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Purpose

Th e objectives of a legislative advisory service are 
(1) to promote policies favoring private enterprise and a 
market economy; and (2) to strengthen the capacity of 
the national legislature to make informed decisions.

A legislative advisory service analyzes proposed 
legislation and provides simple cost/benefi t assessments 
of its impact. Th is service provides a mechanism for 
private sector organizations to express their views on 
economic issues and take part in national economic 
policymaking. It also informs and educates the public 
through the media about economic measures being 
considered by its government.

Background 

In many countries, a serious lack of information 
and technical resources available to the congress or 
parliament undermines democratic governance. In 
some cases, the executive branch monopolizes economic 
decision making, as legislators are ill-equipped to 
debate economic issues or challenge provisions of bills 
submitted by the executive branch. In the absence of 
input from the private sector, it may be impossible for 
legislators to make informed decisions on economic 
policy.

To address this lack of information resources, the 
concept of a legislative advisory program was initiated 
in 1986 by the Center for Economic Orientation 
(COE), a CIPE partner in the Dominican Republic. 
Th e Dominican Congress did not possess the staff , 
structure, and agencies to function independently of 
other branches of the Dominican government. COE 
showed Congress how to analyze and question the 
government’s budget and policies instead of rubber-
stamping its approval.

Following the success of this fi rst advisory project, 
twelve other think tanks throughout Latin America and 
the Caribbean developed their own legislative advisory 
programs in partnership with CIPE. Similar projects 
have been developed in Central and Eastern Europe, 
Sri Lanka, and Ghana. Although the implementation 

of a legislative advisory service is often customized to 
suit a country’s needs, a common feature of all the 
programs is the economic analysis of draft bills which 
are debated in congress or parliament.

Before You Begin

Before beginning to produce legislative advisories, 
one should analyze the existing policymaking process 
and political environment. Th e quality of policy 
outcomes depends largely on the process by which 
policy is formulated and implemented. Consider the 
following questions:

What are the roles and powers of the executive, • 
legislative, and judicial authorities? What are 
the functions of public agencies and local 
governments?
Who participates in policy-making? What are • 
their incentives and preferences? Do they have a 
short-term or long-term perspective? How do civil 
society actors participate?
What information is available to policymakers • 
and the public?
What are the relevant institutions for policy • 
formulation and implementation?

After analyzing the existing situation, consider how 
an improved, more democratic policy process would 
look. Perhaps there would be more public debate and 
better informed decisions. Th e following are some 
characteristics of a good policy system:

Stability and predictability • – policies are 
understood and permit individuals to plan ahead.
Adaptability•  – policies respond to changing 
situations and development priorities.
Coherence•  – policies are coordinated across 
diff erent sectors and ministries.
Orientation to the public interest•  – policies serve 
the public, not narrow interests.
Effi  ciency•  – policy benefi ts outweigh costs.
Visibility and transparency•  – it is possible 
to monitor the creation, implementation, 
enforcement, and eff ects of policies.



Center for International Private Enterprise Legislative Advisory Services

– 2 – 

Steps in a Legislative Advisory Service

Legislative advisory services are typically operated 
by independent economic think tanks, research 
institutes, or business federations. Sometimes the 
services are managed by advisory boards comprising 
representatives from diff erent sectors of the economy.

Each service is tailored to the country’s legislative 
context, following this basic model:

Select a draft bill of national economic 1. 
importance that is currently under congressional 
consideration. Th is will position advocacy eff orts 
at the center of public debate. Avoid issues that 
narrowly concern one sector and concentrate 
instead on issues that aff ect the economy 
widely, such as issues aff ecting competition and 
property rights. It is occasionally necessary to 
mix responsiveness to current draft bills with a 
proactive role in putting neglected issues on the 
national agenda.

Th e process of selecting issues for analysis 
should engage business leaders, legislators, and 
other prominent people within a non-partisan 
framework. Sometimes legislators themselves 
may invite an institute to analyze bills they have 
sponsored. Th ese issues should only be considered 
if the legislators agree to full transparency and 
public dissemination of the analysis.

Analyze the contents of the bill to determine its 2. 
economic impact. Economic analysis should be 
topical, locally specifi c, and focused, not broad 
theoretical or legal research. It should be performed 
by credible economists and cover both the benefi ts 
and costs of proposed legislation.

Prepare a brief, readable report containing the 3. 
problems, fi ndings, and recommended actions 
concerning the issue. All economic terms must be 
clearly and consistently defi ned. Clearly identify 
the bill under consideration,  include the legislative 
history, and list the pros and cons of enactment.

Results from Legislative
Advisory Services

CIPE’s partners have influenced 
legislative reforms of prime importance to 
the development of the private sector, free 
markets, and democratic governance.

 
Center for Economic Orientation
(COE), Dominican Republic

Congress learned from COE how 
to effectively analyze and question the 
government’s annual budget rather than 
simply rubber-stamping the document. 
During congressional consideration of the 
1991 budget, COE determined that the 
executive branch’s estimates were completely 
distorted. For the first time, Congress did not 
approve the budget as originally presented. 
COE was also able to positively influence free 
trade zone legislation.

Center for the Implementation of Public 
Policies Promoting Equity and Growth 
(CIPPEC), Argentina

CIPPEC established the first legislative 
caucus in Argentina oriented to gathering 
support for a policy initiative – the reform of 
Argentina’s fiscal and tax laws. Around 30 
reform-oriented legislators from different 
parties have actively participated in the 
fiscal caucus. Several CIPPEC-supported 
tax bills were passed, including the Fiscal 
Responsibility Law limiting the growth of 
spending and the levels of debt and deficits 
both nationally and provincially.

Dhaka Chamber of Commerce and Industry 
(DCCI), Bangladesh

DCCI released more than 130 
recommendations that were accepted by the 
Bangladeshi Government. For example, DCCI’s 
economic policy paper on public procurement 
drew attention to delay, corruption, and 
hassles in the procurement process. With 
the passage of the 2005 Procurement Act, 
transparency, efficiency, and accountability 
were injected into public procurement.
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Distribute the report4.  to all members of the 
congress, as well as other key decision-making 
offi  cials and leaders of infl uential institutions. 
Th ese include the executive branch, political 
party leaders outside the legislature, the media, 
academics, and business leaders. Establish a clear, 
consistent distribution plan.

Advocate the views presented in the report5.  at press 
conferences, meetings with legislators, roundtable 
seminars, and congressional committee meetings. 
Follow up with periodic meetings.

Work with the media to reach a larger audience. 6. 
Th e media often seek independent, non-
government sources of information and analysis. 
Have the entire report or excerpts reprinted in 
diff erent daily newspapers, journals, and other 
publications. Consider using broadcast media such 
as television.
 

Conditions for Success

A successful legislative advisory program has 
certain key elements:

Th e program is intended for a country where • 
the congress needs strengthening and suff ers in 
particular from a shortage of information.
Th e country’s executive and political leadership • 
must be open to economic reform.
Th e business community must be supportive of • 
economic reform and active in public-private 
dialogue.
Professional economists with a free market • 
perspective and experience in solving local 
problems are essential. Lawyers and political 
experts are valuable, too.
A free press and media outreach can be eff ective • 
in informing the public and building support for 
reform.
A strong think tank, with contacts in the congress • 
and a reputation for credible research, is an ideal 
leader or partner for this program. 

Sources

Mauricio Cárdenas, Fundación para la Educación Superior 
y el Desarrollo, “Reformas Legislativas en Colombia,” 
presentation to CIPE conference on “Th e Return of the Left 
and the Future of Reform in Latin America,” Lima, Peru, 
September 12, 2007.

Robert W. Mashek, “Performance and Prospects for Legislative 
Advisory Programs in Latin America” (CIPE, March 15, 
1993).

Howard A. Wallack, “Legislative Advisory Services Improve 
Decision-Making,” Economic Reform Today (CIPE, Summer 
1991).
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FEDESARROLLO

In late July, the national government, in 
compliance with the annual procedure mandated 
by the Constitution, submitted to Congress for 
its consideration the 2007 draft budget law so 
that it could be debated and made effective prior 
to October 20. Before proceeding to analyze in 
detail a number of the aspects of this draft law, 
and particularly the behavior of the investment 
line item, this edition of Economics and Politics 
highlights the importance of an anti-cyclical fiscal 
policy and describes prior budget behavior in this 
regard.

1. The advantages of an anti-cyclical fiscal 
policy

We speak of an anti-cyclical fiscal policy when 
the government adopts a contractionist posture 
(by decreasing public expenditures) in periods in 
which the economy is on an upward swing and an 
expansionist posture (through increased public 
expenditures) in times of economic slowdown 
or recession. On the other hand, one speaks of a 
pro-cyclical fiscal policy when public expenditures 
move in the same direction as the economic cycle: 
reductions in expenditures during the downward 
phase of the cycle and an increased fiscal impulse 
in the expansive phase. As a rule, it behooves a 
country to have in place an anti-cyclical fiscal policy 
to act as a stabilizing element for the economy.

Anti-cyclical policies reduce income instability, 
as they minimize the volatility of output cycles, 
providing for a stable consumption path over 
time, which in turn leads to increased welfare for 

the general public. In a way, an anti-cyclical fiscal 
policy contains a social component, since as a rule 
it is the poorest segments of the population that 
are most affected by economic crises. Colombia 
learned this lesson during the recent severe 
economic crisis at the end of the last century, 
when unemployment reached a level of 20% and 
poverty increased by almost ten percentage points 
(from 51.5% in 1998 to 59.8% in 2000).1

In addition, the effects of a pro-cyclical fiscal 
policy are deleterious to the positive performance 
of fundamental economic variables. An increase 
in expenditures during boom times can cause 
the economy to overheat, which in turn leads to 
inflationary pressures, increased interest rates 
and higher levels of indebtedness, in those 
cases where income is insufficient to cover 
public expenditures. In short, by reinforcing the 
expansionist tendency, fiscal policy becomes an 
additional source of uncertainty and volatility.

Economic literature shows that very few Latin 
American countries have managed to successfully 
adopt an anti-cyclical fiscal posture, and this 
failure may have generated negative impacts on 
regional growth. The difficulty lies in the fact that, 
during hard times, the availability of financing 
decreases while its cost increases, thus making it 
more difficult to secure external resources. As a 
result, the government’s only available option is 
to make adjustments to its expenditures.

2007 DRAFT BUDGET:
EXPANSION IN BOOM TIMES?

1 Based on data from the National Planning Department.
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2. The pro-cyclical nature of the budget and 
other budget problems in Colombia

As has been shown by numerous studies, 
Colombia’s anti-cyclical management of its 
fiscal policy was an essential instrument for 
achieving macroeconomic stability in the period 
between 1950 and 1990. However, a recent study 
conducted by FEDESARROLLO2 shows that, for the 
period 1970-2005, political policy has exhibited a 
pro-cyclical behavior.

As can be seen in Graph 1, with very few 
exceptions fiscal policy has been pro-cyclical, i.e., 
the opposite of what is desired. In those years in 
which both the economic cycle and output are 
performing above their potential, fiscal impulse, 
or discretionary fiscal policy,3 is positive (upper 
right-hand quadrant). However, in those years in 
which they are performing below their potential, 
impulse is negative (lower left-hand quadrant). 
Of note is the fact that in 1999, when real GDP 
decreased by 4.2%, fiscal impulse was positive, 
which without a doubt helped alleviate the effects 
of the crisis. 

One of the reasons behind the relative inability 
of the budget to adapt to the economic cycle 
and generate an anti-cyclical fiscal policy are the 
numerous budgetary inflexibilities. Every year, 
prior to beginning the process of planning for 

and preparing the budget, the executive branch 
faces a series of provisions, some set forth in 
the 1991 Constitution and others contained in 
laws approved subsequently,4 that predetermine 
a significant percentage of public expenditures. 
According to data from the International 
Monetary Fund, in 2003 some 81% of Colombia’s 
expenditures were already predetermined, the 
highest level of any country in the region. The 
Ministry of Finance assures us that for that same 
year, such inflexibilities determined 94% of the 
central government budget and were concentrated 
primarily in the operations and debt line items.

A second source of budgetary inflexibility, distinct 
from income earmarked for specific purposes 
and predetermined expenditures, are future 
fiscal periods (vigencias). As explained in the July 
issue of Economics and Politics (No. 18, Reform 
Agenda for 2006-2010), future fiscal periods are 
the mechanism used by the executive branch to 
commit to making medium-term expenditures 
(using resources from future fiscal years). They 
are often used in major investment projects, 
for example, infrastructure projects. For 2005, 
somewhat more than 50% of the investment 
budget was committed on the basis of future 
resources from future fiscal periods approved in 
prior years.

Another major problem affecting the budgetary 
process is the cost of securing congressional 
approval for additions to the budget. As can 
be seen in Graph 2, the increase in the total 
amount of the budget after additions and other 
modifications controlled by the executive branch 
(deferrals, reductions and transfers) averaged 
2.2% of GDP per year for the 1970-2005 period. 
The figure for 1992 reflects the energy crisis 
affecting the country at that time, the solution 
for which required a significant investment in 
infrastructure.

This phenomenon highlights the need for proper 
planning of income and expenditures by all 
government agencies, in order to eliminate the 
need to resort to this procedure. In this regard, 
the government, through the Ministry of Finance, 
has implemented a series of programs so that, 
once the fiscal year has begun, there will be no 
need for resources in excess of those set forth in 
the annual budget law. A good example of such a 
program is the introduction into fiscal legislation 

2 Based on a recent study by FEDESARROLLO: Cárdenas, 
Mauricio, Carolina Mejía and Mauricio Olivera (2006), “La 
economía política del proceso presupuestal en Colombia.” 
Working Paper No. 31.

3 Which is defined as the cyclical component of the primary 
balance.
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Graph 1
FISCAL IMPULSE AND GDP GAP

Source: Cárdenas, Mejía and Olivera (2006)

4 Such as, for example, Law 60 of 1993 and Law 141 of 1995 
(the Royalty Law), to mention two.
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of the Framework for Medium-Term Expenditures 
(Marco de Gasto de Mediano Plazo), an initiative 
that requires all sector agencies to project, on an 
annual basis, their income and expenditures for 
the ensuing four-year period.

3. The 2007 draft budget law

In view of the characteristics and drawbacks of 
Colombia’s budgetary process, it would appear to 
be wise to conduct a detailed analysis of the 2007 
draft budget law, which was submitted by the 
government last July and is only now beginning 
to generate reactions among analysts and the 
media.

The government has submitted its draft budget as 
a means for “consolidating trust,” and the figures 
show that, indeed, the first Uribe administration 
has been blessed by positive results in the 
economic arena. Between 2003 and 2005, the 
economy grew at an average annual rate of 4.6%, 
public debt decreased by 11 percentage points of 
the GDP, and inflation went from 7% in 2002 to 
5% in 2005. In addition, data from the National 
Planning Department show that unemployment 
has dropped 3.9 percentage points and poverty 
has been reduced by 7.8 percentage points. 
Moreover, according to Ministry of Finance 
statistics, the consolidated public sector deficit 
went from 3.6% in 2002 to fiscal equilibrium in 
2005.

Indeed, it is precisely because of the positive 
current phase of Colombia’s economy that 
FEDESARROLLO deems adoption of an anti-

cyclical fiscal policy to be essential. There are 
always good reasons for increasing expenditures, 
but the marginal benefit of public expenditure is 
greater in times of difficulty, when unemployment 
is on the rise, individual income is decreasing 
and private investments are at a standstill. This 
was not, however, the criterion on the basis of 
which the 2007 draft budget was planned and 
prepared.

According to the draft law, the country’s general 
budget (which includes the budget for the national 
central government and non-autonomous public 
agencies) totals 117.6 billion pesos, representing 
a nominal increase of 11.3% (a real increase of 
almost 7% if the current goal for inflation for this 
year is met), as shown in Table 1.

According to ministry estimates, this budget is 
consistent with a consolidated public sector deficit 
of 1.7% of GDP, and a national central government 
deficit of 5% for the year 2007, a figure which is, 
quite obviously, high when compared to regional 
standards and reflects no success whatsoever in 
reducing existing imbalances, despite the positive 
situation of the economic cycle. Some analysts 
have stressed that the national central government 
deficit for 2007 should be lower than the figure 
projected for this year, since 2007 will not include 
the extraordinary expenditure – equal to 0.5% of 
GDP – to pay off a debt owed to the Pension Fund 
for Regional Entities (Fondo de Pensiones de las 
Entidades Territoriales – FONPET), nor decreases 
in debt service equal to almost 0.6% of GDP.

Operating expenditures are growing at a rate 
of 10%, more than twice the projected level of 
inflation, although they remain at 3.4% of GDP. 
According to the government, this increase is 
explained by the inclusion of compensation to 
the SISBEN 1 and 2 population groups as a result 
of the increase in the VAT provided for in the 
tax reform process, an amount estimated at 1.2 
billion pesos (almost 0.4% of GDP). Nevertheless, 
the most recent statements made by the ruling 
party’s legislative caucus5 and backed by the 
Ministry of Finance point out that the tax reform 
process will call for the exemption from this tax for 
the principal component products (approximately 
37) included in the national basic food basket, 
as a result of which such compensation loses all 
significance. Thus, the total amount of the budget, 
and more specifically the line item for operating 

5 See article in El Tiempo, “37 productos sin IVA, pero quitan 
cheque del SISBEN,” Saturday, September 9, 2006.
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expenses, should show a reduction of 1.2 billion 
pesos. Under no circumstance should these 
resources be allowed to remain in the budget for 
subsequent distribution to other line items.

In reality, the most salient and polemical aspect of 
the 2007 budget is the investment line item, which 
reflects an exaggerated rate of increase of 41%. 
For the first time in history, this line item includes 
a fuel subsidy – bearing no apparent relationship 
whatsoever to the traditional definition of 
investment – totaling 2.9 billion pesos. Although 
the desirability and priority of fuel subsidies is a 
subject deserving of a more in-depth discussion, 
what stands out is the existence of a subsidy equal 
to almost 1% of the GDP that benefits primarily 
the upper and upper-middle classes. Would it not 
be better to reduce the fiscal deficit by the same 
amount, or use these resources for activities that 
would generate a greater social benefit?

Excluding the fuel subsidies, the increase in the 
investment line item of the budget proposed 
for the national central government, which is 
responsible for most investments made, totals 
25.2%. Although the benefits of investment are 
not unknown, this increase is clearly excessive, 
given the country’s current economic situation. 
In addition, a number of concerns arise when the 
remaining 13.4 billion pesos (16.3 billion minus 
the fuel subsidies totaling 2.9 billion) pertaining 
to the national central government budget – an 
amount referred to as the “other investments” – 
are disaggregated.

As can be seen in Table 2, from this discretionary 
portion of the budget two new items stand out: 
Agro Ingreso Seguro (Agriculture: Guaranteed 

Income, or AIS) and Banca de Oportunidades. The 
former is a program focusing on specific groups 
in the agro-livestock sector and endowed with 
an annual expenditure of 400 billion pesos for 
the next ten years, designed to provide direct 
compensation for the possible effects of the United 
States free trade agreement. This is a large-scale 
project, almost 0.13% of GDP, whose resources 
could have been better used in other major 
public initiatives for developing Colombia’s agro-
livestock sector, for example, improved irrigation 
districts, technology, technical assistance, etc.

Another issue to be taken into account with 
regard to the AIS program is that the treaty will 
most likely not become effective for another year, 
thus casting doubt on the rationale for providing 
compensation in 2007. To be sure, this is a 
program that can easily be captured by the special 
interests of certain sectors.

The second initiative, Banca de Oportunidades, 
with a total budget amount of 120 billion pesos, 
seeks to increase access to bank credit by small- 
and medium-sized enterprises. It is the opinion 
of FEDESARROLLO that the use of these resources 
requires further debate. Missing is a clear vision 
of the strategy for ensuring the bankability of 
program credit subjects and, in particular, of the 
use of public resources for this purpose. 
 
Among the programs included in “other 
investments” that reflect significant growth, 
the following stand out: the prisons program 
(Ministries of the Interior and Justice), whose 
budget increased 418% from 2006; the Pension 
Solidarity Fund (Social Protection), with an 
increase of 259%; Families in Action (Social Action 

National General Budget
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