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ANALYSI S OF THE COSTS OF ELECTI ON CAMPAI GNI NG
and
RECOMVENDATI ONS FOR ALTERI NG CONTRI BUTI ON AND EXPENDI TURE LIM TS

Pref ace

The gubernatorial public financing |aw requires that:

For the purpose of determ ning the continuing adequacy of the
limts set by |aw upon contributions and expenditures in aid of
the candidacy or in behalf of any candidate for nom nation or
election to the office of Governor, the Election Law Enforcenent
Conmi ssion shall nonitor the general |evel of prices, with
particular reference to those directly affecting the costs of
el ection canpaigning in this State. In the year next preceding
any year in which a primary election and general election for the
office of Governor are to be held, and not later than 12 nonths
before the date of the primary election, the Comm ssion shal
report to the Legislature its recomendations, if any, for
altering those limts in accordance with its finding pursuant to
this section. NNJ. S A 19:44A-7.1

In response to this requirement, the HEection Law Enforcenent Conm ssion
prepared this report which presents an analysis of: (a) gubernatorial canpaign
expenditures in 1981, (b) changes in gubernatorial canpaign expenditures between
1973 and 1981, (c) cost increases since 1981 in sone of the goods and services
used in canpaigning, (d) actual and potential changes in canpaign methods as
they may relate to the 1985 gubernatorial election canpaign expenditures, (e)
factors outside the political environnent affecting canpaigning and costs, and
(f) those factors within the political environment affecting canpaigning and
costs.  Fromthis analysis and after considering its findings in its June 1982
report, New Jersey Public Financing - 1981 Gubernatorial Elections, the
Conmi ssion arrived at a set of conclusions and recomendations.

Summary of Concl usi ons and Recommendati ons

It is obvious that the cost of canpaigning has increased during the three year
period of 1981-1983. While there is no "canpaign cost index" conparable to the
Consumer Price Index (CPl) or other price or econom c indexes, media costs, a
key el ement of canpaign costs, are indexed and show an increase of approxi mately
one third during this three year period. Accepting the industry's own cost



projection for 1984, the increase will be nearly 45 percent during the four year
period of 1981-1984.1

The Producer Price Index includes sone of the other itens conprising canpaign
expenditures.2 Nearly all show increases for the three year period (1981-1983)
which range froma low of a .8 percent decrease for typewiters to a high of a
41.0 percent increase for electricity. Tel ephone rates, another inportant cost
el ement, have increased by 21.3 percent over a two year period, 1982-1983, and
may increase nore in 1984 and 1985 as the result of the AT&T divestiture.

Applying these rates of increase, the Comm ssion estimtes that the costs to a
gubernatorial candidate to run the same canpaign in 1985 will have increased by
35 percent.

However, the Commission also recognizes that technological devel opnent,
including the devel opment of portable, |ow cost conputers and other electronic
nmedi a, pronotes change in canpai gn nmethods. Furthernore, the network TV s
gradual Iy declining audi ence size 3and cable TV's increasing penetration into
the New York and Phil adel phia markets* make network TV advertisenents a |ess
cost-effective means for reaching voters. As a result of these and ot her
changes, the mx of goods and services used in gubernatorial election canpaign-
ing in New Jersey will probably be different in 1985 fromthe mx of 1981; also,
these differences will vary according to each individual candidate' s canpaign
strategy. The effects of these changes and factors on the costs of canpaigning
cannot be neasured.

Simlarly, the factors both inside and outside of the political environment
whi ch affect canpaign related costs and canpaign strategies for 1985 will differ
fromthose of 1981. Anong these factors are the state of the nation's and
region's econonies, the number of candidates in the primary and the |ikelihood
of an incunbent running for re-election.

Al'l these variables make estimating the increase in the cost of canpaigning for
1985 difficult, if not inmpossible. Wat is clear is that unit costs for many of

the goods and services used in gubernatorial election canpaigning will be higher
in 1985 than they were in 1981 and that the proportion of total available funds
spent on specific goods and services will be different.



To arrive at an estimate of an increase in canpaign costs and a recommended
Increase in the contribution and expenditure limts, the Conm ssion:
(a) projected the average 1981-84 media increases to 1985 and applied that to
canmpai gn communi cation expenditures; and (b) took the actual 1982 and 1983
increases for the CPl, adding Chase Econonetrics' nost recent estirrate5 of the
rate of inflation for 1984 and 1985, and applied the increase of that to
adm nistrative expenditures. Overall, an estimte of a 35 percent increase in
canpai gn costs for the four year period from 1981 through 1985 was reached

However, because of the many uncertainties and the potential volatility of
prices, the 35 percent was raised 15 percentage points to 50 percent.

Therefore, the Comm ssion concludes that its analysis inits 1982 report renains
essentially valid and reiterates its recomendation that the contribution limt
be raised 50 percent to $1,200 for the 1985 gubernatori al election® This
recomrendation continues to be based upon the assunption that any increase is
consi dered along with four other public financing provisions which, in the
Commi ssion's view, are inextricably related to the contribution linmit. Those
provisions are:  (a) the qualifying threshold; (b) the matching formula; (c) the
l[imts on public funds to any one candidate; and (d) the expenditure limt.
These five provisions are the core of the public financing program A change in
any one of themaffects the entire funding fornula and can easily have
uni nt ended consequences.  Therefore, proposals for the contribution [imt to be
hi gher or |ower than the $1,200 recomended by the Cormmi ssion may be appropriate
when considered in the context of other recommendati ons addressing the
inter-relationships and inter-dependency of the other four conponents of the
programinextricably related to the contribution limt.

In light of its findings here, the Conmi ssion also reasserts its recommendations
set forth inits 1978 and 1982 reports that the expenditure limt be repealed.7
The original justifications for alimt -- that it makes the election nore fair

by equalizing the spending among candi dates and that it works to keep the costs
of canpaigning down -- are not supported by the data gathered for this report.

The argunent that inposing limts on expenditures equalizes conpeting candidates

and is thus nore fair focuses only on the nonetary factor in judging equity and
i gnores other advantages a candi date may have in a campai gn, advantages that are
not measured in nmonetary terns. And, although el ection canpaign costs are
rising, it is extrenely difficult to quantify the change. Considering this, the



Commi ssion finds that although an expenditure limt my keep gubernatoria

candidates' total spending down, it does nothing to affect the costs of
canpaigning and, in fact, may lead to less effectively run canpaigns.
Therefore, the Comm ssion restates its conclusion that expenditure limts are
unnecessary and undesirable so long as the gubernatorial election process
includes limts on contributions, limts on loans, limts on a candidate's
personal funds and limts on the anount of public funds available to any one
candi date.

If as public policy, it is decided that the expenditure limt should be
retai ned, then the Commi ssion recommends that the expenditure limt be increased
by at least 50 percent. For the primary, that would be an increase from35¢ to
52.5¢ per voter and, for the general election, an increase from70¢ to $1.05 per
voter. Assuming 3 million voters in the 1984 presidential election, the limt
inthe primary would rise from $1,050,000 to $1,575,000 and, jn the general
election, the linit would rise from$2.1 nillion to $3,150, 000.

Qubernatorial Election Canpai gn Expenditures

In 1981, the general election candidates spent a majority of their noney on
broadcast nedia. The other two expenditure categories on which the two major
candi dates spent nore than 10 percent of their funds were: (1) printing and
mai ling of campaign literature and (2) administration (including polls, office
overhead and expenses, salaries and tel ephone). The 1981 prinmary candi dates,
spent a smaller percentage than the general election candidates on broadcast
media tine and a larger percentage on printing and mailing of canpaign
literature and adm’nistration.8

Conparison of Percent of Expenditures
1981 Prinmary and (General El ections

Expendi ture Primary Gener al
Broadcast Media Time 41.4 58.0
Advertising Production 7.6 4.6
Newspaper ads and Bil | boards 2.4 03
Printing, Mailing of Canpaign Literature 17.5 12.7
Adm ni stration 31.1 24. 4

Source: N. J. Election Law Enforcenment Conmission, Table 6.1 (CGeneral Election)
p. 6.7 and Table 6.3a (Primary Election), p. 6.10



From 1973 to 1981, general election candidates increased the comunications
aspect of their spending, wth a decrease in adninistration expenditures
accomodating the shift

Conparison of Percent of Expenditures-1973 and 1981 CGeneral El ections

973 1981
Expendi ture Byrne (D)  Sandman(R) Florio (D Kean (R)
Cormmuni cati on 55.2 51.0 76.0 75. 4
Administration  44.7 49.0 24.0 24.6

Source: N. J. Election Law Enforcenment Commi ssion, New Jersey Public Financing-

1981 CQubernatorial Elections, June 1982, Table 6.1, p. 6.7

The nost significant change within the comunication expenditures category was
the decrease in the percentage of funds spent on newspaper advertisenents and
billboards. In the 1981 general election, both candidates spent significantly
| ess on these items than either their 1977 or their 1973 counterparts. On the
ot her hand, both candidates in 1981 spent the |argest portion of their
communi cation budget on broadcast media tinme, 74.7 percent for Congressman
Florio and 78.7 percent for CGovernor Kean

Bi | | board and Newspaper Ad Expenditures
As A Proportion of Total Communications Spending
1981, 19/7 and 1973

1981 1977 1973
Florio (D) Kean (R Byrne (D) Bat eman (R) Byrne (D)
Dol | ars (000) $5.4 $9.4 $ 28.2 $ 171.7 $ 129.8

Per cent v 3% ¢« 5% 2. 7% 17. 0% 16. 4%

* (Figures for the 1973 Republican candi date, Congressman Sandman, are not
avail abl e)

Source: N.J. Election Law Enforcenent Commission, New Jersey Public Financing -

1981 Gubernatorial Elections, Table 6.1, p 6.7




In summary, the major changes in canpai gn spending that occurred between the two
gubernatorial general election cycles of 1973 and 1981 were:

O the near denise of the two print nedia, i.e. newspapers and
bi | I boards, as vehicles for conmunicating the candi dates' messages

O avery large increase in the use of broadcast media (radio and TV)
and direct mail, and

O a notable decrease in the percentage of total expenditures devoted
to admnistration.

Cost Increases 1981-1983

The Conmission did not attenpt to create a "canpaign cost index" for two
reasons. First, the information on the 1981 disclosure reports was not precise

in identifying the purposes for which expenditures were made; many types of
expenditures were grouped into fairly broad categories. For exanple, "admn-

istration” included everything that was not a communication expenditure or an
expenditure exenpt fromthe expenditure limt (i.e. candidate's travel, food and

beverage for fund raising events, election night activities and conpliance).
Thus, expenditures categorized as "administration” included: polling, office
supplies and equi pment, staff salaries, office rent, telephone installation and
operation, food and beverage not associated with fund raising or with candi date
travel, office supplies, a variety of consultants, autonobile and other travel
rel ated expenses, and record keeping not related to conpliance.

Second, the weighting of goods and services, which is necessary for constructing
an index, would be extremely difficult because of the difference in the kinds
and proportions of goods and services used. These differences are apparent in
the three election cycles of 1973, 1977 and 1981. Any index built on the 1973
data would have had a limted relevance to the 1981 experience because of the
shift to broadcast nedia and direct mail and the shift away fromprint nedia and
adm ni stration. Presumably, an index constructed on 1981 data al one woul d not
necessarily be predictive of 1985 canpai gni ng.



However, existing indexes of various product and service costs pertain to this
topic. The follow ng discussion of these should provide some insight into
canpai gn cost increases.

McCann-Eri ckson, Inc. of New York City, has devel oped indexes of media costs.8
In the table below, those indexes have been converted into percentages for two
time periods, for 1980-83 actual and for 1980-84 which includes an industry
estimate for cal endar year 1984 based on media specialists' estimtes assenbl ed
by McCann-Erickson, Inc. The nost pertinent types of media to a New Jersey
gubernatorial election canpaign are: spot TV, spot radio and direct mail. Spot
TV and spot radio refer to that programmi ng, including advertising, which
originates and is shown locally, be it on a local or a network station. The
most inportant nmeasure is the cost per thousand which reflects the cost of
reaching one thousand viewers based on the ratio between unit (total) cost of
the advertisenent and the size of the audience. As can be seen fromthe
following table, all types of media have had actual increases in their costs per
t housand viewers ranging from 26.2 percent to 37.1 percent, and the estimtes
for 1984 suggest the trend of increases will continue at approximately the same
rate. The cost of direct mail, which has increased in the last three years by
only 12.8 percent because of stable mailing rates and the increased use of
conputer technology in this process, is the one exception to this trend.

Medi a Cost Increases (Percent Change)
1980 through 1983 and 1984 Proj ected

Cost Per

Medi a Unit Costs Thousand Vi ewer s
Type 1980-83 T1980- 84 1980- 83 1980- 84
Br oadcast

-Network TV 30.5 43.7 33.6 47.1
-Spot TV _ 34.1 47. 8 33.3 48.3
-Networ k Radi o 40. 2 52.8 37.1 48. 3
-Spot Radi o 29.2 39.6 26.2 35.4
Print

- Newspaper s 34.9 45. 8 33.6 44. 7
- Magazi nes 29.5 38.3 27. 7 36. 4
- Qutdoor 32.0 44.0 28.8 39.2
-Direct Mil 12.8 12.3 12.8 12.3

(Tabl e Continued on Page 8)



Cost Per

Medi a Unit Costs Thousand Vi ewers
Type 1980-83  1980- 84 1980- 83 1980- 84
Conposi te

-Nat i onal 31.7 43.5 32.2 44,2
- Local 34.3 45.5 33.3 44.6
-Al 32.8 44,7 33.2 44.9

Based on index comparisons, media costs have risen faster than costs of other
products and services. The table bel ow shows that the index for advertising
exposures, (total nmedia cost per thousand), converted into a percent, grew
faster over the three year 1980-83 period than other indexes of costs, including
the Consumer Price Index (CPl). Thus, for at least the first three years
bet ween the 1981 and 1985 el ections, the cost for |ocal advertising, which would
i nclude New Jersey election nedia advertising, increased faster than prices for
national advertising, other goods and services and the increase in hourly
earnings.

Three Year Period
Conparison of CoSt Increases
of Various Products and Services-1980-83

Per cent
Product or Service [ ncrease

Nat i onal Advertising Exposures 32.2
Local Advertising Exposures 32.3
Consurer Prices (CPl) 20. 2
Producer Prices of Farm Products 4.9
Producer Prices of Industrial Commodities 14.6
Hour |y Earnings 21.2

Source: MCann-Erickson, Inc., Table IV, "Cost |ndexes of Various Products and
Services", dated February 1983; data for 1983 fromthe N. J. Ofice of Econonic
Policy, April 23, 1984,

Even though the media command the bul k of canpaign expenditures, the rise in
costs of other goods and services used in a canpaign is also relevant. Rutgers
University assembles cost data fromthe Producer Price Index for goods and
services used by the University system sone of which are also enployed directly
or indirectly in an election canpaign.9 The three year, 1981-1983, cost
increases, expressed as percentages, for those goods and services are as

foll ows:



Goods or Service Percent Increase 1981-83

Food 10.2
Electricity 41.0
Fuel oil 31.5
Paper office supplies 18.4
Unwat er mar ked bond paper 14.1
Pens and pencils 2.5
Phot ogr aphi ¢ Equi pment 7.2
Phot ogr aphi ¢ suppl i es 23.3
Typewiters (.8)
Commercial Furniture 22.3

For five other itens, cost increase information was assenbled for the [ast two
years, 1982-83. Those goods and services and the two year, 1982-83, cost
increase expressed as a percent are as foll ows:

Goods or Service Percent Increase 1982-83

Private transportation
Public transportation
Food away from hone
Lodgi ng out of town
Local tel ephone service

NN = RO
= O = o1
w —~J 0o

Changes i n Canpai gni ng

As noted above, over the eight year period of 1973-1981, gubernatorial
candi dates changed the m x of goods and services they used in canpaigning; they
shifted away from newspapers and billboards to direct mail and broadcast nedia.
They al so decreased spending on admnistration in favor of communication. Thus,
met hods of gubernatorial election canpaigning are not static. Furt hernore,
evi dence suggests change in canpai gn strategies since 1981

First, 1is the development of the portable conputer and related conputer
technol ogy and software. A trade journal for those involved in canpaigning,
Canpai gns and El ections, started a special section on conputers and elections in
1982 and has had a series of articles on the subject in every subsequent issue.
Conputers now nmerge lists of: registered voters, past voting records, census
data, survey research information and commercial marketing data. Conputers and
word processors now do or assist in a nunber of tasks including: (a) scheduling

the candi date, staff and volunteers; (b) targeting districts for tel ephone and



direct mail contact; (c) devel oping and targeting"get out the vote"efforts;

(d) preparing "wal king" lists of registered voters for canvassing; (e) dialing
t el ephones for tel ephone banks having inmmediate tie-ins with direct mailing of
letters after successful telephone contact; (f) maintaining files of volunteers

and contributors; (g) maintaining and preparing financial records and disclosure
reports; (h) fund raising; (i) analyzing polling results and (j) designing media
buyi ng strategies.

The conputer and its related technol ogy can add to the costs of a canpaign.
Consul tants who have mastered the conputer for canpai gn purposes may attract
hi gher fees. The conputer's ability to handl e |arge amounts of data, for
example a variety of lists of names and information, may result in increased
| abor costs for data entry because sone lists have to be adapted to the
conputer, e.g. lists of registered voters. However, the cost of conputer
equi pment and software has declined in recent years and the portability of
conputers has added to their efficiency. Furthernore, conputers are able to
handl e vast anounts of data. The result may be a decrease in the per person
cost of reaching individual voters via telephone banks and direct nail
Finally, wth the increasing automation of a canpaign's adninistrative
functions, manpower and financial resources may be allocated to other functions,
t hereby increasing canmpaign efficiency and ultimately affecting costs.

Cable TV and home video equi pnent are other technol ogi cal changes. Cable TV has
been described as the "wild card" in media advertising because there is no unit
of measurenment resembling a Nielson rating. The decline of the size of the
viewi ng audi ence for comercial television is clear. 10 Some of that audience
may have gone to non-network TV because of the popularity of certain syndicated
TV shows shown on these stations; some of that audience may now watch cable;
sone of that audience may now watch video tapes of novies at hone and some of
that audi ence may now seek entertainment with some other nedium

As of October/Novenber 1983, Cable TV had penetrated 28 percent of the New York
mar ket, which includes 12 New Jersey counties, and 39 percent of the
Phi | adel phi a market, which includes the other nine New Jersey counties. .
Currently, some New Jersey elected officials use cable TV for a variety of
purposes, including "newsletter" type programm ng. Such regul ar exposure nay
foster name-recognition. The inpact on canpaign nmedia costs as a result can

only be inferred.
-10-



Cable TV is purported to have tw significant advantages over network
broadcasting as a canpaign tool -- (1) its nmuch |ower costs and (2) its ability
to divide audiences, which are generally described as better educated, nore
affluent, younger and nore likely to vote than network viewers, into target
markets. This permts "narrow casting”, i.e. specialized nessages sent on
different channels enabling candidates to discuss issues in greater depth anong
voters with particular concerns, further increasing the cost-effectiveness of
this approach.

However, sone question the utility of cable TV for canpaigning purposes, noting
that the efficiency of targeting is limted because of the uncertain audience.
Furthermore, whether viewers choose to view a political advertisement airing
over cable is questionable.

These changes in canpaigning make it even nore difficult to anticipate what
strategies candidates will use in 1985 and conpound the uncertainty in

estimating canpai gn costs.

Factors Qutside the Political Environment Affecting Canpaigning and Costs

The AT&T divestiture has two inpacts on canpaigns. One is sinply an increase in
the cost of local intra-state telephone service; as noted above, rates have
increased 21.3 percent in a two year, 1982-83, period and are expected to
i ncrease nore as the long distance subsidy for |ocal rates decreases. The
second is that it is no |longer possible to arrange tel ephone banks through one
vendor, New Jersey Bell Tel ephone. Now, the canpaign nust deal with New Jersey
Bel | Tel ephone to have |lines brought in and with another vendor for the
equi prent itself.

The condition of the national and regional economes in 1985 wll| also affect
the cost of advertising and canpaigning. One industry analyst 12 not ed t hat
1981 was a poor year for the region's econony; thus, nedia rates were increasing
nmore slowy and purchasing air time was easier for political candidates. This
sane person noted that, because the econony is nuch better than in 1981, it is
now much nore difficult for local and state candidates to secure air time when
they seek it.

-11-



Consequently, the relative condition of the econony in 1985 will inpact on the
ability of New Jersey candidates to secure advertising tinme and on the cost of
the ads.

Factors Wthin the Political Environment Affecting Canpaigning and Costs

Many factors within the political environment affect the costs of gubernatoria
canpai gns including: (a) whether an incunmbent runs for re-election; (b) the
nunber of candidates running in the prinmary; (c) the personalities of the
candi dates; (d) the year in which the election is held and (e) the extent and
significance of independent expenditures.

The 1985 gubernatorial election nmay include an incumbent governor as a
candi date, sonmeone who presumably has a high | evel of name recognition. An
anal ysis of 48 gubernatorial canpaigns between 1977 and 1980 reveal ed that
canpai gns involving incunmbents tend to be |ess expensive than those without an
incumbent -- except when the incumbent has been defeated in his own party's
primary. 13
primry and general election opponents (assumng the incunbent wins his party's

The entry of an incunbent into a canpaign affects how his or her

nom nation) organi ze and conduct their canpaigns. Wi | e extensive nane
recognition and a popul ar record can decrease an incunbent's need for expensive
broadcast media advertising, it can create the opposite effect on his or her
opponents.

Anot her unknown factor is the nunber of candidates who will enter the primry
election for their parties' nomnation. In 1981, there were 21 candidates, 13
Denocrats and 8 Republicans, on the ballot; those candidates did not include an
i ncumbent gover nor. Wth many candidates in a race, they may drive up
consul tant and media advertising costs sinmply by virtue of their total demand
for such services and air tine.

Candi dates' personalities and ideol ogies may influence the cost of canpaigning.

Exceptional personal magnetismor strongly held positions may elicit volunteers,
fromenvel ope stuffers to publicity directors, where paid work is the norm

-12-



The extent to which a gubernatorial candidate has a coattail effect in pulling
votes for other candidates running in the same primary or general election, or
vice versa, can influence how a gubernatorial election canpaign is organized and
conducted and how funds are spent for canpai gning. A local politica
organi zation, in successfully getting out its vote for local candidates, may
significantly aid a gubernatorial candidate, thus decreasing the amount that
candi date has to spend in that |ocal area.

New Jersey conducts its gubernatorial election in an off-year when there are no
national elections and only Virginia and New York City are conducting major
elections. In such an off-year, political consultants are nore available to New
Jersey gubernatorial candidates. Consultants may |ower their fees and
comm ssi ons. Mre critically, the New Jersey candidates have increased
opportunities to retain nore prom nent and presumably nmore savvy consul tant
hel p.

Anot her factor to be considered is whether organizations will enter the canpaign
i ndependent of a gubernatorial candidate's canpaign committee to support or
oppose a candidate. Thi s phenonenon of "independent expenditures” was
wi despread in the 1980 presidential election as well as in some U S. senatoria
and congressional elections, and may be present in the 1985 New Jersey
gubernatorial election. Anong the factors that may cause their appearance woul d

be an overly restrictive spending limt or other constraints which would
underfund a canpaign

The significance and often the very existence of these influences is uncertain
However, they pertain to the analysis of increasing canpaign costs insofar as
they undercut the degree of certainty about the estinmated increase in the costs
of gubernatorial election canpaigning.

Estimate of Increase to 1985

The Commi ssion estimates that the increase in the costs of gubernatorial
el ection canpai gni ng between the |ast gubernatorial election year, 1981, and the
next gubernatorial election year, 1985, will be 35 percent.

In arriving at this percentage increase for the four year period of 1981-1985,
the fol | owing assunptions were made:

13-



Assunption  #1: The mx of comunication expenditures and
non- commruni cati on expenditures in the 1985 gubernatorial primary and

general elections will be as it was in 1981; thus, 70.5 percent of al
expenditures will be for comunication (nedia tine, advertising
production, newspaper ads, billboards and printing and mailing of
campaign literature) and 29.5 percent of all expenditures will be
non- communi cation expenditures (all admnistration, food and beverage
for fund raising, candidate's travel, election night activities, and
expenditures by political party conmttees in the general election).

Assunption #2: The projected four year, 1981 through 1985, increase
in nmedia costs will be 40.4 percent made up of three conponents: (a)
the actual increase from 1981-1983; (b) the industry's projected
increase for 1984 and, (c) the average of the total change 1981-1984,
to provide a projection for the increase into 1985. This percent of
40.4 was then applied to the 70.5 percent, representing all media
expendi tures in the 1981 primary and general elections, to arrive at a
proportional percentage increase of 28.5 percent for the four year
period from 1981 through 1985.

Assunmption #3: The increase in non-media costs in 1984 and in 1985
will be 4.8 percent and 5.5 percent, respectively, based on the Chase
Econometrics' nost recently published projection estimate for the
14 Thus, the 1982 and 1983 CPI inflation rates
of 6.3 percent and 3.2 percent, respectively, were added to the two
year rates as projected by Chase Econonetrics to arrive at a total
percentage increase for consumer prices from 1981 through 1985 of 19.8
percent. This percent was then applied to the 29.5 percent of al
non- conmuni cati on expenditures in the 1981 primary and general
elections to arrive at a proportional percentage increase of 5.8
percent for the four year period from 1981 through 1985.

Consuner Price | ndex.

The final estimte of 35 percent was reached sinply by adding the tw
proportional percentages of 28.5 percent and 5.8 percent to arrive at a total of
34.3 percent, rounded upward to 35 percent. Cbviously, this estimate of a 35
percent increase is built on explicit and inplicit assunptions that are
probl ematic, such as the assunption that the expenditures for the 1985 el ections

-14-



wi |l be apportioned between comunication and non-comunication expenditures in
the same manner as the 1981 gubernatorial primary and general elections.
Furthernore, the bases for the estimte include no allowances for: (a) changes
inthe quality of goods and services used in gubernatorial election campaigning

(b) changes in the ways campai gning m ght be conducted in 1985; (c) factors
external to the political environment; or (d) factors within the politica

environment. In light of the inconpleteness of data, the extreme difficulty,

even for econom c experts, in projecting inflation rates for any period of tineg,
and the great difficulty in quantifying many of the factors influencing costs
and the ways in which canpaigns may be run, the Commi ssion believes that its
estimate of a 35 percent increase in the cost of gubernatorial election
canpai gning for the four year period of 1981 through 1985 is reasonabl e.

The Commi ssion believes that neither the contribution limt nor the expenditure
limt, if it is retained, should be set at a figure which is so lowthat it wll
seriously inpair a gubernatorial candidate fromraising sufficient funds to
conduct an effective canpaign or from spending sufficient funds to comunicate
effectively with the el ectorate. Therefore, the Conmi ssion concludes that it is
preferable to err on the side of caution and recomends that the estimte be
i ncreased by 15 percentage points to 50 percent.

Recommendat i ons

The purpose of this report is to analyze costs of election campaigning in New
Jersey and to recommend alterations, if any, in the contribution linit of $800
and the expenditure limt of 35¢, per voter in the presidential election for the
primary el ection and 70¢ per voter in the presidential election for the genera

el ection ($1,050,000 and $2, 100, 000, respectively, assumng 3 mllion voters in
the presidential election).

The Comm ssion has estimted that costs of election canpaigning will increase 35
percent for the four year period 1981 through 1985. However, because of the
many uncertainties associated with estimating inflation and the many factors
whi ch may affect canpaign costs and strategies but cannot be quantified, the
Commi ssion believes that the estimate should be increased 15 percentage points
to 50 percent.
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Recommendation #1: The Contribution Limt Should be Raised to $1, 200

The Commssion concludes that its analysis in its 1982 report remains
essentially valid and recommends that the contribution limt be raised.
Addi tional Iy, the Comm ssion concludes that its previous reconmrendation to raise
the limt 50 percent from $800 to $1,200 for the 1985 gubernatorial election
b As the Conmmission stressed in its 1982 report, the issue of
the contribution [imt nust be considered at the same time with four other
public financing provisions, namely: (a) the qualifying threshold; (b) the
mat ching formula; (c) the limt on public funds to any one candidate; and (d)

the expenditure limt. A change in any one of these five provisions affects the
entire funding fornula and can easily have unintended consequences. Therefore

proposals to raise the contribution limt nore or less than the $1, 200
recomended by the Conmmission may be appropriate when considered in the context
of other recomrendations addressing the inter-relationships and inter-dependency

remai ns valid.

of the four other conponents of the programinextricably related to the
contribution limt.

Recommendation #2: The Expenditure Limtation Shoul d Be Repeal ed

In light of its findings here, the Comm ssion reasserts its position of its 1982
report that the expenditure limt be repealed. The original justifications for
alimt -- that it makes the election nore fair by equalizing the spending among
candi dates and that it works to keep the costs of canpaigning down -- are not
supported by the data gathered for this report. Although election canpaign
costs are rising, it is extremely difficult to quantify the change. Considering
this, the Commi ssion finds that although an expenditure limt nmay keep
gubernatorial candidates' total spending down, it does nothing to affect the
costs of campaigning and, in fact, may lead to | ess effectively run canpaigns.
Therefore, the Conm ssion reaches the same conclusion as it didinits 1978
report and its 1982 report, i.e. that expenditure limts are unnecessary and
undesirable so long as the gubernatorial election process includes limts on
contributions, limts on loans, limts on a candidate's personal funds and
limts on the anount of public funds available to any one candidate.16

The two principal arguments presented in support of expenditure limts are:
(1) expenditure limts make the election nore fair because no candidate can
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spend nore than anot her candidate; and (2) the costs of canmpaigning are too high
and need to be restrained by the State through expenditure limts.

The argunent that inmposing limts on expenditures equalizes conpeting candi dates
and is thus nore fair focuses only on the nonetary factor in judging equity and
i gnores other advantages a candi date may have in a canpaign, advantages that are
not measured in nonetary terms. For exanple, an incumbent governor or other
person Wi th high public recognition has substantial nanme recognition anong the
el ectorate garnered fromprevious elections and fromhis or her genera
newsworthiness. In this setting, it could be argued, a challenger needs nore
noney to overcome the nane recognition advantage of an incunbent. Anot her
exanple is the candidate who can draw on substantial volunteer resources to
staff tel ephone banks, canvass voters and stuff envel opes. Certain
organi zations are better able than others to mobilize such volunteers without
engendering costs that would be included within an expenditure limt. An
opponent of candi dates supported by such organizations, it is argued, may wel
need additional funds to nmeet or overcone the advantage provi ded by substantia
vol unteer efforts.

Fairness can be neasured in many ways. One is to neasure actual out-of - pocket
expendi tures and inpose an expenditure limt. However, if other factors are
consi dered, such as the usual advantages of incunbency, the advantages of
support fromlarge volunteer organizations, the coattail support fromnationa
or other state officials or candidates and the organizational support fromwell
organi zed political party commttees in particular counties, then equity or
fairness cannot be nmeasured solely on the basis of expenditures made by the
gubernatorial candidate's canpaign conmttee. In this context, expenditure
limts may thensel ves be unfair.

The second argunent is that canpaigns cost too nuch and that inposing an
expenditure limt is one way to keep costs down. First, the expenditure limt
has no inpact whatsoever on the amount of public funds given in total or to any
one candi date; public funds are limted by the matching fornula and the cap on
public funds to any one candi date. Concerning overall canpaign costs, some
observers counter by arguing that not enough noney is spent on politics and
elections in the United States, especially when political advertisenents nust
conpete with commercial advertising. Furthermore, the argunent that inposing an
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expenditure [imt is a good way to keep canpaign costs down is countered by the
fact that, in the New Jersey system there are already severe restraints on
receipts going into a canpaign. Specifically, the State inposes a contribution
limt, which was $600 in 1977, and $800 in 1981. As sone observers have pointed
out, within the total universe of potential contributions, only a smal
percentage contribute at all and a nuch smaller percentage contribute the
maxi num Other limtations on receipts to a publicly funded candi date include
the $25,000 linmt on candidate's personal funds that he or she may contribute, a
$50,000 limt on bank | oans and the requirement that the bank | oan be repaid 20
days before the election and the [imt on the anmount of public funds to be given
to any single candidate. Thus, the only way a candi date can increase his or her
receipts is by convincing nore contributors to contribute nmore noney up to the
permtted maxi um  Wthout those increased receipts, a candidate sinply cannot
spend nore noney. A candidate's ability to generate more contributions, is, in
the judgnment of the Conmm ssion, one inmportant reflection of the candidate's
support anong the electorate and the State shoul d not discourage that type of
participation in the electoral process by inposing an arbitrary expenditure
limt. The experience in the 1981 general election is instructive: both mgjor
candi dates, Congressman Florio and Governor Kean, refunded noney to contributors
the week before the election because the expenditure limt nade it inpossible
for the candidates to spend the noney. Wile many of those funds may have found
their way to the two state political party conmttees, the Conm ssion finds that
It is a questionable public policy which conpels gubernatorial candidates to
refund contributions to a contributor

An expenditure limt does not affect the cost of canpaigning. It only limts
the amount that can be spent.

The application of the expenditure [imt in the 1977 general election led to
controversies in October of that year over the issue of joint expenditures
between the state political party commttees and the gubernatorial canpaigns.
Bot h Governor Byrne and Senator Bateman were qui ckly approaching the expenditure
limt at the time the controversies emerged. Wen the Conmi ssion allocated
costs between the state political parties and the gubernatorial candidates, and
the courts subsequently supported the Comm ssion's decisions, both canpaigns
were conpel led to reinmburse their respective political party commttees and were
unabl e to make other planned expenditures during the week before the el ection.

-18-



Bet ween the two candidates, Governor Byrne and Senator Bateman, the latter was
more seriously hurt by the reallocation because his canpaign conmttee had to
shift nore than $70, 000 from pl anned expenditures to the Republican State
Comm ttee shortly before the el ection.

In 1977, as the public support for the candidates shifted toward Governor Byrne,
Senat or Bateman, solely because of the expenditure limt, was unable to react
and nount an alternative canpaign to counteract the growth of support for
Governor Byrne. Even if Senator Bateman had been able to raise additiona
contributions, he could not have spent the noney on new ads or other canpaigning
because of the restraint inposed by state |aw.

In the 1981 primry, no conparable problems devel oped. However, in the 1981
general election, simlar problenms did energe, although they were not as serious
as those in 1977. Issues of allocating costs between the state political party
conm ttees and the gubernatorial candidates were eased somewhat by the
Conmi ssion's issuance, in July 1981, of Advisory Qpinion No. 33-81, which
provi ded gui delines on potential allocation questions. Neverthel ess, the
Commi ssion still had to deal with individual cases of allocation. For exanple

the Comm ssion increased the allocation to Governor Kean's canpaign of the costs
associated with a visit to the state by Vice President George Bush and of the
costs associated with fund raising letters signed by President Reagan and
Vice President Bush. Both of these cases canme up early enough in the canpaign
and the additional costs to the Kean canpai gn were not excessive and were easily
absorbed. The Commi ssion also had to deci de what percentage of the costs for a
flyer prepared by candidates for the Senate and Assenbly woul d have to be
allocated to the Denocratic gubernatorial candidate, Congressman Florio, solely
because his name was |isted, along with three freehol der candi dates and one
sheriff candidate, on the back of the flyer. The Conm ssion had to decide what
percentage of the costs for a dinner and a rally, held by the Hudson County
Democratic Dinner Committee for Hudson County candi dates and for Congressman
Florio, had to be allocated to the Congressman because he and a key canpaign
official attended. In another set of cases, the Comm ssion, in response to a
formal complaint filed by the Republican State Cormittee, reviewed all of the
t el ephone bank expenditures made by the Denocratic State Comm ttee and the
met hod by which a portion of those costs was allocated to Congressman Florio.
The resol ution of that case required two special meetings of the Commi ssion the
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week before the election and diverted the attention of the finance directors and
| egal counsels for the Florio canpaign and Denocratic State Conmttee.
Potentially nore serious were the cases of "independent expenditures” which came
before the Comm ssion i medi ately before and after the election. The
Conmi ssion, through its review of reports filed by other entities and through
ot her sources, such as newspaper articles, identified 18 cases where allocations
were nmade or possibly should have been nade to Congressman Florio or Governor
Kean, but where those costs were not reflected in the gubernatorial candidates'
reports. An "independent expenditure” is defined by Conm ssion regul ations:

...an expenditure in aid of a candidate which is not made
with the cooperation or prior consent of, or in consultation
with or at the request or suggestion of, the candidate or
any person or conmttee acting on behalf of the candidate
N.J.A C 19:25-15.28 and 19: 25-16. 29

In all of these cases, the dollar amounts were not large; the |argest was

$14, 600 and nost of the others were in the | ow hundreds or |ow thousands of
dol | ars.

The significance of all these cases arises solely fromthe expenditure limt.
The cases woul d have limted inpact and limted inportance if there were no

expenditure limt. So long as an expenditure limt exists, there will be an
illusion of alimt while "independent expenditures" growto be a large factor

outside that Iimt in future gubernatorial canpaigns. This is exactly what has
happened at the national |evel where the expenditures of the presidentia

candi dat es have been restrai ned on one hand, but conmttees organized
i ndependent of presidential candidates successfully raised relatively |arge sums
to be spent on behalf of the presidential candidates. Thus, while the |aw
dictates an expenditure limt, inreality the expenditure limt is illusory at
the national |evel because of the growth of "independent expenditures." The

Conmi ssi on concludes that this problemcan and should be forestalled, if not

conpl etely avoided, in New Jersey by repealing the expenditure limt provision
entirely.

Anot her conpelling reason for the elimnation of the expenditure limt on
gubernatorial candidates is that the expenditure limt causes the gubernatoria
candi dates to divorce their canpaigns fromtheir respective state committees and
fromtheir parties' legislative and |ocal candidates. Local and legislative
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candi dates are constrained fromusing the gubernatorial candidate's nane or
canmpaigning jointly. If they do so, a portion of the costs for advertising,
bi | boards or other simlar expenditures nmust be allocated to the gubernatoria
candi date who may not be able to absorb the cost solely because of the
expenditure limt. In the Conmission's judgnent, this leads to an unnecessary
and undesirabl e separation between the gubernatorial candidate and his or her
| egislative and |ocal running nates.

In conclusion, as it did in 1978 and in 1982, the Conmi ssion again finds
expenditure linits to be unnecessary and undesirable so long as the
gubernatorial election process includes |limts on contributions, limts on
| oans, limts on a candidate's personal funds, and limts on the anount of
public funds available to any candidate.

However, if it is decided, as public policy, that the expenditure [imt be
retained, then the Comm ssion recomends that the limt be increased by the same
50 percent. The increase in cents per voter and estimated expenditure limt in
dol lars woul d be:

Esti mated
Cent s/ Vot er Expenditure Linmt*
El ection 1981 1985 1981 1985
Prinmary 35¢  52.5¢ $1, 050, 000 $1, 575, 000
Cener al 70¢  $1.05 $2, 100, 000 $3, 150, 000

*Assumes 3 mllion voters in 1980 and 1984 presidential elections.
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End Not es

McCann- Eri ckson, Inc., 485 Lexington Avenue, New York, N. Y. 10017
Table I, "Media Unit Cost indexes", revised December 1983.

H Karl Neidlein Table I, "Inflationary Trends 1984/ 85- Non- Sal ary

oj ect Codes," Ofice of Budget and Resource Studies, Rutgers, the State
Uni versity, published March 1983. Updated in tel ephone conversation
April 18, 1984.

Mar keting and Media Decisions, Fall 1982 Special, p. 26, Fall 1983
Special, p. 28.

WIlliam C Paley and Shelly Mffett, "The New El ectronic Media-Instant
Action and Reaction", Canpaigns & Elections Vol. 4 No. 4 (Wnter 1984),
p. 9.

Chase Econonetrics, 150 Monument Road, Bala Cynwyd, Pa. 19004, "U. S
Macr oeconomi ¢ Forecasts and Anal ysis", Mrch 1984, Estimate for 1984 --
4.8 percent; estimte for 1985 -- 5.5 percent

In addition, two other sources were reviewed. First was Warton
Econonetrics Forecasting  Associ ates, Inc. 3624 Sci ence Center
Phi | adel phia, Pa. 19104, "Quarterly Mdel Qutlook" April 1984. Estinmate for
1984 -- 4.7 percent; estimate for 1985 -- 5.6 percent. Second was

Manuf act urers Hanover Trust, Bank Wndow, Church Street Station, New York
N. Y. 10105. "Econom ¢ Report", February 1984. Estimate for 1984 -- 4.4
percent; estimate for 1985 -- no entry

Bot h Chase Econonetrics and Wharton Econonetrics Forecasting
Associates, Inc. are within .1 percentage point of each other in their CP
estimates for 1984 and 1985. Manufacturers Hanover Trust's 1984 estimate
was the |owest but there was no estimate for 1985. Chase Econometrics'
estimates are used by the New Jersey Office of Economc¢ Policy and were
used for this report.

New Jersey Election Law Enforcement Comm ssion, New Jersey Public
Financing - 1981 Gubernatorial Elections: Conclusions and Reconmendations

(June 1982), pp. 11-14 and pp. 1.1-1.7. The Conm ssion is aware of
| egislation addressing this topic. This report is not intended to evaluate
the effectiveness of those proposals.

New Jersey Election Law Enforcement Commi ssion, pp. 21-24 and pp.
4.1-4.10

McCann- Erickson, Inc. Table | and Table 111, "Media Cost-Per-Thousand
I ndexes, Tevised December 1983.

H Karl Neidl ein.
Marketing & Medi a Decisions, Fall 1982 Special and Fall 1983 Special .

Pal ey and Mffett, p. 9.

Tel ephone interview with Rodney Nebocat of MCann-Erickson, Inc. on
April 17, 1984.
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13) Thad L. Beyle, University of North Carolina, Chapel Hll, State
Gover nment, summer 1983.

14) Chase Econonetrics (see end note 5).

15) New Jersey FEection Law Enforcenent Commission, pp. 11-14 and
pp. 1.1-1.7.

16) New Jersey FElection Law Enforcenent Commission, pp. 21-24 and
pp. 1.1-1.7.
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