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Abstract
This paper examines whether campaign contribution restrictions have consequences for dection
outcomes. States are anatural |aboratory to examine thisissue. We andyze dections to Assemblies
from 1980 to 2001 and determine whether candidates vote shares are dtered by changes in state
campaign contribution restrictions. We find that limits on giving narrow the margin of victory of the
winning candidate. Limits lead to closer dections for future incumbents, but have less effect on the
margin of victory of incumbents who passed the campaign finance legidation. We dso find some
evidence that contribution limits increase the number of candidates in the race.

*The authors would like to thank Steve Coate and Mark Crain for helpful comments and suggestions.
Thomas Stratmann would like to thank the Nationa Science Foundation for financia support.



I. Introduction

Campaign finance reform is avigoroudy debated issue in virtudly every U.S. eection, both
congressond and presidentia. Some claim large amounts of campaign spending turn political racesinto
fund-raising contests biased in favor of incumbents, while others argue that unrestricted spending may be
the only way for challengers to even the playing field. To date, scant evidence exigts regarding the
effects of campaign finance restrictions on election outcomes. Whether gtricter regulations amount to
incumbency protection laws, or whether they help chalengers to compete remain an unanswered
empirica question.

A number of theoretical modds emphasize the fact that campaign contributions are used in
electord racesto provide information to voters (see for example Augtin-Smith 1987, Pooters, Sloof,
and van Winden 1997, Coate 2001, 2002, Prat 20023, 2002b). However, little is known about the
empirica vdidity of these modds, afact echoed in the public debate over campaign finance reform.
U.S. Senator Mitch McConndll (R-Kentucky), for example, clams that most contribution limits
proposals amount to “incumbent protection acts,” and commissoner Bradley A. Smith of the Federd
Election Commission argues that “ campaign finance laws aso tend to favor incumbents by making it
harder for chalengersto raise money vis-a-visincumbents’ (Smith 1995). Those who favor dtricter
contribution limits clam thet limits“leve the playing fidd.” Some advocates favor limiting contributions
because if limits were increased, “higher limits would increase the disparity in challenger-incumbent
fundrasing.™

The academic debate regarding campaign spending’ s effect on vote shares goes back to
Jacobson’ s (1978) groundbresking study on theissue. Since hisinitid work, many scholars have
andyzed thisrelationship. The more recent literature on campaign spending finds a pogtive effect of
chdlenger campaign spending on challengers vote shares and a sometimes smaller, but Htill postive
effect for incumbent spending on incumbents' vote shares (Grier 1989, Green and Krasno 1988).
Though some limited inferences regarding contribution limits can be drawn from these studies, they do
not directly address the eectoral consequences of campaign finance regulation. Because these sudies
took place at the federd level, where federd campaign finance laws had not changed since the mid-
1970s, they offer littleingght into thisissue. Asaresult, we can derive very little from the previous data
analyses regarding the effects of campaign finance rules on political outcomes.?

Although federa campaign finance laws have changed very little until the recent 2002 legidation
(BICRA), state campaign finance laws exhibit sufficient variation across dates and over time. Since the

' We obtained this quote from a publication by the Public Interest Research Group,
http://pirg.org/democracy/ (accessed August 2, 2002).

2 At the federal level, most of the work on campaign finance examines that whether campaign
contributions influence legidlative or electoral outcomes. In these studies, political outcomes are measured as
legidative voting behavior in Congress and as candidates' vote percentages in genera elections. A few of the
numerous studies on this subject include Stratmann (1991, 1995), Bronars and Lott (1997), and Levitt (1994).
Others examine the role of contributions for legislator reputation building (Kroszner and Stratmann 1998), the
value of committee seats (Grier and Munger 1991, Milyo 1997), and the allocation of campaign contributions
by interest groups (Snyder 1992, Stratmann 1992, 1998). A recent survey of a subset of this literature is
Ansolabehere, et al. (2003). Ramsden (2002) reviews campaign finance studies for state legislatures.




late1970s, many states have enacted and changed their own campaign finance laws. Thus, state-leve
regulaions implemented over the past twenty years have the potentid to provide ingght into the effects
of campaign finance regulation on vote shares and the closeness of dections, and dso provide anatura
testing ground for theoretical campaign finance models.

Some previous sudies examine sate campaign finance rules but tend to be limited in scope
(Malbin and Gais 1998, Thompson and Moncrief 1998).2 The current paper represents the first
systemétic study that comprehensively examines the effects of Sate level campaign finance regulation
over the past twenty years. This study treats each of the states with single member didtricts as campaign
finance reform laboratories. 1t examines the effects of these laws, enacted in the 1980s and 1990s, and
usesthe margin of victory and the number of candidates as outcomes of the political process.

Our gatigtica analys's shows that after controlling properly for other factors that may determine
election outcomes, limits on contributions lead to doser dections. Both, introducing limits and tightening
exigting limits increases the doseness of dections® Moreover, we find that the introduction of
contribution limit regtrictions impacts future incumbents more than it impacts incumbents who passed the
contribution law. Findly, we examine the effect of contribution limits on the number of candidates and
show that tighter limits are associated with an increase in the number of candidates in a given didrict.

Section |1 presents theoretica examplesthat illugtrate the ambiguous effect of campaign finance
limits on the competitiveness of eections. We present the empiricd model in section I11, discuss some

® Malbin and Gais (1998), describes and eval uates state reforms between 1980 and 1996, and
Thompson and Moncrief (1998) studies a sample of 18 states. Other scholars (Kettl et al. 1997, Mayer 1998,
Redfield 1995, 2000) have studied individua statesin detail. Examining a 1994 cross-section of states, Hogan
(2000) shows a correlation between state contribution limits and legislative campaign expenditures, but its
impact on electoral outcomesis not addressed. Hogan (2000) shows that stricter contribution laws correlate
with significantly lower campaign spending, primarily by incumbents. Kousser and LaRaja (2000) study
contribution laws and fundraising patterns in a sample of legidative racesin 1996. Using gubernatorial
elections, Gross, Goidel, and Shields (2002) study campaign finance regulations and campaign spending, and
Milyo, Primo, and Groseclose (2002) study contribution limits, turnout, and partisan advantage.

* If the limits are not binding, then one would not expect that moving from unlimited to limited
contributions, or that a further reduction of allowable amounts would have an effect on election outcomes.
We examined whether limits were binding using data from www.followthemoney.org. In 1995, Kentucky
PACs and individuals faced a $500 contribution limit. The top two gubernatorial candidate were Paul Patton
and Larry Forgy. Fifty-six percent of Pattons's and 58 percent of Forgy’s contributions from these sources
were at the legal limit. In 1998, Florida PACs faced a $500 contribution limit. In Florida 81 percent of the
PAC contributions to gubernatorial candidate Buddy Mackay and 91 percent of the PAC contributions to
candidate Jeb Bush were at the legal limit. 1n 2002 in Arkansas PACs face a $1000 contribution limit. Here,
for the two candidates for governor between 60 and 47 percent of their PAC contribution were at the cap.
Finally, in 1998, Kansas gubernatorial candidate Bill Graves, facing a weak challenger, had 52 percent of his
PAC contributions at the $2,000 PAC limit. During the recent time for which state contribution data are
readily available, Colorado, Idaho, and Oregon changed their laws from unlimited to limited individua
contributions. Here the evidence shows that going from unlimited to limited contributions led to a significant
reduction in campaign contributions. For example, while open seat candidates to state assemblies received
roughly $6,000 in the years prior to the implementation of limits, contributions were cut down to roughly
$2,300 when limits were in place.




dataissuesin section |V, provide the estimation results in section V, discuss the underlying mechaniamin
section VI, and conclude in section VII.

II. Theoretical Framework

Scholars who have examined the effectiveness of campaign spending in eections have formed a
number of hypotheses regarding the effect of contribution limits on dection outcomes. Jacobson (1978),
for example, suggests that challengers would be mostly hurt by contribution limits because his estimates
suggest that the productivity of chalenger spending is significantly larger than the productivity of
incumbent spending. In contrast, Green and Krasno's (1988) finding that incumbents' and challengers
campaign spending has an equa margingl impact on their repective vote shares, suggests that
contribution limits have an equa impact on incumbents and challengers.

In most recent forma models of candidate competition with campaign expenditures, campaign
advertisements inform voters about candidates positions. Campaign expenditures increase the
precison with which voters estimate the position of candidates (Austen-Smith 1987), inform voters
about the candidate quaity (Ortuno-Ortin and Schultz 2000, and Coate 2001, Wittman 2002), or
provide asigna about candidate quality (Potters, Sloof, and van Winden 1997, Prat 2002). Most of
these modds imply that limiting or banning contributions reduces the information about candidates
positions or qudity. Candidates differ in their quality, and if contributions are only position induced, then
some of these models suggest that the absence of campaign expenditures reduces the probability that a
voter casts abdlot for the high quality candidate, resulting in closer eectora margins.

Coate (2002) specificaly addresses the issue of limiting contributions. He shows under which
conditions limits on contributions increase or decrease the margin of victory of the winning candidete.
Thismode provides the testable implication that campaign contribution limits effect the closeness of
eections. If contributions are only postion induced, then contribution limits lead to a narrowing of the
margin of victory. However, if contributions are also service induced (i.e. thereisaquid pro quo), then
limits on contributions can increase themargin of victory. Inthe latter case, limits reduce the amount of
favors promised and thus voters find the campaign message of high quadity candidates more credible,
leading to an increase of their margin of victory.®

Early models on campaign financing suggest that incumbents have an advantage through brand
name recognition, which isafunction of current campaign spending and campaign spending in previous
elections. However, these modes are not grounded in forma model s that fully describe the attributes of
contributors, voters, and candidates. They generate the prediction that limits lead to closer dections,
because contribution limits curtail an incumbent’s ability to accumulate a brand name® Contribution
limits lead to less brand name development by incumbents and give chalengers a competitive

® In Coate’s (2002) model voters believe that even high quality candidates promise favors to
contributors, and thus voters become cynicd. With unrestricted contributions and unrestricted favor selling
(candidates are infinitely power hungry), the informational value of contributions becomes very small.
Therefore, contribution limits can increase the effectiveness of the high quality candidate’ s campaign
spending by increasing his vote share.

® See, for example, Lott (1987), and Mueller and Stratmann (1994).



advantage.” Curtailing contributions helps challengers relative to incumbents, and limits reduce the
amount that incumbents outspent challengers. Although incumbents till have an advantage relative to
chdlengers, limiting contributions reduces, but does not diminate, the incumbents competitive
advantage. The brand name modd aso hasimplications for chalenger entry. If contribution limits
effectively raise the competitive advantage of chdlengers, more chalengerswill enter the race when
limits are in place. Thismodd predicts that legidators who become incumbents after the implementation
of contribution limits recelve lower vote shares than legidators who accumulated a brand name prior to
contribution limits.

I11. Research Design and M ethods
To andyze the effect of campaign financelaws on eectoral outcomes, we use the state
As=mbly single member didrict asthe unit of andyss. We estimate the regressons

Yijt = RCFLAW;; + Xijt ?+ Mi + Vi + €t (1)
Yijt = BCFLAWi: + Xijt ? + dij + Vit &, (4]

where Yj; isthe electoral outcome measured either as closeness of the election in statei, didtrict j, and
election year t, or as the number of candidatesin the race. The regressions differ in that the first
specification includes gtate fixed effects (1) and the second specification includes didtrict fixed effects
(dj). We contral for changesin nationa laws and netional events thet affect local eections via year fixed
effectsv;. We estimate regressions (1) and (2) for two samples. One sample includes races involving
incumbents only, and another sample includes al races. In most specifications we adjust the standard
errors for non-independence of the observations within Sate years.

In the smplest gpecification CFLAW is an indicator variable, which equas one when the
campaign finance law restricts contributions in state Assembly eections, and zero otherwise. The
coefficient on the CFLAW indicator isidentified by sates that changed their law from alowing unlimited
contributions to limited contributions and vice versa. In an dternative specification, CFLAW isthered
contribution limit amount for state Assembly races in states that have adopted contribution restrictions.

Restrictions on contributions come in various forms as states have adopted limits on
contributions for individuas, Politica Action Committees (PACs), corporations, unions, and parties. We
crested an indicator for whether contributions are restricted from each of these five sources. We will
andyze the impact of these retrictions by creating anindex that measures how many sources of
contributions were subject to alimit. Thisindex isthe sum of these five indicators, and thus the index
ranges between zero and five.

The Xij; vector includes candidate and district specific variables and ? is the corresponding
vector of coefficients. The X vector includes variables such as whether or not the particular raceisan
open seat eection, whether or not the incumbent was in office when the law was changed, the previous
margin of victory of the incumbent, and the number of candidates in the digtrict. As mentioned

" Moreover, if contribution limitslead to equal percentage reductions in campaign expenditures, limits
can reduce the absolute spending differential between challengers and incumbents.



previoudy, we control for time-invariant sate characteristics with state fixed effects or dternatively
digtrict fixed effects. State fixed effects capture differences across states that may influence the
competitiveness of state elections such asthe professondism of legidatures and legidator sdaries. State
indicators also capture the fact that their populations and actua sizes differ greetly, which in part
explains differences in campaign spending across states (Gierzynski and Breaux 1991, Hogan 2000)
and differencesin campaign technology. Lastly, Sate effects control for omitted time-invariant Sate
characterigtics that smultaneoudy determine vote shares and campaign finance regulations. Didtrict
fixed effects capture everything thet is captured by state effects, aswell asdigtrict level variablesthat are
constant over time such as whether the digtrict is urban or rurd.

One potentia concern with the analysis is whether or not the passage and modification of Sae
campaign finance laws represent anatura experiment. A natura experiment is an exogenous source of
variation that determines the treatment assgnment. Electoral racesin states after the passage of
campaign finance laws congtitute the treatment groups, while racesin states without such laws and races
in dates prior to the implementation of the laws condtitute the comparison groups.

The implementation of the law is not random, however, given that legidators decide what kind
of law to pass, which will affect them in the next dection campaign. Furthermore, contribution laws
respond to voters concerns regarding spending levels, which aso influence dection outcomes. In the
1990s, for example, some campaign finance laws tightened through voter initiatives. Thus, the campaign
finance law varigble may be endogenous in the vote share equation. If Stricter limits help chalengers,
incumbents would loosen regtrictions in the face of more competitive eections, leading to an
underestimation of the effect of contribution laws on dection closeness®  Also, the contribution limit
coefficient is biased downwards if voters pass contribution limit initigtives at the same time thet the
incumbency advantageincreases. Thisis because increasesin the incumbency advantage lead to higher
margins, and thus the effect of alimit is underestimated if voters successfully pressfor the adoption of
limits when this advantage increases. However, if Stricter contribution laws help incumbents, legidators
are likely to pass these laws when they face more competitive dections. Thiswould overestimate the
effect of contribution limits on election closeness.

We will address the potential endogeneity of the campaign finance laws viatwo methods. The
first method is based on the assumption that the law is endogenous for the legidators who passed the
legidation, but that the law is an exogenous event for future legidator generations. Thus, we will cregte
an interaction variable of the law and a varigble that indicates which incumbents were present when the
law was passed. This new variable equals zero prior to the passage of the law and one after passage of
the law if the incumbent running for redection was part of the legidature when the campaign contribution
restrictions were passed. This method not only addresses the potentia endogeneity problem, but dso
tests the brand name hypothesis (see, for example, Mueler and Stratmann 1994). This hypothes's
predicts that spending restrictions diminish the accumulation of brand name capitd for new generations

® Court-ordered changes in contribution limits are an alternative measure for contribution law
changes. Unfortunately, since these court decisions occurred primarily in the late 1990s, they do not provide
enough data points to perform an empirical analysis. Our Lexis search found only five states where existing
contribution limits were overturned and four of those rulings occurred after 1998.



of incumbents, while older generations of incumbents can maintain their brand name stock at lower
levels of spending. We predict that the new law leads to alarger decrease in the vote share for new
incumbents than for old incumbents.

Secondly, we use an indrumenta variable procedure for the amount limit on contributions from
individuas. In one two-stage least square regression we use the size of the state Assembly legidative
mgority, measured as the absolute difference in the number of seats between the Democrat and
Republican party, asindruments. States differ in the size of their legidatures. For example, in 2000,
Pennsylvania s Assembly seated 203 legidators and Indiana's Assembly seeted 100 legidators. Thus
the difference in the number of seets between the mgjority party and minority party may differ across
two States even though their share of seatsisthe samein each legidature. The ingrument isvdid if it is
correlated with contribution laws but uncorrelated with the error term in the second stage. With respect
to the firgt requirement, our model suggeststhat if aparty has alarge mgority in the state legidature,
then this party is drawing from alarger pool o high qudity candidates than the opposition party. Having
many high quaity candidates, the mgority party has an incentive to vote for rdlaxed limits so that it can
better advertise that it has high qudity candidates. Thus we predict that the Size of the mgority is
positively correlated with higher contribution limit amounts. With repect to the second requirement
thereislittle reason to believe that the Sze of the mgority in the legidature is corrdated with the margin
of victory inindividud races. Even if one party were to obtain al the sets, this would not alow any
deduction regarding the size of the margins of victory of the winning candidates. Furthermore, the
difference in seetsis not only determined by the fraction of races won by each party, but by the size of
the legidature as well. Thus we use the Sze of the legidative mgority as one of our insruments for
contribution regtrictions. We measure the mgority size as the absol ute difference between the seats held
by Democrats and Republicansin the state Assembly.

Our second instrument is motivated by the recent discussion of federd campaign finance lawsin
which Democratic Assembly and Senate leeders favored stricter campaign finance limitswhile
Republican leaders opposed them. Ou second instrumenta variable gpproach includes three variables.
One variable measures whether Democrats had a mgority in the state Assembly, a second variable
measures the share of Democratic seats in the state Assembly, and athird variable is an interaction
between the first two. The reason we use these three variables is that Democrats may favor limits when
they are the minority, but may oppose limits when they are the mgority. Thus, including the share of the
Democrétic seatsin the Assembly and an interaction term will dlow for such a strategy. Furthermore,
including these varigbles will dlow usto test for overidentifying restrictions.

Severd other variables may affect the competitiveness of Sate racesaswel. For example,
dates differ with respect to politicd traditions and outcomes. Thus, roughly similar regulatory regimes
may produce dissmilar results due to differencesin the political culture in those sates. Thisandysis
takesinto account the differencesin politica traditions across states via Sate indicator variables.

Another confounding factor may be redistricting, which occurred for the 1982 and 1992
elections. Redigricting decisons may determine which states have more competitive racesin the
decade following redidricting. This causes a problem in the andysis only if redidricting interacts
sysemdicaly with the tightening of campaign finance laws, which isunlikely. We capture the effect of
redigricting in two ways. Fird, the eection year indicators dlow for the national increase or decreasein



district competitiveness that is associated with redigtricting. Second, the state indicators alow for the
possibility that some states are more rigorous in their redigtricting decisons, resulting in more
competitive races. Inasubset of our estimates we are employing digtrict fixed effects. Since we were
unable to identify which assembly digtricts changed their shapein 1992, our didtrict fixed effects are
based on ditrict boundaries in the 1980s.

Theinterpretation of the CFLAW varigble is problematic if, in response to Sricter limitson
contributions, politica parties recruit more chalengers. In that case, the eection is more competitive
after passage of the limit, but the competitivenessis caused not by less spending but rather by dtered
party behavior. Therefore we control for the number of challengersin some of our regresson
specifications.

In the 1990s, campaign finance innovations emerged including independent expenditures, party
soft money, and leadership funds. Though these activities are prominent at the federd leve, they are
lessimportant in state Assembly legidative races. To the extent that these activities exist as subgtitutes
for atightening of campaign finance regulation, they would make it more difficult for usto find an effect
of campaign finance laws on eection outcomes. We will capture the nationd trend in these activities via
year indicators.

Some groups, for example PACs, may circumvent limits by supporting their candidates in
dternative ways, such as issue advertissments. Although this may be an issue a the federd level, PACs
run issue ads in few gtate Assembly didricts. PACs undertaking activities to offset existing regulaions
imply that the estimated effect will be attenuated. The fact that PACs may undertake such activities
condtitutes an omitted variable problem, but we can obtain consistent coefficients with our two-stage
least square methods.

V. Data | ssues

We obtained data on generd electionsin state Assembly single member districts from the Inter-
University Consortium for Political and Socia Research (ICPSR) for 1980-1989 and 1993-1994.°
We obtained the state data for the 1990-1992 and 1995-2001 years from each stat€' s Elections
Divison or its State Board of Elections. We focus on single member digtricts snce over 80 percent of
dl gate legidators are eected to these didricts. Since a the federd level dl Assembly digtricts are
single member digtricts, the focus on single member didtricts dso makes it easier to transfer knowledge
from the state to the federal level.™

Our source for the campaign finance laws is the biannua publication, Campaign Finance
Law.™ In Table A1 of the gppendix we report which states limited individual, PAC, union, corporate,

® We had to make some corrections to the ICPSR data set since some of its organization was not
suitable for thiswork. For example, in some states, some candidates appeared twice as running for the same
district and we combined those records. We spot-checked and found no mistakes in the remaining data.

1% |n some states and districts competition for the legislative seats occurs primarily at the party level
and, thus, in the primary election rather than in the general election. In this case it is advantageous to study
primaries. |CPSR provides primary data only for southern states and for alimited time period. Though a data
collection effort to supplement ICPSR data is clearly important, it is beyond the scope of this study.

! This publication started biannually in 1984 and we obtained all law data from 1984 onwards from



or party contributions for state Assembly candidates and which states did not. If a Sate switched from
one regime to another, we report the first election year for when the new contribution law applied?
Table Al showsthat ardatively large number of states changed their campaign finance lawsin the
1980s and 1990s. For example, the number of states regulating individua contributions has been
deadily rigng from twenty-two states in 1980 to thirty-four statesin 2001. There dso hasbeen a
amilar pattern for PAC, corporate, union and party contributions.

Individua contributions account for the vast mgority of total contributions. When candidates
sources of funds are categorized into “parties,” “PACs” “public funding,” “sdf,” and “others induding
individuas,” in Idaho over 90 percent of the funding sources are from the “ others including individuas’
category (Mdhbin and Gais, 1998 p.154ff). This category includes individua contributions by, for
instance, CEOs of corporations and labor leaders, but not direct contributions from corporations or
labor organizations. The state with one of the lowest percentages in this category is Minnesota, but
even there this category amounts to gpproximately 45 percent of dl funding sources (Mabin and Gais,
1998 p.154ff). Party contributions condtitute only a smal percentage of candidate funding (Gierzynski
and Breaux 1991), while the contribution pattern in states examined by Mabin and Gais (1998) showed
that in no state did corporate, labor and politica action committee contributions together amount to
more than thirty percent of al contributions (Mabin and Gais, 1998 p.154ff). Therefore, in some of our
regressions, we focus on individua contribution regulations since these contributions are quantitatively
the most important in Sate eections. 1n other regressions we employ the aforementioned index of
whether a gate has limits on contributions from individuas, PACs, corporations, unions, or parties.

Table 1 shows the proportion of states that have enacted contribution restrictions on campaign
contribution for individuas, PACs, corporations, unions, and parties and shows that these redtrictions
are highly positivey corrdated, suggesting that when states limit individua contributions, they tend to put
limits on PAC and other contributions a the same time™® For example, the correlation coefficient
between limited individua and PAC giving is 0.81, and between laws that limit union and corporate
contributionsiit is 0.75. The high correlation coefficients suggest that when states implement limits, they
implement limits for most categories of giving. Thus, if we wereto include dl lawsin one regresson
equation, the regresson may not be able to precisely identify the margind effect of each category, and
the estimation results may be imprecise due to co-linearity. Therefore, we will andyze the effect of
restrictions with an index.™* When examining the effects of contribution limit amounts, we will focus on

this Campaign Finance Law publication The precursor was of this publication was Campaign Finance Law
1981. We obtained data for 1980 from this source. For 1982, we consulted the all state statues, and
determined whether laws changed from unlimited contributions to limited contributions between 1980 and
1982. All law changes are illustrated in the Table Al.

12 We compared the classifications in Campaign Finance Law to the classification in Malbin and Gais
(1998) who shared their law data with us, and found a large overlap. In two cases (Georgia and Ohio) the
sources provided different information as to whether alimit was implemented and in those cases we
consulted the state statutes.

* A similar picture emerges when one examines the contribution limit amounts.

In Table Al of the appendix we report which states had limited and unlimited contributions for
each type of law and when the law was changed.



limitson individud giving, given that these limits are by far the quantitatively most important source of
contributions in state Assembly races.

Our data set includes forty-five of thefifty sates. Since the empirical analysis focuses on single
member digtricts, Arizona, New Jersey, and North Dakota are omitted from this data set because adl of
their sate legidators run in multi-member digtricts. Nebraskais omitted because its elections are
staggered. Louisanais omitted sSnceits relevant competition occursin primaries, and sometimes there
isno generd election depending on the outcome of the primary.*®

Assuming that contribution limits affect the amount of campaign expenditures, contribution limits
have a direct effect on vote shares. There is some evidence that stricter contribution limits lead to lower
expenditures. Hogan (2000), for example, documents that state campaign contribution restrictions
reduced spending in the 1994 date legidative races. Additionaly, we corrdaed campaign spending per
candidate, collected by the National Institute on Money in State Politics, with 1998 state
contribution restrictions and found less spending in states with sricter contribution limits, lending further
upport to the daim that limits are binding and that relaxed limits lead to grester spending.

V. Reaults

Table 2 presents the means and standard deviations of the variables employed in the two
samples of the andyss. One sample contains only races where one of the candidates is an incumbent
(Table 2, column 1). The other sample includes dl races (Table 2, column 2). The table shows that
between 1980 and 2001, fifty-9x percent of the district races are subject to individua contribution
limits

We created a“ pre-limit incumbent” variable. For individud contribution limitsthis * pre-limit
incumbent” variable equas zero in the years of unrestricted contributions from individuas, and equals
one after implementation of the contribution limit law for those legidators who were a member of the
sate Assembly before the contribution restrictions were passed. For example, for individua contribution
limits, this varidble equas onein six percent of the didtrict races (Table 2, column 1). We will include
this variable in some regression specifications to address one of the endogeneity concerns and to test
whether restrictions effects differ across incumbent cohorts.

The variable " contribution limit amount” is measured in thousands of 1998 dollars and has fewer
observations than the contribution limit indicator variable because some states do not have a
contribution limit. In states with limits, the average contribution limit per district race is $3,200. The
average incumbent vote share is seventy-eight percent, indicating that incumbents tend to win by
overwhedming margins. The margin of victory variable measures the difference in the vote share
obtained by the winning candidate and the runner up. On average there are 1.8 candidates per race for
asegt in the state Assembly. In our data set incumbents are uncontested in gpproximatdly thirty-five
percent of al races.

15 Also, we could not collect data for the 1990 election in Alabama and the 1990 and 1992 elections in
Tennessee.
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Table 3 shows the corrdation matrix for the main variables used in the regression equations. The
raw correaions indicate that dections are closer in ates with contribution restrictions on individuas
and that incumbents receive lower vote shares when these limits are in place® Higher individudl
contribution limit amounts are associated with less close dections, larger incumbent vote shares, and
fewer candidates running for office. Clearly, these corrdations are only suggestive. We next etimate a
gatisticd model that examines whether a causal connection can be established between campaign
finance laws and € ection outcomes.

Table 4 shows the estimation result corresponding to equations (1) and (2). In these
regressions, the dependent variable is the margin of victory in raceswith incumbents. In our sample over
ninety-five percent of the incumbents win regdection, thus the dependent variable is essentidly the
incumbent’ s margin of victory.™” The firgt regression indudes the individua contribution law indicator
and state and year fixed effects (Table 4, column 1). We add the pre-limit incumbency varigble to the
second regression (Table 4, column 2). In these regressions the CFLAW coefficient measures the effect
of the contribution limit for those legidators who were not present when the law was passed. One
potentia concern with the first two specificationsis that contribution restrictions may draw more
candidates into races and that the estimates on the CFLAW coefficients are due to alarger number of
candidates when the redtrictions are in place. Thus, in the third specification we control for the number
of candidates (Table 4, column 3). As mentioned earlier, we also constructed a campaign contribution
limit index that combines dl five contribution laws. The estimation results that use the three
specifications just described but subgtitute the index for the law on individua giving arein Table 4,
columns 9, 10, and 11.

In Table 4 the coefficients for contribution restrictions have the anticipated negative sgns. For
example, changing the law from having no limits on contributions from individuas to having limits leeds
to areduction in the incumbent vote share between 3.3 and 6.0 percentage points.

In al specifications the pre limit incumbent coefficient takes the opposite sgn of the contribution
law varigbles, indicating that the incumbents who passed the limited contribution law are less affected by
the law than those who became incumbents after its passage.”® For example, the coefficientsin column
2 imply that the margin of victory of pre limit incumbents narrows by 3.5 percentage points after
passage of the individud contribution limit, while the margin of victory of future incumbent generations
narrows by over Six percentage points. This differenceis satisticaly different from zero. Thus, we
conclude that contribution limits reduce the vote shares of dl incumbents, but they reduce the vote
shares of future incumbent generations more than they reduce the vote shares of those incumbents who

passed the law."

'® The correlation coefficient between the closeness of the election and on whether there are limited
PAC contributions, union contributions, and party contributions is also negative and statistically significant,
whereas the correlation coefficient is positive for corporate contributions limits.

7 When we estimate these models with only incumbents who won the election, the estimation results
are very similar to those reported in Table 4.

'8 This findi ng is also consistent with the hypothesis that low quality incumbents get defeated, so the
remaining incumbents have a higher margin of victory.

19 An alternative explanation of this result is that only high quality incumbents decide to run for
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Contralling for the number of candidates reduces the magnitudes of the contribution limit
coefficients, but the coefficients remain negetive and satisticaly sgnificant (Table 4, column 3).
Furthermore, we continue to find a differentia effect of the limits for new incumbents and incumbents
who passed the law. The contribution limit coefficients are smaller in the third specification than in the
second specification because the number of candidates varigble is correlated with contribution limits
(Table 3). The size of the number of candidates coefficient indicates that one more candidate reduces
the margin of victory by about thirty-nine percentage points, which appears large, but is primarily driven
by the fact that a previoudy uncontested incumbent has a chalenger from a main opposition party who
draws alarge number of votes® %

We ds0 estimated the same st of regressonsin Table 4 with the incumbents' vote share asthe
dependent variable (not reported in the Tables). The sSgnificance levels are Smilar to those reported in
Table 4, and as one would expect when arace involves only two candidates, the Size of the coefficients
on the contribution laws in the incumbents' vote share regressionsis haf of what it isin the margin of
victory regressons. Thisis due to the fact that almost dl races are two candidate races, and when the
margin of victory is reduced by ten percentage points, the incumbents vote share typicdly fals by five
percentage points.

When employing the contribution law index variable in our regressons (Table 4, columns 9, 10,
11), using the same specifications as for the individua contribution law variable, we find smilar results as
those discussed previowdy. We aso estimated the regressions by employing didtrict fixed effects (Table
4, column 4, 5, 12, 13). The magnitudes of the coefficients on contribution limits are dightly reduced
when we include didtrict fixed effects and the point estimates remain datiticaly sgnificant. Not
surprisingly these effects account for over eighteen percent of the variation in the data, asindicated by
the increase in the R- squared from columns 2 to 4. To test whether our results are robust with respect
to the indusion of thelagged margin of victory of the incumbent, we included thisvariable in Table 4,
columns 6, 7, 14 and 15. Inthese regressons al point estimates on contribution limits have the
anticipated negdtive Sgn and are gatigticaly sgnificant at the ten percent level in three out of four cases.
Findly, we eliminated the uncontested races and estimated the regression for the contested races only in
Table 4 column 8, which shows that the estimates are robust in this restricted sample.

Table 5 substitutes the individud dollar contribution limit variable for the campaign contribution
limit indicators, controlling for number of candidates and previousmargin of victory. Incolumns 1 and 2
we find that a higher dollar contribution limit leads to an increase in the margin of victory of the race,
athough the OL S point estimates are not satidicaly sgnificant. In columns 3 and 4 we include an

reelection, while low quality incumbents do not.

20 \When we use a logistic transformation of our dependent variable, our qualitative and quantitative
results are similar to those reported in the table.

% We examined whether our results are sensitive to the inclusion of time-varying state
characteristics. We added state income per capita, income per capita squared, population and population
squared, the proportion of the population aged 65 and over, the proportion of the population 18 and under,
and proportion of the black population to our regressions and found the estimation results on our contribution
limit variables both quantitatively and qualitatively very similar to the results reported in the tables.
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indicator for whether a state has limits and its interaction with the dollar limit anount.”> Columns 3 and
4 show that dection margins are Sgnificantly lower in states with limits and that the looser the dollar
limit, the wider the margin.

One potentia concern with these estimates is that the contribution limit is endogenous because
omitted variables may smultaneoudy affect vote shares and the contribution limit amount. Columns5to
10 of Table 5 address this concern by estimating 2SL S regressions. Columns 5 and 6 use the Sze of
the Assembly mgority, measured as the absolute difference in the number of sests between the
Democrat and Republican party as the instrument, whereas columns 7 to 10 use Democrat control
variables, both with state and digtrict fixed effects®  The corresponding first stages are shown in Table
A2 of the appendix. The first sage regressons that use Democrat control variables show that
Democrats favor tighter limits, but only if they are the minority or have adim mgority. The regresson
results imply that Democrats favor more generous limits when they have amgority exceeding about
fifty-five percent.

Theregressonsin Table 5 show that our previous results are robust when we use 29L.S
methods. Five out of sx esimated coefficients on the contribution amounts are Satisticaly sgnificant a
the five percent levd. In most specifications, the contribution limit coefficients more than double in Sze
when compared to the OL S estimates. That the OL S coefficient is biased downwards is consistent wit
the previoudy discussed hypothesis that voters press for tighter limits when eections become less
competitive, which may be the result of an increased incumbency advantage. When controlling for the
number of candidates in the race, reducing the limit from $3,000 to $2,000 lowers the mergin of victory
by four percentage points (Table 5 column 5). Given that regressons 7to 10 in Table 5 use severd
ingruments, we can test for overidentifying restrictions. Those tests support the hypothesis that the
Democrat control varigbles are vaid indruments. The last two columns of Table 5 estimate 2SS
regressions with district fixed effects and lagged margin of victory. °

Whether the estimated effects of contribution limits are large has to be evauated with the
understanding that the average contribution limit in this sample is about $3,200 and that the average
incumbent receives over seventy five percent of the popular vote. Thus, even significantly reducing an
exiging $3,000 limit will not put the averageincumbent into acloserace. Although stricter limits

%2 The specification used is b;CFLAW + b,CFLAW* (dollar limit), where CFLAW is an indicator that
equals one when there are contribution limits, asin Table 4. The dollar limit is coded so that in states without
limits, the interaction term equals zero.

23 We also examined two other instruments, such as the size of the Assembly majority measured as
the percentage difference in the number of seats, and the presidential two-party vote for each state. In both
cases our results were similar to those reported in this paper.

24 We do not report the first stages of some of the subsequent 2SL'S regressions since they are very
similar to those reported in the Appendix.

?® We obtain similar results at higher levels of statistical significance when we omit the state effects
from the regression eguations. These findings and the findings discussed in the next tables are robust with
respect to the exclusion of state indicators.
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increase the competitiveness of dections, their overal effect on incumbent turnover ratesis rather
limited®®

Asnoted previoudy, in our sample, 95 percent of the incumbents win the dections. By
examining the vote shares obtained by winning incumbents, we ca culated how many incumbents would
have lost if the contribution limit were reduced by $2,000. Our point estimate implies that this would
lead to a narrowing of the margin of victory by approximately seven percent (Table 5, column 7). When
aoplying this esimate we find thet gpproximately five percent of dl winning incumbents would have lost
the generd dection if contribution limits were curtailed by $2,000.

Table 6 addresses the impact of contribution limits on incumbent’ s victory or defeat. The
dependent variable in these regressions equals one if the incumbent won the eection and zero otherwise.
We edtimate conditiond logit modes with district and year effects, contralling for number of candidates.

Individua contribution limits reduce the incumbent’ s probability of winning, but the coefficient is
datigticaly insgnificant (column 1). However, the contribution limit index reduces that probability with a
ten percent significance level (column 2). Columns 3 and 4 include dollar contribution limits. The sum
of these results indicates that even if contribution limits reduce incumbent’ s margins, they only barely
produce incumbent defeats. The biggest threat to incumbents is increased entry into the eectord race,
asindicated by the negative and datistically sgnificant coefficient on the number of candidates.

In Table 7 we examine both races with incumbents and open seat races and the dependent
vaigble isthe margin of victory of the winne—and not the margin of the digtrict election asin Tables 4
and 5. We continue to find that the introduction of contribution limits for individuas reduces the margin
of victory and affects the incumbent generation responsible for passing the law less than it affects
subsequent incumbent generations (Table 7, columns 1 to 4). We find smilar resultsfor the contribution
limit index (columns 5 and 6).

Facing contribution limits, incumbents may decide not to run for reglection because limits reduce
their competitive advantage. Such decisions, of course, generate open seats. Thus, to some extent open
sedts are induced by tighter limits, which explains why the Sze of the limit coefficient gets smaller when
the open seat varidble isincluded (Table 7 columns 2, 4 and 6). Smilarly, the finding that the
contribution limit coefficient is getting smdler when the number of candidates is included may be due to
the high correation between these variables (see Table 3). To the extent that limits cause more
candidates to enter the race, the magnitude of the contribution limit coefficient is understated when the
number of candidatesisincluded in the regresson equation. Table 7 shows that open seats eections
are more competitive, even when controlling for the number of candidates?’

%% Because the rel ationship between dollar contribution limits and vote shares may be nonlinear, we
added the squared contribution amount to models 3 and 4 of Table 5. The results showed some evidence that,
conditional on having limits, looser limits increase margins of victory at a decreasing rate, which reaches a
maximum at about ten thousand dollars. In our sample, six states had limits higher than $10,000.

2" We also examined the impact of restrictions in open races only. If limits restrict the brand name
development of incumbents, one would expect limits to reduce the margin of victory in races with
incumbents, but not in races with open seats. We ran regressions specifications as in Table 4 for open seat
races and did not find that limits reduce the margin of victory in open seat races.
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Thelagt four columnsin Table 7 subgtitute the individua contribution limit amount for the
contribution limit indicator variable. More regtrictions on giving lead to closer dections, both inthe OLS
and 2SS specifications. We find that a tightening of contribution limits by $1,000 makes election closer
by three percent (Table 7, column 8 and 9). As before, we can not regject the null hypothesis for
overidentifying restrictions, which supports the vaidity of our instruments.

Our data do not dlow for discriminating between the hypothesis that limitslead to closer
elections, because they reduce the amount of information that high quality candidates can get to voters,
and the hypothesis that limits lead to closer eections because they curtail the incumbency advantage.
However, while the candidate quaity model does not offer predictions regarding the number of
candidates entering the race, the hypothesis that limits reduce the incumbency advantage implies that
incumbents will face more chalengers when contribution limits arein place. Thisissueis addressed in
Table 8.

Table 8 examines whether the number of candidates is positively or negetively related to
campaign contribution regtrictions. Excluding the open seet variable, we find that individud limits lead to
a0.11 increase in the number of candidates in digtrict eections. However, we find that there isno
increase in competition for legidators who passed the contribution limit law (Table 8, column 1 and 3).
Using the contribution limit index varigble we find smilar results regardless of whether we exclude the
open seat varigble. The OL S results for contribution limit amounts do not support the previous findings
that stricter limits draw extra candidates into eections. The corresponding 2SLS point estimates are
sgnificant and Smilar regardless of whether we use the Assembly mgjority or democratic control
ingruments. The largest 2SS estimate suggests an increase by 0.1 candidates for a $1,000 reduction
in an individud contribution limit.

V1. How do limits alter the competitiveness of elections?

The findingsin this paper establish that contribution limits lead to closer dections, and the results
are conggtent with both the hypothesis theat limits hurt high-qudity incumbents and the brand name
hypothesis. However, the results do not shed light on the underlying mechanism.  Limits may be
associated with more competitive chalengers because limits curtail incumbents fundraising ability or
high qudity incumbent’ ability to raise funds. However, it is possible that contribution limits do not affect
campaign contribution patterns at dl, and that limits may be linked to other mechanisms causing closer
elections.

The hypothess that contribution limits hurt high quality candidates implies that contribution limits
lead to fewer contributions to incumbents (assuming incumbents are high qudity, on average) andto a
smaller contribution gap between incumbents and chalengers (assuming chalengers are low qudlity, on
average). Thus, the hypothesisimpliesthat the gep is caused by lower contributions to incumbents, not
by higher contributionsto chdlengers. The hypothesis that contribution limits reduces the incumbents
fundraising advantage aso implies that incumbents receive fewer contributions.

To test for these implications, we collected campaign contribution datafor main party
incumbents and main party challengers for the 1998 state Assembly elections.?® Firgt, we test whether

%8 The source of these data is the National Institute on Money in State Politics. These data are
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the share of incumbent contributions as a share of total contributionsis lower in states with stricter
contributionlimits. We find that the share of incumbent contributions is lower in Sates with stricter
contribution limits? The point estimate on the contribution limit index coefficient has a negative sign and
isgdidicdly sgnificant at the seven percent level, indicating that when states switch from no limitsto
having limits on dl five types of contribution sources, incumbents share of total contributionsin an
electora raceislowered by six percent (the mean incumbent contribution share is seventy-seven
percent). To determine whether this finding is generated by increased challenger contributions or by
lower incumbent contributions we estimate two regressions with either incumbent or chalengers
contributions as the dependent variable. We find that challenger contributions do not differ between
gtates with an without limits, but that contributions to incumbent are lower in states with limits and thet
the associated point esimate is satisticaly significant at the Six percent level.® Findly, we examine the
dollar gap in contributions between incumbent and challengers and find that the contribution gap
narrows with gtricter limits.

Clearly, the results have to be interpreted with caution, as they do not slem from a pane
andysis but from a cross-section. However, they do suggest that contribution limits lead to changes
contribution patters and these changes in patters are congstent with the mechanism described in models
predicting that limits lead to more competitive eections.

V1. Conclusion

We exami ned whether and how campaign finance laws affect incumbent vote shares, closeness
of eections, and the number of candidatesin an dection. We focused on state Sngle member didtricts
between 1980 and 2001 and found support for models that predict that contribution limits narrow the
margin of victory of incumbents. Our results show that the introduction of contribution limits decreases
the margin of victory, which in turn increases the cdloseness of dections. Tightening aready existing
contribution limits makes races closer and reduces the incumbency advantage. Our estimates imply that
the introduction of contribution limits increases the closeness of an eection for races with incumbents by
up to six percentage points (Table 4, column 2 and 4). In our incumbent sample of about 36,000
digtrict dections, afew more than 1,400 incumbents won with a margin of victory of lessthan sx
percent. These numbers indicate that the enactment or tightening of campaign finance laws does not
lead to alarge increase in incumbent turnover. These estimates also suggest that the recent increasein
federd individua contribution limits, brought by the Bipartisan Campaign Reform Act of 2002 is most
likely to benefit incumbents at the expense of chalengers.

However, these effects of contribution restrictions are smaller for the legidators who passed
contribution limits. When incumbent legidators decide to let inflation erode limits or to pass legidation
curtalling contribution limits, they do so without significantly reducing their expected vote shares.
However, contribution limits do reduce the vote shares of future incumbent generations. Contribution

available only for recent years. We collected data for thirty-eight states.

%% | these regressions we allow for clustering of observations by state and include state population
and state income as control variables. The number of observations in these regressionsis 1,618.

% When we substitute the individual contribution limit variable for the contribution index we find the
same signs on the limit variable, but lower levels of statistical significance.
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limits increase the number of candidatesin dections, but again this effect holds primarily for future
incumbent generations, legidators who passthislegidation are not subject to increased competition.

These results indicate that contribution limits are not incumbency protection devices but that
limits lower incumbents margins at the polls. These findings support the models that predict that limits
make elections more competitive. We have dso shown that limits increase the number of candidatesin
electora races. Thisfinding lends support to the hypothess that limits reduce the incumbency
advantage. Our results from a cross- section of campaign contributions to candidates suggest that limits
indeed weaken the incumbent’ s fundraising ability and that they help the chalenger because the
incumbents collect fewer funds. Further test for the mechanisms that determines how limits dter eection
outcomes is clearly an interesting issue for future research.
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TABLE 1
Corrdation Matrix of State Contribution limits

Individua PAC Corporation ~ Union Mean

contribution  contribution  contribution  contribution  (Std. Dev.)

limit limit limit limit
Individua 0.5921
contribution limit (0.4920)
PAC contribution 0.8096 0.4979
limit (<0.001) (0.5005)
Corporation 0.7290 0.5996 0.7218
contribution limit (0.1783) (<0.001) (0.4486)
Union contribution 0.7880 0.7792 0.7448 0.5900
limit (<0.001) (<0.001) (<0.001) (0.4924)
Party contribution 0.4909 0.6170 0.3606 0.4932 0.2741
limit (<0.001) (<0.001) (<0.001) (<0.001) (0.4465)

Notes P-values are below the Pearson correlation coefficients. The contribution limit variables equal oneif the
state limits contributions and zero otherwise. With the exception of Alabama, Maryland, and Mississippi who
havefour-year election cyclesto the state House, the unit of observation iswhether a contribution limit law
applied for atwo-year election cycle to state Houses between 1980 and 2001. Correlations are based on the 45
statesin the sample. As explained in the text, Arizona, Louisiana, Nebraska, North Dakota, and New Jersey are
excluded from thissample. N =478,



TABLE 2
Means and Standard Deviations

Incumbent

All R
Sample a0es
Individual contribution limit = 1, O otherwise 0.562 0.564
(0.496) (0.496)
Pre-limit Incumbent in years after limit became 0.060 0.048
law = 1, O otherwise (0.237) (0.213)
Contribution limit index ® 2660 2674
(2.009) (2.017)
Pre-limit Incumbent in years after limits became 0.388 0.310
law (index) (1.124) (1.016)
Individua contribution limit amount, in 1998 3.227 3.223
thousands of dollars” (3.153) (3.184)
Incumbent’ s vote share 78.202 )
(19.78) -
Margin of victory for the winning candidate 57.80 54.22
(37.65) (38.04)
Previous margin of victory for incumbent 60.75 -
candidate ° (36.640) -
Open seat = 1, 0 otherwise i 0.202
- (0.401)
Number of candidates per district 1.761 1.806
(0.684) (0.690)
Number of observations 35,998 45,084

Notes:
a. Index isthe sum of dummy variables for whether individuals, corporations, unions, PACs,
and political partiesface contribution limits.

b. Based on 20,213 observationsin the first column, and 25,466 in the second one.
c. Based on 24,116 observations



TABLE 3
Corrdation Matrix

Contribution Contribution

limit for (_Zor_ltr_i bution limit amount Incumbent's Mergin of Number of
individuals limit index for_ _ vote share victory candidates
individuals
Contribution limit index 0.8936
(<0.001)
Contribution limit amount na -0.2756
(<0.001)
Incumbent's vote share -0.0185 -0.0199 0.1177
(<0.001) (<0.001) (<0.001)
Margin of victory -0.0169 -0.0207 0.1241 0.9857
(<0.001) (<0.001) (<0.001) (<0.001)
Number of candidates -0.0095 -0.0531 -0.0589 -0.7003 -0.6897
(0.0436) (<0.001) (<0.001) (<0.001) (<0.001)
Open seat 0.0135 0.0152 -0.002 -0.1742 -0.1875 0.1291
(0.0043) (0.0012) (0.7456) (<0.001) (<0.001) (<0.001)

Notes: P-values are below the Pearson correlation coefficients. N = 45,084 with the exception of the correlation
coefficients that involve the contribution limit amount. In that case N = 25,466.



TABLE 4

Effects of Campaign Finance Restrictions on VoteMar gins: Raceswith Incumbents
Standard errors below coefficient estimates

1) (2) ©)] 4 ) (6) (7) (8)

Contribution limit for individuals =1, 0 -4.413 -6.024 -3.29 -5.737 -3.603  -3.606 -1.508  -9.258
otherwise [1.494] [1.793] [1.744] [1.954] [L766] [1.732] [1.639] [2.468]
Pre-limit incumbent in years after limit 2.509 1.759 2.443 1.706 -0.036 0.328 3.625
became law =1, 0 o.w. [1.359] [1.123] [1.752] [1.339] [1.362] [1.211] [1.654]
Number of candidates -39.26 -37.001 -37.567

[2.108] [2.189] [2.079]

. . : 0.373 0.227
Previous margin of victory
[0.008] [0.012]

Includes year effects Yes Yes Yes Yes Yes Yes Yes Yes
Includes state/district effects State State State District* District* State State State
Period / sample 19802001 1980-2001 19802001 19802001 19802001 1982-2001 1982-2001 fa‘égtse;‘fg
Observations 35998 35998 35998 35998 35998 24,116 24,116 23,087
Adjusted-R? 0.15 0.15 0.55 0.33 0.64 0.27 0.61 0.16

Notes: Table continues on the next page.



TABLE 4 continued

9) (10) (11) (12) (13) (14 (15)
Contribution limit index -0.885 -1.557 -1.094 -1.393 -0.961 -0.709 -0.739
[0.342] [0.389] [0.387] [0.416] [0.395] [0.378] [0.357]
Pre-limit incumbent in years after limit 1.06 0.677 0.808 0.545 0.083 0.29
became law =1, 0 o.w. [0.297] [0.251] [0.351] [0.301] [0.310] [0.272]
Nurmber of candidates -39.257 -37.001 -37.575
[2.108] [2.189] [2.078]
. ) . 0.373 0.226
Previous margin of victory
[0.008] [0.012]
Includes year effects Yes Yes Yes Yes Yes Yes Yes
Includes state/district effects State State State District* District* State State
Period / sample 1980-2001 19802001  1980-2001  1980-2001  1980-2001  1982-2001  1982-2001
Observations 35,998 35,998 35,998 35,998 35,998 24,116 24,116
Adjusted-R? 0.15 0.15 0.55 0.33 0.64 0.27 0.61

Notes: *Didtrict fixed effects subsume state effects. Standard errors are clustered by state-year in al regressions.



Raceswith Incumbents

TABLE 5
Effects of Individual Contribution Limit Amountson theMargin of Victory:

Standard errors below coefficient estimates

1) &) (3) (4) ©) (6) (7) (8) 9 (10)
OoLS OLS OLS OLS 2SLS 2SLS 2SLS 2SLS 2SLS 2S8LS
Contribution limit amount for  0.425 0.376 0.662 0.562 4.037 1.985 3.403 1.567 4.487 3.36
individuals [0.263] [0.295] [0.240] [0.256] [1.842] [0.853] [1.455] [0.880] [0.542] [0.583]
. . . 0.24 0.226 0.239 0.239 0.061
Previous margin of victory [0.019] [0.012] [0.019] [0.019] [0.007]
- L -4599 -3.324
Individua limit exists=1 [1.792] [L721]
Number of candidates -39.426 -36.497 -39.266 -37.58 -39.387 -36.488  -39.394 -36.49 -36.752 -36.696
[3.494] [3.342] [2.107] [2.079] [3.493] [3.344] [3.494] [3.344] [0.322] [0.387]
Includes year effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Includes state/district effects State State State State State State State State District*  District*
Sizeof Sizeof Democrat Democrat Democrat Democrat
Instruments - - - House House control control control control
Majority ~ Maority  variables varigbles variables variables
Observations 20,213 13,665 35998 24,116 20,213 13,665 20,213 13,665 20,213 13,665
Adjusted- R? 0.55 0.61 0.55 0.61 0.54 0.61 0.55 0.61 0.43 0.47

Notes: *District fixed effects subsume state effects. Standard errors are clustered by state-year in al regressions.



TABLE 6
Effects of Campaign Finance Restrictions on Incumbent Victory
Standard errors below coefficient estimates

(1) (2) (3) (4)
T o _ . -0.161 -0.226
Contribution limit for individuals = 1, O otherwise [0.136] [0.170]
o -0.054
Contribution limit index [0.029]
T . 0.041 0.019
Contribution limit amount for individuals [0.033] [0.028]
. -1.115 -1.114 -1.02 -1.114
N f
umber of candidates [0.075] [0.075] [0.123] [0.075]
Includes year effects Yes Yes Yes Yes
Includes district effects Yes Yes Yes Yes
Observations 10,713 10,713 5,732 10,713
Log likelihood -2,989 -2,988 -1,676 -2,988
Pseudo R2 0.096 0.096 0.082 0.096

Notes: Conditional logit estimates with robust standard errors. The dependent variable equal s one when theincumbent wins, and
zero otherwise.



TABLE 7

Effects of Campaign Finance Restrictions on the Margin of Victory: All Races

Standard errors below coefficient estimates

1) @) (3) (4) (5) (6) (7) (8) C) (10)
OoLS oLs oLSs OoLS oLs oLS OLS 28LS 29SS 2SS
Contribution limit for individuals = 1 3301 -1426 -4.345  -2.229
[1.610] [1.626] [1.704] [1.702]
Pre-limit incumbent in years after limit 4406 0673 5111 0.957
became law = 1 [0.959] [0.979] [1.195] [1.217]
Contribution limit index -1.054 - -0.557
[0.357] [0.353]
Pre-limit incumbent in years after limit 1347 0.336
became law = 1 [0.230] [0.210]
Contribution limit amount for individuals 0393 3157 2629  3.1%2
[0.253] [1.441] [1.167] [0.468]
_ -10.137 -10.321 -10.051 -9.574 -9.548 -9.553 -9.746
Openseat =1
[0.583] [0.580] [0.571] [0.911] [0.909] [0.908] [0.386]
. -38415 -374 -36.499 -35.352 -38.378 -37.398 -38.284 -38.237 -38.246 -36.057
Number of candidates
[1.823] [1.820] [1.877] [1.868] [1.825] [1.821] [2.921] [2.921] [2.922] [0.279]
Includes year effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Includes state/district effects State State District* District*  State State State State State  District*
Observations 43,208 43,208 43,208 43,208 43,208 43,208 24,344 24,344 24,344 24,344
Adjusted-R2 0.55 0.56 0.63 0.64 0.55 0.56 0.57 0.56 0.56 0.53

Notes: *District fixed effects subsume state effects. Standard errors are clustered by state-year in all regressions, except in column 10.
Instruments: Column 8 uses size of House mgjority; and columns 9 and 10 use Democrat control variables;



TABLE 8
Effects of Campaign Finance Restrictions on the
Number of Candidatesin All Races
Standard errors below coefficient estimates

() 2 (©) (4) (©) (6) ) (8) 9 (10)

OoLS oLS OoLS OoLS OoLS oLS oLS 28LS 2SLS 28LS
Contribution limit for individuals=  0.1152 0.0734 0.1118

1,00.w. [0.0454] [0.0426] [0.0168]
Pre-limit incumbent in years after -0.106  -0.02%4 -0.1174
limit became law = 1, 0 o.w. [0.0284] [0.0262] [0.0195]

0.0224 00116 0.0252
[0.0097] [0.0093] [0.0036]

Contribution limit index

Pre-limit incumbent in years after -0.0321 -0.0103 -0.0327
limit became law = 1, 0 o.w. [0.0058] [0.0052] [0.0041]
Contribution limit amount for -0.005 -0.09 -0.104  -0.0682
individuals [0.0076] [0.0482] [0.0470] [0.0348]
Previous margin -0.004
[0.0002]

Open seat = 1, 0 ow. 0.2178 0.2154 0.2155 0.2146  0.2145

[0.0094] [0.0095] [0.0129] [0.0133] [0.0134]
Includes year effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Includes state/district effects State State District* State State District* State State State State
Observations 45,084 45,084 45,084 45,084 45,084 45,084 25466 25,466 25,466 13,665
Adjusted-R? 0.21 0.22 0.38 0.21 0.22 0.38 0.24 0.22 0.21 0.26

Notes: *District fixed effects subsume state effects. Standard errors are clustered by state-year in all regressions.
Instruments: Column 8 uses size of House majority; and columns 9 and 10 use Democrat control variables;



Appendix
TABLE A1
State Contribution Laws for State House Races

Individual
contribution limit

PAC contribution
limit

Corporation
contribution limit

Union contribution
limit

Party contribution
limit

Unlimited Contributions Switch from unlimited to limited Switch from limited to
for entire time period contributions unlimited contributions
AL, CA, IL, IN, IA, MS, NM, CO '98, GA '90, HI '82, ID 2000, MO CO 2000, MO 2000,
PA, TX, UT, VA '96, NV '92, OH '96, OR '96, RI '90, OR '98

SC'92, TN '96, WA '94

AL, CA, IL, IN, IA, MS, NM, CO '98, GA '90, HI '82, ID '98, KS

PA, SD, TX, UT, VA, WY ‘82, KY '88, MA '94, MD '92, MO '96,
NH '86, NV '92, NY '94, OH '96,0R
'96, RI '90, SC '92, TN '96, WA '94

MO 2000, OR ‘98

CA, IL, IN, MO, NM, UT, VA CO '98, GA '90, HI ‘82, ID '98, NV OR ‘98
'92, OR '96, RI '90, SC '92, WA '94

AL, CA, IL, IN, IA, MO, MS, CO '98, GA'90, ID '98, KS'82, KY OR ‘98
NM, UT, VA '92, MA '94, NV '92, NY '94, OH '96,

OR'96, RI '90, SC '92, TN '96, WA

'94, WI '84

AL, CA, CT,DE, IL, IN, IA, AK '98, CO '98, FL '92, GA '90, HI
KS, MD, MS, NC, NM, NY, '96, ID '98, KY '96, MA '96, MO '96,
PA, SD, TX, UT, VA, VT, WI, NH '96, NV '98, OH '96, OR '96, R
WY '94, SC '92, TN '96, WA '94

Limited contributions for entire
ime period

AK, AR, CT, DE, FL, KS, KY,
MA, MD, ME, MI, MN, MT,
NC, NH, NY, OK, SD, VT,
WI, WV, WY

AK, AR, CT, DE, FL, ME, MlI,
MN, MT, NC, OK, VT, WI,
wv

AK, AL, AR, CT, DE, FL, IA,
KS KY, MA, MD, ME, MlI,
MN, MS, MT, NC, NH, NY,
OH, OK, PA, SD, TN, TX,
WI, VT, WV, WY

AK, AR, CT, DE, FL, HI, MD,
ME, MI, MN, MT, NC, NH,
OK, PA, SD, TX, VT, WV,
wy

MO 2000, OR '98, TN 98 AR, ME, MI, MN, MT, OK,

wv

Note: AZ, NJ, LA, NE, and ND are omitted, as they are not part of our sample.







TABLE A2
First Stage Regressions
Standard errors below coefficient estimates

@ 2 ©) 4

Size of House Mgjority 0.023 0.022
[0.008] [0.008]
Democrats have majority in state House=1, -5.995 -5.82
0ow. [1.814] [1.759]
Democrats' share of seats in the House -3.491 -3.284
[2.632] [2.694]
Interaction of Democrat's majority and 10.813 10.47
their share of seats [3.523] [3.474]

0.009 0.017 0.002 0.01
[0.028]  [0.026] [0.029]  [0.026]
-0.007 0.001

[0.034] [0.035]

Number of candidates

Open seat=1, 0 o.w.

Observations 20,210 20,210 25,463 25,463
Adjusted-R? 0.88 0.88 0.88 0.88

Notes: Standard errors are clustered by state-year in al regressions.
Thefirst two columns correspond to thefirst stagein Table 5, columns5 and 7. Thelast
two columns correspond to thefirst stagein Table 7, columns 8 and 9.



