-
tention.1 My study helps to fill this important gap.
The central finding is that despite differences between countries and

issue areas, similar causal mechanisms have driven the spread of social
policy innovations in Latin America. External pressures, especially from
international financial institutions, have supported policy diffusion but
have not been decisive in initiating the process and determining its out-
comes. Domestic policy-makers have retained considerable autonomy in
their decisions. As regards their motivations, concern for international
legitimacy has had only a limited impact in both issue areas. Rather than
being swayed by new international norms, policy-makers have mostly
responded to widely recognized, preexisting problems and have been
guided by fairly clear, firm, “given” interests.
Most importantly, decision-makers have applied bounded, not full,

rationality in pursuing these interests. In both issue areas, they have di-
verged greatly from the postulates of comprehensive information pro-
cessing and systematic cost/benefit analysis. Cognitive heuristics have
shaped their learning from foreign models, experiences, and principles
and have guided the spread of innovations; the availability of a singular,
neat, coherent model—Chilean-style privatization—has turned these short-
cuts into the decisive causal mechanism in social security. Thus, cogni-
tive psychology yields a more convincing account of policy diffusion
than rational choice.
The international financial institutions are often depicted as powerful

1 For initial steps, see Brooks (2005), Gilbert (2004), Madrid (2003b: 36–52, 173–84),
and Weyland (2004b).
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agents of policy diffusion. Authors claim that in the neoliberal era, these
enforcers of global market discipline impose their uniform blueprints on
weak developing countries. The IFIs can indeed twist governments’ arms
successfully on specific economic issues that are decided by a few actors
in the executive branch, such as currency devaluations. In the economic
realm, they obtain additional leverage from certifying a country’s good
standing with the international investment community (Stone 2002: 11,
17, 27). But the demands and anticipated reactions of investors hold less
sway in social policy reform. Moreover, complicated institutional changes
such as social security or health privatization require the consent or ac-
quiescence of such a multitude of domestic actors that the IFIs cannot
impose reform from the outside. Whereas the president and finance min-
ister are concerned about a country’s attractiveness to foreign investors
and its relations to the IFIs, many interest groups and congressional poli-
ticians care little and push instead for other policy goals or their own
patronage interests. The involvement of numerous domestic actors in
social sector reform thus limits external influence. The IFIs therefore
cannot compel Third World governments to adopt complex institutional
changes in the social sectors (see especially Nelson 1996, 1999; Hunter
and Brown 2000; Brooks 2004; Gilbert 2004: 210–11; and in general
Vreeland 2003).
My field research corroborates these important findings and discon-

firms inferential arguments that attribute the wavelike nature of pension
privatization and health reform to central coordination and vertical im-
position (Armada, Muntaner, and Navarro 2001; see in general Stallings
1992). The IFIs supported the diffusion of innovations but were not
the first movers; instead, Chilean experts initiated the spread of pension
privatization. And while many countries followed the broad outlines of
the neoliberal program promoted by the IFIs, some nations refused to
move in this direction, such as Brazil in both its social security and its
health policies. Furthermore, governments diverged on crucial specific
decisions from IFI recommendations; even weak, aid-dependent Bolivia
disregarded strong pressures on how to cover the transition cost of radi-
cal pension reform. For these reasons, diffusion proceeded more via ho-
rizontal contagion than vertical imposition.
Where the IFIs did make a difference, their success resulted less from

power and leverage than from persuasion and information provision—
that is, availability enhancement. On a number of occasions, as in Costa
Rica’s reform of health care management and Brazil’s adaptation of a
notional defined-contribution pension system, the World Bank put deci-
sion making on a new track by giving boundedly rational decision-
makers access to information that had escaped their limited attention.
Thus, the incapacity of domestic decision-makers to process the relevant
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information comprehensively allowed the IFIs to attain influence by
making hitherto unnoticed reform experiences cognitively available. IFI
influence thus flowed often from informational resources—and from the
limited information processing of national policy-makers. Accordingly,
the World Bank is better advised to strengthen its role as a knowledge
bank than to tighten its loan conditionality (cf. Stiglitz 1999: 6–13; Pin-
cus and Winters 2002: 10–15; Mallaby 2004: chap. 9).
The IFIs also try to give some of their recommendations normative

appeal. This effort was especially pronounced in health care. The World
Bank’s prominent 1993 report advocated a focus on basic needs and
postulated a synergy between equity-enhancing and efficiency-oriented
change. In this view, cheap promotional, preventive, and curative mea-
sures could address the health needs of the poor and thus limit the de-
mand for expensive hospital treatments. But while this message legiti-
mated universalistic health reforms in the eyes of economists and thus
facilitated their adoption in numerous countries, the World Bank merely
reinforced a norm that had emerged fifteen years earlier, spearheaded by
international organizations such as the WHO and UNICEF that lacked
financial resources and political leverage. Thus, the bank jumped on the
bandwagon of a normative appeal that it had not initiated. As in pension
privatization, it reinforced an already ongoing trend rather than being
the original trendsetter.
More importantly, normative appeal drove the spread of innovations

only where change could be adopted through distributive decisions (cf.
Lowi 1964). This was the case especially with efforts to extend health
care to long-neglected sectors of poor people. Such add-on programs
entailed concentrated benefits but diffuse costs. Therefore, they elicited
little opposition, especially when the economic recovery of the 1990s
augmented fiscal resources and IFIs offered generous loans. In this favor-
able setting, the equity goal of guaranteeing “health for all” managed to
propel the diffusion of reform initiatives, such as targeted basic health
programs and maternal and infant insurance.
Most social policy reforms, however, especially pension privatization

and efficiency-oriented health measures, are redistributive or regulatory
in nature. They affect the clear, fairly well-defined interests of important
social sectors by offering benefits to some constituencies while imposing
costs on others. Therefore, they elicit strong support and opposition and
can unleash fierce conflicts among powerful sociopolitical forces. While
normative considerations can affect this clash of interests by strengthen-
ing one side and “mobilizing bias” against the other (cf. Schattschneider
1975: 30), they have played a secondary, largely instrumental role in
most of the emulation decisions investigated in this book. Actors have
primarily advanced their interests rather than promoting normative max-
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ims, and these maxims have not significantly constrained their interest
pursuit. For instance, the ethic of individual responsibility has inspired
only the die-hard advocates of pension privatization but has not attained
legitimacy—not to speak of hegemony—in public and political debate,
where norms of social solidarity have continued to prevail; therefore,
proponents of drastic reform, including the World Bank in its high-pro-
file 1994 document, have downplayed or hidden the new normative mes-
sage.
Rather than being guided by new international norms, domestic deci-

sion-makers have primarily pursued fairly fixed, “given” interests, espe-
cially established state interests such as fiscal balance, economic develop-
ment, human capital formation, and social stability. As new problems
such as economic crises and population aging have posed threats to ex-
isting policy programs or as economic recovery has made it feasible to
compensate for past austerity measures and attain further improve-
ments, governments have become receptive to new models or principles
adopted in foreign countries. In their emulation decisions, they have ac-
ted out of conventional goal orientation, pursuing predefined interests
by addressing difficulties or taking advantage of opportunities. Contrary
to sociological institutionalism and constructivism, policy diffusion has
not resulted from solutions chasing problems, but from problems creat-
ing receptivity for solutions.
This search for solutions has not been fully rational, however. Bounded,

not comprehensive, rationality has governed policy diffusion. In their
quest for promising programs, decision-makers have deviated regularly
from the postulates of standard rationality and have instead applied the
limited toolkit of bounded rationality. Rather than scanning the interna-
tional environment broadly and proactively, they have focused on infor-
mation that happened to become available, often for logically accidental
reasons. And they have processed this information not through bal-
anced, systematic cost/benefit analyses but with more haphazard yet com-
monly applied rules of inference. These cognitive shortcuts, especially
the heuristics of availability, representativeness, and anchoring, make it
easier to digest overabundant information and navigate uncertainty, but
at the risk of substantial distortions and biases.
Demonstrating how these mechanisms of bounded rationality operate

and how powerfully they shape policy diffusion constitutes the principal
contribution of this book. As chapters 4 and 6 show, the availability
heuristic conditions which foreign models, principles, and experiences
enter decision-makers’ radar screen. For not very rational reasons, it
attracts attention to some innovations while leading to the neglect of
others. In channeling information intake, it puts policymaking on certain
tracks. In issue areas in which a neat, simple, and coherent reform model
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has emerged,2 this shortcut concentrates the attention of experts and
decision-makers in the region of origin on this singular, outstanding ref-
erence point and induces them to disregard extraregional innovations.
This radial structure, clearly visible in the overwhelming interest elic-

ited in Latin America by Chilean pension privatization, contrasts with
the more decentered, diverse, and localized patterns of attention that
prevail in the complex area of health care, where no simple, neat model
has arisen. Due to the absence of a single, obligatory reference point,
experts and policy-makers pay attention to various experiences. These
sources of inspiration differ depending on location and established com-
munication channels, historical connections and prestige considerations,
and ideological affinities. Thus, information processing is also guided—
and limited—by logically arbitrary factors. As a result, the availability
heuristic shapes the spread of innovations in health care. But due to the
diversity of foreign experiences that are cognitively available in various
countries, health care has seen a less clear-cut wave of diffusion than
social security. Dispersed emulation, not widespread imitation, has pre-
vailed in this multifaceted issue area.
Once policy-makers pay attention to an external model, principle, or

experience, they evaluate its success and promise. Since emulation deci-
sions are motivated primarily by interests, not normative or symbolic
concerns, decision-makers do not immediately fall for a foreign innova-
tion but first assess its payoffs. Therefore, they wait for some track re-
cord to accumulate. The case studies show, however, that they do not
conduct thorough, systematic cost/benefit analyses. Instead, early indica-
tions of success make them jump to conclusions and impute inherent
quality to an innovation. Thus, they commonly follow the representa-
tiveness heuristic and draw excessively firm conclusions from small sam-
ples, such as limited stretches of successful performance. In similar asso-
ciative reasoning, they hold specific reforms responsible for the overall
performance of a successful country.3

In these ways, the representativeness heuristic imbued Chilean pension
privatization with an aura of success. Private pension funds initially at-
tained stellar rates of return, and by accumulating ample investment
resources, they seemed to fuel Chile’s growth boom from 1985 onward.
In health care, by contrast, no innovation attained such striking initial
success, limiting the inferences suggested by the representativeness heu-
ristic. Chile’s private insurance companies were slow to find adherents.

2 Gilbert (2004: 208–12) documents a very similar process in the spread of capital hous-
ing subsidies.

3 In a similar vein, Japan’s tremendous economic success from the 1950s to the 1980s
led many academic, policy, and business analysts to attribute inherent value to specific
aspects of the “Japanese model,” such as quality circles (Strang and Macy 2001).
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Colombia’s bold reform did boost coverage, especially among the poor,
but at exorbitant fiscal cost; and this complicated change faced many
implementation problems. Due to this mixed record, the representative-
ness heuristic did not stimulate widespread enthusiasm for the Ley 100.
In sum, no health reform gained a halo of success. As various foreign
experiences looked attractive to some extent, emulation decisions were
dispersed and cautious; partial imports, often with modifications, pre-
vailed over full-scale imitation.
In social security, by contrast, the presence of a single, seemingly suc-

cessful model put a premium on simple imitation over thorough rede-
sign. Thus, the heuristic of anchoring, according to which initial cues
strongly affect later judgments and restrict adjustments, operated with
considerable force. Countries with especially limited technical capacity,
such as Bolivia and El Salvador, therefore imported most of the Chilean
privatization scheme. Nations with ample, long-standing expertise, such
as Costa Rica, introduced substantial modifications but nevertheless in-
stituted the core innovation of the Chilean model, namely, privately
managed individual pension accounts in the obligatory social security
system. Thus, while not precluding adaptations, the heuristic of anchor-
ing limited their magnitude and protected the core of the foreign model.
By contrast, the absence of a clear model in health care did not give

anchoring much opportunity to operate. While some copying occurred—
as in Peru’s creation of private insurance companies and in the spread
of maternal and infant insurance schemes in the Andes—adaptation and
modification usually prevailed over imitation.
In sum, cognitive shortcuts crucially affected the diffusion of policy

innovations in social security and health care. In both issue areas, infor-
mation processing and decision making diverged from the standards of
comprehensive rationality. Rather than scanning the environment proac-
tively for the relevant information and conducting systematic, balanced
cost/benefit analyses, experts and policy-makers commonly applied the
heuristics of availability, representativeness, and anchoring. These short-
cuts made it feasible for them to digest ample uncertain information,
arrive at decisions, and thus leave a mark despite the time pressures and
precarious job tenure that they often faced.
But the frequent reliance on cognitive shortcuts exacted a price,

namely, the risk of significant distortions and biases. Experts and policy-
makers often failed to consider relevant information that did not happen
to become available. And they drew overly enthusiastic conclusions that
motivated them to import a foreign model—a choice that some now
regret. In particular, more moderate, less “anchored” emulation deci-
sions may have been more beneficial to their country. Thus, by the
standards of comprehensive rationality, many choices concerning policy
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diffusion, especially the import of the Chilean model of pension privati-
zation, appear as questionable. Contrary to conventional rational choice,
decision-makers often pursued their interests in suboptimal ways.
The differences between the two issue areas corroborate the signifi-

cance of cognitive heuristics as causal mechanisms that propel policy
diffusion. Where a clear, neat model emerges and captures specialists’
attention; where such a singularly available model attains an initial
stretch of success and the representativeness heuristic therefore gives rise
to highly optimistic performance evaluations; and where anchoring lim-
its modifications of this outstanding, seemingly successful model, an
impressive wave of diffusion gets under way in the region of origin:
Many of the frontrunner’s neighbors soon emulate the innovation.
Availability enhancement by IFIs later helps this wave to reach more
distant continents.
In highly complex issue areas, by contrast, such a neat, compact

model cannot arise and establish immediate success. Policy diffusion
therefore remains less uniform and powerful as the availability heuristic
makes decision-makers in various countries focus on different foreign
experiences. While there is a good deal of learning from neighbors, it
follows diverse connections and channels. In sum, if the heuristics of
availability, representativeness, and anchoring can attach themselves to
a clear, neat model, they attain special force and produce a striking pat-
tern of temporally and geographically clustered, concentric diffusion;
where such a model does not emerge, cognitive shortcuts yield less pow-
erful inferences and diffusion remains dispersed.
The differences between the two issue areas also show that ideology

as such does not drive diffusion. Both pension and health privatization
embodied neoliberal principles of individual responsibility and free ini-
tiative. But pension privatization advanced much farther because the
availability heuristic concentrated attention on this model and the repre-
sentativeness heuristic imbued it with an aura of success; as shown in
chapter 4, the hope for macroeconomic spillover effects was crucial for
convincing presidents and congressional politicians to adopt this change.
Cognitive heuristics that shaped information processing, not uncondi-
tional ideological commitment, made the difference.
Yet while cognitive heuristics serve as crucial causal mechanisms for

spreading policy innovations, they do not alone determine outcomes. In
particular, they cannot guarantee that a foreign model or principle
spreads in a uniform wave. Causal mechanisms bring about different
end results depending on the divergent contexts in which they operate
(McAdam, Tarrow, and Tilly 2001). As a flood washes away makeshift
slum dwellings but not brick mansions, so bounded rationality produces
more policy diffusion in some issue areas and in certain countries than
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in others. As just discussed, cognitive heuristics focus policy-makers’ at-
tention more sharply and provide a stronger impetus to emulation in
policy spheres in which an integrated, coherent blueprint with early
signs of success exists than where such a model has not emerged.
Political-institutional and economic differences across countries also

matter. Given the predominance of interests among actor motivations,
bounded rationality expects decision-makers to consider contextual chal-
lenges in their judgments and actions. Accordingly, the depth and ur-
gency of the problems facing a government condition its openness to
reform and affect the constellation of sociopolitical forces participating
in its design. If there are serious, acute difficulties that affect basic state
interests such as fiscal stability, economy ministries try and often man-
age to control the elaboration of reforms. Where a small, fairly cohesive
team of economic generalists therefore monopolizes program design,
cognitive heuristics tend to reinforce each other and inspire proposals to
import foreign innovations. And where the crisis of established policy
approaches limits opposition inside the state and in society, and where
presidents can enact reforms via decree or via majority support in Con-
gress, these emulation projects turn into authoritative decisions.
By contrast, where existing social programs achieve satisfactory per-

formance, sector specialists demand participation in reform design, es-
pecially if they command long-standing expertise. The resulting in-
volvement of a broader range of actors allows for cross-checking the
inferences suggested by cognitive heuristics. A more open, pluralistic
policy process, which stimulates debate and negotiation, limits the im-
pact of inferential shortcuts and keeps policy diffusion in check. Rather
than rushing to emulate a foreign model or principle, decision-makers
proceed more cautiously and prefer partial emulation, for instance by
instituting a mixed pension system that combines public and private pil-
lars. Thus, the policy performance and political-institutional characteris-
tics of specific countries can moderate or filter out emulation projects
designed under the influence of cognitive heuristics.
In sum, cognitive heuristics—like the other causal mechanisms that

contribute to policy diffusion, especially in health care—produce differ-
ent end results depending on the issue area and the country setting. But
while inferential shortcuts do not determine diffusion outcomes, they
strongly shape the content of emulation decisions. Especially where a
neat, simple, and initially successful model exists, the heuristics of avail-
ability, representativeness, and anchoring stimulate its imitation and fuel
the spread of similarity amid diversity. Thus, they explain what diffuses
when it diffuses, and why it diffuses.
Furthermore, the setting in which cognitive heuristics operate is not

given but rather is affected by these causal mechanisms. The constella-
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tion of actors that participate in emulation decisions results in part from
cognitive heuristics. For instance, economic generalists in Latin America
used to pay little attention to social security systems, which for decades
were the domain of actuaries and lawyers. When demographic shifts and
the economic crisis of the 1980s turned pension deficits into important
drains on fiscal equilibrium, finance and planning ministries extended
their view to social security, but from a narrow financial perspective.
Therefore, they mostly advocated parametric reforms to raise revenues
and cut expenditures.
Yet when the Chilean model of pension privatization became cogni-

tively available and when its initial success stimulated great enthusiasm
in line with the representativeness heuristic, the economy ministries took
a much more forceful stance. They sought to gain control over social
security policy and pushed for drastic reform. In particular, the promise
that pension privatization would boost domestic savings and investment
and thus fuel economic development, which the representativeness de-
rived from Chile’s growth record, turned this reform into a core goal of
several economic agencies (Madrid 2003b: 31–40, 49–52). This new
belief reinforced their interest and induced them to wield their power
capabilities in social security policy, trying to displace established policy
specialists.
Thus, inferences suggested by cognitive shortcuts led finance and plan-

ning ministries to take a keen interest in pension privatization. The
hopes suggested by the representativeness heuristic turned pension priva-
tization into a crucial means for the ends pursued by these economic
agencies. By reshaping their instrumental preferences, these expectations
made the emulation of the Chilean model highly salient to economic
generalists. As they therefore sought to control decision making in this
issue area, the range of relevant actors changed. Thus, the constellation
of sociopolitical forces, which in turn conditioned the impact of cogni-
tive heuristics on policy outputs, was itself conditioned by inferences
derived via such shortcuts.
Therefore, cognitive heuristics are not the epiphenomena of more “ba-

sic” factors such as sociopolitical forces and their interests, and they are
not mere instruments in conflicts among such forces. Instead, they can
mould the instrumental interests of powerful sociopolitical actors and
thus redraw the configuration of forces that shape policy choices and the
emulation of foreign models and principles. External models and princi-
ples made available and evaluated by cognitive heuristics shape factors
that many theoretical approaches simply take as given. Rather than con-
stituting uncaused causes, power and interest constellations are affected
by ideational factors, including boundedly rational learning from foreign
inputs (see in general Blyth 2002). While actors’ core goals are fairly
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clear and firm, the specific ways in which they try to realize these goals
is mediated by knowledge, including the lessons suggested by cognitive
shortcuts (cf. Goldstein and Keohane 1993).

The Nature of Political Rationality

My study’s findings have crucial implications for the debate over ratio-
nal choice, which has roiled political science over the last fifteen years
(Green and Shapiro 1994; Friedman 1996; Jones 2001; Lupia, McCub-
bins, and Popkin 2001; Weyland 2002a; Lichbach 2003; Shapiro, Smith,
and Masoud 2004). Do political actors pursue their goals in a system-
atic, efficient fashion that approximates the postulates of comprehensive
rationality, or do they significantly diverge from these standards? Do
they rigorously apply logical rules of inference and cost/benefit analysis
or do they resort to easy and expedient but potentially flawed shortcuts
and heuristics that can impair decision quality?
This investigation has documented widespread deviations from com-

prehensive rationality. Experts and policy-makers commonly rely on
cognitive heuristics that can substantially distort their judgments. While
the bounds of rationality are more or less tight in different political set-
tings, nowhere did decision making embody full rationality; even in
Costa Rica, which for technical and institutional reasons came much
closer to this standard than Bolivia, El Salvador, Peru, and even Brazil,
inferential shortcuts shaped policymaking by focusing and limiting at-
tention and by making some reform options—especially pension privati-
zation—disproportionately attractive to important actors.
These consistent findings are noteworthy because of the technical

training and intellectual caliber of the experts and policy-makers in-
volved. Common citizens regularly apply cognitive shortcuts to make
choices of low salience, such as vote decisions; given the negligible im-
pact of each vote and the low stakes of casting a ballot, time-saving
deviations from complicated rational calculations—even “ignorance”—
are paradoxically rational. Indeed, advocates of rational choice argue
that simple cues, such as partisan identity, allow citizens to make vote
choices that approximate their real preferences. Furthermore, the law of
large numbers guarantees that individual deviations from full rational-
ity, which are seen as idiosyncratic, cancel out and do not affect overall
election results. These arguments imply that divergences from fully ratio-
nal procedures do not distort aggregate outcomes (Tsebelis 1990: chap.
2). They are therefore irrelevant for the analysis of collective choices.
Political scientists can proceed “as if” comprehensive rationality pre-
vailed (Popkin 1991; Lupia and McCubbins 1998).
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But these arguments do not hold for the policy choices examined in
the present study, which were prepared by small groups and often made
by single individuals, especially presidents; the law of large numbers
therefore does not apply. Also, cognitive heuristics are not individual
idiosyncracies, but common rules of inference. Because most people use
the same shortcuts, the resulting distortions do not cancel out. Instead,
they may get reinforced in small groups (Turner and Pratkanis 1998;
Esser 1998; McDermott 2004: 126–27, 249–55). Moreover, the deci-
sions analyzed in this book do not have low salience; the stakes are often
high. Structural pension and health reform can create major benefits and
costs for broad societal categories and deeply affect countries’ social,
economic, and political development. Deviating from rational proce-
dures in such consequential decisions is therefore not rational (cf. Fio-
rina 1996: 88).
Moreover, many of the leading decision-makers are well-trained,

highly capable, intellectually impressive experts. These talented profes-
sionals are most likely cases for applying the procedures of comprehen-
sive rationality. But as this book demonstrates (see also Tetlock 2005:
chap. 4), even they commonly use inferential shortcuts. Given their cre-
dentials, this reliance on cognitive heuristics does not arise from individ-
ual deficiency, but from deep-rooted bounds of rationality.
The innate tendency to apply cognitive heuristics is reinforced in Latin

America by the political setting. Many states are weakly institutionalized
and lack meritocratic, Weberian bureaucracies (cf. Rauch and Evans
2000).4 Political appointees and experts therefore experience high tenure
and career uncertainty, and even presidents face frequent challenges to
their authority or political survival in these “politicized states” (Chal-
mers 1977). Therefore, they rush into reform decisions to shore up sup-
port and have any chance of making a difference. Given this need to
advance quickly, experts and political officials cannot follow the careful,
systematic procedures prescribed by comprehensive rationality and trans-
mitted in their professional training (interview with Naı́m 2000) but
commonly rely on inferential shortcuts.
My findings thus support the recent calls in political science and eco-

nomics to move beyond the simplifying assumptions underlying conven-
tional rational choice (e.g., McFadden 1999; Thaler 2000; Jones 1999,
2001; Kahneman 2003). These ideal-typical postulates are far from ap-
proximating decision making in the real world. Policy-makers com-
monly deviate from these standards in their judgments and choices. By
investigating the procedures that decision-makers actually apply in di-

4 Even an otherwise developed country such as Argentina has traditionally suffered from
this problem (Teichman 2001: chap. 5; Dezalay and Garth 2002: 37–38).
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recting their attention, processing information, weighing options, and
making choices, cognitive psychology provides a much more realistic
microfoundation for political analysis.
Besides its great theoretical significance, the prevalence of bounded

rationality has important methodological implications. In particular, it
suggests the need for in-depth case studies and the insufficiency of more
scientific methods such as formal modeling and statistics. The parsimo-
nious, schematic notion of decision making applied by conventional ra-
tional choice paves the way for rigorous, nomothetic analysis. While
claiming to derive all explanations from individual choices, this ap-
proach effectively makes the process of individual choice a black box.
Individuals are conceptualized as executors of the universalistic princi-
ples of instrumental rationality. Their individual characteristics therefore
do not matter; they are “interchangeable” (Tsebelis 1990: 40, 43–44):
Any rational person who faced the same incentives and constraints
would respond identically. For this reason, the situational incentives and
constraints in effect explain and “determine” (Levi 1988: 10) individual
choices. A rational decision-maker must react to this context in a certain
way—and any other rational individual would react in exactly the same
way. Rational actors have no latitude and thus, in some sense, no choice.
This explanatory scheme greatly facilitates scientific analysis. Scholars

do not need to reconstruct the complicated process of decision making
and consider variations across individuals (Mercer 2005: 77, 81–85). In
particular, they need not unravel subjective interpretations of the situa-
tion, complex thought processes, and the variegated translation of indi-
vidual preferences into specific choices and actions (see especially Satz
and Ferejohn 1994). Instead, analysts can simply correlate objective situ-
ational characteristics with observable behavior, which—according to a
“revealed preferences” approach—even yields the information required
for ascertaining individual interests. Strict adherents of rational choice
therefore rely on deductive modeling and statistics and bypass process
tracing based on intensive field research (e.g., Meseguer 2002).
But this simple methodological scheme requires modification. Because

decision-makers commonly deviate from full rationality, scholars need
to delve into the policymaking process. As actors’ choices reflect not
only the objective situation, but also subjective factors such as cognitive
shortcuts and the resulting judgments and beliefs, researchers need to
ascertain these “softer” phenomena, which are often difficult to measure
rigorously and to quantify. Qualitative research, including archival work
and interviews with decision-makers, is therefore in order.
In fact, a number of rational-choice theorists acknowledge that pure

incentives-and-constraints explanations are insufficient and that cogni-
tive factors such as beliefs and ideas need to be considered (North 1990:
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chap. 5; Schofield 1996); some even draw on “interpretivist” approaches
(Bates, de Figueiredo, and Weingast 1998; Chong 2000). Accordingly,
these scholars forgo the objectivist, correlational mode of analysis and
embrace case studies. This important step is codified in the “analytic
narratives” project (Bates, Greif, et al. 1998), which stresses the need
to examine specific historical choices and test deductive models against
concrete empirical evidence. Analytic narratives seek to combine rigor-
ous theorizing with careful research in order to attain both generality
and accuracy.
But it is doubtful that analytic narratives can reach this ambitious

goal. They rely heavily on analytical simplifications and mere inferences
and do not thoroughly reconstruct individual thought processes and
choices. For instance, they often stipulate actor preferences without much
evidence (Elster 2000: 685, 693; Parikh 2000: 681). Moreover, the us-
age of equilibrium models leads analytic narratives to focus on periods
of stability. They thus fail to capture the suspense and contingency of
the dramatic choices that give rise to this stability (Carpenter 2000:
655–63). By concentrating on decision outcomes, analytic narratives
neglect the decision-making process. They assume and postulate the
operation of rationality in history without offering sufficient empirical
documentation.
This book takes a crucial further step by abandoning premises of com-

prehensive rationality and tracing the empirical patterns of bounded ra-
tionality. Because decision-makers face overabundant yet uncertain in-
formation and use cognitive shortcuts to process it, the in-depth analysis
of decision making is indispensable. Rather than deriving choices from
objective constraints and incentives, scholars need to investigate how
individuals perceive their context; what stimuli they pay attention to;
what inferences they derive; and how they design their responses. It is
therefore crucial to conduct process tracing, that is, empirically recon-
struct the decision-making process to unearth evidence for assessing the-
oretical arguments (George and Bennett 2005).
Theory-guided process tracing can capture both the general and par-

ticularistic elements of decision making that the usage of cognitive heu-
ristics entails. On the one hand, reliance on these shortcuts is wide-
spread, if not universal.5 The decision-making process therefore has
regularities that are generalizable across individuals. For instance, most

5 New experiments suggest, however, that human cognition may be profoundly shaped
by cultural patterns (Nisbett 2003); the findings of cognitive psychologists from the West
may therefore not hold universal validity. But because Western culture predominates
among Latin American elites, and because many experts analyzed in this book acquired
part of their professional training in the West, this culturalist objection is unlikely to invali-
date my study.
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people pay disproportionate attention to information that is especially
vivid and memorable and draw excessively firm conclusions from small
samples.
On the other hand, there are also specific, even coincidental factors

that affect the operation of cognitive heuristics. For instance, member-
ship in a professional or social network or common educational back-
ground may draw the attention of some decision-makers—but not oth-
ers—to a certain foreign model. Even fairly accidental personal meetings
can make crucial information available. As shown in chapter 4, for ex-
ample, the future leader of Bolivia’s pension reform team was captivated
by a speech by José Piñera, the missionary promoter of Chilean-style
privatization. Indeed, many channels of learning—such as the connec-
tions of Brazil’s public health movement to the Italian Communist
Party—were not determined by objective characteristics of the situation;
instead, subjective, ideational factors played a crucial role.
This combination of regularities and contingencies is best captured via

theory-oriented process tracing. Interviews with decision-makers and a
study of the documentary record are crucial for reconstructing actors’
goals and preferences; their access to various streams of information;
the constraints they faced and took into account; their judgments and
calculations; and the choices they ended up making. This methodologi-
cal approach does justice to the more realistic notion of political decision
making that my study suggests. Individuals are not personifications of
universal reason but face significant cognitive limitations in their effort
to make rational decisions. Rather than being optimal information proc-
essors and utility calculators, they struggle with a flood of complex in-
formation that has uncertain relevance and validity. Scrambling to make
sense of this over-abundance and facing the urgent need to make deci-
sions, they resort to clues and shortcuts, which can suggest reasonable
solutions but also lead to mistakes. Theories of bounded rationality thus
capture the human mind with all its capacity and fallibility.

Diffusion and Political Change in the Era of Globalization

Global Homogeneity, National Specificity, or Regional Clustering?

This study sheds light on the impact of advancing globalization on polit-
ical institutions and political change. As mentioned in the introduction,
the last three decades have seen the worldwide spread of liberal ideas
and practices, especially democracy and markets. Many foreign models
and principles discussed in this book, especially Chilean-style pension
privatization and efficiency-oriented health reforms, are part of this lib-
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eral wave. In fact, by investigating the extension of market mechanisms
into the social sectors, I examine the current edge of this wave. The
book thus elucidates how far market reform can advance and how pro-
found its effects will be. Does global liberalism produce convergence
and increasing homogeneity as more and more countries follow uniform
blueprints, or will national differences persist as governments process
similar external inputs in different ways?
Most authors highlight vertical pressures toward global conformity or

insist on lasting national specificity. My book stresses horizontal conta-
gion among regional neighbors as an important additional pattern. The
world of the future is unlikely to become homogeneous or maintain na-
tional distinctness; instead, elements of both patterns will coexist with
regional effects, especially clusters of country groupings. As complexity
therefore increases and information streams multiply, decision-makers
will have to rely on cognitive heuristics at least as much as they have so
far. As the world becomes unbounded, the bounds of rationality will
continue to affect policymaking.
Among theories of globalization, economic structuralism and socio-

logical institutionalism stress the homogenizing pressures emanating
from the core of the world system. Economic structuralists claim that
multinational corporations and international financial institutions im-
pose their uniform designs on an ever wider range of countries, espe-
cially in the economically dependent, politically weak Third World.
Companies’ worldwide profit logic forces countries to serve as cogs in
the wheels of global capitalism or be starved of economic resources, and
the IFIs promote and help to manage countries’ integration into this
asymmetrical network of production and exchange. Third World na-
tions therefore face overwhelming pressures to streamline their institu-
tions and adapt them to the demands and expectations of global capital-
ists, for instance by reducing levels of regulation, matching their
competitors’ low tax rates, and establishing firm guarantees of property
rights. In this view, the forces of global conformity sooner or later over-
whelm national differences (Cox 1986; Strange 1996; Sassen 1996).
Sociological institutionalists see similar homogenizing pressures at

work, though in a less coercive fashion and for less materialistic reasons.
In their view, the quest for legitimacy—not economic interests—drives
the move toward global conformity. Backward countries eagerly emu-
late international trendsetters. The symbolic desire to look modern and
the normative concern to live up to the advanced standards of world
society drive this rush to imitation. Therefore, developing countries com-
monly import institutional forms designed in the First World. As a re-
sult, there is increasing convergence despite different functional needs.
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The push and pull of global forces thus induces domestic decision-
makers to deviate from the equilibrium solutions that national-level in-
centives and constraints would bring forth.
By contrast, historical and rational-choice institutionalists predict con-

tinuing diversity across countries. Although these two approaches di-
verge in their basic premises, they share this important claim (Campbell
2004: 65–85, 163–67, 185). Historical institutionalists postulate institu-
tional self-perpetuation and rigidity. This path dependence, explained
by self-reinforcing mechanisms of “increasing returns” (Pierson 2004),
guarantees that divergences in starting conditions and initial institu-
tional arrangements persist (Mahoney 2000). They even withstand the
homogenizing pressures of economic globalization, as the burgeoning
literature on the European welfare state, in particular, has claimed (Pier-
son 1994; Garrett 1998; Huber and Stephens 2001; Swank 2002; see
also Hall and Soskice 2001). Thus, rapid modernization preserves na-
tional differences and does not forge global convergence.
From different premises, rational-choice institutionalism arrives at

similar conclusions. Certainly, its equilibrium approach assumes that in-
stitutional arrangements flexibly adjust to prevailing incentives and con-
straints. But these contextual stimuli differ across countries. Also, politi-
cal change is not easy to effect. Pervasive collective action problems and
intense political uncertainty, especially leaders’ fear of offending power-
ful constituents that benefit from collectively suboptimal arrangements,
make it difficult to escape from dysfunctional equilibria (cf. Bates 1981;
Ames 1987; Geddes 1994; criticism in Grindle 1991). Economic pres-
sures for change therefore tend to falter on political obstacles. As a re-
sult, economic globalization does not produce political homogeneity. Be-
cause the relevant incentives and constraints vary across countries,
rational choice predicts persistent national specificity as well.
The present analysis of policy diffusion differs from both the argu-

ments about national distinctness and global uniformity. It highlights
instead an intermediate pattern, namely, horizontal contagion among
neighbors and the geographical clustering of policy programs (see Levi-
Faur 2005: 25–27). Where a clear, neat model emerges, similarity tends
to spread amid diversity, yet first and foremost at a regional level, due
to the availability heuristic. Where such a model does not arise, patterns
of emulation are more dispersed and neighborhood effects are especially
pronounced, as evident in the diffusion of health reform. Although avail-
ability enhancement by international organizations helps the concentric
circles of model diffusion eventually to expand beyond their area of ori-
gin, regional differences tend to persist. For instance, many East Euro-
pean pension reformers were inspired not only by the Chilean model
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of full-scale privatization, but also by the notional defined-contribution
system designed in Sweden.
The heuristics of anchoring and representativeness reinforce this geo-

graphic clustering. Anchoring limits modifications of a model that spreads
among neighbors. By keeping country-specific adaptations in check, it
helps regional similarity prevail over national differences. And the repre-
sentativeness heuristic inspires excessive enthusiasm for an initially suc-
cessful model and stimulates its rapid spread, which starts at a regional
scale. By the time the innovation becomes cognitively available on other
continents, it may have accumulated a longer, more mixed track record
that lowers these exaggerated performance expectations and thus slows
down its further advance. As a result, emulation may remain concen-
trated in the region of origin.6

For these reasons, islands of similarity form in a sea of difference.
Diffusion spreads similarity amid diversity, but not on a global scale.
Innovations travel first and foremost inside geographic regions and cul-
turally or historically defined communities of nations. Geographic or
cultural neighbors are linked by especially dense networks of experts,
government officials, and civil society organizations. Information about
promising innovations therefore extends primarily through these chan-
nels. And as Slaughter (2004) has argued forcefully, these networks pro-
mote the adoption of similar rules, institutions, and policy programs.
Globalization thus does not advance in a uniform wave that sweeps

across the whole world, but as a much more differentiated, fragmented
process (Campbell and Pedersen 2001; Rosenau 2003). Rather than
yielding global uniformity, it produces convergence in some geographic
regions and issue areas while maintaining divergence in others. For in-
stance, as many Latin American countries emulated the Chilean model
and privatized their pension systems, differences with other regions, such
as Africa, Asia, and Western Europe, increased. Furthermore, some
Latin American countries diverged from the regional trend and pre-
served the established pay-as-you-go system. Thus, while producing
greater similarity among many countries, policy diffusion does not elimi-
nate national and regional differences.

Policy Diffusion, Institutional Change, and Path Dependency

Globalization exposes national decision making to strong external in-
fluences. Nowadays, domestic policymaking is no longer purely domes-
tic. Experts and government officials commonly consider foreign mod-

6 I owe these arguments to interesting suggestions from Raúl Madrid.
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els, principles, or experiences in preparing their own decisions. The
present study amply documents this intense exchange of information, its
frequent impact on policymaking, and the resulting convergences among
countries (see also Dezalay and Garth 2002; Slaughter 2004; Orenstein
2005). As innovations spread especially among neighbors, clusters of
similarity emerge inside regions.
These external influences significantly affect the stability of national

institutions and policy programs. By offering alternatives to the status
quo, they can trigger changes that otherwise would not occur. Bold new
models can have a particularly pronounced impact. If such a model
emerges in a region, the availability heuristic draws disproportionate
attention to it; and if it achieves initial success, the representativeness
heuristic leads policy-makers to place excessive confidence in it. This
exalted promise puts the performance of existing institutions and policy
programs into an unfavorable light; they come to look disappointing, if
not deficient. While these arrangements may well produce “increasing
returns” (Pierson 2004), the representativeness heuristic suggests that
the new model yields even greater benefits. Thus, by stimulating enthu-
siasm for alternative blueprints, cognitive shortcuts can induce deci-
sion-makers to escape from path dependency and opt for change over
continuity.
By analyzing the rise and spread of new reform options, the present

study highlights the comparative nature of institutional choice. The
maintenance of established arrangements does not depend on their own
performance alone, but also on the perceived promise of cognitively
available, feasible alternatives. Decisions on institutional preservation or
change hinge on the range of options under consideration. Policy-makers
cannot abandon existing institutions and programs unless they have a
better alternative (Campbell 2004: 117–18). Accordingly, the appear-
ance of a promising model can induce decision-makers to abandon the
old arrangement and embrace the new blueprint instead. While the di-
minishing performance of existing institutions creates receptivity to
other options and may thus constitute a necessary condition for institu-
tional change, it is not a sufficient cause; a promising alternative must
also be available.
Although rational-choice institutionalists and even recent historical in-

stitutionalists (Pierson 2004; Thelen 1999) start from choice-theoretic
premises, they have surprisingly failed to highlight the comparative na-
ture of decisions on institutional preservation vs. transformation. These
theories examine the conditions under which existing institutions pro-
duce “increasing returns” (Pierson 2004) and prove self-reinforcing or
self-undermining (Greif and Laitin 2004). But they are one-sided in fo-
cusing mostly on the established arrangements. While problems with the
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status quo provide an important push for institutional change, the pull
of a cognitively available, feasible, and promising alternative is also re-
quired (cf. Clemens and Cook 1999: 459–60).
This supply factor is exogenous to established institutions. Certainly,

when existing arrangements are unsatisfactory, decision-makers are more
likely to search for alternatives and to see a new option—by compari-
son—as better. But a crisis does not necessarily bring forth a solution.
The emergence of a novel option, the dissemination of knowledge about
it, and the rise of enthusiasm for this alternative decisively contribute
to institutional reform. By analyzing the supply side of policy change,
my study complements extant theories, which overemphasize the de-
mand side by focusing on the performance of existing institutional
arrangements.
The rise of an alternative option differs in nature from the exogenous

shocks discussed in the institutionalist literature, such as a dramatic eco-
nomic crisis or a foreign invasion. Whereas those irruptions undermine
or destroy established institutions and thus narrow the choice set, the
appearance of a new model extends it. Exogenous shocks create a need
for change but leave open the direction of this change. By contrast, a
promising alternative offers a blueprint for propelling change in a spe-
cific direction.
For these reasons, the appearance of an attractive new model can

break path dependency. Interrupting long-standing trajectories, it can
push institutional development in unanticipated directions. Some drastic
changes, such as pension privatization and other neoliberal reforms, in-
deed seek to reverse earlier institutional developments by restoring mar-
ket regulation in areas that an interventionist state had administered for
decades. Neoliberal reformers are eager to dismantle existing institutions
and extinguish their legacies. For instance, they try to privatize the
whole social security system and close the old PAYG scheme as soon as
possible.
These radical efforts took hold especially where the existing pension

system covered only a small proportion of the workforce and where
current social security spending and obligations to future pensioners
were relatively low. These conditions, which restricted the range of ben-
eficiaries, lowered transition costs, and limited political support for the
status quo, prevailed in less developed countries such as Bolivia and El
Salvador. The tendencies toward path dependency were therefore com-
paratively weak. The modest legacies of the existing institutional frame-
work allowed for particularly profound change, namely, the faithful im-
port of the Chilean model.
By contrast, in more developed nations with mature social security

systems, such as Argentina, Brazil, Costa Rica, and Uruguay, institu-
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tional legacies constrained neoliberal reform to a greater extent. Opposi-
tion from current and future beneficiaries and the high fiscal transition
cost made complete privatization unpalatable. These countries therefore
introduced mixed public/private systems or experimented with the novel
NDC scheme. While these reforms also constituted a significant, some-
times radical departure from past trends, they were less profound than
a full-scale emulation of the Chilean model. Rather than totally breaking
with established arrangements, they combined continuity and change.
Theories of path dependency thus require modification by extension

(see also Brooks n.d.). These arguments are inspired by the experiences
of advanced industrialized countries with dense, firm organizational net-
works and institutional structures (Pierson 1994). But the analysis of
developing countries, which have less extensive and entrenched institu-
tional frameworks, suggests a more differentiated picture. The strength
of institutional and policy feedback varies, depending on the resources at
stake and the number and clout of the beneficiaries. The broad, generous
coverage of welfare states in the First World strongly hinders drastic
reform and tends to keep change incremental. By contrast, the meager
social protection systems of underdeveloped countries are easier to dis-
mantle or revamp. Thus, institutional legacies do affect the depth of
reform, but they do not preclude radical transformations, as theories of
path dependency suggest. Instead, the relative strength of these legacies
is decisive.
Interestingly, these differences stimulate efforts to take advantage of

the greater ease of reform in Third World nations, establish exemplars
of drastic change, and in this way stimulate substantial transformations
in the First World. With their weaker institutional structures, developing
countries offer special opportunities for profound reform. They can turn
into laboratories where U.S.-based proponents of neoliberalism try to
test new models. If the novel arrangements attain a stretch of success,
they are advertised back to the First World with the intention of dimin-
ishing opposition to deep restructuring there (Dezalay and Garth 2002:
141–42; interview with Klugman 1993). Neoliberals thus try to crack
weak links in the chain of path dependency in order to put pressure on
its stronger links.
Such an effort to enlist a Latin American field experiment for reim-

porting a model to the First World is currently under way in social secu-
rity. U.S. advocates of pension privatization, including President Bush,
stress the accomplishments of the Chilean innovation, which in turn was
inspired by theories of U.S. economists. The World Bank is also invoking
the reform momentum triggered by Chile’s change to urge European
“reform laggards” to jump on the privatization bandwagon (Holzmann,
MacKellar, and Rutkowski 2003). If these promotional efforts attain
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success, the Chilean model will help to derail path dependency in ad-
vanced industrialized countries. The shining example of Third World
nations may thus provide an opening for reducing the conservative ef-
fects of institutional and policy legacies in the First World.
The opportunity for overcoming path dependency and enacting dras-

tic change arises only where a bold, neat model emerges, however. As
chapters 5 and 6 show, reforms in the complex health arena, where no
such model exists, remained limited, piecemeal, and incremental. Most
countries did not revamp their entire health systems but enacted only
bits and pieces of the efficiency and equity agendas. In the absence of a
striking blueprint, they advanced gradually and cautiously. Despite more
ambitious goals, even Colombia and Brazil did not break long-standing
patterns of economic inefficiency and social segmentation; in Brazil, for
instance, the extension of coverage to the poor led middle sectors to exit
the public system, a move that the state subsidized through tax breaks.
Thus, the most significant changes in the health arena deflected institu-
tional trajectories somewhat but did not redirect them, as pension priva-
tization did. Without a bold, compact reform model, the inertial force
of path dependency prevailed.
The scholarly literature on the spread of innovations has paid dispro-

portionate attention to the dramatic instances of model diffusion (Strang
and Soule 1998: 285; Meseguer and Gilardi 2005: 4, 17, 22–23); exam-
ples include the waves of imitation triggered by Bolivia’s Emergency So-
cial Fund, which sought to cushion the social cost of determined market
reform; Bangladesh’s Grameen Bank, which offers micro credit to the
poor; and Brazil’s Bolsa Escola, a conditional school grant program
(Goodman 2004). Yet while those striking cases of explosive contagion
hold special cognitive availability for scholars, they are uncommon.
Most innovations that inspire learning and emulation do not qualify as
policy models by the definition of chapter 1. They are not ambitious,
bold, neat, systematically integrated blueprints that embody a coherent
set of novel principles, but more eclectic, piecemeal experiences or prag-
matic compromise proposals. But although these modest projects do not
inspire the degree of interest and enthusiasm that models elicit, they
often inform reforms in neighboring countries, where decision-makers
consider foreign inputs, especially from their immediate environment.
Because in the era of globalization, the cross-national exchange of infor-
mation has become commonplace, learning from foreign models is only
one form of policy diffusion. It does not take a brilliant, bold innovation
to elicit interest from policy-makers across borders; more limited experi-
ments can also stimulate learning and emulation.
Because the dispersed pattern of diffusion found in health reform

seems to be more common than the concentric waves of model diffusion
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in the pension sphere, path dependency remains strong in many areas of
social policy. As historical institutionalists have argued, change is often
confined to incremental adjustments. Established institutional and pro-
gram structures are difficult to break. But when a bold model arises,
trajectory-changing transformations are possible. While such dramatic
reforms are not very frequent, they produce clear departures from long-
standing trends and shape whole issue areas for decades to come.

Global Liberalism: Diversity and Bounded Rationality

All these findings suggest that the diffusion of liberal reforms has
brought substantial change to a wide range of countries but is far from
forging global homogeneity. Instead, national and regional diversity as
well as differences across issue areas have persisted, producing complex
mixtures of liberal reforms with social-democratic, nationalist, and simi-
lar kinds of elements. While there has been a move toward convergence
as the range of feasible political choices has narrowed (for Latin America,
see Remmer 2003: 35–39, 42; Domı́nguez 1998), considerable heteroge-
neity persists inside these loose bounds; countries pursue liberal reforms
in quite different versions and meld them with preexisting institu-
tions and policy programs. Therefore, the world of politics is not turning
uniform.
In the last two decades, many nations have implemented a host of

changes to strengthen market competition and reduce state intervention
in the economy. They have also extended liberalism to the social sec-
tors, enacting elements of privatization, contracting, or other efficiency-
oriented measures and pursuing targeting or similar neoliberal approaches
to equity enhancement. Thus, there has been a broad advance toward
liberalism in economic and social policy. Where change has occurred, it
has largely gone in one direction. Few countries have moved against the
current (as Brazil did in its health reform). While no nation has imple-
mented the neoliberal program in its entirety, many of them adopted
significant parts, and few countries rejected it altogether.
This liberal wave will probably have lasting effects. Drastic reversals

are unlikely. Indeed, increasing returns and similar inertial forces, espe-
cially the interests and power of new stakeholders, now protect liberal
programs against challenges. Path dependency favors the new status quo
and hinders a switch to alternatives. In economic policy, competitive
pressures and monitoring by global capital markets and international
financial institutions will deter departures from prudent, fairly orthodox
policy approaches. And the economy ministries will continue their ef-
forts to control social policy; given the amount of resources allocated to
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benefit programs and the potential economic spillover effects, they will
pursue efficiency-enhancing, market-oriented reforms. In fact, govern-
ments in the Third and First World are unlikely to escape from the re-
source constraints that have forced them to enact cost-saving and produc-
tivity-raising measures during the last three decades. In Latin America,
the burden of foreign and domestic debt service, which devours enor-
mous budget funds, will keep this concern pressing for the foreseeable
future. For all these reasons, governments around the world are unlikely
to abandon liberal reforms; instead, there will be a continued push for
further change, especially advances toward greater efficiency.
Yet while the liberal wave has moved change in one predominant di-

rection, it has by no means produced global uniformity. Many countries
that have followed broad liberal guidelines have enacted divergent spe-
cific reforms. These concrete measures have reflected considerable re-
gional and national specificity. In fact, liberalism has faced differential
obstacles. Purer versions carried the day in some countries, but compro-
mises were forged in others. My book demonstrates such divergences,
for instance by comparing the substitutive pension privatizations of Bo-
livia and El Salvador with the mixed system adopted in Costa Rica. As
inertial forces such as support for established institutions and the veto
power of existing beneficiaries differed in strength, path dependency was
easier to break in some nations than in others. The implementation of
neoliberalism therefore varies greatly, as the health reforms analyzed in
chapters 5 and 6 show. Even in the economic sphere, “varieties of capi-
talism” have persisted despite the neoliberal wave (Hall and Soskice
2001; Kitschelt et al. 1999; Huber 2002; Huber and Stephens 2001;
Garrett 1998; Swank 2002). And despite their relative weakness, Third
World countries retain considerable autonomy in responding to external
exhortations and pressures for liberal reform (Remmer 2003: 39–41;
Wibbels and Arce 2003: 130–32; Dezalay and Garth 2002: 33, 43, 95).
In fact, global liberalism is internally diverse and heterogeneous, giv-

ing national governments the opportunity to pick and choose and to
play off advocates of one variant against promoters of another. For in-
stance, market principles call for pension privatization, but the insistence
on fiscal balance—another neoliberal plank—hinders drastic change due
to its transition cost. As discussed in chapter 3, opponents of privatiza-
tion in Brazil therefore managed to invoke an IMF veto to counter pres-
sure from the World Bank and domestic economy ministries. And in
health care, World Bank recommendations for privatization ran afoul
of IDB proposals to introduce quasi-market mechanisms inside the pub-
lic sector, as the Costa Rican case shows (Martı́nez Franzoni 1999).
Even in the economic sphere, neoliberalism is far from monolithic but



238 • Chapter 7

allows for a variety of policy approaches, such as flexible vs. fixed ex-
change rates; the sale of public enterprises vs. “popular capitalism” or
voucher schemes; and antitrust measures of differential strictness.
This variety enhances the latitude of domestic policy-makers inside

the constraints arising from the global advance of liberalism. The ever
faster and more widespread dissemination of information about various
policy options allows national decision-makers to enact those institu-
tions and programs that combine the best with established policy struc-
tures. Rather than facing a uniform blueprint, they can select from a
range of options.
But this increasing production of relevant information and the promo-

tion of numerous models and experiments by a multitude of interna-
tional agencies and nongovernmental organizations further swell the
flood of information that decision-makers face. This overabundance,
which is impossible to process comprehensively, intensifies the need to
resort to cognitive shortcuts. Therefore, the heuristics of availability,
representativeness, and anchoring will continue to shape what reform
options decision-makers consider and how they evaluate them. The
adoption and adaptation of liberal reforms will therefore depend in part
on logically accidental factors that can differ across countries and re-
gions. National decision-makers increasingly look beyond their borders
but for this purpose need to rely on inferential shortcuts. As policy-
makers overcome the bounds of space, they remain entangled in the
bounds of rationality.
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Reformas Estructurales. In José Carlos Vera la Torre et al. La Privatización
de la Salud: Rumbo a la Modernidad, 149–63. Lima: IELM.

. 1993. Cambio de Rumbo. Lima: IELM.
Bonadona, Alberto. 2002. Author interview with core member of pension re-
form team (1991–97). La Paz: 9 August.

. 1998. Marco Regulador, Privatización y Reforma de Pensiones. La Paz:
Ediciones ABC.

Bonilla, Alejandro. 2005. Author telephone interview with chief of Studies and
Operations Branch, International Social Security Association: 25 January.

Bornhausen, Roberto Konder. 2003. Author interview with former president,
Federação Brasileira de Bancos. São Paulo: 17 July.

Bossert, Thomas, et al. 2000. Applied Research on Decentralization of Health
Systems in Latin America: Bolivia Case Study. Cambridge: Harvard School of
Public Health. LAC-HSR Health Sector Reform Initiative No. 34.

Brady, Henry, and David Collier, eds. 2004. Rethinking Social Inquiry. Lan-
ham, MD: Rowman & Littlefield.
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Sistema administrado por el IPSS. Decreto Legislativo No 718. 1991. El Peru-
ano (10 November): 101589–92.
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nóstico e Propostas de Reforma. Revista do BNDES 10:19 (June): 265–92.

Giambiagi, Fabio, Francisco de Oliveira, and Kaizô Beltrão. 1996. Alternativas
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Salud de Costa Rica. San José: N.p. Documento de trabajo para el Proyecto
Regional sobre Reformas de Polı́tica Pública para aumentar la Efectividad del
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Ordóñez, Cosme. 1989. El Sistema nacional de Salud en Cuba. Saúde em De-
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Institucionales en el Perú. Washington, DC: Inter-American Development
Bank, Office of the Chief Economist. Working Paper R-348.

Oyarzo, César. 1994. La Administración de la Salud en el Contexto de Reforma
y Privatización del Sector. In Escuela de Administración de Negocios, Instituto
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Segunda Vicepresidencia, Programa Reforma Integral de Pensiones.

. 1996. Ventajas, Peligros y Desafı́os de la Reforma de Pensiones en Costa
Rica. San José: N.p.
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Rossi, José Arnaldo. 1992. Author interview with former president of Instituto
Nacional da Seguridade Social. Rio de Janeiro: 30 July.
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nal de Maternidad y Niñez (SNMN) 125; NDC scheme and, 129–32; neigh-
borhood effects and, 126; Partido Com-and, 164–66, 176–77; Suazo and, 176;

Unidad de Análisis de Polı́ticas Sociales unista Brasileiro (PCB) and, 152; pay-
as-you-go (PAYG) systems and, 127,(UDAPSO) and, 164–65

Boloña, Carlos: health care reform and, 130–31; payroll taxes and, 74; Plano
Cruzado and, vii; political rationality146, 187–89; pension reform and, 78,

81, 83, 88, 102, 104, 114–15, 118, 120 and, 224–28; privatization stalemate in,
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188, 192 124–32; causal mechanisms and, 124–
26; cautious behavior and, 36; ChileanCastro, Fidel, 49n9, 209–10

Castro, Lavinia Barros de, 131–32 model and, 97–123; compromise and,
132–40; deliberation and, 132–40; di-Castro, Mauricio, 138

Castro, Paulo Rabello de, 127 verse contexts and, 58–66; face-to-face
encounters and, 102; goal-oriented activ-Castro Valverde, Carlos, 148, 174

Cayo, Javier, 78 ities and, 45; health care reform and,
181–214; inferential logic and, 45–46;Cercone, James, 70, 72, 149, 184n1,

196n11, 197, 204, 206, 213 model diffusion and, 45–52; neighbor-
hood effects and, 49–51; personal con-Céspedes, Vı́ctor Hugo, 14, 72–73, 134,
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Figueres Olsen, José Marı́a, 9, 40, 72, 91,Elkins, Zachary, 17, 19

El Salvador, viii, 92, 95, 124, 140–41, 174n9
Filgueira, Fernando, 92220, 233, 237; Alianza Republicana

Nacionalista (ARENA) and, 79–80, Finnemore, Martha, 2, 34, 39–41, 171–
72, 215155–58; Análisis del Sector Salud de El

Salvador (ANSAL) and, 155–56, 186; Fiorina, Morris, 46, 225
Fleury Teixeira, Sonia, 152, 207Calderón Sol and, 76, 155, 157; Chil-

ean model fixation and, 98–123; civil Flores, Francisco, 157, 196, 204
Flores, Hugo, 164, 166–68servants and, 93; cognitive heuristics

and, 97–98; Cristiani and, 155; diffu- Força Sindical, 128
Fox, Jeffrey, 35sion issues and, 1–2, 14n3, 15–16,

21, 28, 61n14; Flores and, 157; Frente Francke, Pedro, 161, 167, 194n10, 202
Franco, Itamar, 128Farabundo Martı́ para la Liberación

Nacional (FMLN) and, 147; health care Frente Farabundo Martı́ para la Libera-
ción Nacional (FMLN), 147, 186,reform and, 155–58; international fi-

nancial institutions (IFIs) and, 76, 79– 196–97



288 • Index

Freundt Thurne, Jaime, 160, 188–89 Gottret, Pablo, 39, 76, 83, 85, 104,
105n6, 108, 117, 119Friedman, Jeffrey, 224

Fujimori, Alberto, 42, health care reform Gowda, Rajeev, 35
Graham, Carol, ix, 77–78, 104, 114,and, 159–63, 188, 192, 203n16; neolib-

eralism and, 161; party system destruc- 120–21, 160, 189, 202
Graham, Larry, viiition and, 159; pension reform and, 76–

82, 102, 104, 115, 117, 119–20, 123, Grameen Bank, 17
Grandi, Evelyn, 76, 105n6, 111, 113, 119138

Fundación Milenio, 121 Gray-Molina, George, 113–14
Green, Donald, 224Fundación Salvadoreña para el Desarrollo
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grama Saúde da Famı́lia (PSF) and, 175; mative appeal and, 39–43; principle

diffusion and, 17–18, 53–58; rationalProyecto de Ley del Sistema Boliviano
and, 166; quasi-market mechanisms learning and, 34–36; track record and,

41and, 145; sanitaristas and, 152–54,
207–9; school children and, 161–62; Instituciones de Salud Previsional (ISA-

PREs), 150, 183–91, 196Seguro Escolar Gratuito (SEG) and,
161–62; Seguro Nacional de Materni- institutions: democratization and, 12–13;

international, 2–5 (see also internationaldad y Niñez (SNMN) and, 164–66,
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de Saúde (SUS) and, 152; system com- Instituto de Pesquisa Econômica Aplicada
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Salas Chaves, Álvaro, 150, 173–74, 186, Slovic, Paul, 6–8, 35, 47–48
Smith, Rogers, 224191n6, 197, 206, 213

Salazar, Ana Patricia, 172 Sobrevilla, Alfredo, 159–61, 203
social security, 3; Bismarckian model of,Saldain, Rodolfo, 135

Salinas, Helga, 42, 71, 83, 85–86, 101–5, 1, 17, 19, 22, 91; Brazil and, 124–32;
Caja Costarricense de Seguro Social112, 115, 117, 121

Samwick, Andrew, 112 (CCSS) and, 133–40; Chilean model
fixation and, 98–123; cognitive heuris-Sanborn, Cynthia, 159

Sánchez, Hector, 186 tics and, 46; international financial insti-
tutions (IFIs) and, 69–91; NDC schemesSánchez de Lozada, Gonzalo, 38; health

care reform and, 164, 166, 176, 189; and, 24; PAYG systems and, 22–24;
principle diffusion and, 24–27; privatiza-pension reform and, 76–77, 80, 83n6,

108, 113, 115, 120, 138 tion and, 1–2, 13, 15–16, 19, 21, 38,
59–65, 69–91 (see also privatization)Sandoval, Oscar, 164–67, 176, 195

sanitaristas, 152–54, 207–9 social service providers, 116
Socimer International Bank, 101, 104–5Santiso, Javier, 47

Sassen, Saskia, 229 sociological-institutional theories, 91–92
Sojo, Ana, 206Schattschneider, Elmer, 217

Schofield, Norman, 227 Solimano, Giorgio, 191
Solimeo, Marcel Domingos, 126school children, 161–62
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