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6.1. Historical Facts

Insurance activity has been recorded in Mexico for several hundred years. Some authors claim that long before the arrival of the Spanish army, the existing civilizations developed some practices that might be classified as insurance contracts according to modern definitions. As for the three centuries of the colonial period, insurance mostly appeared in connection to the commercial activities in order to protect the resources invested in the traffic of goods between Mexico (known as the New Spain, at that time), Spain and other colonies. Naturally, in the beginning the insurers were European and their activity was developed according to the Spanish regulation. In the last years of the colonial occupation some local firms were established and they operated under these rules as well. 

It was only after the independence, in 1821, that some form of local general rules were established and applied to the existing companies, both local and from abroad (mainly from the United States and England). During the rest of the XIX century, a first period of severe political instability was followed by a number of governments whose main purpose was to establish the foundations of the new nation. This fact led to continuous modifications and reforms to the prevailing rules, laws and even the Constitution itself. As a consequence, the insurance activity developed at a very slow pace. However, and as a by-product of the successive legal changes, an incipient local insurance regulation was included as part of the commercial laws during the period running from 1860 to 1890 and later in 1892 the first Mexican specific insurance law was approved. Since that time, the principles, structure, rules, and operational procedures of this legal framework have evolved in different ways. In particular, after the revolution war, in 1910, the governments have adopted strategies directed towards the development of the financial sector that differ sometimes on minor technical details but in other cases are based on almost opposite political orientations. In any case, the insurance industry has adapted more rapidly to the circumstances in recent times and has even overreacted to the cycles of the economy. 

A detailed historical account of the early years might be fascinating but is far beyond the scope of this chapter. An interesting reference, where we have found most of the relevant pieces of information is Minzoni (1998) where a lively description of the Mexican insurance industry and its development in the last 200 years is presented. For the purposes of this text we shall concentrate on the XX century with emphasis on the last 25 years were the most relevant changes have occurred.

6.2. General Regulatory Trends

If we refer to the 1892 law as the starting point, we should say that the insurance regulation in Mexico has evolved, more or less continuously, for a period of 120 years up to the latest reform in April 2013. 

In general terms, for almost twenty years (1892- 1910), the intention was to promote the development of the insurance business as well as many other areas of the economy. For this purpose, the 1892 law established an extremely liberal regulation, which allowed the companies to operate with almost complete freedom. Essentially, that law defined the procedures by means of which taxes where applied to the insurance operations. No other distinction was made between insurance companies and other commercial establishments. In particular, insurance companies did not require any approval or authorization to start operations and no special supervision was considered for them apart from the usual inspection for taxing purposes. 

It should be noted that during these period most of the insurance companies were not Mexican and this situation was compatible with the idea of attracting foreign investors not only to the financial sector but also to other fields of the economy. In fact, a reliable insurance industry was supposed to increase the level of confidence required by the investors.

After the revolution, the idea of an economy mostly ruled by the foreign investment was replaced by a nationalistic view. The concept of a mixed economy: an economy based on the activity of three main agents: the state sector, including all the organisms and companies owned by the government, the social sector (all those institutions property of unions or similar organizations) and the private sector (the usual private firms), was coined and different limits to foreign investment were established. 

For example, in many economic areas full foreign property of companies was forbidden and, even more restrictively, when some foreign investors participated as shareholders of a company, they were only allowed to keep up to 49% of the shares in order to maintain the company under national control. 

This practice prevailed for many years and defined a closed economy. As previously mentioned, one of the objectives was to contribute to the development of a strong local industry. It must be recognized, however, that as one of the many consequences of this strategy, competition among the companies was rather limited and very often prices and quality were affected and somehow distorted. In the particular case of the insurance industry, this sector grew substantially; some mutual companies were created as well as some state companies, the later included a company specialized in the life insurance for the government employees and other which offered insurance protection for the agriculture producers. In addition, several private firms appeared as well. 

The new political tendency was reflected in the insurance sector in several ways. In 1910, a new insurance law was approved which dramatically changed the environment for this business. Just to give an idea, let us mention some of the conditions that this law introduced for the first time in Mexico: Insurance business was restricted to those firms specifically constituted for that purpose (either mutual or stock companies); In order to constitute an insurance firm several conditions had to be met, specifically regarding the amount of capital and the ownership of the firm. Once these conditions were satisfied, the government had the right to give or refuse the corresponding authorization. Companies’ operations were also subjected to a number of restrictions, mostly related to the nature and level of reserves as well as to the financial instruments that could be used to invest those resources. 

The basic rationale was that most insurance companies should be Mexican. This meant it had to be owned by the Mexican government, or by Mexicans citizens, or al least, the majority of their stocks should be property of Mexican nationals. 

It must be pointed out that foreign companies were allowed to operate in Mexico and, in fact, until 1938 the majority of the companies had that nature. However, they were considered as a complement of the local industry and, in any case, were subjected to the same or even more restrictive conditions to operate in the country. In addition, and again according to the 1910 law, the reserves were required to be calculated according to technical principles in order to guarantee their sufficiency. Equally important, these very important amounts of money should be invested mostly, in Mexico and between the strongly favored instruments were the government bonds. Moreover, financial statements were required to be public and a procedure was adopted to declare a company insolvent. 

As another major consequence of this law and in order to guarantee its observance, government supervision of the insurance industry was incorporated as part of the regulation and a specific agency (Departamento de Seguros) was created for this purpose.

This trend on the regulation persisted for many years and was reinforced by a variety of additional rules and several reforms to the insurance law (1926, 1935, 1946, 1981 and 1985 are probably the most important). On one hand, an increasing number of technical requirements were introduced in relation to the capital of the companies, the quality and quantity of the reserves and the rules for investment of these reserves. Prices were also subjected to government authorization and there were some attempts to transform the foreign companies into national by forcing the owners to sell, at least, 51% of the corresponding stocks to Mexican investors. These attempts failed but as compensation for the Mexican companies, the regulation became even harder for their foreign counterparts. As an example, the counties, states and the federal government itself were obliged, by law, to become clients of the insurance companies owned by the government in the first place; the second option were those companies owned by Mexicans and only if these were not able to offer an appropriate product, foreign companies had a chance to get the business.

It must be recognized that along with this closed, nationalistic, strategy, the insurance industry was also able to progressively incorporate new technical standards and to develop a variety of products some of which were designed and offered by the government institutions. That is the case, for example, of the Social Security Institute, which developed an enormous pension system including some forms of health, retirement and disability insurances for most of the workers population in the country.

As for the supervising organism it played a double role. On one hand, it was supposed to protect and promote the growth of the Mexican insurance companies but as an element of equilibrium, it also offered advise to the clients (consumers) against undue practices of these highly protected companies.

It is worth mention that the original Departamento de Seguros evolved to become a much more sophisticated agency in 1946 under the name of Comisión Nacional de Seguros, an organism parallel to that already existing for the banking industry. These two commissions co-existed for 24 years, up to 1970, where the later absorbed the complete supervision function thus leading to the Comisión Nacional Bancaria y de Seguros.

As it has been already mentioned, the development strategy for the insurance industry (protective, almost completely closed) was not particular for this sector. The same treatment, with minor changes, was applied to most economic fields. This measures together with the international environment lead to a period of growth and a certain degree of prosperity although severe problems regarding income distribution were only waiting an opportunity to emerge.

The period known as desarrollo estabilizador (stable economic development), which started in the forties, reach its end in 1976 with a major devaluation of the local currency, which was followed by several years of recursive financial crises, economic instability and a continuous process of impoverishment of large segments of the population. The insurance industry not only survived these crises but, in a sense, it took advantage of its privileged position as a protected investor of an enormous amount of resources. Nobody could say that those were the best times for the insurance business in Mexico but they were certainly far from being the worst.

During the first part of these very difficult years, the nationalistic paradigm not only survived but also produced some extreme decisions. For example, in the 1981 law the scheme of authorization for the insurance companies was replaced by the concept of concesión implying, in a sense, that the insurance activity was considered as a public service to be provided by the government through the companies. The only exceptions were the mutual companies. Naturally, foreign companies disappeared. One consequence of this change was an over-regulation of the administration issues of the companies and a complete control of prices. In fact the prices were not only fixed but equal the same as the commissions paid to the intermediaries. Other, more radical action was that of transforming all the existing banks in state owned institutions in 1982. At that point of time, for most practical purposes, the government managed the financial sector as a whole either directly or indirectly. 

Only after these extreme events, a number of important decisions were made towards building a new structure for the Mexican economy. The basic change was to abandon the closed economy paradigm in favor of a widely open one, integrated to the most important regional markets. The process has been gradual and has also faced some severe difficulties. It has not finished yet, even though the start might be identified with the initiative to join the GATT (General Agreement on Tariffs and Trade) in the middle of the eighties. 

In any case, however, the crucial and definite step was the creation of the NAFTA (North America Free Trade Agreement), a treaty with Canada and the U.S. This treaty was elaborated, discussed and revised for several years and finally began operation in 1994. As a consequence, a program of massive legal changes was established to take place over a period of 15 years. 

One of the first sectors to be re-converted to private hands was the financial industry. In fact, its transformation began before the NAFTA and most of the important decisions were implemented more rapidly that in many other sectors.

6.3. The Recent Years

From the structural viewpoint the regulation for the insurance industry experienced a very important major change with the reform to the law in 1990. Firstly, the concesión regime was reverted to the former scheme of authorization. In addition, a wide deregulation process was started. Following the international trend, emphasis was moved from administrative restrictions to technical requirements and these began to be treated in an integrated way and as intermediate steps to the main goal of having highly efficient solvent companies. Moreover, a specific body was created to supervise both the insurance and securities companies.

The decade (1990-2000) has been full of initiatives that have transformed the insurance industry in Mexico. According to Aguilera (2000) the most outstanding elements of this transformation are the following:

1990 – Administrative Deregulation. This was the first step towards the design of an open market in the context of an increasing economic globalization. The basic elements were:
· The concesión regime was eliminated and the scheme of authorization was adopted again.

· Foreign investment was allowed in local insurance companies with certain restrictions (the company should be under the control of the Mexican stock holders).  

· The investment rules for the reserves were modified to contribute to the development of the local financial markets and to make this resources accessible to other, productive, sectors of the economy.   

· Prices (premiums) control was abandoned as well as the control of the commissions paid to the intermediaries.

· Solvency was adopted as the key short-term objective of the supervision. Long-term objectives included companies stability and protection to the public.

· A new supervising agency, Comisión Nacional de Seguros y Fianzas was created to operate and continuously review and update the regulation.   

1993.1 – Solvency regulation. A set of actions was taken in order to promote the strengthening of the insurance industry, specifically in terms of technical standards and competition. The most important elements were:

· The compulsory investment regime for the reserves was eliminated.

· The companies were allowed, in order to obtain additional resources, to issue subsidiary bonds, which might be converted into capital.

· New rules were established for the minimum accepted level of capital, according to each branch and operation.

· Insurance companies were allowed to offer other financial services. In particular, they were allowed to act as fiduciary when the corresponding funds are directly related to the insurance business.

· New mechanisms were introduced to improve the role of the CNSF as an arbiter and conciliation court between the insurance companies and their clients.

1993.2 – Market liberalization.  The NAFTA agreement started in 1994 and to that purpose, a number of actions were taken in advance, on order to facilitate the integration of the Mexican insurance industry to the new North American market. The most important actions were:

· Foreign insurance firms were allowed to operate in Mexico. They could participate via joint venture projects with Mexican companies or through their own subsidiary offices.  

· A schedule was established for the gradual but complete opening of the Mexican insurance market.

· An additional regulation was issued to restrict those insurance businesses that use to take place over the Mexico – U.S. border.

1996 – A new Pensions scheme. In 1995, the Social Security law was reformed in order to increase both the quality and quantity of the benefits offered, through the public pension plans, to all the registered workers over the country. In addition, the initiative was intended to promote the development of the national saving system. This reform had great impact on the insurance and its regulation:

· A completely new market was open allowing the insurance companies to offer pensions plans to the workers who, before that reform, only had the chance to obtain this benefit from the Instituto Mexicano del Seguro Social government agency. The potential size of this market was estimated over 1.3 billion dollars (premium per year). 

· A period of five years was established for those companies that decided to offer pension plans to constitute independent, specialized companies for this purpose.

· A complete set of rules, compatible with the already existing for the other insurance business, was issued for the new, private, pensions system.

1997 – Modernization of the supervision system. A further step towards modernization was implemented. This initiative included a more profound administrative deregulation, a new set of rules with solvency as the central issue and several changes to the supervision’s legal framework.   
· A new regulation was developed for reinsurance. Under these new rules international ratings were required for the potential reinsurance firms and these ratings were taken into account for solvency evaluation purposes.

· The specific branches of health, medical expenses and personal accidents were included under the generic operation of accidents and diseases.

· Based on the general idea of solvency, and the specific concept of solvency margin, a generic procedure for calculating the capital required to face adverse movements on investments, failures of the reinsurance companies or even deficiencies of the reserves, was adopted.

1999, 2000 – Health insurance. For a number of years, private health services, similar to those of health insurance, were offered by different non insurance firms (private hospitals, most of them). The lack of a specific regulation led to a situation where disorder prevailed. The main purpose of this reform was to incorporate this activity to the insurance sector with an appropriate regulation.

· These private health services were considered as an active insurance operation no matter if company provides the services with resources of its own or through a third party.

· Health insurances can only be offered by specialized insurance companies. The authorized companies of this kind (ISES) constitute a new market within the insurance industry.

· The operation rules issued by the government for these companies recognize their mixed nature (health companies and insurance firms). Consequently, there is a regulation for the financial aspects of their operation and a separate regulation is in force for the medical issues.

· As for the authorization, this is provided by the CNSF but an opinion of a medical expert, certified by the Secretaría de Salud (Public Health Ministry) is required. Regarding operation, it must include an external medical supervisor.

· Based on the general idea of solvency, and the specific concept of solvency margin, a generic procedure for calculating the capital required to face adverse movements on investments, failures of the reinsurance companies or even deficiencies of the reserves, was adopted.

2002 – Legal reform to the supervision framework. A further step towards modernization was implemented. This initiative included a more profound administrative deregulation, a new set of rules with solvency as the central issue and several changes to the supervision’s legal framework.   
· A new regulation was developed for reinsurance. Under these new rules international ratings were required for the potential reinsurance firms and these ratings were taken into account for solvency evaluation purposes.

· The specific branches of health, medical expenses and personal accidents were included under the generic operation of accidents and diseases.

· Based on the general idea of solvency, and the specific concept of solvency margin, a generic procedure for calculating the capital required to face. 

6.4. The impact of the changes.

As we have seen, insurance regulation in Mexico has experienced many important changes over the past few years. The key forces driving this transformation have been, on one side, the idea of a modern insurance industry in the country not only able to offer protection to wide sectors of the population but also to provide more resources and possibilities to the financial system. In addition, these changes are intended to prepare this area of business for the integration process into the NAFTA.

The final effect of the transformation will become apparent only after several decades. However, there are some aspects, which already reveal the general trend of that effect. As an example, Figure 1 shows the number of insurance companies operating in Mexico during the period 1970 – 2012. In the 80’s the number of companies decreased, slowly but consistently. In the last twenty years the trend has changed dramatically. The number has grown very rapidly.
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Figure1. Insurance Companies in Mexico 1955 – 2012. 

(Source: CNSF.)

Premiums can be analyzed in many ways. One possibility is to calculate the penetration ratio defined as the ratio premiums over gross national product. Figure 2 exhibits the corresponding information. There, we can see that after some years of stability with figures slightly lower that 1%, in the second half of the eighties a positive trend starts which basically continues during the nineties with a more noticeable volatility. 

[image: image2.png]2.10%

Premium/GDP

1.90%

M\ 20

12,1.90%

1.70%

1.50%

1.30%

N

N

/\

\Va

1.10%

WA VA WAV

0.90% \j

0.70%

\ 4

1945

1955

1975 1985
Year

1995

2005

2015





Figure 2. Premiums versus GDP in Mexico 1946 - 2012. 

(Source: CNSF.)

This behavior is consistent with that observed in Figure 3 for the series of premiums in constant terms. In that graphic we van observe that in the nineties the premiums grow more rapidly although the 1994 crisis interrupts the process which is restarted in 1997. In a similar fashion, Figure 4 shows the growth rate for premiums. There we observe that despite the fact of the negative years 1995 and 1996, the positive values during the nineties are, in general terms, larger than those in the eighties. In the same direction, Figure 5 displays the amount of reserves in the Mexican insurance system for the period 1972 – 1998. Again, a change in the trend is rather obvious. After the stability in the eighties, since 1991 to now the amount of reserves grows very rapidly.
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Figure 3. Direct premiums in Mexico 1970-2012.
(Source: CNSF.)
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Figure 4. Growth rate for premiums in Mexico 1970 – 2012.
(Source: CNSF.)
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Figure 5. Reserves in Mexico 1972 – 2012. 

(Source: CNSF.)

On the other hand, related to the process of integration into the NAFTA agreement, Table 1 displays the number of subsidiaries operating in Mexico. The figures are increasing as well as the total number of companies. However, the percentages reveal that the integration process is taking place. In fact, the relative importance of the subsidiaries in the Mexican market in 2011 is four times that of 1995. As a complement, it is worth noticing that these might be considered as conservative numbers since there are other firms, which are not subsidiaries, where foreign companies act as shareholders. 

	Year
	Subsidiaries
	Total
	Percentage

	1995
	13
	56
	23,20%

	1996
	18
	61
	29,50%

	1997
	23
	70
	32,90%

	1998
	26
	68
	38,20%

	1999
	28
	68
	41,10%

	2000
	29
	70
	41,40%

	2001
	31
	72
	43,00%

	2002
	36
	75
	48,00%

	2003
	35
	85
	41,00%

	2004
	38
	87
	43,60%

	2005
	39
	86
	45,30%

	2006
	44
	89
	49,40%

	2007
	46
	90
	51,10%

	2008
	51
	98
	52,04%

	2009
	49
	98
	50,00%

	2010
	51
	96
	53,13%

	2011
	50
	102
	49,02%


Table 1. Subsidiaries in Mexico 1995 – 2011.
(Source: CNSF.)

As a brief summary, it might be said that the changes in the insurance regulation in Mexico, especially during the last years, have been oriented towards removing many of the barriers that made the expansion of the industry rather difficult in the past. New markets have been created and an attractive environment has been generated for the participation of foreign firms. In addition, the principles, criteria and procedures for the supervision have been revised and now they are comparable to those applied in most developed economies. In particular, the emphasis is now on solvency and former restrictions on the investment regime and market practices have been replaced by supervision rules derived from the modern risk management ideas. 

6.5. The Future

The transformation process experienced by the Mexican insurance regulation has not finished. In April 2013, the Congress approved a new reform to the Insurance Law. 

CNSF has declared that the general objectives of this reform: 

1. Promote a sound development of the insurance industry.

2. Harmonization with the regulatory framework applicable to the rest of the Mexican financial sector.

3. Advance towards a greater level of international standards' compliance regarding insurance regulation and supervision.

The first issue has been a constant through the entire process. The other two constitute, in a sense, a more detailed description of what can be understood as modernization. Now, it is possible to say that there are two lines along which updating of insurance regulation should take place. 

On one hand, insurance regulation must be consistently integrated as part of the general financial regulation in Mexico. In addition, and probably more important, the goal is to produce a regulation meeting the international standards. This second point has, by far, a potentially greater impact since those international standards are proposed and continuously reviewed by a number of organizations that take into account the most recent advances on the subject which arise, from the experience and research in the developed countries. As a consequence, this is a continuous, never-ending, process whose ultimate objective is the regulatory convergence with the most important economies. 

In fact, this reform already includes some ideas very recently discussed in the international level. Specific reference can be made to the idea of moving from an essentially restrictive directive-based regulation to a more flexible solvency-based regulation and finally, to a more open pro-competitive regulation which incorporates important elements of auto regulation.

According to the CNSF the most outstanding elements of this latest reform are the following:

Access to alternative capital sources. In order to provide financial support to the companies, the basic elements are
· Extension of the available scope for the corporate debt issuing.

· Broadening the possibilities to access financial reinsurance as a way to support risk diversification.

Promote product innovation. In order to encourage innovation and competition in this market the reform includes

· A process that facilitates and accelerates insurance products' filing.
Operation processes via electronic communications. Following the line of modernization, new technologies are incorporated to both, business and supervision.

· The required legal framework to allow electronic insurance transactions was developed.

· Insurance companies will be able to send information, for supervisory purposes, via Internet or any equivalent technology. 
New activity areas and business opportunities. The reform allows insurance companies to develop other activities as a way to support expansion of the industry.

· Authorization is granted to insurance companies in order to allow inclusion of activities related with the distribution of mutual investment funds.

Licensing and change in control. New rules for licensing have been adopted.

· The guidelines that rule the licensing requirements and shareholders' change of control were standardized.

· Specialization of Life and Non-life insurance companies for new licenses is established.

· Investors are authorized to participate on the ownership of two or more insurance companies, even if they have a similar operation or same line of business. 

Technical reserves and solvency margin.  Several modifications to process of valuation are introduced.

· The actuarial concept of sufficiency is included in the process of reserves' valuation.

· Actuaries must fulfill new requirements in order to file insurance products, carry out reserve valuations and perform actuarial auditing.

· Prevision reserves are eliminated. The events originally protected by these reserves must be covered with equity resources.

· The solvency margin regime is modified in order to include an incentive for diversification of reinsurance sources.

· The solvency margin regime includes a prospective monitoring analysis allowing the identification of problems in advance.

Inspection and surveillance. Additional, more flexible, elements are incorporated to the set of tools that the supervisory agency has to play its role.

· The CNSF is provided with new capabilities for adopting control measures in case of potentially difficult financial situations caused by shortages in regulatory parameters (reserves and capital).

· Professional license requirements and certification is established for actuaries involved in insurance product development and reserves valuation as well as for accountants who subscribe financial statements of an insurance company.

· The CNSF is provided with capabilities for supervising companies that offer outsourcing services to supervised companies.

· Auditors and other independent professional can be hired by the CNSF as auxiliary staff for inspection activities.

· New procedures are established in relation to the regularization plans to be submitted by companies with problems.

Foreign Subsidiaries. Several rules applying for subsidiaries are homologated to those for regular companies. 

· The restriction to establish subsidiaries or branch offices outside the country was eliminated for subsidiaries already in Mexico.

· There is no restriction on the number of subsidiaries that might be established, even in the same line of business.

· Requirements for shareholders' changes of control, management board and CEO are now consistent with those for a regular insurance company.

Corporate governance.  Following the international trend towards promoting a more active auto regulation scheme, several rules are established in relation to the Board of Directors' structure and functions.

· The Board of Directors must establish policies, strategic objectives and norms regarding corporate governance as well as guidelines that prevent potential conflict of interests.

· At least 25% of the Board's members must be independent.

· Board's sessions must be held only if, at least, 51% of its members are present and, at least, one of then is an independent member.

· The regulation defines the operations that must be authorized, with the vote in favor of the majority of the member of the Board.

· A new set of standards is established for the companies to perform fit & proper test regarding its Board members and executives.

· The Compliance Officer, appointed by the Board, is established as a corporative mechanism to monitor the compliance of the regulation, both internal and external.

Self-correction programs. As part of the auto regulation process, a new tool is introduced.

· The Companies might develop self-correction programs to mitigate irregularities detected by them.

· The self-correction programs must be presented by the Compliance Officer and have to be informed to the Board.

External auditors. Specific details concerning the role of external auditors are established.

· A set of rules is defined in order to guarantee a suitable switching of both, financial and actuarial external auditors.

· A disclosure policy is established regarding the information related to the auditor’s reports and services as well as any professional or business relation that companies maintain with the auditors.

Mexican Congress has enacted a new Insurance and Surety Institutions Law (Ley de Instutuciones de Seguros y Fianzas) (the “LISF). The new statute promises to connect the legal principles laid out in the law with the detailed regulations but with a greater degree of flexibility. 
The General Law of Insurance Institutions and Mutual Companies (Ley General de Instituciones y Sociedades Mutualistas de Seguros) (the “Insurance Institutions Law”) was enacted in 1935. It has been subjected to amendments to adapt to the changing realities of the insurance industry in Mexico. Insurance statutes have traditionally lagged behind industry developments. But, the regulations issued by the Ministry of Finance and Public Credit (SHCP) and the National Insurance and Surety Commission (CNSF) have tried up with modern regulatory trends.  To do that, 36 amendments have been made to the Insurance Institutions Law.  Some amendments have been minor or have modified specific features of the statute. Others have been more far-reaching, such as the NAFTA amendments that allowed majority participation of non-Mexican investment in Mexican insurance companies or the 1999 amendments to introduce the consumer protection framework for the insured. The Insurance Contract Law (Ley Sobre el Contrato de Seguro) also dates back to 1935. The Federal Law of Surety Institutions (Ley Federal de Instituciones de Fianzas) (the “Surety Institutions Law”) was enacted in 1950. It has been subjected to over 30 amendments.

The new regulation LISF rewrites the entire framework. In the old law, the same aspect of insurance was regulated under disparate articles strewn all over. Now they are consolidated. For example, under the LGISMS, insurance agents were regulated in Articles 23-24 and again in Articles 40-42. Under the LISF, they are all consolidated in one single chapter under Articles 95 through 105. This consolidation reduces the confusion that arose often in regulation of the agents. The expansion of regulation led to a numbering system of articles in a way that defied consolidation. For example, the insurance company board of director structure was regulated by paragraph VII of Article 29 which breaks up into VII-Bis, VII Bis-1, VII Bis-2, VII Bis-3 and VII-Bis-4. Under the LISF, they are all consolidated in Article 248. Surety business has always been treated as “separate but equal” principle in Mexico. Now, they have been brought under the same roof of the LISF. 
Specifically, the Mexican regulator has taken the so-called Solvency II approach. It aims to implement mechanisms similar to those that will be applicable in the European Union (Directive 2009/138/EC of the European Parliament and Council). There are three broad components of Solvency II: (1) Measures of assets, liabilities and capital (quantitative requirements), (2) Supervision (qualitative requirements) and (3) Disclosure, transparency and market volatility requirements. These components are known as the Three Pillars system.
Some key issues of the process are solvency analysis, risk management, modernization and auto regulation. It should be recognized that the modernization effort does not only includes changes in management aspects, technical procedures and operation practices of the companies but also a revision of the principles, criteria and techniques for the supervision. In particular the CNSF has adopted new information technologies to fulfill its duties. For example, all regulatory requirements by insurance companies on a quarterly basis and on an annual basis have to be submitted online in electronic format. This process speeds up analysis of the data that makes early warning and other interventions on a real time basis.
The Mexican insurance regulation might be dramatically transformed once the LISF is implemented. It has become a continuous evolution process. The regulatory process follows international trends. It has a clear long-run objective of attaining convergence of the Mexican insurance industry with the standards, technical, financial and regulatory of the developed economies. To fulfill this goal, the local regulation is adopting directives proposed by international organisms such as the International Association of Insurance Supervisors (IAIS) and the Organization for Economic Cooperation and Development (OECD) among others. It is now expected that the implementation of Solvency II in Europe will start only in 2016. If so, Mexico might become the first country in the world to implement it in 2015.
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