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Responsibility For CED Statements On National Policy

The Committee for Economic Development is an
independent research and policy organization of over
200 business leaders and educators. CED is non-proﬁt,
non-partisan, and non-political. Its purpose is to propose policies that bring about steady economic growth
at high employment and reasonably stable prices,
increased productivity and living standards, greater
and more equal opportunity for every citizen, and an
improved quality of life for all.
All CED policy recommendations must have the approval of trustees on the Research and Policy Committee. This committee is directed under the bylaws, which
emphasize that “all research is to be thoroughly objective in character, and the approach in each instance is to
be from the standpoint of the general welfare and not
from that of any special political or economic group.”
The committee is aided by a Research Advisory Board
of leading social scientists and by a small permanent
professional staﬀ.
The Research and Policy Committee does not attempt
to pass judgment on any pending speciﬁc legislative
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proposals; its purpose is to urge careful consideration
of the objectives set forth in this statement and of the
best means of accomplishing those objectives.
Each statement is preceded by extensive discussions,
meetings, and exchange of memoranda. The research
is undertaken by a subcommittee, assisted by advisors
chosen for their competence in the ﬁeld under study.
The full Research and Policy Committee participates in
the drafting of recommendations. Likewise, the trustees on the drafting subcommittee vote to approve or
disapprove a policy statement, and they share with the
Research and Policy Committee the privilege of submitting individual comments for publication.
The recommendations presented herein are those of the
trustee members of the Research and Policy Committee
and the responsible subcommittee. They are not necessarily
endorsed by other trustees or by non-trustee subcommittee
members, advisors, contributors, staﬀ members, or others
associated with CED.
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Purpose of This Statement

The Committee for Economic Development set out on
an uncharted course in 1999 when we released Investing in the People’s Business: A Business Proposal for Campaign Finance Reform . The passage of the Bipartisan
Campaign Finance Reform Act (BCRA) by Congress,
the signing of the law by President Bush, and the upholding of its major tenets by the Supreme Court, were
vindication for all of the hard work of CED’s Trustees,
both in drafting the report and in defending its ﬁndings
in Washington and around the country. But the work
of the business community is not complete.

In this report, CED has presented the next steps that
we feel need to be taken.

BCRA was an important ﬁrst step, but it was not intended to oﬀer comprehensive reform. Party reliance on
soft-money has been curbed. But so-called “527 committees” operated much like shadow parties in 2004,
raising and spending hundreds of millions of unregulated dollars in much the same way the Democratic
and Republican national committees once did. Despite
this avalanche of new spending, the Federal Election
Commission (FEC) seemed both unwilling and unable
to act to curb these activities-- activities that ran contrary to both the spirit and letter of the new law. Also,
2004 was the ﬁrst presidential primary cycle that saw
both eventual nominees opt out of the public funding
system. CED continues to support a strong and vibrant
public funding system for federal elections, but without additional reforms, the existing system is likely to
continue its path toward irrelevancy.

Special thanks go to the subcommittee’s co-chairs,
Edward A. Kangas, Retired Chairman and CEO of
Deloitte Touche Tohmatsu, and George P. Rupp,
President of the International Rescue Committee, and
the former President of Columbia University, for their
sustained dedication, leadership, and insight.

All American citizens — and business communities
in particular — need to take an active role in addressing the very real problems that remain in the way we
ﬁnance elections in the United States. We have taken
a major step forward with the BCRA, but we must
continue to push for the necessary additional changes.
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I. Introduction and Executive Summary

In the wake of the 2000 election, Congress passed and
the President signed into law the Bipartisan Campaign
Reform Act (BCRA), the most important piece of
campaign ﬁnance legislation since the adoption of the
Federal Election Campaign Act more than two decades before. The new law, more commonly known as
McCain-Feingold,* addressed the two most egregious
problems in federal campaigns—party soft money
and issue advocacy advertising—by banning party soft
money contributions and establishing new restrictions
on the sources of funding for broadcast advertisements
that feature federal candidates. Soon after it was adopted, the United States Supreme Court reviewed the
statute and, in a landmark ruling, upheld the constitutionality of all of the law’s major provisions.1 The Court
found that soft money gifts and campaign advertisements ﬁnanced with unregulated corporate and labor
union contributions were corrupting the political
process, and concluded that the act was an appropriate
means of addressing this problem.
Congress’s decision to act and the Court’s subsequent
ruling represent major victories in support of the
cause of campaign ﬁnance reform. In the ﬁrst national
election conducted under BCRA, the law has had an
immediate and positive eﬀect. Corporate executives
and other members of the business community are
no longer being “shaken down” by elected oﬃcials and
party leaders for soft money contributions in ever-increasing amounts. The ﬂow of unregulated soft money
gifts from corporations, labor unions, and other donors
into party coﬀers at the behest of sitting oﬃceholders has ended. Instead of raising hundreds of millions
of dollars of unregulated contributions, parties have
turned their focus to grassroots fundraising, soliciting
contributions from hundreds of thousands of small
donors—and raising records sums in response. And
1

candidates are raising more money than ever before, in
part due to the new law’s higher individual contribution
limit. The new rules are achieving their major objectives
and making a valuable contribution to the health of our
democracy.
The success of BCRA, however, has been tempered by
the concerted eﬀorts of some political practitioners,
including the federal regulators charged with enforcing the law, who have set out to undermine its eﬀects.
The actions of several nonparty political groups, known
as 527 organizations, and the inaction of the Federal
Election Commission in responding to the practices
of these groups, have diminished the progress that has
been made and threaten to recreate the soft money
system at the national level. Such disregard for the
decisions made by Congress and the Court should
not be allowed to go unchallenged. The Committee
for Economic Development (CED) believes that all
appropriate steps must be taken, including reform of
the Federal Election Commission, to ensure that these
eﬀorts to circumvent the law are not successful and
that unregulated money does not, once again, become
a principal means of ﬁnancing campaign activity in
federal elections.
CED commends the Congress for passing the Bipartisan Campaign Reform Act. In our 1999 policy statement, Investing in the People’s Business, we advocated
reform of the campaign ﬁnance system and called for a
ban on soft money and stricter regulation of so-called
Senators John McCain, Republican from Arizona, and Russell
Feingold, Democrat from Wisconsin, were the chief Senate sponsors of this bill. The chief sponsors of the companion bill in the
House were Congressmen Christopher Shays, Republican from
Connecticut, and Martin Meehan, Democrat from Massachusetts.
*

“issue” advertisements that were targeted to elect or defeat speciﬁc federal candidates.2 Having concluded that
these reforms were necessary to protect the integrity of
the political process and ensure that the monies used
in federal campaigns came from regulated sources and
were fully disclosed, we supported the provisions in the
McCain-Feingold plan. We considered such changes
to be among the essential ﬁrst steps needed to restore
public conﬁdence in our representative institutions and
revitalize citizen participation in the political process.
We continue to hold this view.
Yet, while BCRA has helped to improve the campaign
ﬁnance system, it was not meant to be a comprehensive
attempt at reform. The law principally sought to restore
the regulatory framework established by the Federal
Election Campaign Act of 1974 (FECA). It was designed to reinforce and increase the eﬃcacy of the contribution limits and disclosure requirements that had
been undermined by the growth of soft money. It did
little to address other serious ﬂaws that have been clear
to most observers for some time, including the deterioration of the presidential public funding system and the
lack of adequate and eﬀective enforcement authority.
Since the passage of BCRA, a number of major problems that were obscured in recent elections by the focus
on soft money and issue advertising have been brought
into high relief. The experience of the 2004 election,
taken with the election four years ago, demonstrated
that the presidential public funding system is in need of
fundamental reform. Prior to 2000, candidates opting out of the public ﬁnancing system were generally
wealthy individuals who ﬁnanced their own campaigns.
But notably in 2000, Governor George W. Bush opted
out in a campaign ﬁnanced by outside contributions.
And then in 2004, for the ﬁrst time, both major party
nominees opted out of the system during the primaries,
and went on to raise an unprecedented $500 million
prior to the party conventions – more than three times
the amount raised by the two major party presidential
nominees in 2000. This decision by both major candidates to forgo public funds indicated the inadequacies
of the presidential system’s current incentives, as well as
the impracticality of its current constraints.
The election was also characterized by new concerns
about the rising role of certain political organizations,
known as “Section 527 groups.” These organizations
have been a common feature of the electoral land2

scape for many years, but in 2004 they took on a new
aura—and a new twist. In this election cycle, a number of Section 527 groups were formed speciﬁcally for
the purpose of using monies raised through unlimited
contributions to inﬂuence the outcome of the presidential race. These groups, which ﬁrst emerged on the
Democratic side and then later on the Republican side,
became a focal point of controversy and public criticism. They raised tens of millions of dollars, mostly
from unregulated contributions and multi-million
dollar gifts, and then used these funds to pay for television ads and voter mobilization eﬀorts designed to elect
or defeat Senator John Kerry or President George W.
Bush in the race for the White House. The activities
of these committees ﬂouted the law and raised serious
questions as to whether they were being conducted
in violation of the ban on soft money. At a minimum,
their tactics violated the spirit of the law, and demonstrated contempt for the recent actions taken by Congress and the courts. But despite a wave of regulatory
proceedings, enforcement actions, and legal challenges,
the Federal Election Commission (FEC) failed to take
action against these practices until almost the end of
the election season, and even then, after deadlocking on
proposals for aggressive action, produced a regulation
that had little eﬀect on the 527 groups’ activities.
The 527 controversy was but the latest example of a
problem that has been obvious for more than a decade: the Federal Election Commission, the agency
responsible for administering and enforcing the law, is
a toothless watchdog. Reform eﬀorts will not be wholly
successful, nor will the objectives of regulation be
achieved, without the establishment of a more eﬀective
enforcement authority.
Accordingly, we have focused on three major reform issues that now confront the nation: ﬁrst, how to ensure
more eﬀective enforcement of campaign ﬁnance law;
second, how to best strengthen the ban on soft money
with respect to the activities of Section 527 groups;
and third, how to best improve the presidential public
funding system. This policy statement presents our
analyses and recommendations on each of these questions.
As in our previous deliberations, we have considered
these issues mindful of certain basic principles that we
believe should form the foundation of any system of

campaign ﬁnance regulation. These fundamental purposes can be summarized as follows.
•

Regulation should protect the political system
from corruption and the appearance of corruption.

•

Reform should be consistent with constitutional principles.

•

Regulation should ensure public accountability
and full transparency of campaign ﬁnancing.

•

Regulation should encourage public participation in the political process and promote an
informed citizenry.

•

Regulation should promote electoral competition.

From our perspective as leaders in the business community, a campaign ﬁnance system that is designed to
promote the fundamental objectives we have outlined
is good for the nation, good for the economy, and good
for business. Free, open and honest elections are the
cornerstone of democratic government. Promoting an
eﬀective system of campaign funding, free of corruption
and characterized by broad public participation, is one
of the keys to ensuring public conﬁdence and citizen
engagement in the political process. A political process
that promotes perceptions of corruption, or encourages
the public to believe that government policies are open
to the highest bidder, is not in accord with the basic
tenets of democratic government. Nor is it conducive
to a vibrant economy and strong business environment. Such perceptions corrode public conﬁdence in
government and business, and pressure business leaders
to become more competitive and determined in their
campaign giving. The business community wishes to
compete in the marketplace, not in a political contributions arms race.
We recognize that reform of the campaign ﬁnance
system is fraught with diﬃculties. Regulating political behavior is always a problematic and complex task,
especially in such a dynamic area as political ﬁnance.
But we feel strongly that the good that can result from
reform justiﬁes continued and strenuous eﬀorts to
improve the ways campaigns are funded.
3

Summary of Recommendations
Ensuring Eﬀective Enforcement
Campaign ﬁnance rules will achieve their purposes
only if they are properly administered and enforced.
In this regard, CED sees a pressing need to reform the
Federal Election Commission (FEC). In our view, the
FEC has failed to carry out its responsibilities with the
independence, impartiality, eﬃcacy, and accountability
that are essential to eﬀective administration of the law.
We therefore urge Congress to consider fundamental
reform of this agency.
1. We have concluded that the FEC needs to
be restructured and an appointment system
established that will attract highly qualiﬁed
individuals who are willing to make decisions independent of partisan politics and
with the public interest in mind. We support
an independent regulatory commission that
consists of an odd number of members. One
of the positions on this commission should
be speciﬁcally designated for the chair of the
commission. Terms should be staggered so
that no two members are appointed at the
same time. All positions on the commission
would be appointed by the President with the
advice and consent of the Senate with limited
removal for cause. Members of the commission would be appointed for six-year terms.
The chair would be appointed for a longer
term with no eligibility for reappointment.
We believe that such a single-headed agency
will improve the agency’s capacity to act, and
increase the independence and public credibility of the agency.
2. We also ask Congress to consider measures
that would encourage a stronger pool of
qualiﬁed candidates for nomination to the
commission. One idea in this regard is to
establish an independent nominating board
that would be responsible for reviewing the
credentials and qualiﬁcations of prospective
nominees, and submitting a list of wellqualiﬁed candidates to be considered by the
President and the Senate.

3. We also ﬁnd it essential that the commission
chair be given the authority and responsibility needed to manage and administer the
FEC. One of the keys to attracting strong
candidates to this position is to invest it with
the power and resources needed to act. The
chair should have the authority to establish
the agency’s agenda, hire key staﬀ, and set the
agency’s budget.
4. Congress should also consider reforms that
will provide the agency with greater capacity
to enforce the law. Among these, we particularly support granting the FEC the authority to
conduct random audits, as well as the authority
to apply to federal district court for a temporary restraining order or preliminary injunction
to prevent violations of law.

Strengthening the Ban on Soft Money
CED supported a ban on soft money and believes
that it has served to reduce the risk of corruption in
the political system. The ban also encouraged national
party committees to increase their grassroots fundraising eﬀorts, which has greatly expanded the role of
individual donors in the ﬁnancing of national elections.
But the eﬀect of the ban has been diminished by the
activities of certain 527 groups. In order to strengthen
the ban on soft money and further reduce the role of
large donors in American politics, we suggest a number
of changes.
1. CED ﬁrmly believes that political committees involved in federal elections should be
bound by federal regulations and ﬁnance
their activities solely with regulated (hard
money) contributions. Congress should
establish regulations to require all 527s to
register as political committees with the
FEC, except for those that raise and spend
money solely in connection with nonfederal
elections or selection processes.*
2. Congress should adopt regulations that
specify that Section 527 groups that broadcast advertisements that promote, support,
attack, or oppose a federal candidate are to
be ﬁnanced only with monies raised under
4

federal contribution limits. No corporate or
labor union contributions should be used for
this purpose.
3. We recommend that Congress codify rules
governing the use of monies by Section 527
committees that engage in activities that
inﬂuence federal and nonfederal elections.
Any group that is registered with the FEC
and maintains federal and nonfederal campaign accounts to ﬁnance such activities as
voter registration or turnout drives should
be required to pay half of the costs of these
activities with hard money contributions.
4. Any nonfederal funds used by a Section 527
committee to pay for activities that require a
combination of federal and nonfederal funding should be raised from individual donors
and the amount of the contribution that an
individual may give should be limited.

Improving Presidential Campaign Finance
The presidential public funding system has been widely
accepted by candidates and has proven to be an important source of funding in presidential campaigns. But
the program is no longer as eﬀective as it once was. The
rules have not been substantially revised during the
past thirty years. As a result, the system has not been
adapted to accommodate the changes that have taken
place in the presidential nomination process in recent
decades. Nor has it been modiﬁed to acknowledge the
changing dynamics and ﬁnancial demands of presidential campaigns.
The major problem with the current system is that the
tradeoﬀ that forms the basis for the program—public money in exchange for agreeing to spending limits—is no longer regarded as an equitable exchange.
The relative value of public funding has diminished,
while the risks involved in accepting expenditure limits
have grown. An increasing number of candidates are
therefore concluding that the risks of accepting public money outweigh the beneﬁts. This has placed the
future of the system in serious jeopardy.
CED supports voluntary public ﬁnancing as an
alternative for campaign funding. In our earlier policy
statement, Investing in the People’s Business, we advo*See memorandum by HARRY FREEMAN (page 43)

cated the creation of a voluntary program of public
matching funds in congressional elections. Under
our proposal, candidates who choose to participate in
public ﬁnancing would receive $2 in public funds for
every $1 received in small donations from individuals. We continue to support this idea and encourage
Congress to consider it.
Our principal reason for endorsing the public matching fund alternative is our conclusion that this
approach to public funding can serve as a powerful
incentive for stimulating the participation of small
donors in the ﬁnancing of campaigns. It is a valuable
mechanism for increasing citizen participation in the
political process and reducing the risk of corruption.
Accordingly, we do not believe that the current
presidential public funding system should be allowed
to atrophy. We support a broadening of the current
public funding beneﬁts and other changes that will
encourage greater candidate participation in the
program.
1. We urge Congress to revitalize the presidential public funding program by expanding
the incentives oﬀered by the matching funds
approach used during the presidential primaries. We recommend replacing the current
$1-to-$1 public match on small amounts
donated by individuals to a multiple dollar
match on low-dollar amounts. At a minimum, we support a $2-to-$1 public matching
ratio, and believe that a $4-to-$1 matching
ratio is the best formula for stimulating small
donor participation. This $4-to-$1 public
match should be applied to individual contribution in amounts up to $250 per donor. In addition, the amount of a contribution eligible for
public matching should be indexed for inﬂation
in order to maintain the value of this incentive.
2. Congress should retain the basic grant approach currently used for public funding in
the general election. Under the current law,
candidates can receive a publicly funded grant
equal to the amount of spending permitted by
the law’s general election contribution limit.
Candidates should continue to have the option to receive this support. The amount of the
grant, however, should be increased substantial5

ly to provide candidates with a more realistic
level of ﬁnancing.
3. Eligibility for public funding should continue
to be contingent on a candidate’s acceptance
of certain restrictions, including limits on
campaign spending and restrictions on the
use of personal funds. In addition, we believe
that eligibility for the general election funding should be contingent on the acceptance
of public ﬁnancing during the primary stage
of the presidential selection process. Under
the current rules, a candidate may refuse public
funding and its accompanying spending limits
during the primary phase of the presidential
selection process, yet still be eligible to receive
public funding in the general election. We
have concluded that linking general election
funding to the acceptance of public funding
during the earlier part of the election would
give candidates a powerful incentive to accept
public funds at both stages of the process. This
approach would ensure high levels of candidate
participation in the matching funds program
and thus give candidates additional incentive to
solicit small contributions.
4. The expenditure ceilings that accompany
public funding beneﬁts need to be signiﬁcantly revised. The amounts candidates are
permitted to spend should be substantially
increased. The limits must aﬀord candidates
a realistic and ample capacity to ﬁnance a
campaign. Furthermore, we consider the
current limits to be unnecessarily complicated. The ceilings should be streamlined
and simpliﬁed to simply set the total amount
a candidate is allowed to spend and give the
candidate the autonomy to decide how best
to allocate this sum.
5. CED supports measures designed to ensure
fair competition between publicly funded
candidates and high-spending, privately
funded candidates. One of the factors that
serves to discourage candidate participation in
public funding systems is the strategic disadvantage that can result when facing a privately
ﬁnanced opponent. Because a publicly funded
candidate is subject to spending restrictions,

such a candidate may be outspent substantially
by an opponent who is not accepting public
funds. In order to reduce this disincentive and
ensure fairer competition among candidates,
CED supports alternatives that would allow
publicly funded candidates to match the
spending of privately funded opponents who
spend more than the sum allowed by a spending limit. In a party primary contest, publicly
funded candidates should be eligible to receive
a grant of supplemental public resources equal
to the amount spent by a privately funded opponent in excess of the public spending limit.
In competition across the parties, a publicly
funded candidate should be allowed to rely on
additional party support. Speciﬁcally, a party
should be allowed to spend funds in support of
and in coordination with its prospective nominee to match the spending of a privately funded
prospective general election opponent, who is
the nominee of the opposing party.
6. CED has concluded that stronger safeguards
are needed to protect against the risk of corruption from contributions to convention
host committees. In recent years, presidential
nominating conventions have been ﬁnanced
with private funds in amounts that have been
rising substantially. These contributions are
received by convention host committees, which
are established to help pay a large share of the
costs related to the staging of a party convention. Currently, there are no restrictions on
host committee contributions and the funds
are poorly disclosed. CED believes that host
committee ﬁnancing oﬀers a means of circumventing the ban on party soft money
contributions and poses a risk of corruption
or the appearance of corruption in the political process. We therefore support greater
regulation of host committee ﬁnances. First,
we support rules that would prohibit elected
oﬃcials and oﬃceholders from soliciting
unlimited contributions for these committees. Second, we believe that a limit should
be placed on the amount a donor may give to
a convention host committee. Third, greater
transparency and disclosure of host committee ﬁnances is needed. These committees
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should be required to ﬁle regular reports of
their receipts and expenditures, and these reports should be made available to the public
in a timely manner.

II. Ensuring Effective Enforcement

Eﬀective enforcement is an essential component of any
regulatory system. Regulations achieve their objectives
only when they are implemented and administered in a
timely, impartial and consistent manner that provides
the regulated community with a clear understanding of
the law. This has not been the case with federal campaign ﬁnance law.
The Federal Election Commission (FEC), the agency
responsible for administering and enforcing campaign
ﬁnance law, has proven to be a toothless watchdog. It
has failed to uphold the laws as intended by Congress
and the courts. The commission’s six members have
often deadlocked and thus taken no action on crucial
enforcement issues. All too often they have adopted
permissive rules that undermine the eﬃcacy of campaign ﬁnance restrictions. When they have taken action
against violators, their decisions have been rendered
long after the completion of the election in which
the violation took place. As a result, the agency has
done little to discourage circumvention of the law or
to inspire public conﬁdence in the campaign ﬁnance
system. No eﬀort to improve political ﬁnance will be
wholly successful unless this agency is fundamentally
reformed.
The failure of the FEC as a regulatory body is evident
from recent developments in the campaign ﬁnance
system. Partisans on both sides of the political aisle
have expressed increasing frustration with the FEC
and found it necessary to ﬁle lawsuits to try to force the
agency to fulﬁll its responsibilities.
In 2004, for example, the congressional sponsors of
BCRA ﬁled suit against the FEC to overturn the regulations that were established to implement this new
law. The lawmakers argued that the FEC’s regulations
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had failed to fulﬁll Congress’s intent in adopting BCRA
and created major loopholes in the ban on soft money.
Judge Colleen Kollar-Kotelly of the D.C. District
Court agreed with this view, and struck down ﬁfteen
of the nineteen regulations the FEC had adopted. The
court noted in its opinion that some of the FEC regulations “would create an immense loophole that would
facilitate the circumvention of the Act’s contribution
limits, thereby creating ‘the potential for gross abuse.’”1
The court further held that one of the regulations ran
“completely afoul” of settled law, “thereby undercutting FECA’s statutory purpose of regulating campaign
ﬁnance and preventing circumvention of campaign
ﬁnance laws.”2
Similarly, in 2004, the FEC failed to clarify the regulations governing nonparty organizations known as Section 527 groups. As we note later in this report,3 the
FEC had numerous opportunities to rule on the issue
of 527 groups, but delayed action through most of the
election year. Campaign ﬁnance reform groups ﬁled a
number of lawsuits against the agency to try to enforce
the provisions of BCRA and get action on the issues
posed by the activities of 527 groups. The Bush campaign ﬁled two suits against the agency, noting that its
failure to act on its complaints about Section 527 committees had caused “irreparable harm.”4 Yet, at the end
of the election year, the FEC had still not addressed the
central regulatory issues raised by the extensive election
activities of these groups.
Rather than being known as an independent body
capable of impartial judgment, the FEC has come to
be known for its inaction and unwillingness to impose strict rules on members of the community it is
supposed to regulate. Its ineﬃcacy in part reﬂects the
weakness of its design. Although ostensibly modeled

on more traditional independent regulatory agencies,
the FEC has always been distinctive due to its even
number of members and the partisan nature of its
membership, which in practice consists of three Democrats and three Republicans, with four votes needed
to take any action. Most other independent agencies, including the SEC, FCC, and FTC, have an odd
number of members (ﬁve). The International Trade
Commission has six members, but in that agency, if the
Commission deadlocks on an enforcement matter, the
investigation still goes forward.5 That is not the case
with the FEC.
The FEC has also been hindered by a lack of autonomy
and eﬀective enforcement authority. These weaknesses
reﬂect the agency’s unique position as an entity whose
budget and statutory authority is determined by legislators who are subject to its regulations. A stronger,
more independent agency is needed if improvements in
the campaign ﬁnance system are to be accomplished.

A Flawed Appointments Process
The central problem with the FEC stems from the
culture that has developed around its appointments
process. The FEC consists of six voting members who
serve staggered six-year terms of oﬃce. Two members
are selected every two years. Members are appointed
by the President with the advice and consent of the
Senate. No more than three commissioners can be
members of the same political party. The Commission
has no appointed chair—each year, a member is selected on a rotating basis to serve as Chair and another
is selected to serve as Vice-Chair. While this formal
description of the selection process suggests that FEC
members are chosen in a manner similar to that used
for other federal regulatory commissions, the actual
process is quite diﬀerent. In practice, the members
are selected in a way that gives great deference to the
choices made by Congress and party leaders.
Soon after the FEC was established in the 1970s,
an “informal” appointments process developed that
has served to undermine the agency’s independence.
Instead of leaving appointments to the President’s
discretion, the parties in Congress began to defer to
each other to ensure the selection of the individuals
they would like to see appointed to “their” slots on the
Commission. When a Democratic commissioner’s
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term ended, the Democratic leadership was allowed to
choose a nominee and the Republicans would support his or her nomination. Similarly, when a Republican seat was open, the Democrats would reciprocate
in kind. The President would routinely approve the
nominees oﬀered by the Congress, consulting with
congressional and party leaders on the appointments to
be made. In this way, each party was given leeway to appoint their preferred nominees. In those rare instances
where the President has resisted a particular nominee,
the Congressional leaders have generally insisted on
their choice and succeeded in placing their preferred
nominee on the Commission.6
This informal practice of deferring to partisan candidates has helped Congress keep the FEC on a short
leash and provided a safeguard against appointees who
might act too independently if placed on the Commission. The individuals who have been appointed or
reappointed to the Commission have typically been
chosen from among members of the regulated community, or from among the attorneys who represent the
regulated community. Unlike many other independent
agencies, the FEC members have been drawn almost
exclusively from the ranks of party loyalists. The FEC
has thus often acted as a “captured agency.” Rather than
enforcing the law in an impartial and eﬀective manner,
it has represented the interests of the major political
parties or the parties’ candidates that it is supposed to
be regulating.

Inadequate Enforcement Authority
When Congress established the FEC, it created an
agency with minimal authority and power. The requirement that four of the six commissioners must vote in
the aﬃrmative for any action to be taken is but one of
the restraints placed on the FEC’s exercise of administrative authority. Unlike many other administrative
agencies, the FEC does not possess its own enforcement authority. The Commission cannot make its own
ﬁndings that a violation has occurred and seek court
injunctions to halt illegal activity while it is occurring.
The FEC is also prohibited from investigating anonymous complaints, however well-founded they may be,
and conducting random audits of campaigns.
Furthermore, what the FEC is allowed to do is encumbered by time-consuming procedural requirements.

When the FEC does conduct an investigation in an enforcement matter, it must undertake an elaborate procedure to determine whether there is “probable cause”
(the FEC uses the term “reason to believe”) to suggest
that a violation may have occurred. If a violation is
found, the FEC can resolve the matter only by reaching
a conciliation agreement with the alleged violator or by
ﬁling a civil lawsuit against an alleged violator to initiate an enforcement action in court. The court proceedings will ultimately determine whether a violation has
occurred and, if so, the civil penalties or sanctions that
are to be imposed. This process typically takes years to
complete. Consequently, in those cases where conciliation agreements or court-imposed penalties have been
reached, these results have come long after the election
in which the violation had occurred.
The FEC’s procedural ineﬃciencies undermine timely
and rigorous enforcement of the law, and thus reduce
the capacity of the law to deter violations. This problem
is exacerbated by Congress’s decision to grant the FEC
exclusive civil jurisdiction over the enforcement of federal campaign ﬁnance law. Those who bring complaints
alleging violations have no recourse other than to seek
action from the FEC. The law bars complainants from
seeking direct civil enforcement of the law through the
courts.
To put the matter simply, the FEC lacks the basic
enforcement powers needed to be an eﬀective regulator,
and those seeking enforcement of the law have no alternative but to cope with the FEC’s bureaucratic process.

Recommendations
CED believes that a new agency is needed to enforce
the nation’s campaign ﬁnance laws. In our view, the
FEC, as currently constituted, is incapable of acting with the independence, impartiality, eﬃcacy, or
accountability essential to eﬀective administration
of the law. We therefore urge Congress to consider
fundamental reform of this agency.
To be eﬀective, any regulatory body established to
govern an area as dynamic as campaign ﬁnance must be
based on certain principles that we consider essential to
proper administration of law. These include:
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•

A regulatory agency must be capable of acting
in a manner that provides timely and eﬀective
enforcement of the law.

•

It must be independent and nonpartisan, and
consist of competent and truly objective administrators.

•

It must be structured and function in a way
that facilitates the objectives of the law and
inspires public conﬁdence.

•

It must have adequate enforcement authority to
encourage compliance with the law and be able
to impose strict penalties on violators.

•

It must be accountable for its actions, with appropriate external checks on its decisions.

We have concluded that the FEC does not fulﬁll these
basic criteria. Unlike the Federal Reserve Board, the
Securities and Exchange Commission, and the Financial Accounting Standards Board, it has not carried out
its responsibilities in a manner that demonstrates independence or strength. We believe that the FEC needs
to be restructured and an appointment system put
into place that will attract highly qualiﬁed individuals with professional reputations who are willing to
make decisions independent of partisan politics and
with the public interest in mind.
As a ﬁrst step, the FEC should be restructured to
consist of an odd number of commissioners. One of
the positions should be speciﬁcally designated Chair
of the Commission, thereby ending the current practice of rotating the position of chair annually among
members of the Commission. All positions would
be appointed by the President with the advice and
consent of the Senate with limited removal for cause.
Members of the Commission would be appointed for
six-year terms. These terms should be staggered so
that no two members would be up for appointment
at the same time. The Chair would be appointed to a
longer term of oﬃce than those of the Commission
members, with no eligibility for reappointment.
These changes will increase the agency’s capacity to act.
An odd number of members will avoid the 3-to-3 partisan splits that often deadlock agency decision-making.
The staggered terms will end the current practice of
partisan pairing of appointments (one for the Democrats and one for the Republicans at the time of each

appointment). The designation of a chair as single head
of the agency will improve the strength of the agency’s
leadership. It will also promote stability and consistency in the interpretation of the law, and help remove
the oﬃce from partisan politics. In addition, a highly
visible, publicly credible chair would help to focus attention on the agency and its proceedings, and improve
the prospects for eﬀective, fair and accountable enforcement of the law.
We recognize that the creation of an odd-numbered
regulatory body poses the possibility of one-party
dominance (e.g., three Republicans and two Democrats) that might lead to partisan outcomes. However,
we note that this possibility will provide the Senate
with a powerful incentive to consider nominees with
much greater scrutiny than is the case under the current system. In addition, Senate procedures, particularly the availability of the ﬁlibuster, will serve to protect
the minority party’s interest and encourage the nomination of individuals who can achieve a certain level of
bipartisan support.
This potential problem of partisan imbalance could
further be addressed by considering measures that
would encourage a stronger pool of qualiﬁed candidates. One idea in this regard is to establish an independent nominating commission to vet prospective
nominees for commission positions. This nominating
commission would be responsible for reviewing the
credentials and qualiﬁcations of prospective nominees, and submitting a list of well-qualiﬁed candidates to be considered by the President and Senate.
Our hope is that a nominating board, similar in role to
those that have been used to review the qualiﬁcations
of prospective candidates for judicial positions, would
attract individuals of stature and reputation who would
consider candidates with concern for the public interest, rather than simply partisan interests.
We also believe that it is essential that the Commission Chair be given the authority and responsibility
needed to manage and administer the FEC. One
of the keys to attracting strong candidates to this
position is to invest it with the power and resources
needed to act. The Chair should have the authority
to set the commission agenda, hire the top staﬀ, and
manage the agency’s budget in the same way as most
agency heads.
10

Congress should also consider reforms that will provide the agency with a greater capacity to enforce the
law. Among these, we particularly support the idea of
granting the FEC the authority to conduct random
audits. The agency should also be given the authority
to apply to federal district court for a temporary restraining order or preliminary injunction to prevent
violations of law.

III. Strengthening the Ban on Soft Money

When Congress adopted the ban on soft money, some
legislators and policy analysts voiced concerns that this
step would weaken the role of party organizations in
American politics, since it would deprive the national
parties of a substantial source of their funding. In both
2000 and 2002, the Democratic and Republican parties
received a combined total of close to $500 million from
soft money donations, which represented more than 40
percent of their total funds.1
The parties have quickly adjusted their strategies and
adapted to the new law, shifting their emphasis to
concentrate on individual donors, and expanding their
outreach to solicit contributions from their broad bases
of support among the electorate. As a result, they have
had notable success in replacing the amounts previously received from unregulated donations with limited
individual contributions, particularly from donors of
small amounts.
However, a relatively small group of political operatives
and nonparty organizations have reacted to the ban on
soft money by searching for ways to circumvent the law.
These practitioners have established political committees, commonly known as Section 527 groups, to solicit
unregulated contributions for use on activities meant
directly to inﬂuence the voting in the presidential race.
This practice has been encouraged by the Federal Election Commission’s ineﬀectual response to these actions.
The agency has taken no meaningful steps to prevent
such groups from using unregulated monies in federal
elections, despite a number of opportunities to do so
in rulemaking proceedings or in response to regulatory
requests. The agency is now facing lawsuits seeking to
force regulatory action from complainants representing
both sides of the political aisle.
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The parties’ response to the ban on soft money is
encouraging, and we laud their eﬀorts to increase the
participation of average citizens in the ﬁnancing of
political campaigns. But we are convinced that the
FEC should bring 527 groups whose major purpose
is to inﬂuence federal elections under the restrictions
of federal law. In our view, the activities of 527 groups
that have been speciﬁcally designed to channel unlimited contributions into presidential and congressional
elections represent a breach of Congress’s purpose
in adopting the Bipartisan Campaign Reform Act
(BCRA). The eﬀorts of these groups reﬂect a disdain
for the decisions reached by our national political leaders and the judgment issued by the Supreme Court.
This section reviews the changes in party fundraising
taking place under BCRA and oﬀers recommendations
for strengthening the ban on soft money and its application to nonparty groups.

Party Fundraising After BCRA
BCRA banned soft money at the national level by
prohibiting federal elected oﬃcials and candidates, as
well as national party leaders and their agents, from
soliciting, raising, spending, transferring, controlling,
or directing any funds that are not subject to federal
contribution limits. To prevent circumvention of these
restrictions, the law prohibits federal oﬃceholders or
candidates, and national party leaders or party staﬀs,
from raising soft money for other organizations that
conduct activities related to federal elections. For example, federal elected oﬃcials and national party committees, as well as state and local party committees, are
speciﬁcally barred from soliciting funds or otherwise
ﬁnancially supporting tax-exempt organizations that

are engaged in activities such as voter registration and
mobilization programs that are carried out in connection with federal elections. Similarly, they are banned
from raising soft money for certain organizations that
operate under Section 527 of the Internal Revenue
Code. Put simply, federal oﬃceholders, candidates,
party oﬃcials, and their agents are restricted to raising
money that is permitted under federal contribution
limits. They may solicit and use only “hard money” for
their political activities.†
CED supported a ban on soft money because we
concluded that unregulated contributions, especially
when solicited by sitting oﬃceholders, increased the
risk of corruption in government. That the soft money ban has helped to reduce the potential for corruption can be discerned from the changes already
taking place. Members of Congress and national party
oﬃcials are no longer pressuring major corporations,
labor unions, and individuals to give large contributions
to party committees or oﬀering preferential treatment
in exchange for such gifts. Million dollar contributions
to national party committees have become a thing of
the past. The White House is no longer being used as
a reception facility for coﬀee klatches and other special
events designed to provide special access for soft money
donors. Moreover, for the ﬁrst time since 1980, all of
the monies raised by national party committees have
come from limited contributions. In these ways, BCRA
is altering the fundraising environment in Washington
and enhancing the integrity of the political process.
Even before BCRA went into eﬀect, the national party
committees†† had begun to reorient their fundraising
approaches to conform to the new law. Both parties
invested heavily in small donor solicitation programs.
They also developed programs to capitalize on the
higher individual contribution limits contained in
BCRA, which increased the amount an individual may
give to a national party committee from $20,000 per

year to $25,000 per year, with a maximum limit on the
total amount an individual could contribute to party
committees of up to $57,500 every two years.
The national parties were highly successful in adjusting to the new rules. Spurred by the highly competitive
presidential race and a deep partisan divide in public
attitudes, party fundraising reached new heights. In
fact, the national party committees raised more money
in hard dollars alone in the 2004 election cycle than
they raised in hard and soft money combined in previous cycles. Moreover, they did so by adding substantial
numbers of new donors to their fundraising rolls.
By the end of November 2004, the national party
committees had raised more than $1.2 billion, or about
$150 million more than they had raised in hard and
soft money combined at a comparable point in the
2000 election cycle. In other words, they replaced all
of the soft money they received in 2000 with new hard
dollar donations.
Although most observers predicted that the Republicans would have a dominant ﬁnancial advantage over
the Democrats in the hard money world mandated by
BCRA, the Democrats were more ﬁnancially competitive in 2004 than they had been in any election since
the adoption of the FECA in the early 1970s. By the
end of November, the Republicans had collected $632
million in hard money contributions, as compared to
$580 million for the Democrats. In comparison, the
Republicans raised $611 million in hard and soft money combined at a comparable point in 2000, while the
Democrats raised $458 million. Thus, with a month
of fundraising left to go, the Democrats had increased
their receipts by more than $130 million as compared
to four years ago, while the Republicans increased their
receipts by about $20 million. Moreover, the DNC
raised more money than the RNC for the ﬁrst time in
recent memory.

The law does allow some exceptions for speciﬁc circumstances. For example, a federal elected oﬃcial who is seeking state or local oﬃce
(e.g., a member of Congress running for governor) may raise money permitted under state law, including contributions larger than those
allowed under federal rules, so long as allowed by state law and so long as these funds are used solely for activities that refer solely to a state
or local candidacy. An exemption also allows a federal candidate or oﬃceholder to raise money from individuals, but not corporations or
labor unions, in amounts up to $20,000 for certain tax-exempt charitable organizations, provided that these organizations do not conduct
voter registration and turnout programs as their principal purpose.
†

There are six national party committees that have been established by the Democratic and Republican parties. Each party has a National, Senate, and House committee. These are: Democratic National Committee (DNC), Republican National Committee (RNC),
Democratic Senatorial Campaign Committee (DSCC), National Republican Senatorial Committee (NRSC), Democratic Congressional
Campaign Committee (DCCC), and National Republican Congressional Committee (NRCC).
††
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Table 1
National Party Summary: 2000 and 2004 Cycles ($ millions).
2000
Party

Hard

2004

Soft

Total

Hard

Total

Democrats

212.9

245.2

458.1

580.7

580.7

Republicans

361.6

249.9

611.5

632.5

632.5

Total

574.5

495.1

1,069.6

1,213.2

1,213.2

Source: Federal Election Commission data. The ﬁgures for 2000 are through year end. The ﬁgures for 2004 are through December 7,
2004. Figures include adjustments for transfers among committees.

Figure 1
National Party Committee Fundriasing: 2000 and 2004 Cycles
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Thus, contrary to fears expressed by some, BCRA
has not proved to be a tool of partisan advantage.
Both parties have demonstrated considerable ﬁnancial strength in the aftermath of a ban on soft money.
Both parties amassed ample resources to wage
competitive campaigns on behalf of their candidates.
They were able to do so largely as a result of their
success in recruiting and involving hundreds of thousands of new small donors in the political process.
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Party fundraising in 2004 was characterized by a
dramatic surge in the number of party donors. While
this expansion of participation was in part a reﬂection
of the competition and level of voter interest in this
year’s election, it also reﬂected party eﬀorts to reach out
to new donors. By stripping parties of their ability to
rely on unlimited contributions from a very small pool
of donors, BCRA gave parties a strong incentive to expand their bases of ﬁnancial support and place greater
emphasis on the recruitment of small donors. Both par-

ties responded in the way supporters of the ban hoped
they would—and with impressive results.
Republicans and Democrats alike experienced notable
success in broadening their grass-roots support and
numbers of small donors. The Republican National
Committee added more than one million new contributors to its rolls by the start of the election year.2 By
the spring of 2004, the Democratic National Committee had recruited more than 800,000 new small donors
through direct mail alone, tripling its number of direct
mail givers from 400,000 in 2001 to more than 1.2
million.3 By the end of the election cycle, the number of
direct mail donors had surged to 2.7 million, an almost
seven-fold increase as compared to 2000.4 Similarly,
the National Republican Senatorial and Congressional
Committees have recruited a combined total of more
than 700,000 new contributors.5 The Democratic Congressional Campaign Committee has added more than
230,000 donors, more than double the 100,000 new
donors it recruited in the 2002 cycle.6 And, although
exact numbers have not been released, the Democratic
Senatorial Campaign Committee reports that the
breadth of its donor base has “increased signiﬁcantly.”7
The parties are replacing their soft money receipts with
hard money from millions of new donors. More important, most of these donors are individuals who are giving small amounts. The role of small donors has been
enhanced by the ban on soft money and, by participating in great numbers, these individuals are making a
major contribution to the ﬁnancial life of the parties.
After the ﬁrst eighteen months of the 2004 cycle, small
donors making contributions of $200 or less had provided the national party committees with almost $272
million in funding. This total was more than twice the
$135 million that the parties had received from small
givers during the comparable period four years ago.
The parties have adapted well to the ban on soft money
and have done so in a way that oﬀers the prospects of
continued fundraising strength in the future. They are
now raising money in a manner that serves to promote
citizen involvement and elevate the role of small donors. The ban on soft money is making a diﬀerence.
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The 527 Controversy
The major issue that has emerged in the aftermath of
BCRA concerns the role of so-called “527 organizations” and their use of unregulated political contributions in federal elections. The activities of these
organizations were a focal point of debate in 2004,
particularly with respect to the presidential election,
and highlighted some of the key issues that need to be
addressed in order to strengthen the ban on soft money
in federal campaigns.
The attention given to 527 committees led to a common misimpression that all of these committees represent some form of structural innovation spurred by
BCRA. Most 527s are not new, and the controversy in
2004 was sparked by the activities of a relatively small
group of committees, most of which were formed in
anticipation of the 2004 election with a primary objective of inﬂuencing the outcome of the presidential race,
and most of which relied on a relatively small group of
donors for a sizable share of their funding.
Section 527 groups are political committees that are
collectively identiﬁed on the basis of the provision
of the Internal Revenue Code under which they are
organized. Section 527 of the Code provides tax-advantaged status to certain types of political committees
that are formed for the primary purpose of inﬂuencing
federal, state or local elections. Committees with 527
status pay no tax on the contributions they receive or
expenditures they make. Further, because these organizations are exempt from federal taxation, they may receive gifts of more than $11,000 without being subject
to the federal gift tax.8
There are more than 20,000 political committees
registered with the Internal Revenue Service under
Section 527. These encompass various types of political
organizations, including candidate campaign committees, party committees, political action committees, and
some nonparty political organizations. Some of these
committees are active only in federal elections, some
only in state or local elections, and some in both.
The provisions of this part of the tax code were originally intended to cover federal political committees
that are registered with and report to the FEC, or state
and local committees that register and report to state
campaign ﬁnance authorities. Years before the pas-

sage of BCRA, in response to court rulings that made
a distinction between “express advocacy” and “issue
advocacy,” the IRS incorporated this distinction into
its interpretation of Section 527, and recognized the
possibility that an organization could be engaged in
activities that “seek to inﬂuence the outcome of federal
elections” without engaging in express advocacy and
thus being subject to FECA restrictions or disclosure
requirements. This understanding opened the door to
the possibility that a political committee focused on
federal elections could be organized under Section 527,
but, by limiting its activities to “issue advocacy” communications, claim to be exempt from the requirement
to disclose it ﬁnances to the FEC.
Section 527 ﬁrst became a matter of public attention in the 2000 Republican presidential primaries,
when an independent political entity unaﬃliated with
a candidate or party committee, called Republicans
for Clean Air, gained national news coverage for the
controversial advertisements it broadcast against Senator John McCain in a number of key primary contests.
When the television ads were ﬁrst broadcast, little was
known about the group or the sources of its funding.
Subsequent media investigations determined that the
committee was formed by a couple of supporters of
Governor George W. Bush, who were seeking to help
Governor Bush after his loss to Senator McCain in the
New Hampshire primary. Republicans for Clean Air
spent an estimated $2.5 million on ads critical of Senator McCain in an eﬀort to help Governor Bush win the
Republican presidential nomination.9
Republicans for Clean Air and similar groups became a
major source of controversy early in the 2000 election
because their ﬁnancial activities were not publicly disclosed. The Internal Revenue Code made no provision
for disclosure, because it was assumed that the committees operating under Section 527 would already be
disclosing their ﬁnances with the FEC or some other
established reporting agency. The groups that avoided
registering with the FEC claimed that they were
involved in “issue advocacy,” not “express advocacy,” and
thus were not engaged in federal election activity that
required registration with the FEC or public disclosure of their ﬁnances. Congress quickly addressed this
problem, passing a bill in June 2000 that required Section 527 groups to ﬁle disclosure reports with the IRS.
The law required all Section 527 groups with annual
receipts of more than $25,000 to disclose all contribu15

tors of $200 or more per annum and all expenditures
of more than $500 to any one entity per annum.10
Section 527 organizations once again became a source
of controversy in 2004. The dispute began in response
to the activities of a relatively small number of primarily Democratic-leaning organizations that were formed
after the adoption of BCRA speciﬁcally to participate
in the presidential race. The most prominent of these
groups included the Media Fund, run by former Clinton aide Harold Ickes, which was organized to mount
advertising campaigns targeted at defeating President
Bush; Americans Coming Together (ACT), led by
Ellen Malcolm, who formed the progressive women’s
PAC, EMILY’s List, and Steve Rosenthal, former political director of the AFL-CIO, which focused on registering and turning out voters supportive of “progressive” issues; and Joint Victory Campaign 2004, a joint
fundraising committee aﬃliated with the Media Fund,
ACT and other progressive groups. Another organization, MoveOn.org, an Internet-based political group
that was formed during the Clinton impeachment trial,
was also among the most active groups, ﬁnancing a
number of television and newspaper advertisements in
the early stages of the election.
These pro-Democratic groups were established to raise
tens of millions of dollars to spend on the presidential
race. They sought to compensate for what was expected
to be a major resource gap between the prospective
party nominees. At the time these committees were
formed, most practitioners assumed that President
Bush would refuse public funds during the primaries,
as he did in 2000, and thus be free to raise an anticipated $200 million for his uncontested re-nomination
campaign. The prospective Democratic nominee was
expected to accept public funds and thus be limited
to spending no more than $50 million prior to the
Democratic national convention. In addition, given the
ban on soft money, it was expected that the Republican
Party—as it had in the past—would raise substantially
more money than the Democrats. The 527 entities
hoped to make up some of the anticipated disparity
by spending millions of dollars on television advertisements against President Bush and by ﬁnancing voter
registration and mobilization eﬀorts to turn out “progressive” voters who were likely to favor Democratic
candidates.

These committees aggressively pursued their objectives and began to amass substantial sums of money
by relying on large individual contributions and some
labor union support. By the end of March, less than
a month after Senator John Kerry had wrapped up
the Democratic presidential nomination, the top new
Democratic groups—Media Fund, Americans Coming Together, MoveOn.org, Joint Victory Committee
2004, and America Votes—had raised more than $47
million. Club for Growth, a leading conservative group,
had taken in more than $5 million. More important,
the pro-Democratic groups had by this time already
spent more than $20 million on advertising critical of
President Bush and had pledged to raise more than
$200 million to defeat the President.
These early eﬀorts in the presidential race immediately
generated a controversy over whether the 527 groups
involved in federal elections should be required to register with the FEC and be subject to federal contribution restrictions. In February 2004, the FEC issued an
advisory opinion in response to a request from Americans for a Better Country, a political committee registered with the FEC.11 In that opinion, the FEC ruled
that a 527 registered with the FEC as a federal political
committee is subject to the contribution limits and
disclosure requirements of federal law, and, citing the
provisions of BCRA, further noted that such a committee must ﬁnance any public communications that
“promote, support, attack or oppose” a federal candidate with hard money. The opinion also noted that any
voter registration or mobilization activities that include
messages urging voters to support a speciﬁc federal
candidate must be ﬁnanced with hard money. The
Commission, however, did not determine at what point
or under what circumstances a 527 committee that is
not registered with the FEC is required to register as a
federal committee and comply with the restrictions of
the law.
The FEC’s opinion had no eﬀect in prohibiting the use
of unregulated funds by the Media Fund and other
527s involved in federal elections. The decision applied
to a 527 already registered with the FEC as a federal
political committee. But the Media Fund and the other
527s set up to participate in the presidential race had
not registered with the FEC as federal political committees, even though their purpose was to conduct
activities in federal elections.
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Thus, the central issue in the 527 controversy is this:
when is any political committee required to register
with the FEC and abide by the contribution limits, disclosure requirements, and other restrictions
imposed on political committees by federal law? This
is an issue that gained renewed prominence in 2004,
but is not new. Rather, it is one that the FEC has
failed to address for almost thirty years.
Ever since the adoption of FECA, federal law has
deﬁned a “political committee” as a committee that has
as its “major purpose” the inﬂuencing of elections, and
that spends at least $1,000 in connection with federal
elections. The Supreme Court in its 1976 Buckley decision construed this deﬁnition to apply to organizations
that are “under the control of a candidate or the major
purpose of which is the nomination or election of a
candidate.”
The FEC, however, has never eﬀectively implemented
this requirement. The Commission has never established standards for implementing the “major purpose”
test or deﬁned what the requirement means.12 The
Commission did initiate a rulemaking procedure in
2001 to deﬁne this standard and develop regulations
for determining when a committee should have to
register and abide by federal rules, but it produced no
result.
In May 2004, the Commission faced the issue again in
a rulemaking procedure triggered by the soft money
activities of Section 527 groups. By this time, the Congressional sponsors of BCRA, the Bush presidential
campaign, the Republican National Committee, and
others had ﬁled a variety of formal legal complaints
with the FEC against the activities of the pro-Democratic groups involved in the presidential campaign. The
Commission, however, again failed to oﬀer a solution,
defeating on a four-to-two vote a proposal oﬀer by two
of the commissioners that was designed to bring clarity
to the law and place regulations on 527 ﬁnancing in
federal elections. Instead, the agency decided to delay
action until August. At that time, the agency established allocation rules that speciﬁed that certain 527
activities, including certain types of voter mobilization
programs, must be partially funded with hard money.
But the matter of standards for determining a group’s
status as a federal political committee subject to federal
contribution limits was left in limbo.

The FEC’s failure to bring clarity to the law served to
encourage 527 activity. Groups aligned with progressive or Democratic causes proceeded to implement
their strategies without pause. Groups associated with
conservative or pro-Republican causes, whose principal
objective was to defeat Senator John Kerry, quickly
began to organize and seek out large contributors of
their own. The most prominent among these pro-Republican committees was Progress for America Voter
Fund (PFA), a group led by two pro-Bush political
consultants, and Swift Boat Veterans for Truth (later
Swift Boat Veterans and POWs for Truth), which was
organized by a group of Vietnam veterans opposed to
Senator Kerry. These pro-Republican groups quickly
launched aggressive fundraising eﬀorts of their own,
taking in almost $63 million in the third quarter alone,
as compared to $36 million by their Democratic counterparts.13
By the end of November, there were an estimated 97
Section 527 groups whose activities focused on federal elections, 69 of which had been formed after the
adoption of BCRA.14 Most of these committees, 68 in
all, were Democratic-oriented groups. These 97 groups
reported total expenditures of $323.4 million. In addition, 527 committees associated with the 12 major
labor organizations reported expenditures of $100
million. Democratic-oriented committees spent about
$226 million, or more than twice the $96.7 million
disclosed by Republican-oriented groups. If the labor
spending is added to these totals, the spending advantage held by Democratic-oriented groups was close to
three-to-one.
Most of this $323 million in spending, about $245
million or 75 percent of the total, was due to the eﬀorts
of eight groups. On the Democratic side, ACT spent
about $76 million; Media Fund, $54 million; MoveOn.
org, $21 million; and the New Democratic Network,
$12 million. On the Republican side, PFA spent $35
million; Swift Boat Vets (SBVT), $22 million; and
Club for Growth and Club for Growth.net, a combined
$13 million. Moreover, a large share of the funding
came from individuals who gave substantial sums to
these organizations. According to data compiled by the
Center for Responsive Politics based on IRS ﬁlings, the
top twenty-ﬁve individual donors to federal 527 groups
contributed a total of more than $146 million to these
committees, which represented about 44 percent of
their total funds. Almost all of these gifts were made
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to the small number of groups that were most active
in the presidential race. An analysis conducted by the
Washington Post in October 2004 estimated that eight
out of every ten dollars received by the leading proDemocratic groups, and nine out of every ten dollars
received by the leading pro-Republican groups, came
from donations of $250,000 or more.15
Table 2
Finances of Selected Section 527
Receipts*

Expenditures*

($ millions)

($ millions)

Democratic-Oriented Committees
America Coming Together

78.7

76.3

Media Fund

59.4

54.4

MoveOn.org

12.5

21.2

New Democrat Network

12.2

12.2

Progress for America

44.9

35.4

Swift Boat Veterans for Truth

17.1

22.4

Club for Growth

7.7

9.4

Club for Growth.net

4.1

3.9

Republican-Oriented Committees

Source: Based on data compiled by PoliticalMoneyLine and the
Center for Responsive Politics from IRS ﬁlings as of December 8,
2004.
*Under IRS rules, 527 committees only need to report contributions of
$200 or more and expenditures of $500 or more. Due to these disclosure
rules, groups that receive large numbers of small contributions, such as
MoveOn.org, have a signiﬁcant share of their receipts that are not reported.

This funding allowed these 527 groups to play an active
role in the presidential race. For example, by mid-October, the Media Fund had spent more than $43 million
on television and radio advertisements.16 ACT was
reporting that its more than 4,000 employees had registered 450,000 voters, and that it planned to organize
45,000 persons to turn out voters on Election Day in
presidential battleground states.17 On the pro-Republican side, PFA had already spent at least $7 million on
anti-Kerry ads in swing states, and planned an additional $12 million in television advertising during the
ﬁnal two weeks of the campaign.18 From mid-August
through early October, Swift Boat Veterans for Truth

spent more than $5 million on ads that drew substantial media attention due to their attacks on Senator
Kerry’s honesty and Vietnam War record.19

Recommendations
The role of 527s in the 2004 election demonstrates
that the FEC’s failure to fulﬁll its regulatory responsibilities is promoting the re-creation of a soft money
system in federal elections. This development is
contrary to the spirit of the recent legislation and the
spirit of the Supreme Court’s rulings on campaign
ﬁnance. CED does not wish to see the return of a
soft money arms race. We ﬁrmly believe that federal
campaign activities should be ﬁnanced with monies
that are regulated by federal law and fully disclosed.
We urge Congress to take swift action to address
the federal regulatory issues raised by Section 527
groups to ensure that this loophole does not become
a vehicle for undermining the progress being made
under BCRA.
CED applauds the companies and business leaders
who are resisting eﬀorts from political fundraisers
to contribute to those 527 groups that are designed
merely to circumvent the ban on soft money. As the
Wall Street Journal reported in September 2004, corporations and major companies have not been a signiﬁcant source of funding for the 527s active in the presidential campaign.20 Similarly, an analysis conducted in
mid-October by PoliticalMoneyLine, a nonpartisan
disclosure organization, found no Fortune 500 companies or major publicly held corporations among the
top donors to these groups.21 The refusal of the business community to be drawn into the tactics of these
527s demonstrates a desire to adhere to the law and
stands as further testament to our desire to compete
in the marketplace, rather than the political arena. We
encourage business leaders to continue these voluntary
actions to prevent the resurrection of the soft money
system.
We ﬁrmly believe that political committees involved
in federal elections should be bound by federal
regulations and ﬁnance their activities solely with
hard money contributions. We therefore urge Congress to establish regulations that would require
all 527s to register as political committees with the
FEC, except for those that raise and spend money
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solely in connection with nonfederal elections or
selection processes, including candidate elections,
ballot initiatives, and the nomination or conﬁrmation of non-elected oﬃceholders. The regulations
should require that Section 527 groups that broadcast advertisements that promote, support, attack,
or oppose a federal candidate are ﬁnanced only with
monies raised under federal contribution limits. No
corporate or labor union contributions should be
allowed for this purpose. This approach will serve to
strengthen the ban on soft money and place nonparty
groups under similar restrictions to those now placed
on party advertisements. In order to avoid the possibility of placing an unnecessary regulatory burden on
small grass-roots groups, the registration requirement
should be applied only to political committees that
meet an established ﬁnancial threshold that serves as a
trigger for registration. The current reporting threshold
of $25,000 contained in the IRS Section 527 disclosure rules would be a reasonable level for this purpose.
We further recommend that the Congress codify
rules governing the use of monies by Section 527
committees that engage in activities that inﬂuence
federal and nonfederal elections. Any group that is
registered with the FEC and maintains federal and
nonfederal accounts to ﬁnance such activities as
voter registration programs or voter turnout drives
should be required to pay 50 percent of the costs of
such activities with hard money contributions, if a
federal candidate is mentioned in these eﬀorts. In
addition, we believe strongly that any nonfederal
monies raised to pay for activities that require joint
federal/nonfederal funding should be limited. These
funds should only come from individual donors and a
limit should be placed on the amount an individual is
allowed to donate.
The party soft money system was established as a result
of FEC decisions that allowed party committees to
raise unlimited contributions for what were originally
a deﬁned set of restricted purposes. The FEC’s actions eventually led to the development of a campaign
ﬁnance system characterized by hundreds of millions of
dollars in unregulated gifts that had a corruptive eﬀect
on the political system, made a mockery of the law, and
alienated many citizens from their own government. In
2002, a bold step was taken to address these problems.
Now, Congress should not allow the FEC to make the
same mistake again.

IV. Improving Presidential Campaign Finance

In 1974, Congress established a voluntary system of
public ﬁnancing in presidential elections. This system
was designed to reduce the risk of corruption in the
political process by oﬀering candidates the option of
public money as a source of funding for their campaigns. It also sought to expand citizen participation
in campaign ﬁnancing by increasing the role of small
contributors, while reducing the relative importance
of large donations. At the time public ﬁnancing was
adopted, it was heralded as the most innovative change
in federal campaign ﬁnance law in American history. It
remains so to this day.
Since the ﬁrst publicly ﬁnanced election in 1976, this
optional program has been well-received by presidential candidates. Almost all of the major contenders
who have sought the Oval Oﬃce, whether a sitting
President or a challenger, Republican or Democrat,
have used public funds to help ﬁnance their campaigns.
Every major party presidential nominee has chosen to
ﬁnance a general election campaign with public resources, and both major parties have used public funds
to help pay for their national nominating conventions.
While public funding has been a popular and important source of presidential campaign funding, the
program is no longer as eﬀective as it once was. The
rules have not been revised in thirty years. The system
has not been adapted to accommodate the dramatic
changes that have taken place in the presidential
nomination process in recent decades. Nor has it been
modiﬁed to acknowledge the changing dynamics and
ﬁnancial demands of presidential campaigns. Consequently, candidates have found it increasingly diﬃcult
to conform to the public funding rules—particularly
the outdated caps on spending attached to the accep19

tance of public money—and still meet the ﬁnancial and
strategic demands of a modern campaign.
The strategic problems caused by the current rules are
encouraging candidates, especially those most likely
to win a party’s nomination, to concentrate on large
donors or opt out of the program altogether, at least
during the primary stage of the election. In 2000,
Governor George W. Bush became the ﬁrst major
party nominee to win his party’s presidential nomination without accepting public matching funds and the
spending limits that accompany this decision. In 2004,
both of the major party nominees, President George
W. Bush and Senator John Kerry, decided not to take
public money during the primaries, as did Governor
Howard Dean, the early frontrunner in the Democratic
race. Their decisions will undoubtedly encourage future
candidates to follow their lead.
The major problem with the current system is that the
tradeoﬀ that forms the basis for the program—public money in exchange for agreeing to spending limits—is no longer regarded as an equitable exchange.
The relative value of public funding has diminished,
while the risks involved in accepting expenditure limits
have grown. An increasing number of candidates are
therefore concluding that the risks of accepting public money outweigh the beneﬁts. This has placed the
future of the system in serious jeopardy.

Public Funding in Presidential
Elections
In the eight presidential elections from 1976 through
2004, candidates and party committees have received
more than $1.3 billion in public ﬁnancing. The pro-

gram has distributed about $342 million to candidates
seeking party presidential nominations, $152 million
to party committees for convention funding, and $839
million to general election contenders. As these ﬁgures
suggest, public resources have been a major source of
campaign funding.
Candidates can qualify to receive public funds at each
stage of the presidential election process. The monies to pay for this beneﬁt come from a tax-checkoﬀ
option on individual federal income tax forms, which
allows taxpayers to designate a deposit to the Presidential Election Campaign Fund, a separate account
administered by the Department of the Treasury, from
which all public funding payments are made. Individual
taxpayers are allowed to contribute $3 to this account,
or $6 if ﬁling jointly.§ The amount of the checkoﬀ does
not aﬀect the amount of an individual’s tax liability or
tax refund.
In primary elections, candidates who choose to accept
public funding are eligible to receive “matching” payments on low-dollar contributions made by individuals. Under the terms of the program, candidates who
meet certain eligibility requirements can receive public
money on a dollar-for-dollar basis on the ﬁrst $250
given by each individual donor. So, for example, an
individual’s contribution of $50 is matched with $50 in
public money, thus generating $100 in campaign funds.
If an individual donates more than $250, only the ﬁrst
$250 is matched. An individual contribution of $2,000
would generate $250 in matching funds, providing a
candidate with a total of $2,250 in campaign money.
The program thus oﬀers an incentive to candidates
to pursue small donations and increases the relative
importance of small donors in presidential campaigns.
It encourages candidates to expand their bases of support and promote citizen involvement in the electoral
process.

In the general election, candidates are eligible to receive
full public funding. Each of the major party candidates
may choose to accept a public grant that provides the
total amount a publicly funded candidate is allowed
to spend. This approach frees a candidate from the
demands of campaign fundraising and diminishes the
potential for corruption by replacing private sources of
funding with public resources. In 1974, the amount of
the general election grant was set at $20 million, with
adjustments for inﬂation. By 2004, this amount had increased to $74.6 million.1 Minor party or independent
candidates can qualify for a proportionate share of this
subsidy by winning at least 5 percent of the vote in the
previous presidential race.
Presidential candidates who participate in the public funding program are subject to the same ﬁnancial
disclosure requirements and contribution limits as
those applied to other federal candidates. Prior to
2004, a presidential candidate may receive a maximum
of $1,000 per election from an individual donor and
$5,000 per election from a PAC. In 2002, the Bipartisan Campaign Reform Act increased the individual
limit to $2,000, with adjustments for inﬂation, and
kept the $5,000 limit on PACs. The 2004 election is
the ﬁrst presidential race conducted under these new
limits.
To be eligible to receive public funds, a candidate must
agree to limit personal spending on his or her own
campaign to $50,000 and agree to abide by campaign
spending limits. Publicly funded general election
candidates are also prohibited from raising any additional private contributions for their campaigns, with
the exception of monies used to pay for the legal and
accounting expenses incurred to comply with the law.
Any funds raised for legal and accounting costs must
come from limited contributions.

The amount of the tax checkoﬀ was initially $1 for individual ﬁlers and $2 for married couples ﬁling jointly. In 1993, Congress raised the
amount to $3 for individuals and $6 for joint ﬁlers.
§
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Presidential Public Financing Regulations
The presidential public ﬁnancing system was established by the Federal Election Campaign Act of 1974.
The law created a voluntary program of partial public
funding in primary elections and full public funding
in general elections, as well as a subsidy for national
party committees for the purposes of ﬁnancing national
nominating conventions. The law set forth detailed
provisions that determined the eligibility requirements
to qualify for public funding and the terms of the program.

garner 20 percent of the vote in a subsequent
primary.
•

Minor Party or Independent Candidates: Candidates who compete in parties that do not hold
state primaries or caucuses, such as the Green
Party and Natural Law Party in 2000, may
qualify for matching funds by meeting the basic
eligibility requirements.

•

Aggregate Spending Limit: The law imposes
a ceiling on the aggregate amount a publicly
ﬁnanced candidate may spend. This aggregate
ceiling, which limits the total amount a candidate may spend, is based on a number of component parts. The aggregate spending cap was
set in 1974 at a base limit of $10 million, plus
an additional 20 percent for exempted fundraising costs, with adjustments for inﬂation.
This fundraising “exemption,” which is simply
an added amount for fundraising expenditures,
was included in the law to recognize the higher
costs that would be incurred to raise funds
from the smaller contributions required by contribution limits and encouraged by the matching fund incentives. There are also exemptions
for legal and accounting expenses incurred to
comply with the law. In 2000, the FEC adopted
regulations that limit these compliance costs to
15 percent of the base limit while the campaign
is still active. Thereafter, once a campaign is
over and winding down, all payments for salaries and overhead are considered exempt and
do not count against the aggregate limit.

Primary Election
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•

Eligibility: In the prenomination or primary
phase of the election, candidates are eligible
for public matching funds if they fulﬁll certain
fundraising requirements and agree to certain
ﬁnancial restrictions. To qualify, a candidate
must raise at least $5,000 in contributions of
$250 or less in at least twenty states. A candidate must also agree to abide by aggregate and
state-by-state spending ceilings, and agree to
limit personal spending in support of a campaign to no more than $50,000. Once these
eligibility requirements are met, public funds
are granted on a $1-to-$1 basis on the ﬁrst
$250 contributed by each individual donor.
The maximum amount of the subsidy a candidate may receive is a sum equal to one-half of
the base primary spending limit.

•

Payments: Only contributions received by eligible candidates after January 1 of the year before
the election can be matched with public funds.
The ﬁrst payments to candidates are made on
January 1 of the election year. FEC regulations
state that a candidate who fails to garner 10
percent of the vote in two consecutive primaries is no longer eligible to receive matching
funds. This rule was adopted to ensure that
the availability of matching funds does not
encourage a candidate who is unlikely to win
to remain in the race. The FEC has interpreted
this regulation to mean two consecutive primaries in which a candidate is entered on the
ballot, rather than two consecutive primaries as
determined by the primary calendar. To restore
eligibility for funding, a candidate needs to

In 1976, a candidate was allowed to spend a
total of $13.1 million on a presidential nomination campaign. By 2000, this overall ceiling had
increased to about $45.6 million, with the new
rules on compliance costs included. In 2004,
the overall limit is $44.8 million, or almost $50
million when compliance funds are included.
•

State Spending Limits: In addition to the aggregate ceiling, candidates must also abide by
state-by-state spending limits. The amount
a candidate may spend in each state is based
on a formula established in 1974 that allows
the higher amount of 16 cents times a state’s

voting-age-population, plus adjustments for
inﬂation, or a minimum of $200,000, adjusted
for inﬂation. In 2004, these state limits ranged
from a minimum of $746,200 in a low population state such as New Hampshire to $15.6
million in California. Over the years, FEC
regulations designed to ease the accounting
burdens on candidates have exempted a variety
of campaign activities or expenditures from
the accounting associated with state ceilings,
so long as they are included in the aggregate
spending limit.

ing, slightly less than half of the amount given
to each of the major party candidates, based on
the share of the vote he received in the 1992
presidential race. Candidates who qualify for
partial public funding can raise private contributions subject to federal contribution limits
to make up the diﬀerence between the amount
of the public subsidy and the amount of the
overall general election spending limit applied
to publicly ﬁnanced candidates.
•

General Election
•

A candidate who does not accept public ﬁnancing in the primary election may choose public
ﬁnancing in the general election, so long as that
candidate meets the qualifying requirements
and conditions.

•

Major Party Candidates: Major party nominees
(deﬁned in the law as a nominee of a party
that received at least 25 percent of the vote in
the previous election) can receive a full public
grant equal to the total amount of the general
election spending limit. The amount of this
grant was set in 1974 at $20 million, plus
adjustments for inﬂation. By 2004, this grant
had grown to $74.6 million. As a condition of
receiving this funding, candidates must agree
that they will not raise or spend additional private contributions on their campaigns, with the
exception of monies to ﬁnance general election
legal, accounting and compliance costs. These
compliance funds are subject to federal contributions of $2,000 per individual and $5,000
per PAC.

•
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Non-Major Party Candidates: A non-major
party candidate or independent candidate can
receive a proportionate share of the amount
provided by the general election grant based
on the share of the vote the party or candidate
received in the previous presidential election,
as compared to the average vote received by the
major parties. To qualify, such a candidate or
party has to receive at least ﬁve percent of the
national vote. For example, in 1996, Ross Perot,
the Reform Party nominee, received about
$29.1 million in general election public fund-

Newly Qualiﬁed Candidates: New parties or
candidates can also qualify for post-election
funding. As in the case of non-major party
candidates, these candidates can receive a proportionate share of the general election grant,
so long as the presidential nominee of the party
receives at least ﬁve percent of the national vote.
In 1980, John Anderson of the National Unity
Party garnered more than ﬁve percent of the
vote and was granted $4.2 million in public
money after the election to help defray the
costs of his presidential campaign.

Convention Funding
•

Major Parties: The national party committees
of the major parties have the option of accepting a public grant to ﬁnance their respective
national presidential nominating conventions.
Each major party can receive a grant that was
originally set in 1974 at $2 million, plus adjustments for inﬂation, and subsequently increased
to a base amount of $3 million in 1979 and $4
million in 1984. With adjustments for inﬂation, the total amount of this grant reached
$14.9 million in 2004.

•

Non-Major Parties: A non-major party whose
presidential nominee received at least ﬁve
percent of the vote in the previous presidential
election can qualify for a proportionate convention subsidy. As with general election funding,
the amount is based on the share of the vote
received by the candidate as compared to the
average vote received by the major parties.
In 2000, the Reform Party qualiﬁed for $2.5
million in convention ﬁnancing based on Ross
Perot’s share of the vote in 1996.

The Beneﬁts of Matching Funds
Every major party presidential nominee since 1976,
including President George W. Bush and Senator John
Kerry in 2004, has accepted public ﬁnancing in the
general election. Until recently, so did every serious
contender for the major parties’ nominations.
Republicans and Democrats alike have relied on public
funds as a means of ﬁnancing their campaigns, with
a greater number of Democrats receiving primary
matching funds due to the greater number of contested
Democratic nomination contests in the past thirty
years. Even so, Democratic candidates and their national party committee have received about $646 million in public support since 1976, as compared to $628
million for Republican candidates and their national
party committee. Relatively few of the non-major party
candidates who have run for president have qualiﬁed
for public support. Those who have received a total of
only $59 million from the program. Two-thirds of this
amount, approximately $42 million, represents the partial general election funding given to the Reform Party
nominee in 1996 and 2000 as a result of the support
garnered by Ross Perot in the 1992 and 1996 elections.
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of small donations, and in 1984, became the ﬁrst and
only presidential candidate to ever receive the maximum amount of public matching money permitted by
the law. Even former Vice President Walter Mondale,
who ran for the Democratic nomination in 1984 with
a well-established base of ﬁnancial support, relied on
small donors for almost a third of his total campaign
contributions from individual supporters.2
Lesser-known candidates realized an even greater
relative beneﬁt from public ﬁnancing. The availability
of matching funds allowed these candidates to build
on their comparatively small bases of donor support
and raise the sums needed to communicate their views
to voters. For many of these challengers, matching
funds were a vital source of funding at crucial points
in the campaign, particularly in the critical early primary states. In these instances, public funding not
only helped to promote greater participation, but also
expanded the choices available to voters, thus making
their ballot decisions more meaningful.

Presidential aspirants have chosen to participate in the
matching program because it is an eﬀective means of
generating campaign money and enhancing the value
of small contributions. Candidates who emphasize the
solicitation of small contributions, or who lack a developed base of large donor support, can rely on matching
funds as leverage to promote donor participation and
garner the resources needed to wage a viable campaign.
Most presidential contenders, including many who did
not win the party’s nomination, have recognized this
beneﬁt.

As political scientist Michael Malbin, director of the
Campaign Finance Institute, has recently noted, examples of candidates who, without public funds, would
have lacked the resources to compete in primaries can
be found in every election.3 Many of those who mounted strong, but unsuccessful, challenges for a party’s
presidential nomination, including Ronald Reagan in
1976, George H.W. Bush in 1980, Gary Hart in 1984,
Paul Tsongas and Patrick Buchanan in 1992, and Senator John McCain in 2000, would have found it diﬃcult
to sustain their campaigns without the infusions of
money they received from matching funds at critical
junctures in a race. Public funding gave these contenders an opportunity to have their voices heard and left it
to the voters to decide the outcome of the race.

In the ﬁrst few publicly funded elections, winning
candidates capitalized on the availability of matching
funds, engaging large numbers of small donors in their
campaigns and raising a substantial portion of their
campaign monies from low-dollar contributions. In
1976, 40 percent of the monies President Gerald Ford
received from individuals came from donors of $200 or
less. Similarly, 38 percent of the contributions received
by the eventual Democratic nominee, Jimmy Carter,
came from small donors. In 1980 and 1984, Ronald
Reagan raised half—47 percent and 46 percent respectively—of his individual contributions in the form

The value of public funding in enhancing competition and the choices available to voters was once again
demonstrated in the 2004 Democratic primaries. The
contests in Iowa and New Hampshire were highly
competitive and attracted substantial voter interest. But
at least four of the major challengers who competed in
those elections—Wesley Clark, John Edwards, Richard
Gephardt, and Joseph Lieberman—would not have
remained viable candidates without the more than $3
million in matching funds that each received at the beginning of January. Senator John Edwards, who waged
a strong campaign in the early states, was virtually out

Table 3: Public Funding in Presidential Elections, 1976-2004 ($ millions)
Democrat

Republican

Other

Total

Primary

14.7

9.0

0.0

23.7

Conventions

2.0

1.6

0.0

3.6

General

21.8

21.8

0.0

43.6

Total

38.5

32.4

0.0

70.9

Primary

10.5

19.1

0.0

29.6

Conventions

3.7

4.4

0.0

8.1

General

29.4

29.2

4.2

62.8

Total

43.6

52.7

4.2

100.5

Primary

25.7

9.7

0.2

35.6

Conventions

8.1

7.8

0.0

15.9

General

40.2

40.1

0.0

80.3

Total

74.0

57.6

0.2

131.8

Primary

30.4

35.0

0.9

66.3

Conventions

9.2

9.2

0.0

18.4

General

45.8

46.0

0.0

91.8

Total

85.4

90.2

0.9

176.5

Primary

23.3

15.5

2.4

41.2

Conventions

11.0

11.0

0.0

22.1

General

55.1

55.0

0.0

110.1

Total

89.4

81.5

2.4

173.3

Primary

13.9

42.4

0.5

56.7

Conventions

12.2

12.4

0.0

24.5

General

61.8

61.8

29.1

152.7

Total

87.9

116.6

29.6

234.0

Primary

29.3

26.5

5.8

61.6

Conventions

13.5

13.5

2.5

29.5

General

67.6

67.6

12.6

147.8

Total

110.4

107.5

20.8

238.8

Primary

26.9

0.0

0.6

27.5

Conventions

14.9

14.9

0.0

29.8

General

74.6

74.6

0.0

149.2

Total

116.4

89.5

0.6

206.5

Overall Totals

645.6

628.0

58.7

1332.3

1976

1980

1984

1988

1992

1996

2000

2004

Totals may not add up due to rounding. Some ﬁgures adjusted for repayments. Source: Congressional Research Service, “The Presidential
Election Campaign Fund and Tax Checkoﬀ: Background and Current Issues.” March 2000. Updated with FEC data.
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of money at the end of 2003, and would not have had
the resources needed to campaign in Iowa and New
Hampshire without the beneﬁt of public support.4
Yet, while public funding has continued to be widely
accepted by candidates, its eﬃcacy in promoting
low-dollar donor participation has declined. In recent
elections, candidates have altered their fundraising
strategies, and attempted to meet the rising ﬁnancial
demands of the process by focusing on large contributions. This shift reﬂects changes that have occurred in
the presidential selection process, as well as the diminishing value of the public funding incentive. As a result,
the relative importance of small donors is decreasing.
The ﬁnancial demands of a presidential campaign have
intensiﬁed as a result of changes in the formal selection process. Beginning in the mid-1980s, a growing
number of states began to schedule their presidential
primaries or caucuses earlier and earlier in the election
year, a phenomenon known as “front-loading.”5 In 1976,
when the public funding program ﬁrst went into eﬀect,
the New Hampshire primary was held in the last week
of February and candidates faced only six other state
primaries over the course of the following eight weeks.
In 2004, New Hampshire held its primary at the end
of January and nine other states held primaries in the
next two weeks. By the end of the ﬁrst week of March,
the majority of the delegates to the 2004 national conventions had already been chosen.
This front-loading of the process has increased the
pressure on candidates to raise money early. It has also
made it increasingly diﬃcult for candidates to ﬁnance
a campaign by raising the funds needed to contest one
state and then rely on a good showing—and a few
weeks’ time—to raise money for the next. Instead,
candidates now face the reality of having to amass the
funds needed for the contests in Iowa and New Hampshire, as well as a number of other states, even before
the voting has begun. This strategic dictate has elevated
the prominence given to early fundraising as a measure
of a candidate’s viability, in eﬀect creating a “money
primary” in the months leading up to the ﬁrst election
in Iowa. Candidates have responded by starting to campaign earlier and earlier in the pre-election year, which
increases the length and expenses of a run for oﬃce.
Candidates have also adapted to the demands of
frontloading by placing greater emphasis on donors
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capable of giving larger amounts. While a few candidates have continued to embrace the incentives oﬀered
by matching funds and focused on small donors, most
candidates, especially well-established candidates and
prospective frontrunners, have chosen instead to focus
on those willing to give the maximum amount allowed
by the law. Consequently, in the most recent elections,
candidates, especially party nominees, have received a
majority of their individual contributions from $1,000
donors (then the maximum contribution).6
•

In 1996, 45 percent ($42.7 million) of the
monies raised by presidential candidates from
individual donors ($94.6 million) came from
donors who gave $1,000. Donors who gave
$1,000 were responsible for 56 percent of the
total amount President Clinton received from
individual supporters and 51 percent of Senator Robert Dole’s total individual receipts.

•

In 2000, 55 percent ($121.4 million) of the
total amount taken in by all presidential candidates from individual donors ($220.6 million) came from $1,000 donors. Vice President
Al Gore raised 63 percent of his individual
receipts from those who gave the maximum allowed, while Governor George W. Bush raised
67 percent of his receipts from this source.

•

In 2004, despite the success of Governor
Howard Dean in mobilizing thousands of
new small donors and a quadrupling of the
total amount contributed by small donors, 51
percent ($293.1 million) of the monies received
from individuals by all presidential contenders as of July 31, 2004 ($580.2 million) came
in contributions of $1,000 or more (the limit
having been raised to $2,000). More than half
of this amount ($197 million out of the $293.1
million) came from donors who gave the new
maximum of $2,000. President Bush received
60 percent ($142.5 million) of his individual
contributions in amounts of $1,000 or more.
Senator John Kerry received 44 percent ($91.5
million) in donations of $1,000 or more.

These ﬁgures indicate the shift taking place in the
ﬁnancing of presidential campaigns. Instead of inciting
candidates to invest in eﬀorts to attract small contributions, matching funds now tend to be regarded by

candidates primarily as a supplement to large contributions. Candidates are concentrating on a relatively small
pool of donors, and are not undertaking the types of
broad-based fundraising eﬀorts that can promote the
involvement of a larger share of the electorate in the
ﬁnancing of campaigns. Furthermore, by emphasizing
large donations, candidates may discourage participation among small donors by sending the signal that
low-dollar gifts are not important, thereby reinforcing
feelings of political ineﬃcacy and alienation that under-

Figure 2
Breakdown of Individual Contributions to
Presidential Candidates

2000 Presidential Primary
33%

51%
16%
$1,000 and Up
$200-$999
Less than $200

2004 Presidential Primary
23%

21%

57%
$1,000 and Up
$200-$999
Less than $200

Source: Campaign Finance Institute, based on contributions as of
July 31, 2004.
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mine the vitality and health of representative government. We believe that our democracy is best served
by a ﬁnancial system that encourages all candidates to
reach out to average citizens and expand the scope of
participation in the ﬁnancing of campaigns. This is one
way to promote well-funded and robust campaigns, a
more engaged electorate, and stronger political participation.
We recognize that the 2004 election has been characterized by an extraordinary surge in small donor
participation. The early success of Governor Howard Dean’s campaign, the emergence of the Internet
as a major conduit for small donor activity, and the
unprecedented fundraising success of the two presidential nominees stand as testaments to the fact that
the 2004 election has engaged average citizens in a
way unlike any in recent memory. We are encouraged
by these developments and would like to see such
high levels of citizen engagement in future elections.
Indeed, we hope that future candidates will have
as much—if not more—success in attracting small
donor support.
We note, however, that the experience in the 2004
election does not in fact ensure a broader role for
small contributors in the future. Although small contributions more than quadrupled in the 2004 presidential primary race, growing from a total of $53 million
for all candidates four years ago to more than $205 million in this cycle, much of this money was received after
the presidential nominations were already decided, and
reﬂects the unprecedented sums raised by the two de
facto nominees.7 Because President Bush and Senator
Kerry chose not to accept matching funds, they were
allowed to spend as much as they could raise in limited
contributions. By the time of the conventions, which
constitute the end of the primary campaign fundraising
period, the President had raised $260 million, while
Senator Kerry took in more than $248 million. Such
sums were unprecedented, and represented about ﬁve
times more than the amounts each of these candidates
would have been able to spend under the public funding spending caps. President Bush and Senator Kerry
alone received a combined total of more than $157
million from donations of less than $200, with each of
these candidates raising more than $78 million in gifts
of $200 or less. Small contributions to these two candidates constituted 75 percent of the small donor total
achieved by all of the candidates.

Table 4
Presidential Primary Campaign Finance, 2000 and 2004
2000
Total
Receipts*

2004
Total
Receipts*

Total Disbursed

Democrats

Total Disbursed

Democrats

Bill Bradley

51.0

49.7

Wesley Clark

29.5

29.1

Al Gore

50.7

44.3

Howard Dean

52.9

51.7

John Edwards

33.4

33.3

Dick Gephardt

21.5

21.0

5.1

5.1

233.4

185.4

Republicans
Gary Bauer

16.9

16.9

Bob Graham

101.4

97.2

John Kerry

Elizabeth Dole

5.4

5.4

Dennis Kucinich

12.1

12.1

Steve Forbes

48.5

48.4

Joe Lieberman

19.0

18.8

5.2

12.5

Carol Moseley Braun

0.6

0.6

John McCain

58.2

57.8

Al Sharpton**

0.7

0.8

Dan Quayle

7.9

7.5
George W. Bush

242.0

209.5

George W. Bush

Alan Keyes

Republican

Democrat Total

101.7

94.0

Democrat Total

408.2

357.8

Republican Total

243.5

245.8

Republican Total

242.0

209.5

Total

345.2

339.8

Total

650.2

567.3

* Includes contributions, loans, federal matching funds, transfers from other political committees, oﬀsets, and other items.
** Al Sharpton has been declared ineligible for matching funds and may be forced to return the $100,000 he received.

Totals may not add up due to rounding.

Source: FEC reports and press releases on public matching funds through July 31, 2004.
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Most of this increase in small donor giving occurred
once the Democratic nominee had emerged and the
general election was essentially under way. At the end
of February, as the Democratic nomination process
was moving into its last few meaningful primaries, the
ﬁnancial picture looked very diﬀerent. At that point in
the election, the recent historical trend towards large
contributions was continuing with little abatement, and
the percentage of candidate receipts from small donors and public funds was down sharply. In fact, of the
major contenders, only Governor Howard Dean, who
raised almost 60 percent ($29.9 million) of his individual receipts from donations of less than $200, relied
on small donors as the principal source of his campaign
money. Through February, the President had raised
75 percent ($117.3 million) of his funds from donors
of $1,000 or more, including more than $95 million
from donors of $2,000. Senator Kerry had 66 percent
of his individual receipts from donors of $1,000, and
these donors made up more than 70 percent of the
individual monies raised by the other major contenders—Edwards, Gephardt, and Lieberman. Overall,
without Governor Dean included, about 63 percent of
the money raised from individuals by Democrats came
from donors of $1,000, and only 19 percent from small
donors. The corresponding percentages with Governor
Dean included are 49 percent from large donors and 32
percent from small donors.8 These statistics highlight
the dramatic diﬀerence in the way Governor Howard
Dean’s campaign was ﬁnanced as compared to most
other major contenders in recent elections.

dates an additional incentive to concentrate on larger
gifts, rather than small donations.

That larger contributions made up a higher percentage
of the early money raised in 2004 as compared to 2000
or 1996 is not surprising given the higher contribution limits established by BCRA. BCRA doubled the
individual contribution limit, increasing it to $2,000,
without making any corresponding change in the rules
governing matching funds. The law, in eﬀect, reduced
the relative value of the matching fund beneﬁt by half:
instead of matching the ﬁrst $250 on a maximum
donation of $1,000, the program now matches the ﬁrst
$250 on a maximum donation of $2,000. Furthermore,
BCRA indexed the individual limit for inﬂation, but
did not make a corresponding change in the amount of
a matchable contribution. This means that the relative
value of the matching subsidy will continue to decline
in the future. This imbalance will oﬀer future candi-

The primary spending limits are particularly complex.
The total amount a candidate is allowed to spend is determined by adding up a number of sub-limits, including a base limit that was originally set at $20 million in
1974 and adjusted for inﬂation, an amount equal to 20
percent of the adjusted base limit that can be used to
pay fundraising expenses, and, beginning in 2000, an
additional amount equal to up to 15 percent of the base
limit for legal and accounting costs. The total of these
three sub-limits is the aggregate amount a candidate is
allowed to spend under the aggregate ceiling on expenditures. In 1976, this calculation produced a spending
ceiling of about $13 million; in 2004, the ceiling had
grown to close to $50 million.

The Problem of Spending Limits
Candidates are refusing to accept public funds not
because of the decline in the value of the match, but
due to the outmoded constraints imposed by the
program’s spending limits. The expenditure allowances
established for publicly funded candidates are woefully inadequate. This is especially the case with respect
to the caps placed on pre-convention spending. The
primary campaign expenditure ceilings fail to reﬂect the
changes that have taken place in the presidential selection process, the practical costs of modern campaigns,
and the complicated ﬁnancial dynamics of competitive
presidential contests. As a result, a growing number
of candidates, particularly frontrunners or prospective nominees, are concluding that the strategic risks
incurred in accepting these limits are too high to justify
the beneﬁts that public funding oﬀers.
One problem with the current limits is evident from
the various provisions that govern the ceilings: they do
not allow candidates the freedom to choose how best to
allocate the sums they are allowed to spend. Instead of
establishing a straight-forward, overall spending ceiling,
the rules set forth complicated formulas that compel
candidates to engage in unnecessary accounting, and in
innovative practices designed to circumvent particular
restrictions.

In addition, publicly funded primary candidates are
required to adhere to limits on the amount they may

Table 5
Presidential Primary Spending Limits ($ millions)

Base Primary
Spending Limit

Additional FundRaising Exemption

Overall Limit*

Sum of State-by-State
Limits

1980

14.7

2.9

17.7

48.9

1984

20.2

4.0

24.2

67.2

1988

23.1

4.6

27.7

76.8

1992

27.6

5.5

33.1

91.8

1996

30.9

6.2

37.7

102.7

2000

33.8

6.8

40.6

113.8

2004

37.3

7.5

44.8

146.0

* NOTE: The overall limit does not include money spent to comply with the law. As of 2000, candidates may spend up to 15 percent of
the overall limit on compliance costs during the primary campaign.

spend in each state. These state-by-state ceilings vary
on the basis of population and range from a low of
about $746,000 in New Hampshire to more than $15
million in California. The incoherence in the current
system is exempliﬁed by the fact that the total amount
of spending permitted under these state caps, when all
50 states are added up, is about three times as much
as the amount allowed by the aggregate limit. Moreover, since these caps are based on population, they do
not reﬂect the realities of the presidential nominating
process. Iowa, the ﬁrst state in the presidential selection process, has a relatively low spending limit. New
Hampshire, the state that holds the most important
primary, has the lowest limit. The FEC has tried to
ease this problem by allowing candidates to allocate
a variety of expenditures against the aggregate limit
rather than the state caps. Even so, candidates must
pursue innovative practices and often travel a complex
and winding route through a forest of legal technicalities to spend the sums they want to spend in the early
state contests.
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A more fundamental—and alarming—problem is easily discerned from the spending patterns that have been
evident since the mid-1980s. In each subsequent election cycle, the candidate who emerges from a contested
nomination campaign has reached the expenditure ceiling at an increasingly early point in the election. Thus,
the law, as it now stands, no longer provides candidates
with the spending capacity needed to adequately ﬁnance a nomination campaign.
In the 1980s, the leading candidates, including Governor Reagan in 1980, Vice President Mondale in 1984,
and Vice President Bush and Governor Dukakis in
1988, tended to come within reach of the overall cap
on spending (factoring in forward costs to get through
the nominating convention) by early June or late May.
All of these candidates had to limit their campaigning
in the weeks prior to the convention, but they were able
to spend enough money to campaign throughout the
primary season. In recent elections, this has not been
the case. Candidates who have won the nomination in
competitive primary races have run out of “spending

room” as early as the end of April or middle of March.
In short, they have essentially disbursed the amounts
they were allowed to spend three or four months before
the party nominating conventions. These candidates
were therefore left in a precarious position, particularly
when facing prospective general election opponents
who were nominated without major opposition.
The inadequacies of the current limits were made
plain in the 1996 and 2000 elections. In 1996, Senator Robert Dole captured the Republican nomination
after winning a hard-fought nomination contest against
a number of challengers, including Malcolm “Steve”
Forbes, who largely self-ﬁnanced a campaign with millions of his own dollars and thus was not constrained
by spending limits. By the time Senator Dole emerged
as the likely nominee in April, he had already essentially reached the pre-convention spending cap. His prospective general election opponent, President Bill Clinton, faced no challenge for the Democratic nomination,
and still had more than $20 million left to spend on
what was basically a general election campaign. Senator
Dole, however, continued to be restricted by the spending limit until after the Republican convention.
Early in the 2000 election cycle, Governor George W.
Bush, facing the prospect of having to run against Steve
Forbes in the primaries and perhaps an incumbent
Vice President in the general election, decided to avoid
Dole’s dilemma by opting out of the public funding
program. This decision freed him of the spending
limits, and he went on to raise and spend more than
twice the amount permitted a publicly ﬁnanced candidate. Senator John McCain accepted public funds and
mounted a strong challenge against Governor Bush.
But Senator McCain’s primary bid ended in the ﬁrst
week of March after he was defeated in a couple of
key primary contests. Had Senator McCain achieved
another primary victory and been in a position to
continue his quest for the nomination, he would have
been unable to continue his aggressive campaigning
because he was already facing the spending limit. He
would have either had to violate the rules or grind his
campaign to a halt, at the very time that the broader
electorate was starting to take interest and become
involved in the race.
Thus, in 2000, it was Vice President Al Gore who
found himself in Senator Dole’s position. After defeating Senator Bill Bradley for the Democratic nomina30

tion, Vice President Gore had relatively little room left
to spend money under the cap. Consequently he was
outspent by his prospective general election opponent,
Governor George W. Bush, by a substantial margin.
Accordingly, in 2004, President Bush refused public
funding once again, and Governor Howard Dean decided to opt out of the program to avoid being in Vice
President Gore’s position. Soon after, Senator John
Kerry decided to forgo public funds so that he could
spend millions of dollars of his own money on his faltering campaign. This decision was a key to his nomination victory and his ability to compete ﬁnancially
throughout the rest of the pre-convention period.
As this recent experience indicates, the current expenditure limits do not reﬂect the practical realities of the
presidential selection process. They do not acknowledge changes in the primary system. They do not allow
candidates to spend the sums needed to wage a competitive campaign and engage in active campaigning
right through to the party conventions. They do not
recognize the additional ﬁnancial demands that candidates may face when running against a self-ﬁnanced
opponent, or an opponent who is not accepting public
funds. Nor do they consider the prospect of active campaigning by well-funded political groups. If they are not
reformed, presidential hopefuls will continue to have
no choice but to opt out of the public funding program.

The Tax Checkoff
The presidential public funding system is ﬁnanced
through a tax checkoﬀ provision on individual federal
income tax forms. A question placed near the top of the
tax form oﬀers taxpayers the option of designating $3
(individual ﬁlers) or $6 (joint ﬁlers) to the Presidential
Election Campaign Fund (PECF), a separate account
maintained by the U.S. Treasury, which was established for the purpose of ﬁnancing the public funding
program. The exercise of this checkoﬀ option does not
aﬀect the amount of an individual’s tax payment or
refund. The funds deposited into PECF are used to pay
for the general election subsidies, convention subsidies,
and matching fund payments. Under the terms of the
law, monies needed for the general election and convention payments are set aside ﬁrst, with any remaining
monies available for matching payments.

Since 1992, the checkoﬀ system has been under strain,
and, in most recent elections, has barely been able to
provide the funding needed to meet the ﬁnancial requirements of the public ﬁnancing program. While the
early years of the checkoﬀ were characterized by rising
taxpayer participation and increasing annual revenues,
these trends peaked in 1981, when almost 29 percent
of individual tax returns designated a contribution to
PECF for an annual deposit of $41 million. From that
point, individual participation and revenues began to
decline, falling by 1993 to about 19 percent participation and less than $28 million in annual deposits. At
the same time, the ﬁnancial demands of the program
were continuing to grow, due in large part to the inﬂation adjustments built into the general election and
convention subsidies. By 1992, the system had reached
a point where it was operating on the brink of insolvency.
Congress sought to address these ﬁnancial concerns
by tripling the amount of the checkoﬀ in 1993, raising it from the original sum of $1 to its current level of
$3 (or $2 to $6 in the case of joint ﬁlers). This change
bolstered the resources available to the program, but
participation rates and annual deposits have continued
to drop. Participation rates fell from 14.5 percent in
the ﬁrst year of the $3 checkoﬀ to about 11 percent in
recent years, while annual deposits have slid from about
$71 million in 1993 to $62 million in 2002. Consequently, in both 1996 and 2004, the monies available
for matching funds at the time the initial payments
were made were inadequate to meet candidate demand.
In 1996, candidates received 60 cents on the dollar in
their ﬁrst payments; in 2004, the February payments
provided only 46 cents on the dollar. The diﬀerence in
the amount owed to the candidates was subsequently
paid from deposits received from incoming tax ﬁlings.
In the interim, candidates gained access to the money
they had accrued by taking out loans against these
forthcoming matching fund payments.**
Why taxpayer participation has declined is a matter of
debate, and most likely reﬂects a number of diﬀerent
factors. Some observers contend that the participaIn those instances where candidates have not received 100
percent of the matching funds they have accrued, the payments in
full have been made in the following month. The monies needed to
meet the payments come from the new deposits made into PECF
from tax forms being ﬁled in advance of the April 15 tax deadline.
**
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tion rate serves as a measure of public support for
the program and shows that a substantial majority of
Americans oppose public ﬁnancing. Public opinion
polls, however, indicate much higher levels of support
for public funding than the levels suggested by checkoﬀ
participation. Further, the millions of individuals who
do contribute through the checkoﬀ are far higher than
the number of individuals who make a ﬁnancial contribution to candidates or political committees through
other means. Some observers therefore claim that the
decline reﬂects a lack of public awareness of the checkoﬀ and its role. These analysts note that only a small
portion of the electorate understands the checkoﬀ and
that no major public education eﬀort has been undertaken to increase awareness in at least a decade. Others
cite the increase in the number of individual returns
prepared by paid preparers or relying on software
programs that often default to “no” on the checkoﬀ
question. Finally, another factor, which speciﬁcally affects the amount of money deposited into PECF, is the
growth in the number of individual ﬁlers who have no
tax liability. Under the terms of the checkoﬀ program,
individuals who have no tax liability are ineligible to
participate in the program. These ﬁlers may mark the
checkoﬀ, but $3 is not deposited into PECF as a result
of this action. More than 20 percent of individual tax
ﬁlers now fall into this category.
Whatever the reasons for the changes that have taken
place, recent experience suggests that the current checkoﬀ system does not guarantee the resources needed to
fund a robust program of public ﬁnancing marked by
broad candidate participation. In 2000 and 2004, the
system averted serious ﬁnancial shortfalls principally
because some of the leading candidates opted out of
the matching funds program. This is not a recipe for
the long-term health and solvency of a meaningful
system of public ﬁnance.

Recommendations
The question confronting national policymakers is
whether to reform the presidential campaign ﬁnance
system or allow it to continue on its present path. CED
believes that the presidential public funding system
should not be left to atrophy. Indeed, we consider
reform of the system long overdue. If the status quo
prevails, the beneﬁcial eﬀects of public incentives will

continue to diminish. Public conﬁdence in the electoral
process will further deteriorate. And public perceptions of the nation’s highest oﬃce as being open to the
highest bidder will become even more predominant.
A growing portion of the electorate will thus become
convinced that their individual actions will make little
diﬀerence, and the vitality of our electoral process will
decline.
CED supports voluntary public ﬁnancing as an
alternative for campaign funding. We have concluded
that the availability of public incentives can have a
valuable and salutary eﬀect in reducing the risk of
corruption and strengthening participation in our
democracy. As we noted in a previous policy statement
on campaign ﬁnance reform, “The improvement of
our campaign ﬁnance system is a public beneﬁt, and it
should therefore be publicly funded. It is an investment
in the people’s business.”9 We continue to aﬃrm this
view.
We have concluded that the presidential public ﬁnancing system is in need of fundamental reform. The
major provisions of the law must be changed to provide
stronger incentives to candidates to participate in the
program, and most importantly, stronger incentives to
small donors to become involved in the ﬁnancing of
campaigns. Reform must also ensure that candidates
who choose the public option have the capacity to
run well-funded campaigns, and have an opportunity
to compete against non-publicly funded opponents.
In other words, the incentives oﬀered by the public
ﬁnancing system must be restructured, or the beneﬁts
of public incentives that we ﬁnd so compelling will not
be achieved.

Strengthen Citizen Participation by
Increasing Public Matching Incentives
CED has previously called for the creation of a
voluntary program of public matching funds in congressional elections. Under our proposal, candidates
who choose to participate in public ﬁnancing would
receive $2 in public money for every $1 received from
an individual donor, up to a maximum of $400 for each
individual contributor of up to $200. We recommended that the costs of such a program be ﬁnanced through
federal budget appropriations.
32

In advancing this proposal, we noted that a multiple
dollar matching approach on low-dollar donations
can have a substantial leveraging eﬀect that would
provide candidates with a strong ﬁnancial incentive
to seek out large numbers of small donations. At the
same time, it would give small donors a greater sense of
empowerment that would encourage them to become
more involved in the ﬁnancing of political campaigns.
This approach would increase the resources available
to candidates while reducing the relative inﬂuence of
larger donors and private contributions that might be
linked to special interests. We reaﬃrm our support of
this proposal, and once again suggest that Congress
establish such a system.
Accordingly, we support the adoption of a similar approach in the presidential public funding system. We
recommend that Congress increase the public matching incentives on small contributions to presidential
primary candidates by replacing the current $1for-$1 public matching ratio with a multiple-dollar
match on contributions of low-dollar amounts. At
a minimum, we support a $2-to-$1 match on the ﬁrst
$250 of individual contributions. But given the costs
of a presidential campaign and our desire to stimulate
small donor participation, we would prefer a higher
match rate where candidates would be eligible for
matching on a $4-to-$1 basis on individual contributions of up to $250, a proposal similar to that recently
submitted to Congress by Senator John McCain.10 Under this higher rate, candidates who choose to participate in the program would receive $4 in public funding
for every $1 received from an individual contributor,
up to a maximum of $1,000 in public money for each
individual’s contribution of up to $250. This increase
would quadruple the amount of public money a candidate may receive from individual contributions of $250
or less. In addition, the amount of a contribution
eligible for public matching should be indexed for
inﬂation, with the dollar amount of eligible contributions rounded to the nearest $10 increment.
In the general election, we recommend that the current approach be retained. Candidates who choose
public ﬁnancing in the general election would receive a public grant that provides full ﬁnancing for
a campaign. A full public subsidy would be available
to major party candidates, as deﬁned by current law.
Others could qualify for partial subsidies by receiving

at least ﬁve percent of the national presidential vote, as
determined by current law.

of Bauer’s campaign money and 75 percent of Buchanan’s total funds.11

A two-to-one matching rate on the ﬁrst $250 of individual contributions would restore the relative value of
public funding that was lost as a result of BCRA’s increase in the contribution limit. Whereas the matching
subsidy formerly provided $250 in public money on the
maximum donation of $1,000, it now provides $250
on the maximum individual donation of $2,000. Under
our $4-to-$1 proposal, $1,000 in public money would
be provided on a $2,000 contribution. Because BCRA
also indexed the individual contribution limit for inﬂation, the amount of a contribution eligible for public
matching should also be indexed to safeguard against
a future reduction in the relative value of the public
beneﬁt. If the maximum contribution limit of $2,000
is adjusted in the next election cycle and increased by
10 percent, the amount of an individual contribution
eligible for public funding should also be increased by
10 percent.

The potential of multiple dollar matching as a mechanism for stimulating small donor participation can
be discerned from the recent experience with public
funding in New York City municipal elections. New
York City ﬁrst established a publicly funded matching
funds program in 1988. Under the original terms of
this program, participating candidates were eligible to
receive a dollar of public money for every one dollar
received from each individual donor, up to a maximum amount of $1,000. Thus, a candidate who raised
$1,000 from an individual donor could receive $1,000
in public matching money for a total of $2,000 in
campaign receipts. The law was subsequently amended
to establish a multiple match beneﬁt focused on small
contributions.

Under a multiple match approach, a greater share of
campaign resources will come from public funds than
is the case under the current system. Both Republicans
and Democrats, well-established and less well known
contenders, will beneﬁt, albeit in slightly diﬀerent ways.
In general terms, established candidates with broad
bases of support and extensive donor bases are expected to receive more money than lesser known candidates, but lesser known candidates are likely to receive
a greater portion of their total campaign resources from
public sources so they will realize a greater relative
beneﬁt.
For example, according to analyses conducted by the
Campaign Finance Institute, if a $4-to-$1 match rate
on the ﬁrst $250 was operative in the 2000 election,
Senator John McCain would have received $49.9 million in matching funds instead of $14.6 million; Senator Bill Bradley, $48.5 million instead of $12.5 million;
and Vice President Al Gore, $58.1 million instead of
$15.5 million. Matching funds would have constituted
about 55-58 percent of the primary funds available
to each of these major contenders. Republican Gary
Bauer would have received $13.8 million in matching
funds instead of $4.9 million, while Patrick Buchanan,
who ran for the Reform Party nomination, would have
received $16.4 million instead $4.4 million. Matching
funds would have represented an estimated 64 percent
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The New York City program now oﬀers a $4-to-$1
matching fund subsidy to candidates who choose
public ﬁnancing in city elections. This public option
is available to candidates running for mayor, citywide
elective oﬃce, or city council. A participating candidate
may receive four dollars of public money for every one
dollar received from individual city residents on contributions of up to $250. Thus, an individual contribution
of $250 made to a participating candidate is matched
with $1,000 of public money, providing the candidate
with a total of $1,250 in campaign receipts. A contribution of $50 triggers $200 of public money, providing a
candidate with a total of $250.
This multiple match subsidy has had a powerful eﬀect
in stimulating small contributions, and dramatically
changed the scope of individual participation in the
ﬁnancing of city elections. According to the New York
City Campaign Finance Board, the number of contributions to candidates who have decided to participate
in the program nearly doubled between 1997 (when
the multiple match was ﬁrst established) and 2001, rising from 71,600 in 1997 to 139,400 in 2001.12 In the
most recent elections held in 2003, 84 percent of the
contributions received by candidates came from small
donors of $1 to $250. Overall, more than 17,000 individuals gave $100 or less to a participating candidate,
as compared to 900 who gave more than $1,000. The
largest share of the monies raised by candidates came
from donors of $50 or less, who represented nearly 40
percent of all contributors.13

The relatively small expenditure of public resources
required by such a program would have a substantial
eﬀect in leveraging the contributions made by small
donors, thereby enhancing their role in political campaigns. This approach would empower individual
citizens and promote their involvement in the electoral
process. It would also provide participating candidates
with more funding than they can receive under the
current system, which will spur participation in the
program and lead to better-ﬁnanced and more competitive presidential contests.
Candidates who choose to accept public matching
funds would have to meet certain eligibility requirements to be certiﬁed to receive this support. To
qualify, candidates should have to raise a threshold
amount of money from individual contributions
of $250 or less. In this way, the qualifying process
would require candidates to demonstrate a certain
level of popular support. It would also serve as another means of empowering small donors. The qualifying
threshold should not be set so high that it discourages
broad participation from a wide range of candidates.
But it should be set high enough to discourage frivolous candidacies or the granting of public resources to
candidates who are incapable of demonstrating a credible level of support among voters.
Eligibility should also be contingent on other requirements, as is the case in the current system. At a
minimum, candidates should have to agree to abide
by limits on campaign spending and limit personal
expenditures on a campaign to $50,000. Candidates
who decide to accept public ﬁnancing in the general
election should be prohibited from raising additional
private contributions for their campaigns.
We also support the idea of making eligibility for the
general election grant contingent on the acceptance
of public ﬁnancing during the primaries. Under the
current system, candidates are able to refuse the public
funding option during the primaries, yet still be eligible
to accept public ﬁnancing for the general election campaign. Thus, in 2004, President George W. Bush and
Senator John Kerry each refused public funds prior to
the general election, but then accepted the substantial
sum of public money oﬀered for the fall campaign. This
tactic allowed them to raise and spend an unlimited
amount of money, right up to the time of their respec34

tive conventions, and then receive a large sum from
public sources to spend from the time of their formal
nominations at the conventions through Election Day.
That both of these candidates chose public funding for
the general election, despite having raised far more than
the amount of the public grant in private contributions
during the primaries, indicates the value that candidates place on the general election subsidy and their
understanding of the monetary and strategic beneﬁts it
oﬀers. Thus, linking the eligibility for general election
funding to participation in the primary public matching
fund program would give candidates a powerful incentive to accept public funds during the primaries. This
approach would ensure high levels of candidate participation in the matching funds program, and give candidates further incentive to solicit small contributions.
Finally, candidates should begin receiving public
ﬁnancing payments as soon as they qualify. One of
the ways that public subsidies can help to improve
competition is by making the public money accrued
by candidates available on a timely basis. The current regulations for primary matching funds stipulate
that any individual contribution raised by a participating candidate after January 1 of the year prior to the
election year is eligible for public matching. But the
rules also state that the ﬁrst matching payments are
to be made to candidates on January 1 of the election
year. We believe that little purpose is served by restricting the release of payments. Candidates who qualify
for public funding in the primaries should be able to
receive matching funds before the start of the election year. In this way, public monies would be available when they often are needed most—in the earliest
stages when candidates are engaged in the task of
launching a campaign.
We note, however, that some timetable restrictions
are necessary to ensure that the regulations do not
promote a greater lengthening of presidential campaigns by encouraging candidates to start raising
money well in advance of the beginning of the election year. The simplest approach would be to retain
the present rule on the timetable for eligible contributions ( January 1 of the year before the election) and
make matching fund payments available to a candidate
as soon as he or she meets the eligibility requirements
and is certiﬁed to receive public funds.

Reduce Constraints that Discourage
Participation
Beyond enhancing incentives for participation, reform
must also address the features of the current system
that serve to discourage participation. In this regard,
the most important changes concern the limits on
spending.
Generally, we consider reasonable limits on spending
to be an acceptable and necessary requirement that
presidential candidates must accept in exchange for
the use of public resources. Expenditure allowances
provide a safeguard against excessive levels of spending that may serve to create the impression among
the electorate that the White House is up for sale.
They also help to level the ﬁnancial playing ﬁeld,
which facilitates greater electoral competition.
But expenditure ceilings are only eﬀective—and only
serve the basic objectives of a public funding system—when they provide candidates with a realistic
and ample capacity to ﬁnance a campaign. Stringent
spending limits simply serve to convince candidates to
eschew public funds, or, even worse, to encourage ﬁnancial practices and tactics designed to circumvent restrictions and the provisions of the law. More important,
such constraints fail to serve the objectives of free and
democratic elections, since they overly restrict the scope
of campaigning, often forcing candidates to reduce their
electioneering in the midst of a campaign, or—as has
been evident in recent presidential primaries—just as
the electorate is becoming engaged in a race.
Any spending allowances imposed on publicly funded
candidates must provide these contenders with the
capacity to spend the monies needed to wage a competitive and well-funded campaign. They should also
give candidates the freedom to determine how best to
allocate their resources and conduct their campaigns.
Limits should not be designed to try to govern or manage the types of expenditures made in election campaigns.
The current spending limits established for publicly
funded presidential primary campaigns fail to meet the
basic criteria we have just outlined. In our judgment,
the spending ceilings are unnecessarily complicated
and unrealistic. A number of major changes must be
made to produce a more workable system.
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First, the primary election ceilings should be streamlined and simpliﬁed. Instead of a ceiling constructed
out of a base limit with various exemptions and adjustments, the law should establish a uniﬁed, aggregate
ceiling on expenditures. In other words, the approach
used in primaries should be similar to that used in the
general election: establish the sum that may be spent
and leave it to the candidate to decide how to spend it.
Second, the state-by-state expenditure ceilings
should be eliminated. These restrictions have relatively little eﬀect on spending and, for the most part, are
nothing more than an accounting nuisance for candidates. To the extent that these ceilings have inﬂuenced
candidate strategies, their role has been limited to constraining some expenditures in Iowa, New Hampshire,
and a few other early contests. For years, the FEC has
recommended to Congress that these limits be abolished. We agree.
Third, the spending allowances for primary campaigns and general election campaigns should be
substantially increased. The current limits do not
provide candidates with an adequate capacity to manage the costs of a contested nomination campaign.
Although the general election ceiling has not proven to
be a major problem to date, we believe that it should
also be raised to a level at least commensurate with any
increase in the primary ceiling.

Promote Fair Competition Among
Participating and Non-Participating
Candidates
The U.S. Supreme Court has ruled that expenditure
limits may be applied only to candidates who accept
them voluntarily as a condition attached to the receipt of a public beneﬁt. Candidates who ﬁnance their
campaigns solely with private contributions, or those
who rely on personal resources to pay for a campaign,
are free to spend money without limit. Consequently,
presidential hopefuls who decide to participate in
public ﬁnancing may face a strategic disadvantage when
facing high-spending, nonparticipating opponents,
because they can be outspent by substantial amounts.
This potential disadvantage is one of the concerns that
acts as a disincentive to candidate participation in public funding programs.

One of the advantages of higher expenditure allowances is that this reform would do much to mitigate
this potential problem. If publicly ﬁnanced candidates
are allowed to spend ample amounts, they will have a
greater capacity—assuming that they can raise the necessary funds—to advocate their views eﬀectively even
against high-spending, nonparticipating opponents.
Higher ceilings give participating candidates a fairer
opportunity to compete against non-participants.
Higher ceilings alone, however, may not be enough to
quell this concern. This is especially the case in instances where prospective contenders face the possibility of
running against a wealthy competitor willing to spend
large sums from his or her own wallet, or an established
incumbent with a broad, well-established base of ﬁnancial support, capable of raising signiﬁcantly more than
the amount allowed by public funding spending limits.
CED has therefore concluded that steps should be
taken to promote a more level playing ﬁeld between
participating and nonparticipating candidates.
In a party presidential nominating contest, campaign
ﬁnance regulations should allow publicly funded
candidates to match the spending of a nonparticipating opponent whose spending or fundraising exceeds
the amount that a participating candidate is allowed
to spend. Once a nonparticipating candidate has
surpassed the established public ﬁnancing spending allowance, a publicly ﬁnanced candidate should
be eligible to receive supplemental grants of public money to match a nonparticipating opponent’s
expenditures. For example, if a privately ﬁnanced
candidate for a party’s presidential nomination raises or
spends $5 million more than the amount of the spending limit applied to a publicly funded opponent, the
publicly funded opponent should be eligible to receive a
public grant equal to $5 million to match his or her opponent’s resources. Subsequent monies raised or spent
by a privately funded candidate would be matched with
additional grants of public money to the participating
challenger. To ensure timely and eﬀective application of
this approach, the nonparticipating candidate should be
required to ﬁle a “trigger report” with the FEC within
24 hours of reaching the limit imposed on publicly
ﬁnanced challengers, either in terms of expenditures
made or contributions received.
To be eligible to receive this supplemental public
funding, a publicly ﬁnanced candidate should have to
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meet a fundraising threshold. There are often a number of candidates competing for a party’s nomination.
This supplemental funding should not automatically be
made available to every candidate, including those who
have raised relatively small amounts or those who are
unlikely to be major competitors for the party standard.
In order to ensure that supplemental public funds are
not granted to credible candidates who are unlikely to
raise the maximum amount of money permitted by the
spending limit, only those candidates who have raised
a substantial portion of the amount allowed by the
spending limit and are thus highly likely to reach the
spending ceiling should be eligible for supplemental
funds.
Similar measures that allow publicly funded candidates to gain access to additional resources to match
the spending of nonparticipating opponents have been
used eﬀectively in state public ﬁnancing programs in
Maine and Arizona. In these states, which provide full
public ﬁnancing to participants, candidates are allotted additional public funds to match the resources of
high-spending, privately ﬁnanced candidates. These
supplemental public funding provisions have been upheld in court as constitutionally permissible measures
under the First Amendment, since their purpose is not
to “chill” the speech of nonparticipating candidates, but
rather to permit additional speech by publicly funded
contenders.14
Our proposal for supplemental public funding addresses one of the strategic concerns that can discourage
candidate participation in the public funding program:
the prospect of being outspent by a privately funded
opponent within the party in a presidential nomination contest. But there is another concern that can also
serve as a powerful disincentive to participation: the
prospect of being signiﬁcantly outspent by a privately
funded challenger from the opposing party. This was
the situation Vice President Al Gore faced in 2000. After accepting public funds and wrapping up his party’s
nomination in early March, he then faced months of
competition against his prospective general election
challenger, Governor George W. Bush, who had not
accepted matching funds and spending limits, and thus
was capable of outspending Vice President Al Gore by
a substantial margin in the months leading up to the
party nominating conventions. Democrats had to face
a similar scenario in 2004, since it was expected that
President Bush would not take public money during

the primaries and raise three to four times more than
the amount permitted a publicly funded candidate.
Accordingly, Governor Dean and Senator Kerry each
decided to forgo public funding in part to avoid ceding
a substantial ﬁnancial advantage to President Bush in
the months leading up to the party conventions.
In this circumstance, where a publicly funded nominee of one party faces a privately funded nominee
of the other, we recommend that the party be given
the opportunity to make up the diﬀerence. If the
prospective nominee of one party is accepting public
funds and the accompanying spending limit, and the
prospective nominee of the other party is not accepting public funds and is raising or spending more
than the amount permitted by the spending limit,
the party of the publicly funded challenger should
be allowed to spend funds in support of and in
coordination with their candidate, up to the amount
expended by the opposing party’s nominee who has
surpassed the public funding expenditure allowance.

Strengthen the Safeguards and
Transparency of Convention Finances
As part of the presidential public ﬁnancing program,
the Federal Election Campaign Act established an
optional public funding grant for national party committees to subsidize the cost of their presidential nomination conventions. Under the terms of the law, each
major party can receive a public grant, which is adjusted
for inﬂation, to ﬁnance convention costs. A non-major
party that received at least ﬁve percent of the national
vote in the previous presidential election can receive
a proportionate, partial subsidy for its convention. In
2004, the amount of the grant given to each of the major parties was $14.9 million. No other parties qualiﬁed
for funding.
This public grant was originally intended to cover all
of the costs a party incurred to conduct its national
convention. It was established in response to charges
of corruption associated with certain contributions
made in connection with the ﬁnancing of the 1972
Republican National Convention. Its purpose was to
reduce the potential for corruption by providing parties
with public monies and thus eliminate the need to seek
contributions from private sources to ﬁnance a national
convention.
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But soon after public ﬁnancing was put into place, cities hosting presidential conventions began to establish
convention “host committees” or “municipal funds” that
supplemented party resources. These funds promote
the convention city and its commerce and defray some
of the expenses associated with the convention. The
items ﬁnanced by host committees or municipal funds
cover a wide range of purposes and activities, including advertising eﬀorts designed to promote the city as a
tourist destination, local transportation for convention
participants, welcoming receptions and entertainment,
the costs of constructing and modifying convention facilities, and police and emergency worker overtime pay.
Host committees for presidential nominating conventions are typically registered as tax-exempt charitable
organizations under Section 501(c)(3) of the Internal
Revenue Code. Donors to these organizations are
therefore able to deduct their contributions from their
taxable income. There are no federal restrictions on the
amount that an individual, corporation, labor union,
or political committee may contribute to a convention
host committee.
The ﬁnancial activities of host committees are governed
by regulations established by the FEC.15 Under the
provisions of the Federal Election Campaign Act, the
major national party committees that accepted public
funding for their conventions were prohibited from
making any expenditures on a nominating convention
that exceeded the amount of the public funding grant.
However, the FEC soon undermined this prohibition.
In 1979, the Commission exempted local, nonproﬁt
host committees from this restriction, treating them
as entities separate from party committees. The regulations established by the Commission allowed host
committees to accept contributions in any amount,
since these contributions were given for the assumed
purpose of promoting economic activity and good
will of the host city, rather than for political purposes.
Originally, only local businesses, unions, organizations,
and individuals were permitted to make contributions
to host committees. Over time—speciﬁcally as a result
of rulings issued in 1994 and 2003—the FEC eased
this requirement in recognition of the complexities
created by branches, local oﬃces, chapters, or aﬃliates
of state or national businesses, unions, or organizations. Today, contributors to host committees are no
longer required to have a local presence or be related

to a business’s expectation of an economic return from
convention activity.
Since 1992, the role of host committees or municipal funds in the ﬁnancing of nominating conventions
has grown dramatically, reaching the point where the
private donations raised by these entities represent a
majority of the monies spent on national conventions.
In 1996, for example, each of the major party committees received a public grant of $12.4 million to pay the
costs of a convention. In contrast, the host committees
of the two convention cities raised a combined total of

$38 million from private donors. In 2004, each of the
parties received a public grant of $14.9 million. The
convention host committees established in New York
City for the Republican convention and Boston for the
Democrats raised a combined total of more than $138
million, which represented more than twice the amount
of private donations made in the previous election. A
substantial portion of this sum was donated by major corporations and business organizations, many of
which contributed amounts of $100,000 or more.

Table 6
Sources of Convention Funding, 1980-2004 ($ millions).

Public Grants
to Party
Committees

Private
Contributions*

Local and State
Government
Funding**

Convention

1980

R

Detroit

4.4

0.7

2.0

7.1

D

NYC

4.4

0.4

4.5

9.3

R

Dallas

8.1

4.3

1.3

13.7

D

San Francisco

8.1

2.4

7.6

18.1

R

New Orleans

9.2

1.8

6.7

17.7

D

Atlanta

9.2

1.7

15.8

26.7

R

Houston

11.0

2.2

7.3

20.5

D

NYC

11.0

6.2

21.1

38.3

R

San Diego

12.4

18.0

12.8

43.2

D

Chicago

12.4

20.0

15.0

47.4

R

Philadelphia

13.5

20.1

41.8

75.4

D

Los Angeles

13.5

36.1

35.8

85.4

R

NYC

14.9

84.2

27.0

126.1

D

Boston

14.9

54.4

10.0

79.3

1984
1988
1992
1996
2000
2004

* Private contributions are through host committees and “municipal funds.”
** Local and state government funding is direct and through host committees.

Source: Campaign Finance Institute, and 2004 disclosure reports of host committees.
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Total Convention
Contributions

Year

The growth of host committee funding is a matter of
great concern to many advocates of campaign ﬁnance
reform. These advocates contend that donors to host
committees make these contributions as a means of
gaining inﬂuence in the political process, and that the
opportunity to contribute to host committees is a
means of circumventing the ban on soft money donations. We considered the issues very carefully and discussed the questions raised by host committee ﬁnances.
We share the concerns raised by advocates of reform,
and recognize that the political parties increasingly
rely on host committee support to ﬁnance many of the
activities that were formerly ﬁnanced by the parties
themselves, such as the construction and reconﬁguration of the convention hall or receptions and galas for
attending delegates and political leaders. We also agree
that the demand for host committee contributions
raises the risk of political oﬃcials placing pressure on
the business community and other prospective donors
to make convention contributions.
But we also see merit in the argument that a national
nominating convention brings prestige and notable economic beneﬁts to a host city. Also, there are traditional
costs associated with attracting a major convention to a
city and sponsoring such an event. We believe that it is
appropriate for businesses, unions, and others to participate in the ﬁnancing of these national civic events, if
they choose to do so. It is one of the ways that the business community and other private sector organizations
fulﬁll their duty of civic responsibility.
Strong safeguards are needed to protect the political
system from any potential risk of corruption, or the
appearance of corruption, that might accompany donations to host committees. At a minimum, the regulations governing host committee ﬁnances must prohibit elected oﬃcials and oﬃceholders from being
allowed to solicit unlimited contributions on behalf
of host committees, municipal funds, and other entities established for the purpose of ﬁnancing convention-related expenses. This restriction would reinforce
the soft money ban established by BCRA and ensure
that its prohibitions incorporate convention ﬁnancing.
It would also ensure that state and local elected oﬃcials
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are not inﬂuenced by host committee donors. Further,
we would even support an extension of this prohibition to state and local elected oﬃcials and oﬃceholders.
Those in oﬃce should not be allowed to solicit unlimited gifts on behalf of host committees. This is the best
way of guarding against the risk of corruption.
We also support limits on contributions to host committees or municipal funds. The potential for corruption is greatest when the amounts a donor may give are
not limited. Appropriate limits on the amount a donor
may give to a host committee will help to protect the
integrity of the process, and also prevent the host committee “option” from serving as a vehicle for evading the
ban on soft money gifts to parties.
Finally, greater transparency and disclosure of host
committee ﬁnances are needed. Under current law,
host committees are required to ﬁle a report of their
receipts and expenditures, but these ﬁlings are not
required until 60 days after the end of a nominating convention. There is no requirement mandating
regular and timely pre-convention reporting. In 2004,
the Boston and New York host committees did voluntarily disclose some information about their donors
and sources of funding, but these voluntary website
postings were far from complete and failed to oﬀer the
kinds of information that should be available to the
public to guarantee full transparency and appropriate
public scrutiny.
We urge Congress to pass rules to ensure full and
timely disclosure of the ﬁnancial activities of convention host committees and municipal funds. At a
minimum, host committees should be required to ﬁle
a report disclosing their receipts and expenditures at
the end of the pre-election year and thereafter on a
monthly basis. These reports should be made available to the public, and ﬁled by electronic means. In
our view, full, timely, and eﬀective public disclosure is
an essential means of safeguarding against corruption,
encouraging compliance with the law, and ensuring
accountability. Host committees, given their role in
convention funding, should not be exempt from such
an essential requirement.

V. Conclusion

The value of endeavors to improve the campaign
ﬁnance system was demonstrated in the 2004 election.
The new rules established by BCRA ended the risk of
corruption created by party soft money contributions
and spurred a major restructuring of national party
ﬁnance. Instead of soliciting large gifts from businesses
and donors with interests in legislation, the national
parties embarked on major grassroots fundraising
eﬀorts that led to millions of new small donors being
added to the party rolls. CED believes that additional

40

reforms will further promote the participation of
individuals in the ﬁnancing of campaigns, and thereby
reduce the potential for corruption and increase public
conﬁdence in the political system. But the experience
with BCRA in 2004 has also shown that reforms will
fully achieve their purpose only if the law is adequately
enforced. Eﬀorts to improve the campaign ﬁnance system should therefore be focused on the best means of
creating a new regulatory body to ensure fair, impartial,
and eﬀective administration of the law.
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Memoranda of Comment, Reservation, or Dissent

Page 4, HARRY FREEMAN

I approve the excellent CED statement and vote in favor. However, I have lingering doubts over whether 527 entities, as they have been run, are protected by the First Amendment. I believe they are protected, even though I also
think there has been moral abuse of this exception.
I continue to believe that the best role for CED is to try and broker a group of like-minded corporations to “take
the pledge” not to make any political contributions whatsoever. I understand some corporations have done so. Such
a feat must be done with a number of corporations simultaneously so that one company does not bear an unequal
rap. CED is in a unique position to take a shot at some kind of initiative like this.
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Objectives Of The Committee For Economic Development

For more than 60 years, the Committee for Economic
Development has been a respected inﬂuence on the formation of business and public policy. CED is devoted
to these two objectives:
To develop, through objective research and informed discussion, ﬁndings and recommendations for private and public
policy that will contribute to preserving and strengthening our free society, achieving steady economic growth at
high employment and reasonably stable prices, increasing
productivity and living standards, providing greater and
more equal opportunity for every citizen, and improving
the quality of life for all.
To bring about increasing understanding by present and
future leaders in business, government, and education, and
among concerned citizens, of the importance of these objectives and the ways in which they can be achieved.
CED’s work is supported by private voluntary contributions from business and industry, foundations, and
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individuals. It is independent, nonproﬁt, nonpartisan,
and nonpolitical.
Through this business-academic partnership, CED
endeavors to develop policy statements and other
research materials that commend themselves as guides
to public and business policy; that can be used as texts
in college economics and political science courses and
in management training courses; that will be considered and discussed by newspaper and magazine editors,
columnists, and commentators; and that are distributed
abroad to promote better understanding of the American economic system.
CED believes that by enabling business leaders to
demonstrate constructively their concern for the general welfare, it is helping business to earn and maintain
the national and community respect essential to the
successful functioning of the free enterprise capitalist
system
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Selected Recent Publications:

Developmental Education: The Value of High Quality Preschool Investments as Economic Tools (2004)
A New Framework for Assessing the Beneﬁts of Early Education (2004)
Promoting Innovation and Economic Growth: The Special Problem of Digital Intellectual Property (2004)
Investing in Learning: School Funding Policies to Foster High Performance (2004)
Promoting U.S. Economic Growth and Security Through Expanding World Trade: A Call for Bold American
Leadership (2003)
Reducing Global Poverty: Engaging the Global Enterprise (2003)
Reducing Global Poverty: The Role of Women in Development (2003)
How Economies Grow: The CED Perspective on Raising the Long-Term Standard of Living (2003)
Learning for the Future: Changing the Culture of Math and Science Education to Ensure a Competitive
Workforce (2003)
Exploding Deﬁcits, Declining Growth: The Federal Budget and the Aging of America (2003)
Justice for Hire: Improving Judicial Selection (2002)
A Shared Future: Reducing Global Poverty (2002)
A New Vision for Health Care: A Leadership Role for Business (2002)
Preschool For All: Investing In a Productive and Just Society (2002)
From Protest to Progress: Addressing Labor and Environmental Conditions Through Freer Trade (2001)
The Digital Economy: Promoting Competition, Innovation, and Opportunity (2001)
Reforming Immigration: Helping Meet America’s Need for a Skilled Workforce (2001)
Measuring What Matters: Using Assessment and Accountability to Improve Student Learning (2001)
Improving Global Financial Stability (2000)
The Case for Permanent Normal Trade Relations with China (2000)
Welfare Reform and Beyond: Making Work Work (2000)
Breaking the Litigation Habit: Economic Incentives for Legal Reform (2000)
New Opportunities for Older Workers (1999)
Investing in the People’s Business: A Business Proposal for Campaign Finance Reform (1999)
The Employer’s Role in Linking School and Work (1998)
Employer Roles in Linking School and Work: Lessons from Four Urban Communities (1998)
America’s Basic Research: Prosperity Through Discovery (1998)
Modernizing Government Regulation: The Need For Action (1998)
U.S. Economic Policy Toward The Asia-Paciﬁc Region (1997)
Connecting Inner-City Youth To The World of Work (1997)
Fixing Social Security (1997)
Growth With Opportunity (1997)
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CED COUNTERPART ORGANIZATIONS
Close relations exist between the Committee for Economic Development and independent, nonpolitical research
organizations in other countries. Such counterpart groups are composed of business executives and scholars and
have objectives similar to those of CED, which they pursue by similarly objective methods. CED cooperates with
these organizations on research and study projects of common interest to the various countries concerned. This
program has resulted in a number of joint policy statements involving such international matters as energy, assistance to developing countries, and the reduction of nontariﬀ barriers to trade.

CE

Circulo de Empresarios
Madrid, Spain

CEAL

Consejo Empresario de America Latina
Buenos Aires, Argentina

CEDA

Committee for Economic Development of Australia
Sydney, Australia

CIRD

China Institute for Reform and Development
Hainan, People’s Republic of China

EVA

Centre for Finnish Business and Policy Studies
Helsinki, Finland

FAE

Forum de Administradores de Empresas
Lisbon, Portugal

IDEP

Institut de l’Entreprise
Paris, France

IW

Institut der deutschen Wirtschaft Koeln
Cologne, Germany
Keizai Doyukai
Tokyo, Japan
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SMO

Stichting Maatschappij en Onderneming
The Netherlands

SNS

Studieförbundet Naringsliv och Samhälle
Stockholm, Sweden
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