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Executive Summary

Congress is now considering new regulations
on campaign finance. Although their goal of pre-
venting corruption or its appearance is impor -
tant, those restrictions may reduce the competi-
tiveness of elections.

Many states have enacted regulations on cam+
paign finance, including limits on how much can
be given to political parties. A close analysis of
those state limits shows that restrictions on how

much parties can raise and contribute to their
nominees hinder the ability of candidates, espe-
cially those in close races, to raise money. Such
restrictions do not hurt incumbents as much as
they do challengers, since sitting lawmakers can
attract more money from interest groups and
individual donars. State regulatory limits on par-
ties reduce the vote totals of challengers, thereby
reducing the competitiveness of elections.

Thad Kousser is a graduate student in political science at the University of California, Berkeley. Ray LaRaja is an
assistant professor of political science at the University of Massachusetts, Amherst.



Regulations on
campaign finance
seek to prevent
corruption or the
appearance of
corruption in the
political process,
but a conse-
guence of such
regulations may
be a reduction in
the competitive-
ness of elections.

Regulations on campaign finance, such as
those of the McCain-Feingold and Shays-
Meehan bills now before Congress, seek to pre-
vent corruption or the appearance of corruption
in the political process, but a consequence of
such regulations may be a reduction in the com-
petitiveness of elections. This analysis looks at
the effects of campaign finance regulations on
the competitiveness of state elections." We
address two central questions: First, what
impact do campaign finance laws have on the
flow of political money to campaigns? Second,
what is the impact of that money on election
outcomes?

Recent studies in political science suggest
that weakening the role of parties in cam-
paigns might undermine electoral competi-
tion. While interest groups and individual
donors tend to favor incumbents, parties give
more than expected to challengers because
they want to maximize their share of seats in
a legislature.? Pursuing that goal efficiently
leads parties to contribute to challengers in
competitive districts if the challengers have a
chance of winning.® Interest groups, in con-
trast, often seek influence over policy
through lobbying legislators; accordingly,
they prefer to give money to incumbents who
will likely win and return to the legislature.

These findings suggest that if parties are
constrained in how much they can raise or
spend, serious challengers will be penalized
the most. Some studies of congressional elec-
tions* indicate that any loss of campaign
funds will hit challengers especially hard at
the polls, compounding the problems caused
by limits on party contributions.

There is no single system of political regu-
lation in state legislative elections. For
instance, 24 states impose limits on how
much money individuals can contribute to
party organizations, and 23 set caps on party
contributions to campaigns. We use a broad-
ly representative sample of 15 states® to show
how different campaign finance laws can
influence which candidates raise money and
who wins votes. This approach allows us to
examine how the variation in state campaign
finance laws affects political competition.

We begin by describing the various limits
on political contributions in effect at the
state level during the 1996 elections and link-
ing them to overall patterns in fundraising.
Taking account of other relevant factors, we
then analyze the effects of laws on how much
money individual candidates in contested
districts raised. The second stage of the study
focuses on districts where an incumbent ran,
gauging the impact of campaign dollars on
the vote totals garnered by both incumbents
and challengers.

We find that limits on how much parties
can raise and contribute to their nominees
hinder the ability of candidates, especially
those in close races, to raise money.
Moreover, those limits do not penalize
incumbents as harshly as they do challengers,
since sitting lawmakers can attract more
money from interest groups and individual
donors. Most critically, these fundraising
obstacles, which can be attributed to regula
tory limits on party activity, reduce chal-
lengers’ vote totals.

Campaign Finance
Regulations in the States

One way American states set the rules of
the electoral game is by enacting fundraising
laws. A state can choose any combination of
the following:

®a limit on party donations to candi-
dates,

* a limit on contributions to parties,

* a limit on interest group’ donations to
candidates, and

® a limit on individual donations to can-
didates.

To evaluate the effects of those regula-
tions, we assembled data on campaign con
tributions, campaign finance laws, and elec-
toral conditions.” We then divided the contri-
bution data into three categories that closely
(but not perfectly) parallel the targets of cam-
paign contribution limits:



® party contributions: donations from
traditional party committees, and
money provided by caucuses:®

® interest group contributions: interest
group money and donations from
“interested individuals,” that is, indi-
viduals who have been identified as
belonging to particular organizations
or occupational categories;® and

¢ small individual contributions: individ-
uals who give too little to be required to
list their names and occupations.

To control for the size of legislative dis-
tricts and make comparisons across the
states possible, we transformed contribu-
tions into dollars per thousand residents in
each legislative district."® We selected the 15
states listed in Table 1 because they display
wide variation in campaign finance laws (the
explanatory factors of interest in this study).
Table 1 provides an overview of regulations
and elections in the sampled states. The orga-
nization of Table 1 reflects the degree of reg-
ulation, from least restrictive to most restric-
tive, with loosely regulated states at the top.

The aggregate figures show that campaign
finance laws affect the source of a candidate’s
funding. In states with loose regulations on
political contributions (Colorado, Idaho,
Illinois, and Utah), parties provide candidates
with an overall average of 23 percent of their
funds while interest groups and affiliated
individuals provide 67 percent of funds
(Figure 1). In contrast, in states with limits on
all kinds of contributions (Kansas, Kentucky,
Ohio, and Wyoming), parties provide only 15
percent of candidates’ funds, and interest
groups and affiliated individuals provide 76
percent (Figure 2).

Even though the playing field may appear
leveled by laws constraining all types of
donors, parties and the types of candidates
that parties back (i.e., challengers) suffer the
most from limits. This difference may appear
marginal. However, in a state in which very few
districts are competitive, this small difference
in party control of funds might make a big dif
ference in races that are potentially close.

Estimating the Effects of
Contribution Limits

We need not be content with these aggre-
gate numbers. We also examined the impact
of contribution limits on challengers and
incumbents in different types of races. We
analyzed donations to 2,234 candidates, ™" all
of whom ran for contested seats in the leg-
islative houses listed in Table 1 during
1996."* Using measures of the electoral con-
ditions in each district, we estimated econo-
metric models that explain the variation in
how much a candidate raised from party
donors, interest groups, and individuals.

To predict contribution subtotals, we used
a number of explanatory factors. Reports by
the Federal Election Commission™ and the
Council of State Governments™ list the con-
tribution limits enacted in each state.” To esti-
mate the expected tightness of races we looked
at past party performance (during the 1992
and 1994 races) in legislative districts.”® We
computed the average spread between the
major parties in contested races and subtract-
ed that value from the major party vote to
measure the tightness of races. We also used a
party’s history in the district to estimate a can-
didate’s probability of winning, reporting the
proportion of the two-party vote that the can-
didate’s party had won in elections since the
1990 redistricting.” We identified incum-
bents by comparing prior session legislative
rosters'® with ballot choices and then recorded
how each candidate fared in 1996." Finally, we
controlled for the legislative chamber in each
race, the percentage of contested races for the
chamber, district size, the candidate’s party,
and whether or not the candidate held a lead-
ership post within the legislature.

With these factors measured, we then esti
mated multivariate regressions designed to iso-
late the effect of each variable, holding all oth-
ers constant. The results show that the general
lessons from the political science literature hold
in state elections. Table 2 gives the results of one
model that predicts how much candidates
raised from parties and party caucuses.

Parties and chal-
lengers suffer the
most from limits.



Tablel
Sampled States, by Campaign Finance Regime

Percentage of Races

Percentage of Contributions from Uncontested
Interest
Contribution Limits Parties Groups Individuals $ per 1,000 residents House Senate
Loosely Regulated Sates

No limits on giving to candidates

or to parties
Colorado 20 74 6 365 72 68
Idaho 24 65 1 656 50
Illinois 29 54 17 2,563 73 55
Utah 2 75 5 336 61 57

Moderately Regulated Sates

Limits on giving to candidates

from interest groups and individuas;

no limits on giving to parties
Utah 20 & 5 336 61 57
Michigan (House only) 17 83 0 566 9 -
N. Carolina (Senate only) 11 72 17 441 - 48
Alaska 26 58 16 3,407 85 60

Limits on giving to candidates from

parties and interest groups; no limits

on giving to parties
Oregon@ 6 79 15 375 82 60

Limits on giving to candidates from

parties, interest groups, and individuals;

no limits on giving to parties.
Georgia 17 63 20 520 12 11
Maine 30 56 14 599 91 91
Tennessee (Senate only) 24 57 19 785 - 81

Tightly Regulated Sates

Limits on giving to candidates from

parties, interest groups, and individuals

and on giving to parties from individuas
Wyoming? 12 87 1 543 55 40

Limits on giving to candidates from

parties, interest groups, and individuals

and on giving to parties from interest

groups and individuals
Kentucky © 12 65 pA] 601 55 &
Kansas 12 T 1 610 66 83
Ohiod 24 74 520 100

Sources: Contribution limits from Federal Elections Commission, Campaign Finance Law 98: Chart 2-A: Contribution and Solicitation Limitations, 1998,
http://www.fec.gov/pages/Chart2A.htm, and Council of State Governments, The Book of the Sates, 19961997 (Lexington, Ky.: Council of State Governments, 1996).
Average contributions from National Ingtitute of Money in State Politics.

@Thislimit is lifted if an opponent’s campaign raises more than $10,000 from personal funds and family contributions combined. Council of State Governments, p. 181.

beomi ng limits contributions from individuals to parties but does not restrain PAC-to-party contributions. No other states in our sample make a distinction between
individual and PAC soft money.

CSince party-to-candidate giving in Kentucky is limited to $10,000 or a match of what a candidate raises, in our multivariate analysis we code this limit as being absent.
dinterest groups (PACs) can contribute unlimited amounts to candidates.



Figurel
Distribution of Contributionsin L oosely
Regulated States
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Our finding that parties give more to
challengers than to incumbents is consistent
with findings of previous studies.? Still, this
“challenger bonus” is relatively small ($46
per thousand residents) and only narrowly
achieves statistical significance. More
impressive are the declines in party and cau-
cus contributions in states that restrict party
fundraising and party contributions to canm-
paigns. A limit on how much parties can raise
from individuals®* costs candidates an esti-
mated $620 per 1,000 residents, while a
party-to-candidate contribution limit decreas-
es their fundraising by $500.

It is important to note that the effect of
those campaign finance laws is large for can-
didates in competitive districts. An “interac-
tion” between the laws and the tightness of a
race shows that limits on parties do not affect
people in safe seats, who raise less from par-
ties anyway. Contribution limits prevent par-
ties from concentrating their resources on a
few close races, as do laws that stop parties
from raising large war chests. When party
budgets shrink and party money must be
spread across more candidates, serious chal-
lengers lose the most.

Figure2
Distribution of Contributionsin Tightly
Regulated States
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Although we did not report them in Table
2, we estimated similar models of contribu-
tions from interest groups and individuals.?*
To maximize their access to policymakers,
these donors give more money to incum-
bents, controlling for other factors. Interest
groups contribute an extra $251 per thou-
sand residents to incumbents, who raise on
average $47 more from individuals than chal-
lengers do. Nominees with a greater likeli-
hood of winning also attract a bonus of $4
from interest groups for every additional per-
centage point of the vote that their party has
captured in the past. While more money goes
into competitive races, this effect is not as
large here as it is for party giving.

Limits on PAC-to-candidate contributions
display a puzzling positive effect on the
amounts raised by candidates from those
donors. Candidates appear to raise $309 more
from interest groups and “interested individu-
als” when PAC donations are capped. That
effect is counterintuitive, although nominees
can turn to other interest groups or individu-
als when one PAC or person has given the
maximum (an option they do not have when
their party reaches its limit).

Parties give more
to challengers
than to incum-
bents.



The effect of
campaign finance
laws is large for
candidates in
competitive dis-
tricts.

Table2

Estimated “ Costs’ to Candidatesin 1996 L egidative Races

Change in Explanatory Factor

Predicted Effect on Fundraising
from Party and Party Caucus

Candidate is the incumbent
rather than the challenger

Individual-to-party
contributions are limited

Party-to-candidate
contributions are limited

Number of residents in
the district increases by 10,000

Candidate is atop legislative |eader
Candidate is a Democrat rather than a Republican
Only half of the seatsin the

state are contested by major
party candidates, as compared to 90%

$ 71 less

$220 less

$550 less

$ 10 less

$882 more

$ 61 less

$212 less

Note: Table entries are derived from significant regression coefficientsin an ordinary least squares model explain-
ing contributions per thousand residents in adistrict. This model also included fixed state effects and explained 24

percent of the variation in party contributions.

The Effect of Fundraising
on Electoral Results

Do the effects of campaign finance laws on
a candidate’s fundraising level ultimately
influence that candidate’s performance on
Election Day? Although many studies explor-
ing the relationship between campaign dollars
and electoral performance have been conduct
ed on federal races, none has taken advantage
of the large numbers of districts and varied
regulatory regimes present in the states.

A fundamental challenge for all scholars
estimating the impact of dollars raised on
votes won is that both figures may be influ-
enced by perceptions about the threat posed
by a challenger, a factor that is notoriously
difficult to measure. Even when past perfor-
mance of the challenger’s party and an index
of his or her quality are accounted for,® we

still do not have a complete understanding of
how money affects a challenger’s votes. This
shared error most likely reflects the unmea
sured perceptions of the challenger’s
chances. Researchers have attempted to deal
with this challenge by using a technique
called “two-stage least squares estima-
tions.”* That procedure first predicts candi-
date finances from factors that are not direct-
ly related to election outcomes and then uses
those systematic figures—purged of their
candidate-specific information—to explain
vote totals.

That is the strategy we follow in our analy-
sis. Inamodel not reported here, we use cam-
paign finance laws, the competitiveness and
size of districts, and state effects to predict
total contributions to each candidate. We
then use those predictions to explain how
well the challenger performs in the general



Table3
Effects of Fundraising L osses on Votes

Percentage of

If Fundraising And the Vote the Candidate
Declines from Candidate Is Will Lose

$1,000 to $500 Challenger 1.8%

per thousand residents Incumbent 15%

$1,500 to $1,000 Challenger 1.0%

per thousand residents Incumbent 0.8%

$2,000 to $1,500 Challenger 0.8%

per thousand residents Incumbent 0.6%

election, controlling for the strength of the
challenger’s party in the district.> We look at
the 828 races in which an incumbent ran in
our sample states.?® Since previous work has
shown that money has a decreasing marginal
effect on votes,” we test a logarithmic trans-
formation and find that campaign dollars
indeed have diminishing returns. Table 3 dis-
plays the effects of changes in fundraising
levels on the electoral fortunes of incum-
bents and challengers.

If incumbents and challengers start from
the same base, their fundraising losses trans-
late into essentially equal penalties at the bal-
lot box.?® Even though we find that the mar-
ginal effect of dollars on votes for each type
of candidate is similar at a given level of fund-
ing, incumbent status is still important. Our
earlier analysis showed that incumbents,
with their higher likelihood of winning and
their greater attractiveness to interest groups
and individual donors, tend to raise more
than challengers. Because current officehold-
ers begin with a higher fundraising base, and
because campaign dollars yield decreasing
returns, any loss in contributions caused by
limits on parties hurts incumbents less.

Conclusion

What does our evidence about the influ-

ence of campaign finance laws on fundrais-
ing levels and the impact of dollars on votes
in state elections reveal? Linking the effects
identified in both stages of our analysis, we
can trace how contribution limits influence
electoral results. Table 4 compares two
groups of states to show how campaign
finance laws can affect fundraising and, as a
result, vote totals for a typical challenger and
incumbent in a close race.” The table shows
the effects of moving from a system with no
contribution limits to one in which party,
interest group, and individual donations to
candidates are capped.

States that curtail party-to-candidate limits
see quite significant decreases in contribu-
tions to both challengers and incumbents.
While each type of candidate loses money,
challengers face a higher penalty in the elec-
tion: aloss of 2.8 percent of the vote compared
with incumbents’ loss of 1.9 percent due to
fundraising obstacles. The difference in these
effects comes from the diminishing marginal
returns on campaign dollars. Even controlling
for other factors, incumbents raise a bit more
than challengers and thus pay less of a penalty
at the polls when their fundraising declines
from its higher predicted level.

At the outset, we asked whether the fears of
political scientists about dampening political
competition by limiting the role of parties
were justified. It appears that they are. In our

Incumbents, with
their higher like-
lihood of win-
ning and their
greater attractive-
ness to interest
groups and indi-
vidual donors,
tend to raise
more than chal-
lengers.



Restrictions on
party activity
should be
weighed against
the costs to politi-
cal competition.

Table4

Effects of Contribution Laws on Fundraising and Vote Totals

Effect on
Dollars Effect on
Type of per 1,000 Challenger
Candidate District Residents Vote (%)
Changing from no Challenger -$760 -2.8
limits (Calo.,
Idaho, 111,
Utah) to limits
on party, PAC, Incumbent -$809 +1.9
and individual

contributions
(Ga., Maine, Tenn.)

analysis of legislative elections in 15 states in
1996, we found that limits on how much par-
ties can raise and contribute to their nominees
hinder the ability of candidates, especially
those in close races, to raise money. Those lim-
its do not penalize incumbents as harshly as
they do challengers, since sitting lawmakers
can attract more money from interest groups
and individual donors. Most critically, obsta
cles to fundraising, which can be attributed to
regulatory limits on party activity, reduce chal
lengers’ vote totals.

These results point out a tradeoff that
national reformers would be wise to consider.
We recognize that political competition is
but one goal of election law. Another salient
goal, certainly, is to minimize corruption or
the appearance thereof. Our analysis demon-
strates, however, that restrictions on party
activity should be weighed against the costs
to political competition.
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