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Abstract
We analyze special interest influence on policy when political contributions are regulated with a cap
but the regulation contains soft-money loopholes. We formalize the degree of special interest
influence as the probability that the politician makes a different policy choice than he would have
made in the absence of contributions. The effect of a cap may be non-monotonic. Despite soft-money
loopholes, any binding cap reduces special interest influence compared to unregulated contributions.
However a complete ban on contributions can result in a higher degree of special interest influence
than a binding but non-zero cap. 
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1The Federalist Papers were published anonymously in support of ratification of the U.S. Constitution. Authorship of
number 71 was later claimed by Hamilton, a claim that was confirmed by James Madison.

2In 2008 the average cost of a successful campaign for the House of Representatives was $1.3 million  which represents
a real increase of 53% in a decade. Over the same period the average real cost of a winning Senate campaign increased by 21% to
$6.5 million. For summary statistics see www.cfinst.org and www.opensecrets.org. 

It is well documented that institutional contributors appear to be acting as rational investors (see for instance Kroszner and
Stratmann, 1998 and  Snyder, 1990) and special interest groups lobby members with positions of power in congressional committees
more heavily, see Ansolabehere et al. (2003) for a literature survey. To establish clear causality between money and voting behavior,
Stratmann (2002) examines repeated votes on the same piece of legislation: the repeal of provisions of the 1933 Glass-Steagall Act.
The act prohibited bank holding companies from owning other financial services companies. The repeal was rejected by the House
in 1991, and it then passed in 1998. It was strongly favored by banking interests but also strongly opposed by insurance and securities
interests. Stratmann finds that an extra $10,000 in contributions was associated with an 8% increase in the probability of a House
member voting to repeal the prohibition. 
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“The republican principle demands that the deliberate sense of the community should
govern the conduct of those to who they intrust the management of their affairs”

Alexander Hamilton, 
The Federalist Papers, No. 711

“Just as troubling to a functioning democracy as classic quid pro quo corruption is
the danger that officeholders will decide issues not on the merits or the desires of
their constituencies, but according to the wishes of those who have made large
financial contributions valued by the officeholder.”

U.S. Supreme Court, 
McConnell v. FEC

A basic premise of representative democracy is that people elect representatives who either share

their policy preferences or are willing to act as if they do in order to be reelected. In either case it is

likely that politicians have preferences over policy alternatives. However it is often argued that the

need to raise money to run a political campaign may weaken the connection between politicians’

policy preferences and their actions, undermining this fundamental premise of representative

democracy. The concern is that politicians’ need to raise funds may lead to greater policy influence

of large contributors.2 In order to achieve a “Reduction of Special Interest Influence” (Title I of

Public Law 107-155, 107th Congress) the Bipartisan Campaign Reform Act of 2002 (BCRA,

commonly known as the McCain-Feingold Act) re-regulates campaign contributions. It sets clear

limits on “hard money”: Contributions directly to candidates, to political action committees, and to



3For 2009-10, the act limits an individual’s contributions to a candidate or to a candidate committee to a maximum of
$2,400 per election, to a national party committee a maximum of $30,400 per annum, and there is a $115,500 biennial limit to overall
contributions  with built-in increases for inflation. See  http://www.fec.gov/pages/brochures/contriblimits.shtml for details. Campaign
finances for state offices are regulated at the state level. All states except for Illinois, New Mexico, Oregon, Utah and Virginia have
hard-money contribution limits. Details on various state level contribution limits are provided by the National Conference of State
Legislatures, www.ncsl.org. A number of other counties also have contribution limits. Examples include France, India, Israel, Italy,
Japan, Mexico, Spain, Taiwan and Turkey. See www.aceproject.org.

4527s are named after the section of the tax code which applies to their financial dealings.

5Data from the Wall Street Journal, Mullins (2007) and the Campaign Finance Institute Report dated 25/2/2009 on
www.cfinst.org.

6American Taxpayers Alliance and Focus on the Family Action are examples for 501(c) organizations, while Catalist and
Democracy Alliance are examples of the newer taxable non-profit organizations that emerged in the 2006 election cycle. 
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the national parties.3 However money, like water, always finds an outlet. Critics fear that the

existence of unregulated soft-money loopholes may prevent the campaign finance reforms in BCRA

from achieving their goal of reducing special interest influence. In this paper we analyze the degree

of special interest influence when political contributions are regulated with a cap but the regulation

contains soft-money loopholes.

Since BCRA, restrictions on hard-money contributions have resulted in an explosion of  soft-

money donations to political organizations outside of the scope of the Federal Elections

Commission’s (FEC) remit and to advocacy groups running issue advertisements. For instance, the

spending of so-called 527 political organizations4 such as EMILY’s List and American Solutions for

Winning the Future is not under the control of the candidates or political parties. Hence contributions

to these organizations are not capped by the FEC. In 2000, before the BCRA, non-party 527

spending on federal elections was $171 million, 7% of total campaign spending. In the 2004 election

cycle, after BCRA, the figure was $653 million, roughly 17% of total campaign spending.5 Following

the 2004 elections FEC monitoring of direct ties between 527 political organizations and candidates

forced the closure of some prominent 527s, but left space for other kinds of 527s, 501(c) advocacy

groups and newer “taxable” nonprofit organizations.6 Soft-money political spending by 501(c)s

tripled in the 2008 elections. While the advertisements placed by these groups are typically issue

specific, it is generally quite clear which party or candidate they support. Moreover, contributions



7The Supreme Court in McConnell v. FEC (2003) cites a former party official: “Once you’ve helped a federal candidate
by contributing hard money to his or her campaign, you are sometimes asked to do more for the candidate by making donations of
hard and/or soft money to the national party committees, the relevant state party (assuming it can accept corporate contributions),
or an outside group that is planning on doing an independent expenditure or issue advertisement to help the candidate’s campaign.”

8US Supreme Court, Buckley v. Valeo (1976).

9US Supreme Court,  McConnell v. FEC (2003).

10CBS interview with Senator McCain (24/1/2010). President Obama also voiced strong concerns over this ruling in his
2010 State of the Union Address.

- 3 -

to favorable groups are actively sought by politicians.7 Soft-money donations are often used as a way

around the limits on hard-money contributions. 

Politicians have full discretion on how and when to spend hard-money contributions.

Therefore, these are more highly valued. Soft-money contributions are likely to be a less efficient

means of currying favor since, “[t]he absence of prearrangement and coordination of an expenditure

with the candidate or his agent . . . undermines the value of the expenditure to the candidate.”8

However, appropriately directed soft-money contributions can result in at least a portion being used

in support of the politician, and hence they are still of value to office holders. The Supreme Court

quotes Robert Rozen, a partner in Ernst & Young:

“You are doing a favor for somebody by making a large [soft-money]
donation and they appreciate it. Ordinarily, people feel inclined to reciprocate
favors. Do a bigger favor for someone – that is, write a larger check – and
they feel even more compelled to reciprocate.”9

There has been long-standing concern in policy circles that these soft-money loopholes may

render contribution caps ineffective. This concern has intensified in the aftermath of the recent U.S.

Supreme Court ruling in Citizens United v. FEC (2010). The court struck down a provision of the

McCain-Feingold Act that prohibits corporations and unions from using their general treasuries to

run candidate-specific advertisements in the sensitive window of 60 days before a general election

and 30 days before a primary. Critics fear that this change in the law will lead to a flood of corporate

soft money. Senator McCain argues that as a result “campaign finance reform is dead.”10

The academic literature provides support for this concern indicating that soft money may

render contribution limits ineffective. Kaplan and Wettstein (2006), henceforth KW, and Gale and
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Che (2006), henceforth GC, analyze the effect of a hard-money contribution cap in a framework

where it is possible to give more than the specified limit albeit with a risk of being caught, imposing

an additional cost. But with a monetary punishment for exceeding the limit, the cap does not alter the

relative strengths of the lobbyists so it does not change the intensity of their competition (GC

Proposition 1, Corollary 1). The cap is completely neutral on lobbying costs and on the policy

outcome of the competition. One interpretation of the KW/GC cost function with a kink at the cap

is that there may be alternate less efficient means of contributing if the lobbyists choose to contribute

more than the cap. Under this interpretation KW/GC imply that with any soft-money loopholes the

discussion of a contribution cap is a red herring: A hard-money contribution cap has no effect on

lobbying effort nor on the outcome of the lobbying competition.

KW/GC study the effect of a contribution cap under the assumption that the politician is

indifferent between the policy positions of the lobbyists. However, the policy concern is whether

politicians’ inclination to reciprocate favors will overwhelm Hamilton’s “deliberate sense of the

community.” In KW/GC there is no sense in which special interest money can overwhelm the

politician’s natural inclinations; no sense in which it can have an undue influence. However there is

extensive empirical evidence indicating that the policy position of the politician is an important

determinant of politician behavior. Of the 36 empirical papers which study ideology or party

affiliation surveyed in Ansolabehere et al (2003), all but one find policy position significant for

predicting congressional roll-call votes. 

In this paper we extend the literature by incorporating politician preferences into the KW/GC

framework. Modeling politicians with policy preferences is standard in the political lobbying

literature. For instance, in Grossman and Helpman (1996) politician preferences are derived from the

preferences of their constituents and in equilibrium lobbyists have a stronger electoral motive to

contribute if they have a lot to gain from their preferred policy alternative. In the access fee model

of Austen-Smith (1995), contributions are a means of signaling the degree to which the lobbyists’

preferences are aligned with those of the politician. In Denzau and Munger (1986), lobbyists

contribute to buy political favors and ceteris paribus they tend to donate to legislators who do not

have strong policy preferences since they are easier to sway. 

We analyze the effects of a hard-money contribution limit containing soft-money loopholes

in an environment where the incumbent politician has a policy preference but his policy choice may



11 Levitt (1995) points out that the amount spent on politics in the United States is roughly the same as the amount spent
on chewing gum. Campaign spending for federal offices in the U.S. 2008 election cycle was roughly 0.03% of GDP. 
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be swayed by political contributions. The academic and policy literature has often focused on the

amount of money in politics to measure the effectiveness of campaign finance reform. However the

concern of the legislation is not that political contributions are an onerous burden on society,11 but

rather that they may alter the behavior of the agents involved. The introduction of politician

preferences permits analysis of whether contribution caps can achieve their stated aim of reducing

special interest influence on policy outcomes. We formalize the degree of influence of money on

policy as the equilibrium probability that political contributions induce the politician to make a policy

choice that he would not have made in the absence of contributions. This measure of the degree of

influence of monied interests captures the concern that policy may be driven by money.

In contrast to the previous literature, we show that contribution caps with soft-money

loopholes are not neutral on equilibrium lobbying costs nor on policy outcomes. When the politician

has a preference over policy alternatives, even if the lobbyists have identical contribution

technologies, we show that a hard-money contribution cap with soft-money loopholes does not have

a symmetric effect on the lobbyists. The cap alters the lobbyists’ relative reliance on soft money

because the lobbyist with the policy position that is not favored by the politician must exceed the

contribution of the other lobbyist to overcome the policy preference of the politician. Hence the cap

alters the competitiveness of the contest.

The effect of a cap on the degree of special interest influence is non-monotonic whenever a

ban on hard-money contributions does not fully suppress all competition via soft money. In the

absence of soft-money loopholes the influence of special interest money would be minimized with

a ban on hard-money contributions. This is not the case with soft-money loopholes. Special interest

influence is minimized with a binding but non-zero hard-money contribution cap. If the cap is not too

restrictive such that it is only effectively binding for the lobbyist with the policy position the

politician does not favor, a relaxation of the cap will only directly benefit him, leading to an increase

the degree of the special interest influence. However, a relaxation of a relatively restrictive cap will

lead to a decrease in the degree of special interest influence. If there is a complete ban on hard-money

donations and both lobbyists resort to soft-money contributions, a less restrictive cap reduces the cost

of contributions for both lobbyists. The decline in the cost is proportionally larger for the lobbyist



12For instance, in McConnell v. FEC (2003) the Supreme Court argues that manipulations of the legislative calendar lead
to Congress’ failure to enact, among other things, generic drug legislation, tort reform and tobacco legislation; “Donations from the
tobacco industry to Republicans scuttled tobacco legislation, just as contributions from the trial lawyers to Democrats stopped tort
reform; To claim that such actions [altering the legislative calendar] do not change legislative outcomes surely misunderstands the
legislative process.”
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with the favored policy position since the lobbyist with the unfavored policy position needs to

contribute more to overcome the politician’s policy preference. The relaxation of the cap benefits the

lobbyist with the policy position the politician favors, decreasing the degree of special interest

influence.

The main contribution of the paper is the analysis of the influence of special interest money

on policy when there is a contribution cap with soft-money loopholes. The results are illustrated with

a discussion of the optimal policy response to the recent Supreme Court ruling on Citizens United v.

FEC.  The ruling alleviates some of the inefficiencies in soft-money contributions and hence alters

the level of hard-money contributions cap that would minimize the influence of special-interest

money.  A secondary contribution of the paper is the analysis of aggregate contributions. The

previous literature finds that a cap is completely neutral on lobbying costs if there are soft-money

loopholes. We show that a more restrictive cap may lead to increased aggregate contributions while

reducing the degree of special interest influence. This highlights the weakness of using aggregate

contributions in the evaluation of the effectiveness of campaign finance legislation. We also show

that a more restrictive cap can reduce political contributions to senators and to politicians from large

or urban districts while resulting in increased contributions to house members and politician from

smaller or rural districts.

I. Model

Two risk-neutral lobbyists compete for a prize that will arise due to a policy choice of an incumbent

politician. The prize may be a vote on impending legislation but it may also be more subtle, such as

attaching a rider to an upcoming bill creating a regulatory loophole, or altering the legislative

calendar.12 The value of the prize to lobbyist i is denoted by vi œ i0{1,2} and v1 >v2 >0. The lobbyists

make simultaneous monetary contributions that are valued by the politician in power. These

contributions can take the form of hard-money donations directly to the politician, hi, and/or



13Of course there are times when soft money affords third-party groups the ability to engage in activities that the politician
would like to officially distance himself from. This plausible deniability can itself have a value. Nevertheless, overall hard-money
contributions seem to be more highly valued by politicians.

14With politician preferences the effect of a rigid cap where there are no soft-money loopholes is analyzed in Pastine and
Pastine (2009).
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contributions of soft money, si, to groups supportive of the politician. Hard-money donations cannot

be higher than the hard-money contribution limit, [0, ).m ∈ ∞

While the politician has full discretion on the spending of hard-money contributions, soft-

money spending is not under his direct control. Soft money may be spent at inopportune times, or in

a manner that does not mesh with the politician’s overall strategy, or some of it may be used for other

purposes altogether. Hence we assume that to the politician one dollar of soft-money is worth

 dollars of hard money where a measures the relative inefficiency of soft-money donations1/ (1 )a+

and a >0.13 To the politician, the value of a donation package (hi, si) is given by its hard-money

equivalent xi :

 (1)
(1 )

i
i i

sx h
a

= +
+

Clearly a lobbyist who attempts to sway the politician’s decision with a contribution less than m, will

make all his donations in hard money. But if he wants to contribute more than the limit he will

contribute the maximum amount in hard money and the rest via soft-money donations.14

It will prove useful to describe the lobbyists’ equilibrium donations in terms of their hard-

money equivalents. This is without loss of generality as the composition of donations can be easily

recovered,

(2)( )
min( , )
max 0, ( )(1 )

i i

i i

h x m
s x m a

=
= − +

The cost efficient way of making a hard-money equivalent contribution of xi results in a cost function:

 (3)
if  

c( )
( ) if  

i i
i i i

i i i

x x m
x h s

x a x m x m
≤⎧

= + = ⎨ + − >⎩



15The all-pay auction without a cap has been analyzed by Hillman and Riley (1989) and Baye et al. (1993, 1996). The
results in Siegel (2009) are applicable with or without a cap. See Yildirim (2005) for a contest where players have the flexibility to
add to their previous efforts and see Kaplan, Luski and Wettstein (2002) for a model where the size of the reward is a function of
the bid. 

16In 2003 the Supreme Court in McConnell v. FEC, cites one former Senator describing influence  purchased by soft-money
donations as follows: “Too often, Members’ first thought is not what is right or what they believe, but how it will affect fundraising.
Who, after all, can seriously contend that a $100,000 donation does not alter the way one thinks about–and quite possibly votes on–an
issue? . . . When you don’t pay the piper that finances your campaigns, you will never get any more money from that piper. Since
money is the mother’s milk of politics, you never want to be in that situation.”

17Here we specify a fixed prize with a deterministic allocation rule. As in the previous literature, this results in a
discontinuous payoff function and equilibrium only in mixed strategies. In reality the prize itself may be a function of contributions
and/or the allocation rule may be non-deterministic. Equilibrium in these cases will be quite different, however the main result of
the paper continues to hold. See footnote 26 after Result 2.

18Konrad (2002) analyzes an all-pay auction with additive preferential treatment, equal bidder valuations and no cap. We
extend Konrad (2002) to allow bidders with different valuations and introduce a contribution cap.
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As in KW/GC the cost function is continuous. If lobbyist i wins the prize, his payoff is vi-c(xi). If the

rival wins, lobbyist i’s payoff is -c(xi) œ i0{1,2}. Since hard and soft-money contributions are sunk,

this political lobbying game is an all-pay auction.15 

The politician has a preference over the policy alternatives supported by the two lobbyists.

The preference may have an ideological basis or it may be induced from the preferences of the

constituents who will be voting in the future. The interest groups lobby the politician and the

politician awards the prize based on the contributions and his preference.16 The  intensity of the

preference for the policy position of lobbyist 2 is put into monetary terms, denoted by  For( , ).γ ∈ −∞ ∞

example  could represent the expected future campaign costs required to offset the effect of takingγ

a policy position that is unpopular in the politician’s district.  If the politician favors lobbyist 2’s

position γ>0.  If the politician favors lobbyist 1’s position, γ<0. The politician awards the prize to

lobbyist 1 if x1>x2+γ and to lobbyist 2 if x1<x2+γ.17 In case of a tie each contestant has an even chance

of winning the prize. The rules of the game, the valuations of the lobbyists and the preference of the

politician are common knowledge.18

Simple backward induction in the one-shot game that is analyzed here would have the

politician taking his preferred action regardless of contributions since all contributions are sunk.

Hence there would be no contributions. Thus implicitly we are assuming that this one-shot game is

embedded in a repeated setting so that the politician has an incentive to reward high contributions in

order to keep them coming in the future. However, as long as contributions, preferences and actions
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are common knowledge the same lobbyists do not necessarily need to be involved in repeated

contests.

It will prove useful to introduce some notation in order to write the equilibrium strategies

more concisely.  Define  as the level of contributions where   Hence  is the maximumix c( ) .i ix v= ix

hard-money equivalent contribution the lobbyist would ever be willing to make and is given by:

(4)
if  

if  
1

i i

i i
i

v v m
x v am v m

a

≤⎧
⎪= ⎨ + >⎪ +⎩

Let f denote the lobbyist whose policy is favored by the politician and u denote the lobbyist with the

unfavored policy. So if γ>0, f=2 and u=1, while if γ<0, f=1 and u=2. The “Advantaged” lobbyist, A,

is the lobbyist with the highest reach: A is the lobbyist who can have a positive payoff by contributing

enough to win even if his rival is giving her maximum willingness to contribute. So lobbyist u is the

advantaged lobbyist if  and lobbyist f is the “Disadvantaged” lobbyist D. Similarly,u fx x γ≥ +

lobbyist f is the advantaged lobbyist if , f=A and u=D. A “binding cap” is a cap which isf ux x γ> −

lower than the maximum of the upper bounds of the no-cap equilibrium contribution supports of the

lobbyists. A “more restrictive cap” refers to a smaller m when the cap is binding. “Contribution”

refers to the sum of hard and soft-money contributions.

II.  Equilibrium

The lobbyist with the policy position that is not favored by the politician must contribute at least the

hard-money equivalent of |γ| in order to have a non-zero chance of winning. If the preference of the

politician is too strong, vu#|γ| even if the favored lobbyist makes no contribution it would not be

worthwhile for the unfavored lobbyist to contribute since the cost of contributing the hard-money

equivalent of |γ| is greater than or equal to |γ|. Hence irrespective of the level of the cap, when γ#-v2

(u=2) or γ$v1 (u=1), equilibrium is only in pure strategies where neither lobbyist contributes. 

If the preference of the politician is not too strong,  it may be possible to( ) ( )2 1,0 0,v vγ ∈ − ∪

suppress all competition with a cap that is restrictive enough if soft-money contributions are

sufficiently inefficient. Competition is completely suppressed if the cost of a hard-money equivalent

contribution of |γ| meets or exceeds the value of winning the prize for the lobbyist with the unfavored
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policy position: . So the least restrictive cap that can suppress all contributions is| | (| | ) ua m vγ γ+ − ≥

given by:

(5)(1 ) | |* ua vm
a
γ+ −=

If then m*<0 and competition cannot be completely suppressed no matter how restrictive(1 ) | | ua vγ+ <

the cap may be. Competition will simply be via soft-money contributions if all hard-money

contributions are banned. If soft money is sufficiently inefficient, i.e. , then m* >0. In(1 ) | | ua vγ+ >

that case for all m#m* competition is completely suppressed. Neither lobbyist contributes and the

prize is allocated to the lobbyist with the favored policy alternative.

Proposition 1 below describes the equilibrium for any set of parameter values where there is

competition between lobbyists and . Equilibrium does not exist in pure strategies. The best0γ ≠

response to a contribution of x! by the favored lobbyist is either to contribute x!+|γ|+ε or nothing. In

either case the favored lobbyist’s choice of x! would not be optimal. Define the interval [b, c] as the

empty set whenever b$c, and similarly define open intervals. We can treat the no-cap case as m64.

Proposition 1: For all  and m>m* equilibrium is only in mixed-strategies and( ) ( )2 1,0 0,v vγ ∈ − ∪
it is characterized by unique probability density functions Ff (x) and Fu (x) for the favored lobbyist’s
and the unfavored lobbyist’s hard-money-equivalent political contributions, respectively. These
distributions are continuous in m. 

(i)When  or when  and  then f=A( ) ( )2 1 2 1,0 ,v v v vγ ∈ − ∪ − 1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

2 1(1 )( ) ,a v vm
a

γ+ + −≤

and u=D. The unique equilibrium distribution functions are given by:

 

( )

( ) ( )(
( ) ( ) (

c
for  0,

c
for  , min ,

F ( )

c (1 )
for  ,

1 for  ( , )

f u
u

f

f u u
u u

u u f

f u u
u u

f

u u

v x
x

v

v x x
x m x

x v

v x am a x
x m x

v

x x

γ
γ

γ γ
γ γ

γ γ
γ

⎧ − −
∈ ⎡ ⎤⎪ ⎣ ⎦

⎪
⎪ − − − +⎪ ⎤∈ +⎪ ⎦= ⎨
⎪

− − − + + −⎪ ∈ + ⎤⎦⎪
⎪
⎪ ∈ ∞⎩

( ))

)

)

for 0,min max(0, ),

(1 ) (1 )
F ( ) for max(0, ),

1 for ,

f
f u

u

f
f f f u

u

f u

x
x m x

v
a am a x

x x m x
v

x x

γ
γ γ

γ
γ γ

γ

⎧ +
⎡∈ − −⎪ ⎣

⎪
⎪ + − + +⎪= ∈ ⎡ − −⎨ ⎣
⎪
⎪ ∈ ⎡ − ∞⎣⎪
⎪⎩
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(ii) When  or when  and  then f=D and1 20, ,
1
v v

a
γ −⎛ ⎤∈⎜ ⎥+⎝ ⎦

1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

2 1(1 )( ) ,a v vm
a

γ+ + −>
u=A. The unique equilibrium distribution functions are given by:

( )(

(

( )

0 for  0,

for  , min ,

F ( )
(1 ) (1 )

for  ,

1 for  ,

u

u
u f

f
u u

u
u f

f

u f

x

x
x m x

v
x

a am a x
x m x

v

x x

γ

γ
γ γ γ

γ
γ γ

γ

⎧ ∈ ⎡ ⎤⎣ ⎦⎪
− +⎪ ⎤∈ + +⎪ ⎦

⎪= ⎨ − + − + +⎪ ⎤∈ + + ⎦⎪
⎪
⎪ ∈ + ∞⎩

( ) ( ))
( ) ( ) )

)

c
for 0,min max(0, | |),

c (1 )
F ( ) for max(0, | |),

1 for ,

u f f
f f

u

u f f
f f f f

u

f f

v x x
x m x

v

v x am a x
x x m x

v

x x

γ γ
γ

γ γ
γ

⎧ − + + +
⎡∈ −⎪ ⎣⎪

⎪ − + − + + +⎪ ⎡= ∈ −⎨ ⎣
⎪
⎪ ⎡∈ ∞⎣⎪
⎪
⎩

Proof: Appendix A.

The proposition characterizes the equilibrium in two parts depending on which lobbyist has

the advantage in the competition. If the politician prefers the policy position of the high-valuation

lobbyist , the favored lobbyist has the advantage in the competition both due to his high( )2 ,0vγ ∈ −

valuation of the prize and due to the politician’s preference. If the politician strongly prefers the policy

position of the low-valuation lobbyist, , once again the favored lobbyist has the1 2 1( , )v v vγ ∈ −

advantage in the competition, since the politician’s preference overwhelms the favored lobbyist’s

handicap arising from his lower valuation, A=f. If the preference for the policy position of the low-

valuation lobbyist is very mild,  the preference cannot overpower high-valuation( ]1 20, ( ) / (1 ) ,v v aγ ∈ − +

lobbyist’s advantage; The high-valuation lobbyist has the advantage despite the preference of the

politician, A=u. 

However, if the politician mildly prefers the policy position of the low-valuation lobbyist,

, the identity of the advantaged lobbyist A depends on the level of the cap.( ]1 2 1 2( ) / (1 ),v v a v vγ ∈ − + −

Denote  as the level of the cap where the playing field is leveled, such that at the advantage inm m
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the competition switches from one lobbyist to the other; At  . In Lemma 7 in,m | |u fx x γ= +

Appendix A  is shown to bem

(6)2 1(1 )( | |)a v vm
a

γ+ + −=

With mild preference for the low-valuation lobbyist’s policy position and m# the playing field ism

tilted to the advantage of the low-valuation lobbyist since the rival lobbyist cannot make full use of

his high-valuation advantage due to the restrictive nature of the cap, A=f. However when  due,m m>

to his higher valuation of the prize the unfavored lobbyist can offset the disadvantage arising from the

preference of the politician since the contribution cap is not too restrictive, so A=u.

Proposition 1 contains a large number of cases subsumed in the min/max arguments in the

distribution functions. In Appendix B there is a guide showing how to relate these arguments to

possible ranges of m. However in order to gain some intuition about the equilibrium it is useful to

consider an example. The example uses the parameter values , 1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

1 2 1 2

2 2

2 ,v v v va
v v

⎛ ⎞− −∈⎜ ⎟
⎝ ⎠

and . With these parameter values  the politician’s preference for the policy1(| |, (1 ) | |)m v aγ γ∈ − +

position of the low-valuation lobbyist and the inefficiency of soft-money contributions are mild. The

cap is restrictive enough so that in equilibrium both lobbyists have a positive probability of resorting

Figure 1: Example of equilibrium cumulative density functions
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to soft money, but not so restrictive that either lobbyist does so with certainty. The favored lobbyist

has the advantage in the competition, so part (i) of Proposition 1 applies, u=1, f=2 and .1

1u
v amx

a
+=
+

Figure 1 shows the equilibrium distributions. 

The unfavored lobbyist must exceed his rival’s contribution by the hard money equivalent of

|γ| in order to win. Hence lobbyist u never contributes in the range (0,|γ|), since he can drop his

contribution to nill without affecting his probability of winning. The upper bound of the equilibrium

distribution of the unfavored lobbyist is . Hence lobbyist f never needs to exceed  since hisux | |ux γ−

policy position is preferred by the politician. Given the equilibrium distribution of  f , lobbyist u is

indifferent among all contributions in the support of his equilibrium distribution and vice versa.  The

kinks in the equilibrium distribution of each lobbyist arise from the kinks of the cost functions of the

rival lobbyist. Since f has a kink in his cost function at m where the marginal cost of contributions

increases to 1+a,  u has a kink in his equilibrium distribution at . Likewise the kink at u’s cost| |m γ+

function at m gives rise to a kink at f’s equilibrium distribution at  . The various min/max| |m γ−

arguments in the distribution functions in Proposition 1 are simply keeping track of the ranges where

players are or are not exceeding the cap in equilibrium for all possible sets of parameter values.

Note that the model implies that empirical evidence of the effect of money on legislative action

may appear to be weak for two reasons. Often competition is via soft money which is difficult to

document. Furthermore, since equilibrium is in mixed strategies the unfavored lobbyist may end up

contributing more than the favored lobbyist but not by enough to overcome the politician’s preference.

The model also suggests that the influence of money on legislative action will be strong in some policy

areas but not in others since the degree of preference of the politician would vary over policy issues.

Indeed in their survey of 34 empirical papers Ansolabehere et al. (2003) find that the effect of

contributions on roll-call votes is strong in some policy areas but not in others. For instance, on issues

relating to trade there is weak evidence of the effect of contributions on votes, but on issues relating

to labor the evidence is very strong.
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III. Critical Levels of the Cap

From the equilibrium distribution functions it is straightforward to examine the probability that the

lobbyist with the unfavored policy position wins, Probu and the expected total contributions,

E(h1+s1+h2+s2) (see Appendix B). To illustrate the forces at work Figure 2 presents these measures as

a function of the cap for the parameter values  and  where the1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

1 2 1 2

2 2

2 ,v v v va
v v

⎛ ⎞− −∈⎜ ⎟
⎝ ⎠

politician’s preference for the policy position of the low-valuation lobbyist and the inefficiency of soft-

money contributions are mild. These ranges for γ and a are chosen in order to present graphs with the

richest results, permitting a full discussion of the intuition for the forces at work. The general

m

ProbuProbu

(1 )uv a− + (1 )( )f ua v v
a

m
+ + −

E(Contributions)E(Contributions)
mm

fv

m
+

mm
m

Figure 2: The probability that the unfavored policy is enacted and the
expected aggregate contributions for and .1 2

1 2,
1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

1 2 1 2

2 2

2 ,v v v va
v v

⎛ ⎞− −∈⎜ ⎟
⎝ ⎠

Therefore f=2, u=1. Proposition 1(i) applies when m# . Proposition 1(ii)m
applies when m> .m

m



19The no-cap equilibrium strategies are  given in Proposition 1 as m64.

20At equilibrium switches from Proposition 1(i) to (ii). The value of is given by (6).m m
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implications of the model are presented in Section IV.

Inflection points and kinks in the graphs result from the existence (or nonexistence) of kinks

in the equilibrium distribution functions. There are five critical values for the level of the cap that

determine the existence of kinks in the lobbyists’ equilibrium distribution functions: .*, , , ,m m m m γ′′

The level of the cap that completely suppresses all competition, m* is given by (5). In the range of γ

and a for which Figure 2 is presented  m*<0. Hence even when all hard-money contributions are

banned there is still competition via soft-money donations and therefore Probu>0 when m=0. A barely

binding cap is denoted by . It is equal to the maximum of the suprima of the no-cap equilibriumm

contribution supports of the two lobbyists.19

(7)2 1 2 1

1 2

when  ( ,0) ( , )
| | when  (0, ]

u

f

v v v v v
m

v v v
γ

γ γ
∈ − ∪ −⎧⎪= ⎨ + ∈ −⎪⎩

When the cap is not binding  an increase in the cap has no effect on the equilibrium of the( ),m m>

game and hence Probu and expected contributions remain constant. 

As discussed above the critical level of the cap is where the playing field is leveled such thatm

.20 This critical level arises only when the politician mildly prefers the policy of the low-| |u fx x γ= +

valuation lobbyist. A level playing field induces the fiercest competition and both lobbyists are most

aggressive in their contributions. Starting from  relaxing the cap gives a tilt to the playing field,m

beneficial to lobbyist 1 since with a less restrictive cap he can make better use of his advantage due

to his higher valuation of the prize. This discourages the low-valuation lobbyist, which in turn leads

to less effort by the high-valuation lobbyist. Hence expected contributions decrease. Likewise, starting

from a level playing field at , further restricting the cap leads to a playing field tilted to them

advantage of the low-valuation lobbyist. This leads less intense competition and to a reduction in

expected contributions. 

Figure 2 shows that the probability that the politician enacts the policy that he does not favor

(Probu)  is minimized at When  in equilibrium the favored lobbyist never contributes soft.m′′ m m′′≥



- 16 -

money. From Proposition 1 and Lemma 5 in Appendix A, the upper bound of the equilibrium

distribution function of the favored lobbyist is:

 (8)sup | | when Proposition 1( ) applies
when Proposition 1( ) applies

u
f

f

x i
x

x ii
γ−⎧⎪= ⎨

⎪⎩

Solve for the lowest m where is satisfied using equation (4) and Proposition 1:sup
fx m≤

(9)
( ) 1 2

2 1

1 2

when

when 

(1 ) ,0 ,
1

"
0,

1

u

f

v vv a v v
a

m
v vv

a

γ

γ

γ ∈

∈

⎧ −⎛ ⎞− + − ∪ ⎜ ⎟⎪ +⎪ ⎝ ⎠= ⎨
−⎛ ⎤⎪

⎜ ⎥⎪ +⎝ ⎦⎩

When , only the lobbyist with the unfavored policy position has a positive probability of( , )m m m′′∈

exceeding the cap and contributing in soft money. In this range of m, a less restrictive cap only directly

affects the unfavored lobbyist. It decreases his cost of hard money equivalent contributions, making

him relatively more aggressive which leads to an increase in the probability that the unfavored lobbyist

wins, as can be seen in Figure 2. When  in equilibrium both lobbyists have a positive[0, ),m m′′∈

probability of resorting to soft-money contributions. Since the unfavored lobbyist must overcome the

politician’s preference in order to win, in expectation he makes more soft-money donations. So he has

a higher expected cost from exceeding the hard-money cap. If the cap is relaxed, both lobbyists pay

less in expected contributions since they are less likely to resort to the less efficient means of

contributing (soft money). But the reduction is a larger portion of the total expected contributions for

the favored lobbyist. Hence, when , an increase in m leads to a decrease in the probability thatm m′′<

the unfavored lobbyist wins.

In addition to being a critical value for Probu, is also a critical value for expected totalm′′

contributions. Expected total contributions reach a local minimum at When with a less.m′′ ,m m′′<

restrictive cap a smaller proportion of the lobbyists’ donations are in the form of soft money, which

leads to a decrease in total contributions. When , a less restrictive cap gives a favorable tilt tom m′′≥



21Note that when the soft money is sufficiently inefficent , is negative and m* is positive. This implies( )| | / | |ua v γ γ> − m′′
that the favored lobbyist never exceeds the cap for these parameter values and it is only the unfavored lobbyist who is directly
affected by a relaxation in the contribution cap. Probu then does not have a U shape as depicted in Figure 2. It is zero for all m#m*
and it is an increasing function of m for all m>m*. 

22CG shows that the cap can only have an effect on the competition if there are non-monetary punishments for exceeding
the cap, such as jail time. In the context of soft money this issue does not arise.
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the playing field for the unfavored lobbyist and this induces more aggressive contributions by the

unfavored lobbyist hence the expected aggregate contributions increase.21

 also yields a kink in the graphs. When m<|γ| the lobbyist with the unfavored policym γ=

position contributes via soft money for all strictly positive contributions in the support of his

equilibrium strategy. However, when m>|γ| this is not the case: The unfavored lobbyist has a kink in

his cost function at m. This causes a kink in the equilibrium distribution function of the favored

lobbyist. In Figure 2 this translates into a kink in the graphs at |γ|. 

IV. Results

In this section we present two general implications of the equilibrium which provide insight into the

effects of a hard-money contribution cap that can be circumvented via soft-money contributions.

Result 1: The effect of a contribution cap on expected aggregate contributions:
(i) A binding cap is never neutral on expected aggregate political contributions for .0γ ≠
(ii) When  there exists a range of m where expected aggregate political( ]1 20,v vγ ∈ −

contributions strictly increase with a more restrictive contribution cap. 
This range is:

C     for [max( ,| |), )m m mγ′′∈ 1 20,
1
v v

a
γ −⎛ ⎤∈⎜ ⎥+⎝ ⎦

C     for (max( ,| |), )m m mγ∈ 1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

Proof: Appendix B.

In KW/GC a non-rigid cap with a monetary cost of exceeding the cap is always neutral on

lobbying effort and on the outcome of the competition. The cap introduces a kink in the (possibly

asymmetric) cost functions of the lobbyists, but it does not change their relative strengths in the

competition. So rather than thinking of the lobbyists as choosing contributions it is possible to simply

think of them as choosing cost. Hence it does not change the intensity of the competition if the

politician has no preference over policy alternatives.22



23Since  campaign spending closely tracks campaign contributions, see Herrnson (2000), Result 1(ii) implies that the
relationship between contribution limits and campaign spending may be non-monotonic as in Figure 2.This is may help explain the
results of Gross et al. (2002) which show that the effect of contribution limits on total spending in gubernatorial elections is not
significantly different from zero when a linear relationship is assumed. Hogan (2000) has the same implications in a study with 3,253
state legislative candidates running in 27 states in the mid 1990s. Stratmann (2006) computes an index of limits of contributions to
parties, PACs, corporations, unions and individuals and finds that spending is significantly lower for state legislators from 1996 to
2000 when states have restrictions on all five sources of contributions. Also in Stratmann and Aparicio-Castillo (2006) findings
indicate that stricter limits tend to be associated with lower campaign spending. However note that the data used for campaign
spending in these papers do not include soft-money spending.
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However, when the politician has a policy preference a contribution cap no longer affects the

two lobbyists in a symmetric fashion. The lobbyist with the unfavored policy must contribute more

than the favored lobbyist in order to overcome the policy preference. In equilibrium the unfavored

lobbyist resorts to the less efficient means of contributions (i.e., soft-money contributions), for a

greater portion of the range of his equilibrium strategy. Hence a change in the level of m alters the

lobbyists’ relative strength in the competition and therefore it changes the intensity of the competition.

A more restrictive cap may have the perverse effect of increasing aggregate contributions if

the politician mildly prefers the policy position of the low-valuation lobbyist and the cap is not too

restrictive to begin with. For the range of parameter values in Result 1 (ii) the politician prefers the

policy position of the low-valuation lobbyist, however the preference is not strong enough to overcome

lobbyist 1’s advantage arising from his higher valuation. Additionally for the range of m given in

Result 1(ii), so only the unfavored lobbyist has a positive probability of resorting to the lessm m′′>

efficient means of contributing, resorting to soft-money contributions. Therefore decreasing m directly

increases the cost of hard money equivalent contributions for the unfavored lobbyist but does not

directly affect the costs of the favored lobbyist. Since the unfavored lobbyist has the advantage in the

competition this results in a more level playing field and triggers more aggressive contributions by the

favored lobbyist resulting in higher aggregate contributions.23

Che and Gale (1998) shows that when the cap is rigid (no soft-money loopholes), a more

restrictive cap can level the playing field and induce fiercer competition leading to an increase in

aggregate contributions. KW/GC however prove that not only does this result not hold if the lobbyists

can contribute more than the cap but the cap never has any effect on the contributions. Result 1 (ii)



24In a framework where politicians compete over contributions Chamon and Kaplan (2007) find that the lobbyist makes
contributions and threatens to contribute to the rival in case of disagreement. A stricter limit weakens the threat, and hence the
lobbyist increases his contribution. Drazen, Limão and Stratmann (2007) show that caps can increase the number of lobbyists and
potentially increase overall contributions. In both these models contributions caps cannot be circumvented via soft-money loopholes.

25Stratmann (2009) finds that the cost of reaching 1% of congressional constituents with TV advertising during prime time
in the 2000 election cycle ranged from $18 in Idaho’s 2nd district to $1875 in New York City.
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retrieves the original result of Che and Gale (1998) even though the cap can be circumvented via soft-

money contributions when the politician has preferences over policy alternatives.24  

Note that Result 1(ii) implies that contributions to a politician with a mild policy preference

may increase due to a more restrictive cap, while a politician with higher *γ* will be faced with

decreased contributions. If one interprets the politician’s preference parameter *γ* as the expected

future campaign costs required to offset the effect of taking a policy position that is not popular with

his constituents, then Result 1(i) suggests that the effect of a more restrictive contribution cap on

aggregate contributions may be different for house members versus senators, as well as for members

from cities versus members from rural areas. Between congressional districts there are vast differences

in the cost of communicating with constituents even though they represent the same number of

voters.25 Since a politician from a smaller or more rural district is likely to face a lower cost of

communicating with constituents, with the same underlying policy preference the *γ* for this politician

is likely to be lower. A more restrictive cap may result in reduced contributions to senators from larger

states but increased contributions to representatives from districts contained within minor media

markets. When states consider contribution caps for state level offices, the experience with national

level contribution caps may not directly apply to state politicians who generally have much lower costs

of communicating with constituents.

The introduction of politician preferences allows us to broaden the discussion of the effect of

contribution caps beyond the expected level of contributions that is the focus of KW/GC. Often  the

amount of money in politics is used as the primary metric for the evaluation of campaign finance

legislation. However the main policy concern is that contributions may change the choices that

politicians make. Hence we analyze the degree of influence of money on policy: The equilibrium

probability that the politician makes a policy choice that he would not have made in the absence of

contributions, the probability that the unfavored policy is enacted, Probu.  A more restrictive cap may



26Even if payoff functions were continuous a similar result would still hold: The asymmetric effects of the cap can lead
to the effect of money on policy being minimized with a binding, but non-zero cap. If lobbyists had continuous concave payoff
functions a pure-strategy equilibrium would be possible. In the absence of a cap both lobbyists would spend up to the point where
the marginal benefit of spending was equal to the marginal cost of one. The imposition of a barely binding cap would directly effect
only the lobbyist with the higher unconstrained spending. As the marginal benefit of spending is one it would not be worth exceeding
the cap (at marginal cost 1+a) so he would lower his spending to m. A barely binding cap would not directly effect his rival and the
indirect effect through the first lobbyist’s spending is second order. Hence a barely binding cap would increase the likelihood of a
policy preferred by whichever lobbyist had lower spending without a cap.

Likewise with a ban on hard-money contributions a relaxation of the cap will first directly effect the spending of whichever
lobbyist has lower spending with the ban. This lobbyist’s equilibrium marginal benefit of spending was 1+a with the ban, but when
the cap exceeds his spending with a ban the marginal cost is only 1. Hence when the cap just exceeds his former spending he will
increase his spending to the level of the cap. For his rival there is no direct effect of the relaxation of the cap on his spending and the
indirect effect is second order. Hence relaxing a cap from a complete ban will increase the likelihood of a policy preferred by the
lobbyist with the lower spending with a ban. Therefore even with continuous payoff functions as long as the lobbyist with the
preferred policy has lower equilibrium spending without cap and with a complete ban on hard-money contributions, the influence
of money on policy will decrease as we move away from either unrestricted contributions or a complete ban on contributions.
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lead to increased aggregate contributions while at the same time reducing the probability that the

politician enacts the unfavored policy (see Figure 2).

Result 2: The effect of a contribution cap on the degree of influence of special interest money:
For any  0,γ ≠
(i) Any binding cap on hard-money contributions reduces the influence of money on policy

outcomes compared with unregulated contributions.
(ii) The influence of money on policy is minimized with a binding but strictly positive cap on

hard-money contributions whenever a ban on hard-money contributions does not fully
suppress all competition via soft money, . (1 )uv a γ> +

Proof: Appendix B.

Result 2 is the main result of the paper. In the absence of soft-money loopholes, a complete ban

on hard-money contributions would result in the politician always enacting his preferred policy. The

influence of special interest money would be eliminated.  Probu  would be zero when m=0. However

when there are soft-money loopholes special interest influence is not minimized with a complete ban

on hard-money contributions. Figure 2 gives the probability that the unfavored policy is enacted as a

function of m. While the graph is for a particular range of politician preference, as long as a complete

ban on hard-money contributions does not fully suppress all competition via soft money (m*<0), Probu

has a similar U-shape. The probability that the politician goes against his policy preference is

minimized at m".26

If the cap is very restrictive (0#m<m"), in equilibrium both lobbyists have a positive

probability of exceeding the cap via soft-money contributions, which are less efficient than hard-
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money contributions. A less restrictive cap lowers both of the lobbyists’ costs but the reduction in cost

is proportionally larger for the favored lobbyist since the unfavored lobbyist must exceed his

contribution by hard-money equivalent of  in order to win. This leads to an increase in theγ

probability that the lobbyist with the favored policy wins. Hence for all parameter values where m*<0,

a complete ban on contributions leads to higher influence of money on policy compared to a strictly

positive binding cap of m". But if the cap is not very restrictive ( >m>m"), then only the  lobbyistm

with the unfavored policy has a positive probability of resorting to soft-money contributions. Hence

a less restrictive cap only directly reduces the cost of the unfavored lobbyist. This leads to an increase

in the unfavored lobbyist’s probability of winning. 

The stated aim of the current legislation limiting campaign contributions is the “reduction of

special interest influence.” This goal may or may not be desirable, but one reasonable interpretation

of it is an attempt to reduce the likelihood that the politician enacts policy against his policy

preference, whether ideologically motivated or induced by his constituents. In practice however it is

difficult to determine the optimal level of the cap that minimizes the influence of special interest

contributions. An incumbent politician is likely to have different degrees of preference across different

policy issues. The valuation of the prize to the interest groups varies depending on the policy area.

Hence the legislated cap is unlikely to be able to minimize the influence of campaign contributions for

all policy issues at once. However irrespective of the degree of politician preference, Result 2(i) shows

that any binding contribution cap leads to a weaker influence of money on policy compared to

unregulated contributions. 

Furthermore for all policy issues where the preference is too strong,  such that| |
1

uam v
a

γ +≥
+

m#m*, lobbyists do not contribute and the politician simply goes with his preference. Therefore a more

restrictive cap implies a lower critical threshold of preference where there will be no influence of

special interest groups on policy making. Hence politician decisions will be swayed by monied

interests on a smaller number of questions.

V. Citizens United v. Federal Elections Commission

The Bipartisan Campaign Reform Act of 2002 is a complicated set of regulations that limits hard-

money contributions but also places some restrictions on soft-money that is not controlled by the

candidates or political parties. It bans “electioneering communications” paid for by corporations or



27The quote is from President Obama’s 2010 State of the Union Address.

28This result holds as long as the politician has a preference over policy alternatives. If the politician is simply indifferent
between policy alternatives, as assumed by KW/GC, then caps have no effect on the outcome of the competition regardless of the
efficiency of soft money, so campaign finance reform was born dead.
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labor unions from their general funds where an electioneering communication is defined as any

broadcast that refers to a clearly identified candidate and is made within 30 days of a primary or 60

days of a general election.  

In a five to four decision in Citizens United v. FEC (2010) the Supreme Court struck down the

electioneering communications ban as an unconstitutional restriction of free speech. Corporations and

unions can now use their general funds to finance such advertisements. Critics of the ruling have

voiced their concern that it will “open the floodgates for special interests”27 and reduce the quality of

U.S. democracy. The dissenting opinion to the Court argues that “[a]t least in some circumstances,

independent expenditures on candidate elections will raise an intolerable specter of quid pro quo

corruption.” Upon the ruling Senator McCain simply stated that “campaign finance reform is dead.”

Prior to the Citizens United v. FEC ruling, corporations and unions either ran advertisements

in support of a candidate very early in the election cycle – before most voters would be paying

attention – or ran issue-based advertisements with the hope that voters made the connection to the

particular candidate. The removal of the electioneering communications ban enhances the effectiveness

of soft- money contributions –  reduces the parameter a in our model. Nevertheless soft-money

spending by corporations and unions is likely to still be less valuable to a politician than hard-money

donations as it is not under the politician’s control. The Wall Street Journal reports in Mullins (2007)

that “[b]ecause they have their own agendas, outside organizations sometimes clash with one another,

the national parties, even the candidates they support.” The model implies that campaign finance

reform is not dead despite the fact that soft money will now be more efficient. As long as soft-money

contributions continue to be a less efficient means of currying political favor than hard-money

contributions, any binding hard-money contributions cap leads to diminished influence of special

interest money compared to unregulated contributions, Result 2(i).28

However, the model also implies that the current regulations on hard-money contributions may

no longer be optimal. The level of the cap that minimizes special interest influence is given by



29This may not be immediately obvious as the decrease in a can switch m" between the two parts of (9). However this issue
only arises for a decrease in a when γ>0 and initially  This results in  hence m" increases1 2( ) / (1 ).v v aγ > − + (1 ) ,f uv v a γ> − +
with the drop in a. 

- 23 -

 m" is given by (9) and is weakly decreasing in a.29 The lobbyist with the policy positionmax(0, ").m

that the politician prefers never resorts to soft-money contributions when the cap is at or above m",

whereas the lobbyist with the unfavored policy position contributes in soft-money in order to have a

chance to overcome the politician’s preference. If the cap was set at m" before the Citizens United v.

FEC ruling, then with the reduction in a  the ongoing cap is now too restrictive to minimize special

interest influence. At the ongoing cap both lobbyists will be willing to contribute in soft money since

it is now more efficient than prior to the ruling. So both lobbyists will be directly affected by the

existence of the cap. Relaxing the cap so that once again only the lobbyist with the unfavored policy

position resorts to the lower-powered currency can tilt the playing field in favor of the lobbyist with

the policy position the politician prefers, reducing the degree of special interest influence.  Of course

vu and γ, and hence m", will vary over policy issues, but for each issue the special interest influence

minimizing level of the cap is weakly decreasing in a. So if the level of the cap was previously set to

minimize the overall degree of special interest influence, now that the Citizens United v. FEC ruling

has reduced the inefficiency of soft-money spending the optimal policy response is to relax, but not

eliminate, the restrictions on hard-money contributions.

A word of caution is in order in interpreting these implications. To the best of our knowledge

this is the first paper that has results on the optimal hard-money contributions cap when soft money

becomes more efficient. The improvement in the efficiency of soft money engendered by the Citizens

United v. FEC ruling may have effects unaccounted for in this paper. To study whether campaign

finance reform can achieve its stated aim of reducing special interest influence, the paper solely

focuses on contributions motivated by policy favors. However, this is not the only motivation for

giving. Contributions may also be made to gain access to the politician in order to present information

supporting the donor’s policy position. Groups may contribute to improve the electoral prospects of



30In Ashworth (2006), Prat (2002) and Coate (2004a) where lobbyists contribute to buy policy favors, contribution caps
may also affect information flow to the voters since contribution caps finance political advertising. In the access models of Cotton
(2010), Austen-Smith (1998) and Lohmann (1995) caps affect the equilibrium information flow to the politician. In a model where
donors have pure-electoral motives  Coate (2004b) shows that a contribution cap has an effect on the party’s choice of candidate.
Cotton (2009) and Dahm and Porteiro (2008) examine caps in a model with both access and policy favor motives. Chanson and
Kaplan (2007) has a combination of electoral and influence motives. All these models assume that the cap is rigid without any soft-
money loopholes.

31See Title I of Public Law 107-155.
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politicians that share their policy preference.30 In these environments, there are no results in the

literature so far on the effect of a contribution cap with soft-money loopholes.

VI. Conclusion

The stated aim of the current U.S. campaign finance legislation is a reduction of special interest

influence.31 The previous literature on competition for political favors that allows for the possibility

of exceeding the cap studies the effect of campaign finance legislation under the assumption that the

politician is indifferent between policy alternatives. It focuses on aggregate contributions as an indirect

measure of special interest influence. In this paper, by explicitly incorporating politician preferences

we are able to capture the sense in which special interest money can overwhelm the politician’s natural

inclinations; the sense in which it can have an undue influence. We formalize a direct measure for the

degree of influence of special interests: the equilibrium probability that the politician does not make

the policy choice that he would have made in the absence of political contributions. The choice of

measure matters in the evaluation of campaign finance legislation that contains soft-money loopholes.

A more restrictive cap may lead to increased aggregate contributions while at the same time reducing

the degree of special interest influence. 

The primary contribution of the paper is to show that the effect of a contribution cap is non-

monotonic on the degree of monied special interest influence when there are soft-money loopholes.

As long as the incumbent politician has a preference over policy alternatives, a cap always decreases

the influence of political contributions on policy outcomes compared with unregulated contributions.

However a complete ban on contributions will result in a higher degree of influence of money on

policy than a binding but non-zero cap.



32Siegel (2009) could be used to directly establish the expected values. However since this game is not generic for all sets
of parameter values Theorem 1 does not apply and only the weaker Corollary 2 could be used. Hence it would not be possible to
establish the uniqueness of the equilibrium distribution functions using that approach.
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APPENDIX A: Proof of Proposition 1
Equilibrium when γ =0 is shown in KW. When γ#-v2, γ$v1 or m#m* equilibrium is in pure strategies
with neither lobbyist contributing and the prize being awarded to the lobbyist with the favored policy.
Hence in what follows we restrict attention to m>m* and  Define for each lobbyist( ) ( )2 1,0 0, .v vγ ∈ − ∪
(bidder) a function Wi(x) giving the hard money equivalent contribution (bid) that he must make to
effectively match a bid of x from his rival.  So  and W ( )u f fx x γ= + W ( ) .f u ux x γ= −

Lemma 1: Bidder u puts zero probability on .(0, ]ix γ∈
Proof:  If bidder u contemplates a bid of zero wins with the same probability as he must(0, )ux γ∈
exceed his rival’s bid by at least  in order to win. If  then he can win only if the other bidderγ ux γ=
bids zero, in which case there is an even chance of winning. So if that bid gave him a nonnegative
payoff he could double his chances of winning by a slight increase in his bid. And if it gave him a
negative payoff he could get a zero payoff by dropping his bid to zero. ~

Lemma 2: Neither bidder puts any probability mass point on any bid greater than zero.
Proof: Suppose u had a mass point at  Then bidder f would not put any probability at* .ux γ≥

 Either a slight increase in his bid would result in a discrete increase in the probability* | | .f ux x γ′ = −
of winning if , or if  bidder f would not put any probability at  As there is nof fx x′ < f fx x′ ≥ .fx ′
probability of  bidder u could lower his bid slightly without changing his probability of' * | |,f ux x γ= −
winning.  A similar argument rules out mass points for bidder f on ~0.fx >

Lemma 3: Neither bidder will use a pure strategy. 
Proof: Lemma 2 rules out any pure-strategy Nash equilibrium where any bid is greater than zero. Both
players’ bidding zero cannot be sustained as a pure-strategy equilibrium either since the best response
to xf=0 would be for u to bid slightly higher than |γ| in which case it would be not optimal for f to bid
zero. ~

Lemma 4: Bidder D has an infimum bid of zero. The expected value of the game to bidder D is zero.32

Proof:  Bidder D’s infimum bid must be less than vD since there can be no probability mass at vD by
Lemma 2.  Suppose that bidder D has an infimum bid of  such that  In that caseinf 0Dx > infW ( ) 0.A Dx >
bidder A would never bid   If he did he would be paying a positive amount and would loseinfW ( ).A Dx
for sure, since by Lemma 2, the probability of bidder D choosing exactly is zero in this range.inf

Dx
Therefore bidder D could lower his infimum bid without changing the probability of winning. If bidder
D is bidder f, then this implies directly that is not possible since  inf 0Dx > inf infW ( ) | | 0.A D Dx x γ= + >
However, if bidder D is bidder u, then  So, inf infW ( ) .A D Dx x γ= − inf inf

DW ( ) 0 for x | | .A Dx γ> >
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Suppose that bidder D is bidder u and  where bidder u is mixing in the open intervalinf
ub γ=

above |γ| but not at |γ|, by Lemma 1. Then bidder f would never bid zero as this gives zero profit and
he can win for sure with a bid of   yielding a positive profit. Take a bid ofW ( )f ux

 the probability that bidder u wins with this bid is  Since bidderinf ,u ub b ε γ ε= + = + f ( ) .f x dx
γ ε

γ
γ+

+
−∫

f has no mass points on (0, ε] by Lemma 2, this probability is close to zero for small ε, yielding a
negative expected payoff for bidder u. Hence bidder u’s infimum bid cannot be |γ|.  is notinf (0, )ib γ∈
possible by Lemma 1.  Therefore a bid of zero is in the support of the mixed strategy of bidder u.

Therefore a bid of zero is in the support of the mixed strategy of bidder D.  At this bid he loses
for sure, so the expected value of the strategy for bidder D must be zero. ~

Lemma 5: Bidder D has a supremum bid of  Bidder A has a supremum bid of sup .D Dx x= sup W ( ).A A Dx x=
The expected value of the game to bidder A is  with equality only if bidder u is( )c W ( ) 0,A A Dv x− ≥
the advantaged bidder and .A Dx x γ= +
Proof: Bidder D cannot have supremum bid of zero since that would be a pure strategy which
contradicts Lemma 3. Suppose that bidder D has a supremum bid of   Then bidder Asup (0, ).D Dx x∈
would never set  as he can win for sure with  since by Lemma 2 thesupW ( )A A Dx x> supW ( )A A Dx x=
probability of bidder D choosing exactly  is zero.  Therefore bidder D could win for sure withsup

Dx
 yielding a payoff greater than zero for small enough ε, a contradiction of Lemma 4, andsup

D Dx x ε= +
hence sup .D Dx x=

Suppose that bidder A has a supremum bid of  Then bidder D could lower hissup W ( ).A A Dx x<
supremum bid and still win for sure with that bid yielding a payoff greater than zero for small enough
ε, a contradiction of Lemma 4.  Bidder A can win for sure with a bid of since by Lemma 2 theW ( )A Dx
probability of bidder u choosing exactly  is zero.  Since  is in the support of his mixedDx W ( )A Dx
strategy and he wins for sure with that bid, the expected payoff for bidder A is ( )c W ( ) .A A Dv x−

If bidder f is the advantaged bidder A, then  and the definition of theW ( )A D Dx x γ= −
advantaged bidder yields  and so the expected payoff of bidder A is strictly positive.  IfA Dx x γ> −
bidder u is the advantaged bidder A, then  and the definition of the advantaged bidderW ( )A D Dx x γ= +
yields  so the expected payoff of bidder A is strictly positive unless    inA Dx x γ≥ + A Dx x γ= +
which case it is zero. ~

Lemma 6: For bidder f, bids almost everywhere on and for bidder u, bids almostsup[0, ]f fx x∈
everywhere on  must have positive probability.sup( , ],u ux xγ∈

Proof: Suppose there were an interval (t, s) in  where bidder u had zero probability ofsup( , ]uxγ
bidding. Then bidder f would have zero probability of bidding in (t-|γ|, s-|γ|) since he could lower his
bid to t-|γ| and have the same chance of winning. But in this case bidder u would never bid  ass ε+
he could lower his bid to t, saving in bidding costs and losing only  ins tε+ − F ( ) F ( )f fs tε γ γ+ − − −
probability.  By Lemma 2 the loss in probability is negligible for small  So if there is an interval of.ε
zero probability it must go up to  which contradicts Lemma 5.  A symmetric argument rules outsup

ux
ranges of zero probability for bidder f in ~sup[0, ].f fx x∈
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Lemma 7: If γ<0 or γ>v1-v2 then   If  then  If.u fx x γ− < 1 20,
1
v v

a
γ −⎛ ⎤∈⎜ ⎥+⎝ ⎦

.u fx x γ− ≥

 then  when  and  if m is1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦ u fx x γ− ≥ 2 1(1 )( )a v vm m

a
γ+ + −≥ = u fx x γ− <

lower .
Proof: Consider first γ<0. Then f is bidder 1 and u is bidder 2. If m$v1 then  If1 1 2 2and .x v x v= =

v2<m<v1 then  If m#v2 then  For all ranges1
1 2 2 and .

1
v amx x v

a
+= =
+

1 2
1 2and .

1 1
v am v amx x

a a
+ +

= =
+ +

of m,  Hence   1 2 .x x> 0 .u fx x γ− < <

Now consider γ>v1-v2, a positive γ implies f=2 and u=1. Hence if m$v2,   and 2fx v= 1.ux v≤
So . If m<v2 then  and  so 1 2u fx x v v γ− ≤ − < 1

1u
v amx

a
+=
+

2

1f
v amx

a
+=
+

1 2
1 2 .

1u f
v vx x v v

a
γ−− = < − ≤

+

Finally consider  Again f=2 and u=1.  Hence if m$v1,  and ( ]1 20, .v vγ ∈ − 2fx v= 1.ux v=
So  If m<v2 then  and  so   which is1 2 .u fx x v v γ− = − ≥ 1

1u
v amx

a
+=
+

2

1f
v amx

a
+=
+

1 2

1u f
v vx x

a
−− =
+

less than γ if  and greater than or equal to γ otherwise.  If   then 1 2

1
v v

a
γ −>

+
[ ]2 1 2,m v v v∈ − 2fx v=

and  so   This is less than γ if  and greater1

1u
v amx

a
+=
+

1
2.

1u f
v amx x v

a
+− = −
+

2 1(1 )( )a v vm
a

γ+ + −<

than or equal to γ otherwise.  If  then this expression does not hold for any m$v2 and so1 2

1
v v

a
γ −≤

+
~.u fx x γ− ≥

Lemma 8: The unique equilibrium distribution functions are those given in Proposition 1.
Proof: Part (i):  By lemma 7,  In this case the favored bidder f is also the advantaged.f ux x γ> −
bidder A.  By lemmas 5 and 6 all bids xf 0  must yield an expected payoff of0, W ( )f ux⎡ ⎤⎣ ⎦

 to bidder f.  By lemma 2 in this range there is zero probability that   So( )c W ( )f f uv x− .u fx x γ= +
bidder f wins if   Therefore on that  range:.f ux x γ≥ −

( )c W ( ) F ( ) c( )f f u f uv x v x xγ− = + −
So from equation 3 and the fact that W ( ) :f u ux x γ= −

( ) ( )(
(

F ( ) for x 0, min ,
c

F ( ) (1 ) for ,

f u u
f u

f u u

v x x m x
v x

v x a x am x m x

γ γ
γ

γ γ

⎧ ⎤+ − ∈ −⎪ ⎦− − = ⎨
+ − + + ∈ − ⎤⎪ ⎦⎩

letting  and solving for Fu(@):ux x γ= +

( )(

(

for  ,min ,

F ( )
( ) (1 )

for  ,

f u u
u u

f
u u

f u u
u u

f

v x x
x m x

v
x

v x a m a x
x m x

v

γ γ

γ
γ

− +⎧ ⎤∈ +⎪ ⎦
⎪= ⎨ − − + + +⎪ ∈ + ⎤⎦⎪
⎩
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Bidder u places no probability on  by lemma 1 so plugging in  at the bottom of the range(0, γ ⎤⎦ γ
yields the probability mass at zero.

By lemmas 4, 5 and 6 all bids in  yield an expected payoff of zero to bidder u. By( , uxγ ⎤⎦
lemma 2 in this range there is zero probability that  so bidder u wins if f ux x γ= − .u fx x γ≥ +
Therefore on that  range:

0 F ( ) c( )u fv x xγ= − −
So from equation 3

( )( )F ( ) for ,min ,
0

F ( ) (1 ) for [ , )
u f u

u f u

v x x x m x

v x a x am x m x

γ γ

γ

⎧ − − ∈⎪= ⎨
− − + + ∈⎪⎩

letting  and solving for Ff (@):fx x γ= −

( )( )

)

for 0, min max(0, ),
F ( )

(1 ) (1 )
for max(0, ),

f
f u

u
f f

f
f u

u

x
x m x

v
x

a am a x
x m x

v

γ
γ γ

γ
γ γ

⎧ +
∈ − −⎪

⎪= ⎨
+ − + +⎪ ∈ ⎡ − −⎣⎪⎩

plugging in zero at the bottom of the range yields the probability mass at zero. 
Part (ii): By lemma 7,    In this case the unfavored bidder u is the advantaged bidder A..u fx x γ≥ +
By lemmas 4 and 6 all bids in  must yield an expected payoff of zero to bidder f.   By lemma0, fx⎡ ⎤⎣ ⎦
2 in this range there is zero probability that  . So bidder f wins if   Thereforeu fx x γ= + .f ux x γ≥ −
on that  range:

0 F ( ) c( )f uv x xγ= + −

So from equation 3:

  
( )(

(
F ( ) for x 0,min ,

0
F ( ) (1 ) for ,

f u f

f u f

v x x m x

v x a x am x m x

γ

γ

⎧ ⎤+ − ∈⎪ ⎦= ⎨
⎤+ − + + ∈⎪ ⎦⎩

letting  and solving for Fu(@):ux x γ= +

( )(

(

for  , min ,

F ( )
(1 ) (1 )

for  ,

u
u f

f
u u

u
u f

f

x
x m x

v
x

a am a x
x m x

v

γ
γ γ γ

γ
γ γ

⎧ − ⎤∈ + +⎪ ⎦
⎪= ⎨

− + − + +⎪ ⎤∈ + + ⎦⎪
⎩

Bidder u places no probability on  by lemma 1 so plugging in  at the bottom of the range(0, γ ⎤⎦ γ
yields the probability mass at zero.
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By lemmas 4, 5 and 6 all bids in  yield an expected payoff of  to( , W ( )u fxγ ⎤⎦ ( )c W ( )u u fv x−
bidder u.  By lemma 2 in this range there is zero probability that  so bidder u wins iff ux x γ= −

 Therefore on that  range:.u fx x γ≥ +

( )c W ( ) F ( ) c( )u u f u fv x v x xγ− = − −
So equation 3 and the fact that  yield:W ( )u f fx x γ= +

 

( ) ( )( )
)

F ( ) for , min ,
c

F ( ) (1 ) for ,

u f f

u f

u f f

v x x x m x
v x

v x a x am x m x

γ γ γ
γ

γ γ

⎧ − − ∈ +⎪− + = ⎨
⎡− − + + ∈ +⎪ ⎣⎩

letting  and solving for Ff(@):fx x γ= −

( ) ( )(
( ) ( ) (

c
for 0, min | |,

F ( )
c (1 )

for | |,

u f f
f f

u
f f

u f f
f f

u

v x x
x m x

v
x

v x am a x
x m x

v

γ γ
γ

γ γ
γ

⎧ − + + +
⎤∈ −⎪ ⎦⎪= ⎨

− + − + + +⎪
⎤∈ −⎪ ⎦

⎩

plugging in zero at the bottom of the range yields the probability mass at zero. ~

Lemma 9: The equilibrium distributions, and hence all comparative statics, are continuous in m.
Proof: The distributions in each part of Proposition 1 are clearly continuous in m.  When

 the distribution switches from that of Proposition 1 (i) to that of Proposition 1 (ii)1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

at   However at that point the distributions are identical. If  then2 1(1 )( ) .a v vm
a

γ+ + −= /ua v γ γ≤ ⎡ − ⎤⎣ ⎦

all competition is curtailed at   At that point the favored bidder is advantaged* (1 ) / .um a v aγ= ⎡ + − ⎤⎣ ⎦
so the distribution of Proposition 1 (i) applies and it results in no competition between the bidders. The
implication of Lemma 9 is that making a cap more restrictive will never result in a discontinuous jump
in the expected bids as it does in Che and Gale (1998). ~

This completes the proof of Proposition 1.

APPENDIX B: Proof of Results
The results follow directly from Proposition 1. First we show how to use the relative levels of the
critical values of m to determine the min and max arguments in the equilibrium distribution functions
in Proposition 1. It is then straightforward to calculate Probu and E(Contributions) from the
equilibrium distribution functions in Proposition 1:
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( | |) ( )u f u
u

Prob F x f x dxγ= −∫
supsup

sup supmin( , ) min( , )

( ) ( ) ( ) ( ) ( ) ( ) ( )
fu

u f

xx

u f u f
u f m x m x

E Contributions xf x dx xf x dx a x m f x dx a x m f x dx= + + − + −∫ ∫ ∫ ∫

Table 1 presents comparative statics for these measures for each of the possibilities for m relative to
the critical values of m for  This information is then used to prove the results.( )max(0, *), .m m m∈

Table 1: Comparative Statics when ( )*,m m m∈

Proposition 1(i)
applies and

( )dE Contributions
dm

Pr ud ob
dm

I m<|γ| and
m m′′<

0 1
0 2

f u

u f

v v if f
am

if fv v
⎛ ⎞− > =⎧

=⎜ ⎟ ⎨⎜ ⎟ < =⎩⎝ ⎠

0
u f

am
v v
− <

II m<|γ| and
m m′′>

2( | |) | | (| | ) 0
(1 )

u

u f

a x a a m
v a v

γ γ γ− + −+ >
+

( )| | (| | )
0

(1 ) u f

a a m
a v v

γ γ+ −
>

+

III m>|γ| and
m m′′<

0 1
| |

0 2
f u

u f

v v if f
a

if fv v
γ

⎛ ⎞− > =⎧
=⎜ ⎟ ⎨⎜ ⎟ < =⎩⎝ ⎠

| | 0
u f

a
v v

γ− <

IV m>|γ| and
m m′′>

( ) 0
(1 )

u

u f

a x m am
v a v
− + >

+ 0
(1 ) u f

am
a v v

>
+

Proposition 1(ii)
applies and:

V m<|γ| and
m m′′<

0 1
0 2

f u

u f

v v if f
am

if fv v
⎛ ⎞− > =⎧

=⎜ ⎟ ⎨⎜ ⎟ < =⎩⎝ ⎠

0
u f

am
v v
− <

VI m<|γ| and
m m′′>

0a− < 0

VII m>|γ| and
m m′′<

0 1
| |

0 2
f u

u f

v v if f
a

if fv v
γ

⎛ ⎞− > =⎧
=⎜ ⎟ ⎨⎜ ⎟ < =⎩⎝ ⎠

0
u f

a
v v

γ−
<

VIII m>|γ| and
m m′′>

( ( )) ( )
0f

f u

a m v a m
v v

γ γ− + −
− <

( )
0

u f

a m
v v

γ−
>
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Determining the min max arguments in Proposition 1: 
This is considered in two parts corresponding to the two parts of Proposition 1. For all distribution
functions, note that max(0, m-|γ|)=0 if m<|γ|.

i)When Proposition 1(i) applies and  the ranges in the favored lobbyist’s*m m m< ≤
distribution function depend on whether or not :m γ<

if m#|γ|, min(max(0, | |), | |) 0um xγ γ− − =
if m>|γ|, min(max(0, | |), | |) | |um x mγ γ γ− − = −

while the ranges in the unfavored lobbyist’s distribution function depend on whether or not :m m′′<
if , min( | |, ) | |um m m x mγ γ′′≤ + = +
if , min( | |, )u um m m x xγ′′> + =

When Proposition 1(i) applies, and  .(1 )um v a γ′′ = − + ( ) / (1 )  .u ux v am a m m= + + ∀ <
(ii) When Proposition 1(ii) applies, and  the ranges in the favored lobbyist’s*m m m< ≤

distribution function depend on whether or not :m γ<
if m#|γ|, min(max(0, | |), ) 0fm xγ− =
if m>|γ|, min(max(0, | |), ) | |fm x mγ γ− = −

while the ranges in the unfavored lobbyist’s distribution function depend on whether or not :m m′′<
   if , min( | |, | |) | |fm m m x mγ γ γ′′≤ + + = +

if , min( | |, ) | |f fm m m x xγ γ γ′′> + + = +

When Proposition 1 (ii) applies,  and fm v′′ =
if  

if  
1

f

f f

v m m
x v am

m m
a

′′>⎧
⎪= ⎨ +

′′≤⎪ +⎩

Proof of Result 1: 
(i) From Table 1  and  changes in m are never neutral( ) ( )2 1,0 0,v vγ∀ ∈ − ∪ ( )max(0, *),m m m∈
on expected contributions.

(ii) When  Proposition 1(ii) applies. It also applies when  and1 20,
1
v v

a
γ −⎛ ⎤∈⎜ ⎥+⎝ ⎦

1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

 In this later case from (9)  and  since  So in either case.m m> 2m v′′ = m m′′> 1 2( ) / (1 ).v v aγ > − +
 so Table 1 row VIII yields the result. ~max( , )m m γ′′>

Proof of Result 2: When  from (5) m*<0 and from (7) and (9)  From(1 )uv a γ> + (0, ).m m′′∈
Proposition 1, Probu is continuous in m and Table 1 shows that Probu is U-shaped: Decreasing in m
for all  and increasing in m for all  This completes the proof of part (ii). It(0, )m m′′∈ ( , ).m m m′′∈
also shows that whenever  m*<0 then Probu will be maximized at one of the endpoints, either m=0
or .m m=
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If  then  m*$0 is not possible. From equations (7) and (9) whenever( )( 1 20, / (1 )v v aγ ∈ − + ⎤⎦
m*$0,   Hence  and thus Table 1 shows that Probu is(1 ) 0.um v a γ′′ = − + ≤  ( *, )m m m m m′′> ∀ ∈
weakly increasing in m over this entire range. Moreover (7) implies that  so range VI in Tablem γ>
1 (where there is no effect of changes in m on Probu) must be strictly below  Thus if m*$0 any.m
level of cap  will reduce Probu compared to no contribution cap.m m<

It only remains to show that when m*<0 the level of Probu is weakly lower at  m=0 than at .m m=
Without a cap, when  then Proposition 1 part (i) applies and,( ) ( )2 1 2 1,0 ,v v v vγ ∈ − ∪ −

(10)( )2 21( | |) ( )
2u f u u

u fu

Prob F x f x dx v
v v

γ γ= − = −∫

When m=0 and  then Proposition 1 part (i) applies and ( ) 1 2
2 1,0 ,

1
v vv v

a
γ −⎛ ⎞∈ − ∪ ⎜ ⎟+⎝ ⎠

(11)2 2 21( | |) ( ) (1 )
2u f u u

u fu

Prob F x f x dx v a
v v

γ γ⎡ ⎤= − = − +⎣ ⎦∫

which is strictly less than (10) and so part (i) holds when  When( ) ( )2 1 2 1,0 , .v v v vγ ∈ − ∪ −
 and there is no cap then Proposition 1 part (ii) applies and( ]1 20,v vγ ∈ −

(12)( | |) ( ) 1
2

f
u f u

uu

v
Prob F x f x dx

v
γ= − = −∫

When  Probu is given by (11) when m=0 which is strictly less than (12) for1 2
1 2,

1
v v v v

a
γ −⎛ ⎤∈ −⎜ ⎥+⎝ ⎦

 so part (i) holds for this range of γ. Finally, when m=0 and( )1 2 / (1 )v v aγ > − +
 then Proposition 1 part (ii) applies  so( )( 1 20, / (1 )v v aγ ∈ − + ⎤⎦

(13)( | |) ( ) 1
2

f
u f u

uu

v
Prob F x f x dx

v
γ= − = −∫

which is equal to (12) so for this final range of γ part (ii) holds weakly for a complete ban on
contributions and holds strictly for any ~(0, ).mγ ∈



- 33 -

REFERENCES

Ansolabehere, Stephen, John de Figueiredo, and James Snyder. 2003. “Why is There so Little Money
in U.S. Politics?” Journal of Economic Perspectives, 17(1): 105-130.

Ashworth, Scott. 2006. “Campaign Finance and Voter Welfare with Entrenched Incumbents”, American
Political Science Review, 100 (1), 55-68.

Austen-Smith, David. 1995. “Campaign contributions and access.” American Political Science Review,
89, 3, 566-581.

__________________. 1998. “Allocating Access for Information and Contributions.” Journal of Law,
Economics and Organization, 14: 277-303. 

Baye, Micheal R., Dan Kovenock, and Casper G. de Vries. 1993. “Rigging the Lobbying Process: An
Application of All-Pay Auctions.” American Economic Review, 83(1): 289-94. 

___________________. 1996. “The All-Pay Auction with Complete Information.” Economic Theory,
8(2): 291-305.

Chamon, Marcos, and Ethan Kaplan. 2007. “The Iceberg Theory of Campaign Contributions: Political
Threats and Interest Group Behavoir”. Working Paper, IIES Stockholm University.

Che, Yeon-Koo, and Ian Gale. 1998. “Caps on Political Lobbying.” American Economic Review, 88(3):
643-651.

Coate, Stephen. 2004a. “Pareto-Improving Campaign Finance Policy” American Economic Review, 94
(3): 628-655.

___________________. 2004b. “Political Competition with Campaign Contributions and Informative
Advertising”, Journal of European Economic Association, 2 (5), 772-804.

Cotton, Christopher. 2009. “Should We Tax or Cap Political Contributions? A Lobbying Model with
Policy Favors and Access” Journal of Public Economics, 93(7/8), 831-842.

___________________. 2010. “Pay-to Play Politics: Informational Lobbying and Campaign Finance
Reform when Contributions Buy Access.”mimeo. University of Miami.

Dahm, Matthias and Nicolás Porteiro. 2008. “Side Effects of Campaign Finance Reform.” Journal of the
European Economic Association, 6(5), 1057-1077.

Denzau, Arthur T., and Micheal C. Munger. 1986. “Legislators and Interest Groups: How Unorganized
Interests Get Represented.” American Political Science Review , 80(1), 89-106.

Drazen, Allan, Nuno Limão and Thomas Stratmann. 2007. “Political Contribution Caps and Lobby
Formation: Theory and Evidence.” Journal of Public Economics, 91, 723-754.

Gale, Ian, and Yeon-Koo Che. 2006. “Caps on Political Lobbying: Reply.” American Economic Review,
96(4): 1355-1360.

Gross, Donald A.,  Robert K. Goidel, and Todd G. Shields.2002, “State campaign finance regulations
and electoral competition.” American Politics Research, 30(2), 143-165.

Grossman, Gene and Elhanan Helpman. 1996. “Electoral competition and special interest politics.”
Review of Economic Studies, 63, 265-286.

Hamm, Keith E., and Robert E. Hogan.  2008. “Campaign Finance Laws and Candidacy Decisions in
State Legislative Elections.” Political Research Quarterly, March: 1-10.  



- 34 -

Herrnson, Paul S., 2000. Congressional Elections: Campaigning at Home and in Washington.
Washington, D.C.:CQ Press 3rd ed.

Hillman, Arye L., and John G. Riley. 1989. “Politically Contestable Rents and Transfers.”Economics and
Politics, 1(1): 17-39.

Hogan, Robert E., 2000. “The Costs of Representation in State Legislatures: Explaining Variations in
Campaign Spending.” Social Science Quarterly, 81(4), 941-956.

Kaplan, Todd R., Israel Luski, Aner Sela, and David Wettstein. 2002. “All-Pay Auctions with Variable
Rewards.” Journal of Industrial Economics, 50(4): 417-430.

Kaplan, Todd R., and David Wettstein. 2006. “Caps on Political Lobbying: Comment.” American
Economic Review, 96(4): 1351-1354.

Konrad, Kai A. 2002. “Investment in the Absence of Property Rights; The Role of Incumbency
Advantages.” European Economic Review, 46: 1521-1537.

Kroszner, Randall and Thomas Stratmann. 1998. “Interest Group Competition and the Organization of
Congress: Theory and Evidence from Financial Services Political Action Committees.” American
Economic Review, 88(5): 1163-187.

Levitt, Steven D. 1995. “Policy Watch: Congressional Campaign Finance Reform.” Journal of Economic
Perspectives, 9(1): 183-193.

Lohmann, Susanne. 1995. “Information, Access and Contributions: A Signalling Model of Lobbying,”
Public Choice, 58, 21-34.

Mullins, Brody. “Interest Groups Gain In Election Cash Quest.” The Wall Street Journal, December 19,
2007. Web April 3, 2010.

Pastine, Ivan, and Tuvana Pastine. 2009. “Politician Preferences, Law-Abiding Lobbyists and Caps on
Political Contributions.” Public Choice, forthcoming.

Prat, Andrea. 2002. “Campaign Spending with Office-Seeking Politicians, Rational Voters and Multiple
Lobbies” Journal of Economic Theory, 103(1), 162-189.

Snyder, James Jr. 1990.“Campaign Contributions as Investments: The House of Representatives,
1980–1986.” Journal of Political Economy, 98(6): 1195-227.

Siegel, Ron. 2009. “All-Pay Contests.” Econometrica, 77(1): 71-92.
Stratmann, Thomas. 2002. “Can Special Interests Buy Congressional Votes? Evidence from Financial

Services Legislation.” Journal of Law and Economics, 45(2), 345-374.
________________. 2006. “Contribution Limits and the Effectiveness of Campaign Spending.” Public

Choice, 129: 461-474.
________________.  2009. “How Prices Matter in Politics: The Returns to Campaign Advertising.”

Public Choice, 140(3-4): 357-377.
Stratmann, Thomas., and Francisco J.Aparicio-Castillo. 2006. “Competition Policy for Elections: Do

Campaign Contribution Limits Matter?” Public Choice, 127, 177-206.
Yildirim, Huseyin. 2005. “Contests with Multiple Rounds.” Games and Economic Behavior, 51: 213-

227. 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


