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Abstract

Political finance regulation is often praised irms of its ability to

introduce equality among political parties, to t¢eeanore transparent
political parties and to lower the influence of la#nt donors on the
political decision-making process. Little examioatiexists, however, of
the effectiveness of this type of regulation. Tagper aims to fill this gap
by addressing whether and to what extent diffetgmes of public funding
regulations have improved the legitimacy of pdditiparties by improving
their image in terms of corruption. Towards thisl,eand focusing on both
European and Latin American democracies, this papeestigates
whether a relationship indeed exists between thmeeped corruption of
political parties and the regulation of politicahdnce. It finds such a
relationship does exist, although not in the dicectommonly stipulated
by the advocates of party finance regulation.

Keywords: party corruption, public subsidies, state depeagefunding
control, sanctions

Introduction *
Concerns about political corruption and increasigulation of political finance are
two crucial inter-related features, whose evolutiamd consequences have
characterized democratic politics in all Europead &atin American countries over
the last decades. Acknowledging such developmealglars have been increasingly
attentive to the role of money in politics, underig the importance of political
finance for political competition, political parteand party systems, and their
legitimacy more broadly. Unanimous consensus eristthe fact that without money
political parties cannot function, not even as teled machineries. Democracy cannot
exist without elections and there cannot be elastiwithout electoral campaigns
which, in turn, cannot exist without a significaamount of funding (Nassmacher,
2001). Paraphrasing Haughton (2012: 16), monelyeduel of party politics. As fuel
it does not determine which parties win the racg,ibdefinitely helps them to keep
constantly running. However, and especially becgastes not only cannot compete
for political power but also cannot even survivethout a minimal amount of
financial resources, they (and their leaders) ddllanything to re-fuel, even if this
means to fall into illegal financing and corruptidndeed, not differently from any
other organization, parties will tend to do evemytithey can in order to self-maintain

and guarantee their organizational survival.

1 We would like to gratefully acknowledge the suppmirthe European Research Council (ERC
starting grant 205660) in the preparation of tizpey.
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It was precisely in order to avoid the temptatiafsillegal funding and
corrupted practices that states have started tdribote to the parties’ finances,
providing them with public funding and introduciagoroader system of party finance
regulation (K@, 2011; Scarrow, 2007; Pinto-Dushinsky, 2002). Qmnt the
introduction of party finance rules on politicalrfpes has often been portrayed by
both national legislators and supra-national podidyisord as a way to restore public
confidence in political parties and re-establishirtHegitimacy within the political
system. Is it really the case, however, that puhleling to political parties, and party
finance regulations correlate with lower percepgiohparty corruption?

The scholarly attention on the linkages existingMeen political finance and
corruption goes back almost fifty years to Heidemee's works onComparative
Political Finance (1970a) andPolitical Corruption (1970b) and has been linked to
party activity in the various political arenas. A&sch, political corruption in the
electoral arena is related to the need for pargriting in the current age of declining
party membership and growing costs of political paigns (Della Porta, 2004;
Weyland, 1998). In the governmental arena, thesscte state resources available to
the ruling party may create incentives for partyrgption. Similarly, access to the
policy-making process may be conducive to partyumiion in the legislative arena
(Della Porta & Vanucci, 1999). Although several dains use institutional
explanations to explain variance in political cgtian (e.g. Della Porta, 2004;
Gerring and Thacker, 2004; Johnston, 2002; Kuniékand Rose-Ackermann, 2005;
Lederman et al., 2005; Persson et al.,, 2003; Paja$ Rhodes, 1999: Pinto-
Dushinsky, 2002; Rose-Ackerman, 2001, Smilov angldlg 2007), to date the
influence of theregulation of party financen political corruption has received little
or no attention.

Following the popularity of the ‘cartel party thg's{Katz and Mair, 1995),
scholars have rather looked at the effects of gar@nce regulations on party systems
(Pierre et al, 2000; Scarrow, 2006; Spirova, 2007; Booth andlRes, 2010),
electoral volatility and membership (Casas-Zama@@5; Whiteley, 2011), as well as
on the organizational development of individual tiggr (van Biezen, 2003;
Nassmacher, 2009; Tavits, 2007; Casal Bértoa amd\&p 2013). Yet, the validity of

2 See for instance the ‘Guidelines on Party Requiatirafted by the Venice Commission (2010), or
the ‘Recommendation on common rules against caowpn the funding of political parties and
electoral campaigns’ issued by the Council of Ear(003).
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the most fundamental assumption justifying staterirention in the parties’ financial

matters, i.e.: that state regulation of party foerimits the possibility of party

corruption, has been investigated too little. Tdtisdy constitutes an attempt to fill a
gap in the literature by bringing the debate on thkationship between political

finance and party corruption back in by analyzirgme of the most important

assumptions linking both variables. The paper makss of an original dataset
examining the most important aspects of politigahmce in both Europe and Latin
America: namely, payout thresholds, private fundingtations, oversight organs and
sanctions (Karvonen, 2007). Employing a quantigtapproach, the present work
tries to give an answer to the normative questiorthe positive effects of political

finance regulation on party corruption through anparison of thirty-six countries

(29 in Europe and 18 in Latin America).

With such a goal in mind, the paper proceeds B®as. Section one looks at
the relationship between party regulation and giion with a special focus on the
reasons for the introduction of public subsidiehéw appropriate) and the whole
financial regulatory regime. It also presents aefbistory of political finance
regulation in both Europe and Latin America whig the same time, describing the
degree to which political parties in those regiars considered to be corrupt. Section
two reviews the literature on the positive effeofspolitical finance regulation on
party corruption, stating six different ‘working'ypotheses which are tested in the
following section. The final section concludes theper by summarizing the main
findings and its implications in terms of instimal engineering, recommending

some possible changes in terms of regulation.

Political Finance® and Party Corruption
The debate around political finance has focusetherfiollowing three points:
a) how political parties should be funded: eithevaiely, publicly or both;
b) which kind of limitations (if any) should be mtuced;
c) how the financial activities of political pasishould be controlled (and by whom):
permissively (internally), restrictively (exterhgl or not at all.

In an environment characterized by an extremelficdit global economic

% In order to integrate both party and campaignrfieawe use here the term ‘political finance’
(Nassmacher, 2001:10). As Pinto-Duschinsky putdterthan ten years ago, “since it is hard to draw a
distinct line between the campaign costs of parganization and their routine expenses, party funds
may reasonably be considered ‘political financ@0@2:70).



Casal Bértoa, Molenaar, Piccio, Rashkova: De-Legitimizing Political Finance

crisis, and bearing in mind the important econoaspects of political finance, the
currency of the debate on political funding is umdble. Embedded in the more
general philosophical debate between libertariam$ egalitarians, both academics
and politicians have opposed or favoured the intctidn of state aid to political
parties depending on the role attributed to pdalitmarties (Nassmacher, 2001: 14-17;
Smilov, 2007:4-6). Thus, for all those considerpayties as an essential component
of democracy, converting them in “public utilitie@iezen, 2004), it is essential that
they are granted access to public subsidies. Pdfiding, in this perspective, is
necessary for parties (and for democracy) in ofolethem to function. Paltiel speaks
for a long line of scholars when he states thaal#ishing a regime of finance of
political parties that does not guarantee publiosgiies “is a formula for failure”
(1976: 109; see also Panebianco, 1998: 58-59).nfdia reasons behind this current
of thought are that public finance not only guaeast party stability through the
fostering of organizational continuity, but alsauabjopportunities for the competing
parties in a given system. By providing politicakrfes with financial opportunities to
compete is a way in which states manage to levelplaying field of electoral
competition. Moreover, both a system of public fngdand the regulation of party
finance remove, or at least limit, the possibilityinfluence by private donors, and
will therefore enable parties to become indepenttenmt private interests. As a result,
and building on the idea that state subsidiesdeitirease the need (and temptation) of
parties for illegal funds, it is assumed that pulfilinding will also decrease the level
of corruption of political parties (Nassmacher 20®] Roper, 2008:3-6). Finally, the
introduction of public funding entails the estabfieent of a system of public
accountability and control over the political pesti financial activities, which, in
turn, is beneficial for increasing parties’ legitiny in the public eye.

However, for all those scholars defining parties private, voluntary
associations, and that consider them as only onheofvarious institutions linking
civil society with the state, the existence of pullinance is seen as more harmful
than beneficial. First, and due to the continuoasdof parties to reinforce their
position at the electoral level, the link betweble tntroduction of public subsidies
and the disappearance of illegal funding is nonsag straightforward (Heywood,
1997). In fact, some scholars argue that if eithegstrictive regime of party funding
is adopted or the latter is not adequately overdmerrompetent and responsible

authorities, the level of corruption may actualhcrease (Rose-Ackerman, 1999;
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Smilov and Toplak, 2007).

Moreover, scholars have questioned the benefifbfic funding to political
parties with respect to democracy more broadly.eéu] public subsidies are
considered to “petrify” party competition by impadithe creation and/or success of
new political forces (Katz and Mair, 1995). Indeadd because public finance is seen
to favour mainly bigger parties, such financialtstaid is considered to damage
democracy by increasing the differences among cttope Furthermore, because
public funding is said to favor a reduced numbepaiftisan elites (Katz and Mair,
1995), while increasing state dependency at theegane (Biezen, 2003; Biezen and
Kopecky, 2007), public finance is considered tab#&imental for democracy as it not
only increases party centralization, and thereflone@nishes the level of internal party
democracy, but also contributes to decrease thédeuof party members (Biezen and
Mair, 2001; Pinto-Duschinsky, 1981; Whiteley, 201The introduction of public
funding and of party finance regulation, in thighti, may be harmful rather than
beneficial: not only may it not determine the loimgrof party corruption, but it also
may increase, due to the parties’ heightened degmeydon the state, anti-party
sentiment, the alleged gap between the citizendypantitical institutions, and hamper
the legitimacy of political parties. Whether théraduction of public funding and the
increasing regulation over parties’ internal mattkas determined lower degrees of
party corruption, and therefore has helped thdifagcy of political parties and of the
political systems in which they operate is hence ¢hntral question that this paper
focuses upon.

All'in all, the linkage existing between politidahance and party corruption is
worth to be examined further, more in depth, andtha light of more recent
comparative data. While political parties have egadrat the turn of the XIX and XX
centuries, their regulation, and the regulatiothef parties’ finances in particular, has
taken place only very recently (Biezen, 2011; Bieaad Molenaar, 2012; Biezen and
Rashkova, 2012; Biezen and Piccio, 2013; CasabBéttal, 2013). With the notable
exception of Uruguay where public funding to pobii parties was introduced in
1928, public subsidies to parties for organizatiaraelectoral campaigns’ purposes,
together with a set of legal rules establishingdbmetours of party finance regulation,
have been introduced at the end of the 1950s &ityre 1 provides an overview of
the introduction of public funding and of the edigtiment of political finance

regulations in both European and Latin American aeecies, listing foreach

5
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country the year in which the latter were first egyed.

Table 1. Adoption of political finance regulationsand public funding in Europe
and Latin America*

Europe Latin America
Country Political Direct Country Political Direct Public

finance Public finance Funding
regulation Funding regulation

German' 195¢ Yes Chile 200: Yes

Finland 1969 Yes Venezuela | 1973 No

Norway 1973 Yes Argentina | 2002 Yes

Italy 197¢ yes Brazil 199¢ Yes

Austria 1975 yes Bolivia 1999 No

Portugal 1977 yes Colombie | 198¢ Yes

Spain 1977 yes Peru 2003 No

yes El non-existent Yes

Greece 1984 Salvador

Denmark 198¢ yes Mexica 199¢ Yes

France 1988 yes

Hungary 1989 yes

Bulgaria 1990 yes

Romania 1990 yes

Czech Republig 1992 yes

Serbia 1991 yes

Poland 1993 yes

Croatia 1993 yes

Slovenia 1994 yes

Ireland 1997 yes

Luxembourg 1999 yes

Netherland: 199¢ yes

Lithuania 1999 yes

UK 2000 no’

Ukraine 2001 no

Iceland 2006 yes

Latvia 1995 no’

Switzerland No regulation no

SourcesFor Europe, Piccio (2012:92); for Latin Ameridéolenaar (2012:13).

* Provisional sample of countries.

@ Direct form of party funding in the UK are preséntthe form of subsidies to opposition
parties in both Houses (Short and Cranborne Moray), of Policy Development Grants
(since 2000). Their amount is however negligible.

® Latvia introduced public funding of political pis in 2011, which became effective as of
January 2012.

As can be seen in the table above, nearly all EBaopnd Latin American
countries have introduced direct subsidies fortjgali finance and have adopted
political finance regulations (El Salvador beingeateption in that it has introduced

direct subsidies for political parties without taecompanying regulation of private
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party funding). Although most Latin American andr&uean countries have adopted
a mixed model of party funding (i.e. guaranteeiogess to both public and private
resources), there are some important exceptionglganswitzerland and Ukraine in
Europe? and Bolivia, Peru and Venezuela in Latin Amefice. most of these
countries, where parties exclusively rely on pevatsources (mainly membership
fees and donations), political finance controlastainly conspicuous by its absence.
According to the above-cited debate, the levegdasty corruption in those five
countries (Bolivia does have private finance retiolg should be higher. However,
when looking at figure 1 which displays the degteewhich “political parties are
perceived to be corruptetithis does not seem to be the case. Interestimglygh, in
none of the five above-cited countries politicattigs are to be considered among the

most corrupted, neither in Europe nor in Latin Arceer

Figure 1. Perceptions of corruption of political paties in 36 countries
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Source:Global Corruption Barometer, 2011 (Transparenctgrirational).

4 It is important to note here the introduction, emity (effective from January 2012), of public
subsidies in Latvia (Piccio, 2012: 42).
® In both Bolivia and Venezuela, public funding vedsogated in 2008 and 1999, respectively. In Peru,
public funding for parties was introduced in 200& la transitional clause in the law has allowed
governments to refrain from the actual paymentuiflig funding to political parties.

Following Biezen and Kopecky (2007: 247), we usgss-national survey data on the extent to which
parties (as institutions) are perceived to be &ftby corruption in order to assess the degrgeuf
corruption.

7
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Indeed, a simple look at figure 1 seems to suggdsstk of an (at least direct)
relationship between political finance and partyrgption. Thus, and as mentioned
above, not only countries lacking both state suésidnd party finance regulation are
not to be found among the most ‘corrupt’, but coiest (e.g. Portugal, Spain,
Romania, in Europe, or Mexico in Latin America) lwia significant level of both
public funding and finance regulation (Casal Bértd@l3; Gherghina et al., 2011;
Cordova, 2011) are to be found at the top of then3parency International party
corruption ranking. In clear contrast, countriesg(eDenmark, the Netherlands,
Switzerland, etc.) in which both the parties’ stdépendency and finance regulation
is limited or nearly absent (Piccio, 2012) are pesed as less “corrupt”. Does it mean
that all the trumpeted positive effects of publimding and state dependency are
nothing but a “bluff"? It is possible that, contyato conventional wisdom, party
corruption can mushroom despite the existence sifiet party finance regime (e.qg.
more limitations, control and sanctions)? It isaoswer these questions that we

dedicate the rest of this paper.

Hypotheses and Measurements

Building on comparative political theory and takimgo consideration the arguments
in favor of political finance that are brought faw in the academic and the political
discourse, up to six different explanations linkifygplitical finance” and “party
corruption” in both new and old democracies can digtinguished. Based on
Karvonen (2007:445-477), we have grouped them ior fdifferent clusters,
depending on their focus: (1) public funding, (Zyate funding, (3) financial control
and (4) sanctions. For each cluster of explanatioves will present the relevant
hypotheses and the way in which we have operatizeshthen’,

As Ko (2011) has recently maintained, one of the maasaas why public
subsidies were first introduced in Western Europas \the necessity to fight the
frequent corruption scandals involving politicalriges (or their leaders) in terms of
managements of their finances. Zovatto (2007) maksisilar observation for Latin
America, where finance legislation rose due to miper of corruption scandals that
erupted over the course of the 1990s. In the titegathere is an assumption that the

private funding of political parties leads to caotive practices in two ways (Sousa,

" Data are available from authors.
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2001, 2004). On the one hand, and because no eme gbthing for free, private
funding put those political parties receiving rela amounts of money from private
interests (e.g. big enterprises, nobility, orgadizeme, etc.) in a dependent position
as they had to somehow re-pay such financial hélp specific concessions in terms
of policy changes, favourable decisions (e.g. aaosbn licenses, etc.) or state jobs
(Blechinger, 2002). On the other, and because suabtices totally against the
“representative principl@” could lead to an important electoral backlash tigar
tended to hide or artificially reduce (in theirdimcial declarations) the total amount
received as “private donations” leading to all kinél corruptive practices: for
instance, tax-evasion, excessive expenditures, etc.

On the contrary, it was assumed that, by reduttieginancial dependency of
political parties from private interests, the imlwation of significant amounts of
public subsidies would decrease or even bring toead with such corruptive
practices. In this context, it was expected thatestunding would reduce the degree
of corruption of political parties (Scarrow, 20@03). However, by simply looking at
figure 2, this seems not to be the case as, fompka most “Third Wave”
democracies continue to present extremely highldewé party corruption despite
guaranteeing (all but two) the access to publissliés of political parties.

A good way to examine the validity of the abovenmrdd negative
relationship is to see if the percentage to whiolitipal parties are perceived to be
affected by corruption has significantly declinefiea the introduction of public
funding. Unfortunately, like other scholars predtyy we are not in a position to
statistically test this hypothesis due to data titions: namely, the Transparency
International Global Corruption Barometer scorel/ wan until 2003, well after the
right to benefit from public subsidies was introddcin most of the cases here
examined. What, however, can be tested, is théar&hip between the specific type
of public party funding regime introduced and teedl of corruption displayed by the
parties operating in a specific country. Becaugertiore restrictive a regime is, the
higher the number of parties which, deprived ofestupport, have to rely exclusively
on private funding (i.e. either membership feedamations), we expect higher levels

of party corruption in those countries where thayput threshold’ is high.

8 We refer here to fact that rather than represgritie interests of the electorate that voted ferth
parties may try to benefit the interests of thoseugs (financial, lobbys, etc.) donating important
amounts of money to the party.
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In this context, we consider ‘payout thresholdbi the minimum percentage
of electoral votes a party needs to obtain in omdegain access to state funding
(Scarrow, 20063.The data for Europe is borrowed from Biezen anshRava (2012)
as well as Casal Bértoa and Spirova (2013) whdteasdata on Latin America were
collected from the relevant instruments of party.l&€onsidering that states differ in
the easiness with which political parties have ssd¢e public subsidies, from a simple
1 percent of the votes in Hungary, Bulgaria or 8to& to a rather high 5 percent in
Croatia, Serbia or Guatemafave can formulate the following hypothesis:

H1: The higher the payout thresholds, the highetyeorruption

In a similar vein, our second hypothesis also desgasm the assumption that
private funding increases the temptation of parteedall into corruptive practices.
However, it differs in the sense that, while Hlks@t the easiness with which parties
receive money from the state, the hypothesis foatedl below focuses on its
(approximate) amount. In particular, the idea hsréhat parties relying on public
subsidies will have less need for private fundingence being less open to corrupt
practices.

H2: The higher financial dependency on the stéte Jower party corruption

In other words, while mostly-privately financed f@s will do what it takes to secure
their survival, put in peril due to the shortageao$afety net provided by the state,
mostly-publicly funded parties will avoid illegaitigations leading to a loss of public
subsidies, either due to legal sanctions providgditie country’s legislation or
because of a loss in public support derived from plublic scandal any case of
corruption or illegal financing always conveys [wikve little need to obtain private
funding through intricate corrupt constructions].

We measure H2 by calculating that the percentagdip funding (either
electoral or organizational, or both) representsthe total amount of funding
(including donations, membership fees, etc.) prltparties enjoy in a country. The

data on state dependency in Europe are elaboraiedthe Group of States against

® Because the logic party politics is totally diffet in Latin America than in Europe, more elecigral
based in the former, more organizationally basetiénatter (Nassmacher, 2001: 11), our data fohea
of the two different regions is gathered accordinglamely, with a focus on electoral reimbursement
in Latin America, and with an eye on subsidiesdayorganizations in Europe.

191t is important to note here that we just tak® iobnsideration payout threshold for single/indixti
parties and not for “electoral coalitions/cartelst.some countries (e.g. Poland, Slovakia, etés)dhe

not only different, but higher (Casal Bértoa andr@m, 2013). Moreover, to be noted that countries
which do not provide public funding naturally laplkyout threshold. Hence, we are forced to leave
them out of our analysis (Birnir, 2005).

10
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Corruption (Greco) country evaluation repdrtsyhereas data on Latin America was
collected from the specialized literature on thgdo

The introduction of public funding has been gelgraccompanied by the
establishment of specific party finance regulatipmescribing in most cases important
restrictions in the field of private funding. Lelgitors have introduced different types
of limitations, the most relevant ones being prigsioms on maximum ceilings for
private donations, and bans on corporate or anoagndonations. The idea behind
the introduction of such limitations is to avoidcegsive influence of private donors
(the so-called ‘fat cats’) in the political partig®ckets (Koole, 2008). It is in order to
avoid this kind of influence, i.e.: substantialvaie donations in return for contracts
or other kinds of benefits, that the introductioh significant limits to citizens’
donations and the prohibition of anonymous donati@nperceived as a means to
increase the level of transparency of party fundsmthat the degree of corruption at
partisan level will tend to decrease exponentiditythis context, and departing from
the commonly assumed idea that private funding pady corruption are both
positively and significantly related (Casal Bérta@13), we can hypothesize that

H3: The higher the limitations on private fundinige lower party corruption

In terms of operationalization we have built a cosife index measuring the
level of private funding limitations in a countriyn particular we code the existence
(or not) of donation limits, prohibition of corpaeadonations and/or banning of
anonymous donations in a dichotomous way: nameiy,chse such limitations exist,
and 0 in case they do not. The data were colleftted the relevant instruments of
party law.

Scholars have traditionally pointed out the positimpact a tight financial
control of political parties has in terms of thelwetion of corruption (Nassmacher,
2001:16, Sousa, 2001). The idea is that the stiiceecontrol on party finances is, the
more corruptive practices will be discovered. Thi work as a deterrent for party
corruption because knowing they are closely moedor parties will avoid
undertaking actions that may contribute to theifapse in terms of public support

and/or entail an important sanction (see also H6).

1 Greco’s country reports on transparency of partunding are available at

http://www.coe.int/t/dghl/monitoring/greco/evaluats/round3/ReportsRound3_en.adast viewed on
January ¥, 2013), see Piccio, forthcoming.

11
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Building on O’Donnell’s (1996) distinction betweévertical” and “horizontal
accountability*? and taking into consideration the type of autlyaitit charge on the
financial control of political parties, we are abte distinguish two different
hypotheses.

Departing from the assumption that “horizontal@etability” is essential for
the control of corruption in general (Diamond, 20@8amond and Morlino, 2005;
O’Donnell, 1998) and, therefore, focusing on thgaor responsible for controlling the
finances of party organizations in a country ipassible to distinguish two types of
control: namely, internal and external. The fornmetudes all those State institutions
controlled or appointed by the parties themseli@snstances, the National Electoral
Commission, parliamentary committees, Ministriesifmty Interior or Finance), etc.
Meanwhile, the latter refers to all those organscivifbelonging or not to the State)
are independent (i.e. outside party control) angehe membership based on merit
rather than on political affinities: for examplbaetCourt of Auditors, Supreme Court,
audit outsourcing firms, etc. Because internal wbnteaves in the hands of
one/various parties the control of their own finasicleading to an important conflict
of interest in which the main outcome will be eithige loosening of the formal and/or
material requirements provided in the law or thaltabsence of their application, we
have formulated the following hypothesis:

H4: The less strict the financial control of padjehe higher party corruption.
On the contrary, because the external financiatrobof party organizations, based
on the pure application of the law rather than artigan or political considerations, is
more accurate and effective, requiring that parsiegtly comply with all the legal
requirements, parties will have more incentivesatoid breaking the law as any
misdoing will be easily noticed and...punished.

In terms of operationalization, and taking intmsioeration the fact that there
are still countries (ElI Salvador, in Latin Americand Sweden, in Europe) where
parties still roam free of any kind of financialntml, we use an ordinal indicator to
measure H4. Thus, no control is coded with a Oreédior indirect) control by
parliament or government with a 1, and control hyiralependent organ/agency with

a 2. The reason for this ordering is that parlianaew/or the government is managed

12 While “vertical accountability” means that electefficials are always periodically “answerable to
the ballot box”, “horizontal accountablity” refets the control “autonomous powers” (mainly State
institutions, but not only) exert over the aboviediofficials, making the responsable and punighabl
for their eventual misconduct (Kenney, 2003: 56:57)

12
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by those actors that finance regulation seeks tiralp namely the political parties
themselves. The underlying assumption is that alegandent organ/agency will
provide for more effective control of party finasceData on this indicator were
gathered from the relevant instruments of party. law

Another face of financial control of political pis is “vertical accountability”
and points to the citizens as holding party orgatiins and their leaders answerable
for their financial activities through making thepublic. Building on the studies
maintaining that vertical accountability is a nesay, but not sufficient, condition for
the control of political corruption in general (nand and Morlino, 2005; O’Donnell,
1996; Relly, 2012), we consider here that publimeas to information on the financial
activities of parties will discourage political tms and their leaders from undertaking
any misconduct, as it may be accompanied by an rt@pdecrease in terms of
electoral support. It clearly follows from this tha

H5: The lower the public access, the higher padsragption

As in the case of horizontal accountability, andrb® in mind that some countries
do not oblige parties to make their financial imhation public (e.g. Belgium, Greece,
Hungary, in Europe; Bolivia, Dominican Republic, hluras, in Latin America), we
use an ordinal measure. In particular, the totakabe of public access is coded as 0,
public access — where financial information on dmme is available to the public
above a specific ceiling only — as 1, and freedépublic access — where all financial
information on donations is publicly available —2sData on this indicator were
gathered from the relevant instruments of party. law
Explanations focused on consequences of illegalifign

Building on legal scholarship (Duff, 2008), andtitey into consideration that
one of four purposes of a penalty is deterrence haxee formulated the following
hypothesis

H6: The higher the sanctions, the lower party cotron.

The main idea here is that parties will tend toarteke corruptive practices less often
if the “price” for them is too high. Hence, wherethaw imposes harsh sanctions
either to parties themselves as legal persons threio leaders (or ordinary members)
for their wrongdoings, we expect party corruptiordiminish significantly.

With very few exceptions (Dominican Republic, ElN&ador and Uruguay),
Latin American and European States foresee some d@fpsanctions either to the

citizens or to party organizations in case of firiah misdemeanors. Interestingly,
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adopted sanctions are as diverse as: (1) simplen@ey fines (including the total or
partial loss of public subsidies), (2) imprisonmant/or loss of public office, or (3)
(party) de-registration or activity suspension. fat reason, we have built an ordinal
indicator following the previous grading, with narstions coded as 0. Data on this
indicator were gathered from the relevant instruimen party law.

Although we are interested in the relationshipnesin political finance and
party corruption, and building on the literature tre determinants of political
corruption in general (Faet al, 2008; La Portaet al, 1999; Treisman, 2000),
political party corruption is not a subject onlygarty regulation. Thus, it is necessary
to introduce some additional variables which weduse order to control for
potentially confounding effects. Empirical reseastfows political corruption to be
affected by factors ranging from societal and histd configurations, public policies,
international actors and the organization and mamagt of the public sector, and
political institutions (Gerring and Thacker, 200Bue to the naturally small size of
our sample, we limit ourselves to including two wots: namely, economic
development and democratic experience. We implemehe standard
operationalization for economic development adopkethe literature by collecting
data on the GDP per capita in current US dollacswsing its natural log. The data is
for the most recent available year, 2011, and cofmes the World Bank?
Democratic development was coded as the numbegakyin a democracy a country
has had in 2011 according to the Polity IV indihatlucountry regime trends
databasé?

Models and Results
Based on the theoretical conceptualization of whay affect the perceived level of
political party corruption, we construct three misd® explain the latter — a benefit
model, a cost model, and a donations model. The ladind dividing the models is
to group party regulation factors according to tthegecific target when looking at

their effect on party corruption. Thus, the benefibdel looks at the effect of

13 Data on GDP per capita can be obtained here:
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD.

4 Years of democracy were counted for state’s coaeds on more in the State Fragility Index.
Original data can be obtained hehnép://www.systemicpeace.org/polity/polity4.htm
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regulations on monetary benefits which parties meeive from the state on their
perceived level of corruption. Conversely, the costdel inspects the effect of
regulations that incur costs to political partieshtmw corrupt they are. Finally, as a
significant amount of rules are devoted to the la&ipn of donations which do not
easily fall into the cost-benefit dichotomy, them® grouped into a third, separate
model, which tests the effect of all donation regjohs on the corruption of political
parties. The dependent variable in all three morethe perceived level of political
party corruption as coded in the Global CorruptiBarometer 2010/2011 of
Transparency International. Thus, the perceptioth@flevel of corruption of political
parties equals 1 when the latter are perceivedaiscorrupt’ and 5 when they are
perceived as ‘extremely corrupt. The measure isaggregate for each of the
countries that we study and was originally creded| as a result of the responses to
the following question: ‘To what extend do you ve the following institutions in
this country to be affected by corruption,” wherelifical parties are one of the

institutional categories mentionétiThe model specifications that we use are:

Benefit model

Corruption of Parties= o + p1*Pay Threshold+ p2* StateDependenay+ controls + &i

Cost model

Corruption of Parties= po + p1* External Contral+ B2* Public Access+ Bs*Party

Sanctionst+ controls +ei

Donation model

Corruption of Parties= po + Bi*Donation Limits + p2* Corporate Donations- p3*

Anonymous Donations controls +¢i,

where the subscript denotes the different countries (i= 1..1). In theesgression
equationspO0 provides the intercept for each particular mofi&},n the slope for the
examined independent variables, andenotes the residual error term. In addition to

these three models, we also fit several ‘mixed’ el®@dvhich examine the effect of a

!5 Original data can be obtained from hdreep://gch.transparency.org/gcb201011/results/
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mix of the three types of factors on the perceil@etl of corruption of political

parties. We use ordinary least squares (OLS) imast the results. The results are

summarized in tables 2 & 3 below.

Table 2. Party regulation and corruption of political parties

Benefit model Cost model Donations mode
Payout thresho 0.017 (0.014 -- --
State dependen 0.006 (0.004 -- --
External contrc -- 0.039 (0.161 --
Public acces -- -0.065 (0.11¢ --
Party sanctior -- 0.099 (0.15¢

Donation limits

0.337 (0.170)

Corporate donations b

-0.117 (0.18¢

Anonymous donations b

0.115 (0.174

GDP per capit

-0.410 (0.102)**

-0.299 (0.085)**

-0.226 (0.085)*

Intercep 7.587 (1.035)** | 6.780 (0.901)** | 5.938 (0.888)**
Adjusted R 0.36¢ 0.27: 0.38:
N of observatior 27 30 31

Note Dependent variable: perception of the level afuption of political parties. Linear regression.
Standard errors in parentheses. *p<0.1, p**<0.05'90.01
Source:Global Corruption Barometer 2010/2011. Authors’ asading and calculations.

Table 3. Party regulation and corruption of political parties — mixed models

Model 1 Model 2 Model 3
Payout thresho -- -- --
State dependen 0.006 (0.003) 0.005 (0.003) 0.006 (0.003)*
External contrc -- -- --
Public acces -0.088 (0.10¢ -0.163(0.102 --
Party sanctior -- 0.426 (0.149)**

Donation limits

0.575 (0.168)*

Corporate donations b

0.0465 (0.176)*

Anonymous donations b

GDP per capit

-0.379 (0.092)**

-0.232 (0.099)*

-0.166 (0.095)

Intercep 7.489 (0.869)** | 5.855 (0.993)** | 4.297 (1.075)**
Adjusted R 0.34¢ 0.47( 0.56:
N of observatior 29 29 29

Note Dependent variable: perception of the level afwgtion of political parties. Linear regression.

Standard errors in parentheses. *p<0.1, p**<0.05'90.01
Source:Global Corruption Barometer 2010/2011. Authors’ asading and calculations.

The results in table 2 illustrate that out of &k thypothesized relationships between
party regulation and corruption of political pasti¢he only one which shows to have
a significance effect is the donation limits. Howevthe result is opposite to the
direction expected by the majority of the literat@ffect. The coefficient for donation

limits carries a positive and statistically sigo#nt sign, signifying that when
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donation limits do exist, rather than serving astianulus for fewer corruptive

practices, its effect on the level of perceivedrgption of political parties is an

increase of 0.337. Not much to our surprise, tls of the results show that party
regulation may indeed not have the desired efféitt which it was constructed. As
we see, no other variable reaches statisticalf@gnice thus showing that no specific
relationship between the independent variablespamty corruption can be detected.
In all models, however, the control GDP per capippears to have a significant
relationship with the perceived corruption of poll parties in the expected direction
— the higher the GDP per capita, the lower thelle¥ecorruption. In order not to

additionally burden the models, the control for deratic experience was dropped
from the final estimations as it was not showintpéwe a significant relationship with
the perceived level of political party corruption.

The non-significant results could potentially becalaffected by the small
sample size, which calls for further testing wittodder country coverage in the
future. Due to the lack of collected data on manyogean and Latin American
countries on the perceived corruption of politigatties and our desire to ‘control’ for
the small N as best as we can, we also ran the Imedth the general corruption
perception index (CPI) provided by the Global Cption Barometet® This
increased the N to 45 in some models, but the atitms didn't show anything
different. Again, most variables showed insignificawhile donation limits and
economic development carried the same signs anibtsi@ significance. An
interesting additional finding in these models what the existence of a ban on
anonymous donations shows to have a negative signifrelationship with CPI, and
given that the operationalization of CPI lower dwstand for higher perception of
the level of corruption of public institutions, shsignifies that the effect of these bans
runs opposite to the conventional expectation anaissociated with the existence of
more corruptive practices. While surprising on dmend, such a result is also
plausible in that one can think that in states viigih corruption, the introduction of
measures against such practices may indeed hawangec effect and stimulate the
circumvention of the rules even more.

To test the relationship between regulation of tmali finance and party

corruption further and to account for the fact thetybe no one of these groups of

6 Models not presented, but available from authors.
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factors has a special effect on corruption wheglsthout, we also fit several ‘mixed’
models. These include variable from two or all g@and the controls. The results in
table 3 reveal several additional relationshipssi@&s the donation limits and the
GDP variables which continually carry the same sigmd are again statistically
significant, the mixed models disclose significarglationships between state
dependency and party corruption and between partgt®ns and party corruption.
Yet, both of them turn out to have an oppositeht® éxpected effect, i.e. instead of
decreasing corruption, they actually relate withrencorruptive behaviours. The data
analyses consistently show that ‘state dependes@positively related to ‘corruption
of political parties’, thus implying that the mopelitical parties depend on the state
for funding, the more corrupt they are, or rather inore they are perceived as corrupt
by the public. This may very well be due to peopl@erception that the more
dependent parties are on the state, the more teapwalved with the state, thus with
procurement tenders and other types of pork bawbkich many believe, leads to
clientelism, patronage, and thus corruption.

Similar is the result for party sanctions. In sevenodel specifications we get
a positive, statistically significant relationshipthich means that the higher the
sanctions, the more corruptive political parties. arhis not only says that rules on
party funding do not reach their intended goal, dotgn the opposite — they have the
potential to incentivize, according to our datae thpposite behavior. This could
potentially be explained by the fact that eithex ganctions are not perceived by the
political parties as costly, or that however costigy are the ‘piece of the pie’ that
they may get if they engage in corruptive practisésch are not detected is much
larger, and therefore worth the risk. We are avilaa¢ the results could also be driven
by the possibility that high levels of corruptioadl to the introduction of various
public funding regulations. In order to then telse teffect of specific regulatory
mechanisms, future research would need to lookeapérception of party corruption
for at least two points in time and examine whettier level of corruption has
changed as a result of the introduction of antrgaive measures such as the

adoption of sanctions and the provision of stabesigly for political parties.

Conclusions
Party finance regulation appears to be adoptedeasingly as a tool for the

strengthening of democratic legitimacy of politisgktems. The question is if, and to
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what extent, it has the capacity to promote greptdalic trust in political parties.
Indeed, as it is society at large that legitimipagties through its expressed consent, it
remains unclear how effective unilateral and topadomeasures to increase the
legitimacy of parties can be. While conventionat@dm expressed by the political
actors’ debate and by international governmentdlraam-governmental organizations
tend to depict the introduction of public fundirgpolitical parties and the adoption
of party finance regulations as beneficial for keering of political corruption and
for increasing political legitimacy of political gées in the public eye, in this paper
we have claimed the existence of a more nuancedrpic

Although the findings presented in this paper #thdoe interpreted with care
due to the limited number of cases available foalysis, the most remarkable
discovery of our analysis is that political finanegulation does not produce any of
the (positive) relationships both academics andtipal elites have promised. In
particular, (1) the introduction of a rather regive regime of public finance, in
which the state constitutes the most important nionel contributor to party
organizations, (2) the provision of a more indemsmdsystem of control of party
finance, and (3) the stricter penalization of iledunding activities, are related to
high perceptions of party corruption rather thaw lones. More importantly, and
contrary to what has been traditionally argued,itiodusion of important caps to the
amount political parties can receive through pevdbnations seem to be related to
the propensity of party organizations to expldéghl funding resources. As pointed
in various recent case-studies (Casal Bértoa, 2BB3hkova, 2013), habituated to
receive important amounts of money from variouvgig sources, political parties
seem to have difficulties to adapt to the new raguy regime requiring a reduction
in their collections system. This constitutes aseasial finding as it clearly
contradicts the famous “stick and carrot” discouaseording to which sufficiently
publicly funded parties will renounce to other (mgiprivate) types of resources,
more prone to constitute outlawed (i.e. corruptimectices.

In summary, the relation between political finanmgulation and party
corruption seems to be more complex than the oggested by the literature. The
presence of party finance regulation does not @elatlower perceptions of party
corruption, and the presence of limitations to g@iévdonations is related to higher
party corruption perceptions. State funding, itrseehas not brought the panacea it

promised. What this paper seems to suggest isathidd money will always be “the
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mother’s milk of politics” (Stanbury, 1986: 795het state should not be the only cow
(in the whole “political farm”).
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