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Foreword
Overall, OECD countries have improved the quality of their healthcare, but the price tag has been high – on average amounting to 9% of gross domestic product (GDP) in 2016. While healthcare has also improved in Mexico, the country persistently ranks low for health spending, a reliable determinant of a population’s health status. Furthermore, at just above 50% of total health expenditure, the share of public financing of healthcare in Mexico is the second lowest in the OECD. In addition, Mexico is facing pressing social challenges that have substantial implications for health such as an ageing population, pollution, sedentary lifestyles and obesity. To improve value for money and reduce health inequities, the country needs to further invest in cost-effective programmes that affect the personal, environmental and social determinants of health. This includes more effective public services that use health budgets – particularly public funds – more efficiently.
As one of the biggest government expenditures in OECD countries (around one-third of total government budgets), public procurement is increasingly recognised as a means of ensuring the efficiency and effectiveness of public service delivery. In the health sector, the public procurement of goods, services and infrastructure all contribute to meeting patients’ needs; from receiving cost-effective and efficient medicines to being hospitalised in the most appropriate setting.  
The Mexican Institute for Social Security (Instituto Mexicano de Seguro Social, IMSS) is the largest social security institute in Latin America. As a key actor in Mexico’s healthcare system and largest public buyer, IMSS strives to be a leader in the strategic use of public procurement. IMSS recently called on the OECD to monitor its progress in implementing previous OECD policy recommendations on the integrity and efficiency of its procurement framework. It also asked for its procurement strategies and practices to be assessed against the 2015 OECD Recommendation of the Council on Public Procurement. 
The ‘Second Public Procurement Review of the IMSS, Reshaping Strategies for Better Healthcare’ is the result of an OECD peer review on public governance. Such reviews help governments at all levels to design and implement strategic, evidence-based and innovative policies to strengthen their governance; respond effectively to diverse and disruptive economic, social and environmental challenges; and deliver on their commitments to citizens.
IMSS has made significant progress in transforming its procurement operations. It has improved efficiency by creating a strong procurement function that is adapted to its organisational structure. It has successfully led the largest procurement scheme in the Mexican public sector, not only saving more than MXN 14 billion between 2013 and 2016 for the benefit of all participating institutions, but also supporting productivity growth with an 18% increase between 2012 and 2017 in the number of medicines procured with the same amount of resources. A strengthened risk management system is also allowing IMSS to address systemic issues in healthcare and procurement, such as fraud, corruption and the waste of public funds.
Alongside this progress, further avenues exist for IMSS to achieve procurement excellence and provide effective healthcare to citizens. For example, it could make better use of procurement data in developing future procurement strategies. By comparing alternative procurement strategies and their long-term impact, IMSS could also ensure sustained benefits. The Institute could contribute more to achieving national priorities, such as better access to healthcare, by aligning procurement strategies with national health policies. IMSS can also develop mechanisms to attract more small and medium-sized enterprises to public markets, such as dividing contracts into lots or increasing bidding periods, thus contributing to inclusive growth. 
In the last few years, IMSS has made significant progress in reforming its procurement function to address some of its most pressing challenges. However, a wealth of opportunities still remains for IMSS to champion the Mexican health system and to reshape its procurement policies.
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Executive summary
In ageing societies, the quality and efficiency of healthcare services are increasingly attracting governments’ attention and citizens’ interest. While the amount of healthcare spending per capita is a baseline indicator, it is not the only determinant of how well a health system functions. Governments must also be careful to spend effectively. The Mexican Institute of Social Security (Instituto Mexicano de Seguro Social, IMSS) provides healthcare services to over 75 million inhabitants and is a key institution in Mexico’s fragmented health system. Public procurement – which represents almost one-third of government expenditure in OECD countries – provides sizeable opportunities for maximising the efficiency of healthcare spending. In Mexico, one of the lowest per-capita spenders in healthcare in the OECD, efficiency is even more vital. 
In 2012, IMSS asked the OECD to peer review its procurement organisation and practices. Implementing the OECD’s policy recommendations has brought tangible benefits to the Institute. However, strengthening public procurement requires continuous assessment of the effectiveness of strategies and processes to ensure that they remain relevant and have an optimal impact on public service delivery. IMSS therefore invited the OECD to review progress made in implementing the previous policy recommendations and suggest improvements, taking into account evolutions of the healthcare system and organisational changes in the Institute.
This second peer review highlights IMSS’s achievements in a number of areas that are pivotal for transforming its procurement operations. Overall, IMSS has improved its procurement efficiency and developed strong competition in the markets in which it operates, allowing it to lead the largest consolidated procurement scheme in the Mexican public sector.
Consolidated tenders for medicines – begun in 2011 – have demonstrated their efficiency, increasing participation by public institutions at all levels and extending the coverage of products. Between 2013 and 2016, these institutions saved more than MXN 14 billion, 60% of which can be attributed to IMSS. This procurement technique also supported productivity growth, with 18% more medicines procured with the same amount of resources between 2012 and 2017.
IMSS’s has begun to develop a skilled procurement workforce able to implement complex procurement strategies in a highly technical environment. Centralised procurement information and dashboards provide crucial data on trends and patterns to help IMSS take informed decisions.
IMSS has also reinforced its supplier management. Following the OECD’s recommendation to strengthen sanctions for contract non-compliance, IMSS has increased its oversight of contractor performance, allowing it to avoid costs of MXN 275 million in 2016 alone. IMSS has also matched medicine delivery strategies to the local practices and constraints identified in the previous review. A “consumption on demand” strategy implemented in 2016 to prevent medicine supply disruption in its pharmacies and hospitals now allows patients to receive their prescribed medicines in 99.4% of cases.
To ensure that the market responds to the Institute’s needs and patients’ demands, IMSS regularly involves pharmaceutical institutes and business associations in the design of procurement strategies and tender documentation. 
Healthcare and procurement are both particularly vulnerable to corruption, fraud, waste and mismanagement, ultimately affecting patients. IMSS has therefore brought its internal control system and risk management activities in line with Mexican and international standards. It has dedicated entities that champion risk management activities, refined its risk assessments and improved training to raise awareness about corruption and fraud risks.
Despite the progress achieved, the review found areas where IMSS can further improve procurement in order to provide high-quality, cost-effective healthcare services to citizens.
Key recommendations
IMSS should continue to develop a skilled and motivated procurement workforce able to carry out complex procurement operations efficiently. Actions required include a skills gap analysis and a continuous training action plan. An attractive professional career path would also reduce excessive staff turnover, which is undermining investments in professionalisation programmes.
IMSS could use data better to inform decisions, starting with the consistent and structured collection of procurement information from all its entities. IMSS should also ensure that current technological developments are aligned with procurement practices and that they support strategic public procurement. This would require greater co-ordination and co-operation with the Ministry of Public Administration, and between the national e-Procurement system CompraNet and IMSS’s internal procurement platform.
Despite the benefits of IMSS’s current procurement strategies, they need constant adjustment. For example, aggressive procurement strategies such as reverse auctions are starting to show diminishing returns and are tainting suppliers’ perceptions of IMSS’s objectives. Opportunities to maximise savings should be explored, such as integrating lifecycle costing assessments and measuring the impact of procurement outcomes on patients’ length of stay in hospitals. There are also opportunities to minimise the risks of excessive market concentration or collusion in certain procurement strategies, such as large, repetitive and predictable consolidated tenders.
IMSS could improve the quality of its healthcare services through better supplier management, for example shifting from ensuring compliance to promoting performance. Transparent interactions with suppliers and business associations at all stages of the procurement cycle will provide a better understanding of opportunities and challenges. 
The IMSS risk management framework should include clear responsibilities, critical areas in the procurement cycle and its tolerance for risk. In addition to reinforcing oversight by the Ministry of Public Administration and the Mexican Supreme Audit Institution, these measures would support strategic risk-taking and the development of innovative procurement strategies. 
Being the largest public buyer in Mexico, IMSS’s procurement decisions could support broader national policy objectives. Greater alignment of procurement strategies with national health priorities would provide sizeable benefits. For instance, IMSS could increase bidding periods and production lead time to allow smaller manufacturers of generic drugs to participate. Doubling the penetration rate of generic drugs would save Mexican households more than MXN 2.2 billion a year, contributing to the objective of universal access to healthcare.
Finally, IMSS could benefit from international experience to promote innovation. In OECD countries, such as the United Kingdom or France, innovative technological solutions have provided better healthcare services. IMSS has recently made progress but would need to develop output-based technical specifications or engage earlier with markets to promote innovative solutions.


Chapter 1. Public procurement in the context of Mexico’s health challenges
Mexico’s health system is marked by persisting significant challenges despite recent reforms. This Chapter discusses a number of these challenges and which role public procurement can play in addressing these systemic issues. Since health expenditure per capita is one of the most crucial variables affecting health status, public procurement represents a powerful lever to maximise the value for money arising out this public spending.

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international law.
In a country marked by the health challenges of an ageing population, a sedentary lifestyle and geographical differences in healthcare access and quality, it is essential for Mexico’s national healthcare system to improve its efficiency. Although public investment in Mexico’s healthcare system increased from 2.4% to 3.2% of gross domestic product (GDP) between 2003 and 2013, it is unclear whether this is translating into tangible health gains (OECD, 2016[1]).
At the same time, the share of the national health budget spent on administration, which is the highest in the OECD at almost 10%, is accompanied by high out-of-pocket spending on health care by citizens. 
Although many health indicators are improving in Mexico, the country has the lowest life expectancy in the OECD (Box‎1.1). This is largely explained by the prevalence of lifestyles leading to higher risk factors for chronic diseases and mortality. Access barriers to high-quality healthcare services are also at the root of this situation. These key indicators suggest that the Mexican health system is not fully effective, and possibly signal a failure of the system to provide effective insurance, high-quality services, or both (OECD, 2016[1]).
Box 1.1. Health issues in Mexico
In 2013, life expectancy in Mexico was the lowest of all OECD countries at 74.6 years, compared to the OECD average of 80.5 years. 
Mexico has the second highest obesity rate among OECD countries, after the United States, with one out of three adults in Mexico being obese. Obesity is a known risk factor for cardiovascular diseases, diabetes and some forms of cancer. 
The quality of care in Mexico is also generally lower than in most other OECD countries. This is notably the case for hospital care provided for patients admitted for acute conditions such as a heart attack or stroke. The percentage of patients surviving these life-threatening conditions is much lower in Mexico than in other OECD countries. For reasons such as low supply of health workers (i.e. nurses) and unequal geographical distribution of doctors, barriers in access to high-quality health care services are prevalent.
Since 2012, health expenditure in Mexico has increased more rapidly than in most other OECD countries, driven by increases in government (public) expenditure. Still, overall health expenditure per capita in Mexico remains much lower than in nearly all other OECD countries (except Turkey).
Source: (OECD, 2015[2])

Mexico’s healthcare system must change to deliver people-centred, high-quality care. Without far-reaching reforms, Mexico runs the risk of maintaining a fragmented health care system with challenges such as marked inequalities in access and quality, further entrenching socioeconomic disadvantage. An inefficient, unresponsive health care system will hold Mexico back from achieving the health, prosperity and progress of which it is certainly capable in the coming years.
While tackling some of these challenges requires structural reforms to the healthcare system, boosting the effectiveness and efficiency of public health procurement could also play a major role in shaping better public health care. Indeed, across OECD countries public spending on health accounts for approximately 30% of public procurement expenditure (OECD, 2017[3]).
Universal access to quality health care, supported by adequate budgeting, is necessary to achieve more inclusive economic growth. Efficient healthcare spending through strategic public procurement practices is therefore essential.
How does Mexico compare to other OECD countries on health spending? 
Health spending per capita is a crucial variable of health status in OECD countries. According to the most recent statistics, Mexico ranks the lowest across the OECD, with USD 1 080 spent per capita in 2016 (OECD, 2017[4]). In 2013 Mexico spent 6.2% of its GDP on health (Figure‎1.1), somewhat less than the OECD average of 8.9% (OECD, 2016[1]). Therefore the delivery of high-quality, yet cost-effective healthcare services to Mexican citizens is becoming increasingly challenging. 
Figure 1.1. Health spending as a share of GDP
[image: graphic]Note: Expenditure excludes investments, unless otherwise stated.
1. Australian expenditure estimates exclude all expenditure for residential aged care facilities in welfare (social) services.
2. Includes investments.
Source: (OECD, 2017[4])

The share of this spend coming from public funding sources is particularly low. In OECD countries, only the United States (49%) reports a share of public spending on health lower than Mexico (51%), the average being 72.5% (OECD, 2017[4]). An OECD study on Tackling Wasteful Spending on Health (OECD, 2017[3]), showed that the proportion of funding allocated to administering health services in Mexico, at 5.7% of total health spending, was the third highest in the OECD (Figure‎1.2). This study identified high administrative costs in all three forms of financing scheme (government schemes, compulsory health insurance schemes, and voluntary prepayment schemes).
Figure 1.2. Administration as a share of current health expenditure by financing scheme, 2014 (or nearest year)
[image: graphic]Source: (OECD, 2017[3])

With public spending on health care already low in comparison to other OECD countries, the high administrative costs required to deliver services means less funding is available to frontline staff and patient-facing services. Added to the ongoing impacts of cost pressures on spending due to demographic changes and the increasing cost of services, Mexican government officials, health professionals, academics and other stakeholders all agree that the country faces renewed challenges in improving the performance of healthcare services, in particular the efficiency and quality of service provision, and ultimately health outcomes (Secretaría de Salud, 2013[5]).

Where does procurement fit into the picture?
Public procurement is a crucial pillar of strategic governance, and of government service delivery, and is a key economic activity for governments. In recent years, public procurement has been recognised as a strategic tool to achieve value for money along with other policy objectives. This holds true for the health sector, where procurement spending is a crucial element to enhance health status. As shown in Figure‎1.3, health is the largest sector for government procurement expenditure in almost all OECD countries (OECD, 2017[6]).
Figure 1.3. Structure of public procurement spending, 2015
[image: graphic]Source: (OECD, 2017[6]) 

Currently, health services in Mexico are provided through a variety of sub-systems – multiple private and public insurers employing their own staff to deliver health care, with an individual’s affiliation usually determined by their employer. The Mexican Institute of Social Security (Instituto Mexicano del Seguro Social, IMSS) is the largest public institution, providing health insurance and healthcare services (as well as pensions and a range of other benefits) principally for Mexicans in salaried private (formal) employment.
As shown in national public procurement reports, IMSS is in fact the largest public buyer in Mexico (Figure‎1.4), thus initiatives and efforts to further strengthen the strategic dimension of its procurement practices would not only directly benefit the institution, but could also diffuse across the entire federal administration. Being one of the OECD countries to spend the most on medical goods (at around 30% of total health expenditure; (OECD, 2015[2])), increasing the effectiveness of this spending could also strengthen IMSS’s financial sustainability, allowing it to replenish reserves previously used to finance operating costs.
The acquisition of medical products, services and physical assets by IMSS is subject to the Mexican public procurement framework and notably its two laws: the Law on Acquisitions, Leases and Services of the Public Sector (Ley de adquisiciones, arrendamientos y servicios del sector público, LAASSP) and the Law on Public Works and Associated Services (Ley de Obras Publicas y servicios relaciando con la misma, LOPSRM). Increased efficiencies will have to be found within this framework, which delimits IMMS’s scope to use its public procurement strategically.
Figure 1.4. The top five procurement spenders (in Million MXN) of the Mexican federal public administration, 2016
[image: graphic]Note: GACM (Grupo Aeroportuario de la Ciudad de Mexico), ISSSTE (Instituto de Seguridad y Servicios Sociales de los Trabajadores del Estado), CFE (Comision Federal de Electrica), SCT (Secretaria de Comunicaciones y Transportes). 
Source: Calculations based on CompraNet, accessible here:
https://compranetim.funcionpublica.gob.mx/Compranet/AnaliticoDependenciaEntidad.faces;jsessionid=07BC20AFFE8EE908322DD1DFFFF86FFB 

In 2012 the OECD carried out a review of IMSS’s procurement processes and practices, and made several recommendations in crucial dimensions (OECD, 2013[7]). These included the capacity of the procurement workforce, the information technology environment and the management of suppliers.
The review also made recommendations aimed at reducing the risk of disruption in the supply of medicines, which would ultimately affect Mexican citizens. In the years since the review, IMSS has made significant efforts to ensure that drugs are delivered in a timely and efficient manner to patients. In 2017 (up until August) this resulted in an all-time high ratio of 99.2% of medical prescriptions being fulfilled (Figure‎1.5).
Figure 1.5. Number and share of prescriptions satisfied, 2013-2017
[image: graphic]Note: Projection for 2017 based on data from January to August
Source: Information provided by IMSS

All these recommendations were meant to pave the way for better healthcare procurement practices and to support IMSS in achieving transformational reforms. This review assesses progress made, while also identifying additional improvements that will continue to increase the effectiveness of the procurement practices and strategies of Mexico’s largest public buyer.
The review is structured into three main parts which provide a holistic assessment of IMSS’s procurement framework and practices. It first discusses progress made and the impacts stemming from procurement reforms based on previous recommendations (OECD, 2013[7]). It then identifies further opportunities to transform IMSS’s procurement function into a successful strategic governance tool. Finally, it analyses efforts and suggests additional initiatives to put IMSS at the forefront of the Mexican health system.
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Part I. Human and technological capital, enablers of strategic public procurement: Progress made and existing opportunities



Chapter 2. Strengthening the capabilities of IMSS procurement staff 

Building the capability of the procurement workforce will help IMSS achieve its strategic objectives, enabling it to deliver cost-effective services to patients. This chapter explores how, by building on the work already done following the previous review, the implementation of a capability-building strategy can make a tangible difference to the effectiveness of front-line services. By learning from international best practice and implementing an attractive career path for procurement staff, IMSS will be more successful in attracting, retaining, developing and engaging its workforce.


The vision of IMSS is “to be the basic instrument of social security, established as a national public service, for workers and their families” (IMSS, 2016[1]). To achieve this objective, IMSS must provide a diverse range of products and services to support patients, including medical supplies and equipment, medication, and the general goods and services required to operate a large number of medical centres and hospitals. To provide well-performing and cost-effective health services, IMSS must be able to rely on a sound procurement system, which is able to maximise the effectiveness of outsourced or purchased goods and services in order to deliver patient outcomes. However, to deliver on IMSS’s complex and technical procurement needs, and its more strategic objectives (Box ‎2.1), requires a skilled and competent workforce.

The demands on procurement professionals are constantly growing and diversifying, particularly as procurement is increasingly required to play a more strategic role and manage a range of complex issues. This is in addition to, as opposed to instead of, the fundamental procurement skills of developing tender documents, understanding market factors, and overseeing a fair and compliant process.



Box 2.1. The elements of strategic procurement

While efficiency and cost effectiveness are among the primary objectives of public procurement, governments are also increasingly using it to pursue additional secondary policy objectives. These refer to any of a variety of environmental and socio-economic objectives such as green growth, the development of small and medium-sized enterprises (see Chapter Eight), innovation or standards for responsible business conduct achieved through the use of public procurement. Governments increasingly use procurement as a policy lever to support such objectives, in addition to the primary objectives of public procurement: delivering the goods and services necessary to accomplish the government’s mission in a timely, economical and efficient manner.

Green public procurement is defined by the European Commission as “a process whereby public authorities seek to procure goods, services and works with a reduced environmental impact throughout their life cycle when compared to goods, services and works with the same primary function that would otherwise be procured.”

Innovative goods/services are those characterised by a new or significantly improved product or process. For an innovation to be considered as such, it needs to have been implemented, which is interpreted as having been introduced on the market (see Chapter Nine).

Source: (OECD, 2015[2])



The OECD’s experience in its work with many countries has shown that capability is a key pillar of a sound public procurement system (OECD, 2016[3]). An efficient system includes: 


	procurement rules and procedures that are simple and clear, ensuring access to procurement opportunities


	effective institutions to conduct procurement plans and procedures, and conclude, manage and monitor public contracts


	appropriate electronic tools


	suitable human resources, in numbers and skills, to plan and carry out procurement processes


	competent contract management. 




The 2015 OECD Recommendation of the Council on Public Procurement calls upon countries to develop a procurement workforce with the capacity to continually deliver value for money efficiently and effectively (OECD, 2015[4])(Box ‎2.2). 

This chapter looks at what IMSS has done so far to implement the capability-related recommendations made by the previous OECD review and makes suggestions for further steps that could be taken to develop a workforce that is well equipped to achieve IMSS’s goals (OECD, 2013[5]). The chapter outlines a path for developing and implementing a capability strategy that will not only build the skills required to deliver cost-effective and strategic procurement, but also develop a more engaged workforce. 



Box 2.2. The OECD Recommendation on Public Procurement – principle on capacity

IX. RECOMMENDS that Adherents develop a procurement workforce with the capacity to continually deliver value for money efficiently and effectively.

To this end, Adherents should:

i)	Ensure that procurement officials meet high professional standards for knowledge, practical implementation and integrity by providing a dedicated and regularly updated set of tools, for example, sufficient staff in terms of numbers and skills, recognition of public procurement as a specific profession, certification and regular trainings, integrity standards for public procurement officials and the existence of a unit or team analysing public procurement information and monitoring the performance of the public procurement system.

ii)	Provide attractive, competitive and merit-based career options for procurement officials, through the provision of clear means of advancement, protection from political interference in the procurement process and the promotion of national and international good practices in career development to enhance the performance of the procurement workforce.

iii)	Promote collaborative approaches with knowledge centres such as universities, think tanks or policy centres to improve skills and competences of the procurement workforce. The expertise and pedagogical experience of knowledge centres should be enlisted as a valuable means of expanding procurement knowledge and upholding a two-way channel between theory and practice, capable of boosting application of innovation to public procurement systems.

Source: (OECD, 2015[4])




Professionalising the IMSS procurement workforce is worth the investment

To reinforce its organisational structure and address systemic weaknesses, IMSS should consider resuming its efforts to develop a sustained, long-term procurement professionalisation programme

The previous OECD review had recommended that, to enhance the capability of procurement in IMSS, the central procurement unit should engage in strategic workforce planning in a way that addresses gaps and disseminates the institute’s vision to develop a common understanding across its procurement functions (OECD, 2013[5]). 

At the time of the previous review, IMSS had just transitioned from a decentralised to a centre-led model, which allowed the central procurement unit to administer more than half of the total value of all IMSS contracts, as well as establishing procurement policies and procedures for decentralised units (the Highly Specialised Medical Units – Unidades Médicas de Alta Especialidad or UMAEs – and regional offices, known as delegations). The transition was an opportunity to leverage the centre-led model to improve the strategic management of the IMSS workforce so as to increase procurement capability, efficiency and workforce engagement and satisfaction.

Following the OECD review, IMSS initiated a programme of work, “Strengthen the Institutional Vision and Strategically Position the Purchasing Function”, to implement the recommendations. The programme included the development and rollout of a procurement strategy, and a professionalisation and accreditation action plan.

The programme made some progress, delivering several concrete actions. For example, an awareness campaign was launched for staff, entitled “Tú Vales Mil" (“You are worth a thousand”) featuring posters and notices which highlighted the importance of the work of IMSS’s procurement staff. This was reinforced through the delivery of an induction course, attended by 1 800 IMSS procurement staff (around 59% of the 3 030 IMSS staff who carry out purchasing functions nationally). It was run by in-house instructors, who ensured that participants were made aware of the overall IMSS strategic direction and procurement’s supporting role. The programme was estimated to cost MXN 4 million (EUR 193 7001) to implement.

However, before fully implementing the recommendations of the previous review, IMSS undertook an analysis of the anticipated cost of rolling out a broad professionalisation programme. For example, one tranche of the action plan was to “Implement a System of Professionalization and Certification of Purchasing Personnel: Recruitment, Selection, Training, Evaluation of Performance, Promotion”, which was broken into sub-actions and was expected to cost MXN 33.2 million (approximately EUR 1.6 million). This tranche was due to take place between April 2012 and August 2013, and to include the following components:

	working with the Ministry of Public Administration (...
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