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I.
Introduction and
Executive Summary

The American public believes that our cam-
paign finance system is broken. The vast major-
ity of citizens feel that money threatens the
basic fairness and integrity of our political sys-
tem.1 Two out of three Americans think that
money has an “excessive influence” on elec-
tions and government policy.2 Substantial ma-
jorities in poll after poll agree that “Congress is
largely owned by the special interest groups,”
or that special interests have “too much influ-
ence over elected officials.”3 Fully two-thirds of
the public think that “their own representative
in Congress would listen to the views of outsid-
ers who made large political contributions be-
fore a constituent’s views.”4

These findings, typical of the results of pub-
lic opinion surveys conducted in recent years,
indicate a deep cynicism regarding the role of
money in politics. Many citizens have lost faith
in the political process and doubt their ability
as individuals to make a difference in our
nation’s political life. Americans see rising cam-
paign expenditures, highly publicized scandals
and allegations regarding fundraising practices,
and a dramatic growth in unregulated money
flowing into elections. It is therefore not sur-
prising that voter cynicism and disillusionment
have increased along with campaign spending.
One symptom of the public’s growing alien-
ation is our declining level of voter turnout,
which dropped to 36 percent in 1998, the low-
est turnout in a midterm election since 1942.5

In 1996, only 49 percent of voters went to the
polls, a 70-year low for a presidential election.6

Another symptom is the distressingly low level

of trust in government, notwithstanding some
improvement in recent years.7

CED is deeply concerned about these nega-
tive public attitudes toward government and
the role of money in the political process. These
attitudes highlight the importance the public
places on campaign funding in forming its opin-
ions of government. They also indicate the
detrimental effects of the changes that have
taken place in the political finance system since
the adoption of the 1974 Federal Election Cam-
paign Act (FECA), which was passed in the
wake of the Watergate scandal to resolve the
problems of our campaign finance system.

As business leaders, we are also concerned
about the effects of the campaign finance sys-
tem on the economy and business. Americans
identify “special interests” principally with cor-
porations. A vibrant economy and well func-
tioning business system will not remain viable
in an environment of real or perceived corrup-
tion, which will corrode confidence in govern-
ment and business. If public policy decisions
are made—or appear to be made—on the
basis of political contributions, not only will
policy be suspect, but its uncertain and arbi-
trary character will make business planning
less effective and the economy less productive.
In addition, the pressures on businesses to con-
tribute to campaigns because their competi-
tors do so will increase. We wish to compete in
the marketplace, not in the political arena.

Free and fair elections are an essential com-
ponent of democratic government—and they
cannot be conducted without money. Candi-
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dates must have a reasonable opportunity to
obtain the resources needed to wage effective
campaigns. Well-funded campaigns strengthen
electoral competition and can increase the in-
formation available to voters, which in turn
can invigorate citizen participation in elections
and government. A well-designed campaign fi-
nance system would encourage citizens to ful-
fill their public responsibility by participating
actively in the process as candidates, donors,
and voters.

Our present system often does not provide
these benefits. Instead, the insatiable demand
for election money raises concerns about the
quality of political representation and the in-
tegrity of the political process. As campaign
expenditures increase and larger sums are spent
to win elective office, money becomes a barrier
to entry into the political arena and provides
undue advantage to those with access to large
amounts of it. Because our system of private
congressional campaign funding is based on
the voluntary participation of individual citi-
zens and organized groups, questions also arise
about the interests that accompany campaign
contributions. The solicitation and donation
of private contributions can promote healthy
interactions between politicians and their sup-
porters. This process can inform government
decision making and improve the responsive-
ness of the political system to constituents’ in-
terests. But it can also lead to improper rela-
tionships between donors and policymakers or
produce perceptions of influence that fuel pub-
lic disaffection.

We therefore believe we must reconsider
the laws and regulations governing our system
of political finance. We have conducted a dis-
passionate review of our current system and
the major patterns of financial activity in re-
cent elections. We have analyzed the many criti-
cisms advanced against the current system and
identified the major issues and objectives that
we believe should serve as guidelines in the
design of regulation. This report presents our
analysis and conclusions and sets forth our
recommendations for reform.

FINDINGS
We have identified four fundamental prob-

lems in the current system that challenge basic
principles of democratic government:

(1) Money and fundraising have become
too important and demanding in our political
life. Rising campaign costs and the pressures
on candidates to outspend their opponents
have driven the campaign expenditures of the
average House candidate over $500,000, while
the average Senate contender spends nearly
$3.8 million.8 Candidates must spend enormous
time and energy soliciting contributions, which
detracts from the quality of representation they
provide their constituents and the amount of
time they have available to discuss their views
with them.

(2) The high cost of campaigns and the
burdens of fundraising have reduced competi-
tion and the pool of qualified candidates in
federal elections. The financial demands of a
typical federal race are pricing potential candi-
dates out of the competition and discouraging
some well qualified candidates from seeking
office. Personal wealth is becoming a more
important requirement for effective candidacy.
Those who do decide to run against incum-
bents very often find it difficult to raise the
sums needed to wage a viable campaign and, in
almost every case, are outspent by substantial
margins. Challengers, especially in House races,
are increasingly underfunded, and the num-
ber of competitive races has declined. When
competition is weak, voter choice is limited.
Too many contests for our nation’s highest
offices fail to generate public participation or
inspire citizens to vote.

(3) The role of the small donor has de-
clined. Incumbents and challengers alike have
sought to meet the financial demands of cam-
paigns by concentrating on large gifts from
their most generous supporters. In 1998, 61
percent of the money received by congressional
candidates from individual donors was raised
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in contributions of $500 or more—a much
higher proportion than the 38 percent only 14
years earlier. Incumbents have also emphasized
political action committee (PAC) contributions,
since these committees, especially those spon-
sored by corporate and trade associations, are
primarily concerned with gaining access to
legislators and rely on their contributions to
obtain this access. The growth of PACs has led
many voters to conclude that these committees
and other organized interests have so much
political influence that small contributions by
individuals have little effect. Their disaffection
has reduced participation in elections and weak-
ened public faith in the legitimacy of election
results.

(4) Unregulated funds raised and spent in
federal elections have increased dramatically.
We are especially troubled by the growth of
party “soft money” financing and candidate-
specific “issue” advertising. Instead of encour-
aging financial activity within the rules of FECA,
the current system encourages financial activi-
ties beyond the law’s authority. Parties and
organized groups, including committees spon-
sored by corporations and labor unions, have
strong incentives to solicit and spend money in
unregulated ways and to engage in transac-
tions hidden from public disclosure.

In the 1996 election cycle, national party
committees raised and spent over $250 million
in “soft money” exempt from federal contribu-
tion limits. In 1998 they raised $201 million, a
record for a midterm election; the Republi-
cans raised 112 percent more than in 1994,
and the Democrats 89 percent. The parties
used this money for such activities as party-
building, candidate-specific issue ads, and voter
registration and turnout drives. Much of this
money was raised through contributions of
$100,000 or more from individuals, PACs, cor-
porations, and labor unions, often with the
overt assistance of federal officeholders. In ad-
dition, millions of dollars were spent on candi-
date-specific issue ads by organized groups that
did not report their financial activity, since

these ads are not subject to FECA. These un-
limited funding devices give a relatively small
group of donors great influence in the elec-
toral process. They facilitate relationships be-
tween monied interests and candidates that
increase the possibility of corruption and un-
dermine the accountability and transparency
that safeguard against it. And they threaten to
place candidates and their campaign issues in
the shadow of intervening interest groups,
whose unregulated expenditures drive their
own political agendas.

THE COMPLEXITY OF REFORM
These four problems are not easily solved.

Regulating political behavior is always difficult,
but especially so when financing innovations
are changing the landscape. No one or two
changes will achieve the diverse, and some-
times competing, objectives of a well-function-
ing system. We need a comprehensive reform
program that honestly acknowledges compet-
ing values and provides the necessary trade-
offs between them.

Successful reform must balance the need
for regulation with the protection of First
Amendment liberties. It must permit the fund-
ing needed for full and robust political debate
and competition while limiting the undue in-
fluence of money. Reform must also pay due
regard to the effects of specific changes on
political parties and particular types of candi-
dates or sources of funding.

We have considered a full range of reform
proposals, from deregulation and simple dis-
closure to the leading proposals for public fi-
nancing. We have carefully weighed the poten-
tial effects and consequences of each. Our
deliberations have led us to recommend the
following program of major changes. When
taken as a whole, we believe this program can
provide the balance needed to strengthen our
democracy.*  **

*See memorandum by HARRY L. FREEMAN (page 43).

**See memorandum by NED REGAN (page 43).
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The four sets of recommendations that are
summarized below are described in more de-
tail in Chapter IV of this report.

Recommendation #1:
ELIMINATE SOFT MONEY

As a general principle, funds used to pro-
mote political candidacies should be subject to
the requirements and restrictions of federal
campaign finance law. Soft money is the most
egregious example of campaign financing that
violates this principle. No reform is more urgently
needed than a ban on national party “soft money”
financing. Some business leaders have already
moved in this direction by refusing to make
soft money contributions. We urge other mem-
bers of the business community, labor unions,
and individual citizens to follow this lead and
voluntarily work to reduce the supply of soft
money funds.

CED also recommends that Congress pro-
hibit national party committees and federal
officeholders and candidates from raising or
spending soft money. As a complementary mea-
sure, we urge state legislatures to pass any leg-
islation needed to ensure that state party com-
mittees cannot finance their activities from
unlimited or undisclosed sources of funding.
This change will reduce the role of large indi-
vidual contributors in the political process and
prohibit parties from raising contributions from
corporations or labor unions.

Party committees play a valuable role in the
political process. They are important sources
of funding for challengers and for efforts to
improve voter participation. We realize that
eliminating soft money will significantly reduce
the resources available to party organizations.
To partially compensate for this loss, we rec-
ommend a change in the rules limiting indi-
vidual contributions to federal candidates and
political committees. Under current law, indi-
viduals are limited to an annual total of $25,000
for all contributions made to federal candi-

dates, PACs, and party committees. We pro-
pose that Congress establish two separate ag-
gregate limits for individuals. The first would
limit the total amount contributed by an indi-
vidual to federal candidates and PACs to
$25,000 annually. The second, separate ceiling
would limit the total amount contributed by an
individual to national party committees to
$25,000 annually. This change will allow par-
ties to raise more regulated money from indi-
viduals than is permissible under current fed-
eral law.

Recommendation #2:
IMPROVE CANDIDATE ACCESS
TO RESOURCES

Candidates should have the opportunity to
raise the money they need to communicate
effectively with voters and mount competitive
campaigns without having to spend an inordi-
nate amount of time and resources on
fundraising. We therefore recommend that
Congress raise the limit on individual contribu-
tions to federal candidates from $1,000 to
$3,000 per candidate per election and thereaf-
ter adjust this limit for inflation. This increase
will restore the purchasing power of a maxi-
mum individual contribution that has been
lost since FECA was adopted 25 years ago. How-
ever, an individual’s total contributions to fed-
eral candidates and PACs should remain sub-
ject to the annual limit of $25,000 noted above.*
Only a small proportion of donors are able or
willing to contribute at the maximum level,
and this limit will help reduce the political
influence of these wealthy donors.

We believe it is essential to enhance the role
of small individual contributors in campaigns
and to reduce the amount of time candidates
have to spend raising money. Therefore, we
strongly recommend that Congress establish a
voluntary program of public funding for con-
gressional candidates. This program would pro-
vide eligible House and Senate candidates with

SUMMARY OF RECOMMENDATIONS
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*See memorandum by WILLIAM F. HECHT, (page 44).
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two dollars in public money for every dollar
received from an individual donor, up to a
maximum of $400 for each individual contri-
bution of $200.

Candidates who choose to participate in
this program would be required to abide by
spending limits, as described below. Each par-
ticipating candidate would also be required to
limit any personal contribution to his or her
own campaign to $25,000. This reform will
give candidates a strong incentive to solicit
small individual contributions and small con-
tributors an incentive to make them. It will
significantly reduce the emphasis on fundrais-
ing in federal campaigns because, with this
amount of matching funds, candidates will have
an option of receiving a majority of their cam-
paign money from small contributions and the
matching public funds. Indeed, total individual
contributions plus the matching funds would
be sufficient to fully finance congressional cam-
paign spending at current levels. Finally, this
change will increase competition in federal
elections by substantially increasing the re-
sources available to challengers.

Recommendation #3:
REDUCE THE FUNDRAISING “ARMS
RACE” WITH CONGRESSIONAL
SPENDING LIMITS

Improving candidates’ access to resources
will not reduce the demand for campaign funds
or the amount of time candidates spend rais-
ing money if the additional funds simply feed a
funding “arms race.” It is therefore essential
that Congress also enact a system of spending
limits on House and Senate candidates who
accept public funding, as we now do in presi-
dential elections. These limits should be gener-
ous enough to induce candidates to accept pub-
lic financing, but stringent enough to reduce
the growth of campaign spending. Accordingly,
we call for limits (detailed on page 38) higher
than those proposed in recent reform bills pre-
sented to the Congress. The application of
such limits must be flexible enough to ensure

that candidates who agree to restrict spending
are not materially disadvantaged if they face
opponents who do not comply with the limits
or if they are opposed by “independent” ex-
penditures by the opposing party or outside
groups.

We recognize that spending limits will not
necessarily increase electoral competition, es-
pecially if candidates are unable to raise funds
commensurate with those available to their op-
ponents. We therefore recommend that party
committees be allowed to supplement a
candidate’s resources and finance the differ-
ence between the amount he or she raises and
the relevant spending limit. Spending limits
would be adjusted for candidates facing oppo-
nents who have not agreed to limits.†

The benefits of these recommendations can
be realized only if these spending limits and
other requirements are effectively monitored
and enforced. We are concerned that the Fed-
eral Election Commission (FEC), the agency
responsible for overseeing the law, is under-
funded and understaffed. It currently lacks the
resources needed to administer a program of
congressional campaigns with public financing
and expenditure limits. We therefore urge Con-
gress to review the staffing, structure, and cur-
rent funding of the FEC and provide it with the
resources and authority needed to ensure accu-
rate and timely monitoring and compliance with
the law.

Recommendation #4:
REFORM ISSUE ADVOCACY

Greater regulation of candidate-specific
issue advertising is needed to ensure a mean-
ingful regulatory system. The current legal stan-
dard used to define “express advocacy” (the
type of speech subject to regulation under fed-

†This recommendation would allow party committees, in most
instances, to provide greater assistance to federal candidates
than that allowed under current law. We recognize that coordi-
nated spending limits are presently being reviewed by the courts.
In general, we support the principle of expanded party financ-
ing of elections, since it is a means of encouraging more fully
funded and competitive elections.
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eral campaign finance law) is too narrow. We
prefer a broader standard that will make it
harder to by-pass our federal election laws. We
urge Congress to adopt a standard that sets
forth clear criteria for identifying public com-
munications that constitute express advocacy,
to require that such communications be wholly
financed from funds raised under federal con-
tribution limits, and to require that the sources
of funding and amounts spent on such commu-
nications be publicly disclosed. We suggest that
express advocacy include communications that:
(1) refer to, or feature the image or likeness
of, a clearly identified federal candidate; (2)
occur within 30 days of a primary election and
are targeted at the state in which the primary is
occurring, or within 60 days of a general elec-
tion; and (3) would be understood by a reason-
able person to be encouraging others to sup-
port or oppose that candidate.

If such a broader standard for determining
express advocacy is not upheld by the courts,
we believe that, at a minimum, prompt public
disclosure of the financial activity associated
with these communications should be required.
We recommend requirements for full public
disclosure of the sources of funding and
amounts spent on such communication. Such
disclosure will ensure that the public can know
who is attempting to influence its voting deci-
sions and will thus promote informed decision-
making in the electoral process.

Table 1 compares the major features of
CED’s proposed reforms with the current
system:

SOFT MONEY • Allows soft money; allows
national party committees to
raise and spend unlimited
amounts of money received
from individuals, labor unions,
corporations, and other donors.

• Allows federal elected
officials and candidates to
raise soft money for national
party committees.

• Limits individual contributions
to federal candidates to $1,000
per candidate per election.

• Limits the annual aggregate
amount contributed by an individ-
ual to federal candidates, PACs,
and party committees to $25,000.

INDIVIDUAL
CONTRIBUTIONS

PUBLIC
FUNDING

• No provision for public funding
in congressional elections.

EXPENDITURE
LIMITS

• No expenditure limits for
congressional candidates.

PARTY
EXPENDITURES

• Allows party committees to spend
a limited amount in coordination
with federal candidates.

• Communications that do not
expressly advocate the election or
defeat of a federal candidate are
not subject to the provisions of
federal campaign finance law.
There are no public disclosure
requirements or restrictions on
their sources of funding.

• “Express advocacy” is defined
narrowly, requiring the use of
specific words in the text of a
message indicating such advocacy.

ISSUE
ADVOCACY

SUBJECT                    CURRENT SYSTEM

TABLE 1

Comparison of Major Features of CED
Reform Proposal with Current System

Investing in the People’s Business
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• Eliminate soft money by prohibiting national party committees from soliciting, receiving, spending, directing or
transferring any funds that are not subject to the restrictions of federal law.

• Prohibit federal elected officials and candidates from raising funds for national party committees that are not
subject to federal contribution limits.

• Prohibit federal elected officials and candidates from sponsoring PACs that receive money not subject to federal
contribution limits.

• Encourage state legislatures to adopt legislation or regulations to ensure that state party committees cannot finance
their activities with unlimited or undisclosed funds.

• Limit individual contributions to federal candidates to $3,000 per candidate per election, with adjustment for
inflation.

• Limit the annual aggregate amount contributed by an individual to federal candidates and PACs to $25,000.

• Establish a separate annual aggregate limit of $25,000 for individual contributions to party committees.

• Establish a voluntary program of public matching funds in congressional elections. Eligible candidates would
receive $2 in public funding for every $1 raised from an individual contributor, up to a maximum of $400 for an
individual contribution of $200. To be eligible, candidates must agree to limit personal contributions to their own
campaigns and agree to spending limits.

• Require congressional candidates who accept public funding to abide by spending limits. The ceilings would be set
at $500,000 per election in House races (with $200,000 for a runoff election) and a base of $1 million plus 50 cents
times the voting-age population of a state in Senate races (with an additional 20 percent for a runoff election).
These ceilings will be adjusted for inflation and for candidates facing opponents who have not agreed to limits.

• Allow party committees to spend money in coordination with federal candidates up to the spending limit. That is,
parties can make up any difference between a candidate’s total spending and the amount of the spending ceiling.

• Expand the definition of “express advocacy” communications to include public communications that are broadcast
or distributed within a certain time period prior to an election and meet specific criteria. Communications that
meet these criteria would be considered express advocacy and be subject to full public disclosure and limits on their
sources of funding.

• Should the courts not accept a broader definition of express advocacy, would require full public disclosure of the
amounts spent and sources of funding for issue advocacy communications broadcast or distributed within a certain
time period prior to an election.

CED RECOMMENDATIONS


