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Abstract
Competitive political parties and election campaigns are central to the health of democracies. Parties

and campaigns require significant resources to be effective. However, India has evolved highly
restrictive political party funding and election expenditure laws. We demonstrate that these laws have
had perverse effects, not just on elections, but on the evolution of the Indian political system: These
laws drive campaign expenditure underground and foster a reliance on unaccounted funds or “black
money” Sridharan (1999, 2006a, 2006b). These laws lead to adverse selection where only those
willing and able to work with black money dominate politics. Further, these laws trigger extensive
corruption in government. We therefore offer alternative remedies, e.g., abolition of campaign
expenditure limits and partial state financing of elections, and examine their merits and demerits.
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