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CAMPAIGN CONTRIBUTION LIMITS

WEDNESDAY, MARCH 24, 1999

U.S. SENATE,
COMMITTEE ON RULES AND ADMINISTRATION,
Washington, DC.

The committee met, pursuant to notice, at 9:35 a.m., in Room
SR-301, Russell Senate Office Building, Hon. Mitch McConnell,
chairman of the committee, presiding.

Present: Senators McConnell, Santorum, and Dodd.

The CHAIRMAN. This hearing will come to order.

We are beginning a series of campaign finance hearings that will
go on, most of them, later in the spring. Today we focus on an issue
upon which there is growing and widespread agreement, and that
is the need to increase the Federal or hard money contribution lim-
its. This is the one area where there seems to be wide bipartisan
agreement. As I think almost everyone knows, I have not exactly
been in a bipartisan mode over the years for a variety of good rea-
sons, in my judgment. But this is the one area upon which there
seems to be a good deal of uniformity of opinion.

I have advocated an increase in hard money limits for several
years now, but I am encouraged by the recent signs that some of
the more strident voices for reform of the sort that I think would
be unconstitutional and inappropriate, are nevertheless acknowl-
edging a need to increase the hard money limit.

President Clinton has called for an increase in the severely re-
strictive hard money limits that the parties currently live under.
Senator John McCain has indicated support for an increase in hard
money limits. Representative Chris Shays, who introduced the
House version of Senator McCain’s bill, said last week that a weak-
ness in his bill is that it does not increase the party hard money
limits.

My counterpart at the Democratic Senatorial Campaign Com-
mittee in a Rules Committee hearing 2 years ago, said that the in-
dividual limit should be increased. And two groups that are adopt-
ing a high profile in the campaign finance debate—the Committee
for Economic Development and Jerome Kohlberg’s Campaign for
America—have recently come out in favor of increasing hard money
limits. These groups are seriously misguided in other aspects, but
their wisdom in this respect is refreshing.

I would like to welcome the witnesses who have taken time out
of their schedules to be with us today. Their testimony promises to
be edifying for those of us in the room and anyone who may be
watching on television.
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In the rancor over reform, precious little attention has been paid
to the existing and seriously outdated regime of contribution limits
which severely impact the ability of candidates to mount cam-
paigns, parties to support their nominees, and private citizens to
assist the candidates and parties of their choosing.

Soft money utilized by political parties and other entities, which
is a subject for another day and another hearing, is to a great de-
gree merely a symptom of the results of the 1974 contribution lim-
its. These limits have been whittled away over the past quarter of
a century by inflation, as reflected in the Consumer Price Index,
but also factors peculiar to politics, including the growing difficulty
of reaching an increasingly dispersed electorate. Those candidates,
such as for the Senate, who must utilize television to communicate
with our millions of constituents are struggling to cope with the de-
mands placed on our campaigns by an increasingly complex and ex-
pensive medium in which some viewers have hundreds of channels
to choose from. And, courtesy of their VCRs, can tape television
shows and later fast-forward through our advertisements that our
campaigns have paid for. Remote controls even give viewers the
power to just snuff us out.

On top of all this, as we speak, the world in which political cam-
paigns are waged is transforming even more dramatically with the
advent of the Internet. The growth of this revolutionary medium is
as stunning as it is exciting. We had better consider that all that
time spent on the Internet is pulling voters away from other activi-
ties, namely, television viewing.

What effect that will have on the ability of our campaigns in the
future to reach voters we cannot know for sure, but I will venture
to predict that it will not make political campaigns any cheaper,
causing candidates to work even harder to raise funds to commu-
nicate with voters.

Alternately, their campaigns will starve, their voices will be
quieted, and our democracy will suffer for it. Unless contribution
limits are adjusted to reflect the realities of campaigning in the
21st century.

On that note, I will see if my colleague, Senator Dodd, has any
opening observations, and then we go to Senator Coats and Dr.
Miller.

Senator DopD. Well, thank you very much, Mr. Chairman. Let
me begin. This is our first formal hearing, I believe—well, we had
one, I guess, sort of a business session, but it is the first oversight
hearing in your term as Chair, and, again, we congratulate you
publicly for taking on this responsibility. And it is appropriate, I
guess, that we are beginning the first public hearing on a subject
matter that is both near and dear to our hearts: the financing of
Federal campaigns and Federal elections.

I want to also at the very outset of these brief remarks extend
a very warm welcome to our former colleague, Dan Coats, whom
we will hear from shortly, and I had the privilege and pleasure of
serving with Dan on the Labor Committee for a number of years.
I don’t know how many, but it was quite a few, anyway—10
years—and we worked very closely on a number of issues together
and cosponsored a number of pieces of legislation together. And I
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have read his testimony, and it is very thoughtful testimony. I look
forward to his presentation before the committee.

I just would like to take a few minutes, Mr. Chairman, and share
some thoughts. I am really here to listen myself this morning. I
have sponsored or cosponsored campaign finance reform measures
during almost all of my years in Congress, but I have never been
directly involved in a committee other than this one in an indirect
way on the FEC issues and so forth with the campaign finance re-
form questions. But I am hopeful—and you and I have had some
very brief, informal conversations. My hope is that we may find
some common ground on how best to deal with the issue of financ-
ing our Federal elections.

Where we may disagree is on how to stop what I call sort of the
insanity of the money chase without infringing on the legitimate
rights of individuals and organizations to have their voices heard.
That is the quandary we find ourselves in. There are very legiti-
mate questions on both sides.

So I welcome the hearing, and I am concerned about and I hope
the committee will be sensitive to the fact that there are important
cases moving through the courts that call into question key provi-
sions of the Federal Election Campaign Act. I would respectfully
suggest that it would be, I think, inappropriate for the courts to in-
terpret our congeniality on this issue today on a question where I
think there may be some consensus to mean that there is either
total bipartisan or congressional support for overturning the deci-
sion of the Supreme Court in Buckley v. Valeo, nor is there yet a
consensus that contribution limits should be raised.

So before I give the chairman my proxy on his reform efforts
here—which I am sure he would love to have, but I will reserve
that for a while—let me state for the record that I view the prob-
lem still as one of too much money in the system, not too little.
There is a fundamental disagreement on that point.

Let me just share, if I can, for a second or so some examples of
what I consider to be the ridiculous magnitude of the money chase.

The 1997-98 election cycle marked the first time in the history
of the United States that congressional candidates in national par-
ties raised and spent in excess of $1 billion in a Federal election.
Now, included in this total is the explosion in independent expendi-
tures and so-called issue ads. In Senate races, winning candidates
raised a total of $161 million for an average cost of just under $5
million. In fact, our colleague Senator Coats goes into this a little
bit and talks about the rise of these costs.

To raise that amount, a winning candidate on the average would
have to raise approximately $12,000 a week per week, every week,
for the entire 6 years of your Senate career. And that number
doesn’t seem to be abating in any way as we look down the road
towards future campaigns.

One of our former colleagues, the former chairman, in fact, of
this committee and ranking member of this committee, Senator
Ford, retired from service rather than face the fact, as he described
it, of the need to raise $100,000 per week during the last 2 years
of his election cycle. And I know others of our colleagues have
made similar statements about the problem here.
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I know we will be hearing from witnesses today that will share
with this committee their view that the answer to this problem is
to raise hard money limits so that Senators and challengers do not
have to spend as much time raising money. As someone who has
been in seven races—eight races, actually, forgive me if I am a lit-
tle bit skeptical about it in terms of putting limitations on our-
selves in terms of how much we raise, knowing what can happen
in campaigns and even in the last weeks of a campaign, always
making sure we have enough in our arsenals to be able to handle
the crises. The idea of sort of self-regulating in terms of how much
we actually raise is something I am somewhat skeptical about.

There may be some very good reasons to raise hard money limits,
and I wouldn’t reject that out of hand at all. Doing so without other
reforms will not end the money chase, nor will it substantially re-
duce the amount of time members spend raising money, in my
view. It could just increase the overall amount of money in the sys-
tem, and that in itself, of course, is not reform.

However, as I said at the outset, Mr. Chairman, I am very inter-
ested to sit and listen today and hear some of the comments and
thoughts of our witnesses, particularly our former colleague, for
whom I have the highest regard and respect.

So, with that, Mr. Chairman, I will just ask that these remarks
be included in the record.

The CHAIRMAN. Thank you, Senator Dodd.

Senator Santorum, would you like to comment?

Senator SANTORUM. Just to congratulate you, Mr. Chairman, for
holding this, and I, too, want to welcome my former colleague and
dear friend, Senator Coats, from Indiana, and I look forward to his
testimony. I have actually read his testimony, but I won’t be able
to stay for it. I have another meeting to go to, and I want to apolo-
gize in advance.

I just want to echo the chairman’s thoughts on this issue. I have
a very good basis of comparison, looking at my Governor and how
he raises money versus how I raise money. Pennsylvania doesn’t
have any contribution limits. I know my Governor doesn’t spend 10
percent of the time raising money that I spend. He just doesn’t
have to spend that kind of time because he is able to raise it in
larger chunks and can raise the smaller money through direct mail.

For us to be saddled with a $1,000 limit on individual contribu-
tions that is worth pennies, almost pennies of what it was worth
in media buying power in the 1970s creates the problem that we
have seen. This growth in soft money is a direct result of the limi-
tation of hard dollar contributions. I mean, let’s just be honest
about it. That is exactly what is going on here. And unless we raise
the hard dollar contribution, that money that will flow to political
campaigns will flow in other avenues. It just won’t flow directly to
the candidate.

I think if you are really concerned about integrity in elections,
you want the money flowing to the candidate who is accountable
for disclosure and for the kind of campaign they want to run, not
flowing to somebody else for them to spend the way they see fit
outside of the candidate’s control.

So I think the greatest campaign reform we could have would be
to increase the hard dollar contribution limits. It may not com-
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pletely do away with soft money, depending on how much we raise
the limit, but it will greatly limit the impact of soft money and the
need for soft money, which I agree is not the best way to run a
campaign, and certainly one that is a system based on disclosure.

So I congratulate you, Mr. Chairman. I hope, not just because I
am up for election—and I don’t care whether we do it for this time
or next, I mean, it doesn’t matter to me. Just we need to do it be-
cause it is the best way to reform the campaign system in a bipar-
tisan way, at least to start. We should learn—you know, one of the
things that is a hard lesson for me to learn as someone who wants
to do everything yesterday, that we take sort of what you can get
done and get it done, try to improve it incrementally if you can,
and then, you know, if we want to fight the other battles some
other way down the road, fine. But let’s try to get what we can get
done that is sensible and that can be done in a bipartisan way
done, and I think this is one thing we can do. So I would encourage
that tack.

Thank you.

The CHAIRMAN. Thank you, Senator Santorum. That is precisely
what the hearing is about today, the inflation that has occurred
and the business of campaigning over the last 25 years since the
contribution limit was set.

We would like to welcome our former colleague and still friend,
Senator Coats, to come up and, Dr. Miller, you may come up as
well. We will hear first from our colleague, Dan Coats.

STATEMENTS OF HON. DAN COATS, VERNER, LIIPFERT, BERN-
HARD, McPHERSON HAND, WASHINGTON, DC; AND DEMARIS
MILLER, McLEAN, VA

Senator COATS. Well, Mr. Chairman, thank you very much. It
really is an honor to be back, really my first official time back in
the United States Senate, a place where I served for 10 years, cul-
minating 24 years of public service, and a place that holds great
and fond memories.

People say, “What do you miss about the Senate?” I must say I
miss my friends in the Senate more than I miss the process of the
Senate. I couldn’t help but tune in last evening on my way home
from work to the debate going on on the Senate floor. The Senate
was tied up in a procedural conundrum that was all too familiar
at 6:30 p.m. on a Tuesday evening where the chairman of the Ap-
propriations Committee was desperately trying to get to a vote on
his supplemental bill and others wanted to move the Kosovo issue,
and people had been hollering about standing and waiting for 3
hours to get their chance to talk. And I thought, yes, I miss my
friends, but not so much the process.

The CHAIRMAN. You were reassured that nothing has changed,
however.

Senator COATS. I was reassured that not much had changed.

It was an honor here to serve, and I think as I reflect back on
my time of service, probably the frustration that rises to the top
of the list is the frustration of the crush of campaign and elections
and the almost insatiable need to raise a sufficient amount of
money to be competitive in that race, and the time that it takes
away from what I believe we are really elected to do.
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I want to just share some summary thoughts with you. Having
been on the other side of this table and implored witness after wit-
ness after witness not to read their full statement but to summa-
rize their remarks, sometimes I am tempted to get even by coming
and sitting and reading the whole statement.

The CHAIRMAN. Your full statement will be made a part of the
record.

Senator COATS. Thank you, Mr. Chairman.

The CHAIRMAN. We look forward to your comments. [Laughter.]

Senator COATS. I will summarize it very briefly, if I could.

Since the passage of the campaign limits in 1974, five Presidents
have occupied the White House. Four Senators have occupied the
Senate seat that I occupied in the State of Indiana. Time moves
quickly. In that time, much has changed.

I just came from the weekly Senate prayer breakfast. The price
of breakfast has gone from $2 to $6.50 in just 10 years. I still get
my haircuts downstairs. That price is now $20. I remember the
days when people were complaining about Senators getting these
free or virtually no-cost haircuts. Well, for the record, it is now 20
bucks for a trim. And I don’t have all that much hair to trim. If
they charged by the hair, I probably would do all right. But they
don’t do that.

Now, I make those points to say that prices have changed dra-
matically since 1974 in virtually every commodity that we pur-
chase, except the ability to raise money to provide for the cost of
campaigning.

If you index that for inflation, you come up with a figure that is
more than three times the current hard money limit. If you add to
that the growth in the population that we have to serve, which is
about a 42 percent growth, you are over five times the limit of
what is currently imposed, the $1,000 limit of contributions, the
$5,000 on PACs, and the overall $25,000.

Now, I think all of us who have run for office understand that
the costs of campaigning exceed the cost-of-living index. You will
hear testimony later from media people and others about the cost
of buying an ad, the cost of putting your message on the airwaves
so you can reach people.

When I first ran for office, most communities had access to
about, if they were fortunate, three TV stations on which to get
their news and message, maybe four. Today we all sit there with
our channel changer with up to 100, 150 channels. We have our fa-
vorites that we can pick and choose through. We are looking at
commercial ads that are far more glitzy and attractive than what
we are able to pay for, and the habit of people of switching chan-
nels on a whim.

So I think without question—and there are statistics to back this
up—without question, the cost of purchasing the opportunity to
provide our message has increased dramatically, and I would sug-
gest quite a bit more than just the cost-of-living index.

And so as you look back and I look back to my first congressional
race in 1980—and I did some charts showing what Senators spent
for statewide races in 1980, and I was astounded to learn that not
one single Senate candidate in 1980 spent more than $4 million.
Today, $4 million for a statewide Senate campaign is considered an
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inexpensive campaign. The costs in Indiana for running a Senate
campaign have increased from $1 million to $2 million to $4 million
to the estimate provided to me by those that were advising my
campaign for a race had I run in 1998 of approaching $10 million.

When you break that down, as you did, Mr. Chairman, into the
amount of money that needs to be raised on a daily basis, it quickly
becomes apparent that we no longer have the luxury as Senators
of spending 4 years basically attending to the duties of the Senate
and reserving those last 2 years of our term for preparing for our
next election. That has been the historical pattern of how the Sen-
ate operated, and the Founders designed it that way so that we
would have the opportunity to step back from the pressures of cam-
paigning, of raising money, of doing all the things that are nec-
essary to run a competitive campaign, and focus on the longer-term
issues. That is what we come here for. That is why many want to
move to the Senate, so that they have the luxury of taking the
broader, longer view.

But when you break down now the average cost of a campaign,
which, as I said, not one Senator, not even our former colleague
Senator D’Amato from New York, probably the most expensive
State, spent more than $4 million in 1980. And when you look at
it today and you look at the number of Senators that have to spend
that $4 million as a floor, not a ceiling, you realize the extent of
the problem.

Now, I know the issue of the constitutionality of getting our mes-
sage out, the limitations on that is an issue that I assume this
committee will address. That is really not why I am here today. I
am here today to state that at the very minimum, this committee
and the Congress need to realistically look at the limitations that
are imposed on the amounts that can be raised from individuals,
from PACs, and from the total amount that any single individual
can give for Federal campaigns, and make a reasonable adjustment
for the increasing costs that have occurred since 1974.

As I said earlier, that cycle of 4 years of primary, almost total
focus on the work of the Senate and then 2 years of a balance of
work of the Senate and preparing for a campaign is no longer oper-
ative. The amount of money that has to be raised on a daily basis
requires for many a 6-year continuous effort. Let’s look at the
quotes on this chart.

This is an all-too-common refrain. Senator Dodd referred to Wen-
dell Ford’s decision to leave. “I spent $425,000 to run for the Sen-
ate in 1974,” he said. “If I ran for election next year, it would cost
about $5 million.” And this is a small State. This is your State, Mr.
Chairman, Kentucky. “The money chase was the straw not to seek
reelection. I have no doubt that I could have raised the money, but
going across the country didn’t sit well with me.”

Our colleague Paul Simon, who served with Senator Dodd and
me on the Labor Committee—and I thank you, Senator Dodd, for
the chance to serve with you and your kind remarks and wish you
success on that committee—“To run again would mean raising $10
million,” Senator Simon said. “It means also taking at least one-
third of my time the last 2 years in office to raise money. That is
not a prudent use of time.”
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Senator DeConcini has a statement. Senator Lautenberg said:
“The compelling factor was the searing reality that I would have
had to spend half of every day between now and the next election
fundraising.”

Senator Kerry has a quote there also, and on and on it goes.

This is what we talk about in the cloakrooms. This is what we
talk about at our lunches. This is what we talk about down in the
gym and when we have private moments, about this ever esca-
lating demand on our time to raise these funds.

So, clearly, I think the case can be made for increasing the limits
to allow us to free up the time so that we don’t have to use such
a substantial portion of our time doing that.

Let me just state a couple of other points here, and then turn it
over to Dr. Miller, and then be available for your questions.

Some have raised the question about raising the limits or in-
creasing the amount that any one person can give as a corrupting
influence. I just have two points to make on that. In all my years
of service, 18 in the Congress and 24 in public service altogether,
I have never come across or heard one instance in which one elect-
ed official used his position or her position as a way of extorting
funds to run for public office. I have never heard of an instance in
which an individual used his power to change a vote, to modify a
position in return for a contribution. I just think that is a red her-
ring that is raised by those who oppose any changes in the cam-
paign financing laws and, in fact, want to tighten them even fur-
ther.

I would also state to you in the second point that the notion that
$1,000 or $5,000 or even $10,000 out of the total figure of $4, $5,
$8, $10 million is a very small percentage of the total. Most of us
couldn’t even go through and identify exactly who gave what, we
are so busy trying to do all that we need to do, both as elected of-
fice holders and as those campaigning for office, that at the end of
the day pretty much say: What is our total? How much do we have?
How much money do we have to put in the next campaign ad buy
or whatever, without saying give me the list, I want to know who
gave what?

But even with that, even if you did that, the percentage, usually
amounts to one-tenth of 1 percent or less of the total contributions
by any one single entity. It is so small compared to the total that
it is ridiculous, I think to claim it has a corrupting influence.

The CHAIRMAN. Could I interrupt just for a second on that point?

Senator COATS. You sure may.

The CHAIRMAN. I chaired the Ethics Committee for 4 years and
was ranking, vice chairman, as we called it, for 2 years before that.
We never got a single complaint on that issue. Not one. And being
a floor manager on this issue, the broader issue—not the issue we
are talking about today specifically but the broader issue of cam-
paign finance reform—I have repeatedly suggested to colleagues
who would use the corruption argument to give me an example.
Never got one in 10 years of handling that debate.

It is truly a red herring, it seems to me, based on my own per-
sonal experience and, listening to you, Senator Coats, apparently
your experience as well. So I would just interject with that point.
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Senator COATS. That is my experience, and let me just conclude
by touching a little bit on this independent expenditure effort. You
are going to hear later from Professor Lott, I think no relation to
the majority leader, but Professor Lott will testify that expendi-
tures are a much less accurate, much less desirable, and less effi-
cient way of communicating support or opposition to a candidate
than lawful direct contributions. I think all of us have been faced
with a situation where we turn on the television or somebody
brings our attention to an ad, running supposedly in our favor, sup-
porting us, and saying, well, wait a minute, that is not the message
I am trying to convey, that is not what we have chosen to be the
themes of the campaign. An outside group has decided that is what
the themes of the campaign ought to be. That places the candidate
in a situation of saying: Do we have the money to clarify what our
position is? And then being told by our financial people, no, we
barely have enough money to run what we had planned to run, and
now we are faced with this and are going to have to divert funds
over here or change our message or whatever to either counter an
issue ad or to clarify one even by those well-intended groups that
are trying to support us.

Now, the point is here that it is impossible constitutionally, and
rightfully so, to deny citizens the right to state their views about
a candidate, or about an issue. I think any action that this com-
mittee or this Congress would do to limit that right would be im-
mediately thrown out by the court as unconstitutional.

But the issue before us today is: How can we obtain more control
of our own message? How can we garner the resources and the
funds necessary to direct our own campaigns in a way that soft
money isn’t as influential, doesn’t play such a large role, isn’t so
tempting? And how can independent expenditure groups or individ-
uals better fund us to make sure that the reason why they are sup-
porting us and the message that we are advocating is heard?

Some are frustrated by the fact that we are not able to convey
the message that we are trying to get out. So my point on inde-
pendent expenditures is that one of the ways—maybe not the com-
plete way, but one of the ways that we can address that problem
is to raise those hard money limits and give us more resources in
which to make our own message, mitigating the need for inde-
pendent expenditures.

Mr. Chairman, let me just conclude by saying that I think elect-
ed representatives spend too much time raising money for political
campaigns, and the remedy for that problem that is achievable is,
at a minimum, to raise contribution limits. It is not to limit free
speech. I think that is a non-starter politically, and I think it is a
non-starter constitutionally. I think it is a non-starter from our
ability to enact good policy.

I agree with Senator Santorum. If we can’t do the whole thing,
let’s at least do what we can do. A good way to start and the very
foundation of whatever package comes together ought to be a very
realistic reassessment of the hard money limits.

With that, Mr. Chairman, I want to thank you for the oppor-
tunity to come back and testify and be back in the Senate. I want
to thank both you and Senator Dodd for your friendship and sup-
port over the years, and even though we are on different sides of
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the aisle, Senator Dodd said we found common ground on a num-
ber of issues and we did. It was a pleasure and a privilege to work
with you, Senator Dodd, and, Mr. Chairman, with you.

[The prepared statement of Senator Coats follows:]
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Testimony of
FORMER UNITED STATES SENATOR DAN COATS (R-IN)
before the
JNITED STATES SENATE COMMITTEE ON RULES AND ADMINISTRATION
May 24, 1999
CONCERNING CONTRIBUTION LIMITS
TO CANDIDATES IN FEDERAL ELECTIONS
I. INTRODUCTION

.Good morning Mr. Chairman and Members of this
Committee. My name is Dan Coats. As you know, the close of the
105th Congress marked the beginning of my transition from United
States Senator to United States citizen. My retirement from the
Senate marked the end of 24 years of public service: two in
U.S. Army, four as a legislative assistant and district-director
for then-Congressman Dan Quayle, and 18 years in the Congress,
the last 10 of which I served here‘in this great Senate.

When I left the Senate, I reflected on how important
and how noble elective office can be. RAfter two decades in
public service, I still believe in the job of United States
Senator and its goals, and I am confident that the country will
be well served by my many friends and colleagues who will serve
in this great institution.

But I also remember that the pace of politics made my

job, and can make your continued service, very difficult. I
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believe that by constitutional design, the measure of success in
the Senate is different from other parts of the government. You
are employed to take the longer view, insulated from the rush of
hours and the crush of elections, to see to the needs of future
years. I think that my greatest source of frustration during my
years in this institution was that we did not spend nearly
snoug time dealing with the larger issues that faced uc, rhings
that will matter down the road, topics that will be chapters in
American history, hot just foothotes in the Congressional
Record.

It is with this in mind that I return to the Senate
today for the first time since leaving office: to start what I
hope will be a series of visits to share my thoughts and
reflections as a citizen and former public official on the
important issues facing this country. And I can think of no
better way to inaugurate my new role then to discuss with you
the antiquated rules under which our elections are financed, and
the threat they pose to our vibrant democracy.

Mr. Chairman, the issue goes beyond the increased
costs of campaigns and the increased time we have all spent
raising campaign contributions. Political campaigns --
literally the act of communicating our thoughts and ideals to
America and taking time to listen to our constituents' views of

the future -- will always cost money. And the time we take to
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ask for support, to seek out those who agree with us, keeps us
in touch with America and prevents us from being isolated in
this building and away from our constituents. Having said this,
however, 1 am here today to impress on you the fact that the 25-
year-old campaign finance law now makes fundraising so time
consuming and running a modern Eampaign so difficult that the
time has come to& update the law.

In particular, the contribution limits date to a time
of fifty cents a gallon gasoline and twenty-cent MacDonald’s
hamburgers. Continued refusal by Congress to update these 25-
year-old limits will severely limit the ability of our elected
representatives to attend to their primary duties of governing,
and reduce the public's confidence in this body and its
participation in this country's elections. Without the public's
confidence and participation, our system of government cannot
succeed. '

That is why 1 am asking the Senate to fulfill its
constitutional role of taking the long view, and give the public
more, not fewer, ways to participate in choosing its elected
officials. After all, nothing less than our cherished and core
First Amendment rights are at stake: rights which I believe
have their fullest application to speech uttered during a
campaign for political office. Outdated contribution limits --

premised on a fear of corruption that does not exist and which
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work to keep challengers and the public away from our campaigns
-- must be changed.

II. THE INCREASED COST OF SENATE CAMPAIGNS REQUIRES A HIGHER
CONTRIBUTION LIMIT.

As public servants,.we know well what every one of our
constituents knowé: Almost all goods and services are much more
expensive today than they were 25 years ago when the Federal
Election Campaign Act and the political contribution limits were
first passed. Since passage of that Act, five presidents have
occupied the White House, and four different people have
occupied ehe Senate seat from which I recently retired, yet the
campaign financing limits have remained fixed at 1974 rates.

. The Bureau of Labor Statistics’ Consumer Price Index
in 1974 was 49.3; at the end of 1998, it was 163.0, an increase
of 330.6%. As you know, Congress has provided for public
funding of presidential campaigns and of national party
nominating conventions. Each of those amounts has been adjusted
for increases in the cost of living. If Congress had been
foresightful enough in 1974 to index the contribution limit; for
inflation, the current legally allowable limit for individual
contributions to candidates would be $3,306.

In my experience, thg‘cost of campaigning has risen
even faster than the average cost-of-living index. As you all

know, political campaigns have become more and more media-
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driven. Political advertisements must compete for voter
attention with other commercial advertisements, which have
become more glitzy and much more expensive to produce. As a
direct result, production costs for political advertisements
have skyrocketed.

But in addition to production costs, the costs of
airing pelitical advertisements have escalated dramatlcally. Tn
1974, most voters in Indiana could watch three, four, or in some
markets five television stations. With the dramatic penetration
of cable television over the last 25 years, it is common for a
voter to have his pick of 50, 100, or more viewing options at
any one time. As viewership has become more fragmented, the
cost of reaching the same number of viewers has correspondingly
increased. Exhibit 1 is based on information from the
Television Bureau of Advertising, Inc. It shows the cost of
airing a television advertisement per 1,000 homes has escalated
from just over $2.00 in 1974 to, $11.00 in 1997, more than a
fivefold increase in cost to reach the same number of viewers.

It is also worth noting that candidates must reach
more voters today than they were trying to reach in 1974,
According to the United States Census Bureau, voting-age
populétion has increased from 141,299,000 in 1974 to 200,900,000
in 1998, an increase of over 42%. Again, as you know, the

Federal Election Campaign Act adjusts the amount of money
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political parties can spend in support of their House and Senate
candidates by the increase in voting-age population.

The points I am making are not merely hypothetical.
In preparing this testimony, I have reviewed spending data
collected by the Federal Election Commission for United States
Senate candidates in the 1980 election cycle, and compared those
data tc the expenditures during thz 1998 Senate races for the
very same Senate seats. The results of that review of 1980
spending are shown on Exhibit 2. 1In 1980, not a single
candidate -- not even Senator D’Amato in New York -- spent over
$4 million. There were 13 races in which neither candidate
spent $1 million, and many of those 13 races were hotly
contested. Overall, 36 of the 67 candidates spent less than
$1 million. (One race was unconFested.)

But as shown on Exhibit 3, which shows the just

concluded 1998 election cycle, twenty-one -- let me say that
again, twenty-one -- candidates spent more than $4 million, and

five spent more than $10 million. In only three states --
Alaska, New Hampshire, and Vermont -- in which the incumbent
faced only token opposition or none at all, did neither
candidate spend $1 million, although in each of those three
states the incumbent spent over $900,000. Only 19 of the 66

candidates spent less than $1 million.
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Exhibit 4 compares the total expenditures on the 34
Senate seats from the 1980 election to the spending on those
same seats during the 1998 election. Even though the
hyperinflation years from 1974 to 1980 were over before this 18
year period of comparison, total spending from 1980 to 1998 on
the very same Senate seats was up approximately 333%.

These data are consistent with my personal experience.
Through my time working as an aide to then-Congressman Dan
Quayle, and then as a candidate for the House and later the
Senate, I experienced firsthand the difficulty of getting the
candidate’s message out to the woters through the free print and
broadcast media. When I last ran for election in 1992, the
media focused primarily on the three-way presidential contest
among President Bush, Governor Clinton, and Ross Perot. 1In
addition to the presidential contest, the media were required to
cover four major state contests, including those for governor
and lieutenant governor, the House races, and of course ghe
Senate contest. The inescapable fact is that candidates cannot
rely upon the media to communicate with the public; rather, they
must rely upon campaign-generated resources to purchase paid
media.

Many have raised the issue of the constitutionality of
limiting individual contributions to political candidates or

parties. They argue that a system of mandatory and prompt
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public disclosure of contributions and expenditures is alone
sufficient to deter political corruption.

But even if we accept the premise that contribution
limits are necessary and constitutional, the 1974 limits are
antiquated and oppressive. If adjusted for both the 330.6%
increase in the Consumer Price Index since 1974 and for the
42.1% incresase in voting-age pcpulation, the 1874 limit on
individual contributions would be increased to $4,698 from
$1,000 set in 1974. Exhibit 5 shows this comparison.

Other limits in the Federal Election Campaign Act
should be adjusted in the same way. The $5,000 contribution
limit for political action committee contributions to candidates
and the $25,000 limit on total individual contributions to all
candidates and parties should also be adjusted to better reflect
the impact of inflation over the past 25 years.

Controlling campaign spending is both economically and
legally untenable. Adjusting the contribution limits is not.

IXXI. THE CONTRIBUTION LIMIT IS NOW INTERFERING WITHE THE ABILITY
OF CANDIDATES TO CAMPAIGN.

In order to raise the amounts of money necessary to
conduct a modern campaign, candidates must now spend a very
substantial portion of their campaign time raising money. A
Senate candidate who estimates that he or she will need

$5 million to fund his or her race will be required to raise an
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average of over $16,000 each week beginning immediately after
one election for the six years preceding the next election. If
the candidate waits until two years before the election and
needs $5 million, the amount needed jumps to $50,000 per week.
The result is that few Senators can reserve fundraising for the
two-year pre-~election cycle. Senate fundraising has become a
full-time business occupying the entire six-year term.

Mr. Chairman, there is nothing inappropriate in
candidates, whether incumbents or challengers, asking supporters
for financial contributions. To the contrary, in my experience
the need for candidates to solicit financial support helps our
political‘system achieve‘a number of goals. It reguires
candidates to stay in contact with their constituents. It
requires candidates to state their positions in & persuasive way
so that supporters will know where they stand. And it requires
an individual to show some measure of core support as a
candidate, and thus helps weed out marginal candidates. My
friends who advocate public financing of political campaigns
cannot make these same claims for their proposals.

But the contribution limits seriously divert the
Senators’ attention from their constitutionally prescribed
duties, and also divert candidates’ attention from promoting
their candidacies and ideas, or engaging in useful political

debate.
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One of the most important reasons I decided against
running for reelection in 1998 was the recognition that I would
need to spend an immense amount of time raising money. It is
truly unfortunate that so many of my colleagues have reached the
same conclusion for the same reason. Exhibit 6 is a compilation
of recent statements from a number of our colleagues making that
verv same poirt. Each of you knows from ycur own experience and
from private discussions with your colleagues in these hallways
that the chore of raising money. under the current contribution
limits is a strong deterrent to candidates on both sides of the
aisle.

You also all know, as do I, that many of our most
ardent supporters who currently can legally contribute the
maximum limit of $1,000 would gladly increase their
contributions if the limits were raised. While not all $1,000
contributors would give more, many would. They would do so not
to buy political favors or even to gain access, bui because they
support our views and want to see us reelected.

Persons who advocate expenditure limits frequently
claim that such limits are needed because candidates spend so
much time raising money. The irony is that the advocates for
expenditure limits also tend to be the most aggressive advocates
for contribution limits, even though they publicly recognize

that the low contribution limits are the very reason candidates
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have to spend so much time raising money. Surely a less
restrictive means of reducing the amount of time candidates
spend fundraising is to raise the contribution limits to levels
that are reasonable, rather than imposing an unconstitutional
layer of additional regulations on political campaigns.

Iv. A BIGHER CONTRIBUTION LIMIT WOULD NOT INCREASE CORRUPTION.
As a lawyer, wpolitical contributor, former
officeholder, and long-time observer of campaign finance law, I

know that the primary purpose for limitations on campaign
contributions is to prevent actual or apparent corruption. The
courts have clearly defined corruption as a subversion of the
political process: the selling of political favors in exchange
for political contributions.

Advocates of greater restrictions on the campaign
finance system often equate contact with officeholders with
corruptioﬁ. They have said it S0 often and with such conviction
that many may assume that this proposition is based on settled
law or undisputed fact. It is neither.

The First Amendment protects many rights -- religion,
speech, the press -~ but it also protects the right of citizens
to petition their government. This right of petition by
ordinary citizens is unique in our democracy, but guarantees
citizens protection from re;rimination for seeking to meet with

or actually meeting with their representatives in government.
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To equate .contact with officeholders with corruption threatens
to turn this constitutional guarantee on its head. We know that
the most ardent proponents of r;form would amend the First
Amendment to allow restriction on free speech, for they have
made such a proposal. Do they also wish to amend away the right
to petition? Or do they genuinely believe that prohibiting or
severely limiting polirical contributions will prevent major
corporations from spending millions of dollars on lobbyists to
present their views to the Legislative and Executive Branches?
Access is not corruption; it is the hallmark of a healthy and
functioning representative democracy.

Actually, the notion that members of the House or
Senate sell access is, in my ex;erience, unfounded. Many
political supporters who contribute to officeholders never
request a personal meeting, but some do request and receive
meetings with legislators or their staffs. But political
supporters who do not contribute are also granted meetings, as
are constituents having problems with théir Social Security,
Veterans, or Medicare benefits, and experts on issues pending
before the member’s committees. Government cannot work without
this interplay. A contribution is by no means necessary to
obtain a meeting, and a meeting by no means guarantees results.
I reject unequivocally the notion that access is sold, or that

access is corrupting.
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Never, not once, Mr. Chai:mgn, have I witnessed or
been informed of the exchange of dollars for political favors.
Not by me or my supporters, not for any amount of money, and not
by anyone 1 have known or served with.

Moreover, I do not see how even an appearance of
corruption could be alleged with a $5,000 or $10,000
contrihvrion to a campaign. My Senate race in 1992 cest
approximately $3.8 million, and easily would have cost twice
that had I chosen to run for re-election last year. I cannot
imagine anyone seriously chargi;g that a contribution which
comprised a tenth of one percent, or a half of one percent, or
even one full percent of my total receipts would have influenced
me tc change my vote on any issue.

Mr. Chairman, the reformers' unfounded allegations of
corruption must end. Their charges are unhealthy and untrue.
They are damaging the reputations of honest, hard working public
servants and scaring the public out of participating in gur
elections. No matter how well-intenticned the 25 year old
Federal Election Campaign Act may have been, I now believe the
worst way to ferret out the corrupt is to pass a law premised on

an assumption that everyone is.
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V. THE CONTRIBUTION LIMIT FORCES MONEY OUTSIDE THE SYSTEM.

Mr. Chairman, I believe you should address the cause
of the "problem"™ rather than hammer away at its symptoms. The
cause of the problem is a 25 year old law that can't accommodate
people's desires to communicate: their views. Ih Buckley, the
Supreme Court said that a $1,000 contribution limit in 1976
would still allow conczibutor; to engage in meaningful
expression and association. That may have been true then, but
it is not true today. The costs of communicating our views on
all these new issues and programs has risen dramatically. We
all have had to turn away so-called "excessive" contributions
that we needed to communicate our views. With nowhere else to
go, these potential hard money contributors have turned their
money into soft dollars that finance issue advertisements. If
the hard dollar limits are set at a level that accommodates
people's need to express their views, the money will stay within
the campaign system and be reportable.

Independent expenditure efforts -- which expressly
advocate a candidate's election or defeat -- are certainly a
lawful exercise of a person or group's First Amendment rights.
But I agree with Professor Lott's testimony on this subject:
independent expenditures are a less accurate, less desirable,

and less efficient way of communicating support or opposition to
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a candidate than lawful direct contributions. These expenditures
may be well intended, but they are often confusing or
inaccurate, I have even had to spend time and money responding
to independent efforts that were supposed to help my campaign.
The press often ridicules the "independence” of these
expenditures, casting further doubts on everyone's credibility,
eran though the speaker was just trying to commuﬂic«Le a visw.

And the increase in independent spending, I believe,
is also an unintended byproduct of old campaign finance laws
which prohibit these groups from becoming more closely
associated with a party or campaign. Publicly-spirited people
want to join our campaigns, but are prohibited from doing so in
a meaningful way by outdated contribution limits. Even party
committees have been forced to engage in independent
expenditures to support their candidates.

If our goal is a better informed America that seeks
real aciion on important issues by coalescing around and
electing qualified candidates, then.I urge you to take more
responsibility for elections by allowing more support of your
campaigns. We all have to take responsibility for what our own
campaigns say and do, but we cannot embrace independent ox issue
advertising efforts. This diffuses the candidate’s message and,
frankly, reduces accountability for the content of the message

as well. If you allow supporfers to contribute more money to
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campaigns, contributors will have a stronger incentive to stay
in the system rather than resort to independent expenditures or
issue advertisements, and candidates will have more control over
and accountability for their messages.

Vi. CONCLUSION.

Mr. Chairman, elected representatives spend too much
time raising money for their peolitical campaigns. The x~emedy
for that problem is to raise the contribution limits, not to
limit free speech.

Having served in this body for ten years, and in the
House for eight, I am quite confident that a higher contribution
limit would not promote corruption. While I often disagreed
with my colleagues about particular issues, I can say without
qualification that I never saw a Senator or a Congressman change
his or her vote based on a contribution. To the contrary, in my
experience the overwhelming amount of contributions are given
because the contributor already supports the candidate, rather
than because the contributor believes a contribution can change
the candidate’s position.

When Congress set the contribution limit at $1,000 in
1974, it concluded that a $1,000 contribution would not corrupt
a Congressman, a Senator, or a President. It is illogical and
baseless to suggest that raising the contribution limit to

reflect increases in costs and population over the intervening
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25 years would create a risk, or even the appearance, of
corruption. I strongly and respectfully urge you to raise these
limits.

Thank you for your attention and for allowing me to
appear before you today on this‘important matter. I would be

delighted to answer your questions.
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The CHAIRMAN. Thank you, Senator Coats. Will you be able to
stick around for a little bit?

Senator COATS. Yes.

The CHAIRMAN. Dr. Miller, then we will hear from you, and then
we will have questions for both of you. Go right ahead.

STATEMENT OF DEMARIS MILLER

Ms. MiLLER. Thank you, Mr. Chairman, Senator Dodd. It is a
pleasure to be here today. I am Demaris Miller. I am from McLean,
Virginia, which is right across the Potomac River from here.

I would like to submit my remarks for the record, but I just want
to briefly summarize them now.

The CHAIRMAN. Your full statement will be made a part of the
record.

Ms. MILLER. Thank you.

I have been a public school teacher, I have been a registered
nurse, I have been a research psychologist, I have been a wife, a
mother and a grandmother, and last year I was a candidate for
Congress from the 8th District of Virginia. I took great pleasure in
that. I have never enjoyed anything more in my life. And I am not
here today to rationalize my loss or to criticize my opponent. We
ran a very clean campaign, and so did he. But I am here to use
my experience as a challenger candidate against an incumbent to
illustrate the hurdles that a challenger faces and to make one point
very clear.

Despite the popular belief that campaign financing limits make
elections more fair and more democratic, the opposite is true. Con-
tribution limits increase the advantages of incumbents at the ex-
pense of challengers. Now, I know incumbents have natural and in-
escapable advantages. I am not trying to do away with those. In-
cumbents are better known. They can legitimately claim they have
experience in the job, they have much better voter contact, they
have better press contacts, they can hold public meetings, and they
are invited to many speaking engagements. All of that is natural.

But there are also some advantages of incumbency that are arti-
ficial. They have free phones, they have Web sites, they have Inter-
net access, they have the frank. And when I had to send out mail
or put up a Web site or use the Internet, I had to pay for it. And
for all of those public appearances that my incumbent opponent
was able to achieve without cost, I had to buy my media coverage.
My opponent was even a regular on a very popular CNBC talk
show. And after the election, the host of that show said, “Wow. All
of his regulars were re-elected,” and I thought, “Wow. What a sur-
prise.”

All of this makes it even more important, if we really want to
level the playing field, to make it possible for us to be
unencumbered in raising and spending money because a limit on
raising money is also a spending limit. Despite all of my efforts,
cable advertising, targeted mailings, appearances at local candidate
forums, Metro stops everywhere, and in spending almost half a mil-
lion dollars on my campaign and getting full support from the Na-
tional Republican Campaign Committee, there were an awful lot of
voters who showed up at the polls on Election Day and said, “Who
is this Miller fellow and what does he stand for?” [Laughter.]
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It is true that political scientists generally agree that, to have a
fair chance of winning, a challenger has to outspend an incumbent.
So spending limits and campaign fund-raising limits are a much
greater burden for challengers than for incumbents who already
have the advantage.

I believe the 1974 law is an example of good intentions gone bad.
Anything that makes raising money more difficult, particularly
from individuals, puts challengers at a greater disadvantage.

In my campaign, I raised almost half a million dollars. I came
out of a primary $24,000 in debt. My opponent, like many incum-
bents, did not have a primary, but at that time he already had
$700,000 in the bank. This is a tremendous hurdle to overcome,
and much of that is carryover. This is quite normal. But putting
fund-raising limits on me did make a difference. Could I have
raised more? Yes. I had a number of friends and supporters who
were willing to give more. One man from Texas sent me $5,000,
and I called him and said, “This is wonderful, except that I cannot
accept $5,000,” and we had to send money back, and that happened
time and again.

I also had a good friend who wanted to contribute to my cam-
paign and discovered he could not give me a dime because he had
already reached his aggregate $25,000 limit. So here was someone
who agreed with my stands on the issues, and he could not support
me.

My major problem, though, was getting my message out. Even
though we look at the inflation adjuster, I think Senator Coats was
absolutely correct in pointing out that the cost of campaigning has
gone up much faster than inflation. Candidates on congressional
campaigns are spending more than ninefold more now than they
were in 1974.

So if we were trying to increase it, we would have to increase it
faster than the rate of inflation. The major reason is the informa-
tion age, but the growth in the population is also a reason. My area
was covered by three broadcast stations in 1974. It is now covered
by four broadcast networks, three cable systems and the satellite.
That is an awful lot of media to cover, and it means that every
media purchase you make is, first, more expensive because it cov-
ers a broader area and, second, it covers fewer of your own con-
stituents. So you have to make more buys to make up the dif-
ference.

I know that you are concerned about the constant grind of rais-
ing money. Part of that is because of the 1974 law. If I were limited
to buying gasoline one gallon at a time, I would have to stop 15
times to fill my truck. And because you are limited to making indi-
vidual contributions $1,000 or one gallon at a time, it takes a lot
longer to raise the necessary funds than it did in 1974.

Also, Senator Coats mentioned the issue of influence buying and
how much is too much for a campaign contribution. The inflation
adjuster is certainly one way of looking at it, but I think it’s the
inappropriate way. I think we have to look more at the cost of cam-
paigning, as opposed to inflation. Since the costs of campaigning
appear to have increased for congressional campaigns at least nine-
fold, and possibly more for Senate campaigns, assuming the poten-
tial for corruption is a function of the percentage that each con-
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tribution represents of the total spending, that ninefold increase
means that if a thousand dollars was not corrupting in 1974, then
surely $9,000 would not be corrupting in 1999. And besides that,
this 1s just not the way my supporters view elections. Like you,
Senator McConnell, and like Senator Coats, I have never had any-
one suggest that a contribution to my campaign was buying a vote
for any particular issue.

I am urging you to put aside the popular myths about campaign
finance and realize that campaign financing limits do help incum-
bents at the expense of challengers, and I admire what you are
doing to address this issue because, after all, you are incumbents,
and even though the fund-raising is a grind for you, these limits
are an advantage for incumbents in office.

I believe that there is a democratic principle here that tran-
scends just fairness to challengers. If we do not have fair rules for
political contests, we risk the effectiveness and credibility of our po-
litical system. And if I, as a candidate from any party, am not able
to get my message out, and I think that was very clear, if I could
not get my gender across, surely they were not hearing my cam-
paign message, then there is something seriously wrong with the
system because I was seriously constrained by this 25-year-old
spending limit.

Please give us real campaign reform. Ease the restrictions on
fund-raising. Do not increase them. If you want to make political
markets more competitive; that is, more fair and more democratic,
at least raise the fund-raising limits. My personal preference would
be to do away with contribution limits for individuals. But at the
very least, individual contributions should be able to be at least as
great as those of PACs. And there is a differential between incum-
bents and challengers and the ability to raise PAC money. Eighty-
five percent of my funds came from individuals, almost half of his
came from PACs, and this is normal. This is natural, and you can
see why it happens. But it emphasizes the importance of individual
contributions, especially for challenger candidates.

I look forward to your serious consideration of this issue, and I
strongly urge you to seriously consider removing them altogether.
But if not, please do raise the limits.

Thank you again for this opportunity to testify, and I would be
more than happy to answer your questions.

[The prepared statement of Ms. Miller follows:]
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Prepared Statement of
Demaris H. Miller
before the
Committee on Rules and Administration
United States Senate
March 24, 1999

Mr. Chairman and Members of the ¢ i my name is Demaris Miller. 1am from
Northern Virginia, and I live just across the Potomac River, in McLean. Like many American
women, | have a breadth of experience in a variety of capacities. Mine includes being a public
school teacher, a hospital-based registered nurse, a psychologist, and a wife, mother, and
grandmother. [ have a B.S. in Education, 2 B.S. in Nursing, and an M.S. and Ph.D. in
Psychology.

Last year | was a candidate for Congress to rep Virginia’s 8° District. Taking on a
three-term incumbent, I ran an energetic and intelligent race. I worked hard, made many friends,
and had the time of my life.'

Not only on my own behalf, but on behalf of other challengers who have found
themselves in similar races, 1 want to thank you for holding this important hearing. [ realize that
it may not be in your potitical interest to consider revising the campaign finance laws in a way
that may diminish the advantage they give to incumbents. Afier all, you are all incumbents!

But I am convinced there is a democratic prianciple here that transcends just fairness to
challengers; and that is the effectiveness and credibility of our political system of representative
government. For if we don"t have fair rules for political contests, the electorate may not receive
enough information or the best representation.

1 want to offer my experience and observations to assist you in re-considering one
important issue: contribution limits to federal candid: In my opinion, it is appropriate for
Congress to revisit legislation which may have been passed in good faith to address perceived
problems in the financing of political campaigns. This may be a difficult subject for you as
office holders, because it is about the rules under which individuals may compete with any one
of you for the privilege of representing your various states. I appreciate your willingness to re-
congider this important issue.

As you know, perceived problems are not always real problems, and even when real
problems exist, the most obvious “solutions” may not be constructive or may even be '
counterproductive. I believe the Federal Election Campaign Act of 1974 is an example of a
counterproductive solution. Its stated intent was to level the political playing field and reduce a
supposed opportunity for corruption and influence peddling. Considerable research over the past
20 years has concluded that its major effect has been to help incumbents ward off challengers!?

'Althongh this was my first run for office, | was no novice to politics. My husband, Jim, has sought the
Republican nomination for Senate in Virginia (1994 and 1996).

2Much of this research is summarized in my husband’s book Monapoly Politics [Stanford: Hoover

-1-
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1 understand the 1974 Act placed limits on the amounts individuals could contribute to
Congressional campaigns and placed limits on the a candidate for congress could spend.
The spending limit was held unconstitutional by the Supreme Court in 1976 in Buckley v. Paleo,
but the limits on campaign contributions were allowed to stand.” Unfortunately, empirical
evidence indicates that those limits actually increase the advantage incumbents have over
challengers, and actually act as an artificial spending limit.‘

In my testimony I will address three themes associated with campaign financing limits:
(1) the advant: inherent in ir bency; (2) my personal experience as a challenger candidate

in the information age; (3} cultural myths about campaign contributions and the effects of
contribution limits.
Ad ges of [ bency

Incumbents have certain advantages which are just natural and inescapable. For example,
having won a previous race, incumbents are typically better known than challengers. And, they
have actually held the job for which they are competing. They benefit from the ability to provide
constituent service, or offer town meetings.

But there are other advantages which to a greater or lesser degree are artificial. Members
of Congress benefit from free mail, telephones, Internet access, and web pages. Incumbent
candidates are given frequent coverage by local press and access to public speaking opportunities
n0t g lly available to chall

Take, for example, the use of franked mail. The composition, printing, postage, and even
photography and artwork for these mailings are paid for by taxpayers.” While this is neither

iliegal nor i, the high vol of franked mail in an election year puts challengersata
considerable disad ge.® All my mailings, from design and production to postal delivery,
were done with my campaign funds.

I b also have a considerable advantage when it comes to so-called carned media.

During my campaign, my opponent was often interviewed by the local press and even appeared
regularly on a popular CNBC talk show. His regular appearances ended just 60 days before the
election. I was rarely successful in getting an “opposing view” interview and I was unsuccessful
in obtaining so much as a single interview on the weekly talk show.

Institution, in press}.
’See Buckley v. Valeo, 424 U.S. 1 (1376).

“See footnote 2.

*In an effort to reduce this obvi dvantage, the House of Rep ives has forbidden mass mailings
by members within 60 days of an election.

® Norman Omstein, et. al., Vital Statistics on Congress 1997-1998, Washington: AEI, 1998.

-
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Members of Congress are also entitled to taxpayer-paid web sites. Although a House rule
forbids members from making changes to their web pages within the critical 60-day period
before an election, these web sites remain available to voters through election day. Not having
an official, taxpayer-funded web site, I created and maintained a web site using campaign funds.

Incumbents also have a considerable advantage in not needing as much paid media.
Having high name recognition and access to frequent free media appearances, 1 believe my
opponent did not find it necessary to purchase any radio or television air time during this
campaign. My district is in the Washington, DC, media market where air time is expensive and
coverage is spread over many states and Congressional districts. There are multiple cable
systems which make judicious media purchases more difficult.

1 could not raise enough money to afford broadcast TV time which I know would have
been critical to enhancing my name identification and credibility as a candidate. I did, however,
place ads on four cable systems which covered my district. All my adds were positive and issue-
based and the response among viewers who saw them was quite complimentary, but they reached
a very small percentage of registered voters in my district.

Despite my efforts of cable advertising, targeted mailings to registered voters,
appearances at more than a dozen local candidate forums and debates, working moming and
evening Metro stops, greeting voters outside grocery stores, and working neighborhoods door-to-
door on election day, a remarkable number of voters turned up at the polls asking “Who is this
Miller fellow and what does he stand for?”

I have used these ples of incumb & ge, not to rationalize my loss, criticize
my opponent or his campaign, or to complain about things that cannot be changed. I raise these
points 1o illustrate how the 1974 law creates barriers for challengers. Although “perks of office”
can be modified, I do not expect most to be changed in any fund tal way., H , they
should be recognized as part of the advantage of incumbency that makes the political playing

field legally uneven.

This uneven landscape makes it even more important that challengers have an
opportunity to raise as much money as possible. For it is almostan article of faith among
political scientists that a challenger must be able to outspend an incumbent to have a fair chance
of winning. Anything that makes raising money more difficult, particularly from individuals,
puts challengers at a great disadvantage.

Simply put, the 25 year old contribution limits enhance an mcumbent s built in
advantages, and prevented me from effectively cc i g my campaigr g

My Own Experience

I began the general election campaign after winning a primary against a wealthy
businessman who put more than $200,000 of his own money into his race. My general election
PP was an i bent who was unopposed for his party * s nomination. (Incumbents are

more likely to be nominated without opposition than are challengers.} By the end of March,
1998, my opponent had over $600,000 in campaign funds, much of which consisted of “carry-
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over” from previous election cycles. By the time I walked out of my primary $24,000 in debt,
he had over $700,000 in the bank.

I conducted a vigorous, well-organized, frugal campaign. [ loaned my campaign a total
of $49,000 which was all that I could afford. 1am not independently wealthy, and because the
law required that I quit my federal job in order to run, I had no personal income during the
campaign.” I received the full support allowed by law from the National Republican Campaign
Committee, including coordinated expenditures.

The print media, who always seemed more interested in the “horse race” than in issues,
reported that in the final weeks of the campaign, I was raising money faster than my opponent.
But my total expenditures, including in-kind contributions, were $456,695; and only about
$310,000 of that was spent on the general election. In the end, I believe my opponent spent
$534,660 for the 1998 general election.

Higher Contributions are Available and Appropriate

Without contribution limits, I could have raised more money, and reached more people
with my message. I had well over a hundred contributors who gave the maximum allowed under
the so-called “current” law. One retired gentleman from Texas sent me a check for $5000, not
because he wanted any special favor, but because he agreed with my stands on the issues. Many
others inquired whether they could give more and were told they could not.

In the final week of the campaign, we literally revised our plan each day if we received a
few dollars more than we had estimated. Every day supportive friends asked if they could give
another $500 or $1000 so we could purchase a little more cable or radio time, but we could not
accept their money because they had reached the legal limit.

And the $25,000 aggregate contribution limit also interfered with my fundraising. For
example, one old friend was dismayed to discover that, although he had not given me a dime, he
could not contribute because he would exceed his “aggregate” federal limit for the election year!

It is also important to note that while about half of my opponent’s contributions came
from PACs and other committees which the law permits to give up to $5000, 85 percent of my
contributions came from individuals, who are limited to $1000. This means that, on average, |
had to work harder for smaller dollars.

As senators, I am sure your own experiences have taught you that you must spend an
increasing amount of time raising money for campaigns. Many conclude, incorrectly, that too
much money is required and that more stringent limits would reduce the time needed for raising
money. Actually, the opposite is true.

The 25-year-old contribution limits increase the amount of time that must be devoted to
fundraising. More time is required because you are limited to asking for what has become such a
small sum. Let’s say because of rationing I was limited to purchasing gasoline one gallon at a
time. I would have to.make 15 separate purchases, spending 15 times as much time, to fill the gas

7 Members of Congress, however, may still receive their full salary during the campaign season.
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tank of my truck. A similar “rationing” phenomenon has occurred in American political
fundraising. While campaign costs have risen dramatically since 1974, candidates are reduced to
raising money in the same $1000 {or “one gallon™) increments that were imposed in 1974, One
result has been to assure that an ever increasing amount of time must be devoted to raising
money.

How Much is too Much?

The major concern about the size of contributions has been that contributors would give
enough to a candidate to “buy” influence. I submit that even contributions of as much as $9,000
are not large enough to be corrupting. Let me explain.

One way to measure the current value of a single $1000 contribution is a simple
adjustment for inflation. Using this method, a 1974 contribution of $1000 would be worth about
$307 dollars today. By this rubric, if $1000 was not corrupting in 1974, $3,258 should not be
corrupting today.®

Unfortunately, actual campaign costs have risen faster than inflation for a variety of
reasons. There have also been an increases in the actual number of potential voters, dramatic
changes in the number and type of media outlets, and increases in the cost of specific campaign
activities that have risen faster than the rate of inflation.

In 1974, candidates for the House of Representatives spent, on average, $53,384. In
1996, the average House candidate spent $516,852; more than a nine-fold increase. Assuming
the potential corrupting influence of a single contribution is measured by the proportion of funds
that contribution represents, then, if $1000 out of $53,384 was not corrupting in 1974; $9,500 out
of $516,852 should not be corrupting today. And let me add that no one who contributed to my
campaign conditioned the gift on my promise to vote a particular way or in any way tried to
“corrupt” the political process. That just isn’t the way my supporters behave.

Conclusion

For those willing to put aside popular myths, I think the evidence is clear. The 1974
limits on campaign fundraising help incumberts at the expense of challengers, and the limits
have little, if anything, to do with preventing corruption. They make elections less fair, reduce
information to voters, and actually inhibit citizens from participating in the political process.
The antiquated contribution limits prevented me from reaching voters and limited my right to
expend money to communicate my ideas in my campaign.

To be effective, campaign finance reform should ease restrictions on fundraising, not
tighten them. Congress should make political markets more competitive, that is, more fair, by
eliminating fundraising limits or at least dramatically raising the $1000 limit on individual
contributions and the $25,000 limit on aggregate contributions to federal campaigns. At the very
feast, please raise the limit on individual contributions to the limit placed on PACs.

*These statements are based on a comparison of 1974 with 1996, the latest data 1 have. Since the inflation
rate between 1996 and 1998 was small, these figures should be adequate
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Again, | want to reiterate that any references to my opponent, either as an office holder or
as a candidate, are not meant to be a criticism of him or his campaign. I am just recounting my
experiences to illustrate the hurdles challengers face under current law.

I will be more than happy to respond to your questions.
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The CHAIRMAN. Thank you, Dr. Miller. I am not here to testify,
but I do want to make an observation, just listening to both of you
about the distorting impact of the 1974 contribution limit. You
mentioned, Dr. Miller, the impact on a House race. Senator Coats,
you mentioned the impact on a Senate race.

Let us talk about the presidential contest for a minute. A can-
didate running for President of the United States can only raise a
thousand dollars pre-convention from an individual. It has an enor-
mously distorting effect on competition. In my party, we are all fa-
miliar with the Steve Forbes/Jack Kemp matter in 1996, they were
the best of friends. Steve Forbes’, apparently, first choice for Presi-
dent was Jack Kemp. If he wanted to help Jack Kemp, he could
give him a thousand dollars. But if he ran himself, he could do any-
thing he wanted to. So Steve Forbes ended up running for Presi-
dent, and Jack Kemp ended up not running for President.

Coming up to the current contest, Bill Bradley trying to take on
a sitting Vice President. It is a difficult task. The thousand dollar
contribution limit benefits the well known, like the Vice President,
or the well off, like Steve Forbes. But the candidate who might be
coming from behind or just have a regional base, because of the
contribution limit, has a very difficult time pulling together enough
resources to be competitive.

On our side, the well-known, favorite candidate, George W. Bush,
he is probably okay with the contribution limit. Somebody trying
to come from behind, with a regional base, like our colleague, Sen-
ator Bob Smith, who might have a corps of supporters who would
help him pull together enough resources, is stuck there under the
thousand dollar contribution limit.

In addition to the problems you have testified to about simply
the cost of campaigning, it ends up having a big impact on who
runs. It makes it less open for everyone. And in this country, we
would like for anybody to feel like, if they could get enough sup-
porters, they could get in the game.

So excuse me for testifying a bit on that, but I think the same
kind of thing you are talking about impacts not only House and
Senate races, but the race for the most important job in American
politics.

On the corruption question, Senator Coats, I was pleased to hear
you indicate your view of the corruption issue. It is the same as
mine. And, Dr. Miller, you said the same thing. It simply is not
connected with campaign contributions or, if it is, neither of us in
all of these years we have been in politics, in my case 20/21 years,
have experienced that.

I have detected a bit more caution on the part of some of the re-
form groups in regard to just sort of throwing out charges of cor-
ruption. Increasingly, I hear them stress that they are not saying
anyone in Congress is corrupt, but there is a public perception of
rampant corruption that should compel us to enact a host of re-
strictions on the ability of private citizens, candidates, groups and
parties to participate in our democracy. Might one reasonably con-
clude that such a perception is driven not by fact, but by the inces-
sant, cynical and inflammatory rhetoric which has been employed
on both sides of the aisle to propel various reforms aimed at pro-
tecting America from these evil politicians.
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Do you suppose that if people were told the truth, that members’
votes are driven by ideology, party, and geography, they would be
less cynical about elected officials?

Senator CoATs. Well, there is always that tendency and propen-
sity, I think, of opposition groups to characterize their target in an
unfavorable way, and I think the tendency toward edging toward
the allegation of less-than-a-full integrity, in terms of their public
service, 1s too tempting, and groups go over the line. I do not find
that coming from ordinary citizens. I do not find that coming from
the people that I used to speak to in the Rotary Clubs or the coun-
ty fairs or the candidate forums or the town meetings. I would only
find it coming from, generally, organized groups that basically
wanted to cast a negative light on the current system and some-
times from people who just had a fundamental misunderstanding
of the whole nature of fund-raising.

If T could coin a phrase, I guess, which described that what we
really needed to do was we need a bias toward hard money and
hard disclosure. It seems to me that, if that is a problem, disclosure
addresses that problem better than any other way. Let people have
the facts. Let them know how much money we raised, and who we
raised it from, make it a public record, make it a timely public
record, and then I think people see it in its proper context, or at
least it can be debated in its proper context. It is the innuendo, it
is the story floating around, it is the rumor that cannot be imme-
diately addressed by the facts that I think leads to the public cyni-
cism.

And so hard money, hard disclosure, that is the direction I would

go.

The CHAIRMAN. I have always been perplexed by the corruption
argument. Did a campaign contribution ever influence your deci-
sion to vote on legislation?

Senator COATS. No, it certainly did not. Because it is just folly
to think that one campaign contribution would change a decision.
We make decisions on a number of reasons/bases. Obviously, we
are looking to do what is best for the country as a whole. We are
looking to do what is best and the most sound public judgment. But
we are also conscious of the fact that we represent X number of
million people in our States and that we are there to represent
them. And we are also, frankly, conscious of the fact that we would
like to be re-elected. We would like put ourselves in a position
where the majority of the people we represent say that was a sen-
sible thing to do. Nothing more jeopardizes a career, to change a
fundamental core position, a conviction, a publicly stated position,
to go against the wishes of the people that we represent than trad-
ing a vote for a contribution.

And as I said, the infinitesimal percentage of an individual con-
tribution toward the total amount that you raise makes the whole
question ludicrous.

The CHAIRMAN. And all fully disclosed anyway. So if anybody
wants to make an issue of it—

Senator COATS. And all fully disclosed anyway.

The CHAIRMAN. Dr. Miller, I wanted to ask you about the Vir-
ginia law. You live in Virginia. They do not limit contributions at
all. They just have full disclosure; is that correct?
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Ms. MiILLER. That is correct, and it is really a delightful situa-
tion. So much of what Senator Coats addressed, special interest
money, did not come into the latest gubernatorial campaign be-
cause we had both candidates capable of raising money fully, with-
out any restrictions, and everything was fully disclosed. So the
public was aware of where the money was coming from, but at the
same time the campaigns really focused on the issues, and you saw
very, very little of the negative campaigning that is common in
other places.
hT}})e CHAIRMAN. Is Virginia mired in corruption as a result of
that?

Ms. MiILLER. I think Virginia has far less corruption of any kind
than most States. We have had very little indication of it in cam-
paigns. And we have a very active group, based in Virginia, the
Voting Integrity Project, that has not found major issues anywhere
in Virginia that indicate corruption.

The CHAIRMAN. And the absence of a contribution limit in Vir-
ginia, does it have the effect of making it easier for a challenger
to pull together enough resources to compete?

Ms. MiLLER. Absolutely. I think we have excellent evidence of
that just in our last three governors. Our current governor is the
son of a butcher. He ran against a very, very wealthy businessman,
but he was able to run a good race and raise enough money, and
people voted for him for the issues. The previous governor was the
son of a football coach, and the governor before that was only one
generation removed from slavery, and all of this happened under
a system where there were no restrictions on the amount of a con-
tribution.

The CHAIRMAN. So if you are sort of an underdog in a Virginia
race, if you have a few people who are for you, they can potentially
pull together enough resources to give you a chance to compete
against somebody that might have a broader array of support. Is
that, essentially, the point?

Ms. MILLER. That is correct. And I think sometimes the lack of
spending limits allows people to show the degree of their enthu-
siasm for a campaign, as opposed to just their general support of
a campaign.

The CHAIRMAN. And then, presumably, with full disclosure, if a
candidate has a large contribution from somebody that is con-
troversial, it becomes an issue in the campaign and is hashed out
by the voters; is that right?

Ms. MILLER. Well, absolutely. The law requires them to report it,
anc% the press lets the public know, and the public responds accord-
ingly.

The CHAIRMAN. Thank you. Senator Dodd?

Senator DobpD. Well, thank you, Mr. Chairman. Let me thank
our witnesses again for their comments and statements this morn-
ing.

Just a couple of observations. I think it is probably just a funda-
mental sort of difference of how you look at the situation. There is
some question, in my view, as to whether or not, by raising the lim-
its, we would actually free up members of Congress to spend more
time on issues. I mean, there is an assumption, inherent in the ar-
gument, that this is going to happen because you will be raising
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the same amount of money. You will just need less time to do it
because you can get it in larger chunks.

There is a former colleague of the United States who is since de-
ceased, and it goes back to a different era before any of us were
here in the Congress, but I remember talking to him before he
passed away a number of years ago, and told me how he used to
do his fund-raising and was very candid about the whole thing, a
very fine member, I might add, by anyone’s estimation, of this
body. And, basically, he would have a friend of his held his dinner
for—this is when a race would run the average of about $4- to
$500,000 for a Senate seat in the country—and he would have a
dinner. A friend would host it. They would invite ten friends. They
would divide up the amount, and they would each write a check for
it, and that was the entire level of his fund-raising activity.

Now, it saved him a lot of time, and he certainly had a lot more
time to work on issues, I might argue. And I do not know anything
that would suggest that this individual, by the way, would sub-
scribe to the notion of the corruption piece, but I will come back
to that in a second. So, in a sense, it is, I suppose, the ideal world.
He was one individual with 10 or 15 people who each divided up
the amount of money. He was free then to legislate freely.

There is something, I think, that is disturbing, however, in the
notion today that the idea that, because you can do this with 10
people or 15 people or 20 people, that you are achieving a more
pure environment in the sense of how we run our campaigns and
how we function as legislators. There is something to be said for
the notion of involving people in the political process through con-
tributions, while the other is much more efficient and gives you, as
I say, more time.

My second concern, in this sense, is something that, again, you
may want to address. But my experience is, with incumbents and/
or challengers, that people have a tendency to raise as much money
as they can, not as much money as they think they are going to
need. I mean, obviously, you have a goal in mind of what you think
you can raise.

But we all know, having been in races where you come down,
and you do not know what is going to happen in October of an elec-
tion year; whether there is some event that occurs that you have
no control over, happens on the outside, and it skewers the political
environment and climate for you so that you have to be prepared
to answer it, to respond to it, to deal with it. And so the tendency
is to raise as much as you can to prepare for that.

Now, unless you know for weeks out that you have an incumbent
that is so debilitated or incapacitated as a candidate that is not
going to pose a difficulty. But in competitive races, it is why we see
more and more people who are elected with treasuries, as was in
your case, Dr. Miller, where your opponent was left with a previous
campaign with excess.

Today, if you look over our colleagues in the Senate, you will find
the vast majority come out of campaigns, and if they do not have
an excess amount, they will quickly try to build one up.

So I am concerned that the notion somehow that by raising the
individual amounts of hard money, that we are somehow going to
simultaneously restrain the overall amounts that get spent in the
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campaigns. You did not say that directly, but there is an implied

suggestion here that we will free up more time and there will be

no more money that will have to be raised. I suspect it may be just

Eihfl opposite. We will find the volume being raised in terms of total
ollars.

Let me just say to my colleague, and the Chairman, too, when
he talks about the presidential race, about how people who are not
as well known, I remember when Gene McCarthy had a wonderful
line, in talking about the Senate, but I think it also can apply to
presidential candidates, he once said that the Senate ought to be
a place where people of reputation come, not where you come to
make a reputation. And in a sense, one might make the same sug-
gestion about presidential candidates; in the sense where there
ought to be people of reputation who are there, not where you come
to seek a reputation as a presidential candidate.

But in a sense, the ability in the presidential race, I think one
of the problems—maybe we can save this for another day—but it
seems to me by front-loading the process here and requiring that
people be in a position to spend a lot of money very quickly is prob-
ably going to have as much of an influence on how much money
has to be raised, who can get involved in the race. In previous
years, it was that stretching out of the process so that a candidate
who did well in the front would have an ability to make a case that
they could raise the dollars to face a California primary.

The CHAIRMAN. If you would yield, we are sort of testifying our-
selves here. But you mentioned Gene McCarthy. You have probably
heard—Gene has testified before our committee on this issue a
number of times——

Senator DoDD. I know he has.

The CHAIRMAN [continuing]. And has indicated that he could not
have brought President Lyndon Johnson down in 1968 had there
been a thousand dollar contribution limit. In fact, he has been one
of the most vocal opponents of the 1974 law, under which we have
been operating. And he tells the story about how eight or ten peo-
ple put together the resources for him to go to New Hampshire and
to take on a sitting President of the United States over an issue
of deep conviction, the Vietnam War, and has testified before this
committee passionately on a number of occasions.

Senator DobpD. Oh, I know.

The CHAIRMAN. And had this law been in effect, he could not
have carried his case to New Hampshire. So that is a classic exam-
ple of the distorting effect that you all have been testifying to.

Senator DoDD. I quoted Gene McCarthy for a different reason—
[Laughter.]

But, also, I would disagree with him. I think, in fact, in 1968,
there was an army of young people—a great trivia question, of
course, is who won the New Hampshire primary, and Lyndon John-
son was a write-in candidate in New Hampshire and actually won
the primary that year. But, nonetheless, I think he would have
done very well in the absence of it because he did have a cause and
an issue, and it was not the finances that made him a competitive
candidate, it was an issue in which he attracted literally thousands
and thousands of people who cared and decided they felt they
wanted to give of their time.
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I want to agree with you on the corruption comment that was
made here. I never bought into the notion of—as we understand
corruption that was a legitimate case. I think we ought to be care-
ful how we confuse this, though, in a sense, what we perceive as
corruption. There is a corrosive element to this, in a sense, and I
do not think you can get away from that.

To the extent that people have to go to major sources of people
who can write checks—I mean, there are not many people who can
write a check for $2-, $3-, $4 thousand, working families and so
forth out there who cannot participate at that level—and to the ex-
tent you are going to disregard the $100, and $50, and $25 contrib-
utor because it just is not worth your time to spend on them to ask
them to get involved in this, because it is easier to go to that per-
son who can, depending on what the proposal is here, to go to
$2,000 or $4,000 or $5,000, then, clearly, we are awfully naive if
we do not think the American public feel there is not some sense
of obligation, just as we feel a sense of obligation to people who
vote for us, organizations that support us and so forth.

As human beings, when the issue comes down, you have got
three places you can be, and there is a group that opposed you, a
group that supported you, a group that helped finance your cam-
paign. We all know in a process of politics that your attention is
drawn clearly to those who have been able to help you out, get you
to where you are. I do not think that is corrupt. I think that is
human nature, in a sense.

And I think to say and suggestion somehow that this is a good
thing or it is not a bad thing worries me because I do think it is
unhealthy. As more and more people—last election, a billion dollars
spent in congressional races, the lowest participation and turnout
in almost half a century. There is something more fundamentally
going on in our process of politics in this country that needs to be
addressed. Again, my concern is that what we are going to see is
more money come into the process here. Eighty percent of the cam-
paign dollar gets spent on TV. And I have still always questioned
why it is not, with licenses and so forth—others have made this
suggestion, some people do it voluntarily—but TV stations and net-
works that use the public airwaves that we allow them to, the
privilege of doing so, why they do not have a greater sense of re-
sponsibility of providing the time so that candidates can be heard,
other than at 2 a.m. in the morning, so that you, Dr. Miller, would
have a chance to express your views to the voters of this area with-
out having to go out and raise a fortune in order to compete effec-
tively for that time.

I, again, appreciate your testimony here today. It is a pleasure
always to see good friends like Dan Coats go back up and testify
and think we need to look at this. There is a fundamental disagree-
ment about whether or not we agree there is too much money in
politics. And if you think there is not, then we have a different ap-
proach to this. Someone once described it as looking at sort of the
Mississippi River and the delta. And if you just try and deal with
the tributaries, then you are never—there will always be other
tributaries, other ways for money to find its way into the process.

You have to go back and deal, it seems to me, with the overall
question of flow coming in and ask yourself what is this doing to



43

the political process in the country? Are people participating more?
Are voters engaged more in the process? Is there some way in
which we can get our message out better to encourage people to be-
comle ?candidates, to make it easier for people to challenge effec-
tively?

And, again, I do not know, Ms. Miller, but it seems to me that
even if you raise these limits, your incumbent is still going to have
a tremendous advantage. I do not see how this gets closer to the
incumbent, being able to challenge, in a sense, if the incumbent is
able to take advantage of this hard-dollar question, which is always
the advantage—and I do not disagree with you there—so you are
going to have that continued disparity it seems. It may even be
greater.

Ms. MILLER. May I respond to that?

Senator DoDD. Certainly. I would like you to.

Ms. MILLER. It is true that the incumbent would always have
much, much more money, especially starting with three-quarters of
a million dollars, as he did. My point is that having the limits that
I had, I never had enough money to reach that threshold to even
get to the point that people knew I existed, let alone know who I
was. There were young staff members on the staff of this com-
mittee living in my district, active in politics, and they did not
know until they walked in on Election Day that there was a Repub-
lican running.

Senator DoDD. What would make you think the TV stations
would not raise the cost of your ad to go on television now that
they know you can raise more money?

Ms. MILLER. As an inveterate capitalist, I am willing to take that
cha?ce that they will take my money if I have enough of it. [Laugh-
ter.

Senator DopD. Well, I do not suggest they will not. I am sure
they will. They love to do it. They also do editorials about campaign
finance reform. But my point to you being is that if they continue
to raise the amount it costs per unit, the fact that you could raise
$100 before and not quite make it because the TV cost $200, you
now raise $200, but they have raised the cost to $400. It seems to
me, all we have done is bring more money into the process, but we
have not increased your ability to communicate any more effec-
tively with that voting population who, as you described, did not
know who you were when they showed up at that polling booth on
Election Day.

Do you understand my point?

Ms. MILLER. I can guarantee you I could have gotten my message
out better if I had been able to raise more money from those indi-
viduals who were willing and ready to support me.

The CHAIRMAN. We have had, I must just say on that point, we
have had witnesses before the committee, off and on, over the
years, who have made the point that spending beyond a certain
point for incumbents really does not make any difference. The real
point is: Can the challenger get enough, as you put it, Dr. Miller,
to meet the threshold of credibility and to convey an argument for
change?

Senator CoATs. Mr. Chairman, if I could on that point, just to
reinforce you there. I think we have all witnessed, and I will not
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mention any names, several celebrated statewide campaigns in re-
cent years, where there was a backlash against the incumbent for
excess spending of personal money. There is a minimum-threshold,
however, argument that I think Dr. Miller that is irrefutable, and
that is, you have got to get in the game first before you have a
chance to win. And to get in the game, there is a minimum thresh-
old level that, in today’s multifaceted way in which we commu-
nicate messages to the American people, it is an expensive propo-
sition. And if you do not meet that minimum threshold and have
the funds to address that, you are defeated before you ever start.

Senator DoDD. Let me just finish, if I can, Mr. Chairman.

The CHAIRMAN. Sure.

Senator DopD. What we ought to be looking at, though, is how
we increase participation of all people in this country. And by rais-
ing dollar limits, there is clearly one crowd that is going to have
a larger voice and a bigger voice box in all of this, and that is the

eople who can write a check, not just for $1,000 or $2,000, but for
54,000 or $5,000 or $10,000. That is very few, small percentage, of
the American public that can do that. I think that is discouraging
to a lot of other people out there who cannot even come close to
playing in that game, who want to contribute and want to support,
who are going to be disregarded because it takes too much of our
time to solicit their support. I think that is terribly unhealthy.

We have got to look at this thing in a far broader, more sophisti-
cated way if we are going to reverse the trends of people not par-
ticipating, getting cynical, watching all of the negative adds on tel-
evision, people getting so turned off by politics in this country that
they do think we are corrupt, and properly so, in my view, but it
does not seem to be abating at all. And so we have got to look at
this, in my view, in a far broader way.

If we are going to ultimately achieve, I think, the desired goals
of increasing participating and making the political process acces-
sible not just to candidates, but to the general public, if the general
public feels they cannot access this, it is only about us; how much
time we spend, how much money we raise, how much they can con-
tribute, it seems to me we end up in a very deep hole in this coun-
try. So I am deeply worried about that.

Again, I am deeply grateful to both of you for sharing your views
and thoughts here today. I am grateful to the Chairman, and he
and I are going to work on this, and I respect him immensely for
his care and conviction, and his courage. He has taken a lot of heat
for positions he has taken, over the years, on this issue, but he has
deep convictions about it, which I respect, and I am hopeful that
we can find some common ground that Dan and I, and this gen-
tleman and I have been able to find over the years, despite our po-
litical differences.

But I wanted to express that general concern I have about the
crowd that feels left out in this country when it comes to politics,
and we have got to be very careful they do not feel further
disenfranchised.

Senator COATS. Senator Dodd, if I could just briefly respond to
that.

Mr. Chairman, the Senator raises a legitimate question about
the public’s level of participation and about their perception of the



45

political process. But I would suggest there are reasons well beyond
the contribution limits that are responsible for that, and those need
to be addressed.

But in terms of contribution limits, let us not forget that estab-
lishing a limit based on 1974 prices is no longer realistic in 1999.
And there has to be a way of addressing that. I mean, that would
be the same as me saying, “Well, I used to get my haircuts for $4.
I am not going to pay $20, and so I will no longer get a haircut.”
[Laughter.]

I mean, that is just the realistic aspect of the way prices have
increased over that 25-year period of time. And I think that, as a
minimum, we ought to find common ground on that question be-
cause the statistics are there to support a common-ground solution.
We all know that the cost of living and all of the aspects of pro-
viding and purchasing services has risen dramatically since 1974.

Senator DoDD. Would you forgive me, by the way—you will ap-
preciate this—and, Dr. Miller. The Banking Committee is calling,
so I apologize. We have the chairman of the Securities and Ex-
change Commission before the committee today, so I have got to
get over there, but I apologize to you, and I apologize to our other
witnesses. But I have read your testimony and appreciate your
presence very much.

Thank you.

The CHAIRMAN. One final observation, as Senator Dodd has to
depart for another committee, Senator Dodd made several observa-
tions about the overall amount of money in politics. But the reform
effort the last couple years really has not dealt with that issue at
all. There have been no spending limits suggested for congressional
campaigns. And one of the reasons I wanted to start off on this
subject is we really are not talking about spending limits on cam-
paigns any more. And so the question is how do we make it pos-
sible for people to get enough resources to compete? And it seems
to me, listening to these witnesses, that the contribution limit
stuck in the seventies, when a Mustang cost $2,700, is a major im-
pediment.

With regard to turnout, it is quite interesting to note that turn-
out goes up when you have competitive races, and it goes down
when you have sleepy races that nobody is hearing about. And so,
clearly, there is no evidence of a correlation between vigorous cam-
paigns and low turnout. There is plenty of evidence that in a sleepy
race, in which you have an incumbent sailing to victory and a chal-
lenger with no chance that nobody has ever heard of, turnout goes
down.

And the other thing that clearly has an impact on turnout is just
how angry the voters are. We saw in 1992 the voters were mad as
hell. Ross Perot tapped into that. Overall turnout in the presi-
dential race went up 5 percent over 1988. By 1996, it was a content
electorate out there. People were in a happier mood, and turnout
went down somewhat.

So this whole issue of turnout is a quite interesting and complex
subject. I want to thank my friend, Senator Dodd, for being here
for the first part of the hearing. Thank you, Dan Coats, for coming
back and joining with us and sharing your views on this issue, and,
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Dr. Miller, thank you so much for being here as well. We appre-
ciate it.

Senator COATS. Mr. Chairman, thank you.

Ms. MILLER. Thank you.

The CHAIRMAN. Now, we would like to call our two witnesses for
Panel 2. Karen Sheridan, who is a professional media buyer with
SMY Media in Chicago, who has bought time for corporations, and
for labor unions, and for party committees, and for candidates, and
John Lott, who is an economics professor at the University of Chi-
cago, who has testified in a number of instances on the subject of
interest to us today.

Ms. Sheridan, why don’t you lead off. We will make your full
statement a part of the record and look forward to hearing from
you.

STATEMENTS OF KAREN SHERIDAN, EXECUTIVE VICE PRESI-
DENT, SMY MEDIA, INC., CHICAGO, ILLINOIS; AND JOHN R.
LOTT, JR., JOHN M. OLIN LAW AND ECONOMICS FELLOW,
UNIVERSITY OF CHICAGO SCHOOL OF LAW, CHICAGO, ILLI-
NOIS

Ms. SHERIDAN. Thank you, Mr. Chairman. Thank you for this op-
portunity to be able to participate on this very important issue and
in this very important process today.

As you stated, our company has experience in both corporate or
traditional commercial advertising, as well as associations, labor
unions and political parties and committees, and I think that is im-
portant to note today, as I have been asked to give my opinion on
the rising costs of television media, the changing face of that media
environment, and I think what is very important is to point out
some of the differences between the traditional commercial adver-
tilser 1and the political advertiser, an area that we understand com-
pletely.

I am going to try and keep this as brief as I can and as
unencumbered as I can. But, unfortunately, there are a lot of num-
bers that go into media.

The CHAIRMAN. Yes, I understand that. You go ahead. You cover
the subject.

Ms. SHERIDAN. So bear with me on this.

Senator Coats already talked about how the population has in-
creased over 40 percent since 1975 to today. But along with that,
so has television viewership. In 1974, your average household
viewed approximately 44 hours of television a week. Today, we are
viewing over 50 hours of television each week. But what has hap-
pened in that environment is that it has been fragmented. We have
seen a 70 percent growth in commercial stations in this country be-
tw(fen 1975 and today, growing from 775 to almost 1,200 stations
today.

We constantly see increased variety of cable networks being
made available. We have seen brand new networks being born: the
Fox Network, Warner, UPN, PAX Net. All of these have led to a
decline in viewer loyalty to stations. Where in the mid-seventies
the average household was viewing only 4.5 stations, an average of
nine hours each per week, today, we are viewing 12 stations only
four hours each per week. And that is even more dramatically
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shown when you take a look at what has happened with the three
major networks in this country. ABC, CBS and NBC, in 1975, gar-
nered 91 percent of all prime-time viewing. Last year, that dropped
to less than 50 percent.

What this means for advertisers out there is that you have not
just increases in the cost of living, but you have this fragmentation
which makes it much more difficult and expensive to reach the
viewing population. In your top 100 media markets in this country,
your costs for prime time have increased over 300 percent from
1975 to today. And in late news, one of the key day parts that is
utilized by campaigns, the costs have gone up over 400 percent.

On top of that, even though we, personally, do not get involved
in all the ancillary services that campaigns require as polling and
commercial production, we worked closely with these people, and
we found that the cost of conducting polls has doubled in that pe-
riod of time, and the cost of producing a 30-second spot has gone
up over fivefold.

All of that aside, though, advertisers continue to recognize tele-
vision as an important means of reaching the public, to get their
messages out there and get them across. In 1998, it is estimated
that over $46 billion will have been spent in television advertising.
That is over 60 percent of all of the advertising dollars spent in the
five major media. Back in 1975, that was only $5.2 billion spent in
television.

Television has certain characteristics, intrinsic characteristics
about it. There is sight, there is sound, there is motion, there is
color. This makes for a very impactful medium in which to put out
your message. Television continues to reach approximately 80/85
percent of the viewing public every day and almost 90 percent of
viewing adults each week. That is very important, especially for
the political advertiser who needs to reach his marketplace, to
reach his constituency, in a very short period of time.

What I found very interesting was there was a Roper-Starch sur-
vey conducted recently that showed, as of March 1997, 69 percent
of all adults in this country utilized television as the primary place
to get information on what is happening in the world today. Forty-
seven percent get this information only from TV, and 53 percent of
all adults say that television is the most credible source for infor-
mation.

There is also a study by the Center for Media Public Affairs that
found that the major news properties out there carried 73 percent
fewer election stories during the mid-term elections of 1998 than
they did four years earlier. So while the public is looking to TV for
this information, news is carrying less of it. This means it is all the
more important for the political advertiser, the candidate, to con-
tinue utilizing television as a means of reaching their constituency.

The CHAIRMAN. Could I interject on that point?

Ms. SHERIDAN. You certainly may.

The CHAIRMAN. Admittedly anecdotal. But in my campaign in
1996, as compared to 1990, just in terms of earned media coverage,
setting aside advertising, there was a dramatically less interest on
the part of the local television stations around Kentucky in cov-
ering anything, either myself or my opponent, had to say at any
point in the campaign prior to the last seven days. So we were al-
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most totally dependent on having to advertise because there was
little or no interest, in terms of the News Departments of the var-
ious local stations, in covering the campaign, putting even more
pressure on us to advertise as the only way to break through to our
voters.

Ms. SHERIDAN. Not only is it important for you to utilize tele-
vision to break through to your voters, but it is even more impor-
tant to recognize the other challenges that are out there with uti-
lizing it.

You can no longer just buy a thousand rating points of time. A
rating point is not just a rating point. Candidates no longer look
to target just the mass voting-age population. There are specific
issues which require you to address specific segments of the mar-
ketplace out there. If women are a key element or a key portion
of your target market, you can no longer reach them by utilizing
just daytime television, as 57 percent of all women are now work-
ing outside the house during the day.

Likewise, if your polls indicate that the persons most likely to
vote are found in news vehicles or in news information program-
ming, then it is important that you place your spot, your ad, in
that environment. But what happens is that your news and your
news information programming, as your 60 Minutes and prime
time, are two of the most expensive day parts to utilize for tele-
vision advertising.

Prime time alone, in the top 100 markets, and late news range
from 44 percent to 198 percent higher than any other day part out
there you could be using, whether it is daytime or early fringe or
late night programming.

But along with these costs and how expensive it is to utilize tele-
vision, there are other differences between your traditional adver-
tiser, television advertiser, and your political advertiser. Your tra-
ditional advertiser has the luxury of planning, doing long-range
strategic plans. They have the opportunity to place their media
well in advance of when they need to be on the air. That gives
them the opportunity to take advantage of negotiated rates, to take
advantage of long-term media relationships, to run in the programs
they want to run in when they need to be there.

Your political advertiser, on the other hand, is entering the mar-
ket only every two, four or six years. You have a very small win-
dow of time in which you must tell your story to the public, when
you must reacquaint them with you and with the issues or, in some
cases, to introduce yourself for the very first time to them.

Political advertising has a tendency to be very, very volatile. It
is much more reactive rather than proactive. It is constantly chang-
ing based upon what your competition is doing, what the current
events are and what other third-party advertising might be doing
often leaving you to have to place advertising time within 24 to 48
hours, which then forces you to oftentimes buy in more expensive
programming on more expensive stations.

And that is all complicated further by the fact that the majority
of your advertising, especially your committee advertising, takes
place in the 60 days prior to the general election in November.
That, unfortunately, is some of the most expensive media time to
buy. From mid-September through December—we call this fourth
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quarter in the advertising industry—this is when your new season
programs debut, this is when people are settling back in after the
summer and viewership is going up, consequently raising prices on
inventory, and when your traditional advertisers are out there
building their sales during the key retail period for them.

Fourth quarter 1998 was 46 percent higher than ads that were
placed in first quarter, which is January through March, and 10 to
11 percent higher than second and third quarters.

In addition to that, you also have a wealth of candidates all
vying for the same time during that same 60-day window further
making it difficult to purchase time and making it much more dif-
ficult to distinguish yourself with the public from everyone else.

Corporate advertisers have another very distinct advantage.
They are not opponents, they are competitors. Taco Bell, McDon-
ald’s, Burger King, Kentucky Fried Chicken, can all exist in the
same market. They can all share a piece of the fast-food industry.
At the end of each advertising cycle for them, they do not go out
of business because they do not own a 51-percent market share. Po-
litical candidates, on the other hand, are opponents. Only one of
them is in business the day after election, and it is whoever gained
more than a 50-percent market share.

There are also a number of geographic problems that are faced
with running campaigns. Dr. Miller talked about the problems she
had and the inability to utilize television. In the 8th Congressional
District of Virginia in which Dr. Miller ran, that district is covered
by your Washington, D.C., television stations. Those same stations
also cover another 16 districts in 4 States. This means that of the
3.9 million adults that are reached by television out of Washington,
D.C., only 11 percent of them reside in the 8th District. So 89 per-
cent of all of Dr. Miller’s advertising would have been wasted.

Kentucky is another prime example when you get into your State
races. Media markets do not conform to congressional districts.
They don’t conform to State boundaries. In Kentucky, you need to
utilize eight different media markets in six States to ensure 100
percent coverage of the State.

What happens with all this overlap in these markets means that
the person, as Dr. Miller, who needs to buy time in news or on “60
Minutes” or whatever it is going to be paying the same price for
that ad as someone else in that district.

Let’s take the case of New Jersey. In New Jersey, you need to
utilize New York television. You are running in New Jersey. If you
want to buy a spot on “60 Minutes,” it is going to cost you
$25,000—the same price someone in New York City will be paying
who can utilize a much larger portion of that target audience.

Finally, corporate advertisers are not bound by artificial, man-
dated limits. Yes, they have stockholders and boards of directors to
report to, but they also have the luxury of doing investment adver-
tising. When they are looking to build their brand, they can do
what is known as investment spending. And as their revenues
come in, as their profits rise, they are able to reinvest more of that
money into advertising to continue building their product, to con-
tinue building their service. They are not limited by this $1,000
limit as your candidate advertisers have been.
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Media costs have risen over 300 percent in the last 25 years, and
I find that political campaigns are in jeopardy of not being able to
utilize television, a vehicle that so many people in this country
tune to every day to learn what is happening, that your candidates
will not be able to afford it or to afford it at any significant level
of presence.

In conclusion, I would like to state that I fully believe that the
campaign limits need to be increased to be commensurate with the
rising costs of television advertising if all candidates are going to
have the opportunity to utilize this very effective medium.

I thank you for this opportunity today and welcome your ques-
tions.

[The prepared statement of Ms. Sheridan follows:]
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Testimony of Karen Sheridan
Executive Vice President, SMY Media, inc.

Before the Senate Rules Commiittee
Wednesday, March 24, 1999

REGARDING INCREASED COSTS OF MEDIA OVER THE LAST 25 YEARS

Good morning Mr. Chairman and Members of the Committee. My name is Karen
Sheridan and I am the executive vice president of SMY Media, inc. SMY is one of the oldest
and largest media management companies in the Midwest. SMY is headquartered in Chicago,
Illinois with a service office in Washington, DC. We offer complete research, planning, buying,
billing and trafficking services for all media: including television (spot, network and cable),
radio (spot and network), and print (consumer and trade magazine, newspapers). Our clients
have included national and regional corporations, banks, labor unions, candidates and political
committees. In a typical year, SMY places over 30 million dollars in media for our clients.

1 have been asked to give my expert opinion about the growing costs of television media
in the last 25 years and the trends in this industry. In summary, I can testify that (i) the costs and
complexities of media have risen dramatically over the last 25 years; (ii) television advertising
remains the best way to quickly reach targeted audiences and (iii) there are many inefficiencies
in political advertising due to the given limitations on its financing, how and when it is
purchased and the lack of symmetry between media markets and political geographies which are
difficult to overcome.

1. The Increased Costs of Media Over the Last 25 Years

Just like all other forms of communication, the costs of media placement have risen
dramatically over the last 25 years. Since 1975, television households in the U.S. have grown
42% from 69.6 million to 99.4 million in 1999. Likewise, the number of adults (persons age 18
years or older) in these households has increased from 140.7 million in 1975 to 195 million in
’99. Television viewership has gone from 43.7 hours per houschold per week in 1974 to 50.4
hours in 1997 (see attachment).

This growing audience, however, is more difficult to reach due to the burgeoning number
of media outlets now available. The increased numbers of independent stations, emergence of
new networks (FOX, WB, UPN, PAX), ethnic networks and the many and diverse cable
channels now available, has lead to a fragmentation of the viewing audience. Commercial
television outlets have grown 70% from 706 in 1975 to 1,197 in 1998. Today, 68% of all
households subscribe to cable, with approximately 43% subscribing to one or more pay-cable
services. The average number of channels received by each household has increased
dramatically from an average of 7.1 channels in the *70s to 50 channels per household in 1999.
During the *70s, the average household watched 4.5 stations per week an average of 9.3 hours
per channel. Today, the average household views 12 channels each week for an average of 4.2
hours each.
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All of this diversification and specialization has led to a decline in viewer station loyalty
that is best demonstrated by the decline in viewer shares for the 3 major networks over the last
25 years. In 1975, ABC/CBS/NBC garnered a 53% share of all viewing during the average week
with a 91% share in primetime. By 1998, their combined share diminished to only 27% in the
average week, 47% during primetime.

The result of these dramatic changes is the increased costs of placing advertising time.
According to industry sources, in the top 100 media markets, the average CPM (cost per 1,000)
households in primetime has increased from $3.65 in 1975 to $15.50 in 1998, an increase of
325%. During this same period, the local late news CPM has risen from $2.50 to $12.85, or
414%.

In addition, the costs of polling and production have increased. While these are not part
of the services in which we specialize or offer, we are aware through industry sources that a 50-
to 60-question survey of 300 to 400 people in the mid-1970s would have cost between $5,000
and $7,000. That same survey today would cost between $10,000 and $13,000. The average
cost to film and produce a 30-second commercial in 1975 was between $4,000 and $6,000;
today, that figure can be as high as $22,000 to $28,000. Even postage has dramatically increased
over the last 25 years. According to the United States Postal Service, the cost of a first-class
stamp in 1974 was 10 cents. Today, the cost is 33 cents, over 3 times the cost.

2. The Need for Media

Despite these rising costs, advertisers have recognized the need to utilize television to
communi their ges. Advertising dollars to this medium have increased from $5.2
billion in 1975 to an estimated $46 billion in 1998. This figure represents over 60% of the
estimated $76 billion placed in the 5 primary media in 98 (television/cable, radio, newspapers,
consumet magazines and out-of-home).

Television, with its inherent characteristics of sight, sound, motion and color, provides
for a more impactful environment for an advertiser’s message. Television also allows the
advertiser to build audience reach quickly. Inclusive of cable, television reaches 75-85% of all
adults each day, 90-95% each week. This is especially important to the political/candidate
advertiser who must build brand identity and loyalty in a very short period of time. Further,
according to a Roper/Starch survey, as of March 97, 69% of all adults say they get most of their
news about what’s happening in the world from TV; 47% from only TV and 53% rate TV as the
most credible source. Further, a recent study by the Center for Media Public Affairs found that
during the 1998 mid-term elections, the major television news programs carried 73% fewer
stories about the election than they did in the 1994 mid-terms. Accordingly, it is my experienced
opinion that television will continue to be utilized to promote the political candidate.

It is important, however, to be precise in buying television. Merely buying “1,000 gross
rating points” in a particular media market does not necessarily mean you have reached your
specific target audience, or that your message has been fully considered by its viewers.
Attention must be paid to the individual characteristics of the market and the target. For
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example, if women are a key segment of the target, daytime alone can no longer be utilized to
reach this population as 57% of women now work outside the home. Additionally, if “likely
voters” is the target and polling indicates that “likely voters™ are more inclined to view local
news or news/informational-formatted programs, then you must focus your ads where this
audience will be watching. The result of this, quite obviously, is that buying spots in or adjacent
to local news and informational programs as “60 Minutes” are some of the most expensive
commercial ad time in the local spot market. For example, in 1999, the average CPM
households in the top 100 markets for late news is $12.85 and for primetime, the CPM is $15.50.
These range from 44% to 198% higher than other spot market dayparts (daytime at $5.20, early
evening at $7.15 and late evening at $8.90).

3. The Challenges of Political Media

In addition to the above, the political advertiser faces hurdles and chalienges that the
traditional commercial advertiser often does not. This makes political media more expensive
and, quite frankly, less efficient. The goal of any advertising plan is to build brand awareness,
product/service acceptance and, ultimately, consumer trial or purchase. Most commercial
enterprises are able to have long-term media plans and strategies that allow them to schedule
media placements and promotions in advance of the desired advertising period. They are better
able to place their message in the programs they want, when they want and take advantage of
negotiated discounts and long-term media relationships.

Political advertising, on the other hand, requires candidates to build an i diate brand
identity in a short, and quite competitive, period of time. Political commercials are only aired
every 2, 4 or 6 years requiring the viewing public to re-familiarize themselves or quickly learn
about a new candidate or issue. At the same time, numerous other candidates are vying for this
same audience and recognition (brand identity) for other offices — making it difficult for the
viewer to differentiate among the many advertisers.

Political campaigns no longer target just the mass voting-age population. There are
specific issues being targeted to specific market segments, for example, social security to adults
55+ or education issues to parents and educators. These issues require separate strategies and
media placements to reach their respective targets. This is particularly challenging during the
primaries when the target is further limited by party affiliations.

Additionally, candidate’s media plans are very volatile, continually changing based on
their opponents, other third-party advertising and in response to current events. They are
reactive rather than proactive, often needing to add to or change their media schedules with little
advance notice, i.e., within 24 to 48 hours. This often requires placement in less cost-efficient
programming, in programs or on stations with higher unit rates, in order to achieve the campaign
rating point goals.

On top of all this, the lion’s share of political advertising, especially for the political party
committees, takes place the 60 days prior to the general election in November. This period (from
mid-September through December) is one of the most expensive advertising periods of the year
when new season programs debut, hopefully generating strong audience viewership, and there
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are heavy demands from traditional advertisers on commercial inventory as we move into the
key retail season. This period, 4™ Quarter, is generally the most expensive time to buy television
for any advertiser. Average CPM houscholds for 4™ Quarter *98 were 46% higher than 1%
Quarter *98 (January-March), 10% higher than 2" Quarter (April-June) and 11% higher than 3™
Quarter (July-mid-September).

We have seen several other important differences between the more stable realm of
commercial media buying and political buying, all of which make the latter more expensive or
inflationary. Corporate advertisers are not “opponents” within their industry, merely
competitors. For example, each car dealership or fast food restaurant in a particular area can be
satisfied with just a share of the business in that market. While their advertising is designed to
grow their market share, the success or failure of their business (or media plan) is not dependent
on them reaching a 51% market share.

This is quite unlike political candidates who are not competitors but opponents. Unlike a
business, only one of them will survive after Election Day and that depends on having a market
share (consumer trial) of more than 50%. This can make the need for television advertising and
proper buying all the more important and expensive.

The next complicating factor facing candidates today, especially in urban areas, is the
tremendous geographic reach most television stations have compared with a compact or densely
populated congressional district. Taking Mrs. Miller’s race in the 8" Congressional District of
Virginia as an example, we see that a commercial on WRC-TV Channel 4, a local NBC station,
will not only cover her district, but will reach another 6 congressional districts in Virginia, 2
congressional districts in West Virginia, 7 congressional districts in Maryland and 1 in
Pennsylvania. That one commercial will reach 1,956,000 television households and 3,919,000
adults — only 11% of which actually live in her district.

Large or rural states pose an equally vexing problem. In Kentucky for example, a
statewide candidate must buy television time in 8 different media markets in 6 states to ensure
his or her audience is completely reached. The overlap of a media market into 2 or 3 states also
means that candidates from each of these states will be vying for the same advertising time and
at the same costs regardless of the portion of the TV market they represent. For example, a
candidate in New Jersey, which requires New York television to cover his area, would pay the
same $25,000 for “60 Minutes” on CBS as the candidate from New York City.

And last, traditional corporate advertisers are not bound by some of the artificial limits
imposed on candidates in financing their media production and placement. As a corporation’s
revenues, product prices and profits rise, so can its advertising budget, which, in turn, can
generate additional sales and profits. The fact that candidates have been bound by a $1,000 limit
for the last 25 years, while media costs have risen over 300%, has put political campaigns in
jeopardy of not being able to finance the requisite number of rating points necessary to penetrate
the brand and build that brand identity and loyalty.

This may be the reason that numerous polls around Election Day reveal that people do
not know gh about the candidates or issues, and may not vote. When artificial limits on
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revenue or advertising budgets decrease advertising, it decreases awareness and reduces
consumption, or in this case, participation.

4. Conclusion

Despite the challenges, inefficiencies and continually rising costs, television is still the
most cost-effective way for candidates, political parties and issue groups to communicate their
messages to the greatest possible audience in the shortest period of time. A vast majority of
Americans have come to rely on television as their primary source for news and information.
Television is a powerful medium, which can be used to lend credibility to nearly any event. Itis
no surprise that political parties, candidates and issue groups have to come to place a lot of
emphasis on television advertising.

It is my professional opinion that the campaign contribution limits should be increased
commensurate with the rising costs of television advertising to allow all candidates to compete
effectively in this highly fragmented environment.

Mr. Chairman, I thank the Committee for this opportunity to testify on this important
matter and would be happy to answer any questions.
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MEDIA TRENDS

GROWTH IN TV HOUSEHOLDS

1975 69.6 million
1999 99.4 million

COMMERCIAL TV STATIONS
1975 706
1998 1,197
AVERAGE NUMBER OF CHANNELS RECEIVABLE PER TV HOUSEHOLD
1970s 7.1
1999 50.8
AVERAGE HOURS OF TV HOUSEHOLD VIEWING PER WEEK
1974 43:41
1997 50:24
TELEVISION ADVERTISING DOLLARS (IN MILLIONS)
1975 $5,263
1998 $46,060 (est.)
NATIONAL AD DOLLARS (IN MILLIONS)

1975 $11,076
1998 $75,935 (est.)
Includes TV, radio, gazines, newspapers, out-of-home, business/trade press

CPM (COST PER 1,000) HOMES REACHED FOR SPOT TV :30 UNITS
Top 100 Markets Prime Late News

1975 $3.65 $2.50
1999 $15.50 $12.85
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ESTIMATED SHARE OF TV HOUSEHOLD SET USAGE BY SOURCE

Early 1970s Late 1990s
Network affiliates 25% 13%
Independent stations 16% 14%
PBS stations 4% 3%
Pay cable - 5%
Basic cable 1% 30%

ABC/CBS/NBC NETWORK SHARE OF HOUSEHOLD AUDIENCES

1975 1998
Early AM 64 46
Daytime 84 33
Prime 9% 47
Late Fringe 74 26
All Dayparts 53 27

CABLE AS % OF TOTAL TV VIEWING

1980 1.7%
1998 38.8%
INTERNET

Approximately 32% of all adults claim to have access to on-line services/the Internet.
About 23% report using on-line services/the Internet in the average month.
1998 advertising — $1.3 billion in first 9 months.

TIME SPENT WITH THE 4 MAJOR MEDIA

™ Radio Magazines  Newspapers Total Hours
Mid *70s 49% 39% 4% 8% 7.6
Late '90s 53% 36% 4% 6% 8.5

NUMBER OF AD EXPOSURES PER ADULT ON AVERAGE DAILY BASIS

™v Radio Magazines/Newspaper Total
Potential 1975 74 33 100 207
1997 108 34 112 254

SOURCES: TV Dimensions 99
Nielsen Media Research-Television Audience 1997
Advertising Age
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The CHAIRMAN. Thank you, Ms. Sheridan.
We will hear from Mr. Lott, and then we will have some ques-
tions for both of you. Thank you.

STATEMENT OF JOHN R. LOTT, JR.

Mr. LoTT. Thank you very much for the opportunity to address
the issue of campaign finance reform. My concern is that despite
the best of intentions, many campaign finance regulations have ac-
tually accomplished the opposite of what was originally intended.
In particular, limits on contributions have entrenched incumbents,
given wealthy candidates an advantage, increased corruption in the
political process, and led to more negative campaigns. Limits on
contributions have also not been successful in limiting the total
amount of resources devoted towards political campaigns.

Let me briefly go through the issues here.

First, the restrictions on the size of campaign contributions have
had little effect on the total amount spent in campaigns. They re-
sult in higher levels of independent expenditures that balance off
any declines in a candidate’s resources. The rules attempt to treat
the symptoms—the larger contributions and higher campaign ex-
penditures—without addressing why those contributions or expend-
itures have been increasing. The closest analogy that I can give you
with regard to policy is the implementation of price controls.

Gasoline price controls during the 1970s did not reduce consumer
competition to obtain gasoline, for example, but merely changed the
form that it took. Consumers may have paid less in terms of the
dollar price at the pump, but they spent more in terms of waiting
in line to get gasoline. Likewise, limits on campaign contributions
may reduce the amount directly given to candidates, but if the ben-
efits are there, potential beneficiaries and victims of Government
actions will find other ways of trying to elect candidates who sup-
port their positions.

We have seen price controls producing many undesirable forms
of competition. For example, anybody who has lived in areas with
rent control know how you have under-the-table type payments to
go and get apartments. We even have phrases that have entered
into our language in terms of “key money” for getting apartments.
And, similarly, for campaign finance rules, there are numerous ex-
amples in recent years of contributions made through “straw do-
nors,” for example, people who merely served as intermediaries to
illegally funnel money to candidates.

As alternative forms of competition for elective office are fore-
closed, our political system risks forcing more competition under-
ground and producing the unintentional result of creating more
corruption, not less. One problem with these circumventions is that
voters will find it increasingly more difficult to determine who is
really providing candidates with money.

The different forms that these contributions can take is essen-
tially unlimited. For example, in the extreme case, someone could
buy a television or radio station in order to try to produce news
media coverage that is going to be more sympathetic to particular
candidates. It is difficult to see how these types of in-kind contribu-
tions could be effectively regulated given that it would be infring-
ing on issues involved free speech.
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My research indicates that most of the increase in campaign con-
tributions that we have observed over the last couple decades is
simply due to one factor, and that is the increasing size of govern-
ment. As more is at stake, people are willing to spend more in
order to try to influence the political process.

I think it also deals with an issue that Senator Dodd was bring-
ing up, and that is whether or not we can effectively reduce the
level of contributions or expenditures by limiting things like the
amount that can be spent on a race. And I have looked at data for
State House and State Senate races across the United States as
well as gubernatorial races, and restrictions on campaign contribu-
tions have absolutely no impact on the total amount that is spent
on races. What the restrictions do is change the composition of
those expenditures.

Because of donation limits, campaign expenditures also risk tak-
ing less desirable forms. Candidates will have even less responsi-
bility over how expenditures will be spent as more money is spent
by independent organizations. To the extent that these are truly
independent organizations, the information that voters receive will
not be as well coordinated as it would have previously. Even if the
same amount of money is spent on campaigns after these reforms
take place, voters will learn less about the candidates and their po-
sitions. We also risk even nastier campaigns, more negative cam-
paigns as candidates can plausibly deny the accountability for the
attacks conducted by surrogates.

A second major issue involves the frequently mentioned concern
that campaign expenditures involve fears that campaign contribu-
tions will alter how a politician votes. In part, this is also related
to a concern that Senator Dodd raised about the general public’s
views on whether politicians will be accountable to their interests,
also, and not just those of the donors.

Academics regularly find that candidates who receive the most
money tend to vote most in accordance with the interests of those
donating the money. Yet the academics who have worked on this
issue realize that there is an important problem, and that is one
of causation. Is money being given to candidates who essentially
value the same things that the donors believe? Is that the reason
why we see this positive correlation? Or is the positive correlation
due to the fact that the contributions are actually altering how the
politicians are voting? This has been a very difficult question that
economists and political scientists have looked at over many dec-
ades now.

My research, I think, provides a very simple method of disentan-
gling those two different types of causation there. I have a paper
that recently appeared in the Journal of Law and Economics, and
what it looks at is how politicians vote in their last term when they
no longer risk losing campaign contributions that they might be re-
ceiving.

If contributions are causing politicians to vote differently than
they otherwise would have voted, then when they are in their last
term and no longer risk losing those contributions, if those con-
tributions were really causing them to vote in accordance with
those donors’ interests, then you should have seen systematic
movements in terms of how politicians vote during their last term.
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I looked at congressional voting from 1975 to 1990, and I am
happy to talk about all the different factors that I controlled for.
But there were two striking findings.

The first one is that politicians tend to vote extremely consist-
ently over their entire political lives and that you can explain how
they vote in terms of their constituents’ interests.

The second is that there was essentially no relationship between
how a politician voted in their last term when they no longer risk
losing these campaign contributions and how they voted in the sec-
ond to the last term. And you can measure exactly how much dif-
ferent politicians’ campaign contributions fell between those two
terms and try to see whether that is correlated, whether those who
were getting the most money might have changed the most be-
tween those two terms. And, again, you essentially find no relation-
ship there between the level of contributions, between the change
in c((i)ntributions between those periods, and how Congressmen
voted.

Let me give you an example. The average Congressman who is
receiving labor PAC contributions experienced a reduction in labor
union contributions of $33,000 between his last two terms in office,
and yet this did not result in fewer pro-union legislative votes.

You can look at politicians who received labor contributions and
look at the distribution of that. Even those who were in the top 10
percent of the tail—whose labor contributions fell by over $100,000
between their second to the last term and their last term—did not
change in terms of how they voted on union issues during that pe-
riod of time.

A third area of concern is how limiting the size of contributions
has differential effects on incumbents and challengers.

How well a candidate does in an election depends not only upon
his current campaign expenditures, but also on the reputation that
he has developed over time. This reputation is developed due to
past expenditures on previous races, as well as news coverage, as
well as franking and other ways that he can communicate with his
voters.

Reducing the effectiveness of current campaign expenditures as
I have talked about, for example, the rise of independent, uncoordi-
nated expenditures, reduces the amount of information that both
incumbent and challenger can produce. But the incumbent already
has an advantage because he is much better known with the vot-
ers. Since each additional dollar spent by a challenger is much
more valuable in informing voters of what his positions are on the
issues and how strongly he holds those positions, reducing the
overall effectiveness of campaign contributions has a greater detri-
mental effect on challengers than it has on incumbents.

There is an additional reason why these types of rules have a
bigger detrimental effect on challenges than they have on incum-
bents, and that is, it is very costly, very difficult for candidates to
raise money from many different small contributors. It takes a lot
of time and effort to find out and identify all those small contribu-
tions that can be raised. An incumbent who has run for office in
the past—and, in particular, for this office—has already spent
many years trying to put together a list. He has a much larger list
to start with in terms of potential contributions than challengers
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do. Anybody who has run initial campaigns can attest to the fact
that many of the initial mailings that one makes out may have ex-
tremely low success rates that are going to be associated with that
in terms of actually locating people who are willing to make con-
tributions.

Contribution limits also increase the influence of those who make
in-kind contributions. For example, favorable news coverage by tel-
evision and radio stations or newspapers become more important.
Candidates who are favored by the media will benefit from cam-
paign restrictions. It is also impossible to regulate these in-kind
contributions. In addition, in-kind contributions can take many
other forms. For example, rock stars or other celebrities could at-
tract an audience to either listen to or contribute to a candidate.
It is not obvious why we should differentiate between an appear-
ance that a rock star could make in terms of attracting 1,000 pos-
sible small donors and a rock star who may be able to go and make
a large contribution themselves directly.

One consequence of campaign contributions has been to increase
the number of wealthy candidates running for public office. The
reason is obvious. They can use their own money, and they don’t
have to rely on trying to get money from a large number of small
contributors.

The fourth reason that I would like to talk about—and it has
been talked about by all the witnesses today, and I am sure all the
Senators would understand—is that we have had inflation over
time and that the types of effects that I am talking about and have
listed out have all been magnified as the real value of those con-
tributions has been reduced. Using the Consumer Price Index, the
Federal Government’s $2,000 contribution limit for individuals and
$10,000 for PACs during an election cycle are now equivalent to
over $6,600, or $33,000 in 1998 dollars. I won’t go into that issue
more because obviously the other people have spoken on that quite
eloquently today.

Finally, I would like to address the issue of whether in some
sense we are spending too much on campaigns, and I think there
are several points that can be raised with regard to this issue.

The first issue is simply to note how much money is being spent
on campaigns relative to the amount that is at stake. The last elec-
tion cycle, for all candidates running for all offices in this country,
we have over $2 billion being spent. Just looking at the money that
is being spent by the Federal Government, you are talking about
approximately $2 trillion. So you are talking about one-tenth of 1
percent of the amount there.

Given what is at stake, it is not obvious that by that too much
is being spent. But I think another measure can also be brought
up. For example, if you look at Apple Computer when they were
launching the iMAC, they spent $120 million just launching that.
Ford Motor Company, when they launched the Taurus automobile,
the last model introduction they had, they spent $800 million ad-
vertising that. So, you know, just on one car model being intro-
duced, we had approximately a third of what was spent on all elec-
tive offices in 1998.

In terms of the relative importance of the issues that are going
to be affected, surely one would think that all the decisions that
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the Federal Government and State and local governments are
going to be making over the 2 years after the election are probably
at least three times greater in importance than the introduction of
ofl}e single automobile by one automobile company over that period
of time.

There are other issues I would be happy to get into in the ques-
tion period about that. But, in conclusion, the point that I would
like to raise is that economists have studied price controls for over
many decades, and price controls have been attempted to be im-
posed over thousands of years. And this common desire is to try to
deal with the symptoms of a problem—you observe the price going
up, whether it is price controls involving health care, the types of
issues we talked about 4 or 5 years ago in this country, or other
products—rather than trying to get at what is causing the demand
for a product and the prices to go up.

My concern is that trying to oversimplify it and trying to put this
band-aid on the symptoms rather than exactly look at what is caus-
ing the prices or the expenditures to go up doesn’t solve the prob-
lem. It merely changes the form of expenditures, the form of dona-
tions. It doesn’t change the total amount of resources that are
going to be spent on campaigns, and has other undesirable con-
sequences in terms of how well voters are going to be informed.

Thank you.

[The prepared statement of Mr. Lott follows:]
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Thank you Mr. Chairman for the opportunity to address the committee on issues relating to the financing
of federal election campaigns. My concern is that despite the best of intentions, many campaign finance
regulations have accomplished the opposite of what was intended. In particular, limits on contributions
have entrenched incumbents, given wealthy candidates an advantage in winning elections, actually
increased corruption of the political process, and led to more independent and “negative” campaigns.
Limits on contributions have also not been successful in limiting the total amount of resources devoted
towards political campaigns.

1) The restrictions on the size of campaign contributions have had little effect on the total amount spent
in campaigns. They result in higher levels of independent expenditures that offset any declines in a
candidate’s campaign expenditures. Contribution limits attempt to treat the symptoms (larger donations
and higher campaign expenditures) without addressing why those expenditures have been increasing.
The closest policy analogy to this type of restriction is price controls. Gasoline price controls during the
1970’s did not reduce consumer competition to obtain gasoline, but merely changed the form that it took
-- customers may have paid a lower dollar price, but they spent more time waiting in line. Likewise,
limits on campaign contributions may reduce the amount directly given to candidates, but if the benefits
are there, potential beneficiaries of government actions will find additional ways of trying to elect
candidates who support their positions.

Queuing is only one form that competition takes when price controls prevent prices from equating the
quantity of goods supplied and demanded. Other less desirable forms of competition are also possible.
For example, under-the-table-payments are frequently made to evade rent controls (e.g., they are even
given special names, like "key money"). Similarly for campaign finance rules, there is accumulating
evidence that many people who made campaign contributions during the 1996 campaign were “straw
donors” -- people who merely served as intermediaries to illegally funnel money to candidates. States
with their own contribution limit laws have also experienced such evasions.

As alternative forms of competition for elective office are foreclosed, our political system also risks
forcing more of this competition “underground” and producing the unintentional result of creating more
corruption. One problem that these circumventions create is that the voters will have more difficulty
determining who is really providing a candidate with money.

The different forms that these alternative routes can take is essentially infinite. For example, in the
extreme case, it would be possible to buy television and radio stations or newspapers to support
particular candidates. Thus “buying” favorable news coverage for desired candidates would certainty
benefit their candidacy, but it is difficult to see how these types of “in-kind” donations could possibly be
regulated without infringing on free speech.

My research indicates that most of the increase in campaign contributions over the last couple of decades
is simply due to the government getting larger. The more favors the government has to give out, the
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more resources people spend to compete for those favors. These results were found for both federal and
state legislative elections as well as gubernatorial elections. They continue to hold when the effects of a

number of other factors are d for: these included limits on the number of terms, the length of
terms, campaign contribution limits, the cl of races, the ber of candidates running, the size of
the population, the p of i b and the changing costs of campaigning. The bottom line of

my research is that attempting to restrict contributions without dealing with the undertying reason for
why contributions have increased has not worked.

An additional comparison with price controls can be made. Price controls reduce consumer welfare
because competition is forced to take less desirable forms. Only a few consumers (those who don’t have
many other uses for their time) appreciate paying for gasoline by waiting in line; and, obviously, gasoline
stations gain nothing by this practice. Both groups gain on net by having goods allocated through prices,
and when given a choice of how to allocate goods, that is the way customers and firms continuaily
demonstrate that they prefer goods to be allocated.

Contribution limits mean paig] es also undoubtedly risk taking less desirable forms.
Candidates will have even less responsnblllty over how expenditures will be spent as more money is
spent by independent organizations. To the extent that these are truly independent organizations, the
information that voters receive will not be coordinated as well. Even if the same amount of money is
pem, voters will learn less about the candidates. We also risk even nastier, more negative campaigns as
can plausibly deny bility for the attacks conducted by surrogates.

Price controls and campaign contribution limits also share still another feature in common, certain
groups benefit and other lose as the form of competition is changed by these restrictions. For example,
with price controls — when competition for gasoline takes the form of queuing -- some people with low
time costs find that they have a relative advantage in waiting in line for long periods of time to get
gasoline. But in general, as a group, customers will be made worse off by waiting in line to buy
gasoline. And certain customers, the ones with the most hectic schedules, suffer more than others.

Likewise, not all political candidates are equally well adept at coping with campaign contribution
restrictions. Rules that make dollar contributions less effective benefit those candidates who primarily
rely on donations of volunteers’ time (i.e. well-organized entities such as large membership
organizations). Political causes with individuals that are good at running independent campaigns also
benefit. There is no reason to believe that these rules will be neutral in their effects on which candidates
will win races.

The difficulty in limiting campaign contributions can also be seen by examining limits on Political
Action Committee (PAC) contributions. Restrictions on the amount of money that PACs can give to an
individual candidate can also be circumvented by the formation of new PACs.

2) A frequently mentioned concern about campaign expenditures involves fears that campaign
contributions alter how politicians vote. Depending upon what one classifies as an academic article,
there are probably severa! hundred papers in ics and political sci that 4 a positive
relationship between paign expenditures and how a politician votes on issues. Candidates who
receive the most money tend to vote most in accord with interests of those who are donating the money.
Yet, a widely recognized problem in this literature is that these papers are unable to deal with the central
question of causation: are donors simply giving money to candidates who they agree with, or are donors
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giving money to *bribe” how politicians vote?

My research has provided a simple method of disentangling these two alternative scenarios by examining
how politicians vote during their last term in office. If contributions cause politicians to vote differently
from what they truly would like to do, politicians should behave d|ﬂ'eremly when they are in their last
period and no longer face the risk of losing future contributi By g how all congr

voted from 1975 to 1990, I tested whether politicians voted differently when they decided to retire from
public office, and whether the change in voting behavior was in anyway related to the level of
contributions that the politician had been receiving. Voting on labor issues was compared with
contributions from unions and corporations, voting on ideological issues as d by liberal groups
(like the Americans for Democratic Action) and conservative groups (like the American Conservative
Union) were pared with contributions from ideol I PACs, and natnonal defense related voting
was related to contributions from pro strong national defense or Other voting measures were
also examined.

Two striking features stand out. First, politicians’ voting remains extremely stable over their entire
S d, no statistically significant relationship was found between the reduction in campaign
expenditures in a politician’s last term and how they voted on legisiation.

My h also ined whether these politicians were truly retiring in any meaningful sense from
politics by accounting for whether these politicians engaged in lobbying or were appointed to
government positions afier they left office. The results remained unchanged -- politicians who were truly
in their last period did not change their voting pattems I also found that laws preventing congressmen
from retaining unused paign funds for p | use had no impact on voting congressional patterns,
though these mles are the most obvious way of preventing campaign donations from directly bribing
politicians.

These findings have implications for the current federal limits on contributions. For example, the
average congressman who is receiving labor union PAC contributions experienced a reduction in labor

union contributions of $33,200 b his last two terms in office. Yet, there is no evidence that even
this large reduction in contributions was iated with fewer pro-union legislative votes. Retiring
congressmen experience similar large declines from other types of PACs. For example, corporate PAC
contributions to retiring congr decline by $30,600 and conservative PAC contributions by $4,920,

but neither reduction provides evidence that contributions were *buying” political support. The results
are the same whether one examines the impact of the total dollar amount of the contributions or these
contributions as a p ige of the total contributions that the politician received.

3) lemng the size of contributions that can be made to candid: has diffe ial imp on

and challengers. Even if total campaign expenditures from all sources were to remain
exactly the same, forcing the campaign expenditures to take less efficient forms benefits incumbents.

The explanation is fairly simple. How well a candidate does in an election depends not only upon his
current campaign expenditures but also the reputation that he has acquired over time. This reputation is
created from past campaign expenditures and news ge. Phrased her way, reducing the
efficiency of current campaign expenditures red the of i ion about both the incumbent
and the chall but the i bent has an ad ge since he is already known to voters. Each
additional dollar spent by the challenger is more crucial to his campaign than an additional dollar to the
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incumbent who already has established his reputation. The relative information available to voters
would thus decidedly shift to the i bent’s ad ge. My h also indicates that paig;
contribution limits will greatly reduce the competitiveness of races. Developing campaign donor lists is
very costly and becomes increasingly costly when candidates must raise money from more and more

smail donors. | b have adv here, as they start with a much larger list than their

3

challenger, and these rules make it difficult for a challenger to catch up quickly.

Contribution limits also increase the influence of those who make in-kind contributions. For example,
favorable news coverage by television and radio stations or newspapers become more important.
Candidates who are favored by the media will benefit from contribution restrictions. It would be
impossible to regulate these in-kind contributions. In addition, in-kind contributions can take many other
forms. For example, rock star or a other celebrity could attract an audience to either listen to or
contribute to a candidate.

One of the uni ded q of campaign contribution limits has been to increase the number of
wealthy candidates running for public office. Wealthy candidates can forego these farge costs of fund
raising and thus have an enormous advantage in running for office. In recent years, as this advantage has
grown because federal contribution limits have not been indexed for inflation, we have witnessed many
more cases where wealthy individuals would have preferred giving a large contribution to a particular
candidate. For instance, Steve Forbes has stated that he would have preferred financing a presidential
campaign by Jack Kemp. Instead, wealthy individuals may decide to run for federal office themselves to
draw attention to the issues that they cared about. The irony is that while proponents of contribution
limitations argue that they are motivated by a desire to limit the influence of wealthy individuals, the
reforms actually work to ensure that more wealthy candidates are elected to office. The last couple of
election cycles for federal offices have also seen much greater reliance on independent expenditures.

If the First Amendment means anything, it was meant to prevent majorities from passing regulation that
stifle minority viewpoints. It is not particularly surprising that incumbents or political majorities would
favor such restrictions. These campaign finance rules work to entrench the current majority and make it
difficult for minority groups to field candidates who will articulate their concems. It is not particularly
surprising that the majority will support rules that will entrench their power.

4) A comparison with the limits approved by the Supreme Court in Buckley is also instructive. Using
the Consumer Price Index, the federal government’s $2,000 coatribution limit for individuals and
$10,000 for PACs that were passed in 1974 would have been the equivalent of $6,600 and $33,000 in
1998. Because of inflation a dollar simply isn’t worth as much as it used to be. Yet, even this
adjustment understates the size of the change, since the cost of running campaigns has increased even
faster than the general price level. For example, the cost of a reaching a home through ads on ing
network television rose 50 percent faster than the gencral price level. As these constraints become more
restrictive over time, the advantages for wealthy candid and i b will i

5) Comparing paign expendi to advertising expenditures makes it difficuit to argue that too
much money is being spent on campaigns. There are two reasons for this. First, consider the total level
of campaign expenditures relative to the decisions that are being made by government. In the last
election cycle, campaign expenditures were over $2 billion. But the annual cost of the federal
government alone is almost $2 trillion. When you include the state and local expeaditures, it is

obviously much more. Given the importance of government expenditures, spending an amount equal to
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only one-tenth of one percent of government expenditures to inform people of the issues involved does
not seem particularly high.

The second point is a theoretical onc, and that is something that economists refer to as “free riding.” If
make a contribution to help out a candidate, presumably all the other people that also support that
candidate benefit from my contribution. What people have an incentive to do is to hope that everybody
else who supports a particular candidate will do and make a contribution to that person, and that they
won’t have to make that contribution. I can, essentiaily, free ride on the contributions that everybody
else makes.

The problem is that everybody may hope that everybody else makes the contributions, but they won’t
because their own contribution will be such a small share of the total contributions that their own
individual contribution will not appreciably alter the probability that their candidate will win. However,
the overall impact of many different donors making this type of decision can be quite large. This type of

free riding problem is widely gnized by ists and is believed to be imp in a wide range
of activities, such as charitable giving.

Conclusion

Price Is are a 1 d solution to many probl Indeed, they appear to be the most

direct method of limiting the amoum that is pald for a product. Yet, d&splte the bﬁt of intentions, price
controls have a long history of not working as ded and ions are no
different. Unless one deals directly with why donors feel the need to contribute the money they do to
campaigns, contributors will find ways around the rules just as buyers of products find ways around price
controls. This not to say that the Iations have no q Just as price controls produce
shonages and effect the ability of the market to op efficiently, fi rules protect

ge wealthy candidates to run for office, and reduce the information provided to

voters.
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The CHAIRMAN. Thank you, Professor Lott.

Al‘;e States that don’t have contribution limits mired in corrup-
tion?

Mr. LotT. No, I don’t think there is any evidence of that. I pri-
marily looked at data at the Federal level that I am happy to talk
about, but I have done work looking at State legislators, in par-
ticular California, and trying to see whether the types of points I
was making with regard to how Congressmen vote and the level of
changes in contributions that they had received, whether you could
explain State legislators’ votes over time, and the same type of re-
lationship applies exactly there.

In the case of California, when State representatives or Senators
are in their last term, you don’t see any changes in how they vote
and their change in contributions that they receive between their
second to last term and their last term also seem to have no im-
pact.

The CHAIRMAN. I was fascinated by your observations about your
study comparing the voting behavior of retiring members to their
earlier voting behavior when they were not in a retirement mode.
It certainly confirms my sort of observations. Having served in the
Senate for 15 years, I don’t recall any retiring members dramati-
cally changing their philosophies or—you know, just anecdotally, I
didn’t observe that. It is nice to hear that you have actually studied
this and found that there is, I gather, no change in voting behavior
in the last 2 years simply because one is in a retirement mode as
opposed to an active candidate mode.

Mr. LotT. Right. I have written eight different papers on this
topic, and other academics have looked at this issue, too, and it is
remarkable how consistent politicians vote over time. A politician
who tends to be the most conservative in his first term tends to be
the most conservative in his last term when he leaves office.

There are basically two issues here: Do politicians vote the way
they do solely about the concern of reelection that they have? Or
are voters putting into office politicians who intrinsically value the
same things that they do?

I think the evidence is very strong that voters care about having
in office politicians who value the same solutions, the same views
that they do. And one of the reasons why they care about that is,
for example, when the politician is in his last term and he no
longer faces the threats of reelection there, can we still trust him?
And if it is somebody who has demonstrated to them over a long
period of time that he really cares about the same policy concerns
that they have, that is the type of politician which they can trust
and will—if he were to vote differently, he would be making him-
self worse off in a sense because he wouldn’t be accomplishing the
goals that drove him to go into office to begin with.

The CHAIRMAN. Since you have found no evidence that contribu-
tions—that there is a correlation between contributions and corrup-
tion, I am wondering what your observations might be with regard
to whether or not it might actually be possible that the contribu-
tion limit itself creates some problems in the corruption area?

Mr. LoTT. Well, I think it does. I think as with all types of price
controls, since you are not really dealing with the underlying rea-
son why people want to spend a certain amount on a product, that
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people will find alternative ways to try to obtain whatever good
that they value there—in this case, trying to help out getting some-
body elected who intrinsically value voters’ positions on the issues.

And so, you know, people may try independent expenditures,
they may try expenditures on issue ads, but surely one of the
other—as you restrict more and more the types of legitimate needs
that people can go and make expenditures, they are going to find,
just like with rent controls and other types of price controls that
you have there, ways around it in order to try to influence the elec-
tion. We see over time an increasing number of corruption cases in-
volving straw donors where people will funnel money through
friends or other people to a candidate. And I think it is only a nat-
ural consequence of the fact that we are dealing with the symptoms
again and not the underlying reasons which are generating the
pressure for these expenditures and contributions.

The CHAIRMAN. Ms. Sheridan, given the need of candidates for
office to reach an electorate, it is not likely, is it, that they are
going to need to rely on television or new forms of communication
like the Internet any less with a growing population and increasing
costs, is there?

Ms. SHERIDAN. Oh, no, definitely not. As much as we see tele-
vision viewing being fragmented, I mean, we see media in general
being fragmented. I am not certain just what role the Internet will
play in the next election cycle. I mean, right now we are only see-
ing approximately one-third of all adults who have access to online
services and the Internet, and only about 23 percent of all adults
actually say they have used those services in the last month. Cer-
tainly not as compelling a way to reach your constituency as tele-
vision is, but very definitely there is still going to be the—you are
going to have to rely on television to reach the mass market.

The CHAIRMAN. Even though we are not talking about spending
limits here today, we are talking about contribution limits, I am
still curious. Could a commercial advertiser succeed if a Federal
rule limited the amount they could spend?

Ms. SHERIDAN. My opinion would be no, he could not; but in ad-
dition to that, we would see far fewer competitors enter the mar-
ketplace. If you were the very first person to be in the market with
a fast-food chain and we enacted some regulation in terms of
spending limits, that in itself prohibits other competitors from com-
ing in and competing against or competing with that person. So we
would see far fewer competitors out there to begin with, and more
than likely we would see a lot more businesses that are failing.

Mr. LorT. In fact, if I may add something, we have seen experi-
ence with this during the 1960s when certain types of advertising
was forbidden to tobacco companies. One of the things that has
been looked at is what has happened to the stock price of those
companies. And at the time when those restrictions were put into
place, the market value for those companies increased. That is be-
cause essentially they had already made these past investments
and reputation for creating certain brand names for products that
they had there and they no longer had to worry about the threat
of new products entering in to the same extent because it was
much more costly for people to enter in with new products.



72

You have seen that in other areas, but tobacco is—the companies
benefited a lot from the types of restrictions that were imposed
there.

The CHAIRMAN. Just hypothetically here, as we wrap up, could
it be argued that a contribution limit established 25 years ago, as
I said earlier, at a time when a Mustang cost $2,700, is effectively
a spending limit?

Mr. LoTrT. Well, I don’t think it is in the sense that there seems
to be other reasons that are driving why there is a certain amount
of money spent on campaigns. What it does is it changes the com-
position of how the money is spent. It makes it so that people now
turn to independent—

The CHAIRMAN. I mean a spending limit on the candidate. As a
practical matter, a contribution limit, what you can give to a can-
didate stuck in 1974 dollars.

Mr. LotT. Right.

The CHAIRMAN. Could it be argued that that, in effect, has be-
come a spending limit on the candidate himself.

Mr. LoTrT. Oh, right, on the individual candidate, that is right.
I think it reduces the amount—

The CHAIRMAN. Because there are only so many people out there
you could get that kind of money from.

Mr. Lott. Right. I think everything else equal, it reduces the
amount that a candidate is going to spend. But what it does is it
causes more to be spent on issue ads or other independent—

The CHAIRMAN. Turning the playing field over to others.

Mr. LorT. That is right. It makes it harder—

The CHAIRMAN. To fill the vacuum.

Mr. LotrT. That is right. It makes it harder to coordinate the
message, and, you know, for a given amount of money that is
spent, it makes it so that voters are less informed than they would
have been otherwise.

The CHAIRMAN. And if T heard you correctly, it is not unreason-
able to assume that a Government that spends $2 trillion a year
is a Government that people are going to want to have some influ-
ence with by participating in the political process.

Mr. Lott. Right. Not only influence, but we would also want peo-
ple to be informed about the process. And surely just like adver-
tising for any other type of product, advertising in political cam-
paigns is one way to inform the voters. And as I have said, if you
compare the amount of advertising that is in political markets to
any other type of product that is there, it is a very trivial amount.

In fact, my basic concern is that too little probably is being spent
on campaigns, and I think there is a very simple theoretical reason
for that and it is something that economists call free-riding.

If you take charity, for example, you and I and everybody in this
room may value a particular charitable group that would be doing
good things. But my little amount that I am going to be giving to
them is relatively trivial in terms of the total amount that they
would be receiving. I would hope that everybody else in the room
in some sense would make a donation. And I really wouldn’t have
to make the donation in that case. I could benefit from the expendi-
tures that you are making, because if you make the expenditures
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and the charity goes out and does good work, I feel better knowing
that they are out there doing their good cause.

But if everybody else is waiting for other people to go and make
the donations to that charity, in some sense hoping to free-ride off
the altruism of others there, the total amount that is going to be
given to the charity is going to be less than what we would all real-
ly like to have the charity receive.

Well, you have the same type of problem that exists for cam-
paigns. You have a large group of voters who would like to see a
particular candidate win an election, but, you know, the other 99
of the 100 people who would like to see the person win give their
share or the amount that they would like to give to the candidate,
I mean, you could sit back and still have the candidate win the
election and get the benefits from him winning. If all the potential
donors or at least some share of the donors feel that way, we are
not going to be giving the candidate as much money as each per-
son, if they were honestly to turn over, tender the amount to the
candidate he would receive then. And so the candidates will have
less to send than what each of the voters would privately like to
see him get to inform other people. It is just that we would like
to have other people make the donations rather than ourselves.

The CHAIRMAN. As I recall the landmark case of Buckley v. Valeo,
the Court’s rationale in upholding the $1,000 contribution limit
was corruption or the appearance of corruption. And I gather, Pro-
fessor Lott, in your studies you found neither appearance not ac-
tual corruption.

Mr. LOTT. At least for the range of contributions that I have been
able to look at, that is the case. And, you know, whether you can
get past much larger levels, I can’t say. But I can look at labor
union contributions or corporate contributions or ideological group
contributions for conservative or liberal PACs that can go up well
over $100,000 in an election cycle, the change that can occur be-
tween a politician’s second to the last term and his last term, and
even those large amounts you don’t observe being associated with
changes with how the politician is voting in his last term.

So the types of limits in real terms that we are talking about in
1974 come nowhere even close to the amounts that we can study
here and not see an impact on how politicians vote. And in States
that you can look at like California during the periods of time when
they don’t have campaign contribution limits for State officers, for
State House or State Senate, where there are some very large indi-
vidual contributions that are made in those cases, you also don’t
observe changes in how politicians vote there, either.

The CHAIRMAN. Well, I thank you both very much. This has been
a quite enlightening hearing, and I would like to here at the close
ask tgat a statement from Senator Feinstein being included in the
record.

[The prepared statement of Senator Feinstein follows:]
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I want to thank the Chairman for holding a hearing on this
very important issue. It is my hope that the debate on campaign
finance will continue throughout the year and culminate in the

passage of meaningful reform legislation.

I believe that we can all agree that our campaign finance
system can be improved upon. I am one who believes that
increasing hard money limits is a sound and simple way to make
our system better. This should be included in a larger reform
efforts that includes limiting soft money contributions to

candidates.
Congressional campaign committees raised nearly five

times as much soft money during the 1997-1998 as they did in
1993-1994 cycle, $92.1 million compared to $18.8 million. If

(75)
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changes are not made to the system, the amount of soft money

flowing into the parties will continue to explode.

The contribution limits put in place in 1974 were designed
to limit campaign spending and reduce the influence of interest

groups. That has not occurred.

We know from the most recent elections that the cost of a
campaign is soaring. According to the F.E.C.’s 1998 post-

election reports:

¢ Senate and House candidates raised just over $660 million.
In 1994, the last mid-term election, congressional
candidates raised $607 million. That is nearly a 10%

increase in just 4 years.

¢ In the Senate campaigns, spending increased from $221
million in 1996 to $244 million in 1998

¢ The average cost a winning Senate race went from
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$609,000 in 1976 to $4.6 million in 1998

¢ The average cost for a winning House candidate rose from

$87,000 in 1976 to $665,000 in 1998

These numbers speak for themselves. Campaigns in 2000
are very different then they were in 1976. 1 believe that our
campaign finance system must be reformed to adapt to these
changes. Congress must take the necessary steps to limit and
better regulate soft money. That reform should be accompanied

by an increase in the hard money caps.

With the passing of every election, it becomes more and
more clear that our campaign system desperately needs reform.
I remain hopeful that this is the year that Congress can finally
come together in support of legislation that brings about a real
improvement in our campaign system. Let’s make the first
election of the twenty-first century one of which we can be

proud.
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The Chairman. I thank you both for your participation.
This hearing is concluded.

Mr. Lott. Thank you very much.

Ms. Sheridan. Thank you.

[Whereupon, at 11:32 a.m., the committee was adjourned.]
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