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Oral evidence

Taken before the Constitutional Affairs Committee

on Wednesday 19 April 2006

Members present:

Mr Alan Beith, in the Chair

James Brokenshire Julie Morgan
David Howarth Mr Andrew Tyrie
Barbara Keeley Keith Vaz
Mr Piara S Khabra Dr Alan Whitehead
Jessica Morden Jeremy Wright

Witnesses: Rt Hon Lord Falconer of Thoroton, a Member of the House of Lords, Secretary of State for
Constitutional AVairs and Lord Chancellor and Alex Allan, Permanent Secretary, Department for
Constitutional AVairs, gave evidence.

Q1 Chairman: Lord Chancellor, Mr Allan, welcome
back to our Committee. There are two statements I
want to make at the beginning. The first is that all
Members, having fought elections recently and won
them, have been funded in some way or other and,
therefore, all have a general interest, in some cases
specific donations qualified to be included in the
Register of Members’ Interests and some Members
have such donations registered, and I refer anyone
who wants to check that to the Register of Members’
Interests. Secondly, this inquiry is about party
funding, it does not replace the job which the
Metropolitan Police are doing or, indeed, the work
which the sister committee, the Public
Administration Committee, is doing on the honours
system and the problems which may have arisen with
it, although recent events have clearly had a
significant eVect in bringing some of the issues which
we are going to talk about today into the forefront,
and may even influence people’s thinking about it,
which is something we will discover. Can I start by
asking you this: the main parties between them spent
£40 million fighting the last election, do you think
they needed to?
Lord Falconer of Thoroton: I do not know. There is
a lot of talk about an arms race in relation to
expenditure in general elections, the sense that the
parties are competing with each other rather than
making sensible expenditure. The Electoral
Commission have published an interesting study of
the expenditure in the last general election and, in
fact, the two main parties are spending money on
diVerent things in terms of the way they are spending
money. The Conservatives spent 46% of their money
on advertising whereas Labour only spent 29% on
that. On transport and rallies, the Conservatives
spent 11%, Labour spent 22%. There is a slightly
diVerent focus between the two parties on how they
spent money. The fact that a cap was imposed by the
2000 Act has plainly had an eVect on expenditure, it
has reduced the amount of expenditure from that
which was expended in 1997. I wonder if the
reduction in expenditure had any eVect on the
amount of information that people got; I suspect it
did not.

Q2 Chairman: The Prime Minister was reported in
the press as saying at the beginning of this week that
even in his own party they were going to have to raise
a lot more money because of the competition and the
need to present his party’s case as against that of
others. Are you conscious that there is an
atmosphere around you of needing to raise even
more money or are you comfortable with the idea
that parties are going to have to spend less in the
future?
Lord Falconer of Thoroton: I think the eVect of the
cap in 2000 is that the amount of money that parties
have got to raise for the purposes of a general
election has gone down rather than up. It is
interesting, people assume that we are spending a lot
more money on elections. In fact, historically,
because elections are now being fought at a national
rather than a local level, the amount of money looks
as if it has gone down. Just going back to 1880, if you
apply the amount of money—

Q3 Chairman: They were still buying votes then.
You are not condoning that, are you?
Lord Falconer of Thoroton: —this was the elected
government going face to face with the voters, £94
million was spent in today’s prices on elections. Yes,
the amount of money is going up if you compare it
between the 1960s, 1970s and 1990s. The cap has
brought it down. Hayden Phillips needs to look at
the issue about do we need to bring it down further,
which is what a number of people, including the
Electoral Commission, have suggested.

Q4 Chairman: We will go back to the role of Hayden
Phillips later on.
Lord Falconer of Thoroton: Sure.

Q5 Barbara Keeley: In fact that would have been the
next question: do you believe that the cap on
spending in general elections should be brought
down? I think the Electoral Commission suggested it
being brought down gradually to £15 million.
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Lord Falconer of Thoroton: I think one wants to
avoid an arms race. One wants to ensure that the
money is spent in a way that does inform the
electorate and help the resolution of issues but we
did not appoint Hayden Phillips for the Government
to say in advance of Hayden Phillips’ report what the
Government thought its conclusions were. I think
the right course in relation to issues like that, which
is an important Hayden Phillips’ issue, is we should
wait to see what Hayden Phillips says on that.

Q6 Chairman: Hang on a minute, you sent away a
senior civil servant, Mr Allan’s predecessor, with
many qualities, is it not a bit odd for a government,
which is a political party, to expect a senior civil
servant to come back with the definitive advice on
how party funding should be organised?
Lord Falconer of Thoroton: What we have asked
Hayden Phillips to do is to talk to all the political
parties, talk to the Electoral Commission, study the
issues and come back with a report. This is an issue
where public confidence is a matter of great
significance. To invite somebody independent of
Government to come back with recommendations is
a way of ensuring that the process is done separate
from Government and separate from the political
parties. It is a sensible way, I believe, to try to get to
a solution that will command public confidence.

Q7 Barbara Keeley: I think there is a view, certainly
the Electoral Commission have put it, that
individual candidates’ spending limits at the local
level should be allowed to rise. I have to say
personally I have a concern about that because in
May 2005 there were some examples of very high
levels of spending which I think were seen to result
in some cases, and I do not approve of that. Can you
comment on that, on allowing individual
candidates’ spending limits to rise?
Lord Falconer of Thoroton: On the local limits, the
vast majority of constituencies do not get near,
according to the returns, the local limit on
expenditure; there are a few that do. There may be a
connection between those that do and those that are
marginal seats where the battleground in the general
election takes place. The argument in favour of
increasing the local limit is that it will increase local
activity and, therefore, increase political
engagement. The argument against is that it will
simply lead to much more expenditure taking place
in the constituencies which are perceived to be the
battleground for the election. I am sorry to say this
but, again, that is a Hayden Phillips’ issue, he has got
to look at that and come to a conclusion.

Q8 Chairman: By definition he has not been very
near a local election. He has pursued the career of a
civil servant, a very independent role. The messy
business of party politics is just what he has spent his
life not doing.
Lord Falconer of Thoroton: If you had somebody
who had been doing party politics he would be
associated with one party or another. What we are
looking for is something that carries public
confidence. He has got to talk to the political parties

and to the people who are engaged in fighting
elections and have knowledge of how it is done but
it is somebody seeking to come to an independent
view.
Chairman: I am sorry to say we have a division, so I
will suspend the Committee for 15 minutes.

The Committee suspended from 4.25pm to 4.35pm
for a division in the House.

Chairman: We are back slightly earlier than I said
but I think there is a general desire to get on. There
is a thirst to hear what you have to say on a number
of things. On a point you mentioned a moment ago,
can I call Mr Howarth.

Q9 David Howarth: It comes back to the point about
Hayden Phillips, for whom I have every respect, but
what brought you to the conclusion that this task
should be carried out by a former senior civil servant
as opposed to any other sort of independent person
who would not necessarily be associated with the
current politics?
Lord Falconer of Thoroton: It had to be somebody
who was experienced in looking at policy issues,
somebody who was experienced with working right
across the political spectrum. Sir Hayden Phillips
had been in the Civil Service for a considerable time.
He had served both the Conservative and Labour
administrations. It had to be somebody who
commanded respect right across both the political
spectrum and the outside world as well. One could
make the choice, perhaps, between an academic and
a civil servant but one has ultimately got to alight on
somebody who is able to do the job, able to work
with the stakeholders and able to produce a report
that would command confidence because of his
independence and his quality. That is why we
alighted upon Sir Hayden Phillips.

Q10 David Howarth: Is there something about the
nature of the task that points you to a former civil
servant as opposed to an academic? You are right to
say that independence and public trust is absolutely
crucial but it looks like, from the outside, an
insider’s fix?
Lord Falconer of Thoroton: That is most certainly
not what is intended. It is somebody with the
qualities that I have described and in a sense you
have echoed independence being a very important
aspect of it. It is somebody able to do the job. We
hope that Sir Hayden Phillips carries the respect
required to do it. I think that the work that this
Committee is doing will help because it will be
something in parallel to provide an additional view
to the views that Sir Hayden produces but,
ultimately, the choice was made to go for somebody
who is independent and, as I say, able to do the
policy-making job.

Q11 Julie Morgan: Lord Falconer, can you tell us
how long you expect Sir Hayden Phillips to take on
his task? Could you say is there an absolute deadline
so that this will not be something that goes on
indefinitely?
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Lord Falconer of Thoroton: The terms of reference
require him to report by December 2006. It is a task
to be done within about nine months.

Q12 Julie Morgan: There will be not a danger that
this might drift on?
Lord Falconer of Thoroton: No and, indeed, I think
although there needs to be a proper pause for
consideration of both the policy issues and the policy
ramifications, this is not something, I believe, that
should be allowed to go for any long length of time.
That is why we have put December 2006 specifically
in Sir Hayden Phillips’ terms of reference.

Q13 Chairman: Can we agree on two things. First of
all, Hayden Phillips is a good man, the Committee
knows him well. We have no doubts about his
general abilities. I am sure you agree with us on that?
Lord Falconer of Thoroton: Of course I agree.

Q14 Chairman: Secondly, precisely because he has to
collect views rather than come out with views of his
own, he will be very interested in a lot of people’s
views, including yours, and therefore it does not
make sense for you to answer questions from us on
the basis that this is a matter for Hayden Phillips to
look at later because he will be interested in what you
have to say, will he not?
Lord Falconer of Thoroton: He will, but the
Government has asked an independent person to do
a review and produce a report. The right thing in
those circumstances is for the Government to wait to
see those views before it comes to a conclusion,
otherwise why appoint him. This is diVerent from
the political parties. The Government should wait.
The political parties will no doubt put their
respective points of view to Sir Hayden Phillips.
They will unquestionably make public what their
particular positions are in relation to it but if the
Government commissions a report on a particular
policy issue then the right course, in my view, is to
wait for that report and then to respond.

Q15 Mr Tyrie: Lord Chancellor, the Conservative
Party has already put its views forward. The Liberal
Party has already put its views forward. We do not
need to wait. All we need is the Government’s views
and we have not got them. Why does the
Government not come forward with its proposals?
Then by all means let’s sit down with Sir Hayden
Phillips or anyone else. As a matter of fact the
Conservatives thought it would bring more public
confidence to bear, rather than to have an insider
fixer, much as I respect people such as Hayden, and
you know him well yourself, much better to have a
body like the Electoral Commission to do this task.
But, there is only any point in doing that once we
have heard the Government’s view.
Lord Falconer of Thoroton: The Labour Party will
put forward its views. The Government has
commissioned Sir Hayden to report, as it does in
most areas. Take, for example, the Committee on
Standards in Public Life which was commissioned to
look at the public funding issue in 1998. The right
course at that stage was to wait for the Committee’s

views and then respond to them, which is what the
Government did. It, like all the other political
parties, put views forward to that Committee but the
Government only responded once the Committee
had reported. That is a sensible way of making
policy.

Q16 Mr Tyrie: When is the Labour Party going to
put forward its views?
Lord Falconer of Thoroton: I cannot give you a
specific date but no doubt it will have to be done at
such a time that allows Sir Hayden Phillips to
consider them and then to proceed in an appropriate
way as far as he is concerned but I would imagine it
would be within the next month.

Q17 Mr Tyrie: Within the next month, is that going
to be published?
Lord Falconer of Thoroton: I am sure it will be, yes.

Q18 Mr Tyrie: Within the next month we will have
the considered views of the Labour Party on how to
reform party funding, published and put in the
public domain?
Lord Falconer of Thoroton: I cannot guarantee it will
be within a precise month but it will be within a short
period of time, yes.

Q19 Chairman: In the meantime, while Sir Hayden is
doing his work, you are going to be putting forward
amendments to the legislation in this area?
Lord Falconer of Thoroton: I am, that is correct.

Q20 Chairman: We will come on to the substance of
that in a moment. We are still looking at the process.
Lord Falconer of Thoroton: Yes.

Q21 Chairman: You are going to have to give views.
You cannot take a vow of Trappist silence on the
grounds that Sir Hayden Phillips is looking at all
this, can you?
Lord Falconer of Thoroton: No. In relation to the
loans business, which is the material which we are
proposing amendments to in the Electoral
Administration Bill, obviously not. Indeed, in
relation to that I have spoken to the other political
parties, I know the views of the Electoral
Commission and there is a bill going through
Parliament where amendments on this issue were
already in contemplation by other political parties.
The right thing to do—there does appear to be a
consensus across the political parties and with the
Electoral Commission that steps should be taken in
relation to that—is we will propose amendments in
the next 10 days on that.

Q22 David Howarth: You are drawing a very strong
distinction between the Government’s position and
the Labour Party’s position.
Lord Falconer of Thoroton: Yes.
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Q23 David Howarth: Is that really credible given the
history of the relationship between the Government
and, say, the Party Conference? What process within
the Labour Party will be followed to produce the
party’s views as opposed to those of ministers?
Lord Falconer of Thoroton: We are a Labour
Government, so there is a link between the two
obviously.

Q24 David Howarth: Exactly. You have answered
the question.
Lord Falconer of Thoroton: That is a process that has
been used on all previous occasions when you are
looking at issues like this where the Government has
got a role which is, to some extent, separate from the
party to respond to both what the political parties
say to the independent body that has been set up and
then most significantly when the independent
body—whether it is Sir Hayden Phillips or whether
it is the Committee on Standards in Public Life—
reports.

Q25 David Howarth: Ministers will not take part or
will take part in the internal discussions of the
Labour Party over its position?
Lord Falconer of Thoroton: Can I start from the
other end. When the Committee on Standards in
Public Life reported it did not agree with all the
conclusions that the Labour Party had put to it. The
Government, nevertheless, with some exceptions,
accepted all of the recommendations. The
Government will not, therefore, in relation to the
approach that it takes be bound by the submissions
that the Labour Party puts. It will be waiting to see
what Sir Hayden Phillips says and that seems to me
to be the approach that has always been taken in the
past, and it is the right approach. There is no point
in the Government or the Labour Party putting a
view and then sticking to it, the Government should
wait to see what views Sir Hayden Phillips reaches
having seen all the submissions.

Q26 David Howarth: Sounds like you have a team on
the pitch but you are also the referee.
Lord Falconer of Thoroton: No, the referee I think,
ultimately, is Sir Hayden Phillips. That is why we
have got somebody independent. He has to reach a
conclusion and make recommendations to the
Government.

Q27 Chairman: Does that mean he is the final
arbiter?
Lord Falconer of Thoroton: We would have to give a
pretty good reason, I think, for not accepting what
Sir Hayden Phillips has said.
Chairman: Personally I am aware I should have
declared an interest. My wife is a member of the
Committee on Standards in Public Life.

Q28 Barbara Keeley: We have travelled quite a long
way from the original question about spending caps.
Just to say, there has been considerable discussion in
this Committee. I do diVer with the view that the
Commission has about the increased local spending
limits and in that sense I do not think the Electoral

Commission, even though they have expressed a
very strong view, are necessarily the arbiters in this.
It is worth noting there is a very strong level of
concern about this and we did not manage to resolve
it at the Committee stage of the Electoral
Administration Bill either. I think it is an issue for us
to sort out.
Lord Falconer of Thoroton: This is the concern about
the issue that before the election is called there is very
considerable expenditure focused on a very small
number of constituencies. The heavy expenditure
evading, not evading but not being caught, quite
legitimately under the law, the spending limits that
apply in that particular situation, I agree there is an
issue in relation to that. One possible solution which
had been suggested was that you have a four month
period before the election but the diYculty about
that is you do not know what is the four month
period before the election.

Q29 Chairman: That is true of the 12 month limit
now.
Lord Falconer of Thoroton: Exactly, that is the great
problem in relation to it.

Q30 Barbara Keeley: You talked earlier in terms of
the national spend and the fact that some parties
spend quite a bit on advertising, almost 50% in one
case. There is a question in this expenditure issue
about the need for the value of communications
during elections. There is a question about
broadcasting. Do you think there is an argument for
increasing the use of party election broadcasts on the
main television channels to inform voters? Do you
think that is the way to go if we are looking at
capping as a mechanism?
Lord Falconer of Thoroton: What do you mean,
providing more party political broadcasts during the
course of an election?
Barbara Keeley: I have to say I am not personally
advocating this.
Chairman: We would have more channels because
of digital.

Q31 Barbara Keeley: It is a suggestion of some
people that there is value in that.
Lord Falconer of Thoroton: On the question of
whether or not there should be more party political
broadcasts, I do not believe that would be
particularly popular with the public. I have seen no
evidence at all that would increase interest in the
issues or would increase turnout, I would be very
dubious as to whether it did. On the question of
whether you expand the number of channels that
carry election broadcasts, currently I think the
position is the terrestrial broadcasters do—BBC,
ITV, BBC2, Channel 4 and I think Channel 5 as
well—but the vast mass of other channels do not.
This has been raised in the past as an issue and you
may be surprised to hear that those who currently
carry party political broadcasts are keen that those
who do not do so. Those who do not carry party
political broadcasts at the moment are very keen
that they continue not to carry party political
broadcasts, which I think is an indication of the fact
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that nobody likes—except the people who make
them—the party political broadcast. I do not think
it is a solution to the problem of party funding, I do
not think it really grapples with the real issues here.

Q32 Barbara Keeley: And no role to play? I do not
think anybody is suggesting it is a solution.
Lord Falconer of Thoroton: I do not see it as being a
significant part of the solution.

Q33 Keith Vaz: Mr Allan, are you confident that
none of the ministers in the Department for
Constitutional AVairs has any conflicts of interest in
regards to this area of their work in the Department?
Alex Allan: They have all, as is set out under the
various procedures, sent me letters declaring
whatever interests they feel it is right to declare, and
I have looked at those and have discussed it with
them. I am satisfied on that basis, yes, there is no
conflict of interest.

Q34 Keith Vaz: When this recent controversy arose
Harriet Harman switched her responsibilities
because her husband was the treasurer of the Labour
Party. Presumably that is a fact that you were aware
of when she was first appointed as a minister?
Alex Allan: I think it was well known that her
husband was the treasurer of the Labour Party. He
was not, in fact, the registered treasurer of the
Labour Party for the purposes of the Political
Parties’ Elections and Referendums Act 2000. As
you say, when the issue of loans to political parties
came up, and when the issue of whether the
Government might wish to legislate to change the
laws came up, Harriet Harman came to see me, came
to discuss this with the Lord Chancellor and the
Lord Chancellor agreed that the right option in the
circumstances was to switch the portfolios in the way
you have outlined.

Q35 Keith Vaz: There has been no conflict of interest
and no breaches of any rules, you are very confident
about that?
Alex Allan: I am satisfied that up until when the issue
of loans came up, the legislation that was going
before Parliament was basically about electoral
administration issues. It was not about funding
issues. I did not feel in those circumstances there was
any conflict.

Q36 Keith Vaz: Lord Chancellor, why do you think
that donations have become such an important part
of party fundraising?
Lord Falconer of Thoroton: I think membership has
dropped very considerably in relation to political
parties. In the 1960s there were something in the
region of 3.5 million members of political parties
right across the board, now the number is very, very
considerably below a million. Membership fees and
the base from which you get additional payments
have gone down very dramatically. In the Labour
Party’s case the amount of money provided by the
trade unions has gone down dramatically.
Approximately 30 years ago 92% of the funding of
the Labour Party came from trade unions, it is now

approximately 25–26%. Corporate donations have
gone down, both because of the 2000 Act and
because of the fact that the shareholders of
companies do not want their companies to be
involved in politics as they used to. Donations have
become a more significant part of the funding of
political parties for that collection of reasons.

Q37 Keith Vaz: Do you think that is an acceptable
way to proceed as far as party funding is concerned,
that individual donors should be in a position to
make such very large donations to the political
parties?
Lord Falconer of Thoroton: It is something that has
increasingly caused very considerable concern in a
number of areas because the obvious worry is that if
a few people contribute a significant amount of
money to a political party, people are worried that
could give rise to them having an undue influence on
the policy making of that individual party. That is a
very, very real issue which needs to be addressed but,
as I say, addressed in a measured way and that is why
Sir Hayden Phillips has been appointed.

Q38 James Brokenshire: You talked about influence
on political parties as a consequence of the large
scale funding by key individuals. Do you accept that
if a party is in government and receives a donation
or other funding from a company or an individual
closely associated with a company that there could
at least appear to be a conflict of interest if that
company then bids for contracts from the
government?
Lord Falconer of Thoroton: There needs to be, in
relation to this, complete transparency. That is why
I think it is very important that the loan issue be
dealt with as quickly as possible. I think everybody
in good faith believed that the 2000 Act meant that
any significant source of funding of the major
political parties would become apparent, because
any donation over £5,000 had to be declared. I do
not think that people thought that loans on
commercial terms would give rise to a diYculty, and
indeed the Committee on Standards in Public Life
advised the people to whom it reported to exclude
loans on commercial terms. It is perfectly plain, in
the light of what has happened—and this is not a
party political point but right across the political
spectrum—that there needs to be disclosure of those
as well. Once there is transparency then everybody
can see the extent to which there is a significant
source of funds being given to a political party. If
that political party forms the Government then
everybody can see it.

Q39 James Brokenshire: You talked about loans but
it is also donations as well. Do you think that if, say,
a company is bidding for a government contract
there should be some form of clear disclosure, to put
it on record that there is that connection in order
that if it subsequently comes out that everybody is
quite clear that the issue was disclosed upfront?
Lord Falconer of Thoroton: It needs to be absolutely
clear that that individual or that company has made
the donation if there is a contract. That is what
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PPERA—the 2000 Act—is designed to deal with
and that is what the loans amendment is designed to
deal with. I think what is implicit in your question is
that there needs to be transparency about it.

Q40 James Brokenshire: Yes.
Lord Falconer of Thoroton: And there does. That is
what the 2000 Act is designed to do, that is what the
loans amendment is designed to do as well.
Transparency is the solution.

Q41 James Brokenshire: The transparency is on the
individual, it may not be clear on the face of that
declaration that there is that connection with either
the corporate entity or the other body which is
bidding for the contract and, therefore, to follow
your argument on transparency, is there not a need
for a further step?
Lord Falconer of Thoroton: I can see an argument
which says if there is any question about somebody
who has made a loan or a donation being given a
contract that you need in some way or another for
it to be drawn to the relevant department’s attention
that that person is a donor. Presumably the way that
should be done is that you circulate widely the
information given on what donations have been
made to the governing party.

Q42 James Brokenshire: I still go back to my point
that it may not be obvious that somebody is a
director or a shareholder of a particular company
and, therefore, when a bidding process is made
surely it should be appropriate to achieve
transparency, that we have talked about, that there
should be some step to draw it to the attention of the
Government body that is considering the contract?
Lord Falconer of Thoroton: Yes, I can see we need to
think about that, yes.
Alex Allan: The great bulk of such contracts would
be awarded on the basis of analysis by civil servants,
their professional advisers, who would not be
influenced by that. I think it would only be very rare
cases where ministers would get involved in
decisions about the award of an individual contract.

Q43 Chairman: You will come back to us on that
point?
Lord Falconer of Thoroton: Yes. I have never, as a
minister, made a decision between which of a
number of contracting parties you choose. It is done
by an objective process. I am responding to Mr
Brokenshire’s legitimate question about
appearances which seems to me to be an important
issue.

Q44 Chairman: Any further thoughts on that would
be useful.
Lord Falconer of Thoroton: Yes.

Q45 James Brokenshire: Can I just finish up on that:
do you find it surprising that there is, as I understand
it, no central list of contracts maintained by at least
some government departments as far as answers to
written questions that I have had? Therefore, at

times it is not necessarily clear who has been
awarded the contract if no central list is being
maintained.
Lord Falconer of Thoroton: I do not find it that
surprising that there is not a central list of contracts,
having regard to the diVuse nature of many
government departments. For example, in relation
to Her Majesty’s Court Service, it has a whole
number of contracts it will make right across the
country to individual courts. It may well be desirable
that there should be such a central list of contracts.
I recognise that might be quite a diYcult
administrative change to eVect. Alex may know
more than me about that.
Alex Allan: I was going to say, the OYce of
Government Commerce which has general overall
responsibility for Government procurement
certainly takes an interest in some key sectors. For
example, major IT suppliers/contractors. It has a
view, but, I think as the Lord Chancellor said, going
right across government keeping a register of every
contract, would probably be a very significant
administrative burden.

Q46 James Brokenshire: It would appear some
departments do that and others do not at the
moment.
Alex Allan: It may depend on the size or the
complexity of the department. That is a matter for
the OYce of Government Commerce I think.

Q47 James Brokenshire: In terms of transparency,
would you feel that would be an idea if we are to
achieve the transparency issues we sought to address
in this line of questioning?
Lord Falconer of Thoroton: It would plainly be a very
desirable thing to do. The practicality of it, I do not
know because I have not looked into it. If you want
we can try and come back on that.1

Q48 Keith Vaz: On donations, Lord Chancellor, do
you understand the concern that some have that a
member of the Government has given the Labour
Party a loan of £2 million?
Lord Falconer of Thoroton: I understand the
concern. The relevant minister, Lord Sainsbury, is
somebody who has been a minister for I think seven
or eight years. He is an absolutely excellent minister
and I do not think anybody could doubt but that he
has the credibility and the quality and propriety to
be an excellent minister.

1 Note by the Rt Hon Jack Straw MP, Leader of the House of
Commons: It is the Government’s view that it would not be
practicable to maintain such a list. Significant financial
benefits aVorded to political parties are disclosed to the
Electoral Commission under the Political Parties, Elections
and Referendums Act 2000. The OYce for Government
Commerce also provides extensive guidance on standard
processes for government procurement. It is the
Government’s view that these processes provide suYcient
safeguards to ensure both transparency in respect of
financial benefits aVorded to political parties and in
delivering a rigorous and fair process of government
procurement
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Q49 Keith Vaz: You do not think it raises any ethical
questions that members of the Government should
be giving loans of this size?
Lord Falconer of Thoroton: I think it is so clear that
he is obviously there on his merits.

Q50 Chairman: If you take personalities out of it
then clearly there is a possible situation where a
minister lends money to the government and at the
time when his position is under pressure there is an
obligation there. This is entirely abstract, and with
no reference to individuals concerned, that is
probably an issue.
Lord Falconer of Thoroton: Every minister should be
made a minister on his or her merits. I believe that
has happened.

Q51 Keith Vaz: What the Chairman is saying—
Lord Falconer of Thoroton: I understand what the
Chairman is saying.

Q52 Keith Vaz: If you are giving a loan, if you are
sacked you can call in the loan. You could bankrupt
the party.
Lord Falconer of Thoroton: The implication of the
Chairman’s question, as I understand it, is if you are
a substantial donor—

Q53 Chairman: Even more a lender.
Lord Falconer of Thoroton:—or a lender that might
put pressure on the prime minister of the day not to
sack you even though you deserve to be sacked. It
has to be clear that is not the position; it is certainly
not the position in this Government.

Q54 Chairman: That is why I posed the question
entirely abstractly. Mr Vaz has raised an issue which
has to be considered, that an obligation is created
there.
Lord Falconer of Thoroton: How do you deal with
that? There are two ways that you could deal with
that, you could bar people who have made
donations to the political party from being
government ministers or you could rely upon
transparency. I think the more sensible course is to
rely upon transparency rather than a bar.

Q55 Keith Vaz: Will Sir Hayden be looking at this
issue as well since he is looking at other issues?
Lord Falconer of Thoroton: Sir Hayden will be
looking at all of the issues relating to loans and
donations.

Q56 Keith Vaz: Why do you think that loans have
become such an important part of fundraising of
political parties? It is a recent phenomenon, is it not?
Lord Falconer of Thoroton: I cannot answer that
question. I have not been involved at all in the
financing of political parties. Why people give loans,
I do not know, presumably because they want to be
paid back.

Q57 Keith Vaz: Lord Chancellor you said earlier on
that you wanted to wait and see, quite rightly, until
the outcome of the Hayden Phillips’ report, yet as

soon as the recent controversy arose I think that you
announced to the Today programme that you were
introducing amendments to the legislation going
through the Lords to cover the issue of loans. You
were making illegal something that clearly was not
illegal because there is not any illegality about
people loaning money to any political party.
Lord Falconer of Thoroton: There is not an illegality
about people lending money and the eVect of the
amendments to the Electoral Administration Bill,
once they become law, is that in relation to a UK
person making a loan they have to disclose it and for
a foreign person making a new loan after the
amendment has become law, that will no longer be
permissible.

Q58 Keith Vaz: Why have you moved so quickly on
that single issue, yet on all the other issues, as you
said to the Committee, you have not made up your
mind?
Lord Falconer of Thoroton: There was very
considerable public concern about the loans issue. I
consulted the other parties, all of whom agreed with
the proposition that we should deal with loans
straight away.2 The Electoral Commission produced
a document saying, in my view rightly, the detail of
loans should be disclosed. There is a Bill currently
going through Parliament in respect of which
amendments could be put down, indeed have
already been put down, dealing with the loans issue.
In the light of that broad agreement across the
parties, in the light of the support of the Electoral
Commission, in the light of the broad public
concern, it seemed sensible to the Government to
propose amendments to deal with that issue as
quickly as we could.

Q59 Keith Vaz: You do not think that by doing that
you added to the controversy and the aura of crisis
because people had given money in good faith and
negotiated on commercial terms, as they have for the
Conservative Party, Liberal Party and Labour
Party?
Lord Falconer of Thoroton: Whether I have added to
the controversy or not, I do not know. I consider it
the right thing to have done to say that we should
propose these amendments because I think the issue
is one that needs to be dealt with.

Q60 Mr Khabra: Do you consider that honours
should be considered for people who give money for
one reason or the other either by way of a loan or by
way of donations, and is there any mechanism to
check their motives before they are considered for
any honours?
Lord Falconer of Thoroton: In relation to honours
below becoming a peer, there is a detailed process
where there is independent consideration of whether
or not people should be given an honour. Until

2 Note by witness: I wrote to all the parties represented at
Westminster on 20 March, and met with representatives of
several on 28 March, where the government’s proposed
policy on transparency of loans to political parties was
discussed and agreement reached on the policy principles,
though some parties queried the legislative vehicle
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recently the prime minister of the day—and this
covered all prime ministers—could add people to
that list, for example somebody could get on to the
list without having gone through the formal process.
Anybody added to that list was then considered by
something called the political honours scrutiny
committee to see whether or not it was an
appropriate honour to give. Lord Wakeham in his
report said about 1% of political honours was
challenged under that process. The House of Lords
Appointments Commission was set up by the Prime
Minister in 2000, it has taken over the job of looking
at those political honours, though the Prime
Minister said on 16 March that from now on no
additional names will go on to the list of honours
that come forward. That leaves the House of Lords
Appointments Commission as a body which not just
recommends crossbenchers for appointment it also
vets all political appointments as well. Any person
nominated as a working peer by any political party
has to be looked at by the House of Lords
Appointments Commission for propriety. Where
they have made a donation the House of Lords
Appointments Commission in their annual report
say they look to ensure that those nominations are
credible irrespective of the donations. There is a
body that looks at it: the House of Lords
Appointments Commission.

Q61 Mr Khabra: That means that in your opinion
any existing members of the House of Lords, those
who have been donating money, they were not
considered for making donations to one party or
the other?
Lord Falconer of Thoroton: They may well have
made donations to the political party, whichever
political party nominated them. Those donations
have to be disclosed to the House of Lords
Appointments Commission. The House of Lords
Appointments Commission has considered whether
or not they should go forward to Her Majesty, the
Queen for appointment. If they do not think they
should then the House of Lords Appointments
Commission recommends to the Prime Minister that
they should not.

Q62 David Howarth: There was a point a little while
ago—to go back to the underlying question about
loans—which was is not another solution to the
problem of ministers’ loans, in addition to the two
being put forward, simply the rule that no-one with
an outstanding loan to the governing party should
be a minister? That is a third possibility which would
resolve all the doubts. The Chairman is trying to
make the point that the situation of a loan is in a
sense even more dangerous than a donation because
it is an existing obligation. Surely that existing
obligation ought to be cleared before a person is
appointed to a ministerial post?
Lord Falconer of Thoroton: That is a half-way house
because it is saying you bar people for loans but not
for donations; again, that needs to be considered.
Again, I do not think that is necessarily a
proportionate solution to the problem. I think

although I recognise the potential that could arise in
some circumstances if the position is transparent
that is suYcient.

Q63 Dr Whitehead: Could I return, Lord
Chancellor, to the Hayden Phillips’ inquiry,
particularly in the context of state funding of
political parties. The terms of reference of the
inquiry I see include the idea of examining the case
for state funding political parties. Would it be
possible, therefore, that the inquiry might come out
with the idea there should be no state funding of
political parties?
Lord Falconer of Thoroton: It would be very diYcult
to come to the conclusion that there should be no
state funding for political parties because there is
already quite considerable state funding for political
parties, both in terms of things like the party
political broadcasts, the free post, the use of public
buildings for meetings as well as the Short money,
the Cranborne money and the policy development
grant. He could, I suppose, come to the conclusion
that all that money should be taken away and all
those benefits should be taken away, that seems to
me to be inconceivable as a conclusion.

Q64 Dr Whitehead: According to the note that the
Department very kindly forwarded to this
Committee, Sir Hayden has been asked, it states, “
. . . to aim to produce recommendations . . . ” which
I assume are recommendations on state funding “
. . . which are as much as possible agreed between the
political parties”. How might he achieve that?
Lord Falconer of Thoroton: By talking to the
political parties.

Q65 Dr Whitehead: During the course of his inquiry?
Lord Falconer of Thoroton: During the course of his
inquiry, yes.

Q66 Dr Whitehead: And then coming out with an
independent report that nevertheless has been
agreed between the political parties.
Lord Falconer of Thoroton: Try as much as possible
to get them to agree. If the political parties will not
agree, or they put forward proposals which Sir
Hayden does not agree with as being sensible or
deliverable, then of course he would not put them
forward.

Q67 Dr Whitehead: If Sir Hayden comes up with a
conclusion agreed between the political parties that
there should be an increase in state funding, how
would you feel about that, and what would your
views on that be?
Lord Falconer of Thoroton: I would obviously have
to see what the conclusion that he reaches in relation
to that was but if he believed, after talking to the
political parties, and remember talking to the
Electoral Commission as well as any other
stakeholders he thought were proper, we would take
that extremely seriously. We have asked Sir Hayden
to look at it because he brings an independent mind
to the issue.



3545201001 Page Type [O] 14-12-06 20:57:01 Pag Table: COENU1 PPSysB Unit: PAG1

Ev 9

19 April 2006 Rt Hon Lord Falconer of Thoroton and Alex Allan

Q68 Dr Whitehead: Is it your view that in addition
to, as you have stated, the present level of state
funding for political parties, which by various
estimates is very considerable, particularly in
election years, it would be reasonable to enhance
that or would it be your view that is about right?
Lord Falconer of Thoroton: I do not know what the
right level is. I think that the big public concern
about political parties is the risk or the suspicion of
a few donors having undue influence on the political
party. The question of state funding is in part an
issue about how you deal with the issue of the big
donor because I do not think the issue in relation to
political funding is necessarily there is a shortage of
money going to political parties. I do not know what
the answer to what is the right amount for political
parties is. I think one of the critical issues is what is
the best source of funding for political parties in a
way which most enhances public confidence.

Q69 Dr Whitehead: If Sir Hayden’s report does
indeed come out with perhaps a suggested increase
in state funding for political parties, and all parties
have agreed, perhaps the members of the public at
the conclusion of that process might consider they
were somewhat being stitched up.
Lord Falconer of Thoroton: That is why, it seems to
me, there are three other important elements, firstly
this is not something being done by the Government,
it is the recommendations of somebody
independent; secondly the views of the Electoral
Commission are absolutely critical in relation to this
and, thirdly, the recommendations that Sir Hayden
Phillips produces have got to be ones which carry
public confidence.
Alex Allan: If I could comment. The evidence on
public attitudes is somewhat confused. The
Electoral Commission published its report on the
funding of political parties in December 2004 and
commissioned some research from MORI which
revealed 76% of those asked agreed that it was better
that parties should be financed by their own
fundraising rather than being subsidised by
taxpayers but 70% also agreed that funding parties
by voluntary donations is unfair because there is a
risk that wealthy individuals, businesses and trade
unions can buy influence over parties. I think that
assessing what the public attitude towards this is is
quite tricky.

Q70 Dr Whitehead: I presume the public might be
rather surprised to find that by fairly perhaps not
entirely uncontentious calculations one particular
party had been funded last year by the state for the
majority of its total funding.
Lord Falconer of Thoroton: You are saying the
public would be surprised to hear that?

Q71 Dr Whitehead: I think the public would be,
would they not?
Lord Falconer of Thoroton: It would vary from
diVerent members of the public. I think most people
proceed on the basis that political parties have to

raise their own funding in one way or another
whereas, as you are rightly saying, quite a significant
amount of funding comes from the state already.

Q72 Dr Whitehead: Would it be your view that there
should be perhaps a public consultation over and
above the agreement of the political parties and the
report of Sir Hayden’s inquiry after that inquiry has
come out?
Lord Falconer of Thoroton: It seems to me almost
inconceivable that you could get broad public
support without there being a public consultation at
some stage. It seems to me almost certain that public
consultation is going to have to take place after Sir
Hayden has produced his recommendations. The
implication of your questions is that you do not want
a situation where there is a sense that this is a stitch
up within the political bubble and I could not agree
more with that.

Q73 Dr Whitehead: Have you given any
consideration, in the context of the possible way the
report might come out, as to how state funding
might operate in practice? The Short money, for
example, is allocated on a formula which combines
votes and seats. Would you see that formula as being
the right formula or are there other ways in which
you think state funding might be allocated?
Lord Falconer of Thoroton: I have given some
thought to it. There are problems about practically
every formula you introduce. Most formulas that
depend upon the votes cast in the last or the one
before the last general election will tend to favour
established parties, but it is very diYcult to come up
with any formula that does not favour to some
extent those who are already established as a party.
Again, ultimately that has got to be an issue for Sir
Hayden Phillips to address and come up with a
sensible solution to.

Q74 Dr Whitehead: If there were to be a
continuation of the present level of state funding
perhaps with some additions, would you see that as
an advantage or disadvantage in terms of what one
might say is the health of the body politik or the
legitimacy of the process or the legitimacy of
political parties?
Lord Falconer of Thoroton: I do not think it will
remotely be a complete answer to the public’s views
about political parties. I do not think one should
think that funding is the only reason that there
appears to be a reduction in support for and
confidence in political parties. I think funding is one
of the issues, but I think the public’s fear of capture
of political parties by a few donors is a significant
issue that aVects public confidence because—and
you will know this much, much better than I—
individual Members of Parliament tend to be held in
high regard by those who deal with them on an
individual basis. The vast majority of our politics is
utterly uncorrupt. This worry about funding is
something that, unfairly in many respects, reduces
the standing of our politics and that is why I think
we need to address it.
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Q75 David Howarth: You mentioned right at the
start the problem of the fall in party membership and
the fact that the party seems to be substituting
money for members. What do you think of the view
that would link state funding to numbers of
members as a way of trying to start up more of a
mass party membership across the board? What do
you think of Professor Keith Ewing’s view that state
funding ought to be linked to a bill of rights for party
members, that the party they join will be democratic
and will listen to their views, so the parties are not
seen just as supporters’ clubs but as active
participants in the democracy?
Lord Falconer of Thoroton: One of the things that
have got to be addressed in relation to state funding
is how you engage people more in politics. One
aspect of that is engaging people much, much more
in party politics, making people keen to be a member
of a party. How you encourage people to join is one
aspect in relation to that. It might well be that it is
extremely attractive for people to become members
if they feel they have got many more rights than
current political parties give them. I would be
worried about arrangements that the state imposed
on individual political parties because ultimately it is
for the individual political party to decide what its
own constitution is. I would strongly support any
steps that would legitimately increase the numbers
of people who are prepared to join political parties.

Q76 David Howarth: Can I put to you the point
which I think Professor Ewing implied in his
interview on the Today programme, which is that the
state interferes in the internal organisation of trade
unions and in the 1980s one of the Government’s big
policies was to give unions back to their members.
Surely the political parties are far more important
participants in the political process than the unions
and therefore there is even more of a public interest
to have some public interference in the way the
parties work.
Lord Falconer of Thoroton: We give trade unions
immunities from various other bits of the law. We do
not give political parties immunities from other bits
of the law. The essence of a political party is what its
members want to achieve and broadly how they
organise themselves should be utterly transparent,
but it should be for them to decide.

Q77 Jeremy Wright: You could argue, could you
not, that if you increase the level of state funding for
political parties you can have nothing other than a
downward pressure on the likelihood of people
joining political parties and paying a subscription to
them because they will say “I’m already paying”?
Given your earlier comments to Mr Vaz, can we take
it that you would be concerned at any measure which
would put downward pressure on the likely
membership of political parties?
Lord Falconer of Thoroton: Yes, I would. I do not
agree with your proposition. I think one of the
reasons that people might be concerned about
whether they should join a political party is if they
believe that because of high amounts of donations
that gives undue influence to a few people in relation

to the political party. The more there is a sense of
influence and power being diVuse right among the
political party the more people will be encouraged to
join. I think one of the problems in relation to why
membership goes down is because of the sense of
undue influence.

Q78 Mr Khabra: If state funding is introduced, do
you think that the capping of donations will be
necessary? Would you also agree with me that the
capping of donations is one of the most eVective
ways of addressing the issue of sleaze and
corruption?
Lord Falconer of Thoroton: The point about state
funding would be to ensure that political parties had
suYcient funds to operate eVectively and in a way
that meant the political parties were not dependent
on a few large donors. A significant increase in state
funding would carry with it a cap on donations. The
cap on donations is the most obvious way of dealing
with the issue of a few people getting an undue
influence on a party, but again that is one of the
important issues that have got to be looked at.

Q79 Chairman: Are you saying that with state
funding should go a formal cap?
Lord Falconer of Thoroton: It obviously depends
precisely on what state funding is being
recommended. For example, if the recommendation
was we think you should increase the policy
development grant, the Short money and the
Cranborne money by a bit but with no state funding,
that sort of additional state funding would not
justify caps in my view. If what you are trying to do
with state funding is provide a significant amount of
money for the running of the political party and the
purpose of providing that state funding is to avoid
dependence on a small number of donors, then
obviously going with that sort of recommendation
must be caps on donors.

Q80 Chairman: Surely a key issue is whether state
funding goes into campaigning from which it is
specifically precluded at the moment whereas it is
available for policy development. It is not so much
the quantum, it is whether it moves into that area.
Lord Falconer of Thoroton: Dr Whitehead has
written a pamphlet in which he raises the issue of if
you start to try and categorise what the money is for,
ie you use it for that purpose and then you use the
money you might have used for that for other things,
that might be regarded as unacceptable. He also
raises the issue about the extent to which that gives
rise to evasion, you trying to cram everything into
the category that the state is prepared to fund. There
are diYcult issues about precisely what you fund
from the state, but if the political or policy purpose
of the state funding is to avoid the risk of a few
donors then inevitably it must carry with it a cap.

Q81 Mr Khabra: That means that the state funding,
whatever the level is, may be more in one term of
election than another. Who is going to bear the
costs? Is it the taxpayer?
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Lord Falconer of Thoroton: If it was state funding it
would have to be borne by the taxpayer, yes.

Q82 Mr Khabra: That means that, with the increase
in the amount of funding available to a number of
political parties, it is going to be a huge amount and
it is going to be the taxpayer who will bear the cost.
Lord Falconer of Thoroton: Alex Allan referred to
the Electoral Commission’s report in 2004 where it
asked if it was better that parties should be financed
by their own fundraising rather than being
subsidised by the taxpayer and 76% think they
should raise their own money and not be funded by
the taxpayer. It also says that funding parties by
voluntary donations is unfair because there is a risk
that wealthy individuals, businesses and trade
unions can buy influence over parties, and 70% agree
with that as well. The public are, quite
understandably, very worried about the taxpayer
funding political parties and they are very worried
about rich people capturing from political parties
and there seems to be an equal level of worry
about that.
Alex Allan: For example, when people were asked
how parties should be funded and so were given a
choice of options, 37% said totally by voluntary
donations with no funding from taxpayers and 43%
said by some proportion of taxes and voluntary
contributions. There are obviously a range of views
amongst the public.

Q83 Mr Tyrie: The thing that you have just read out
said 76% of people do not want state funding, but if
you look at the questions that were then asked of
that 76%, you will find that they do not distinguish
between the funding of politics generally and party
funding. In other words, their knowledge of the area
is pretty hazy, which is why the consultation point
that Dr Whitehead made earlier is very important.
Lord Falconer of Thoroton: It does not surprise one
that people would say I do not want to spend
taxpayers’ money on political parties. It does not
surprise one that they would say I do not want
political parties to fall into the hands of a few high
value donors.

Q84 Mr Tyrie: Talking about a few high value
donors, presumably if we put a cap on that that is
going to include trade unions.
Lord Falconer of Thoroton: The trade unions are
part of the foundation of the Labour Party. They are
an organisations that are aYliated to the Labour
Party. There needs to be a consideration by Sir
Hayden Phillips of what their relationship in
donation terms is to the Labour Party.

Q85 Mr Tyrie: Do you really mean that we are going
to have to rely on Sir Hayden Phillips to work out
how we are going to disentangle the relationship
between the trade unions and the Labour Party and
then the Labour Party is going to say, “That was a
good idea. We’ll go ahead with that”? Is that really
a serious way of going about this issue?
Lord Falconer of Thoroton: I think it is a very serious
way of going about it.

Q86 Mr Tyrie: I think it will be met with laughter by
those who are watching this issue, Lord Chancellor.
What we need is the Labour Party’s considered
proposals. You say they are going to come forward
in a month, but it is not going to include serious
consideration of this issue, that is what you have just
been saying.
Lord Falconer of Thoroton: There needs to be a
serious debate about how you deal with the small
numbers of people who make significant donations.
You will see from the figures that I gave that the
amount that the trade unions now finance the
Labour Party is about 26% having come down from
a very much higher figure. Sir Hayden Phillips needs
to look at all of those issues and reach a conclusion.
I am not going to put forward a solution now in
relation to that, but I have indicated where the
public’s concerns are in relation to that.

Q87 Mr Tyrie: The Labour Party’s figure of 26% is
hotly disputed by independent commentators, who
put it at around half. Only the Labour Party puts it
at 26%. Do you not think that this issue of the
relationship with the trade unions goes to the heart
of whether we are going fundamentally to reform
donations and the party financing structure in the
UK and that if that fundamental issue is not
addressed then, frankly, we are not going to move
forward? You are one of the few unelected senior
ministers who do not rely on trade union funding to
be here and to answer questions and so one might
hope that you would be just a tad more independent
than the rest of your Party in answering this
question.
Lord Falconer of Thoroton: I have indicated in
relation to all of these areas that there needs to be a
solution that carries public confidence. The way that
you get public confidence is by all the parties putting
forward their views, Sir Hayden Phillips coming to a
view and hopefully an agreed solution coming
forward, one that will embrace the trade unions as
well.

Q88 Jessica Morden: I want to move on and ask
about how you think things operate at a
constituency level. Do you think the existing
reporting requirements for donations and accounts
are becoming too onerous on your average volunteer
party treasurers, and do you not think this might
lead to fundraising locally being more diYcult and
more reliance on your national machine situation?
Lord Falconer of Thoroton: I think the detail of what
has got to be disclosed in terms of the constituency
obligation is pretty complicated. It is perfectly plain
from speaking to people over a long period of time
that there are very legitimate legal uncertainties
which are often not resolved by guidance that is
intended to be helpful but does not cover a whole
range of diYcult issues, and there are lots of people
who spend a lot of time during and after elections
trying to work out precisely what they have got to
disclose. I fear that it is one of those things where it
is quite diYcult to put the genie back in the bottle.
The idea that you can go to a situation now where
there is less disclosure in relation to what went on at
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constituency level does not look to me to be realistic
in the context of the times. It may well be that one
could try and think of a way that one could simplify
it, but to simplify it in a way that would involve less
disclosure does not seem to me to be practical.

Q89 Jessica Morden: Do you not think it makes
fundraising by local parties more diYcult to do and
puts more reliance on your national party?
Lord Falconer of Thoroton: It does not make
fundraising in the sense of local dinners and local
events more diYcult. It makes people tremendously
windy about the extent to which, for example, they
allow people to lend their car in relation to local
activity in a constituency. The underlying point
about how do you try and encourage more activity
locally is very, very important and I do not know
what the answer to that is.

Q90 Mr Tyrie: We all know that the real reason we
are here, of course, is that there has been very, very
widespread public concern about loans to political
parties and the impression that undue influence can
be bought and has been bought and that there may
have been an exchange of favours or honours for
cash. That is the subject of a police investigation and
I am not going to stray into the territory that they
may want to cover. How bad do you think it is? You
have talked about the issue of public confidence and
the need to restore it and maintain it. How bad is
this crisis?
Lord Falconer of Thoroton: I would not describe it as
a crisis. I think people are concerned about it. It is
something that is very, very widely discussed in the
media. On the extent to which it is an issue more
widely amongst the public, I do not know, but it is
plainly something that needs to be addressed.

Q91 Mr Tyrie: Do you not think that in the back of
their minds the public have the sorts of things that
Labour were saying nine years ago about how “We
will clean up politics. Have trust in us and we will
repay that trust. Our mission in politics is to rebuild
the bond of trust between Government and the
people”?
Lord Falconer of Thoroton: I think all of us engaged
in politics are very keen to ensure that there is a
proper bond of trust between the politicians and
those that they serve. A lack of connection between
the politicians and those that they serve does none of
the politicians any good at all. My own experience is
that the vast majority of politicians are genuinely
extremely keen to ensure there is that proper bond of
trust. That is why my experience in response to the
current issues is that most politicians are extremely
keen to try to do what can be done to improve the
situation.

Q92 Mr Tyrie: One of the proposals that the
Government inherited from Lord Nolan was that
there should be fundamental reform of the
legislation against corruption. The existing
legislation dates back to 1916 which was when Lloyd
George was Prime Minister, much around the time
of the Honours Act.

Lord Falconer of Thoroton: Asquith was Prime
Minister in 1916.

Q93 Mr Tyrie: Lloyd George took over during 1916
after the failure of one of the terrible oVensives on
the Western Front. Why has the Government
decided to shelve the Corruption Bill?
Lord Falconer of Thoroton: The 1916 Corruption
Bill, although it is quite archaic in its language,
covers most problems in relation to corruption. If
they are not covered by the 1916 Act then the
common law fills in. I do not think for one moment
the problem of corruption is uncovered by the
criminal law. As far as honours is concerned, and
you will have read it, the Honours Prevention of
Abuses Act 1925 is in very wide terms.

Q94 Mr Tyrie: There was common agreement at the
time in 1997 that something needed to be done about
it, legislation needed reform and modernisation. Are
you saying that the Government has now decided
that it does not need reform and it is perfectly all
right as it is?
Lord Falconer of Thoroton: It would be a good thing
if there was reform. I do not think there is a point to
be made about the absence of criminal law in
relation to corruption.

Q95 Mr Tyrie: I find that quite extraordinary. The
Joint Committee that looked at this deeply regretted
that the Government had decided not to go ahead
with putting a clause on the statute book that made
it a statutory oVence to misuse public oYce.
Lord Falconer of Thoroton: Again, I am not quite
sure what particular sorts of sets of facts you think
are not covered by the criminal law at the moment.

Q96 Mr Tyrie: I do not need to answer the question,
I am afraid that is your job here. I find it astonishing
that the Government should have decided to sweep
aside that recommendation, a recommendation
which originates with Nolan. Are you suggesting
that you are not going to look again at this issue at
all?
Lord Falconer of Thoroton: I have made it clear what
my answer to that is, Mr Tyrie, which is that I do not
believe there are any sets of facts which the current
criminal law does not cover. It would be most
desirable that the Corruption Bill or Acts should be
made more modern in their language but there is not
a problem about criminal situations not being
covered by Acts of Parliament.

Q97 Mr Tyrie: Could I ask a number of detailed
questions about your understanding of the Honours
Act, another piece of legislation that was put on the
statute book at around the same time. For example,
can you give the public an assurance that the
Attorney General will not interfere in any way with
the conclusions of the DPP and that the DPP would
be permitted, were there to be something brought to
him, to take any decisions for prosecution wholly
independent of the Attorney General?
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Lord Falconer of Thoroton: Of course. It is a matter
for the DPP and the Crown Prosecution Service to
make decisions in relation to this in the normal way
and, of course, the Attorney General would not
interfere in the normal course of decisions being
made.

Q98 Mr Tyrie: I am glad you are able to give that
assurance. Do you know of any bar to the bringing
of a private prosecution under the Honours Act?
Lord Falconer of Thoroton: None that I am aware of.

Q99 Mr Tyrie: In the event of a conviction under
that Act, or indeed any other serious criminal
oVence that may have been perpetrated by a member
of the legislature, and I am thinking particularly of
the Upper House, is it the Government’s view or
intention that we should ask those who have had
such honours or achieved such positions to
relinquish those honours or stand down, in this case,
from the House of Lords? At the moment we have
got a convicted perjurer who is permitted to assist in
the making of laws. I do not support that, I never did
and I said so publicly at the time. We may find
ourselves with more such characters in the future.
Lord Falconer of Thoroton: In relation to the
convicted perjurer, the position was that we
indicated in the proposal for Lords reform in 2002
or 2003, I cannot remember which year it was, that
where you were sentenced to a prison sentence of 12
months or more you should have your peerage, and
possibly your other honours, taken away. That
seemed a perfectly sensible provision at the time. I
am not going to speculate remotely on what the
consequences of any prosecutions may be.

Q100 David Howarth: In the event of a private
prosecution for any of these oVences can you give an
assurance that the Attorney General will not enter a
plea of nolle prosequi in any of those proceedings?
Lord Falconer of Thoroton: No, I can give no such
assurance. The normal rules would apply and from
time to time in relation to private prosecutions if
they are completely hopeless then the CPS will step
in. I cannot give any such assurance. All I can say is
this will be dealt with with complete propriety and
the normal rules will apply.

Q101 David Howarth: Thank you. Turning to the
other part of the equation, which is the House of
Lords itself, what impact do you think the current
diYculties about party funding have had on the
legitimacy of the House of Lords?
Lord Falconer of Thoroton: I do not think they have
had a significant eVect on the legitimacy of the
House of Lords. I think people’s views remain the
same in relation to it. It has made greater the interest
in the question of Lords reform.

Q102 David Howarth: Could it not be argued that
what has happened recently has made completely
untenable the view that the House of Lords should
be entirely appointed? Is that point of view not far
more diYcult for the Prime Minister to maintain?

Lord Falconer of Thoroton: The House of Commons
will have a free vote on the issue of composition of
the House of Lords in the fairly near future. If the
view that the House of Commons takes is influenced
by these events then that will plainly have an eVect
on whether or not they think you can have a
significant or wholly nominated element in the
House of Lords. I do not believe that people now do
not take the House of Lords in the same vein as they
did before.

Q103 David Howarth: You talk about a free vote in
the Commons but has the Government’s thinking on
Lords reform moved on from when we last had you
before us?
Lord Falconer of Thoroton: Since I last came before
you, and before the issues that we are discussing now
arose, I have said that what we need to do is to see
whether we could build a consensus in relation to
Lords reform talking about the process rather than
talking about the precise policy. There are diVering
views on the composition of the House of Lords
right across all political parties. My political party
has within it diVering views about what the make-up
and composition of the House of Lords should be. I
think the Conservatives within its party has diVering
views and I assume the Liberal Democrats do as
well. I think what we said before the issues we have
been discussing arose was we now need to now look
at this with some degree of urgency because I think
people had become interested in the issue again and
I think the eVect of the issue we have just discussed
is that people have become even more interested.

Q104 David Howarth: I agree with you on urgency
but is it not the case that given what has happened
there is a need for some interim mechanism for
appointment to the House of Lords which is more
clearly independent of the Government and of
political parties, something along the lines of the
Judicial Appointments Commission, something of
that sort?
Lord Falconer of Thoroton: We have got a House of
Lords Appointments Commission at the moment. It
is chaired by Lord Stevenson, who is a cross-
bencher. It has got a membership, two of whom are
not Members of the House of Lords and three of
whom are representatives of the parties: Lord Hurd,
Baroness Dean and Lord Dholakia. The Committee
is, I believe, widely respected as being independent.
In practice it selects all save a very few cross-
benchers and those very few cross-benchers it does
not select are those senior civil servants like the Chief
of the Defence StaV or the Cabinet Secretary who go
there, in eVect, ex oYcio. That body, the House of
Lords Appointments Commission, also vets the
political appointments for propriety. Obviously the
Judicial Appointments Commission does something
diVerent but the fundamental diVerence between the
two is one is statutory and one is not. I do not think
that is a critical diVerence for these purposes.

Q105 David Howarth: Is there not a case for
suspending the political parties as a source of
nomination for the time being?
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Lord Falconer of Thoroton: I do not think so because
I think that the House of Lords is a body where party
political issues are debated. I do not think it would
be right to say you cannot have any more party
political appointments to the House of Lords. The
arrangements that currently exist with the House of
Lords Appointments Commission vetting party
political appointments provides the sort of filter that
you are looking for, Mr Howarth. I cannot tell you
how it works in practice because, understandably,
the process is conducted confidentially, but some
process by which disclosure is required of
information by the prospective political
appointments and an independent body then looks
at the propriety of those appointments is the sort of
thing that you are after and it is there.

Q106 David Howarth: Is there not a case for a very
great deal more transparency in how it happens
now? If you do not accept there is a case for any
interim institutional change, surely the present
arrangements should be far more clear and open
than they are now as you have just indicated.
Lord Falconer of Thoroton: It is absolutely public
that those are the arrangements. The confidential
aspect comes from the fact that if that body says no
to an individual it is pretty unfair if that becomes
public knowledge. It is something that should be
done privately, I would have thought.

Q107 David Howarth: Turning to a slightly diVerent
aspect of the House of Lords reform question, which
I seem to remember was the original reason why you
were invited to come and speak to us. I see there was
a motion put down in the House of Lords yesterday
on court conventions where the Lord President is to
move that: “A joint committee of Lords and
Commons be appointed to consider the practicality
of codifying the key conventions in the relationship
between the two Houses of Parliament” and this
would cover conventions on secondary legislation
and so on. How can that be carried out without
making the relationship between the two Houses a
justiciable matter for courts, thereby completely
changing the way the constitution of this country
works?
Lord Falconer of Thoroton: That is a question that
the joint committee has got to look at. Nobody
would remotely think it was sensible to make the
issue justiciable.

Q108 David Howarth: So what does “codifying”
mean in the resolution to move this?
Lord Falconer of Thoroton: The way our
constitution has worked in relation to the
relationship between the two Houses is that there are
conventions that exist between the two and those
conventions are respected by both Houses. It has
never been put to the test as to whether or not
justiciability is required, and nor would it be
appropriate to do so.

Q109 David Howarth: So you are looking for a
codifying convention, not anything on the face of a
statute?

Lord Falconer of Thoroton: This joint committee is
to look at the issue of the practicality of codifying the
key conventions. They have got to consider how you
would do it, if it could be done, should it be done in
Standing Orders, can it be done in the statute.

Q110 David Howarth: Yet any House of Lords
reform along the lines of introducing an elected
element of the House of Lords would have to be
statutory.
Lord Falconer of Thoroton: Of course, yes.

Q111 David Howarth: So the question arises whether
such a code could be incorporated in the statute or
simply left as a convention.
Lord Falconer of Thoroton: One of the big issues in
considering compositional reform is what are the
powers of the Lords in relation to the Commons and
there is an issue that is always raised, quite
legitimately, that if you have a significantly elected
element in the House of Lords what eVect would that
have on the relationship between the Lords and the
Commons. Most people, including the Government
and the Labour Party, accept the primacy of the
House of Commons. How do you give eVect to the
primacy of the House of Commons if you change the
composition? That is why we thought, and this was
reflected in our manifesto, that the first stage of
looking at the issue of Lords reform was to seek to
try to identify what the current relationship between
the two Houses is.

Q112 Chairman: Are ministers not working to an
agenda here in that you quite clearly believe that it is
necessary if the House of Lords is elected so firmly to
entrench your interpretation of the conventions that
the increased authority of the House of Lords would
not enable the House of Lords to challenge
government’s decision on a piece of legislation even
if that government had only 35% the voters who
supported it at the last election and even if it was
ambiguous as to whether it corresponded with what
was said in their manifesto? Are you not really trying
to set in stone a particular interpretation of
conventions because you feel that very shortly the
House of Lords might have more authority than it
has now?
Lord Falconer of Thoroton: No, I am not. The reason
this is the process that has been adopted is because
quite legitimately very many people in considering
what the make-up in compositional terms of the
House of Lords should be want to know what is it
envisaged that the Lords should do, what is it
envisaged its power should be, and for most people
the composition question and the powers question
are intimately linked.

Q113 Chairman: Do you meet more people, perhaps
because of the circles you move in, who believe the
burning question is how you control the House of
Lords or more people who believe that the burning
question is how you ensure that the government in
the Commons cannot force its will through on the
basis of a limited degree of electoral support in the
face of very widespread opposition?
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Lord Falconer of Thoroton: I meet very few people
who discuss those issues actually.

Q114 David Howarth: To come back to your original
answer, the problem is that you have simply ignored
the question of why the Commons should have
primacy. If one believes the reason the Commons
should have primacy is that it is elected then if the
Lords becomes elected that argument itself falls and
you need another reason.
Lord Falconer of Thoroton: There is another reason.

Q115 David Howarth: You seem to have simply
assumed your conclusion.
Lord Falconer of Thoroton: The government comes
from the Commons. Our constitution operates on
the basis that the government of the day is selected
from the political party or group that can maintain
the confidence of the House of Commons in that
grouping or political party being the government of
the day. You may take the view that you want to
change that, and you need the confidence of both
Houses before you do, but I do not agree with that.
I think the fundamental proposition that the
government should be selected from the Commons
is what gives the primacy of the Commons its
importance. I am not seeking to support that one
needs to reduce the powers of the Lords if there is an
elected element but there needs to be clarity and
definition over what the relationship between the
two is.

Q116 David Howarth: But it does raise the
fundamental point which I think previously there
was some reluctance to talk about that the
conclusions that we come to must include
conclusions about the function of the Commons, not
just conclusions about the function of the Lords,
which you have just done.
Lord Falconer of Thoroton: Is there any dispute
about the functions of the Commons? I apologise for
asking you a question. The selection of the
government of the day from the Commons has not
been a substantial issue and is not an issue as far as
the Government is concerned.

Q117 David Howarth: Surely not!
Lord Falconer of Thoroton: The role of the
government to pass legislation, to hold the
government to account, to found the government
and to make decisions on legislation, which are
points of principle and points of detail, does not
seem to me to be remotely in dispute.
Chairman: I want to turn to another issue on which
you probably have views and on which you are not
waiting for the results of any investigation—you
have voiced some of them—and it is devolution and
its consequences.

Q118 Barbara Keeley: I understand you have
previously dismissed the idea of an English
Parliament, or of voting restrictions on Members
from Scotland. Can you tell us what your main
objections are?

Lord Falconer of Thoroton: I think the test in relation
to these issues is what most promotes the Union.
Devolution to Scotland and Wales was to meet the
legitimate desire of the Scots and the Welsh for
power in relation to certain issues to be closer to the
people who are aVected by those decisions with a
view to them feeling much more comfortable within
the Union. I think the issue is if you allow English
MPs only to vote on English only questions you are
in eVect having two tiers of Member of Parliament.
I think that is divisive and unnecessary because,
unlike Scotland and Wales, the vast majority of
Members of Parliament in the Commons are
English.

Q119 Chairman: Who represent English
constituencies.
Lord Falconer of Thoroton: I am sorry, who
represent English constituencies. I apologise.
Something like 80% of the Members of Parliament
represent English constituencies so the possibility of
the English being forced to do things by other groups
of people is nil and if every single Scottish, Northern
Irish and Welsh Member of Parliament got together
they could not resist eVectively what the English
MPs, if they all got together, want to do. Devolution
was to avoid the fear of Wales and Scotland that had
been growing—can I leave Northern Ireland out
because it raises diVerent issues—that, as it were,
English views had been imposed on the Scots and
Welsh. That does not arise in relation to the English.
To have two tiers of Member of Parliament would be
to create, it seems to me, a division which would lead
to the sense that there were two sorts of MP.

Q120 Barbara Keeley: Do you accept that there is a
perception of unfairness in the participation of
Scottish MPs, and now Welsh MPs since the
legislative changes under the Government of Wales
Act, on these English only questions? Do you accept
that there are some perceptions of unfairness around
that and in some ways since devolution that feeling
is greater now?
Lord Falconer of Thoroton: It is plainly possible that
the Scots and the Welsh with a minority of English
MPs could impose measures on England, so there is
a theoretical possibility that could lead to
circumstances in which that is how the majority is
created. I do not get a sense that there is a sense of
unfairness amongst the public in relation to these
issues.

Q121 Barbara Keeley: So how do you see the
devolution settlement developing? Clearly we have
parked the issue of regional assemblies for the time
being but do you see further travel in the devolution
settlement?
Lord Falconer of Thoroton: The critical way to avoid
the sorts of worries that you are referring to is that
the government of the day, whatever its political
complexion, should not do things that are
unacceptable to the majority of those who live in
England. I get no sense that is happening. I get no
sense there is any pressure along those lines. In
relation to the devolution settlement, I think it is
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working well at the moment. By the test I set myself
at the beginning of my answer—is it promoting the
Union or promoting separation—I think it is
promoting the Union. The Union of England, Wales
and Scotland is closer after devolution than it was
before.

Q122 Barbara Keeley: Do you think we have seen
the end point of that process? Do you think the
regional issue is well and truly parked?
Lord Falconer of Thoroton: In terms of elected
regional assemblies, I do not see that reviving in the
near future. In relation to are we at the end of the
road in relation to the detail of the devolution
settlement, in the House of Lords at the moment we
have just started the committee stage of the
Government of Wales Bill, so I am not sure that we
are at the end.

Q123 Chairman: You are aware presumably that the
development of regional governmental activity,
regional decision-making, is becoming something of
a controversial issue in parts of the country?
Lord Falconer of Thoroton: I certainly am but, in
answer to Ms Keeley’s question, I do not envisage
the question of elected regional assemblies coming
back in the near future. On the issue of regional
decision-making, the role of regional assemblies, the
role of the RDAs, all of those issues seem to me to
be very important issues that are being looked at in
a big way.

Q124 Chairman: In your speech you said that it was
valuable that the Secretaries of State for Scotland
and Wales within government represent the interests
of Scotland and Wales when the United Kingdom
Government formulates policy in non-devolved
areas.
Lord Falconer of Thoroton: Yes.

Q125 Chairman: Many people see the continuing
secretaries of state as a bit of an anomaly since
devolution. Certainly if you compare the English

position, why should not the North East of England
or the South West of England have its interests
brought to bear by a secretary of state when the
government is considering policy in what is by
definition a non-devolved area because nothing is
devolved to them?
Lord Falconer of Thoroton: Historically there has
been a Secretary of State for Scotland and a
Secretary of State for Wales who represented their
interests on all issues until devolution. I think it
would be wrong, having recognised the separate
identity of those two places as more separate than
the regions of England, as a matter of politics and a
matter of policy to deprive them of a secretary of
state to speak on their behalf in relation to devolved
issues in the government. One of the aspects of this
issue, and I referred to this in my speech, is it is
always possible to identify the anomaly like the one
that you have just identified, like the one that
Barbara identified that the Scots do not vote on
Scottish devolved issues but they do vote on English
devolved issues. The solution to the anomaly always
brings with it more diYculties than leaving the
anomaly, so saying Scots and Welsh MPs cannot
vote on English issues leads to the diYculty of two
tiers of MP, which is worse than the anomaly. The
removal of the Welsh and Scottish Secretaries of
State from the Cabinet is anomalous in one sense in
the way that you have put it but to remove them
would lead to worse consequences because you have
got two independent parts of the country that should
have a voice on those issues in the Cabinet.

Q126 Chairman: You are the Secretary of State for
Constitutional AVairs and you could do that job,
could you not? They are, after all, ministers in your
Department in one sense.
Lord Falconer of Thoroton: The Secretary of State
for Scotland and the Secretary of State for Wales are
certainly not ministers in my department. I think
you need somebody from Scotland or Wales to
speak for those two countries.
Chairman: Thank you very much for the time you
have given us this afternoon.
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Witness: Sir Hayden Phillips GCB, gave evidence.

Q127 Chairman: Sir Hayden, welcome back. First of
all, may I declare on behalf of us all that we all have
interests in this matter; one or two people have got
specific interests declared in the Register of
Members’ Interests, but all of us are elected as
members of political parties which receive donations
and are involved in party fundraising. Secondly, we
received, seconds before the start of this Committee,
a document which has our name on it, which I have
to say we found rather disconcerting. This may be
because it was sent to be helpful, but actually we
have in front of us a substantial document, much of
which is what is going to appear on your website, or
may already appear on your website, about the
issues around party funding, about which we cannot
question you because we have not had the
opportunity to read it. What is the status of this?
Sir Hayden Phillips: Chairman, I should explain that
I had to try and find a moment when it was sensible
oYcially to launch the review I had been asked to
conduct, and it seemed to me that the appearance
before your Committee, together with the launch of
the website, provided such an occasion. The website
is a statement of facts as they are generally known on
a number of strands that may be involved, a series of
questions to try to engage some degree of public
interest in this aVair. As usual in life, of course, our
giving it to you was indeed meant to be helpful; if it
turns out not to be the case I know you will want to
find time, if you wish to, obviously to question me in
more detail about what is in it, but I hope it will be
on the whole straightforward and non-
controversial. That is what it was intended to be.

Q128 Chairman: It contains, as I understand it,
various propositions about what the present
situation is which might give rise to debate and
argument, and as Chairman I have ruled that we
cannot do that today because we have not had the
opportunity to consider it. We shall ask you the
questions that we originally wanted to ask you, fully
aware of course that you are at the start of an inquiry
and we are not primarily interested in whatever
views you might have on the subject because I am
sure you are trying to assemble other people’s views,
but the document may well give rise to things we
want to ask you about and we may want to bring you
back to clarify issues.
Sir Hayden Phillips: I absolutely understand.
Chairman: I was about to call Mr Wright, but do you
want to come in, Mr Tyrie?

Q129 Mr Tyrie: Only to say, Sir Hayden, that when
you said you needed to find a moment to launch it,
it might have been helpful to find a moment such as
24 hours earlier than you did so the Committee had
a chance to absorb what is clearly quite a detailed
document, 25 pages. Do you think, on reflection,
that that might have been a good idea?
Sir Hayden Phillips: It might well have been a good
idea. I had to bring together a number of strands to
find the right day to do it, including having got the
work completed.

Q130 Mr Tyrie: When were you appointed?
Sir Hayden Phillips: I was formally appointed on the
20 March.

Q131 Mr Tyrie: What is it now?
Sir Hayden Phillips: It is now 16 May.

Q132 Chairman: Could I just clarify something else
at this point? Are you the honest broker; is the
function of your inquiry to deliver unto your new
minister, Jack Straw, some kind of done deal
between the three main parties?
Sir Hayden Phillips: When I was asked to undertake
this review, essentially it was in this sense in two
parts: one is to obviously collect views from a whole
range of quarters, including, I hope, from the public
as well as from political parties, and to do my best
to bring an analysis of what the options and choices
seemed to be. The second part of it was to try, as far
as possible, in discussion with the political parties, to
produce as much agreement between them as was
possible on the way ahead, so in that sense I have
been asked to try to find a set of proposals around
which a consensus can gather, so it is those two
elements taken together which really represent what
I have been asked to try to do.

Q133 Jeremy Wright: Just following on from that
for a moment, does it follow from what you have
said then that your report will not be making
recommendations which come about as a result of
the exercise of your judgment from what you have
heard, but simply your job is to try and draw
together what you hear from other parties,
particularly the political parties, and construct a
report based on what is a consensus agreed
between them?
Sir Hayden Phillips: No, I do not think I am just as
it were a receiving device and a person who collects
lists of what people tell you. The process itself will,
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I hope, result in conversation and dialogue with the
political parties about a whole series of issues, in
which I can hopefully discuss with them my analysis
of what the situation is and what might be sensible
things to do, and they can react and give me their
views over a period of, say, six months, and we can
do this very deliberately. It may sound a bit as
though I am trying to have it both ways, but in a
sense what I want to try to do is bring the analysis
that we do together with the views of the parties and
try to get the two things to cohere, so that when we
come to the end of the day I can produce a report
that has an analytical base, which people can read
and I hope is persuasive, which will then lead to
conclusions which I hope I will be able to say are, as
much as possible, agreed between the political
parties as to the way ahead.

Q134 Jeremy Wright: In that case do you have any
concerns about your experience of the subject-
matter which this report will cover, and by that I
mean you will not be surprised to learn that there are
many people who look at your career and say “This
is a man who has deliberately, and for the good of his
oYce, absented himself completely from the grubby
world of politics; if he has done that and he is being
asked to construct a report about the world of party
political activity—which is really what this is—is he
the best man for that job?” What is your reaction
to that?
Sir Hayden Phillips: Two reactions. One, whenever
you ask somebody to conduct an inquiry there is no
doubt going to be both strength in what that person
brings to it and potential weakness. It might have
been very diYcult if, say, the Prime Minister decided
to choose an individual politician from any
particular party to conduct it, and I do not think that
would have been the right thing to do. As a
Permanent Secretary of course you are not engaged
in party politics, but in 37 years in government,
working both for Labour governments and
Conservative governments in that time, you see
quite a lot of political activity and you absorb
information about the system, not necessarily from
personal direct experience. I hope I can manage to
bring the independence from party politics, which I
genuinely have, as an element into conversations
with the leaders of political parties, and that that
blend of dialogue can actually result in a report in
which those who have been engaged in party politics
will recognise the reality that is reflected in it,
whereas those who want also to see that there has
been an independent analysis, which is not in that
sense parti pris, will see that there as well. I do not
think it is going to be easy, but in that process of
dialogue I hope that those who would be critical of
me for not being of a party political background
would have some confidence.

Q135 Jeremy Wright: We can all understand the
dilemma and I follow the point entirely that the fact
that you are independent gives you an advantage,
but in your view is there a way in which you can try
and compensate for the fact that although you will
have talked to politicians and politics will have

entered into the conversation, presumably as soon as
the issue of party funding came into the conversation
you turned on your heel and left the room because it
would have been highly inappropriate for you to be
involved in that. Is there a way in which you think
you can compensate for that?
Sir Hayden Phillips: During the period towards the
end of my time as Permanent Secretary at the
Department for Constitutional AVairs the
responsibilities for party political funding and a
whole range of other electoral issues were
transferred to my department, so I do not necessarily
turn on my heel when someone mentions the word
party funding to me; indeed, at the moment I rather
listen to what they have to say, and there are quite a
lot of people, I have discovered in the relatively short
space of time, who have a lot of views and sometimes
deeply felt views. At the early stages of the work I am
doing it is very important that I sit and listen to what
people have to tell me, and that when I am talking
to political parties they enable me, in so far as it is
possible, to get under the skin and go with the grain
of the way they see the issues from their perspective
as I may see them from a slightly more detached
view.

Q136 Chairman: In this process of seeking
agreement between leaders of parties do you expect
to be going to and fro, going back for a second round
and saying I have not been able to find agreement on
this, how would you feel about such-and-such?
Sir Hayden Phillips: Yes, I probably would, unless
on day three as it were I suddenly find there is a clear
and overwhelmingly persuasive consensus, which I
would not expect to happen immediately. I see the
process, Chairman, as one in which I would have
initial meetings, not just with the main parties but
with all parties represented in Westminster, in
CardiV, Edinburgh and the European Parliament. I
will then talk to them initially about their views, the
position they come from, where they think the
strengths and weaknesses of the proposals they are
putting forward are. Then I would see a process of
analysis and trying to iron out where I think people
are coming from in this and how it relates to your
question, to the analysis we are doing at the same
time, and then I would see me going back and talking
to them and saying, look, let us have a second stage
of conversations and hopefully try to get nearer to
agreement if we can and, above all, get down to the
layer beneath the high level of generality and start to
look at the detail, and to also look very carefully and
discuss with them how practical proposals are and
what the implementation problems might be,
whether it is realistic. In that respect I must work
particularly closely, I think, with the Electoral
Commission as well as with political parties, because
we all want to come out with something at the end of
the day which does not turn out a couple of years
later to be so full of loopholes that people have
found their way through them.

Q137 Chairman: That gives rise to a situation like
the one we are in now you mean?
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Sir Hayden Phillips: If you look, not just here but in
other countries with western democratic traditions,
it has been a constant struggle to try to create a
system which actually holds for a long period
without creating loopholes. That is a very important
part of the work and even if you have a consensus
about some general proposals, that does not do the
job, it is the detail at the end of the day that will make
this work, if you can get that consensus in general.

Q138 James Brokenshire: How widely will you be
canvassing opinion and how do you intend to go
about it?
Sir Hayden Phillips: There are three sorts of strands
to canvassing opinion. Obviously, talking to the
political parties is a crucial part of that, and I hope to
be writing to all of them today or tomorrow to invite
them to talk to me. The second thing I do want to try
to do, which is perhaps more diYcult—hence the
website—is to try and engage public opinion and get
members of the public to give me their views and
react to the issues as they see them, so that, as it were,
I am not seen to be doing an operation of consensus
building entirely in private and only in conversations
with political parties. Thirdly, I want to build, as I
hope the chairman of the Electoral Commission and
I have already begun to build, a good and open
relationship with them—they are the independent
regulators, they have the greatest degree of
information about what has been going on in
elections—and talk to them and to a number of
academics who work in the field so as to draw in that
strand of work as well. I hope in that combination of
ways—political parties, public opinion, the
Electoral Commission and academics as well—that
will, at least at the start, be a suYciently wide brief
to carry conviction. That does not mean to say that
my mind is closed to thinking of other ways to do it
if people have suggestions that are practical.

Q139 James Brokenshire: Part of the backdrop to all
of this is actually building public confidence in the
way that political parties are funded, and I noted the
reference that you made to obtaining the public’s
views, and in the embargoed press release that you
handed to us just before we started you said that the
point of having a website is to “hear the public’s
views in addition to the views of the political
parties”. Do you think that just having a website is
suYcient to get the views of the public, given that
you want to go into a lot of detail, as you have
already said?
Sir Hayden Phillips: I do not think it is suYcient, but
I hope it will be a good start. We will obviously make
the information that we produce in terms of the
analysis available to members of the public more
generally. I am still undecided, frankly, whether my
review should engage in doing its own polls of public
opinion or bringing groups of people together,
“focus groups”, to talk about these issues; I am very
conscious that the Electoral Commission, who will
be talking to you a bit later, in the ordinary course
of their work do a lot of those things, and that
therefore I could draw from their work and that of
others who are polling public opinion in these fields

without creating a whole new apparatus for public
consultation. As I say, I think this is something I
should continue to think about and listen to what
suggestions people have.

Q140 James Brokenshire: You have talked about the
various diVerent strands that you are adopting,
when do you expect to be able to report back
publicly, at least on your initial findings?
Sir Hayden Phillips: What I have been asked to do is
report by the end of the year. I would like to feel that
during the course of the process quite a bit of the
analysis which the review does can be made publicly
available, but if you are engaged in a series of
conversations or talks to try to build a consensus,
there is an issue where you have to make a judgment
as to whether you help that process forward by, at
some stage during the course of the review,
explaining in public where you have got to or
whether you actually hinder the process by doing so.
I will not be in a position to make a judgment about
that until the early autumn, but that judgment will
then have to be made and I do not know what my
view will then be.

Q141 James Brokenshire: You have emphasised this
need for consensus; is that consensus among the
public, is it consensus among the political parties? If
there is a conflict of the two, which one are you going
to be opting for out of that?
Sir Hayden Phillips: I am going to plead the Fifth
Amendment at this point and say I agree, that may
become an issue, but I am not going to make up my
mind now as to how that might be resolved. If it does
become an issue I hope and believe that actually, if
we go about this work in the right way and I have the
co-operation, as I am sure I will have, of the political
parties in these conversations, we can produce a
result which will be both acceptable to them and, I
hope, acceptable to public opinion. If there is a
divergence I shall have to think about that.

Q142 James Brokenshire: Do you accept though—
and you have already said that you will be going to
and fro between the political parties, almost
scurrying back and forth to try and get this
consensus—that if there is not that public aspect to
it there is a very real risk that it just looks like a
political fixer running to and fro without gaining
that public support?
Sir Hayden Phillips: Potentially I say there is a risk.
That is a risk that the political parties also run,
possibly in greater measure for the longer term, and
that is something which I will need to talk to the
political parties about in every case. They will want
to ensure, as much as I will, that what they are
putting forward is likely to have broad public
support.

Q143 James Brokenshire: Have you been able to
draw any conclusions from the Power report and
have you had an opportunity to speak to its authors
or any of the academics at all as yet to help you
inform the manner in which you might proceed with
your inquiries?
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Sir Hayden Phillips: I have not talked to the authors
about it as yet, that will be a part of the process that
I described earlier. A lot of people and most political
leaders have welcomed the report that was done, but
I would not want to comment on any individual
particular recommendation at this stage. As I say, I
am in the period of gathering views and analysing
them rather than trying myself to come to any early
conclusions.

Q144 James Brokenshire: Just to be clear, you have
not got any pre-formed structure as to how you
would approach this, because obviously the timing
of today’s release of these documents gives the
impression that almost this session has forced your
hand in some way as to whether there is some
structure that you have been going about in terms of
how you will proceed with this inquiry.
Sir Hayden Phillips: The structure that I outlined
earlier, which is the three strands of conversations
with the parties, working at the same time on
analysis and trying to collect the views from public
opinion as to the way I will go forward—I am sure
at some stage there will be a need for a series of
meetings, that I do see clearly. I am not sure at the
moment, as I explained, whether it would be wise or
sensible to have a period of interim findings report,
or whether that would actually get in the way of
things. As I was saying to the Chairman earlier, I do
not think my hand was forced; as always in life what
I tried to do was to make sure that my presence here
as it were was timed in such a way that people could
see that the review was now formally under way—
but I have taken the point that Mr Tyrie made earlier
and I understand that.

Q145 Mr Khabra: I am sure you are aware of the role
of constituency parties in politics such as fundraising
for elections and party political activities, but do you
have any intention to widen your inquiries to get in
touch with constituency parties all over the country,
and how would you do it?
Sir Hayden Phillips: I think actually at this next
stage I should talk about that to the party leaders
themselves. It is very important that I have a good
understanding with those in the Conservative Party,
Labour Party, Liberal Democratic Party in
particular about the way in which I will be
conducting my review because I want them to have
confidence in my independence and in the way I will
deal with the information they give me. If in the
course of those conversations it is suggested that I
should have direct contact with constituency parties
and talk to them about, as it were, what life is really
like on the ground, then that is something I can think
about, but I do not want to make up my mind
decisively about that without talking to
representatives of political parties themselves.

Q146 Keith Vaz: Sir Hayden, I am a little confused
following your answers to Mr Brokenshire. You
talked about the need to get a consensus as if you are
a kind of avuncular figure trying to bring people
together on this issue. Surely your terms of
reference, which you brought to this Committee at

four o’clock today, are very clear: you are an
independent person, obliged to take evidence, but
come to further views. Is that not what your terms of
reference are? Your terms of reference are not to find
a consensus that is acceptable to the established
political parties.
Sir Hayden Phillips: Mr Vaz, it is both of those. The
terms of reference of course were published on 20
March and they essentially have two elements within
them. One is what I would call the independent
analysis, coming back to a question I answered
earlier, and the second is—I will repeat what the
terms of reference were—“He has been asked to aim
to produce recommendations which are as much as
possible agreed between the political parties.” In
other words, I am asked to do my own independent
analysis of the situation and to try on the basis of
that and my conversations to see if I can build, or
help build, a consensus between the particular
parties. So I do not see these things in themselves as
being a contradiction.

Q147 Keith Vaz: Sure, but that is the problem, is it
not, of the criticisms that have been made of you
being chosen to head this inquiry, that Mr Wright
alluded to, the fact that you are—and he was being
a bit polite there—an establishment figure, you are
an insider. It has been said that you were the
template upon which Sir Humphrey Appleby was
based; are you not the establishment man who is
going to produce an establishment view, because
you have not decided if there is a conflict between the
establishment and the wider public as stakeholders,
you do not even have a view as to which side you
should take.
Sir Hayden Phillips: The authors of Yes, Minister
must have been remarkably prescient since I was a
very junior oYcial when those programmes came
out, so I do not think you can claim on my behalf the
stardom you oVer me.

Q148 Keith Vaz: Your CV shows what a star you
are.
Sir Hayden Phillips: I am, I will tell the Committee,
as I think the Chairman knows, the only Permanent
Secretary ever to have played Sir Humphrey
Appleby on stage, before a paying audience,
opposite the present Lord Chancellor as Jim
Hacker. However, setting that light touch aside—

Q149 Keith Vaz: That explains everything, does it
not?
Sir Hayden Phillips: I thought you would like that.

Q150 Keith Vaz: You grew into the role.
Sir Hayden Phillips: I thought you would like that
because caricatures of people do occur and I think
that would be a caricature. I look at it quite the other
way round and say here you have a career working
with politicians in government over a long period
of time.
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Q151 Keith Vaz: Sure, yes.
Sir Hayden Phillips: You have someone who was,
for a period of time, in charge of advising on some
of the subjects that I am looking at now, so some
background in the case. You have somebody—and
this was very important from my point of view—
who is acceptable personally to the Prime Minister,
to the Leader of the Opposition and to the Leader of
the Liberal Democratic Party.

Q152 Keith Vaz: They were all consulted before you
were appointed?
Sir Hayden Phillips: Yes. I said it was very important
if I was to do this that I was personally acceptable to
those people. As far as I know, that is why I was
chosen, that is very important. On that basis then
you can look at the career and say here is an
establishment figure, you can look at the career and
say here is an insider; I would like to try and turn
those things in the caricature to a strength in this
regard rather than not.

Q153 Keith Vaz: Sure, but you cannot, obviously,
change your history. What happened to the last
report that you completed in July 2004, it was a
review of the honours system? That was the last
report you did for the Government.
Sir Hayden Phillips: Yes.

Q154 Keith Vaz: Was it implemented in full?
Sir Hayden Phillips: I think pretty well largely so. I
would have to check which recommendations were
not accepted.

Q155 Keith Vaz: And you did not foresee any of the
problems that would eventually occur about the
honours system that led to your appointment to
conduct this inquiry, in the lengthy inquiry that you
had into the honours system?
Sir Hayden Phillips: I am not aware of any problems
that have occurred with the part of the honours
system that I was reporting on. If you are referring
to recent problems or allegations about peerages,
that was not covered in the report I did, that was
completely separate. As far as I know, the main
honours system, as reformed by the
recommendations that I made and the Government
accepted, is not a subject of controversy at the
present time.

Q156 Keith Vaz: Have you met the leaders of all the
parties to discuss these issues?
Sir Hayden Phillips: I have had an initial
conversation with the leaders of the parties, but I
have not settled down to start meetings with them
properly until we had got ourselves organised and I
had worked out what the battle plan was more likely
to be.

Q157 Keith Vaz: Do you think that the issue of state
funding is now agreed in principle between the
parties, from the initial discussions you have had? I
realise you cannot give us a firm view on this, but in

the discussions that you have had so far as part of
your inquiry, do you think it is agreed in principle
that there should be further state funding?
Sir Hayden Phillips: I have not discussed these issues
in any detail yet and, indeed, in a sense I have not
needed to because the party positions on a number
of these issues have been made public by the parties
themselves. There is more consensus on the surface
about state funding being increased than perhaps
there was before, and there is perhaps more
consensus than there was before on caps on
donations, but that is all in the public domain. What
I need now to do is to settle down and talk to them in
detail about the arguments that lie behind the public
positions they have so far taken and see how we can
develop that.

Q158 Keith Vaz: You must have a view yourself
about the issue of state funding. I realise you have
not had detailed discussions with the political
parties, but you are heading this inquiry into the
funding of political parties and you must have a
view, you cannot be a blank canvas, you must have
a view on this issue.
Sir Hayden Phillips: It is perfectly possible to have a
blank canvas as far as coming to a view about what
the substance should be.

Q159 Keith Vaz: That is a typical civil service
answer. What are your views on state funding?
Sir Hayden Phillips: I am not going to come to a
position where I form—

Q160 Keith Vaz: So you do not have any views.
Sir Hayden Phillips: Where I form a view until I have
done a great deal more work.

Q161 Keith Vaz: So you have no views.
Sir Hayden Phillips: I am aware of issues on either
side—
Keith Vaz: I understand your process.

Q162 Chairman: Let him answer the question.
Sir Hayden Phillips: I am aware that there is already
state funding in the system, more of it than I imagine
most members of the public would recognise. I do
not start from a view now, personally, on any of
these issues about making any particular change—
indeed, if I had I would not have thought that the
party politicians I will be talking to would have seen
me as someone who was independent but rather as
someone who had his own agenda.

Q163 Keith Vaz: That is the only answer I sought,
which is that you have no views at the start of this
inquiry, with a whole understanding of the way in
which the political process operated, you had it as
part of your brief when you were Permanent
Secretary at the then Lord Chancellor’s
Department; you have no views about state funding
of political parties at this moment.
Sir Hayden Phillips: That is exactly the position.

Q164 Keith Vaz: Will you be seeing parties not
represented in the House?
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Sir Hayden Phillips: I shall be seeing parties
represented in Westminster, I shall be seeing ones
represented in the Scottish Parliament, the Welsh
Assembly, I think I shall talk to parties in Northern
Ireland and also parties represented in the European
Parliament; that is quite a wide brief.

Q165 Keith Vaz: Will you be meeting the British
National Party?
Sir Hayden Phillips: I am not proposing to talk to
parties, simply because it is too complicated, who
have representation only at local council level; in the
time available that might be too diYcult. There are,
I am told, 400 registered political parties in the UK,
but I shall try and concentrate on Westminster,
Edinburgh, CardiV, Northern Ireland and the
European Parliament.

Q166 Keith Vaz: Do you consider that the possibility
of state funding will perhaps promote extremist
views on either race or religion?
Sir Hayden Phillips: In what sense do you mean?

Q167 Keith Vaz: If parties who are of that
persuasion are funded by the state there will be a
promotion of their views rather than a
representation of political beliefs.
Sir Hayden Phillips: There is a general argument that
a lot of people who are opposed to the existing state
funding of parties would say they do not think
taxpayers should pay money towards supporting
parties that they do not approve of.

Q168 Keith Vaz: And then you can get diVerent
degrees of approval or disapproval.
Sir Hayden Phillips: That argument and that view
has to be heard and we should not just roll over and
assume that state funding is a necessary cure for all
the ills or necessarily meets all the arguments, but as
I say and as the Committee knows, quite a
substantial amount of state funding already exists in
one form or another so in a practical sense that
bridge has already been crossed over.

Q169 Keith Vaz: Can I finally ask, so that I do not
misquote you or you are not misquoted, you have
not resolved in your mind the conflict that might
occur between the public as the wider stakeholder
and the political parties seeking consensus. You
know there is a possibility about conflict, but at the
start of this inquiry you have not resolved how you
are going to deal with that conflict.
Sir Hayden Phillips: No, I have not, it is something I
want to talk to the political parties themselves about
because it is a potential conflict that I as an
independent reviewer and the political parties as the
main players share.

Q170 Keith Vaz: You have not been asked by the
police to delay your inquiry at all.
Sir Hayden Phillips: No.

Q171 Chairman: You have made clear, and I fully
understand this, that you do not take views at this
stage on a number of these issues. Have you been

given a brief by Government to say, for example, if
parties agree on this or that then there is scope for
increased state funding, that there are things that
you can lay on the table with authority from
Government?
Sir Hayden Phillips: No, I have my terms of
reference and that is all I have. I will go away and
then when I have had the various talks there will be
a stage, I imagine, either at the very end or before the
very end when the test of practicality and
acceptability will apply. I do not know at what stage
that sort of conversation will necessarily take place,
it could take place either after I have reported—and
then it will take place as it were between the
Government and the political parties directly—or if
we are at a suYciently advanced stage, Chairman,
before the end of the period I have been given, a
conversation about the degree of the Government’s
acceptance of an emerging consensus, which I hope
there will be, is tested. It is too diYcult to say at this
stage how that end game will be handled.

Q172 Chairman: Can I just clarify, your support
staV is presumably provided by the Department for
Constitutional AVairs, although the Minister to
whom you report, if it is not directly to the Prime
Minister, is now Mr Straw, is that right?
Sir Hayden Phillips: Yes.

Q173 Chairman: You have staV allocated to you
from the DCA.
Sir Hayden Phillips: Yes, they have been seconded to
me from the DCA, but the DCA staV who work on
the subjects that were transferred from the Lord
Chancellor to the Leader of the House, work directly
for the Leader of the House.

Q174 Chairman: There are two diVerent lots of
people, some who are working for Mr Straw from
the DCA and there are another lot, quite separate,
who are working for you.
Sir Hayden Phillips: As is the normal way with these
inquiries.

Q175 Mr Tyrie: Beyond the terms of reference how
much have you discussed this issue with the Prime
Minister?
Sir Hayden Phillips: Apart from the one initial
conversation that I had with him—

Q176 Mr Tyrie: Which lasted?
Sir Hayden Phillips: I had a meeting of 45 minutes to
an hour. I have had no other conversation than one
conversation.
Mr Tyrie: That sounds like a very long meeting to
me.
Chairman: In the case of the Prime Minister?

Q177 Mr Tyrie: Yes.
Sir Hayden Phillips: I imagine the meetings I will
have with representatives of the Conservative Party
may last at least as long, if not longer, similarly with
the chairman of the Labour Party and the person
nominated by Ming Campbell to lead for the Lib
Dems.
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Q178 Mr Tyrie: Beyond the terms of reference what
steer did you get from the Prime Minister?
Sir Hayden Phillips: The steer? I do not know, I do
not think I got a steer in the sense that you mean. I
know what you mean and probably I have been
around long enough to know—

Q179 Mr Tyrie: It is a good idea not to answer
questions like that perhaps.
Sir Hayden Phillips: The central steer is the one I
have tried to explain, on the one hand to do my best
to be an independent analyst and reviewer of what
goes on and, at the same time, to use that position to
try to build a consensus between the political parties
on the way ahead. That is what the terms of
reference say and that is, I am sure, what the Prime
Minister would like us all to try and achieve.

Q180 Mr Tyrie: You were given no steer on the
potential conflict which Keith Vaz has been alluding
to between what public opinion may want and what
the political parties may agree.
Sir Hayden Phillips: No.

Q181 Mr Tyrie: Were you given any steer or was
there any discussion at all on whether you think it is
possible to create a fair system of funding which
imposes a cap on donations from individuals or
corporations, but which does not impose a cap on
trade unions?
Sir Hayden Phillips: Mr Tyrie, you are trying to get
me to tell you what the Prime Minister’s views are in
detail on this subject.

Q182 Mr Tyrie: Let us put his views to one side and
let us have a go at your views.
Sir Hayden Phillips: I think he might be asked rather
than me. I do not propose to disclose the
conversations I will have with the chairman of the
Conservative Party and certain others in the public
domain, nor should I disclose any other
conversations with any other party in the public
domain.

Q183 Mr Tyrie: Sir Hayden, that is a fair answer, but
what about your views? Clearly, you will not give me
the Prime Minister’s views.
Sir Hayden Phillips: Mr Vaz and I have been round
that buoy and I have tried to persuade him that even
though he may believe otherwise I am quite capable
of operating on the basis that on this set of issues I
have no decided views of my own.

Q184 Mr Tyrie: You think it may be possible to
imagine a fair system of party finance which imposes
a cap on individual donations, but which does not
impose a cap on trade union donations.
Sir Hayden Phillips: One of the issues for discussion
is caps on donations, whether they are caps on
organisations—trade unions or companies or
whatever—that is going to be part of the
conversation.
Mr Tyrie: I just have a couple of other questions, if
that is all right.

Chairman: Be very quick because we are running
short of time.

Q185 Mr Tyrie: This is an issue of considerable
public interest. You said a moment ago that there
was consultation about your appointment prior to
it; what led you to have that impression?
Sir Hayden Phillips: As far as I know, my name was
mentioned as the person the Prime Minister had in
mind, both to the oYce of the Leader of the
Conservative Party and to the oYce of the Leader of
the Liberal Democratic Party, and I was told that
they had no objection to my appointment. That is
what I was told.

Q186 Mr Tyrie: When were you told that, how soon
prior to your appointment?
Sir Hayden Phillips: It was either the day before or
the morning of the announcement.

Q187 Mr Tyrie: Perhaps you would like to come
back and clarify that point with the Committee on
paper. One other question, we have been discussing
earlier today why you appear to have been chosen
for this very diYcult role and I think it is a very
important role. Might not one of the reasons be that
you conducted a review of the honours system in
2004?
Sir Hayden Phillips: It might be, but I do not know
that it was.
Mr Tyrie: Do you think in retrospect that that
review did not go as well as might be hoped? After
all, within two years we are into the biggest honours
scandal—

Q188 Chairman: That has been asked.
Sir Hayden Phillips: Mr Vaz has kindly helped me
round that particular obstacle. The only very short
reply is that the problems you refer to were not
aVected by my review, my review dealt with the
whole of the rest of the honours system and as far as
I know there has been no controversy about it and
those proposals have been implemented.

Q189 Mr Tyrie: That is certainly not correct. Part of
your review was to abolish the Honours Scrutiny
Committee and create another committee to appoint
peerages, and it is that committee which has now
flagged up very serious problems with a number of
proposals, mainly from the Labour Party, for
peerages.
Sir Hayden Phillips: No, the House of Lords
Appointments Commission already existed and was
doing that job; the question was whether the
Honours Scrutiny Committee had outlived its
natural life and its members all felt there was no
point in them continuing independently and they
should be absorbed. That was a consensus
recommendation and I do not think it had any eVect
at all on what subsequently happened.

Q190 Dr Whitehead: Sir Hayden, you could regard
this as partly a journey of self-discovery in as much
as you will know what you think by the end of the
inquiry and will report on that; indeed, I note that
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Lord Falconer, when recently giving evidence to this
Committee, stated that at the end of the inquiry we
would have a pretty good reason for not accepting
what Sir Hayden Phillips has said—so presumably
by then you would know what you think.
Sir Hayden Phillips: I hope so.

Q191 Dr Whitehead: If a number of political parties
in your discussion came to you with a consensus,
which was however not what you think, how would
you approach that in terms of your eventual report?
Sir Hayden Phillips: This reflects some
conversations we have had earlier. What I want to
aim to achieve is a position in which the analysis of
the issues—and I know you are very familiar with
many of these issues and indeed have analysed them
yourself—and the discussions with political parties
about what their views as to the future might be, can
be brought together. That, in a sense, I see as the core
of the task and I do not know quite how that will yet
go, but I hope they can be brought together so that
at the end of the day there is analysis that will be able
to support a set of recommendations which, as much
as possible as the terms of reference say, are agreed
between the political parties.

Q192 Dr Whitehead: Are you considering
international perspectives or looking at other
countries in terms of coming to a view about where
you stand?
Sir Hayden Phillips: Yes, it is a necessary part of the
discipline of going through the analysis, trying to see
what works and does not work, even though you are
looking at diVerent cultural and political contexts
which you clearly have to be aware of. That must be
a part of the exercise, but I do not think a dominant
part of it.

Q193 Dr Whitehead: Just to clarify my
understanding of how as it were the inquiry will
proceed, eVectively you will undertake a number of
inquiries, including international perspectives,
which will collectively inform your view, and during
the course of coming to that view you will talk to the
political parties who may have a joint view between
themselves as to what would be advantageous all
round, but those two views may not coincide. If you
did find that to be the case, would you seek to
persuade the political parties to come towards your
view, or would the political parties seek your view to
come towards theirs?
Sir Hayden Phillips: I do not know the answer to
that question. I hope we can conduct a process of
conversation and analysis suYciently in tandem that
that gulf does not appear. As we were saying, we
might come to some agreement between political
parties but I might feel in my bones that public
opinion might not find that wholly acceptable. That
is one sort of dilemma, another one would be one in
which indeed there was a consensus amongst the
political parties, but I have come to a view from my
analysis and indeed from my talks with them which
was not absolutely on all fours with that. I do not
know how we would necessarily handle that; I hope

we would all strive to avoid that happening because
that would not necessarily be in the general public
interest.

Q194 Dr Whitehead: Do you have, finally, any
particular countries and methods of practice in
existing state funding or aid for political parties from
particular countries that you would find helpful to
analyse during your inquiries?
Sir Hayden Phillips: I think I should look—and I am
interested if I may say so in your own views on this—
at as it were Westminster-style democracies, Canada
and Australia, and it is worth a look, possibly, at one
or two Scandinavian countries. I am already familiar
with some of the practices in France and Germany
which are diVerent political cultures and will not
necessarily be analogous in any sense, and I am sure
there are some lessons to be learned from the way the
United States does these things, particularly in terms
of what I have already said about the fact that you
can set up controls, often very tight controls, but
evasion of them is a chronic problem that you have
to look out for and you have to try and spot what
happens if, because if you change the way that
political parties are funded then people’s behaviours
will change and that is very diYcult to forecast, it is
not something that you can model as you can model
the financial eVects on a party of a capital donation
of £50,000. You can do some work like that, but
what is much more diYcult is to think forward about
how a set of recommendations will change people’s
behaviours, and I think part of the conversations
with the parties should be about what impact they
think their proposals will have on the behaviour of
political parties. We should look beyond the
immediate issue to try to say how would this system
change the way people operate in, say, two or three
years time and ask those diYcult questions, because
unless we can satisfy ourselves that we know enough
and have thought enough about those things, it is
really quite risky just to throw a consensual set of
proposals forward and hope for the best. Does that
make sense?
Dr Whitehead: Thank you.

Q195 Barbara Keeley: I want to come back to this
question of consensus and just ask you about
mechanisms that you might be considering for
achieving that, perhaps in the latter part of your
work. You have clearly started with bilateral
meetings with party leaders so I just wondered what
thoughts you have about what mechanism you
might use or that might be appropriate for bridging
any gap between the parties, because it seems to me
that there is a gap between parties at the moment,
those considering or currently supporting state
funding and those that seem to be against it. How
might you achieve that, or do you think you will just
carry on meeting parties bilaterally and trying to
move them?
Sir Hayden Phillips: Clearly, I will, as I was
explaining in answer to earlier questions, go on
having meetings where those are fruitful and we are
coming towards a greater degree of agreement.
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Equally, however, there is nothing to prevent—
indeed it would be a good thing—parties speaking to
each other themselves, using me as a helpful agent in
that process. In this area there is going to be no
substitute, I am afraid, for grinding on through the
meetings that are required to see how you get on.

Witnesses: Sam Younger, Chairman and Peter Wardle, Chief Executive, The Electoral Commission, gave
evidence.

Q197 Chairman: Mr Younger, Mr Wardle, welcome
back, we have spoken to you on many other
occasions on other matters, but today we are
concentrating on the party funding issue, but again
we have a statement of yours, which is embargoed
until six o’clock today, which we have not had the
opportunity to read and will not therefore be asking
you about. I am not sure, from a quick glance, that
it adds much to what we understand to be your
perception of these issues, but if it does and you want
to indicate very quickly, perhaps you could.
Sam Younger: If I may say, Chairman, I welcome the
opportunity. The statement of principles that we
have got, which we are putting out along with one or
two other things today which I hope we will be able
to mention to the Committee, is really a pull together
of some of the underlying themes that have been in
the work we have done up to now on party funding,
so I was not, I have to say, particularly expecting
that this would be something you would skim read
and question me about today, it is part of the
background of the way that we will come at these
issues. There are one or two other things I would like
just to mention as well, one or two of which I know
I have mentioned to you, Chairman, before, in terms
of the contribution the Commission would be
hoping to make in this debate going forward. That
is also focusing particularly on the framework of the
Political Parties, Elections and Referendums Act
because as the regulator we think one of the things
we should look at is how we can make sure that
whatever we come up with at the end is practicable,
can be implemented and can be policed. That is one
area we would look at including, just to pick up
something that was said in the previous session,
some of the international comparisons in this area.
We will also be doing some quantitative but
particularly qualitative public opinion work, in
other words going out and talking to groups of
people in discussion. I would, in mentioning that
today, say that I would very much welcome and be
open to any association the Committee, in whatever
form, would like to have with that process which we
are in the process of designing, right through from at
one end of the spectrum suggesting some of the
questions that might need to be asked to the other
end of the spectrum and actually in some form
participating in that process. We would welcome
any further discussion on that going forward and we
will be taking a particular look, knowing that Sir
Hayden Phillips was looking particularly at parties
represented at Westminster, the devolved
legislatures and the European Parliament, in the

Q196 Chairman: Sir Hayden, we have many more
witnesses to see this afternoon. Happy grinding, as
you describe it. Thank you for giving your evidence
this afternoon; I think we will be seeing you again.
Sir Hayden Phillips: I expected you to say that,
Chairman. I look forward to it .

context of the debate some of the opinions from the
plethora of other parties that are registered, as well
as some perspectives from independents.

Q198 James Brokenshire: One of the interesting
aspects of the party funding issue is the benefits of
being an incumbent. One part of that is central
government and the support that the Government
gets through its communication system. How do you
think that needs to be addressed in terms of
rebalancing any issues on that?
Sam Younger: The issue of incumbency is there in all
sorts of forms, but my own feeling is that the
system—whatever it is—of funding from public
sources of political parties should be as it were even-
handed and start from the assumption that the rules
need to be robust that prevent public money that is
not supposed to be being used for party purposes not
being used for party purposes. If you went down the
track of saying because Government has access to
Government information systems, therefore you
compensate for that somehow in a party funding
system, then you are eVectively acknowledging that
part of the normal course of events might be abuse
of that incumbency advantage that you point to, so
I would not think that is probably the right way to
go, I think there ought to be something that is even-
handed across the piece.

Q199 James Brokenshire: Would you accept though
that if you are in Government, if you are making a
policy statement, that may be a statement of
Government but it is also a statement of the party
and that that puts you in an advantageous position
as compared to Opposition parties who do not have
the benefit of that level of funding. Do you think
there is any merit in examining ways of redressing it
through transferring monies that might be spent on
an advertising budget into state funding that then
could be applied more even-handedly?
Sam Younger: There are issues that, to be honest, go
beyond our remit as to what the priorities should be
for the spending of public money, and that is a
separate debate.

Q200 Chairman: Not if they confer an incumbency
advantage, then that is an issue.
Sam Younger: It is something we would need to take
into account, yes, indeed, but the choice as to
whether you take it from one particular pot to put
into another pot, that is something that goes beyond
our particular remit. Clearly, this is an issue, it is one
that of course we have come up against, particularly
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in relation to referendums—the referendum in the
North East—and the issue of Government
information in the run-up to that, and we would like
to see a very clear cut-oV. My general response,
because it is not something we have gone into in very
great depth, certainly up to now, is that in general
terms we should seek to make sure that that which is
used for government is used for government and that
which is used for party purposes is properly
segregated from it and then treated even-handedly.

Q201 James Brokenshire: Do I take it therefore that
this is an issue that you will be examining in more
detail as part of your review of political party
financing, and would you also examine the role of
incumbency on individual Members of Parliament
because candidates in individual seats are at a
disadvantage to MPs who have the benefit of
allowances that allow them to pay for distribution of
newsletters and other forms of publicity, and
therefore there is, I think, a recognised incumbency
factor. Is that something in addition that you will be
looking at as part of your work?
Sam Younger: I would certainly be happy to
consider it. I would need to be careful not to (a)
overreach ourselves in terms of what we have got the
capacity to do in detail, and (b) not to get in the hair
of other elements of the inquiry that are being
undertaken, but certainly we would look at that as
one possibility. The PPERA review that I mentioned
is much more looking, whatever the detail, at the
framework of what we are in a position and can be
in a position to invigilate and regulate.

Q202 James Brokenshire: Would you accept that if
you do not take those issues into account you are not
getting an even scorecard in terms of the balance
between the incumbency side and the opposition
side?
Sam Younger: Certainly those issues need to be
taken into account, yes.

Q203 Chairman: The three main parties spent
around £40 million contesting the last election and
given that parties are allowed free mailings to every
voter and they are allowed party election broadcasts,
do you have any assessment of the value, significance
or otherwise of that scale of expenditure?
Sam Younger: I do not think, as it were, the value
that the parties get out of that spending is an area
that is really for us to look at.

Q204 Chairman: Can it bring value to the
democratic process, let us say?
Sam Younger: It is certainly a point to be made—
reference was made to it earlier—that it is not as
though the discussion about the possibility of state
funding now is a possibility of something that is
completely new, there is in eVect quite significant
state funding now. I would put it into slightly
diVerent categories, to be honest. Freepost is a
specific cost and a great deal of the quantum when
there are calculations about public spending relate
actually to party election broadcasts, which is a
more notional cost—it is not an actual specific cost

to the public purse—therefore one needs to be a little
bit careful on that because it tends to come out if you
put it in terms of how much it would cost to buy
television and radio advertising of that bulk, but it is
not actually costing the taxpayer that amount.
Certainly, any issue of where we go in the future on
this needs to be seen in the context of what the public
is already spending and we have made in our 2004
report, as you will know, some recommendations on
some modest increase in what eVectively would be
public funding, but we did not go so far as to say
there should be a significant increase in public
funding which would have to be related, if it were to
happen, to a cap on donations.

Q205 Chairman: You have listened to Sir Hayden
Phillips giving evidence, what is your take on that
process and your own involvement in it? Here is
something which might perhaps have been given to
you to do—it is slightly surprising perhaps that it
was not—given to somebody else who is thought to
be both particularly independent and perhaps, by
operating as an individual, capable of brokering a
deal; where do you fit into that?
Sam Younger: I have had one or two discussions
with Sir Hayden; clearly it was up to Government to
decide how they wished to undertake this inquiry, it
was something that was cleared with the other
parties and I entirely accept that. What we have been
looking at is where can we factor in our expertise,
and I think it is above all in the areas that I have
mentioned. Because we have now been operating the
regulatory framework for five years, in the context of
whatever detailed arrangements come out, they
should be ones that can be implemented, are
practicable and that we are in a position to police
and police eVectively. That framework is one area
that I think we can do eVectively, the second is to
take on a lot of the areas of public debate and
deliberation that we have already begun to do in
other contexts and take that forward to get that
wider public perspective. Looking back at and
taking up this issue that was raised in the earlier
session about the possible conflict between
consensus among main parties and public opinion,
we are very conscious of the fact that there is an
under-developed public debate about this. Some of
the public views that we have seen in the past have
been contradictory and something that is more
deliberative and can begin to work through some of
those implications is something where we can make
a contribution. Equally, in relation to smaller parties
we would hope to feed that in, but at the same time
I would not want to be in a position to go too much
further in saying what our ultimate view is in pre-
empting it, I would rather respond to what is coming
out of that process. In a sense, that is the context in
which we have restated some of the principles that
we see as important rather than saying here is an
Electoral Commission prescription.

Q206 Chairman: Given your responsibility for the
integrity of the democratic process, it might follow
naturally from that that if there is any excessive
emphasis on what the parties want and not what the
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public might find reasonable, you might be the
people to voice that. Can you envisage a situation in
which, if you thought it necessary, you would
actually say of a deal which appeared to be being
done by the narrower group of the parties, Sir
Hayden and the Minister, we do not think this is
adequate, we do not think this is satisfactory? Do
you preserve your right to do that or maybe your
duty to do that if you think it is necessary?
Sam Younger: Yes, I would say I preserve not only
the right but the duty as well. We need to look at this
in as broad a context as we can, and what we are
hoping to do is to be able to use some of the
experience we have got, as well as the capacity we
have, to reach out and get those broader views, and
then the issue is going to be how well those integrate
with the process of discussion at, particularly, the
major political party level.

Q207 Dr Whitehead: In your report on the funding
of political parties which made a number of
recommendations at the end of 2004 you suggested
that the cap on spending in general elections should
be gradually brought down to £15 million per party.
Do you still stand by that view?
Sam Younger: I do at the moment, subject to any
further evidence coming out. It is important to
recognise where that ballpark figure was, but of
course when we did that report we had not gone
through a general election under the PPERA rules
completely because of course the 2001 general
election was truncated because the rules only came
in three months before and the spending covered the
year before. Certainly, from all the discussion we
had and all of the evidence we had from political
parties and others, there was a sense that there was
a struggle at that stage to raise the sort of money that
would lead to spending £20 million and that actually
the parties would be quite comfortable—this is what
we got back at the time—to see it coming down, and
in terms of avoiding arms races in spending it was
something we thought was realistic. Whether that is
the right figure I would not necessarily stand by, but
linked with that was a sense that if there were to be
changes in the balance one of the things that we felt
at the time—and it came across strongly from a lot
of the evidence—was that if there was to be any such
reduction, potentially a re-balancing in favour of
spending at the local level as opposed to a national
level.

Q208 Dr Whitehead: Two thoughts follow from
those two linked components, and you did indeed
link those two components precisely in adjacent
paragraphs in your report; would you now, or did
you at the time, consider as far as national spending
is concerned whether there might be a cap similarly
on what you might call third party spending, that is
spending by organisations saying do not vote for
these people, as well as by organisations which say
please vote for these people?
Sam Younger: I cannot remember whether there was
anything explicit in there, but we would say that
clearly, given that third party rules came in at the
same time as PPERA, any changes in the rules for

parties need to be reflected in some analysis of what
the knock-on should be in terms of third parties, I
would not assume that we would leave that as it is.
In fact, if one looks at the spending limits on third
parties in general elections it is fair to say that none
of the relatively small number of third parties that
are registered across the last two general elections
have actually coming anywhere near that spending
cap, so I suspect actually that would not be in any
way diYcult to reduce, but we need to make sure that
there is an alignment between those.

Q209 Dr Whitehead: How would you view the
mechanism of allowing individual candidates’
spending limits to rise? I have in mind, for example,
the experience of the United States where what were
called PACs raised large amounts of money which
were given to local candidates in what were actually
national campaigns, and indeed there was
considerable evidence of a national campaign
eVectively providing money for local candidates,
eVectively as a national eVort, which looked like
local candidates were therefore increasing their
expenditure but it was not actually the case. Do you
have a view on how those mechanisms might be
reinforced or enforced should there be this
changeover in balance?
Sam Younger: I have to say I have not got a fixed
view on how you get that. I recognise the issue that
you are talking about and I think it is a very, very
diYcult issue, it seems to me, to be able to implement
eVectively that distinction between what is
eVectively local spending for a candidate and
national spending. That is a particular diYculty and
it is something that has been alluded to, of significant
amounts of money going into marginal
constituencies that is not local spending because it
does not name the candidate and does not name the
constituency, but could easily be seen as eVectively
local spending. That is a very diYcult area which I
do not have a specific answer to. The other linked
issue to that, it seems to me, is the issue of the
controlled period for candidate spending and the
relationship between that and the controlled period
for national spending. As you will know, we put
forward—it is probably fair to say in the end as the
least worst solution—the proposition that because
of the worry that there had been coming out of
previous elections that there was no control on
spending in an individual constituency until very,
very close to an election, that therefore that period
ought to be extended. We put forward four months
and clearly during the Parliamentary debate of the
current Electoral Administration Bill there was a
sense that actually there are practical diYculties with
this. Equally, everybody recognised it as an issue and
we would not stick doggedly, in the face of some of
the very practical diYculties that have been pointed
out, to that four months, but that is a linked issue
that we do need to work further through to get it
right.

Q210 Dr Whitehead: Do you think “getting it right”
is a matter simply of perhaps having a diVerent
regulated period, perhaps six or twelve months
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rather than four months, or do you think there may
be a fundamental problem in that the Prime Minister
can choose the date of the poll and therefore the idea
of having a four-month period prior to a non-
predictable poll date appears rather an interesting
proposition, to say the least?
Sam Younger: Clearly not having a fixed date for a
general election makes the four months much less
easy to implement than it is in relation to, say, the
Scottish Parliament or the Assembly of Wales
where, in a sense, the four-month period is quite
clear. One of the reasons we went for the four-month
period was recognising the uncertainty about the
date of an election, but in purely practical terms
reckoning that by and large general elections when
they happen, happen mostly in May, that means as
a rule of thumb in general terms you ought to start
watching your spending from the beginning of a
calendar year. I know that is not wholly adequate, as
I said, it was the least worst that we came up with
then, but that issue of the four months was one of the
real diYculties in terms of the practical diYculties
that were raised in the Commons, and I absolutely
acknowledge that. There is also the same diYculty in
national spending because that is 365 days before
which is regulated and it is hard to know when that
is triggered, especially when you get the overlap
problem that you have got from 2004 to 2005
compounding it because of the European
Parliament elections happening less than a year
before a general election. Those are practical
implementation issues and there were others about
the four months, one of the problems being the
technical accountability for candidate spending
lying with an agent, in that four months before a
general election in plenty of cases an agent has not
yet been appointed.

Q211 Chairman: Or even found in some cases.
Sam Younger: Yes. We have said, and I know
Government has said in the context of the
Administration Bill which I think they did in the
Lords yesterday, withdrawing the four months
proposition, that they needed to work and we will
happily work too to try and pull together some
discussions about what might be practicable,
recognising that that initial attempt to solve what is
acknowledged widely to be an issue had not yet been
seen as the answer.

Q212 Dr Whitehead: In your view it is an issue that
should be resolved, I Imagine.
Sam Younger: yes.

Q213 Dr Whitehead: And it is an issue that you
might find some diYculty resolving in terms of the
previous ways of doing it, particularly since, as we
know, elections are always in May except when they
are not.
Sam Younger: Yes, it is very diYcult and there is the
fact that we had quite a bit of discussion on it in the
context of our previous reviews of PPERA and came
up with four months as reflecting as near as we could
get to something that was a consensus, but once

beginning to be picked at it was something that did
not in the end pass muster, so I would not
underestimate the diYculties of doing that.

Q214 Dr Whitehead: Do you think those issues,
taken together, might between them eVectively solve
the problem of party finance, if you did those things,
the things that are suggested in the report on funding
political parties, that they in themselves would go a
considerable way to dealing with the perceived issue
of party finances that has been presented to us?
Sam Younger: There is a further question that has
come up and it is interesting that we were talking
about consensus in the context of the earlier
discussion. What we felt, as we set out then, was that
there was actually in terms of future public
confidence a considerable case for putting a cap on
donations as part of the equation, but that if you
were going to do that it raised the issue of public
funding. It may be that that need for public funding
to fill the gap could be reduced by various
discussions that could reduce the amount of
spending required, but probably would not reduce
the gap entirely. At that time it was quite clear, both
from discussions with the political parties and in the
context of public opinion, that there was not a
readiness at that stage to go forward, I think that is
where the debate is now. I would not say necessarily
therefore that what we put forward in 2004 would
solve the problem. A lot of it was quite positive, in
particular the notion, which is part of the equation
of most of those who are putting forward possible
solutions on funding now, that there should be
something, whether in the form of matched funding
or tax relief or something similar for small
contributions to parties, which is a way of
encouraging the widest possible number of small
contributions to parties, but I do not think
necessarily, especially if you did go down the road of
a cap—and I think our general view is that a cap
needs to be low enough to overcome the confidence
issues to be eVective—that actually those issues of
tax relief or similar would actually entirely fill the
gap.
Chairman: That was a very wide question. I just want
to give Ms Keeley an opportunity to raise a brief
supplementary before we go back to Dr Whitehead,
but also to ask both colleagues and witnesses to bear
in mind that we have quite a lot of things to get
through today and we might be interrupted by a vote
at some point, which would further complicate
matters. Ms Keeley.

Q215 Barbara Keeley: Thank you, Chairman. It is
really to go back in just a little bit more detail on
some of the points that we both have in front of us
here in the questions you have just been asked by Dr
Whitehead. To ask specifically about the issue which
we have all become aware of recently, does it
concern you at the Electoral Commission that it is
now clear that in a number of constituencies, up to
around 30 in the last general election, it was the case
that there was very concentrated spending of up to,
I understand, £90,000 in the near period before the
period in which you count election expenditure, so
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that some candidates and some parties were able to
outspend candidates from other parties by a factor
of ten or twenty to one, running a very diVerent type
of local campaign really. How much is that of
concern to you at the Electoral Commission and,
given what you have just said about the diYculty of
dealing with that, is that an issue that you feel we
definitively have to deal with before the next
general election?
Sam Younger: Yes, I do, and I think that is a very
serious issue. Indeed, that was the driver for the
four-month proposition, if you like, that said, “We
need to take a period significantly longer before an
election than is currently there in the law”, because
you can pour a great deal of resource into a very
major campaign right up to a time that is genuinely
uncomfortably close to an election. That was the
thrust for it and I think that issue is still there. I
accept that there are a number of good and practical
arguments that mean that four months is not
necessarily the right answer but I do think we need
to find an answer.

Q216 Barbara Keeley: Are you any further on with
that? I have to say that in the Electoral
Administration Bill we could not come up with
anything because the fear was that if you made it
four months the spending would run into the three
months before the four months or the four months
before the six months and we would all be in the
situation they are in in the US of having substantial
campaigns that run for a year or more.
Sam Younger: I very much acknowledge the issue.
The Government having withdrawn that part of the
Bill now, they are saying that they need to do some
work with others to try and reach a solution and we
will play a part in that to the extent that we can but
I think it is a significant issue. In general terms, apart
from anything else, we need to find a way of pushing
that date further back so that it is not as close to an
election as it is now; that is an absolute minimum. If
the four months did not work, I know there was a
proposition that said maybe there should be a two-
phase approach. As I say, we have not taken that
work further. One of the things we can do as part of
our contribution is provide the forum where we can
get people from various angles together and see if we
can come up with something.

Q217 Dr Whitehead: On the matter of what we might
call non-direct state funding to parties, that is, items
which otherwise might cost a party some money but
are provided eVectively free, I notice that in your
report you recommend that free mailing should be
extended to local elections. Do you still stand by that
and do you think that in addition to that there is an
argument for extending the level of political
broadcasts (perhaps not a triumphantly popular
suggestion in the minds of some members of the
public) in order to inform voters of party elections?
Sam Younger: On the free post, yes, I would stand
by that, but we recognised in that report, and I think
there is still some more work to do on it, the
potential abuse of it. A commercial organisation
registering for £150 as a political party in order to get

free mailing is an example and there was evidence
that that happened. I think there was one case of it
that happened in 2001, and obviously at local
elections there would be a potentially greater volume
of it so we would have to find a way of getting over
that. It seems to me that if we are to say—as I think
we should be saying—that local elections are
extremely important, it should not be second order
to any greater degree than is absolutely necessary
and therefore the second order should apply.

Q218 Dr Whitehead: I was run close on one election
by a candidate who wished everyone to go bowling
at the local bowling alley. I am sure you appreciate
that issue.
Sam Younger: Yes, absolutely.

Q219 Dr Whitehead: What about television?
Sam Younger: In a report we did on party-political
broadcasting, which is now some time ago, and
nothing has happened to make this change our view,
we thought it was important that there should be the
right to party election broadcasts. It is a pretty
important medium and there should be the ability
for serious political parties, subject to whatever
threshold criteria there are, to have direct access to
the electorate. We felt there was a case for extending
party broadcasts beyond the existing terrestrial
broadcasters and finding some way of having a sort
of reached threshold beyond which there would be
an obligation to carry election broadcasts. That is
the proposition as we had it in that report and I do
not see any reason at the moment to think that we
would change that view.
Mr Khabra: During Lloyd George’s period people
could buy peerages, knighthoods and other honours
by making political donations. I call it corruption,
bribery, that they could buy their position in the
other House particularly, the ones who were
appointed as members of the House of Lords. The
Commission has got a responsibility for clean
politics because people’s perception in the modern
age is very diVerent. People think that politics
should be free of corruption and bribery and that
people should not be able to buy political influence
by paying money to political parties. It is important
for me because I am a member of a constituency
party which has got a huge population, and there are
businessmen who are keen to buy positions. There
are other people who want to make a genuine,
honest donation to their political party but
businessmen in particular have been trying to
corrupt politics.
Chairman: We are getting into the area of assertions
here. Can we just confine ourselves to a question?

Q220 Mr Khabra: Why do you think the large
donations from wealthy individuals have become
such an important part of party fund-raising?
Sam Younger: It is interesting perhaps to look at the
work we did around the report that we published in
2004. While it was the case, as we have already
mentioned, that the level of debate among the public
has not perhaps yet been taken as far as it needs to
be to establish whether the public would like party
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funding principles to emerge, although the public
were not terribly comfortable with more state
funding they were pretty clear that once individual
donations, whether from individual people or
individual organisations, got beyond a certain
level—no real definition but big donations—they
started to lose some faith in the process. Why has it
happened? It has happened partly because of the
decline in mass membership of political parties. It
has happened partly also, I think, because in
diVerent parts of the world where there has not been
a significant framework of state funding, as
membership and membership contributions drop
away and the cost of campaigning actually, or in
parties’ perception (the arms race point), gets more
and more expensive, they have to fill the gap. That is
my analysis of why we have reached the position we
are in at the moment.
Mr Khabra: The large charity organisations get
money from rich people, those who give money
honestly for a purpose. If these people can donate to
a charity why can they not do exactly the same by
donating money to a political party of their choice?

The Committee suspended from 5.29 pm to 5.45 pm
for a division in the House

Chairman: We will now resume. I know you were in
the middle of answering a question from Mr Khabra
who is not here at the moment, but I intend to call
the next group of witnesses at six o’clock, which
means we have to deal with a number of things quite
quickly in the remaining 15 minutes and I will ask
Mr Brokenshire to proceed.

Q221 James Brokenshire: I just want to move on to
a linked issue on donations and the potential risk of
at least the perception of a conflict of interest if a
party donates or loans money to a particular party
and that party is then in government and that person
or a company connected with him or her is then the
beneficiary of a contract from that governing party
or makes a bid for a contract. Do you accept that
there is this conflict of interest and, if so, is there a
need for greater transparency?
Peter Wardle: I think transparency is at the heart of
this. The basic framework that was introduced by
the legislation takes as its starting point maximum
transparency about who is giving money to political
parties and indeed how political parties are spending
the money they get. I think provided the
transparency is full and open it is perfectly possible
for any issues of conflict to be seen and raised. I do
not think the problem is necessarily with the rules on
transparency of donations. There may be an issue
with the presence or absence of rules around the
awarding of contracts or other things that happen in
government, but that probably goes outside the
scope of the legislation on party financing, though
not necessarily. It seems to me that if there is a
broken part of the framework it is probably at that
end at the moment rather than the basic principle of
transparency which is in PPERA about who gives
money to whom.

Q222 James Brokenshire: So you would not support
in essence restrictions on people who have received
donations; there is more a need for greater
transparency perhaps when contracts are being bid
for by persons connected with those companies?
Transparency at that end is something you think
needs a look at?
Peter Wardle: That would complete the circle, if you
like. It is impossible to have prospective
transparency. You do not know what may happen
five years down the track. The fact that the
individual or the corporation may have made a
donation five years ago may or may not become
relevant when something happens later on.

Q223 James Brokenshire: But on the basis of what
you said is there a need for greater transparency
based on the system as it exists at the moment in
relation to contracts?
Peter Wardle: I cannot claim to be an expert on the
current rules. It seems to me that on the whole
commentators, the media, do not have too much
diYculty, perhaps as a result of freedom of
information, in finding out who gets government
contracts, for example. I know there are issues
around who may have bid and been unsuccessful in
government contracts, but in terms of who gets the
work there seems to be a reasonable degree of
transparency. It seems to me that if there is a
problem it is particularly at that end of the process.

Q224 James Brokenshire: Do you believe that those
who have substantial outstanding loans to political
parties should be appointed to ministerial oYce or is
there a need for greater transparency there as well?
Peter Wardle: The view we have taken is that our job
is to ensure maximum transparency. Political
parties, governments, individuals, may want to
consider for themselves how, given that
transparency, various appointments, actions,
behaviours, statements, might be perceived. I do not
think it is for the Electoral Commission to get
involved in commenting on those particular events.
Our job is to make sure that people who may have a
view on those events have the full information about
any financial links with political parties.

Q225 James Brokenshire: I hear what you say about
not wanting to tread on the toes of whether someone
should be appointed as a minister or not and that
that as you see it is not your remit. Is there a need,
based on your feelings as to where we are today, for
any greater transparency on loans, donations and in
the context of ministerial oYce?
Peter Wardle: We have said already that, to the
extent that the public feel that there is not full
transparency around the financial links between
individuals and organisations on the one hand and
political parties on the other hand, public confidence
is damaged. That in a nutshell is the essence of the
debate at the moment. We have striven since we were
established to ensure maximum transparency, and
to the extent we have not achieved that and the
legislation has not achieved that we have, as you
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know, called for a speedy solution to that and we
were pleased that that was put in place by Parliament
in the Electoral Administration Bill.

Q226 Mr Tyrie: Your role is advisory so you are
often on a hiding to nothing, frankly, but there are a
number of things it would be very helpful if you
could do nonetheless in the debate. The first is to
establish some facts. You have done some of that
but, for example, I note in Sir Hayden’s submission,
which we only got minutes before the beginning of
this hearing, that he appears to be swallowing the
suggestion that Labour Party funding comes from
the trade unions amount to only 22%. Your own
figures suggest a range of 50–60%. I have never seen
anybody suggest it is less than half. I wonder
whether in these controversial areas you could try
and put some facts into the public domain in a
digestible form to help the debate.
Sam Younger: In principle yes, particularly if it is
stuV that we have got already. I am very wary of the
treading on toes but more of what our own capacity
is in terms of generating particular information, but
if it is information we have got, particularly if there
is a request, for example, coming from this
committee for information that is in our possession,
we will make every eVort to put it together.

Q227 Chairman: We may want to put in some more
specific request for information of that kind.
Sam Younger: Yes, we would be very happy to take
that on board. There may be cases where we cannot
do it but we would say so.
Peter Wardle: It is also fair to say that in the initial
discussions we have had with the team working for
Sir Hayden we have pointed them to the fact that we
hold a lot of factual data about party funding as a
result of our remit and we would be more than happy
to help them to find their way through that.

Q228 Mr Tyrie: The point I was making was that
your data on the whole is not put necessarily into its
most digestible form; shall I put it like that? Try
hunting around on your own website and you will
see what I mean.
Peter Wardle: I have tried that on a number of
occasions.

Witnesses: Frank Hindle, Deputy Chair, Northern Region Liberal Democrats, Colleen Fletcher, North East
Coventry Labour Party, and David Simpson, Conservative Campaign HQ, gave evidence.

Q230 Chairman: Colleen Fletcher and David
Simpson, we welcome you back because you have
been before us before. Frank Hindle, thank you very
much for coming. I am sorry you have had a long
wait although I hope it has been a reasonably
interesting one. You may have noticed us asking
some fairly tough questions of the people we have
had in already who have responsibility for things.
That is really not our purpose in inviting you here
today. We wanted to get some local flavour of how
these things are seen by people each of whom has
recent practical experience at the level of
constituency operation, agenting and all of that. Just

Q229 Mr Tyrie: Another example, although you
have put it into a more digestible form here, of
research that it would be helpful maybe to follow up,
is the fact that although it is true that we are faced
with the apparent conundrum that three-quarters of
the population do not want state funding and three-
quarters of the population also think parties are up
to no good in the way they are funded, which is
broadly what this research says, it is also true that
your same research suggests most people do not
distinguish between party funding and public
expenditure generally, nor state funding of parties
and public expenditure generally. Nor are people
aware of the qualitative research that you have done
which suggests that once people have some very
elementary points explained to them in a relatively
neutral way they end up by a small majority
supporting state funding.
Sam Younger: I think that is a very good point.
Indeed, that is part of why what we want to
emphasise is building on that deliberative and
qualitative work and it is part of the reason why also
we would very much welcome any involvement
members of the committee would like to have in
helping us collectively get the most out of that
process because I think there is a lot in that
qualitative work that can be built on in those terms,
but building up the knowledge base before you ask
the public, rather than just the knee-jerk question
where in a sense I think intuitively simply asking
those two questions, to put it as you did, “Are the
parties up to no good?”, and, “Do you want your
taxpayers’ money to be used for parties?”. In a sense
I think we know what answer we are going to get to
those as start questions but the issue is trying to get
in behind that and see what people say when they
understand a little bit more about it. That is certainly
one of the elements we want to pursue.
Chairman: Thank you very much indeed. There are
probably one or two other points we might follow up
in correspondence with you and we expect to see you
before too long in any case on a number of other
matters, including the postal voting issue and the
governance issues which are also the subject of other
inquiries going on at the moment. Thank you very
much for your help this afternoon.

very briefly, and you understand that because there
are three of you the more succinct you can be the
more we can get out of you, have you found it
increasingly diYcult—and I am not trying to put you
in any kind of partisan situation here—in general to
recruit people into active membership and
participation? You do not have to try to say, “We
are doing better than the others”. We are after the
truth.
David Simpson: I think all voluntary organisations,
Chairman, have found engaging people in
community activity at any level more and more
diYcult over the years and, of course, that truism
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follows with political parties. All I can say is that we
have plateau’d as a party overall and have started to
go up a little bit since we had another leadership
change recently, and I think that things are moving
forward, but it is diYcult to engage people overall in
community activity, and local politics is still, I think
and believe, a community activity.
Frank Hindle: I would agree with that. Also, the
reputation we as politicians generate for ourselves
does not help encourage people to join us.
Colleen Fletcher: I would agree with most of those
comments. I really do not have anything to add to
that.

Q231 Chairman: That was very consensual, so from
here on in—
Colleen Fletcher: Oh, no!
Chairman: I was going to say that from here on in all
you need to do is chip in when you feel you have
something to add and we will assume not total
agreement but that it is unnecessary to challenge if
you do not agree.

Q232 Dr Whitehead: What is the financial
relationship you find between your local
associations and your national parties, both in terms
of what comes down to the local party from national
financing and also, in terms of fundraising, do you
find yourselves as local parties under any sort of
pressure to raise money which essentially goes
nationally rather than is raised and used locally?
Colleen Fletcher: In my party we do not raise money
locally that goes nationally anyway. All money that
we raise locally we spend locally. The money that we
get from the national party is through membership
subscriptions which we get a proportion of, and the
other proportion goes towards staV, premises, et
cetera.
David Simpson: From our party’s point of view our
local associations are very distinct and separate and
they do their own fund raising. This is highlighted, if
I can give you brief stats, in terms of the number of
local accounting units or constituency associations
that have to make returns to the Electoral
Commission for having a turnover of more than
£25,000. If you look back over the three years since
that came into force, in each of those last three years
the Conservative Party has made a return of
something in excess of 300 accounting units. The
Liberal Democrats have been between 63 and now
103 this year, I think it is.

Q233 Chairman: That is units you have declared
with more than £25,000 turnover?
David Simpson: That is right, and the Labour Party
are now at the figure of 38. That deals with the way
they are funded. You have just explained, Colleen,
that all your membership money goes nationally.
Ours goes locally.
Colleen Fletcher: No; I said a proportion of it goes
locally.

Q234 Chairman: Do you have a quota system?
David Simpson: We have a quota system, a sort of
campaign subscription, that we encourage our local
constituencies to raise towards our central costs, so
we do have money coming up from the local
fundraising eVort. The most important thing as far
as I am concerned as a local practitioner as well as
being a national party oYcial is that in my local
constituency in Wimbledon we are expected to seek
to raise enough money to cover our own costs and
make some contribution towards the central funds
of our party organisation.

Q235 Chairman: Frank Hindle?
Frank Hindle: We are diVerent again. Most of our
subscription goes to the central party. A small
amount comes down to the regions and local party
but the local parties do their own fundraising and
keep their funds and the national party does its
fundraising and keeps its funds, although sometimes
the national party will provide funds for particular
seats.
Mr Tyrie: I am thoroughly confused now. Sorry; I
really am.
Chairman: That is because there are three diVerent
parties doing things three diVerent ways.

Q236 Dr Whitehead: In the light of what you said
about local fundraising and how that works have
you found that the public have particular concerns
about what is known about the large sums of money
that are raised for particular political parties from
wealthy donors? How does that resound in terms of
what you said about local fundraising eVorts?
Frank Hindle: It is not an issue which comes up on
the doorstep. As I said, first of all in terms of the
fundraising, the fundraising by and large is not from
members of the public; it is from members, but in
terms of, say, canvassing for local elections I do not
think anybody has stopped us and said, “What is
up?”, in commenting on national funding issues
which we were talking about at the time. On the
other hand I go into work and I get ribbed about
“What was the cost of a peerage today?” or
whatever, and so clearly it is an issue in people’s
minds but perhaps they do not bring it to us at the
local level.
David Simpson: I would not disagree with that. It is
not something which I have found recently hitting
me on the doorstep when canvassing for my own
local elections.

Q237 Dr Whitehead: What you could say in terms of
the funding that goes to the national campaigns is
that in a sense that is where money from large
donations largely goes. How do you perceive voters
at local level engage with those national campaigns
as they roll out? I think it has been said that there are
in a sense two worlds of campaigning, are there not?
There is the national campaign and the local
campaign which is largely funded in the way you
have described.
David Simpson: National campaigning quite clearly
is a separate issue. It is to deal with the projection of
a party across the piece. Locally, when it comes to
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campaigning and the three or four weeks of an
election campaign, you are trying to get the views of
that individual candidate (or local candidate if it is
local elections) across to a very localised community,
so life is totally diVerent in that respect, and I think
it is important that that diVerentiation remains.

Q238 Chairman: Is there really a diVerentiation?
David Simpson: There is.

Q239 Chairman: Is there a genuine diVerentiation
given that a lot of national campaigning now takes
the form, for example, of mailings sent to target seats
from the centre, not mentioning the name of the
local candidate because that would put them into the
wrong balance sheet, but obviously intended to give
a lot of support to the election of that candidate in
that area?
Frank Hindle: There is a legal diVerentiation
certainly. We can put posters up that say “Liberal
Democrats” or “Conservative” or whatever, and
that is national expenditure. The fact that all 10,000
of them are in one constituency is neither here nor
there, but there is a practical eVect as well. More and
more we are noticing a practical eVect of major
campaign resources being deployed in particular
seats. It might be that a party uses a call centre
extensively in one particular constituency. It might
be literature and target letters. It might be
billboards. Those are national things but you cannot
separate them from the local and it does have an
impact and it is something we have to deal with.
Colleen Fletcher: I would agree with that.

Q240 Dr Whitehead: How significant though do you
think that is in terms of that diVerentiation?
Frank Hindle: I am from the north of England and
in most of the seats in the north of England it is not
significant but we do not have a lot of marginals. In
marginal seats it is more significant because that is
where everybody is going to deploy their resources.

Q241 Dr Whitehead: Would you say therefore that
it is over-significant in a certain number of seats and
under-significant in others; is that the general
observation that you are making?
David Simpson: I think that is probably true. Again,
if the party nationally has got income it is going to
seek to deploy it where it is going to have the greatest
eVect and it is going to have the greatest eVect on
what it determines are the key marginal seats for that
particular party. You do then get the greater
additional impact both of the local campaigning on
the one hand and the national campaigning on the
other, but it is wholly diVerential in the sense that
quite clearly if your party is, say, like us in the north
east of England to a large degree, we would not be
looking to over-resource in most of the north east of
England simply because we know that we do not
have that degree of marginality on a national basis.
You would be looking to deploy your assets
elsewhere.

Dr Whitehead: So the phrase “We would not be
looking to over-resource” is perhaps another way of
saying, “The last thing we dream of is sending any
national money up there”?

Q242 Chairman: Well chosen words.
Frank Hindle: I can comment that you are very
successful in not over-resourcing.

Q243 Dr Whitehead: As far as the national
campaigns are concerned, over the course of an
election period, in terms of the party’s work and so
from your deployment of funding and activities
locally, how do you find those national campaigns
relate to local issues? Does the dog wag the tail or
does the tail wag the dog in as much as do you find
yourselves trying to go into step in terms of the
election campaign with what is happening nationally
or do you hope that the national campaign can
chime in with what you are doing and saying and
funding locally?
Colleen Fletcher: I think we make it do so rather than
hope it does so by running local campaigns
alongside the national campaigns, so we tailor it in;
we try to.
David Simpson: Locally we seek to tailor the best
part of the national campaign into that which fits
our local community. You are bound to. It is a mix
and match exercise.
Frank Hindle: You asked specifically about the
election period, which, if it is not a general election,
is a very short period, and it is very easy to get hit by
some national bandwagon that nobody saw coming
and so the leaflet you had prepared on topic X
locally actually looks very uninteresting because all
of a sudden is not what people are wanting to know
about nationally.

Q244 Julie Morgan: Could you tell me if you feel it
has become more diYcult to raise money locally?
Colleen Fletcher: It has always been diYcult to raise
money locally. I would not say it is more diYcult
than it ever was, certainly not.
David Simpson: That is probably right overall. There
are peaks and troughs, obviously, of party
popularity which have an enormous eVect, clearly. If
people locally are out of sympathy with your party
at the top it does permeate down and it does hit your
local fundraising; there is no doubt about that.
Equally, when that turns and the curve starts going
up the funding starts to increase again. There are
always going to be peaks and troughs, but if you
look at it across the piece over a period of years I
guess it is not that much more diYcult.

Q245 Julie Morgan: So you do not think it is more
diYcult now than it ever has been?
Frank Hindle: The comment that it has always been
diYcult is the point.

Q246 Chairman: Am I wrong in assuming that there
is no longer such a ready supply of people whose
party activity consists of fundraising at the local
level, organising jumble sales, coVee mornings and
all the rest of it, as opposed to those who join the
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party because they want to do politics, stand for the
council or that sort of thing? Is there a social change
there or am I making this up?
Colleen Fletcher: There is a change. You can call it a
social change if you like, but many years ago I do not
recall but people have told me that women did the
fundraising in political parties and so it was an
ongoing thing. When they realised that, hey, hang
on, the big change came around, that changed so
that fundraising was probably not on the minds of
one part all the time. It happened when it happened.
I think fundraising went on behind the scenes all the
time in a small way, not raising huge amounts of
money but just enough to keep you ticking along,
which has not changed, but I think now it is more
mixed, so everyone joins in. It is a joint eVort really.

Q247 Julie Morgan: When new members join do
they realise that part of their activities is fundraising?
Colleen Fletcher: I think so, yes. I think it comes with
the job, as it were. I think they do realise that and lots
of new members are made through fundraising
activities.
David Simpson: If they do not realise that on day one
they certainly do on day two.
Frank Hindle: Our members get an inordinate
number of begging letters from the central party. We
warn members about it when they join.

Q248 Julie Morgan: What percentage of time is
spent on fundraising? You said, Colleen Fletcher,
that it is mixed in with everything else.
Colleen Fletcher: It is.

Q249 Julie Morgan: Could you say how much time
members have to spend on fundraising?
Colleen Fletcher: If we organise a fundraising dinner
or something like that they spend a lot of time up to
that dinner organising it and everything that goes
with it and then we will leave oV it until the next
fundraising event. That is how it is.
David Simpson: That is exactly right.
Colleen Fletcher: It is diYcult to say how much time
is spent doing it.
David Simpson: My own party is organised on a
branch basis and then it goes up in a sort of pyramid
to the local associations, key activists, and the
branches are encouraged to raise funds and to
organise activities which will raise those funds.
Equally, when it is election time they are there to
provide the bread and butter of the organisation that
we need to get the literature out and to do the work
at that time, so it is a mix and match. Some people
obviously will say, “I would rather do the politics bit
than the fundraising”. Others will say, “Don’t ask
me to go and knock at doors, for goodness’ sake,
ever, but let me organise a jumble sale or a party and
I will go and do it willingly”.

Q250 Julie Morgan: Would you agree that those
sorts of activities are very valuable?
David Simpson: Absolutely.

Q251 Julie Morgan: I mean apart from the money
they raise, in terms of the politics as well.

Frank Hindle: Within the organisation, yes.
David Simpson: The key to it is that it involves
people. Politics is about people at the end of the day;
you cannot get away from it. It is the key that makes
this whole operation work. If you do not get people
in to take over from other people the whole thing
dies on the vine. That is not what any of us are about.
We are about continuity and trying to raise the
profile of our individual parties.

Q252 Chairman: What would be the eVect on your
campaigning if the parties spent less money
centrally? What diVerence would you notice and
what diVerence would it make to the work you do in
Wimbledon or Gateshead or Coventry? Would you
have to generate more activity to fill the gap or
would you think, “All right. That kind of warfare is
not happening in any direction. We will just carry
on”?
David Simpson: We have a legal maximum locally
that we cannot exceed in any election campaign in
terms of what we are doing. The fact that the party
at the top is spending an awful lot of money on a
national advertising campaign or leaflets or
whatever it is does not necessarily have that great an
eVect on the fact that we have a legal maximum
beyond which we cannot go and we would be
looking to spend that and to create our own
literature and our own environment to support our
own candidate locally.
Frank Hindle: But that legal maximum only applies
in very limited regular periods. If the national
expenditure was reduced and the party was left with
the same resources, it probably would not aVect us
particularly because we never get near the cap, but I
would be concerned therefore if the other parties—
to my right here—had resources which they would
want to find some way of using usefully to the best
eVect, which would mean that they would boost
their local spending. If we bring down the national
cap and do not control local expenditure
correspondingly then the gains which are being
sought would not be achieved because it would be
very easy for some national treasurer to tell local
parties, “We have got a million pounds. You have
each got a £5,000 donation and this is how I have
spent it. Here is the receipt and here is the invoice.”

Q253 Chairman: “And here is the template for what
you have got to do” as well?
Frank Hindle: Yes.

Q254 Mr Tyrie: I think we are very close to the heart
of the matter because public confidence has been so
dented by the way parties are raising money
nationally that we are hoping we can think of some
way of aVording party finance and state support for
it that can help revive that confidence. That would
principally be by finding ways of encouraging local
activity and local funding to increase, but if you are
suggesting, Frank Hindle, that one party has a much
bigger advantage in its capacity to do that than any
other we will have an impasse. Therefore my first
question to you particularly is, and you have not got
to elaborate on it in detail now, do you think in
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principle, if we can find a scheme that can revive and
stimulate local party funding we will be doing
something that will be healthy for the political
system?
Frank Hindle: Yes, certainly. Some of the ideas
which have been canvassed, such as, for example, tax
relief on small donations, would first of all make
small donations more valuable to us and, secondly,
to some extent it would make it more respectable to
go and donate and also encourage people. It is like
charity. It is always a good incentive to say, “If you
put some money in the taxman will put some in as
well”. Do not take my other comments as being
purely negative. I think there are things you can do
to encourage things.

Q255 Mr Tyrie: It seems to me that therein lies the
heart of the matter for all of us. We all want healthy
local parties. We all used to have healthier local
parties than we have now. If state funding is to be
introduced or extended should it be done in a way
that can increase or oVer an opportunity to increase
local party activity?
Colleen Fletcher: Yes, I think so. You are talking
about tax relief on small donations. I am treasurer of
my own constituency and have been for the last eight
years. The regulations that came in on donation
reporting did not particularly hit me very heard
because I do not find it particularly diYcult to do.
What I do find diYcult is to remember to do it,
because mainly I am returning those donations with
“nil, nil” written on them, and I think, “Oh, it is
nothing again”. I get heavy reminders from my
regional party about this so they do actually go in.
Although I can cope with filling the form in because
it is pretty easy, in constituencies up and down the
country most people who hold oYce in any political
party are not professional. I am the treasurer; I am
not a professional accountant, and our secretaries
do not sit at word processors all day, or whatever
they are called now. They literally do it on a
voluntary basis so I think it would be important to
have something that did not complicate things for
treasurers of political parties.

Q256 Mr Tyrie: From memory, David, I think you
have spent most of your career in the sticks, or a
great deal of it, doing exactly this.
David Simpson: Yes, I have indeed. My background
is one of being firstly for a goodly number of years
a local party agent and then a regional agent of the
Conservative Party and I have been at the sharp end
of that fundraising, and indeed now do it locally as
a volunteer in my own constituency. I am absolutely
convinced that we have to find a way of improving
the way in which political parties are looked upon
and the only way that perhaps we are going to do
that is by having some mix and match process. It
would be enormously helpful, just as all our
charitable works can, if we could get tax relief on
those. We should be able to get tax relief on small
donations to political parties. I would not
necessarily want to put a particular figure on it but I
think that would help and I think a lot more people

would then involve themselves. They would not
necessarily become activists but at least they would
feel they were putting something into the pot.

Q257 James Brokenshire: I want to come back to the
compliance issue of the form filling and the duties
and responsibilities that someone may have as an
oYcer of a local association seeking to meet the rules
and requirements. Colleen Fletcher, you were saying
that in your situation you are lucky that it is not such
an onerous obligation but, talking to colleagues of
all parties around the country, do you receive
complaints that the existing rules on how to register
donations and comply with the accounting
provisions of the local accounting units are not
working, or are people complaining that they are
diYcult to follow, diYcult to understand and people
feel a bit anxious about it?
Colleen Fletcher: I have not heard personally of
people who are particularly anxious about that, so I
could not possibly comment. I can only say that I
imagine that some people would find it an onerous
thing to do.
David Simpson: If I can help here, putting my other
hat on, I am still working for the Conservative Party
as its head of compliance at campaign headquarters
and in that I deal with, on behalf of the registered
treasurer, making sure that we make our donation
returns in accordance with the Act, and it is quite
diYcult. You have to remember that there is a
turnover of voluntary oYcers. Most Conservative
associations, and I am sure Liberal Democrats and
the Labour Party too, have a sort of three-year rule
where oYcers change, and so there is a training
process if they have got to be involved and people
move on and so on. That puts an additional burden
on parties and their organisations, and yes, these
people are volunteers and the registered treasurer of
a local party can face criminal sanctions according
to PPERA. I believe that to be wholly wrong in the
sense that if there was a civil penalty then the
penalties might be enforced. I do not think the
Electoral Commission even wants to go down that
route of criminal sanctions against people. It is quite
an onerous thing to take on, to say to somebody,
“Okay, you be the registered treasurer but, by the
way, here is what can happen to you if you do not fill
the form in correctly”.
Colleen Fletcher: And most of us have not told them.
David Simpson: You may not tell them.
Chairman: Most of us have probably had to try and
find those people as treasurers at some point and
gone through exactly that process.

Q258 James Brokenshire: The Chairman raises an
interesting point on that. I know, Colleen Fletcher,
you were saying that you had been your treasurer for
eight years. Not that I would ever wish you any ill at
all, but if you were to go under the proverbial bus
how easy do you think it would be to find a
replacement against this context, because clearly
things have changed from when you came into post
to where things are now.
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Colleen Fletcher: I hope it would not be too diYcult.
It is rather diYcult to answer, but then I am coming
from my point of view who maybe was a treasurer
first and then met with it. We had a lot of
information about it and certainly my own party
gave training on this, how to get it right and how to
do it, so hopefully we would do the same with
someone new coming in. It is not the job of doing it
and making sure all the rules are correct and the
reporting is right that is the problem. It is getting
someone to spend their time doing it that is usually
the problem.
Frank Hindle: A treasurer is always a diYcult post to
fill anyway, and you always want somebody who can
do the figures. Yes, there was some resistance at first
because people did not understand it, but training
has been put in place and as treasurers or federations
change we need to keep the training up to date, but
we can also explain to people the good reasons for it,
and also in most cases it is a nil return so it is not
really that hard to do. People have to be reminded
or persuaded sometimes but I would not put it as a
major issue.

Q259 James Brokenshire: I want to move on to a
slightly diVerent point based on your feeling of local
members and of the people in your constituencies or
your areas in the context of state funding, which
obviously has been in many ways the focus of the
debate over changes to the way in which parties are
funded. Do you think, based on your experience,
that an increase in state funding would increase or
decrease disengagement with democracy, the
democratic process, party politics? In other words
would it help or hinder, do you think?
Colleen Fletcher: It is very diYcult to say whether it
would or not. Maybe if people thought there was
more state funding going into political parties they
would feel as though they wanted a stake in that, so
maybe it would increase but it is hard to say.
David Simpson: An awful lot of people frankly do
not realise just how much state funding of the
national political scene there is.
Colleen Fletcher: As happens now, yes.
David Simpson: As happens now. If they did I think
they might be slightly less inclined to give locally, to
be perfectly frank.

Q260 James Brokenshire: You heard about the
Electoral Commission’s initial survey. You may
have heard some of the initial exchanges about 75%
of the public being against state funding. From what
you have said or your experiences would you agree
with that and would you agree with the corollary
that that is based perhaps not on full information?
David Simpson: I think it is probably not based on
full information but there is a natural instinct in this
country that there is enough red tape and enough big
brother so we really need state funding? Some people
say to me locally, “Do I really want to see any more
of my taxes going into political parties, supporting

your organisation? Can you not raise your own
money locally?”. I still believe that if people realised
just how much money was going into the pot already
they might not feel inclined to get any more engaged;
let us put it that way.
Frank Hindle: Harking back to the north east
referendum a year and a half ago or whenever it was,
one of the key cards to the “no” campaign was that
this would lead to more politicians, more money
going to politicians, more money going to politics
and so forth, and the fact that it was going to be
tuppence ha’penny per whatever was not the issue.
The principle of any increase was really quite
unpopular. Against that, if it comes to state funding
of the parties, I think the issue will be how will the
money be used. If you see it being used for suits and
hairdos and so forth it is headlines, but then they
disappear. What people do want is a strong
democracy but people have not always thought
through how you get a strong democracy that needs
paying for. We have all got a process there in
educating people in some way and being responsible
in how we do things. The issue comes up with
councillors’ expenses or MPs’ expenses. It is always
misrepresented back but they still want to be
represented.

Q261 Chairman: One of the ways in which to try to
achieve what you have just described is through the
facilities that Dr Whitehead mentioned earlier: free
post, delivery, that sort of thing. It is perhaps
diYcult from the party point of view because if you
have got a good delivery system in your particular
area you may think, “That is an advantage. We will
hang on to that. We do not want the others having
free delivery because we are better at it at the
moment”, but in general do you think that more
moves in the direction of free delivery for local
elections, for example, as was done in the London
mayoral election when they all got a copy of the
manifestos of each of the candidates, would be a
route you could go down without bringing in some
of the disadvantages you have described?
David Simpson: You could go down that route of
wider free post. It depends how long it takes
somebody to get to the front door, .pick up the thing
and get it into the wastepaper basket, sadly. It is how
much attention span it is going to get. I think that the
free post system is there to be helpful and I think it
is useful for all of the political parties, especially in
places that sometimes you cannot reach, particularly
in the modern urban communities with blocks of
flats. It is much more diYcult to canvass people and
deliver stuV these days than it used to be simply
because you have got entry phones, you have got to
get into blocks of flats and so on. It is much more
diYcult in the urban communities than it was a few
years ago, so the free post is in that sense a great
addition because it means that something is getting
through that letterbox by the postal system.
Colleen Fletcher: I agree: the free post is one thing
that goes to everybody. As you say, we have all got
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those entry systems that we cannot get into and stuV
like that, but as well as that there are other ways to
communicate these days. At one time you only ever
posted something. Nowadays there are other ways
to communicate. You have got email, you have got
all sorts of things that could be considered.

Chairman: Thank you very much. You have brought
a breath of fresh air into our proceedings from the
world we all started in with grass roots campaigning,
and I was quite anxious that that should be so. You
have all come a distance, indeed two of you have
come a long distance, to help us today. We are very
grateful indeed for your help.
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Members present:

Mr Alan Beith, in the Chair

James Brokenshire Mr Andrew Tyrie
David Howarth Keith Vaz
Mr Piara S Khabra Dr Alan Whitehead
Julie Morgan Jeremy Wright

Witness: Rt Hon Jack Straw, a Member of the House and Leader of the House, gave evidence.

Q262 Chairman: Mr Straw, it is very diYcult to
avoid calling you Foreign Secretary. We welcome
you in your new role. This is the first time you have
appeared before the Committee and we extend a
genuine welcome to you. You have taken on two
matters for which our earlier witness had former
responsibility. We were teasing him about that
earlier. Let us start with party funding. We all have
an interest in this matter and have formally declared
it because we are all beneficiaries of party funding in
some way or other. You have said that this is a once-
in-a-generation opportunity to reform party
funding. What is wrong with it and why is it a once-
in-a-generation opportunity?
Mr Straw: I sought to set out in a lecture that I gave
to the Fabian Society six days ago what I believe is
wrong with it, which is that the number of members
of political parties has declined—it has halved
approximately over the past 25 years—while the
amount of spending by political parties has trebled
in real terms. I gave the detailed figures in my lecture.
I do not believe that that is healthy for our
democracy where parties have responded to a
decline in membership and activist base by spending
more money in a sense to achieve the same end. The
other matter is that, notwithstanding the spending of
significantly larger sums of money, turnouts have
been going down. Any one election turnout may be
higher or lower than the previous one for particular
reasons. Self-evidently, if it is a tighter contest
turnouts are likely to be higher than if it appears to
be a foregone conclusion, but there is still a seminal
decline from the 84 to 85% peak in 1950 to 60 or 61%
at the previous election. There have been similar
declines at a local level from above 50% in borough
elections after the war to around 34 or 35% now.
That is the problem. I introduced a series of changes
in the law, as you will recall, with the publication of
a White Paper and draft Bill in 1998, and finally the
enactment of the Political Parties, Elections and
Referendums Act 2000. That was designed pretty
faithfully to implement the Neill Committee report.
That made significant changes. I think it was the
most significant improvement in the regime of party
funding that we had seen certainly since the war, but
it has left some quite big gaps. I think the biggest one
is that the controls on spending are inadequate.
Controls were put on spending at national level
which was analysed as being the principal mischief in
terms of the arms race. There is quite an elaborate
formula in the Act to work out what an election
period is, but that does not cover the whole of a

party’s national campaign and election expenditure.
Meanwhile, for good reasons we all agreed to make
clearer when the clock started to tick at local level.
You will recall that before it started to tick as soon
as someone declared himself to be a parliamentary
candidate. That was a rather uncertain date. It now
starts to tick more or less when the election is
declared, which is a very short space of time in
circumstances in modern elections where people are
campaigning most of the time. That is what I see as
the challenge before us. The opportunity is there to
try to get it right. I think we got it half-right in 2000
but we have to complete the other half.

Q263 Chairman: We are almost into continuous
elections, are we not? We have general, local,
European, regional, devolved assembly, mayoral
elections and maybe even House of Lords elections.
Mr Straw: Many areas, not all, have been used to
elections by thirds. That is true for the old county
borough areas and for my area. You got pretty
continuous campaigning, but these days with the
other bodies, the answer is yes. The notion that there
are fallow periods for political parties when they are
not using their money for electioneering is, I think,
incorrect. The truth is that almost all parties’ active
spending is for election purposes. Obviously, they
have to have an infrastructure, but that is also for
election purposes.

Q264 Chairman: But there are kinds of expenditure
which the state contributes to which are seen as not
to do with elections, particularly activities in
Parliament and policy development. Those roles do
have state support, so is this a realistic distinction
any more, or ought we to recognise that all these
matters flow into each other—parliamentary work,
campaigning, policy development and so on?
Mr Straw: I think both are true. You can make
distinctions about these diVerent activities. Plainly,
there is a distinction between what a Member of
Parliament does or should be doing out of his or her
secretarial allowance, but when MPs do things they
will have an eye on whether or not they will gain
support for it. That is how democracy operates.
Short money is there better to support opposition
parties against the strength of government. As you
know, we have provided for dramatic increases in
Short money both for your party, Chairman, and the
Conservative Party. I think that is entirely justified,
but it is hard to say that at least indirectly that is not
for any purpose other than party purposes. The
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same with policy development funds. In the public
mind there is probably a distinction between money
spent in this way on political education, policy
development and running opposition parties in
Parliament and moneys that are spent, say, on
negative advertising where I think there would be
less of an appetite on the part of the public to have
its taxpayer money spent on it.

Q265 Mr Tyrie: I should like to clarify the Labour
Party’s position with respect to any change that
there may be to party funding rules and the unions.
As I am sure you appreciate a lot of people,
including in particular the Conservative and
Liberal Parties, believe that that is essential.
Mr Straw: Essential?

Q266 Mr Tyrie: It is central and essential that this
issue should be addressed. Can you give your view
about what changes would need to be made if a cap
were imposed generally on individual donations,
say, £50,000? What kind of reciprocal arrangement
would need to be put in place to cater for unions?
Mr Straw: It begs the prior question as to what case
there is for departing from the status quo.

Q267 Mr Tyrie: But this is a once-in-a-lifetime
opportunity?
Mr Straw: I was talking about the overall issue of
party funding. My principal concern as I spelt out
in my Fabian Society lecture was to see the total
amount of money spent by political parties
reduced, because it is essential that we end the arms
race. Parenthetically, from our party’s point of
view it is not a coincidence that it was not until
controls on spending began in the 1880s that we
were able to begin to see a relatively level playing
field from which we could then secure the election
of then Members of the Labour Representation
Committee. You will be very familiar with the
history. Before that, eVectively candidates and
electorates were bought and sold and the total
amount spent in elections up until the Corrupt
Practices Act was higher in real terms than it is even
today. To reply directly to your question, Neill
looked at this in detail. I am sure you are familiar
with his chapter 6 headed “Donations: other
issues.”

Q268 Mr Tyrie: I am after your view rather than
Lord Neill’s. I know his view; it has been out for
many years.
Mr Straw: Just allow me to conclude with Neill. He
recites all the many changes in the regime for trade
union funding, which were introduced by your
party when in government, between 1979 and 1997,
and also sets out that trade unions over their
history have been active politically. He then goes
on to say in paragraph 6.23: “We have received no
evidence to suggest that the legislation is not
working satisfactorily and no case has been made
out for any reform. We do not propose any change
in the law in this respect.” As I recall—I am open
to correction—from the debates in 1998 to 2000 I
do not believe that your party made any proposals

for change. We are waiting to see what Sir Hayden
Phillips says on the issue. But it is incumbent on
those who believe that something has changed since
1998 and this report to bring forward the evidence.
Mr Tyrie, you have not done so. I understand that
the Electoral Commission has received no evidence
whatsoever of any suggestion that the legislation is
not working satisfactorily.

Q269 Mr Tyrie: This is not the issue.
Mr Straw: With great respect, it is the issue.
Mr Tyrie: The issue is that the Labour Party was
being funded roughly 50-50 by individual
donations and donations and loans from the trade
unions and now the lion’s share of the individual
donations may well dry up. This point was made
very clearly by Lord Levy when he came to see us.
Chairman: I ask my colleague not to disclose the
evidence given in that session.

Q270 Mr Tyrie: That is quite true. He may have
made a few remarks but I cannot quite remember
what they are. We now know that clearly the trade
unions will become very influential in funding
Labour in the run-up to the next election—far
more than they were in the previous one?
Mr Straw: I am sure that if that is the case it will
be perfectly public and the Conservative Party will
seek to advertise many reasons why Conservative
voters should not vote for us. That is democracy.
Obviously, I have read your contribution to this
issue with great care. First, since the starting point
for all parties was Lord Neill’s very rigorous
assessment of the legislation and how it was
working, if there is a case for change there must be
evidence for it, and it is incumbent upon those
seeking the change to bring forward the evidence.
So far there has been none. Second, there is a
distinction between the fees paid to the Labour
Party by trade unions by way of aYliation and
donations which they make and donations made by
other people. You are familiar with the way
political funds operate. There must be ballots for
those political funds every 10 years. When people
join a trade union they are given information that
the levy will be used for political purposes and they
can opt out. According to Neill, 18% do opt out.
On the overall issue of caps on donations, I have
said that I am sceptical about them. I do not rule
them out, but I believe that the far more important
issue is caps on spending. If one wants to control
the arms race one deals with it, which means
controlling spending at all times rather than simply
controlling donations. There may be other
arguments for limiting donations, but if one goes
down the route of the United States where because
of a Supreme Court judgment spending cannot be
controlled and instead donations are controlled, in
the end donations are not controlled; one simply
pays a lot of lawyers a lot of money to evade the
rules.

Q271 Dr Whitehead: I take you back to your
Fabian Society lecture which was very interesting
and wide-ranging. The point you made in that
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lecture about limits on spending was very specific.
You said “by all parties at all times”. I understand
that to be a considerable advance on the Electoral
Commission’s idea of a general election cap on
spending, but I also take it to mean you suggest
that the funds of all parties which raise money
locally and nationally should be aggregated up and
capped overall at all times during the cycle between
elections. Is that what you say?
Mr Straw: Yes. I have thought about it a great
deal. Let me say for the sake of clarity that these
are my provisional conclusions because it is
possible that Sir Hayden Phillips or others may
come through with arguments which suggest that
my conclusion is in error, but the choice we have
to make is whether or not we control spending.
Unless one deals with spending from all sources in
all ways one does not control it. What has
happened recently is that, having set national
controls which extend over a period, there has been
a concentration of spending at local level. It is
understandable; it is lawful, but that will go on.
One also sees diVerent patterns and striking
diVerences in fund-raising and, therefore, spending
between the parties. The Labour Party gets a lot of
money from trade unions both by way of aYliation
fees and donations; the Conservative Party gets a
lot of money raised by way of local associations
and other aYliated organisations. I think that the
Liberals are somewhere in the middle. But we need
to make a choice about whether we go on with a
diminishing activist base and more and more
spending, which is there to try to buy our way out
of the democratic diYculty that we have got at the
moment. I do not think that it will work for any
of us.

Q272 Dr Whitehead: There is a general acceptance
about capping national spending, but your position
goes beyond that in terms of capping the quantum
of spending at all levels.
Mr Straw: The distinction between what is national
and what is local is arbitrary and varies between
one party and another. With the experience of the
1980s and early 1990s, what was seen as the
mischief by all parties and by Neill was national
spending, particularly on advertising. We now have
a situation, which I tried to bring out in my Fabian
Society lecture, where national advertising is less
eVective and salient. The point has been made by
the chief executive of Channel 4, Lord Saatchi and
many others that with the atomisation of media
you do not get the same impact as you used to even
by, say, 48-sheet posters. The wheel is turning a
little back to where it started with much greater
emphasis on local and personalised campaigning.
That will shift spending back to a local level. It
seems to me that you have to put all of this into
one pot.

Q273 Dr Whitehead: What has been suggested is
that a national cap would lead to individual
candidates’ spending limits rising, which would
make politics more local again?

Mr Straw: Allow me also to say that an awful lot
of national spending by parties is now directed very
locally. The days when it was prohibitively
expensive to make a trunk telephone call have
gone. We now have automated, customised phone
calls. All parties employ celebrities. They will
phone up and say to Mrs Whitehead or whoever
that so and so from Coronation Street is calling—
I do not know what the equivalents are for the
Conservatives and Liberals—and ask, “Will you
vote for us?” These are very local but they are
organised nationally. The distinction there is also
becoming rather illusory.

Q274 Dr Whitehead: Presumably, you would
include in that definition where national money is,
as it were, parcelled out for what look like local
purposes?
Mr Straw: All parties have call centres which they
use to sell a very distinctive local message. Is it
national or local spending?

Q275 Dr Whitehead: The second sentence in your
Fabian Society lecture reads: “If and when we do
that, as a result of the current view parties will be
forced, if they want to survive and flourish, to
recruit, retain and involve more members and
supporters.” How does an overall cap produce that
result? I can imagine that parties may well say that
since they have an overall target to reach and do
not know how they will do it with jumble sales,
bring-and-buy sales and so on, maybe they will just
do it through a number of individual donors which
will get to the cap and they will tell the local parties
not to go with those other activities.
Mr Straw: You may be asking whether my prayer
and expectation in that second sentence is justified.
It probably is, but how these rather extraordinary
voluntary organisations called political parties, of
which we are all members, actually operate is a
matter of judgment. It is about how you motivate
people. Of course, there are ones which have many
foot soldiers and raise a lot of money, but I am
talking about changing the culture that the parties
have got into. As I said in the lecture, at any one
time for certain the market share of one party as
opposed to another will be changing. One party will
be up and another will be down in terms of
membership and ability to raise funds. But we must
all recognise that the overall market or public space
for politics is shrinking, and in my judgment that
cannot be a good thing.
Mr Khabra: Recently there has been a lot of public
discussion about party funding and donations by
rich people. Previously, it appeared to me and
many other people that it was the rich people who
liked to give money to the Conservative Party and
corrupt the political system, but lately all the other
parties have been tarnished because of the latest
case involving such donations.
Chairman: Perhaps I may make clear that we are
not referring to any individual current cases that
may be under discussion.
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Q276 Mr Khabra: Why do you think that the large
donations from rich people have become such an
important part of party fund-raising? In your
opinion, should an individual be free to make
donations to political parties of whatever sum he
wishes as long as it is disclosed and declared?
Mr Straw: Why has it become attractive? It has
become attractive for the very obvious reason that
if there is somebody who has half a million or a
million pounds to give to a political party it is
simpler and easier to raise that sum from one
person than if you have to run 1,000 jumble sales.
That is the attraction. I am not here referring to
any current case, but those who give and make
money available to political parties do so in my
experience out of a sense of civic duty and not other
reasons. Our democracy could not operate without
people who are willing to give large and small sums
to our political parties. I certainly do not think,
therefore, that those people should be criticised for
it. Indeed, we should find some means of moral
recognition of the importance of that activity. As
to whether there should be a cap on the overall level
of donations, I sought to answer that question
when responding to Mr Tyrie. Significantly, Neill
said that we should analyse the evidence and look
to overseas examples. He then came out with the
following delicious phrase in paragraph 6.8: “We
have looked at the practice overseas to see how far
and how well limits on donations operate there.
The position is described in Appendix 1. Most
countries which we have surveyed do not have such
limits. Of those few which do, the United States of
America strikes us as an example of a well-
developed system which nonetheless suVers from
frequent incidence of evasion.” Then it says: “No
limit should be introduced on the amount which an
individual company or institution may contribute
to a political party.” I should say, for the sake of
completeness, my understanding is that a few more
countries have since introduced limits on
donations. I am happy to make the evidence I have
available to the Committee. I also accept that the
public mood may have changed on this matter, but
I believe that the arguments in favour of the Neill
position are strong; namely, if there are no limits
on donations there can be no incentive whatsoever
to avoidance. Obviously, there is no excuse for
evasion in any case, but there is then no incentive
for avoidance. What the American experience has
produced has been a high level of avoidance.
Russia also has a limit on donations. I may have
to rest my case on that.
Chairman: I do not think we should have a visit to
see how their system is working. Given the pressure
of time and the possibility of divisions later, I ask
Dr Whitehead to move to the subject covered in
Q12.

Q277 Mr Tyrie: Before we go to that, perhaps I
may ask Mr Straw to make available the evidence
on the experience of other countries to which he
referred.
Mr Straw: You may have it already. It may be a
circular point, but of course you shall have it.

Q278 Dr Whitehead: This section of the brief
concerns, in the context of the Fabian Society
lecture, the dog that did not bark. You suggest that
politics have to move from a spectator experience
to a contact sport. How might that be done in the
context of the state funding of political parties? If
we have such funding how might that operate in
practice? Is it to do with that contact sport, ie the
activities of parties, or with a certain number of
seats in general elections, or a percentage of votes,
or a combination of activity and representational
votes?
Mr Straw: Dr Whitehead, you have been good
enough to read all of my lecture. You will I think
acknowledge that its purpose was to talk about the
future of party-politics, or, as I called it, politics in
a spectator society. The section on party funding
was an important one but not the whole theme of
the lecture. I was making a wider point about the
need for us first to recognise the dangers of a
spectator society where our activity is seen as
distant from those who are citizens, not consumers,
of it and ought to be key participants in it. But
there is a sense of detachment and alienation from
it, which I believe is often, paradoxically,
exacerbated by the fact that people gain most of
their direct knowledge of political activity from the
television. That puts a barrier between people
rather than brings them closer together. I was
making what I regarded as both the prosaic and
very important point that we have to get back to
engaging with voters directly by meetings and
personal contact. Many of us do it already, but the
rather antiseptic and stylised party rallies and all
that do not, I believe, necessarily give a proper
flavour of politics. My own style is slightly diVerent
and includes open-air meetings, where anybody by
definition can and does turn up, and ditto residence
meetings. I think that the important issue for all of
us is that we engage in argument with citizens and
voters on the same level and give them confidence
that they will not be put down by what is seen as
the political elite. In terms of spending, one of the
most important areas is not counted as party
funding at all: spending on citizenship education.
The House of Commons and the Department for
Education and Skills are doing more on this. When
I talk to young people I am more and more struck
that they are interested in political issues and have
political opinions, but often they lack confidence
about how they will exercise or follow through that
interest. I believe that there is a duty on all of us
to deal with that.

Q279 Dr Whitehead: Would they be taken further
away from rather than closer to the arena by the
introduction of state funding which perhaps is
based on the previous position of parties? If the
public is engaging in contact sport will it not want
to form new political parties?
Mr Straw: The level of state funding, not support,
up to now is justified. There may be Short money,
and money for policy development work and so on.
It will include things like free envelopes and a good
deal of the assumed cost of party electoral and
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party-political broadcasts which can add up to a lot
of money. I believe that that is justified and there
is party consensus for it. It may be there is a case
of expanding that a little or to quite a degree.
Personally, I do not believe there is any case for the
state to take over the funding of political parties.
In a democracy it must be people’s democratic right
to get together and put money into the formation
of a party. The Conservative Party has more or less
been there for ever, but even that party was formed
out of the tories who formed a parliamentary
association; ditto the Liberals and the whigs. In our
case we began as a new political party. There was
not a party and then we became one. If we think
of this House post-war, there are now parties
represented in it which 50 years ago no one had
ever heard of. One certainly cannot freeze the
structure of political parties in time; one cannot
ban people from spending money on politics.

Q280 Chairman: That is an addition, is it?
Mr Straw: Neither should you necessarily
discourage it. Getting the balance is diYcult; it is
the exam question that we have given to Sir
Hayden Phillips. It is easier to say what you do not
want than what you do want. I would like to see
perhaps more party funding but not beyond a
certain point.

Q281 Dr Whitehead: It is added value for people’s
eVorts rather than replacement?
Mr Straw: How one incentivise parties to raise
funds themselves and then match them is very
important. My personal instinct is that we may
want to increase policy development and there may
be other appropriate grants to be made. I believe
that the Short money is pretty generous as it is at
the moment. One may want to change the support
that is given at a local level by way of free envelopes
and so on, but beyond that I think the most
attractive case for additional support for political
parties is that of matched funding by one device
or another.

Q282 Keith Vaz: Do you believe that tax relief on
small donations, perhaps up to £200, to political
parties would make a significant diVerence to party
finances?
Mr Straw: I cannot give you the figures, but plainly
with matched funding some form of tax relief
would make a diVerence. There are the Power
proposals whereby you put a tick in the box and
the party of your choice then gets some funding.

Q283 Keith Vaz: What do you think about the
proposals to tick a box?
Mr Straw: I think that a proposal where the general
taxpayer is matching or providing an incentive to
people to take part in the political process is better
than straight grant. I just said to Dr Whitehead
that there are some countries that I know of, but
will not name, where there are very high levels of
state funding of parties. I do not believe that it is
good for their democracies. You may resolve one
set of problems but you gain all sorts of others and

eVectively you get state bureaucracies running
political parties and all sorts of other problems,
including detachment. For the moment, I do not
have to decide the merits of tax relief versus the
Power proposals, and I shall not do so. Each has
advantages and disadvantages. The Power
proposals are quite attractive and simple. They
would provide a further incentive to parties to get
the vote out. People say that it would be diYcult
to administer. For the life of me I cannot see how
because all you do is have another box and you
count it at the same time. On the other hand,
parties of the extreme right and left would make
use of this, just as would the parties represented
round this table. Tax relief has obvious advantages.
One needs to think about making some
arrangements where donations come from those
who are not within the tax system.

Q284 Keith Vaz: In view of your earlier answer
about not being in favour of a cap on donations,
obviously you disagree with the Power
Commission’s suggestion of a cap of £10,000 on
individual donations.
Mr Straw: I chose my words carefully. I said that
I was sceptical about a cap on donations because
I was not sure that the disadvantages were
outweighed by the advantages. I do not rule it out
altogether. It would be insulting to Sir Hayden
Phillips in advance of his case and argument to do
so. Nor do I suggest that what Neill said eight years
ago is the last word on this. Mr Tyrie is nodding
in agreement.

Q285 Mr Tyrie: Things have changed a little.
Mr Straw: But what has not changed, as far as I
can judge, is the position as far as the trade unions
are concerned. There is literally zero evidence on it.
Keith Vaz: Mr Tyrie wants a cap.

Q286 Chairman: This is not the end of the story. I
am conscious that we may have a couple of
divisions fairly shortly, so I want to give you an
opportunity to tell us what in the view of the
Government are the constitutional functions of the
second chamber?
Mr Straw: I was thinking about that. I was very
struck by the view of the fifth report of the Public
Administration Committee. I am sorry to quote the
competition. In that report it said that as far as the
Committee was concerned it was about
strengthening Parliament as a whole in relation to
the executive that is uniquely powerful in the
British system. I believe that it is about
strengthening Parliament as a whole. I do not
happen to believe that strengthening the role of
Parliament involves a zero sum versus government.
I am quite clear that good governance is enhanced
by a strong Parliament, not to the point where
Parliament is taking over the role of the executive,
but there is plenty of work for a second chamber
to do. I am also clear that its function is principally
one of revising, reviewing and questioning. It is not
there to deliver or sustain government.



3545201003 Page Type [O] 14-12-06 20:57:01 Pag Table: COENU1 PPSysB Unit: PAG1

Ev 43

4 July 2006 Rt Hon Jack Straw MP

Q287 Chairman: How can it have a function as a
revising chamber if it does not have the capacity to
challenge and all its revisions, except those that the
Government likes, can be ignored?
Mr Straw: I am a minister who can give testament
to the power of the chamber now. It was one of my
Bills, the European Parliamentary Elections Bill, in
respect of which the Parliament Act had to be used
for the first time for decades. Another of my Bills,
the Criminal Justice (Mode of Trial) Bill, hit the
ground altogether; it was kaput. There are plenty
of examples I can give—with which Members will
be very familiar since during many of the debates
they were on the other side—where revisions to
some of my excellent Home OYce Bills were made
by their Lordships. The Bills came back. What
happens? The power of the Lords at the moment
should not be ignored. If you are a busy minister
and have three or four Bills on the go—it was ever
thus with Home Secretaries—at this time of year
you are irritating the business managers like crazy.
They are not terribly interested in the merits of
clause 102, but they are interested in whether the
Government will be embarrassment if people at
both ends get really stroppy. One is then under very
considerable pressure to concede where one can.
That is exactly what has happened. I may say that
most of the time I accepted Lords’ amendments. I
believed on mature reflection that they improved
the Bill. That is another reason for enhanced
scrutiny.

Q288 James Brokenshire: I should like to move on
to the Joint Committee which has been established
to examine the conventions relating to the work of
the House of Lords. Obviously, this was established
in advance of the decisions to which we shall move
in terms of the composition of the House. Would
it have been better to do the two together, and why
was it believed that it was appropriate to do this
part in advance?
Mr Straw: As you indicated, the detailed decisions
were made before I became Leader, but I happen
to agree with them. There is a need for greater
clarity on the conventions. The Committee is, as
you know, looking at whether it is practicable to
codify the conventions, which also requires that
they be better identified. As to composition, I
believe that it is now the responsibility of
government to bring forward some proposals. We
had the Wakeham Royal Commission, the first
Cunningham Committee and two White Papers. To
put the issue of composition into commission again
would not have been appropriate. What would
have emerged from it would be a wide range of
views. My job is to see whether it is possible to find
a consensus.

Q289 James Brokenshire: Can one take it that,
given the Joint Committee is not using its remit to
modify or codify the working practices of the
House of Lords, as I understand it, there will not
be a further debate about the function of the Lords
and it is purely the composition that then follows?
You will appreciate that there is an inextricable

linkage as to whether we end up with a de facto
unicameral system because the second chamber
does not have suYcient powers to hold the
Commons to account?
Mr Straw: The purpose of the working party is to
codify, not modify, notwithstanding the fact that
during the course of a very good but unexpected
debate on 10 May David Howarth, the Member for
Cambridge, who turned out to be an eminent jurist,
gave us a short lecture on the French approach to
codifying. He said that French jurists used the
adage that to codify was to modify. We are English
lawyers and we take a slightly diVerent view.
Chairman: And he is in another committee.

Q290 James Brokenshire: To ensure we are clear,
we are following English rather than French law
practice?
Mr Straw: Yes. I have also said—I cannot recall
whether I said it to the Joint Committee but I
certainly said it in other places—that it is no part
of the Government’s intention to reduce the power
of the House of Lords. Indeed, we are only
interested in the power of the House of Lords
insofar as it aVects relatively the power of the
House of Commons. Over the past 40 years in my
judgment the House of Lords has become more
active in scrutinising the work of government, and
long may it continue. As long as that does not
conflict with the key issues of primacy I do not have
a problem; I think it is a good thing.

Q291 James Brokenshire: Do I take it that,
therefore, you are not committed to a suggestion
which has been made about the timetabling of Bills
in the House of Lords, because that obviously
seems to be a modification rather than codification
and cuts across that?
Mr Straw: That was a manifesto commitment and
was free standing from the establishment of the
Joint Committee. What I said to the Joint
Committee was words to the eVect that we were not
coming forward with proposals to legislate in
respect of the 60-day provision pending any
recommendations or conclusions of the Joint
Committee, and that remains the situation. I
understand the objections to the 60-day limit and
hope that colleagues here will acknowledge,
whether or not they agree with that limit, that we
were trying to deal with a genuine mischief, namely
what we saw as an abuse of delay to the point
where it equalled veto. I do not think that that is
part of the function of the Lords.

Q292 James Brokenshire: Do you accept there is
some criticism as to the drafting of legislation and
that the House of Lords continues to fulfil a very
eVective role in improving language and drafting,
which takes time? That may suVer if one has
timetabling. In the context of the existing
conventions, they are framed now as practices
rather than on a timetabling basis. Therefore, there
can be an inconsistency.
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Mr Straw: We said in the manifesto in eVect that
we would legislate to provide that most Bills—I
believe that that was the qualification—would be
subject to a 60-day limit. That admitted there
would have to be some exceptions.

Q293 James Brokenshire: How would that be
determined?
Mr Straw: That is an interesting question. The
answer is that we are happy to look at alternatives
to legislation. Of course legislation can be
improved. Everybody involved in the legislative
process, from oYcials to parliamentary counsel to
ministers, accepts that the way legislation is drafted
means that when it is presented to Parliament it is
almost never in perfect form. The whole purpose of
scrutiny by Parliament is, first, to see whether there
is agreement in principle to the legislation and,
second, to ensure that what is intended in the
legislation is carried through in the language. There
are plenty of occasions when I have been concerned
with Bills in the Home OYce, including a number
of measures dealing with constitutional matters,
and people have challenged me on what a
particular clause means. I would look at the clause
and my brief and say to myself that that is a very
good question and go away and look at it. That is
Parliament at work.

Q294 James Brokenshire: In terms of the wider
issue, what is the Government’s current policy on
the composition of the House of Lords? Does the
Government believe that all or part of the Lords
should be elected?
Mr Straw: We do not have a current policy. We
have said—we shall stick to it—that there will be
a free vote which will apply to all members of the
Government.

Q295 Chairman: Have you worked out a system
for that?
Mr Straw: No, but I am very anxious that there
should be proper consultation on it—it may have
to be informal consultation—because it would
leave a very sour taste if we ended up with the kind
of situation that we had before. The arithmetic is
quite complicated, but it is very important that we
spend a bit of time thinking about it.

Q296 Chairman: So, d’Hondt comes into it?
Mr Straw: For aficionados of the European
Parliamentary Elections Bill, we could have endless
conversations about d’Hondt, Sainte-Laguë and all
sorts, but I do not think it does. We have to work
out what is the best interactional hierarchy for
making those decisions in principle so we do not
end up in a position where, as last time, most
people wanted reform but every proposal for it was
voted down. Therefore, we do not have a policy. I
have been tasked with the job of seeing whether
there is a consensus and, if so, where it is. I note
from the report of the Public Administration
Committee that it was rather derisory about the
idea of consensus and instead spoke about the
requirement to find where the centre of gravity was.

For the life of me, I do not quite see the diVerence.
What I intend to do is to bring forward proposals,
obviously with the agreement of cabinet colleagues,
which set out what I believe to be the best way
forward both in terms of composition and phasing.
It is then for the House to decide whether or not
that is the best way forward or that an alternative
is put forward.

Q297 James Brokenshire: You do not favour one
option over another?
Mr Straw: Personally, I will come down in favour
of one option over another. I believe that part of
my job is to work out where that best arises, and
so I will do so.

Q298 James Brokenshire: Are you able to reveal
that now at the exploratory stage, because clearly
it may influence the way the debate goes?
Mr Straw: It may well be that the Government as
well will give an indication of where it believes the
centre of gravity and consensus is, but that will not
prevent members of the Government from
exercising a free vote. But I believe that the
discipline of all of us trying to work through what
proposal is most likely to command the greatest
support is a good one. There is nothing original in
what I am about to say. I think that the most likely
consensus is to be found in a mixed chamber, part
appointed and part elected, and the most feasible
way to introduce it is over quite a period, so there
is phasing.

Q299 Keith Vaz: How did you do it last time?
Mr Straw: I voted for an all-appointed chamber.

Q300 Keith Vaz: So, you have changed your mind
since then?
Mr Straw: Yes. I was and remain against an all-
elected chamber. I have no visceral feeling about
a mixed chamber, but you will remember how the
voting went.

Q301 Chairman: I remember how the Prime
Minister proceeded at the time.
Mr Straw: I had just got oV a plane.

Q302 Chairman: You followed the Prime Minister.
To see him go into the lobby was such a rare sight
that you decided to join him?
Mr Straw: Chairman, though my respect and
admiration for the Prime Minister knows no
bounds, give me the credit of suggesting that I
made up my own mind in voting on the issue.

Q303 James Brokenshire: You referred to
consultation. What is the current timetable that
you are working towards in terms of consultation
and then action?
Mr Straw: I am working towards the turn of the
year which would fit in with the timescale for the
Joint Committee. The original resolution passed on
10 May to report by the Summer Recess, i.e. three
weeks’ time, was unrealistic given the point at
which it was appointed. A resolution has already
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been through the Lords, which I believe is due to
be voted on by the House of Commons tomorrow,
to agree an extension to the end of this session,
which is late October or early November, for the
Joint Committee. My aim is to produce a White
Paper at the turn of the year on composition which
will obviously take account of the Committee’s
report. As to consultation, the Lord Chancellor
had a working party or informal group of
representatives of the other two main political
parties, cross-benchers and bishops, and I am
continuing that. We have a programme of meetings
and work to see whether we can find a consensus.
My opinion is that after all these years of going
round and round the track and examining it we
have to make a decision. Either we go for a reform
which will not be perfect or what everybody wants

but it will be a change that perhaps can stand for
30 or 40 years or both parliamentary and public
patience will be exhausted and people will want to
move on, so I need to give it my best shot.

Q304 Chairman: I should have declared an interest
in this part of the discussion because my wife is a
Member of the House of Lords. I am sorry that I
failed to do so.
Mr Straw: We probably all aspire to go there, so
that is a bigger interest.
Chairman: I thank our witness and colleagues in
enabling the Committee to get through this session.
The vote has not yet occurred but I believe it will
be fairly soon. We are very glad to see you and
expect to discuss this matter with you again at a
later date.
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Written evidence

Evidence submitted by the Department for Constitutional AVairs

1. The Government welcomes this opportunity to submit a memorandum to the Committee on the issue
of the funding of political parties. This memorandum sets out the current position on the regulation of the
funding of political parties and addresses the issues in the inquiry’s terms of reference.

Regulation of the funding of political parties

2. The current system for regulating the funding of political parties in the United Kingdom was
introduced by this Government following the recommendations in 1998 of the Committee on Standards in
Public Life chaired by Lord Neill of Bladen. The Prime Minister extended the terms of reference of that
Committee “to review the issues in relation to the funding of political parties, and to make recommendations
as to any changes in present arrangements”. Specific issues identified by the Prime Minister for consideration
were whether donations should be declared; whether there should be a cap on the size of donations and
whether there should be more state funding for political parties.

3. The recommendations of the Neill Committee were that donations to political parties over £5,000
should be publicly disclosed; that overseas donations should be banned but that there should not be a cap
on the size of a permissible donation. No new system of state funding for parties should be introduced for
the foreseeable future although the amount of Short and Cranborne money received by the Opposition
parties in the House of Commons and House of Lords should be reviewed, and consideration be given to
a small fund to enable the political parties to engage more fully in policy development. The Committee also
recommended the introduction of tax relief for donations of up to £500 per annum.

4. The Government welcomed all these recommendations with the exception of tax relief for small
donations. The majority were implemented through the Political Parties Elections and Referendums Act
2000 (PPERA) and came into force from February 2001. Thus the Government has put in place a
transparent regime under which donations of £5,000 or more to a party or organisation, and £1,000 or more
to an individual or constituency organisation, have to be registered with an independent body, that is the
Electoral Commission. Where the donation comes from a company shareholder agreement has to be
obtained, and donations from overseas sources are not permitted.

The existing regime for the disclosure of donations to political parties

5. PPERA imposes a number of controls relating to the disclosure of information about donations
received by political parties, holders of elective oYce, members of registered political parties and members’
associations. In broad terms these donations must be reported to the Electoral Commission.

6. PPERA requires donations over a certain amount to be reported in one of four reporting periods in
each calendar year (January to March; April to June; July to September and October to December (section
62)). A threshold of £5,000 must be crossed before the requirement to report donations is triggered, and
thereafter each donation of £1,000 must be reported. However in a general election period the quarterly
reporting requirement is replaced with a weekly reporting requirement. A “general election period” runs
from the dissolution of Parliament to the date of the poll.

7. The donation reports are made to the Electoral Commission (section 65). Schedule 6 to PPERA
prescribes a number of detailed requirements as to the contents of the donation report which, in broad terms,
include details as to the identity of the donor, the value of the donation and the date of the donation. The
Electoral Commission is required to maintain a register of donations (section 69) which is required to be
made available for public inspection. They are placed on the Commission’s website.

8. PPERA also places restrictions on who can make donations (section 54). Broadly “permissible
donors” are:

— an individual registered in an electoral register;

— a company (i) registered under the Companies Act 1985 or the Companies Northern Ireland)
Order 1986, and (ii) incorporated within the United Kingdom or another Member state, which
carries on business in the UK;

— a registered party;

— a trade union;

— a building society;

— a limited liability partnership;

— a friendly society;
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— any other unincorporated association of two or more persons carrying on business or other
activities wholly or mainly in the UK and whose main oYce is here.

It is unlawful for a party to retain donations from an impermissible or unidentifiable donors.

9. A loan is only treated as a donation if there is a gratuitous element to it. Donation is defined by section
50(2)(e) of PPERA to include “any money lent to the party otherwise than on commercial terms”. This is
to be assessed by having regard to “the total value in monetary terms of the consideration provided by or
on behalf of the party in respect of the loan” (section 54(4)). Accordingly the detailed regime currently
applicable to donations does not apply generally to loans.

10. PPERA does place general accounting requirements on parties which capture some information
about loans. In overview, PPERA requires political parties to:

— maintain accounting records, which will record loans;

— prepare an annual statement of accounts, which will be forwarded to the Electoral Commission;
and

— have their accounts audited, if their income exceeds £250,000.

— However, only the statement of accounts is made available for public inspection and political
parties are not required to identify the makers of loans in their statements of accounts.

11. Loans at a commercial rate do not have to be recorded as donations to a party, although they would
have to be taken account of in a party’s statement of account which is submitted to the Electoral
Commission annually and published. Details of individual loans do not appear in the statement of account.

State assistance to political parties

12. Political parties in the UK receive varying degrees of direct and indirect state support for their
activities, but there is no general system of state funding for the parties. Following the recommendations of
the Committee on Standards in Public Life’s report on the Funding of Political Parties (see paragraph 3
above) the Government extended the current state aid to political parties through the increases in Short and
Cranborne money and the introduction of Policy Development Grant.

13. Short money was introduced in 1975 and is funding to support opposition parties in carrying out their
Parliamentary business. It is made available to all opposition parties in the House of Commons that secured
either two seats or one seat and more than 150,000 votes at the previous General Election. It is not available
to Members who have not sworn the oath. Short money funds are largely spent on research for the front -
bench spokesmen, assistance in the Whips’ oYces and staV for the Leader of the Opposition. A similar
scheme, “Cranborne money” was introduced in 1996 to provide financial assistance to opposition parties
in the House of Lords in relation to parliamentary business. Both funds were increased as a result of Lord
Neill’s recommendations.

14. The table below gives a breakdown of state funding received by the 3 major parties in 2003–04;
2004–05 and 2005–06:

Conservative Party

2003–04 2004–05 2005–06

Short money 3,566,927 3,666,885 4,206,058
Cranborne Money 402,662 413,131 426,351
Policy Development Grants 438,603 439,571 440,394

Total 4,408,192 4,518,587 5,072,803

Total from 2003 to 2006 % £ 13,999,582

Liberal Democrats

2003–04 2004–05 2005–06

Short money 1,210,902 1,244,856 1,536,221
Cranborne Money 201,045 206,272 212,873
Policy Development Grants 438,603 439,571 440,394

Total 1,850,550 1,890,699 2,189,488

Total from 2003 to 2006 % £ 5,930,737
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Labour

2003–04 2004–05 2005–06

Policy Development Grants 438,603 439,571 440,394

Total 438,603 439,571 440,394

Total from 2003 to 2006 % £ 1,318,568

15. Again as a result of Lord Neill’s recommendations, the Government introduced Policy Development
Grant in 2002 for all parties with two or more sitting MPs (not just opposition parties) for use for the
development of policies to include in their manifesto. The Policy Development Grant fund is fixed at £2
million per annum divided amongst the eligible parties. There are currently seven eligible parties and the
money is allocated as follows:

PDG 2006–07 total allocations

The following table sets out the exact allocations of the PDG for 2006–07 to those parties that the
Commission considers are eligible to receive the funding.

Party Total allocation Actual allocation Net gain
2006–07 2005–06

Labour Party £457,997 £440,394 £17,603
Conservative and Unionist Party £457,997 £440,394 £17,603
Liberal Democrats £457,997 £440,394 £17,603
Scottish National Party £162,542 £145,828 £16,714
Plaid Cymru £151,894 £134,393 £17,501
Ulster Unionist Party £0 £132,866 n/a
Social Democratic and Labour Party £155,786 £132,866 £22,920
Democratic Unionist Party £155,786 £132,866 £22,920

Total** £1,999,999 £2,000,000 £132,864

** Discrepancies in totals are due to rounding of figures.

16. Political parties retain present state assistance for their activities outside parliament—for example,
candidates’ entitlement to free postage for one election communication, use of local authority-owned
meeting rooms for free, and entitlement to Party Election Broadcasts if standing candidates in more than
one-sixth of the seats at an election.

Plans for further safeguards

17. The Committee on Standards in Public Life did not make any recommendations in relation to loans,
which were not perceived at the time as a substantial source of funding for parties. Lord Goodhart speaking
in Grand Committee during the passage of the Electoral Administration Bill on 23 March 2006 said however
“In retrospect, we in the Committee on Standards in Public Life were, I fear somewhat naı̈ve in not realising
that loans, even if nominally at a commercial rate of interest, could be used to evade the rules of disclosure
of donations and should be treated as donations. Loans at a full rate of interest can of course also be used
to evade the ban on gifts by individuals not on the electoral register or companies not carrying on business
in the United Kingdon which are not, under the 2000 Act, permissable donors”.

18. The Secretary of State for Constitutional AVairs announced on 20 March that “the Government
intends to amend the Electoral Administration Bill, currently before the House of Lords, to make it
compulsory for political parties to disclose any loans they receive”, in order “to achieve as great a
transparency for loans made to political parties as applies to donations under the regime in the Political
Parties, Elections and Referendums Act 2000 (PPERA)”. It is the Government’s intention to table the
amendments for consideration at the next stage of the Bill.

Framework of proposed new rules for loans to political parties

19. The main thrust of the proposal is to apply to loans to political parties a similar regime of
transparency and permissibility to that set out in PPERA for donations received by political parties,
modified only where necessary to reflect the diVerences in nature between a donation and a loan. The four
main elements will be:
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— All loans to political parties, regardless of the terms on which they have been made will be reported
to the Electoral Commission. Disclosure would be at quarterly intervals and weekly during a
general election period. Loans of over £5,000 and thereafter additional £1,000 from the same
lender would have to be disclosed;

— All loans extant on the day that the provisions come into force would have to be disclosed and any
taken out thereafter;

— Parties would only be permitted to take out loans from the same sources as are permitted for
donations, but existing loans taken out before the provisions commence would not be subject to
this requirement;

— The regime would also cover guarantees in all the same respects as above, where they were for a
value of £5,000 or an unlimited amount.

The detailed requirements

20. Part IV of and Schedule 6 to PPERA set out the detailed requirements for the control of donations
to political parties registered with the Electoral Commission under Part II of PPERA. It does not cover
unregistered parties or minor parties (the latter contest only parish and community council elections). The
intention is that as far as possible these controls should be replicated for loans taken out by registered
political parties. Following this structure the comparative elements for loans are envisaged as being as
follows.

Definition of a loan

21. This will cover:

— all types of loans whether made on commercial terms or not;

— the giving of guarantees;

— other forms of security;

— overdraft facilities regardless of whether they are activated.

22. PPERA already provides for “any money lent to the party otherwise than on commercial terms” to
be treated as a donation. The introduction of a regime specifically for the regulation of all loans to parties,
regardless of whether there is a non-commercial element involved renders it unnecessary for such loans also
to be recorded under the donations regime. This will avoid confusion as to which provisions a loan of that
nature should be registered under.

Permissibility

23. Provisions are proposed to prevent a registered party from taking out a loan unless it was with the
same persons/bodies as listed as permissible donors (see paragraph above). The permissibility element of
the new regime would not apply retrospectively so that existing loans declared when the powers come into
force will not have to meet this condition.

Reporting regime

24. A party will be charged with making a donation report to the Electoral Commission in respect of the
following periods:

— January to March;

— April to June;

— July to September; and

— October to December.

to be received by the Commission within 30 days beginning with the end of the reporting period to which
it relates.

25. During a general election period (ie from dissolution of Parliament to polling day) reports would be
submitted at weekly intervals. The duties relating to these reports will be the responsibility of either the
registered leader or registered nominating oYcer of the party.

26. A relevant loan will have to be recorded in a report where the overall value of the loan is more than
£5,000 or if when it is added to any other relevant loan the aggregate amount of the loans is more than
£5,000.
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Details to be given in the loan report

27. Details of all loans and related transactions outstanding when the provision comes into force and
those taken out thereafter will be required to be disclosed in the report. So, for example, in the case of a loan
the relevant detail might be:

— The identity of the lender with address or company’s name, registered address and number (and
similar detail for other permitted lenders);

— The value of the loan;

— The date the loan was taken out;

— Whether it was taken out by the party or an accounting unit of the party;

— The period of the loan;

— Terms of the loan such as interest rates and those which reflect any requirement for security and
any flexibility;

— Whether there was a clear understanding that the loan would be converted into a donation at a
later stage.

Offences

28. PPERA contains a series of oVences relating to donations and we would put in place similar
provisions for loans. Examples of those which would be appropriate are:

— knowingly entering into or furthering any arrangement which facilitates the concealment or
disguise of the making of a loan by an impermissible lender and the giving of false information
to the registered treasurer or withholding information with intent to deceive from the registered
treasurer;

— failure to make the loan report within the required period and failing to record all the required
information in the report;

— making a false declaration to the Commission that the details recorded in the report are correct.

Role of the Electoral Commission

29. The Commission’s role will be as for donations. They will be required to take receipt of the required
reports and maintain a register of the loans which should be available to the public. If they follow their
practice for donations this is likely to mean publication on the Commission’s website.

Alternative funding methods

30. Thriving political parties have generally been recognised as a crucial factor in a healthy democracy
and, despite the rise in other outlets for political activity, the main way in which public opinion can be
focused. They ensure the conduct of eVective parliamentary government. However a number of factors such
as declining voter turnout, significant reduction in membership numbers and lower levels of voter
attachment have all brought into question the legitimacy of the party system. This has resulted in a decline
in both financial and other support for parties at the local level and increasingly reliance by the parties on
securing large donations from individuals.

31. The successful implementation of the Neill Committee’s recommendations as regards donations to
political parties introduced a very welcome transparency to these types of transactions. It is clear however
that the same level of clarity would be welcomed universally in relation to loans to political parties. The
amendments to the Electoral Administration Bill will achieve this. The Government has also overseen a
modest increase in the amount of state funding which parties receive and this has become a vital source of
income to parties supporting their role in this representative democracy.

32. The Government feels however that the issues need to be looked at afresh. This view is shared by all
the major political parties and with this in mind the Prime Minister has announced that Sir Hayden Phillips
will conduct a review of the funding of political parties. The terms of reference of the review were announced
on 20 March and are as follows:

To conduct a review of the funding of political parties.

In particular:

— To examine the case for state funding of political parties including whether it should be enhanced
in return for a cap on the size of donations;

— To consider the transparency of political parties’ funding;

— And; to report to the Government by the end of December 2006 with recommendations for any
changes in the current financial arrangements. Sir Hayden Phillips will work closely with
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stakeholders including, especially, the political parties and the Electoral Commission. He has been
asked to aim to produce recommendations which are as much as possible agreed between the
political parties with a view to legislation as soon as Parliamentary time allows.

33. It would be inappropriate at this stage for the Department to comment in any further detail on the
matters which Sir Hayden’s review will be examining in a full and comprehensive manner.

Department for Constitutional AVairs

March 2006

Evidence submitted by Peter Bradley

I am grateful for the opportunity to submit to the Committee’s inquiry the findings of research which I
have recently undertaken into the funding of local political campaigning which, in my view, raise concerns
which have been largely overlooked in the recent controversy about the funding of national parties.

Summary

My findings show how expenditure on local campaigning prior to the regulated short campaign can
decisively influence election results in favour of the party with the greatest resources.

They illustrate how a targeted funding strategy was a key if not the determining factor in the results in a
large number of marginal seats which changed hands at the 2005 general election.

They also indicate how, especially when Government majorities are small or a significant number of seats
are marginal, such strategies could decide the outcome of entire general elections.

My findings lead me to the conclusion that Parliament should as a matter of urgency introduce controls
to ensure that the capacity to raise, target and spend funds locally does not become the determining factor
in election results.

I recommend the introduction of a limit on local campaign expenditure throughout the electoral cycle as a
means of restoring something like a level playing field between the parties in the most closely contested seats.

I also recommend in the interests of transparency that the sources and amounts of funding received by
each local party throughout the electoral cycle be made public at the calling of each election and that further
donations should not be permissible during the short campaign.

Research

As you will see from the table which I enclose, I have surveyed a number of marginal seats where the
contest between the parties was at its most intense in the run-up to last May’s general election.

My sample is drawn from those 93 constituencies in which, according to the Electoral Commission’s
records, the local Conservative Association benefited from donations from a consortium which comprised
Lord Ashcroft’s Bearwood Corporate Services Ltd, Lord Leonard Steinberg and an organisation known
as the Midlands Industrial Council with which Mr Robert Edmiston is associated.

The consortium had earlier made public its intention to target funding on what it considered to be key
battleground seats. I have sought to establish whether its strategy proved eVective and, if so, what
conclusions should be drawn from it.

The partners contributed over £1.3 million to what I have identified as three categories of constituency:

— those Labour and Liberal Democrat seats they aimed to win in 2005;

— those Labour and LD seats they aim to win at the next election; and

— Conservative marginals they were defending in 2005.

A small minority, including Kensington & Chelsea and Witney, appear to be less strategic targets.

In some cases, the consortium’s donations made up a very significant proportion of the local Conservative
Association’s external funding. In my former constituency of The Wrekin, for example, the £55,742 which
the Conservatives received from Lord Steinberg and the Midlands Industrial Council constituted the total
amount of the donations it reported to the Electoral Commission.

In other cases, the consortium’s support represented only part of a much larger total. In Welwyn &
Hatfield, Bearwood’s donation of £15,000 in April 2005, though significant, was only a fraction of the
£180,382 which the Conservative Association declared to the Electoral Commission for the period 2001–05.

I am not suggesting that other parties have not sought electoral advantage by outspending their rivals.
But I am not aware that any party has set out to do so as strategically, systematically and with such
significant resources as the Conservatives at the last election.
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The consortium’s clear premise was that in marginal seats the party with the most money to spend on
campaigning ought to have a decisive advantage at elections and its strategy was designed to ensure that
they did.

The key issue, in my view, is whether the consortium was right and, if so, whether it is desirable to allow
one candidate’s ability to outspend another to determine election results.

Findings

In his recently published book Dirty politics, dirty times (pp 295–6), Lord Ashcroft concludes that, on
analysing last May’s election results,

— “it soon became clear that we had been wasting neither our time nor our resources. Of the 33
candidates who won seats from Labour or the LDs, no fewer than 25 had received support from
the fund that I had set up with Leonard Steinberg and the Midlands Industrial Group.”

He went on to observe, with regard to the future, that

— “. . . we made real progress in other seats which I am hopeful will be winnable at the next election
in 2009 or 2010.”

Lord Ashcroft’s analysis is born out by my own. As you will see from my table, I have adopted as my
sample those seats among the 93 supported by the consortium which were gained by the Conservatives.

While by definition they will have benefited from the consortium’s donations, the source of their funding
is less important in this context than the overall quantum and, in particular, the spending advantage it may
have given them. I have therefore taken into account the total value of donations available to the competing
parties and plotted the diVerential between them. I have also assumed a close link between funds received
and funds spent.

My headline findings are as follows:

1. 24 of the 36 Conservative gains had been targeted by the three donors, including 23 of 31 from Labour
and one of five from the Liberal Democrats.

[The Conservatives also lost three seats to the Liberal Democrats, despite targeting two of them, Taunton
and Westmoreland & Lonsdale.]

2. The Conservatives outspent Labour (and the Liberal Democrats in one seat) in 19 of the 24 targeted
seats it won.

3. The Conservatives exceeded the national swing in 20 of those 24 gains.

4. The average swing in the targeted seats the Conservatives won was 4.5% against a national average
of 3.1%.

5. The Conservatives spent, overall, 2.4 times as much as Labour (and the Liberal Democrats in one seat)
in the 24 targeted seats it gained, but

— in three seats it outspent Labour by over 10 times:

— Welwyn & Hatfield—swing 8.0%;

— Northampton South—swing 5.0%; and

— The Wrekin—swing 5.4%.

— in three seats it outspent Labour by between five and 10 times:

— Lancaster & Wyre—swing 4.4%;

— Scarborough & Whitby—swing 5.1%; and

— Peterborough—swing 6.9%.

— in five seats it outspent Labour by between two and five times:

— Rugby & Kenilworth—swing 4.1%;

— Wellingborough—swing 2.9%;

— Putney—swing 6.5%;

— Preseli Pembrokeshire—swing 4.8%; and

— Gravesham—swing 6.3%.

It is of course impossible to attribute to each seat the precise reasons or balance of reasons for any given
election result. But these findings appear to confirm the causal relationship not only between funding and
electoral advantage but also between wide diVerentials and high swings.

In closely fought marginal seats in which local issues are increasingly significant, a candidate’s capacity
to get his/her message across to the electorate is clearly of key importance. The way in which much of the
additional resources were spent shows too that those with the most funding have a considerable and, it
appears, often a critical advantage over their rivals.
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I set out below case studies which illustrate how the Conservatives exploited their funding advantage in
the target seats.

— The Wrekin: the Conservative candidate was able to outspend me by a factor of 11 to 1 and secured
a swing of 5.4%. That meant that on a regular basis over a protracted period before the short
campaign, he was able to take out paid for advertorials in a series of weekly local papers with a
wide local readership.

Of perhaps greater significance, at a time when I could aVord to print just one constituency-wide
newsletter which my local party activists and volunteers struggled to hand-deliver to as much of a large
constituency as they could reach, my opponent was able to produce campaign material on almost a weekly
basis which was frequently posted to every household in the constituency.

— Hammersmith & Fulham: the Conservatives were able to outspend Labour by two to one and
gained a swing of 7.3%. They employed techniques similar to those employed in The Wrekin and
elsewhere.

It is also alleged that they employed individuals to campaign on their behalf by, for example, displaying
placards at tube stations. In another London constituency, it is suggested that the Conservatives employed
a professional public relations company to support their campaign.

— Gravesham: the Conservatives could outspend Labour by a factor of 2.5 and achieved a swing of
6.3%. Their candidate (now MP), Adam Holloway, told Channel 4 News (29 March 2005) that
“without the Ashcroft money I don’t think I’d have done it.” When asked “did Lord Ashcroft’s
money help you win the seat?”, he responded: “definitely, I mean he gave me £25,000. That meant
that every month in the year before the election I was able to put out a leaflet to every household.”

Conclusions

As I have suggested, the issue is whether one party’s significant financial advantage over its principal rivals
is either fair or desirable. I believe that it is neither. While campaigning inevitably costs money, access to
funding must not be allowed to become the decisive factor in the outcome of elections.

In my view, the source of funds, whether raised locally or from third parties, is not the central issue. The
channelling by external donors of substantial funds to several targeted seats poses a particular problem, not
least in the influence they may enjoy or be seen to enjoy with national parties or Governments. But it is also
unacceptable for one party to secure an electoral advantage over another simply because it has wealthier
local supporters. The issue which my research has highlighted and which I believe requires the most urgent
attention is that of diVerential spending by whatever means.

However, the growing importance of local spending has other unwelcome consequences which should not
be overlooked.

In many of the sample seats hard cash helped to compensate for and mask the lack of local political
organisation or active support on which candidates and parties ought, in my view, to rely if they are to be
genuinely engaged with and accountable to the communities they seek to represent.

New technologies are inevitably making political campaigning less reliant on grass roots support and
activism and more remote from communities and voters. Unrestricted access to funding should not be
allowed to exacerbate or accelerate the process.

Moreover, most voters would have been unaware of either the extent or the source of the financial support
which their candidates had received and would not have had access to a complete record until the Electoral
Commission’s data was updated after the election. I believe that for many, that information could have had
an important bearing on how they ultimately decided to vote.

Recommendations

Ideally, I would like to see limits on fundraising and annual expenditure at both national and local levels.
Capping what can be spent, who can donate and on what terms should help reduce the competition for
advantage between the major parties which has given rise to the problems which have recently attracted so
much attention.

However, in my view the key is not so much what is donated but what is spent and for what purpose.

If a local benefactor or group of supporters wish to donate to or raise funds for their party, it would, I
believe, be unreasonable to prevent them from doing so. But it would not be unreasonable to stop them
from converting their financial strength into an undue electoral advantage by significantly outspending
other local parties.

The Electoral Commission has told me that it has not as yet undertaken its own appraisal of the problems
which I have identified. But it has proposed, and the Electoral Administration Bill makes provision for the
introduction of spending limits on campaigning in the four month period before a general election.
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Such a form of regulation is clearly unworkable in the absence of fixed electoral cycles. Even if it were
enforceable, it would prove ineVective. Parties would simply adapt their campaign strategies and deploy
their spending advantage earlier in the cycle.

The answer, in my view, is to cap annual expenditure on campaigning throughout the cycle. Local parties
would be free to raise funds in excess of the cap and either bank them or pass them on to their national party.
But they would not be able to spend above the annual limit established for any given constituency on any
activity associated with party political campaigning.

It is also important in my view that electors know how local parties are funded before they cast their votes.
I would propose that there should be a requirement at the calling of each election that all local parties
contesting it publish in the local press all donations and their sources throughout an electoral cycle and that
no further donations should be permitted during the short campaign.

It is important to emphasise that I am not proposing that all parties, irrespective of the size of their
membership or their previous electoral performance, should benefit from similar levels of funding. Limits
should be set which parties which do not enjoy significant local support may find challenging. They should
also be suYciently high to allow for rather more campaigning than most constituencies currently see in the
course of a year but low enough to ensure that a party’s spending power cannot serve as a substitute for the
activism of its members and volunteers.

In seats in which one party enjoys a sizeable electoral majority, its current advantage is unlikely to be
significantly aVected by what I am proposing. But in marginal seats, the introduction of spending limits,
even if it does not provide for parity of funding, should nevertheless prevent one party from securing an
unwarranted advantage by significantly outspending its competitors.

These controls would not of course restrict the legitimate activities of elected representatives, including
their communications with constituents.

Access to Information

Finally, I found in the course of my research that of the 37 Conservative MPs who, according to the
Electoral Commission, received financial support from the three donors, only 23 have made declarations in
the Register of Members Interests. There may be innocent explanations for these omissions but there should
not be such widespread discrepancies between the two records.

I understand that it is intended that in future the Register will be better aligned with the Electoral
Commission’s database. In the meantime, I hope that the Committee will make its own inquiries as to why
14 beneficiaries of financial support should consider it unnecessary to make a declaration on the Register,
whether the guidance to Members should be clarified and whether, in the interests of transparency and
accountability, they should now be encouraged to amend their entries.

I would conclude that it cannot be right that elections should be decided not by who wins the political
argument but by a handful of wealthy backers in a handful of marginal seats. But that is a very real prospect
not only in a considerable number of marginal constituencies but potentially for the next election as a whole
unless steps are taken now to prevent it.

I hope that the above is helpful and would be happy to provide oral evidence if required.

Peter Bradley

March 2006

Evidence submitted by Rt Hon Ian McCartney MP, Chair Labour Party and Minister Without Portfolio

Following the announcement of the Constitutional AVairs Committee’s Inquiry into Party Funding, I
wanted to write to you giving an outline of the Labour Party’s views on the current debate on these issues.

At the meeting of our National Policy Forum in January 2006 the Labour Party began a debate on the
role of political parties in Britain to ensure a vibrant and responsive democracy. As part of these discussions,
our policy making process has been examining the case for greater public investment in our democracy with
the aim of building proposals that could gain cross party support.

A widespread consultation has commenced within the Labour Party which will determine our position
on the future of party funding. This includes deliberations by our Home AVairs Policy Commission, debate
at our National Policy Commission in July and a full consultation with Party Members and stakeholder
groups which include Trade Unions , Socialist Societies, Labour in local and devolved government,
European representatives and the Co-operative Party. Following this consultation and debate, final
recommendations will be taken to our Annual Conference in September 2006.

However following the announcement of your inquiry and the inquiry by Hayden Phillips I felt it was
important that we set out the broad principles of the debate that will take place within the Labour Party.
Our initial thoughts on these matters are set out in the enclosed letter to Hayden Phillips. These are clearly
a guide which will assist our deliberation and therefore do not constitute our final thoughts on this issue.
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I trust that your committee finds this letter useful as you consider these issues. Please feel free to contact
the Labour Party should you have any questions. Our General Secretary can be contacted at the above
details. In the meantime, I would be grateful if you could ensure the enclosed letter is distributed to members
of your committee.

Appendix

Letter for the attention of Sir Hayden Phillips, Chair of the Review on party finances

On behalf of the Labour Party I am writing to welcome the review on the future funding of political parties
which you are to lead. The Labour Party welcomes this debate, it is a debate that has been live in our Party
for some time, and is already the subject of an ongoing discussion in our Home AVairs policy commission.
Full proposals will go to our annual conference in September 2006.

The Labour Party will of course be happy to respond to you and your team in full on a number of detailed
issues over the coming months. However I thought it might be useful if I were to set out to you how we see
the context for this discussion, and what we believe to be the key pillars of this debate as we move forward.

Context

The Labour Party believes it is right that as a country we continue to invest in our democracy, by
supporting strong links between citizens and their democracy. Commentators often declare that political
parties are moribund. The Labour Party believes this belittles the essential role that parties play in sustaining
our political institutions, without which you cannot have a healthy, participatory democracy.

As power is devolved at every level new institutions are being created at a local, regional and European
levels. These institutions need relationships with politicians. There has to be investment at all these levels
to ensure healthy democracy.

It is important that the review respects the membership and constitution of political parties. We believe
for example that all our aYliates—be they socialist societies, trade unions, Constituency Labour Parties or
the relationship we have with the Co-op Party—must remain an integral part of the Labour party.

Key pillars for the debate

The Labour Party has identified eight key pillars for future discussions on the funding of political parties.
We are not at this stage advocating policy solutions, we are however setting out the key questions we and
all political parties need to consider:

1. It is time to look at greater investment in our democracy

The Labour Party believes it is now time to invest further in our democracy. The Review will want to
examine whether increased funding should be based on seats won at a national and local level, or based on
a simple tally of votes won. The Labour Party will respond to this issue in full at a later date.

Greater investment in democracy would allow political parties to recruit, retain and train members
through a number of measures:

— investing in the skills of citizens so they can become active within their democracy as councillors,
MPs, JPs and members of the boards of public bodies.

— investment in the skills and capacity within political parties so that staV and activists are able to
play full role in this kind of engagement.

— investing in policy development.

— investing in technology which allows parties to communicate with voters and members.

There is already money provided to political partiers by the state, covering some election costs, and
including money given directly to the political parties—“Short money”. Over the past three years, the
Conservatives have received nearly £14 million, the Liberal Democrats nearly £6 million and the Labour
Party £1.3 million.

All political parties need to renew themselves, make policy, train members and fulfil their democratic
duties. Rightly, parties of government are precluded from using government machinery to party political
ends. Given this, the Review may wish to consider whether all political parties with elected representatives
in Parliament, the Scottish Parliament, the Welsh Assembly, the Northern Ireland Assembly and the
European Parliament should receive Short money. It is important that the review also examines the case for
thresholds so that state funding does not reach the tiny minority of people who support extremists.
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2. An overall cap on Party expenditure

The Labour Party agrees that we should consider a cap on the expenditure of political parties. Given that
all political parties tailor their campaigns over a four year period, not just a four week period, we believe it
is vital that this discussion looks at year-round expenditure by parties as well as election time expenditure.

We also propose that we should examine expenditure at a local level. The majority of activity by political
parties is carried out by volunteers, and we would not wish to see unnecessary burdens placed on the
volunteers who support political parties at a local level. It is important that we protect the right of our
citizens to be politically active.

However we must also prevent parties from bypassing new proposals by spending vast amounts outside
of the period of the short campaign and therefore outside of any election limits. Media reports indicate that
Lord Ashcroft financed a number of local campaigns for the Conservative Party in this way in the period
running up to and during the 2005 general election.

3. A lower limit on individual donations

The Labour Party believes there is a case to examine a limit on individual donations, which should be
applied equally and not circumvented. The merits of such a limit will need to be examined carefully. If there
is to be such a limit, it should be low enough to address any public concerns about individual donations.
However it is important to remember that many systems with caps on individual funding still have
significant problems with public confidence, for example through the activities of third party organisations,
as exist in America with the so-called 527 groups.

It is important that the regulatory framework enables the Electoral Commission to intervene when the
Commission has legitimate grounds for investigating—not after the event. All loopholes need to be closed;
we should not close some loopholes simply to open others.

4. Respect for the internal membership structures of political parties

As has already been stressed, it is important that the review respects the membership and constitution of
political parties. We believe that all our aYliates must remain an integral part of the Labour party. Our link
is one that is based on values, not simply finances. However we totally reject the trivial assertion from the
Leader of the Opposition that the Labour-union link is “one of the biggest problems in the party funding
of this country”.

There is an important, material diVerence between, say, donations from business and donations from
aYliated organisations. An aYliated organisation is diVerent: business may give money to any particular
political party or parties, but they are not a component element of the party, as an aYliated organisation
is. We believe our internal membership structures are open and transparent and are happy to discuss this
matter if raised with the Review.

5. Transparency on spending

We believe that all political parties should conduct their finances in a way that is transparent, sustainable
and fair. For this reason we believe it is vital that there is a compulsory system to which all political parties
must adhere. Political parties should not be able to opt out of a transparent, sustainable and fair system
with greater investment from the state, simply because they believe they may be able to raise a greater sum
outside of the recognised system.

6. Foundation for Democracy

To oversee a greater investment in democracy, the Labour Party is examining the establishment of a
Foundation for Democracy. Through the Westminster Foundation for Democracy we invest in political
parties in the developing world to encourage democracy, yet we do not oVer such support to the democratic
institutions at home.

This foundation would be independent of the political parties, but with representatives from the political
parties and independent people from civic society who have an understanding of the political process and
the political parties. It would be responsible for managing core funding and project funding to political
parties.

7. Charitable status

We believe it is right that we consider a greater investment in our democracy as a nation. Furthermore,
we believe that political parties play a vital role in ensuring that democracy is healthy, which we believe is
good for society. We therefore support the principle of political parties having charitable status.
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8. Devolved institutions

It is vital that any proposals consider the impact upon the Parties contesting elections for devolved
institutions, the British membership of the European Parliament and local government.

As I stressed earlier in my letter, this should be seen as the Labour Party’s opening comments. This is a
subject that will be discussed with our members, supporters and the wider community across the country
over the coming months. We will also be taking final proposals on this issue at our annual conference in
September.

To be clear, this letter sets out our initial comments on the forthcoming debate, and has been agreed by
my NEC OYcer colleagues. Over the coming months, as the debate continues within our National Policy
Forum and at our annual conference, specific proposals will emerge. At such time I will of course keep you
informed of our discussions. I, along with Labour’s General Secretary, the Chair of our National Executive
Committee and appropriate NEC OYcers, would be happy to meet and discuss any arising issues with you
at any stage.

March 2006

Evidence submitted by New Policy Network

The New Politics Network is the leading independent think tank working on democracy and
participation. We aim to connect people and politics and have three broad areas of work: active citizenship;
political parties and institutional reform.

The Network has been researching the funding of political parties since 2002 and our analysis that funding
must be linked to increased participation strongly influenced the Electoral Commission’s report on the
funding of political parties. For further information please see www.new-politics.net

Introduction

1. Political parties play a vital role in our representative democracy. They oVer alternative policies from
which voters choose at elections, organise campaigns to mobilise voters and, perhaps most importantly, they
field candidates for public oYce. In order to carry out these vital functions political parties need adequate
funding; without it we risk the health of our democratic system.

2. We have a vital opportunity to stabilise political party membership, to remove the concern that parties
are beholden to a few rich backers and special interests, and to create a framework under which parties seek
more opportunities to engage with the electorate. And who knows, we may manage to kick-start a
renaissance in political party activity. But even if our success is more modest than this, what we do know
with absolute certainty is that without reform we can expect only more of the sorry decline we have observed
over the last few decades.

What’s wrong with the current system of funding political parties?

3. Under the current system political parties are caught in a vicious circle whereby the perception of sleaze
and corruption undermines public trust in politics, politicians and political institutions, thereby depriving
them of members and forcing them to rely more heavily on large donations from individuals.

It creates a dependency between political parties and high value donors

4. Participation in party and electoral politics is at an all time low. Turnout in the 2005 General Election
was just 61% and, notwithstanding New Labour’s surge in the mid-1990s, party membership has continued
to decline over the last 30 years. The systems that have kept political parties running over the past century
are breaking down. As membership has fallen, political parties have become increasingly dependent on large
donations from individuals to fund their election campaigns.

5. The spending cap introduced by the Political Parties Elections and Referendums Act 2000 (PPERA),
has lessened the “arms race” of increasing spending during the 1990s, but substantial sums of money
continue to be spent on election campaigns. In the 2005 General Election, political parties spent over £35
million across England, £3.7 million in Scotland, £2.3 million in Wales, and over half a million pounds in
Northern Ireland. The Labour and Conservative parties accounted for 84% of the total spending by political
parties.1 These amounts cannot be raised from a dwindling membership base and so parties are heavily
dependent on trade unions and a few companies or rich donors.

1 The Electoral Commission Election 2005: campaign spending March 2006 see http://www.electoralcommission.org.uk/media-
centre/newsreleasecorporate.cfm/news/529
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It creates the perception of sleaze in politics

6. If a businessman or businesswoman gives £100,000 to charity, he or she is praised for putting
something back into the community. The state also recognises the contribution that they are making by
allowing the charity to reclaim the tax on the donation through gift aid. However if the same person gives
the same sum to a political party, the question asked is “What’s he/she getting out of it?” In most cases the
answer is “nothing”. The requirement under the Political Parties, Elections and Referendums Act 2000
(PPERA) to publish all significant donations makes overt corruption highly unlikely. Unfortunately, while
transparency has reduced the risk of actual corruption, it has done nothing to address the public’s
perception of sleaze or to restore faith in the political system. The fact is that individuals with the
wherewithal to make a large donation are likely to have financial interests that are aVected by government
decisions. It will always be possible to find a change in policy that benefits them and can be portrayed as a
quid pro quo.

Politics becomes increasingly centralised

7. As party membership has fallen, both political campaigning and fundraising has become increasingly
centralised. In marginal constituencies in particular, parties often compensate for a lack of activists by using
direct mail or national advertising. This may be an eVective way of winning the seat and engaging with a
party’s natural supporter base but it does not meet the electorate’s basic desire for personal contact with
the people for whom they are being asked to vote.

8. The long-term eVect of personal contact on people’s perception of politics and politicians is significant.
If over successive election campaigns a person has never been canvassed personally and has not met either
the candidate or a representative of the party, then the likelihood of them having a positive view of politics
and politicians and consequently of turning out to vote is likely to drop significantly. Canvassing is an
essential part of election campaigning, which forces both the electorate and the political parties to engage
with each other, warts and all. A study by Denver, Hands, Fisher and MacAllister2 found that at best (ie in
marginal target seats) at most half of the electorate was canvassed in the 2001 general election campaign.
In non-target seats, this figure fell to 18% for the Labour and Conservative Parties and 8% for the Liberal
Democrats. Funding targeted specifically at encouraging local activism could help to break the cycle.

It distorts our political system

9. The ability of small groups or individuals to give large amounts of money can distort politics. In 2004
this was dramatically illustrated when the United Kingdom Independence Party outspent the Labour party
in the European Elections largely due to the donations of just a few rich individuals. A third of their total
spending came from just one individual. This had a dramatic eVect on the vote, with the party gaining a
share of the vote that it has not enjoyed before or since. At a basic level, electoral politics should be a contest
of ideas aimed at engaging and persuading a large number of potential voters, not a contest to raise large
amounts of money from a few individuals.

What do we want from our political system?

10. Unfashionable though it may be to say so in the present climate, political parties perform important
roles without which representative democracy could not exist. There is at present no eVective alternative
model for organising representative democracy. Parties are still the only eVective mechanism by which
normal people can have any personal contact with the body politic, but they are now nearing critical
condition in terms of their ability to perform the set of tasks we need them to.

11. In Britain, we have a long tradition of valuing and celebrating the involvement of people and
organisations in community and charitable activity. The government has established programmes and set
targets to promote volunteering and community activity. Yet participating in politics is not recognised as
public service in the same way. Whilst to some extent it is not surprising that politicians lack the confidence
to include their own area of community activity in these sorts of targets, it is a regrettable indication of how
political parties have been cut oV from the concept of community service.

12. It is important that we start defending political parties as public institutions and recognise their
importance to our civic as well as political culture. We need to accept that political communication between
parties and the public is absolutely essential, and that many traditional methods of organising this are
under-resourced and expect too much from too few people. But we should not make the mistake of thinking
that political communication and campaigning can be done with anything like the same eVect if they are
conducted only by central party headquarters and rely upon expensive advertising rather than personal
contact. The price of political campaigning—both during and between elections—is the price of democracy.

2 Denver, Hands, Fisher and MacAllister “The impact of constituency campaigning in the 2001 General Election” British
Elections and Party Review vol 12
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We need to find ways of encouraging and nurturing political activity at local or constituency level. Any new
form of public subsidy for political parties should have the aim of encouraging wider political participation,
and increasing local political activity.

What are the options for reform?

Thresholds

13. In any discussion of state funding for political parties it is necessary to explore who should qualify
for support. One of the issues with the current system of funding is that it favours established parties who
have elected representatives in Westminster. The Green Party for instance does not receive state support
despite having elected representatives at local, devolved and European levels of governance. The Electoral
Commission has already recommended that Policy Development Grants be extended to those parties that
have representation at a European level. We believe that it is important that any system of state funding
should support the emergence of new political groupings and interests. Therefore the New Politics Network
believes that political parties, which have representation at a devolved, national or European level should
be eligible for any system of state support.

A Cap on Donations

14. The most eVective method of dealing with the claim that money buys influence is to introduce a cap
on donations. The exact level at which a cap should be set should be determined by an independent body,
but we would support a cap being set in the region of a four figure sum. It would also have to be decided
whether a cap would apply equally to individuals, companies and trade unions. However it must be
remembered that if a cap were to be introduced, parties would have to receive some other form of income
in order to operate eVectively nationwide.

15. The two most realistic options for creating a cap are:

— To cap all donations at the same level, ie £5,000. The exact level at which the cap would be set
would be determined by the Electoral Commission.

— Cap corporate or trade union donations at a diVerent level from individual donations.

Corporate Donations

16. Since the introduction of the PPERA, any donation made to a registered political party, political
organisation, or any other political expenditure aggregating over £200 a year by a company must be detailed
in the director’s annual report to it’s the company’s shareholders. The report must detail to whom the
donation was made and the total amount of contributions to that source. Donated money, subscription fees,
or money spent paying expenses for a political organisation are all considered to be contributions.
Significantly, companies must also obtain shareholder consent before incurring a political expenditure or
donation.

17. Today, very few companies donating to political parties are household names. In 1997, companies
such as Vodafone, Dixons, P&O, Scottish and Newcastle and Tarmac donated a total of £300,000 to
political parties. In 2001, they donated nothing. Large companies, particularly common household names,
seem to have decided that donations to political parties are now more trouble than they are worth.

Trade Unions and Membership Organisations

18. The Trade Union and Labour Relations (Consolidation) Act 1992 regulates trade union donations.
A trade union needs a political fund only if it wishes to engage in political activities such as giving money
or services directly to or on behalf of candidates or political parties. A political fund is established by a
majority ballot of all members of that trade union. It is almost wholly financed by contributions from
members and any member can opt out of contributing. The fund may be maintained for up to ten years after
which the membership has to be re-balloted.

19. The essence of the relationship between trade union members, the union and a political party is not
in any way the subject of criticism in this submission. It is unique and in many respects reflects exactly the
kind of local grass roots political activism to which the proposals in this paper aspire. The criticism rests
solely with the degree of control over the political fund which the union executives and general sectaries
have. The decision of the RMT in 2002 to reduce its contribution to the Labour party from over £90,000
to just over £20,000 is a good illustration of this problem.3 This decision was not based on a reduction in
union members, by those paying the political levy, or by any decision of individual union members. Instead,
the decisions were based primarily on policy disagreements between the union’s leadership and the Labour

3 “Furious unions set to axe Labour cash lifeline” Scotland on Sunday 01 January 2002.
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Government. The sense that an individual or small group of individuals can wield such disproportionate
influence over a national political party or Her Majesty’s Government is oVensive to most people’s sense
of fair play. It is not a mark of a meritocracy of argument and influence in a free and fair liberal democracy.

20. The New Politics Network supports a donations cap of around £5,000 to £10,000. However we do
not believe that party funding reform should be used to change the relationship between political parties
and interested groups. Therefore we would allow trade unions and membership organisations in general,
to act as “facilitators” between individual members and the political party.

21. The involvement of civic society organisations such as trade unions in the political life of this country
should be welcomed and celebrated, particularly at a time when other forms of participation are in decline.
However if we want to reduce concern about large donations, whilst ensuring that political parties remain
active, some elements of the relationship should be reformed.

22. In order for aYliation fees to be regarded not as a large single corporate donation but as a large
number of small donations from individual members, then the operation of political funds must be based
on the active consent of individual trade unionists. AYliation fees have to be seen as an individual member
making a donation to a political party with the encouragement and support of the union and not as part of
a backroom deal between union executives and the party leadership. Thus the union acts as a broker or
facilitator between the party and the wider aYliated membership. This would be a healthy development for
the trade union movement and for parties gaining aYliation, at present mainly the Labour Party. For
instance, the UNISON membership form oVers prospective members the opportunity to contribute to either
an AYliated Political Fund thereby aYliating to the Labour Party or to the general Political Fund, which
is independent of any political party.

23. The Power Inquiry proposed that there should be a cap of £10,000 for donations from individuals
and a cap of £100 per member for unions and membership organisations. Our concern with this scheme is
that although it limits the amount of money that can be donated and therefore reduces the risk of buying
influence, it does not give individual members any more control over the donation. A union or membership
organisation could still withhold substantial sums of money from a political party over a policy
disagreement, without consulting the members whose money it is.

Spending Caps

24. Spending limits stop wealthy political parties from having too much of an advantage over those with
fewer resources. They stop campaigns becoming an “arms race” of escalating costs with rapidly declining
benefit. They also reduce the incentive for parties to seek large individual donations in the run up to a general
election. These caps can be both national and local. Currently, the National Campaign Limit is £20 million
for the year in the run up to a general election, while constituency limits are typically around £10,000 for
the campaign itself, depending on the size and type of constituency. The constituency spending limits for
individual candidates are not counted as part of the national limit of their political party.

25. The Electoral Commission proposed reducing the national spending limit from £20 million to £15
million—or from £30,000 to around £23,000 per constituency—and increasing candidate-spending limits
by a proportionate amount. More recently The Times suggested in an editorial that the national campaign
limit should be £6 million.4 This would certainly be a dramatic reduction for the Labour and Conservative
parties but would put them on a par with the Liberal Democrats.

26. The New Politics Network welcomed the proposed reduction in the national spending limit and in
particular the rebalancing of national and local spending limits. We would however go further than the
Electoral Commission and reduce the national spending limits to £10 million. In order to encourage local
campaigning, we support raising constituency spending limits by twenty per cent. We also believe that the
time period for national and local expenditure should be standardised.

27. This would encourage parties to focus on local campaigning and activism rather than running
centralised campaigns. The current state of local party finances is precarious and this refocusing on local
campaigning is a welcome recognition of its importance to our democratic system. Increasing constituency
spending limits would also benefit new parties and independents as well as the established parties and would
therefore encourage vibrant local contests.

4 www.timesonline.co.uk/article/0,,542-2117086.html
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Money for Votes and Block Grants

28. This covers a range of systems whereby public funds could be allocated to the parties on the basis of
the number of votes won at a general election. This is the system used in Australia and was the main
recommendation of the Houghton Committee.5 The Conservative Party has recently proposed that there
should be a General Election Policy and Communication Fund to assist parties with the extra cost of general
elections. Between elections it would enable parties to prepare for the campaign in two areas: policy
development and the use of up to date technology to enable more eVective communication during an
election.6 This is in eVect a money per vote system.

29. Even though the simplicity of this system is attractive, it would do nothing to encourage wider
participation in politics. It would strengthen the “winner takes all” tendency in British electoral politics and
it doesn’t take into account the increasing significance of tactical voting. It would also favour established
parties who were able to field candidates in all constituencies and so may hamper the development of new
political interests. Nor would it do anything to address the centralisation in British politics as it oVers no
particular incentive for local campaigning.

Tax relief

30. At present, political parties, unlike charities, are unable to reclaim the tax on donations. In 1998 the
Committee on Standards in Public Life under the chairmanship of Lord Neill—in its report on “The
Funding of Political Parties”—concluded in favour of tax relief on donations up to £500 to political parties
at the standard rate. It is important to note that this is the only major recommendation the Government
failed to take up from the Neill report. The Electoral Commission in their recent report on the funding of
political parties also proposed a system of tax relief on donations of up to £200 or on the first £200 of a large
donation.

31. However, even with a threshold fixed as low as £100 and set at the standard rate for tax relief, the
poorer supporters of a party would lose out, as it would only apply to tax payers. The Electoral Commission
proposed solving this problem by introducing matched funding for non-tax payers. In our view this system
would be over complicated and we would prefer to see matched funding apply to all donations (see below).
However, by giving donations to political parties a similar status to those of charities, it would at least imply
that as a society we regard political activity as a worthwhile public good.

Membership and matching donations

32. At the heart of any political party are its members. They provide it with activists, funders and
candidates. Political activity at a local level is primarily dependent on them. If, as we propose, it is desirable
to encourage greater participation in parties then giving an incentive to parties to recruit and retain members
would be a good way of going about it.

33. This could be done by oVering to match funds for membership subscriptions and donations up to a
maximum of say £100. For example, if a party received a membership subscription of £10 it would receive
another £10 from public funds. Combined with a ban on large donations, this would go some way towards
ensuring that parties are accountable to their members and through them to the population as a whole. We
are realistic however in recognising that whilst this option may have the eVect of halting the decline in party
membership, it is unlikely to produce the revival in party membership that in our opinion is necessary.

Registered supporters

34. In order to succeed in revitalising political parties to any significant degree, we have to look beyond
the number of people willing to just donate to parties. Simply having parties funded by block grants not
connected to the participation of individuals would do nothing to achieve this.

35. Both the tax relief and match funding options work on the principle of giving of public money in
return for an action that society regards as a worthwhile public good, in this case donating money. Rather
than simply valuing money, why not value participation?

36. Under a “Registered Supporters” system, parties would receive a fixed sum such as £20 for every
registered supporter.7 Parties could sign people up themselves or citizens could proactively request a form
when they register to vote.

5 The Committee on Financial Aid to Political Parties 1976 (known as the Houghton Committee) recommended that parties
receive a annual grant of 5p per vote based on the last general election provided that: (a) had saved the deposits of its candidates
in at least six constituencies, or (b) had had at least two candidates elected as Members of Parliament, or (c) had one of its
candidates returned as an MP and received a total of at least 150,000 votes. Secondly, there would be a grant to reimburse
election expenses, applying to local council and Parliamentary elections: it would meet up to half the legal maximum
expenditure for any candidate who polled at least one-eighth of the vote.

6 Tyrie A Cleaning Up Politics www.conservatives.com
7 The Electoral Commission could work out the exact amount per supporter.
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37. In return for accepting money, parties would have to ensure that individuals received certain
privileges, such as the right to vote for candidates, to vote for party leader, or to have a say in policy maters.
In eVect these rights equate to a certain degree of membership rights: the exact degree, however, would be
up to the individual parties to determine.

38. Parties would have to renew registered supporters regularly and would still be encouraged to recruit
full members. If concern arose about the total amount a party was beginning to be able to raise, then
Parliament or the Electoral Commission could decide to cap the total amount of money available to parties
each year.

39. The Power Inquiry recently proposed a voucher system for the funding of political parties.
Individuals would be given a voucher when they voted which would entitle a political party to £3 per annum
for the life of that parliament. Voters would be able to give the money to a diVerent political party to the
one they voted for. This is similar to the Council of Europe proposal but under the Power proposal this
money would be given to the local parties to spend on grassroots campaigning. This system is at its heart
similar to registered supporters system supported by the Network. Though we think that support should be
targeted at supporting politics at local level, we think there are practical problems trying to channel public
money directly to local parties.

Campaign Expenditure Rebates

40. Vigorous political campaigns help the electorate make decisions. Evidence suggests that where
political parties are more active at a local level, turnout is higher. The New Politics Network’s report
General Election 2005: What the Voters Saw found a causal link between turnout and total contacts (ie
leaflets and personal contact, either on the doorstep or by phone), and research conducted on behalf of the
Electoral Commission suggested that personal contact increased an individual’s propensity to vote
considerably.

41. Major political parties are well aware of this fact, and thus target their expenditure in constituencies
where they are most likely to win. Smaller parties have no such advantage. It also leads to a vicious circle
whereby the least marginal seats are ignored, leading to even lower turnouts. A case can therefore be made
for oVering rebates on expenditure to encourage greater levels of campaigning across the country. The New
Politics Network supports a system whereby candidates/agents should be able to reclaim up to 50% of the
money declared in their election returns. This system is similar to the one which already operates in Canada.

Extending Help in Kind

42. Help in kind is an established form of state funding of election campaigning and political parties in
the UK. This has generally taken the form of free air time (Party Election Broadcasts and Party Political
Broadcasts) and free delivery of election addresses (produced by the political parties themselves in UK,
European, Scottish and Welsh elections; produced by the ERO in the form of a booklet for mayoral
elections).

43. The Network supports the extension of both systems. The booklet produced for mayoral elections
should be adopted for local elections on a local authority-wide basis, with eligibility restricted to parties
contesting at least 50% of seats. Broadcasts should be extended to all digital channels and parties should be
allowed to modify the content to suit the target audience of each channel. We would also support the same
principle being extended to other forms of advertising, such as billboards.

Doing it by themselves

44. By calling for increased public funding of political parties, we are not removing the necessity for
political parties to reform themselves. Political parties have to find new ways to engage and involve the
electorate. By increasing public funding in the way we have proposed, we would be creating a framework
whereby parties are encouraged to do more themselves and not to become ever more dependant on the state.

Appendix 1

International case studies

Australia

Registered political parties are entitled to election funding where an endorsed candidate receives at least
4% of the first preference votes.

The amount a party receives is indexed every six months to increases in line with the Consumer Price
Index. In January 2006, the amount was set at 202.075 cents per eligible vote.
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Canada

Corporations, unions and other organizations are limited to donating only to candidates they are banned
from donating to the national parties. They can only donate up to $1,000 total to all candidates and
funnelling donations through subsidiaries, executives, employees or anyone else is prohibited.

Individuals can donate up to $5,000 to each party (including donations to the party’s candidates). These
donation limits apply to donations made to parties, candidates for nominations by riding associations,
candidates for election as a Member of Parliament (MP), and candidates for the leadership of any federal
political party.

Germany

Germany uses a combination of tax relief, matched funding and money for votes to support political
parties.

Membership fees and private donations of up to ƒ3,300 per person and ƒ6,600 for couples are tax-
deductible. Contributions exceeding ƒ10,000 have to be listed in the parties’ published reports, together
with the name and address of the donors.

Under the Parties Financing Act, which came into eVect on 1 January 1994 and has subsequently been
amended, parties receive from the state ƒ0.70 for each vote cast for their party list in the respective state in
European, Bundestag and Landtag (state parliament) elections. Derogating from this, parties receive ƒ0.85
per vote for the first four million valid ballots cast for their state list.

In addition, for each Euro parties receive in membership fees or lawful donations of up to ƒ3.300, the
state reimburses them ƒ0.38. State reimbursements for election expenditures may not exceed the funds
raised by the parties themselves in any given year. The maximum annual amount of public funds for all
parties together may not total more than ƒ133 million (upper limit). These reimbursements are
conditionalon the party polling at least 5% of the votes cast in European or Bundestag elections or 1.0% in
state elections.

Unites States

Each US taxpayer has the choice of giving three dollars to the Presidential Campaign Fund from their
taxes by ticking a box on their income tax return form. This money is then used to fund the following:

— Presidential primary candidates can receive matched funds for donations from individuals.
Individuals can donate up to $1,000, however, only the first $250 will be matched by public funds.
To qualify for these funds, a candidate must raise at least $5,000 worth of private contributions
from individuals in twenty diVerent states. They must also accept a spending limit, which in 1996,
was $30.91 million.

— Presidential candidates can also receive public funds to finance their general election campaigns.
Republican and Democratic candidates who win their party’s nomination for President are eligible
to receive these public funds; however, if they accept these funds, they cannot raise private
contributions to fund their campaign as well. Candidates can also spend up to $50,000 of their own
funds. In 1996, the fund for each candidate was $61.82 million. Third-party candidates can qualify
for public funds after the general election only if the candidate receives at least 5% of the
popular vote.

— Federal funds can also be granted to each major party to pay for its National Presidential
Nominating Convention. The base amount for these funds is $4 million, which is adjusted for
inflation each year of a Presidential election. In 1996, each party was eligible for $12.36 million in
public funds.

The interpretation of the freedom of speech provision in US Constitution (1st Amendment) has made it
diYcult in practice to restrict campaign donations and expenditure and has created a number of loopholes.
In 2002 the Bipartisan Campaign Reform Act was passed. It is to early to evaluate whether it will achieve
its objective of reducing the influence of money in US politics.

Appendix 2

Public Opinion

Public attitudes have begun to change. Conventional wisdom held that state funding for political parties
was an unsaleable proposition; it was too unpopular to ever be a realistic policy option. However the State
of the Nation 2004 poll conducted by ICM on behalf of the Joseph Rowntree Reform Trust suggests that
this may no longer be the case. The public generally supported the roles that political parties play in a
democracy;

— 71% of respondents agreed that political parties give ordinary voters the chance to choose between
diVerent sets of policies for Britain;
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— 64% agreed that they represented important strands of public opinion both in government and
opposition; and

— 51% agreed that they provide vehicles for party activists seeking election to public oYce.

This is not to say that the main political parties are actually liked by the public; each of the three main
parties was more disliked than liked by the majority of respondents. However there was an awareness of
the dangers of the current system of party funding and of the need for reform.

— 73% of respondents agreed that funding parties by voluntary donations is unfair because there is
a risk that wealthy individuals, businesses and trade unions can buy influence over political parties;

— 62% agreed that political parties with significant public support should be provided with public
funds to limit their dependency on donations from wealthy individuals, businesses and trade
unions; and

— 74% agree that there should be a limit on how much people can donate to political parties.

The Electoral Commission’s investigation included both a quantitative poll conducted by MORI8 and
qualitative research.9 Both pieces of research found that there was a low awareness of the issue of funding
for political parties and indeed some confusion. However the MORI poll found that:

— 70% of respondents agreed that funding political parties by voluntary donations was unfair
because there is a risk that wealthy individuals, businesses and trade unions can buy influence over
parties; and

— 59% agreed that there should be some element of funding from taxation for political parties.

The qualitative research found that once the issues had been explained the public were broadly in favour
of increased or total public funding for political parties, even if this meant funding through taxation. The
reasons given for supporting public funding for political parties included:

— less “sleaze”. The public anticipated that increased public funding would create a cleaner more
transparent and more responsive system;

— low cost for taxpayers. When informed of an estimate as to how much public funding of political
parties might cost each taxpayer they felt this to be a small price to pay for the benefits that
result; and

— a fairer system. The desire to give parties an equal chance and to ensure that none are
disadvantaged by having fewer resources was a convincing argument in favour of increased
public funding.

A recent Populus survey10 carried out for The Times found that:

— 79% of respondents agreed that there should be a limit on the amount of money that can be
donated to any political party to remove the risk of people trying to buy influence/favours;

— 43% thought that political parties should be funded by the state out of taxpayers’ money to
eliminate the risk of corruption; and

— 54% agreed that there should be tax relief on relatively small individual donations to parties by
ordinary people, to reduce the reliance of the parties on large donations.

Evidence submitted by The Electoral Commission

Introduction

1. The Electoral Commission is an independent body set up by Parliament. The Commission aims to
promote integrity, involvement and eVectiveness in the democratic process.

2. The Commission welcomes the opportunity to contribute to the Constitutional AVairs Committee
inquiry into the funding of political parties. We believe that there is a clear need to examine the operation
of the current system and to consider the desirability and practicability of any possible reforms. The
Commission believes that political parties are essential to the functioning of a sustainable, representative
democracy. In order to carry out eVectively their democratic functions, political parties require appropriate
funding. However, public confidence in the integrity of the democratic process has clearly been damaged
by recent events surrounding loans to political parties and needs to be bolstered. The Constitutional AVairs
Committee’s decision to initiate a review into party funding is therefore a timely one.

3. The Commission’s chairman, Sam Younger, is due to give oral evidence to the Constitutional AVairs
Committee on 16 May 2006 and will provide detailed evidence in relation to the review’s terms of reference
at that session. This brief statement focuses on the broad issues raised by the review’s terms of reference.

8 MORI (2003) Attitudes towards voting and the political process in 2003.
9 Cragg Ross Dawson (2004) Attitudes towards the funding of political parties.
10 http://www.populuslimited.com/
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Commission work on party funding

4. The Commission published a report on the funding of political parties in December 2004 and hopes
that the Constitutional AVairs Committee will find this useful in informing the evidence gathering stage of
its review. A copy of the report is enclosed for information.

5. The Commission is currently developing a statement of the principles it believes should underpin any
future arrangements for funding political parties. These will be published in early May. We do not, however,
intend to make any further detailed recommendations for specific changes to the law in this area.

6. The Commission has also been pressing for a revised penalty regime linked to the regulation of political
party funding. To take this work a stage further, we will begin a new review of the operation of the regulatory
framework set out in the Political Parties, Elections and Referendums Act 2000 (PPERA) later this month.
This review will look at the powers available to the Commission to police the regulatory framework and the
penalty regime provided by PPERA. As part of this project, we expect to organise a conference in the
autumn focusing on comparative regulatory regimes in various democracies around the world.

7. We also intend to undertake work to engage the public in debates on party funding, including some
quantitative and qualitative research focusing on public views about party funding, to explore further the
issues identified in the Commission’s earlier research in this area. This programme of public engagement
and research will commence in May 2006.

General comments on terms of reference

8. The Committee invited comments on the proposed terms of reference for its inquiry. We note that the
Government has also asked Sir Hayden Phillips to undertake a review of the funding of political parties and
that he will be reporting his findings by the end of December 2006. The Commission welcomes both reviews,
and we hope that they will (as far as possible) complement one another. However, there is an inevitable risk
that the reviews will reach diVerent conclusions.

9. The Commission agrees that the inquiry should include within its terms of reference the workability
of the current system and the question of whether reforms are needed. We also note the Committee’s
intention to examine the issue of donation caps. Clearly, any cap on donations would have a significant
impact on the funding of parties and would raise questions about campaign spending limits and the
acceptability of compensating parties with public money. Further, it would provoke debate about the rights
of people to spend their money as they choose, and about the independence of parties from the state. The
Commission would urge the Committee to consider these issues carefully during the course of its inquiry.

10. We are pleased that the Committee plans to examine whether further safeguards are necessary to
ensure transparency and propriety in party funding. The disclosure provisions introduced by the Political
Parties, Elections and Referendums Act 2000 have undoubtedly contributed to greater transparency in
party finances. However, the recent debates around loans to political parties have highlighted the
importance of examining afresh what constitutes a suitable level of transparency, with a view to enhancing
public confidence. The Commission has already called for parties to declare full details of all loans, on the
same basis as donations. We understand that the Government intends to amend the Electoral
Administration Bill to make it compulsory for political parties to declare any loans they receive. While
welcoming this commitment, the Commission believes that it is necessary to examine in broader terms the
current regulatory framework.

11. We note that the proposed terms of reference include consideration of possible alternative funding
methods. We hope that this will include consideration of whether any extension of state funding is desirable
as well as the form such an extension might take. An examination of alternative funding methods will need
to consider eligibility criteria and allocation rules, the uses to which any state funding should be put and
the extent to which they might foster public confidence and participation in the democratic process. The
Commission believes that any system for the funding of political parties should be fully open to public
scrutiny, simple and practicable in terms of implementation. Whatever solution is arrived at must also work
for all parties (including those operating primarily or exclusively in Scotland, Wales and Northern Ireland)
and not just in favour of established ones, in the interests of an eVective and vibrant democracy. We will
expand on these issues in our statement of principles planned for publication next month, and in the
Chairman’s oral evidence to the Committee.

Conclusion

12. The Commission looks forward to making a positive contribution to the Constitutional AVairs
Committee inquiry and awaits its conclusions with interest.

The Electoral Commission

March 2006
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Evidence submitted by UNISON

UNISON is the largest trade union in the United Kingdom, with some 1.3 million members working to
provide public services. Our membership is predominantly in the health service and local government, but
we are also the largest trade union in education, with many members in schools and higher and further
education. UNISON also represents members in transport, the police service, the voluntary sector and
the utilities.

UNISON welcomes the opportunity to submit evidence to the Constitutional AVairs Select Committee
on the funding of political parties.

Donations and Affiliations—The Fundamental Difference

Our key point is to emphasise that the relationship between trade unions and the Labour Party must be
properly understood, and to correct frequent misrepresentations.

The relationship is often characterised as trade unions bankrolling the Labour Party with large donations.
Trade unions do make donations, but the key is that trade unions pay membership fees on behalf of large
numbers of members—aYliation. This is not a donation—it is a membership fee.

Any plan to cap donations which included aYliations destroys the basic relationship that makes up one
of the major political parties i.e. Labour.

Donations and aYliations are quite separate issues and must not be confused. 500,000 UNISON members
freely and collectively agree that UNISON should aYliate them as members and be an integral part of the
Labour Party. To this end we pay the aYliation fee of £3.00 per member each year to the national party so
that this year we will pay £1,500,000.

We also pay an aYliation fee at regional and constituency levels of the party, though these are small sums.

What does affiliation give to a Trade Union?

As aYliated members of the Labour Party, UNISON members participate at every level of the party’s
structure from local Constituency Labour Parties to the National Executive Committee and annual
Conference and our individual members can vote in relevant party ballots i.e. for the party leader, candidate
for London mayor and can input into policy development in the party.

— Approximately a thousand delegates from work-place branches attend Constituency Labour
Party General Committees, often monthly. In many places, these members and those from other
trade unions play a major part in the local Constituency. Not only do they provide the activists,
they bring hands-on experience from the work place.

— In every Region, and the devolved nations, UNISON delegations attend Labour Regional
Conferences. Again, these members provide practical knowledge of work-place issues which are
often not available from other delegates. In some cases, the trade union delegations make up half
the Conference—without them, many such events would not be viable and would not take place.

— At national level, UNISON has consistently secured two places on Labour’s NEC, often giving
representation to two women. UNISON and other trade union delegations at Labour Conference
tend to be drawn from a far wider social spectrum than the constituency representatives.
UNISON’s commitment to fair representation, (i.e. ensuring a balanced representation of low-
paid members) gives an unprecedented opportunity for people from a low-paid background to
participate in national politics at the highest level. Those arguing for a diminished role for trade
unions need to explain how this could be consistently achieved by other means—we have seen no
such argument advanced. This point needs to be taken seriously—a donation cap introduced to
include aYliations will eVectively exclude working-class people. The same is true of the other
significant Labour institutions at national level. The Trade Union role on Labour’s National
Policy Forum is critical—whether senior oYcers or lay members, they bring a very diVerent
perspective from Constituency members.

What does affiliation give to the Labour Party?

Millions of working people are directly involved in the political; process. Before the next General
Election, every aYliated member will be involved in selecting the next leader of the Labour Party. 70,000
people chose the leader of the Liberal Democrats, maybe 250,000 the leader of the Conservatives. Without
aYliation, some 200,000 would choose the Labour leader. With aYliation, almost three million people will
have a say, including half a million members of UNISON.

Any observer of Labour Party Conference will notice that aYliation gives the chance for a much wider
range of social backgrounds to participate. Put crudely, with aYliation, working class voices are heard.
Ending aYliation would limit the political process to the interested middle classes.
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Any system of donation caps which includes aYliation fees would prevent this membership relationship
and would do huge damage to the most powerful and demonstrably successful way of ensuring wide and
active participation in politics.

Far too many of the studies into this issue have failed to appreciate this key point.

Member Choice

UNISON’s political structures stem from the traditions of our predecessor unions. It oVers our members
a unique choice regarding political fund membership. COHSE and NUPE had long been aYliated to the
Labour Party, the latter being a founder member in 1900.

NALGO had agreed to establish a political fund in the 1980s independent of any party aYliation.

In 1993, the Trade Union Certification OYcer agreed to a unique arrangement allowing these traditions
to continue. As well as the legal right to opt-out of making any political donations, members can choose
which section of the political fund they wish to support.

They can choose the section aYliated to Labour; or the general political campaigning section; join both
or of course opt out of any political fund contribution at all.

Some 500,000 currently choose to aYliate to Labour through joining the UNISON Labour Link section.
720,000 are members of the General Political fund section, which campaigns for union policies with no party
aYliation.

Members can opt out or switch at any time, using forms readily available from local branches, on the
UNISON web-site or from their regional oYce. Members are regularly reminded of these options, and
hundreds take it up each year.

Beyond affiliation

UNISON, like other aYliated trade unions, do more than just join Labour, at election times we have also
made additional donations to the Party’s election funds—a donation of £250,000 being made in January
2001 and £100,000 in 2005.

These have always been clearly shown in our aYliated political fund accounts, agreed by our lay member
AYliated Fund Committee, which is responsible for the aYliated fund, and known to our membership and
the wider public.

Other support is also provided to the Party at election time, all of which is recorded by the Party as laid
out by PPERA. We believe that the laws governing union political funds and party declarations of funding
already more than adequately ensure full openness and accountability in this area.

In addition to the membership payment, we have in past years supported the Party with particular
projects such as a trainee oYcer scheme for which a ‘donation’ was made in 2004.

Membership Consultation

In 2002 and 2003, UNISON conducted a major review of the union’s political funds. In the largest
consultation undertaken by the union, we spent two years considering the current arrangements and how
they should be improved. Members were invited to meetings across the country and hundreds of thousands
of information leaflets distributed. The consultation showed no demand for radical change—members
appreciated the choice and wanted the existing structure retained. They wanted better communication and
information on UNISON’s involvement and representation in the Labour Party. If there had been major
dissatisfaction with the system, this would have been a prime opportunity for people to express it. In the
event, the Executive’s recommendations were overwhelmingly carried at the annual delegate Conference in
June 2003. We therefore conclude that UNISON’s members, at least, support the current arrangements.

Members were also balloted in 2005 on the continuation of our political fund structure and there was a
resounding yes vote to continue our current structures.

Spending caps—the better way

The spending cap for Parties in elections is welcome and widely supported.

We believe the current cap on General Election spending could be further reduced, taking out some of
the competition between parties to look for donations and loans without aVecting their ability to
communicate with the electorate.

We are concerned about the amount of money being spent within certain key constituencies outside
election periods. We believe that this was an unintended consequence of the previous changes and needs to
be re-examined.
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UNISON has concern that the way donations to parties are reported in the media still does not
diVerentiate between aYliation payments and any donations that unions may make in addition to the
membership payments.

Public Funding

UNISON supports the current system of Short money and the recently introduced policy development
grants. We believe that it is in these areas that any additional state funding could be justified, to ensure that
the basic administration, training members for public oYce and policy development aspects of the political
parties are maintained on a secure basis. There is a case for extending Short money to the Party in
Government, recognising the clear distinction between Party and Government. We also believe it could be
worth exploring extending the freepost system used for general election literature to local government
elections.

We are concerned that extending state funding further could remove the incentive for political parties to
recruit members. This could slowly removed them from local communities and the interests they seek to
represent and reduce accountability.

Also, as parties come to depend increasingly on the state, there is the risk of increasing state intrusion
into the internal aVairs of the parties. This is unwelcome in a free democratic society.

Usage of Public Funding

UNISON strongly objects to any public funding going to support the organisation and development of
parties of the extreme right and of racist intent such as the BNP.

Many of our members have expressed this view and it was raised on numerous occasions in our review
of our political fund structure. Any formal system of state-funding runs the risk that this can happen, which
is why we do not support the principle of extending state funding beyond the points above.

Additional Points

Trade Unions are already extremely heavily regulated—far more than other organisations. UNISON is
legally required to hold a full membership ballot on whether to retain our political funds—and on all three
occasions received an overwhelming yes vote—and was required to do this despite a clear decision taken
through our own democratic procedures.

Every member has the right to opt-out of paying the political levy if they do not want to support and
participate in the union’s political campaigning.

In a free society, this should be more than enough to protect the rights of some individuals in relation to
the rights of others to make a collective choice to aYliate to a political party. On a basic issue of democratic
principle, therefore, we challenge those who equate aYliation with donation.

The practical impact of denying trade union members the right to aYliate would be enormous. Through
our aYliation, over half a million people have a direct role in a major political party. For UNISON alone,
that is almost as many people as are involved as members of all the major political parties put together. Few
individual political party members are activists, so for many, the real role is not so dissimilar from the
member aYliated via their trade union.

When the Labour Party next chooses a leader, 200,000 individual Labour Party members will vote in their
section of the party. But so will 500,000 UNISON aYliated members in the aYliated section of the party—
a huge process of political engagement. Take all the aYliated unions from the Labour Party and this means
that the electorate would be cut by 90% at a stroke.

If we want to encourage greater participation in and increased understanding of the democratic process
it is hard to see how this would be achieved by excluding almost 3 million people from their current right
to be actively involved.

The Electoral Commission should look at further reducing spending caps as a more eVective means of
limiting the need for the kinds of donations that the media has highlighted and caused some public concern.

UNISON

March 2006

Evidence submitted by Peter Hooper

I stood as an Independent Candidate in the 2005 General Election for the Windsor CC seat being vacated
by the Honourable Michael Trend MP, and I would like to make the following points:

1. There is no mechanism for voters to remove a sitting MP even if he/she no longer has the confidence
of their electorate. Mr Trend announced his decision to stand down at the next election in January 2003.
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2. In cases like this and/or where the current MP has announced his decision to retire, the party selection
process kicks in well in advance of the formal General Election. There was much speculation over the
summer of 2003 as to the new Conservative candidate with the decision finally being made in October 2003.

3. Immediately a new candidate has been selected the party machinery kicks in to promote their new
candidate by all means possible. This would include both newspaper and TV appearances being engineered
by the central party machinery.

4. At a local level the Conservative candidate was given a weekly newspaper slot to promote himself,
which ran from 12 December 2003 for 40 weeks until 10 September 2004. My own request for a comparable
weekly column was refused.

5. During this phoney war period leading up to the formal announcement of the General Election, local
public meetings/photo opportunities for party candidates were either set up and/or rigged for electioneering
purposes and well reported in the local papers.

6. Because accommodation costs are exempt from a candidates election expenses I believe some
candidates rent local accommodation well in advance of the General Election for the sole purpose of
promoting their candidacy. It is unclear to me who precisely is funding this expensive operation.

7. The long phoney war prior to the May 2005 General Election clearly benefited candidates from the
main political parties as they could bath in the reflected glory of the tens of millions of pounds spent on
campaign advertising and the “presidential” qualities of their leaders (one of whom later admitted to being
an alcoholic!).

8. The short oYcial campaign announce on the 5 April 2005 leading to a General Election on 5 May 2005
minimised the period all candidates are supposed to be treated equitably and this seriously disadvantaged
the opportunities of anyone wishing to stand as an Independent Candidate, particularly as much
campaigning is actually done via weekly local newspapers.

9. Postal voting further encroaches into the short oYcial campaign as many voters will have already
made up their minds as for whom they are going to vote, and return their ballot slips immediately.

10. An electoral system that allows the Prime Minister to call a General Election at any time during the
possible five year duration of a Parliament clearly allows the ruling party to obtain the maximum electoral
advantage, whether deserved or not.

Conclusion

The political parties need their wings clipped in terms of party funding, expenses and election rules:

(a) In order to avoid future allegations of cash for honours there should be a fully elected 2nd
chamber, otherwise someone will always find a way around the “rules”.

(b) Parliaments should run for a fixed term to avoid opportunism.

(c) No public funding should be made available to any candidate or party unless all candidates are
to be treated equitably in all regards.

(d) Election rules and expenses should be extensively reviewed in the light of modern practices with
the aim of ensuring all candidates are treated equitably. Surely no candidate from a political party
should have any advantage over any other candidate?

I hope that my comments may be of assistance to your esteemed committee, the composition of which I
note is made up of appointees from the main political parties.

Peter Hooper

March 2006

Evidence submitted by Jacob Rowbottom, Fellow in Law, King’s College Cambridge

1. While space precludes a detailed discussion of the subject, the arguments referred to here are set out
in greater length in the journal articles “Political Donations and the Democratic Process” [2002] Public Law
758 and “The Electoral Commission’s proposals on the funding of political parties” [2005] Public Law 468.

What is wrong with large donations?

2. Before considering how the system of party funding should be reformed, it is important to identify the
harms caused by the existing system of party funding. Below I consider three possible harms created by large
donations: the danger of quid pro quos; the perception of corruption; and inequality in the opportunities to
participate in the political process.

3. Often the harm is thought to be an individual receiving a benefit from the government in return for a
donation. An example of this concern can be seen in the current investigation of allegations that individuals
were nominated for peerages in return for political contributions, and earlier controversies surrounding
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Lakshmi Mittal and Bernie Ecclestone’s donations to the Labour Party. The harm is seen to arise from the
decision-maker’s response to the donation, for example in making an appointment or awarding a state
contract. The Political Parties, Elections and Referendums Act 2000 (PPERA) attempts to deal with this
problem by making the donations transparent. By requiring that donations over £5,000 be disclosed,
suspected influence is identified through public scrutiny and the government has to justify its decisions in
response. The transparency rules then work in combination with other rules regulating government
decision-making, for example rules governing the award of state contracts or government appointments.11

In practice this method has been unsatisfactory because it so diYcult to establish whether a donation has
secured a benefit. The issue is open to contest, and while critics may point to the donation as evidence of an
improper motive, there will always be legitimate reasons that can be invoked to support the decision. For
example, while both the National Audit OYce and Public Accounts Committee found no impropriety in
awarding a vaccine contract to a company owned by Labour donor Lord Drayson, this has not stopped the
matter being referred to in the media.12 Donation limits are seen to prevent such situations arising in the
first place and aim to limit such disputes and continuing suspicion.

4. An alternative to this may be to impose stronger controls on the decision-making process not only to
prevent to quid pro quos occurring, but also to avoid conflicts of interest. This would aim to stop the
perception of corruption arising. Under such an approach, the fact that a donation is one of several potential
motivating factors is suYcient to taint the decision, regardless of the actual motivations. The solution would
be to close certain options oV from the decision-making process. For example, that a donor should not be
eligible for a particular appointment or contract. One major problem with this approach is that it may
penalise those who deserve that appointment or contract for reasons other than their political activities. It
is likely discourage donations being made, as it not only fails to secure a benefit, but also rules out eligibility
for certain benefits. However, I think there are even stronger reasons why such an approach would not be
appropriate. The conflict of interest approach does not guard against donors being influential on broader
issues of policy. If an individual frequently makes large donations to a political party and is known to hold
a strong opinion on a particular policy, the party may find itself unwilling to change that policy for fear of
alienating that frequent donor.13 The donation may still be influential, but it is not possible simply to say
there is a conflict of interest and that no decision about that policy can be made. For this reason it is seen
as more important to control the supply of money than impose controls on the decision-maker.

5. The latter example highlights that the problem with donations is not simply that benefits are passed
on to the donor, but rather that the donor has greater opportunity to influence the political process using
his or her wealth. Even if the money does not guarantee a particular outcome, the donation is a method of
expressing support for a particular party or policy and a way for individuals to engage with the political
process. Just as it is objectionable that a person can buy himself or herself a peerage or contract, it is
objectionable that he or she can buy greater opportunities to participate in politics. Those individuals who
give very large sums of money can transform the fortunes of a political party and enable it to fight a national
campaign. By contrast someone with the average wage, giving a small donation may express the same level
of feeling and commitment to that party as is expressed by the wealthy donor, but has minimal impact. The
much greater impact exerted by the wealthy individual is not based on the merits of their views, but solely
on their wealth. Such disparities send out a signal that some individuals of great wealth have greater value
in the political process. The large donations thereby distort the process in favour of those with greater wealth
and oVend against the principles of political equality. The real harm is not just the decision-maker’s response
to the donation, but the very fact that such large donations are being made in the first place. Once donations
are viewed in this way, an obvious diYculty arises in that this form of participation is only open to sections
of society with suYcient wealth. A strong case can be made for donation limits not only to reduce conflicts
of interest, but also to remove the greatest inequalities in the opportunities for participation.

Donation Limits

6. A cap on donations set at a low limit such as £1,000 or £5,000 per person would remove the worst
excesses of the current system and would end the wealthiest individuals providing the bulk of funds to the
political parties. However, it would not create equality between individual voters given that the vast
majority of individuals cannot aVord to donate anything near to £1,000 or £5,000 per year. If a limit at that
level were imposed, political parties would have to appeal to a wider range of wealthy and upper middle
class supporters. The system of political funding would not be dependent on a small visible collection of
super-rich individuals, but would be reliant on the wealthier sections of society for funds. The influence in

11 The House of Lords Appointment Commission provides when vetting nominations for a peerage, “that nominees should not
be prevented from receiving an honour because they have made political donations” but “the Commission must satisfy itself
that the person would be a credible nominee irrespective of any payments made to a political party or cause.” (http://
www.lordsappointments.gov.uk/vetting.aspx); Similarly, state contractors and their employees are free to make donations to
political parties and other organisations, but under the rules of procurement, such donations should not influence the award
of the contract.

12 National Audit OYce, Procurement of Vaccines by the Department of Health (2003) and the Public Accounts Committee,
Procurement of Vaccines by the Department of Health, Fifteenth Report of Session 2003–04 (2004).

13 For example Stuart Wheeler often gives his view on the performance of the Conservative Party in media interviews. Such
statements from a large donor could be a factor (although by no means decisive) that shapes party policy. For a discussion,
see Rowbottom [2002] at 764 and Rowbottom [2005] at 471.
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such circumstances would be less visible, but could still have a substantial impact on political parties. A cap
on donations would be an important step in removing the greatest inequalities, but inequalities in wealth
would continue to influence the political process.

Institutional donations

7. The role of groups and associations in facilitating political participation must not be overlooked. By
making a donation, an interest group may give a voice to a section of society that would not be heard if left
to individual action. Limiting interest group donations at a level equivalent to individual donations could
undermine this method of participation in the political process. Given that one goal of reforming party
funding is to improve participation by encouraging more small donations, any reforms should not curtail
this activity. Institutional donations need not raise concerns about equal participation, as long as the
donations are in proportion to the overall membership and that those subscribing are contributing roughly
equal amounts. However, if left unregulated, institutional donations could be used as potential loopholes
that allow wealthy individuals to donate large sums either to one or a wide range of institutions, which then
make donations to a political party or run sympathetic campaigns of their own. The diYculties of regulating
such groups can be seen with the rise of political action committees and similar organisations in response
to campaign finance restrictions in the US.14 The role of institutional donations requires careful
consideration to ensure this channel of participation and representation is maintained, while limiting the
scope for evasion.

8. Trade union donations—Contributions from trade unions are distinct from those made by other
interest groups. Union donations must come from a political fund from which members can opt out, and
the membership is balloted every 10 years to decide whether to maintain a political fund.15 A person will
generally belong only to one trade union, avoiding a risk of duplication through other union donations.
Trade unions do not simply donate money to the Labour Party, but aYliate its members to the party,
creating the closest thing to mass membership of a political party in the UK. The aYliated unions have a
defined role in the decision-making under the Party constitution, which is transparent and proportionate
to the membership it represents.

9. If the ability to make aggregate donations is restricted to trade unions, this may be seen to skew the
system of funding in favour of the Labour Party. However, given that most of the people paying into the
union political fund are unlikely to be making large direct payments to the political parties, this channel of
donation may oVset the emphasis given to wealthy and upper middle class donors referred to above in
paragraph [6]. For these reasons, if a limit is to be imposed on trade unions, it should be at a much higher
level than individual donations limits and be proportionate to the members paying into the political fund.

10. Company donations—While there is a role for company donations to political parties, the position of
companies is diVerent to that of trade unions. The company does not normally exist to represent the political
interests of stakeholders. People may hold shares in a wide range of companies creating opportunities for
multiple representation through donations. While political expenditures must be approved in general
meeting,16 company donations are not an aggregate of smaller payments of roughly the same amount made
by each shareholder. Consequently, there is no reason in principle to fix such a donation limit much higher
than individual donation limits. However, there may be a case for a diVerent limit if the political
expenditures are subject to democratic regulations, determining how much each shareholder can pay into
the fund and with a maximum limit on how much a person can pay into any number of company
political funds.

11. Interest groups—As with trade unions, larger donations by representative institutions would be
consistent with the equality principles outlined above if such donations are an aggregation of smaller
contributions made by group members. However, it would raise some diYculties in practice. As with
companies, people may belong to a range of diVerent interest groups, so aggregate donations from such
institutions may duplicate the contributions made by that individual and the other institutions to which he
or she belongs. This may require some regulations on the interest group if it is to make a contribution above
a certain threshold, such as establishing a political fund, limiting the amount that can be paid into it by
members, and a maximum amount that people can donate to any number of political funds. While this
reduces the scope for interest groups being used to evade the rules, such regulations would impose a
considerable administrative burden on those organisations.

14 The problems posed by such groups have emerged in response to the US regulatory framework and constitutional rules. For
a recent discussion of the US system see N Persily, “The Law of American Party Finance” and R BriVault, “Soft Money,
Congress and the Supreme Court” in K Ewing and S IssacharoV, Party Funding and Campaign Financing in International
Perspective (Hart, 2006).

15 Trade Union and Labour Relations (Consolidation) Act 1992, Ch VI.
16 Companies Act 1985, s 347C.
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State funding

12. If the funds from large donors are cut, then parties will have to look for alternative sources of funding
if they are to maintain current spending levels. The Electoral Commission’s report of 2004 made clear that
if donations were capped at £50,000 then the parties would have had to refuse £46 million worth of
donations between 2001 and 2003.17 This is not conclusive. If donations had been limited in this way the
parties would have responded by seeking out a broader base of donors. It is diYcult to speculate how much
revenue such a drive would have brought in, but given the current rates of party memberships and activity
such a cap would leave the major parties short of funds in the short-term at least. An extension of state funds
to supplement private donations and subscriptions is seen as the method to fill this gap.

13. This raises the question of how the additional state funds would be allocated to the political parties.
At one extreme, equal funding could not be granted to every electorally active political party, as it would
either require extremely large costs in giving each party suYcient funds for a national campaign, or would
give each party a smaller yet insuYcient subsidy. Furthermore, there is little reason in principle to give full
funding to parties that lack any significant support or interest. At the other extreme, funds should not be
granted to parties solely according to their existing representation or share of the vote. Such an approach
would make the system static, with established parties attracting greater funds, which in turn maintains their
hold on the political system. While this is seen to create a cartel among the established parties, if one party
wins an election by a landslide the implications could be more far reaching. The party achieving the landslide
would have the extra funds in addition to benefits of being the party in government, which would reinforce
the hold on power. Even if public opinion were overwhelmingly in support of one political party, it would
still be desirable to have other political parties providing alternative viewpoints. Underlying these extremes
are the diVerent functions performed by political parties. Parties act as representative institutions that reflect
the views of members and supporters, so state funding should be structured in a way that reflects the
membership and encourages engagement with members and supporters. However, parties also play a role
in political debate, informing the public of policy alternatives and the opposition parties have a function in
holding the government to account, a function which should also be considered when allocating the state
funds.18

14. Recently the Power Inquiry proposed a voucher scheme where individuals would choose which party
he or she wishes to allocate £3 of state funds to while casting the ballot.19 This solution would allow each
voter to contribute regardless of his or her personal wealth. While it is conceivable that an individual may
allocate funds to one party and vote for a diVerent party, there is still a danger it could entrench the existing
parties, and make it harder for less popular parties to get their messages out (and thereby remain less
popular). Another issue is whether the voucher scheme would lead to greater citizen engagement/interest in
politics. Critics of such schemes argue that as the citizen is not being asked to make any payment to
demonstrate the commitment to that party, there is no greater incentive to consider and deliberate political
issues than is already encouraged through voting.20

15. The Electoral Commission has considered matching grants and tax relief on donations to eligible
political parties as a method of distributing state funds.21 Unlike the voucher scheme, this would require
some level of sacrifice from the individual voter to trigger the allocation of state funds. However, in requiring
such a sacrifice matching grants or tax relief could exaggerate the advantages given to those parties that
attract donors in the first place. For example, if donations were matched with state funds of up to £200, this
would benefit those parties that attract donations from those who can aVord to donate £200 and who are
in the habit of donating. One solution may be to ensure that the level of financial sacrifice triggering the
allocation of state funds is minimal. This could be done with a system of matching grants for very small
sums (maybe with state funds exceeding the amount being contributed by donor on the small sum). Such a
system would have to be accompanied with voter education to ensure the full advantages are taken, and to
get those not in the habit of donating to realise the benefits of the scheme.

16. No system of allocating funds is perfect and each raise diVerent concerns. Despite the flaws, it is at
least preferable to the funding of parties being dependent on securing the donations of a small number of
very wealthy individuals or groups. One option that minimises the flaws may be a combination of diVerent

17 The Electoral Commission, The Funding of Political Parties: Report and Recommendations (2004) at para 5.52.
18 Such a function is recognised to some extent in the allocation of Short and Cranborne money, and the Electoral Commission

awarding policy development grants.
19 The Report of Power: An Independent Inquiry into Britain’s Democracy (2006) pp 211–213.
20 See D Lowenstein, “Voting with Votes” (2003) 116 Harvard Law Review 1971 at 1990 discussing voucher scheme proposals

in the US.
21 The Electoral Commission, The Funding of Political Parties: Report and Recommendations (2004). See also The Fifth Report

on Standards in Public Life, The Funding of Political Parties in the United Kingdom Cm 4057-I (1998) (the Neill Report) para.
8.20. The Neill Report proposed that tax relief be eligible only to those parties represented at Westminster, in order to avoid
the potential for abuse. By contrast the Electoral Commission believed that such relief should be available not only to those
with representation at Westminster, but also to those that can show “a significant level of electoral activity at the Westminster,
European, devolved or local level”.
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criteria to allocate state funds that combines elements of popular support (such as the matching grants
referred to above) with a scheme that allocates funds to promote diversity of parties. The latter could take
the form of a minimal basic grant to all parties contesting a particular proportion of seats (or some other
formula). While there is not suYcient space to consider the details of each system, a mixed system would
avoid the risk that any one of these schemes be the sole determinant of a party’s success.

Summary

17. I believe there is a case in principle for a limit on donations to eliminate the worst inequalities in the
system of party funding. However, one should also be clear that such limitations do not secure equal
opportunities to contribute, which will still depend to some extent on the individual’s wealth. Imposing a
limit would also raise some diYcult questions, in particular devising a scheme to allow aggregate donations
from groups while avoiding abuse of the system through evasion, and deciding how state funds could be
allocated to make up for any shortfall in funds. The current concern about loans demonstrates that parties
have an incentive to find ways around the existing laws. Even if loopholes are found, the regulation of party
funding sends out an important signal that such a use of wealth to influence politics is not acceptable. While
diYcult, none of these problems are insurmountable and the reform of party funding could be an important
step to creating a fairer political system.

Jacob Rowbottom
Fellow in Law
King’s College Cambridge

April 2006

Save the Labour Party

My attention has just been drawn to your request for submissions on Party funding for the Inquiry being
undertaken by the Constitutional AVairs Committee.

STLP represents individuals and Constituency Labour Parties committed to restoring the Labour Party
as a democratically run membership organisation. Our secretary, Dr Gaye Johnston, was featured in the
Guardian newspaper G2 section on Friday 7 April. Elaine Smith MSP and myself, who are members of
STLP, are also members of the Labour Commission on Accountability, Party and Parliamentary
Democracy, which is also examining these issues.

STLP has a clear position on party funding arising from submissions made by some of our members to
the Electoral Commission inquiry in 2003, and believes strongly that our democracy would be better served
if professional politicians were able to recognise that membership of political parties is a leading indicator
of success.

www.savethelabourparty.org/partyfunding.html

www.savethelabourparty.org/news19.html

Our national committee met on Saturday 8 April and agreed to make a submission to your inquiry. We
intend to demonstrate among other things that the 21st century Labour Party could be funded from
membership fees, small donations and aYliation fees. We consider this financial modelling is crucial to your
committee’s deliberations.

There is, however, a need across the political spectrum in our society to recognise that political party
membership needs to be encouraged.

This will take strong, ethical leadership, time and possibly state-administered financial incentives.

STLP is sympathetic to the support extended by the Electoral Commission to the state (ie taxpayers)
supporting state funding for political party donations (including membership dues) up to a total of £200 per
annum per individual to promote local party development. Similarly, STLP supports the sentiment of the
recommendation of the PoWEr Inquiry to encourage local party development through a ballot paper check
box. Although we are opposed to the precise mechanism chosen, in view of the civil liberties issues posed,
which would enable voting preferences to be linked explicitly to named individuals in a much more
transparent way than the current administration of voting.

Peter Kenyon

March 2006



3545201005 Page Type [E] 14-12-06 22:23:28 Pag Table: COENU1 PPSysB Unit: PAG2

Ev 74

Evidence submitted by the Electoral Reform Society

1. General principles

1.1 The Electoral Reform Society is a voluntary organisation which campaigns for the enhancement of
our democracy. We are particularly well known for our advocacy of better voting systems but we are also
concerned with the eYcacy and integrity of our democratic system. We provide information and undertake
analysis on elections in the UK as well as other countries (for example we have compiled a report analysing
the various electoral systems used in the EU, and have written briefings on recent elections in the USA,
Germany, New Zealand and Canada), and we maintain links with international partners such as the Centre
for Voting and Democracy (now known as Fairvote) in Washington, USA.

1.2 We see party funding, particularly in the light of recent controversies, as an issue that must be urgently
addressed. We support the maximum of transparency in the political process, including party funding, and
therefore warmly welcome the Committee’s inquiry into how the system might be improved.

2. Funding controls

2.1 The extent to which parties can campaign is to a large degree dependent on their resources. A party
that enjoys more support than others will be able to campaign more than others and that is broadly an
acceptable situation. If, however, a party with limited public support were to have considerably more
campaigning resources than other more popular parties as a result of a few very large donations, we share
the concern at the disproportional influence of those wealthy donors on the outcome of elections.

2.2 Nevertheless, we recognise that a cap on party funding or on individual donations is not without
problems. Strict capping of donations or funding, in a situation in which the parties will always have an
incentive to spend extra money on campaigns, risks further episodes of a sort which bring the political
process into disrepute. Without genuine willingness on the part of the parties themselves to conform to the
limits (which runs counter to the logic of electoral competition) obedience to the letter of those controls is
likely to be accompanied by ever more ingenious attempts to circumvent the controls. Strict donation and
spending controls in Germany and the United States have not proved entirely eVective in either preventing
de facto large donations or excessive campaign expenditure. We make the point not as an argument against
the capping of donations, but to emphasise the need for a well thought-out scheme that can achieve its
objectives.

3. Dependence on high value donations

3.1 We recognise that there is public concern about the dependence of parties on individual high value
donors, but also that the reality of ever-increasing campaign expenditure and ever-declining voluntary party
membership leads inexorably towards this dependence. We see no magic bullet solution to the problem,
including funding caps as noted above. Recent experience in the USA, both at federal and state level, is
instructive in terms of this debate.

3.2 However, there may be room in public policy to tilt the incentives for the parties more towards
soliciting donations from a wider range of sources through measures such as matching funding (up to, say,
£20 per individual) or the registration/“donation” system recommended by the Power Commission. Past
proposals to allow parties to reclaim tax on membership subscriptions and donations are worthy of further
enquiry, although we would be concerned if the funding system led parties to value members who paid tax
over those who did not.

4. Public funding for campaigning

4.1 There is already public support for candidates’ campaigns for the House of Commons, European and
London Mayoral elections in the form of the free mailshot to electors. This we support and welcome the
piloting of its extension to local elections. However, although election campaigns are primarily run by
parties, the support is to candidates and oVered to all candidates equally. We would be concerned if any new
proposals were to oVer election campaign funds to parties without oVering equivalent support to
independent candidates (although we recognise that party political broadcasts are an exceptional case as the
facility could not reasonably be oVered to every independent).

5. Public funding and candidate selection

5.1 The report of the all-party Commission on Candidate Selection (2004, copy enclosed) convened by
the Electoral Reform Society noted that candidate selection and training is a significant function performed
by the political parties. This function is a public good provided by the parties. Representation is an
important role, increasingly recognised in parliament, local government and devolved institutions as
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involving professional skills, and the development of this role among candidates has been left to the parties.
In circumstances when funding is constrained, activities more directly related to short term advantage (ie
campaigning) are naturally greater priorities for the parties’ limited resources. If candidate development
falls by the wayside, there are adverse consequences for equality, in that creating opportunities for
participation by women and ethnic minorities often needs a specific focus on the part of the party
organisation.

5.2 The Commission argued that there is a case for an extension of public funding of political parties to
the area of candidate selection and development, as well as maintaining the current system of support for
parliamentary activities and policy development. We would urge the Committee to consider this question
carefully.

5.3 The Commission suggested that funding could be provided through an institution equivalent to the
Westminster Foundation for Democracy, but to support democratic development in the UK rather than
overseas. If such a body were created, it is possible that there are areas other than candidate selection (and
other than political campaigning) in which the work of parties could be supported.

6. Other public funding of parties

6.1 We note the funding of parties through Short money which strengthens the capacity of parties to
develop their policies and provide a more eVective and informed check on Government in Parliament.

6.2 Where funds are provided to parties, there must be some mechanism to determine the allocation of
funds between the parties. We therefore suggest a note of caution against using any formulae that assumes
the votes for the parties in general elections is an accurate indication of their support in the country: we have
a voting system that discourages turnout in safe seats where turnout is demonstrably lower. The voting
system in single member constituencies also encourages many voters to vote tactically, rather than for a
preferred candidate whose chances of success might appear very slight, and there is no proof that this evens
out across the country. Of course, with our present electoral system the use of seats won as a determinant
would be wholly unacceptable.

Electoral Reform Society

March 2006

Evidence submitted by Mr C A Clarkson

I am writing to you because of your role in investigating party funding. Mr Cameron’s plan to cut their
numbers to 500 has garnered significant support amongst the public. Its big problem as I see it is that the
plan would also reduce the proportion of MPs who are backbenchers, thus making it easier for a government
to force bad legislation through the Commons.

So far as I am concerned, the payroll vote system undermines our democracy by subverting an MP’s
loyalty from his constituents to the Executive. My local MP was quite good in opposition, but hopeless once
he became a PPS in 1997. If our democracy is to function property, we need less ministers and hangers-on,
and more back-benchers of all political persuasions who are prepared to think for themselves.

As for the funding of political parties, I resigned from the Labour Party in disgust in 2001, after 22 years
membership (because of Mr Blair’s contempt for party democracy in London and Wales). I do NOT want
to support them, or any other party with my taxes. A plan to pay parties pro-rata for votes received would,
at least for some of the public, turn into a disincentive to vote!22 It would annoy many voters to think that
by voting for an individual, they were automatically voting for taxpayers’ money to go to his party. People
do not want to put more money into the pockets of apparatchiks and ad agencies. The fact that despite
record spending recent voter turnout is near an all-time low should speak for itself In the modern era of
instant mass communication, do we really need leaders to add to global warming with expensive helicopters,
planes etc., every day of a campaign? Surely all the public wants is for candidates to give evidence of
competence, say what they believe, why they believe it, and then to debate the issues. Parties should be forced
to engage with and be funded by their members. They should spend far less and manage their finances
properly. By doing so they might even convince the public that they can be trusted with the public purse.
One never knows, do one? (as Fats Wailer used to say.)

Mr C A Clarkson

March 2006

22 It might rejuvenate the old anarchist slogan: “Don’t vote—it only encourages them—AND makes the b*****s rich”.
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Evidence submitted by John Maples MP

I see that your Committee is looking into the issue of Party Funding. I have taken an interest in this issue
myself for several years, and moved a 10 Minute Rule Bill in 2002 proposing a very particular solution. I
attach an article setting out how that solution would work and I would be grateful if you would accept this
as evidence to your Committee.

It proposes a system of voluntary taxpayer contributions to a matching fund in return for political parties
agreeing to accept a cap of say £10,000 on donations. I believe compulsory taxpayer funding would be
extremely unpopular, but that my solution might well be acceptable.

Party Funding

“Peerages For Sale? Large donations are the problem.” John Maples MP

Running a political party and fighting elections are expensive and party fundraisers find it easier to raise
a few large donations than many small ones. It is those large donations that give the appearance of
corruption and get us all into trouble. The problem tends to aVect the party in government most, as it is
easier for them to attract large donations and the opposition does not have much to oVer, but the problem
aVects all parties. People do not have a problem with small donations up to say £5,000, or even £10,000, but
£100,000, £200,000 or even £1 million look as though they are buying influence, favours or apparently
honours. Inevitably these donations come from wealthy people who usually have significant business
interests. While they may not have an immediate point they want to make with the government, they often
have an agenda.

Large donors get access to senior politicians; indeed party treasurers frequently oVer lunch or dinner with
ministers, or even the prime minister or other parties’ leaders. Some donors also want honours and it seems
that these are at least raised as possibilities. The whole process is pretty unsavoury for those involved and
it leads to the feeling among donors that they do obtain access; when something arises in which they have
an interest they often use that access. All this creates the appearance to the public that parties are corruptible
and favours are for sale. We all have to address the problem. It brings us all, and the whole political process,
into disrepute.

Most alternative proposals focus on some form of taxpayer funding. This has met with a resistance from
the public and the newspapers and it is diYcult to see why taxpayers should eVectively be compelled to fund
party politics. Compulsory taxpayer funding would be very unpopular and generate huge media hostility.
We need to find an alternative.

It is in the interests of the public and the democratic process that parties are adequately funded so that
they can develop policies and put their views to the electorate and that they can do so using modem
communications. It costs the Conservative and Labour parties approximately £12 million each pa to run
their central organisations and another £20 million each for a general election campaign. That is an average
of about £17 million pa each. For the Liberals the average is about £5 million pa. This gives a grand total
of about £40 million a year.

We need to develop a source of voluntary public funding which encourages parties to raise money through
small donations and which rules out large donations. We should create a pot of matching funding by inviting
taxpayers on their tax forms to tick a box; if they do not tick the box £2.50 would be added to their tax bill
each year and paid into a Matching Fund administered by the Electoral Commission. If they do not want
to pay they, can tick the box, so contributions would be entirely voluntary.

To qualify for matching funding a party would have to do two things. First it would have to agree not to
accept any donation of more than say £10,000. Second it would have to raise more small donations from
its supporters. It would then be entitled to receive matching funding up to 100% of the total it had raised
from small donations.

This would encourage parties to raise lots of small donations and remove the necessity to raise large
donations from wealthy donors. There would be no compulsion on taxpayers to contribute.

There are about 27 million taxpayers. If 30% gave £2.50, this would raise about £20 million a year, or half
of what the three major parties spend. The other half would come from small donations from supporters.

There would be no more large donations, which are the source of the problem. Pressure on party leaders
to make themselves available to large donors would disappear, the image of parties and the political process
would be freed from the appearance of corruption created by large donations, we would all be forced to
persuade our wider supporter base to make donations, but political parties would still be adequately funded.
Peerages could become once again a mark of real distinction.

John Maples MP

March 2006
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Evidence submitted by James Page

Larger parties already have an enormous “marketing” advantage, so any review should try to redress this
imbalance. Otherwise party polities will continue to converge, and public interest in democracy continue to
diminish.

To address this stringent caps need to be brought in, and any funding (which should be small) made fair
eg made proportional to % poll.

March 2006

Evidence submitted by Michael Pinto-Duschinsky

Some of the subject matter of my memorandum was prepared for Sir Michael Wheeler-Booth’s seminar
on the Constitution held late in 2005 at Magdalen College, Oxford. The memorandum draws also on some
unpublished research on aspects of party funding in the UK and abroad.

Is has been some time since our paths have crossed and I am very pleased that they do so now, especially
since the topic of constitutional reform is of such importance.

1. About the author

This memorandum is based on many years of study and writing on the financing of political parties both
in the United Kingdom and in other countries. I gave written and oral evidence on the subject in 1993 to
the Home AVairs Committee of the House of Commons and in 1998 to the Committee on Standards in
Public Life. I have advised international organisations, governments and public bodies on constitutional
and institutional reform (especially concerning political finance) in over 20 countries. This memorandum is
written in a personal capacity and does not necessarily reflect the views of any organisation with which I am
associated. (For further details, see the appendix.)

2. Summary

The stated objective of the Constitutional AVairs Committee “is to establish how well the current system
[of British political finance] is working” and to consider possible reforms “including an increased element
of State funding.”

It will be argued that there are defects in the existing system but that these defects are not the ones usually
cited. In particular, a lack of state funding of parties and election campaigns is not the root cause of the
problems. There are arguments for and against state funding. However, an “increased element of State
funding” will not in itself address the scandals and diYculties that have recently been the subject of debate.

A. The basic problem does not lie in the laws themselves (though there are legislative problems as
summarised in the next paragraph). Nor does it derive from an unfulfilled need for money by the main
parties and candidates. The main cause of the recent scandals is a deeply-rooted culture of complacency and
of non-enforcement of the existing political finance laws.

For generations, there has been a non-aggression pact between the main parties about the contravention
of these laws. The regulatory authorities have failed to take seriously their enforcement responsibilities.

The scourge of non-enforcement of political finance laws is the central problem that needs to be addressed.
The forthcoming enquiry into the Electoral Commission by the Committee on Standards in Public Life is
thus timely.

B. The hasty passage of the PPERA 2000 has meant that there are significant areas of inconsistency as
well as a considerable number of legal loopholes in existing legislation. These defects concern matters of
detail, which nevertheless are important for the functioning of the system.

Whenever the process of reform is driven by a knee-jerk response to a scandal or a crisis—as appears to
be the case at present in the United Kingdom—there is the danger that legislation tailored to correct an
immediate problem will itself have unforeseen consequences and defects.

For example, we have seen in France a succession of reforms and reforms of reforms of political
finance rules.

C. There are legitimate arguments both for and against public funding. Similarly, there are legitimate
arguments for and against caps on political donations. However, there should be no illusions about the
eYcacy of such measures as instruments against corruption. This is shown by extensive foreign experience.

Nor should it be presumed that public funding is somehow “neutral” between political contestants and
parties or that it is “clean” money. Systems of public subsidy have to be devised by a ruling party or by a
group of parties acting in concert. Such funding does not reflect a “fair” distribution devised by a set of
philosopher kings. It results from a process of political bargaining.
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D. Public debate in Britain about political financing often assumes—wrongly—that there currently is little
such funding. In fact, British political life is awash with public money which flows directly or indirectly into
the coVers of political parties and individual politicians. As will be argued there has been too little research
on the significant growth of such public funding.

3. Too much law, too little enforcement

International experience about political finance controls and subsidies shows that there is usually too
much law and too little enforcement.

This certainly appears to be the case in the United Kingdom.

The most striking feature of the British system has been the cosy relationship between the main
“stakeholders”—political parties, professional politicians and regulators. Normally, they have conspired to
avoid public accusations and legal enquiries. Parties have been notably reluctant to blow the whistle on each
other. Regulators have been notably reluctant to regulate.

In 1998, I was challenged at a seminar in Moscow by a member of the Electoral Commission of the
Russian Federation to name any person who has been imprisoned for contravening the laws relating to party
and campaign funding in the UK. The Communist law professor who asked the question was rightly
implying that laws without the will to enforce them are pretty useless.

A. Concerning the long-established legal limit on campaign spending by parliamentary candidates, there
has been evidence of gross abuse (as shown by Michael Crick in his evidence in 1998 to the Committee on
Standards in Public Life). Candidates from opposing parties have colluded in contravening the limits.
OYcial returns of election expenses have sometimes been works of fiction.

Yet, the authorities have failed to take their regulatory responsibilities seriously. Parliamentary
candidates and their agents normally have drawn up their expense returns in an atmosphere of impunity.

A good summary of the situation about the lax enforcement of limits on campaign spending by
parliamentary candidates is given in the following exchange in 1998 before the Committee on Standards in
Public Life:

Professor Anthony King
[member of Committee on Standards in Public Life]:
“How does the present system work? What happens? You are the returning oYcer. What do you do? What
are your responsibilities or lack of them?”

“John Turner
[Association of Electoral Administrators]:
Certainly they are not onerous, in the sense that we have no statutory duty other than to receive the returns
as to election expenses at the appropriate time. We do not even have the burden of having to vet them, in
terms of their arithmetic accuracy. Having received the return, save for a parliamentary election—when one
must also publish a notice—that is about the limit of the duty that falls on a returning oYcer. Any vetting
is left to opponents of, in particular, successful candidates or to anyone else with an interest in the matter
and who takes the opportunity for public inspection . . . The return comes in. It is simply put away in a folder
and sits there for the statutory lngth of time, until somebody else decides that it should be destroyed.”

(Committee on Standards in Public Life, Fifth Report (1998). The Funding of Political Parties in the
United Kingdom, London: The Stationery OYce, Cm 4057, Volume 2, £2075–2076)

To my knowledge, no MP has been unseated in the past eighty years for overspending.

B. Concerning the 1925 legislation against the sale of honours, David Marquand’s biography of Ramsay
Macdonald shows how all three of the major parties colluded in 1934 in breaking the law. In fact, the premier
of the day—Macdonald—agreed (illegally) to grant a knighthood to a donor who would provide a pension
to the notorious Maundy Gregory to ensure his silence about his part in the illegal sale of honours.

The collusion of the 1930s seems to have established a pattern of behaviour by the main political parties.
The law enforcement authorities too have been reluctant to initiate investigations.

C. There is a distinction between administering regulations and enforcing them. Typically, administration
merely involves reminding parties and candidates to submit accounts on time and then compiling the
information submitted. Enforcement, involves checking (possibly on a randomised sample basis) the
accuracy and completeness of the information that has been submitted.

The Electoral Commission has used its lack of statutory power as an explanation for its limitations as far
as enforcement of political finance laws is concerned. However, an added reason why the Electoral
Commission has avoided the job of enforcement is the perception within the Commission that zealous
enforcement of the laws will lead to retaliation in the form of pressure on its future budget.

D. The Electoral Commission has failed also to give suYciently clear advisory opinions about the
meaning of some unclear terms in the recent legislation (PPERA 2000). For instance, it failed to give an
opinion—despite a request to do so—about the meaning of the term “commercial” in the context of the rate
of a loan that does not need to be declared as a political donation.
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The problems of the Electoral Commission and the need for greater attention on its part to the task of
enforcement will be the subject of a separate memorandum of evidence. This will be submitted in the near
future by the author to the Committee on Standards in Public Life in connection with the Committee’s
forthcoming review of the operation of the Electoral Commission.

Conclusion

The implication of these observations is that there is little point in proposing a set of new laws until the
existing ones are seriously enforced.

A couple of stiV fines or prison sentences for anyone found to be involved in trading promises of political
honours for contributions, or the forfeiture of seats in the House of Commons by MPs shown to have
disobeyed the statutory limits on spending in parliamentary campaigns will do far more good than page
upon page of new dead-letter laws.

4. Defects in current legislation

For the sake of brevity, this memorandum will not detail all the defects but will give examples. The
objective is to stress the danger of adopting complex new laws in haste in the months before a forthcoming
election, as happened in 2000 when the PPERA was being debated.

A. Concerning the transparency of political donations, there are inconsistencies between the legislation
for parliamentary candidates and for political parties. The timing of reports of donations and the relevant
thresholds for declaration of donations diVer for parties and for candidates. These inconsistencies
encourage schemes designed to avoid timely disclosure while remaining within the bounds of the law.

B. There are loopholes in the rules concerning the timing of disclosure of donations to parties.

C. The PPERA 2000 encourages donors to support oVshore-islands of political parties—namely pressure
groups and think tanks which, in legal form, are independent of parties but which in practice forward or
oppose the policies of a particular party. These “oV-shore islands” of parties (referred to in the Act as Third
Parties) largely escape the provisions set out in the PPERA 2000 for donations to parties. (The current
British legislation concerning the political activities of Third Parties clearly does not conform to guidelines
issued by the Council of Europe. Whether this is a matter of concern depends on the Committee’s judgement
about the importance of these guidelines.)

D. The rules concerning the value of gifts-in-kind (especially by foreign donors) are defective.

A. There are serious defects in the rules for the funding of referendums.

Conclusion: There needs to be a review of the details of existing legislation before there is an attempt to
introduce major new legislation. In particular inconsistencies between the PPERA 2000 and the
Representation of the People Acts need to be sorted out and regulation of Third Party expenditures needs
to be reviewed.

5. Who are the “main stakeholders”?

The Constitutional AVairs Committee has declared that it “will take public evidence from the main
stakeholders involved in the operation or review of the current system” of party funding.

This formulation raises the question of who are the “main stakeholders”? It is all too easy to assume that
these “stakeholders” are first and foremost a group of political insiders: the parties themselves, the Lord
Chancellor, the Department of Constitutional AVairs, the Electoral Commission, the Association of
Electoral Administrators.

In fact, the main “stakeholders” are the electors. Yet, their desires tend to be ignored.

In Britain as in many other countries, there is a distinction between the views of the political class about
political financing and the views of ordinary electors. Members of the political class tend to favour rules that
benefit them and relieve them of the need to raise money from ordinary electors and party members.

Professional politicians find it all too easy to drum up arguments to justify additional money from the
taxpayers for their own activities.

Conclusion: The Committee should beware of endorsing the arguments in favour of public funding
devised mainly by those who stand to benefit from such funding.
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6. How much public funding of parties, politicians and election campaigns is there today in the
United Kingdom?

Proposals to introduce public funding of British political parties too readily assume that there is little such
funding already.

In fact, there has been a major growth in such public funding, though it has not been properly researched
and documented.

Direct state funding of parties and candidates

This consists of free postage for parliamentary candidates (one item per elector), free use of school and
other public halls for election meetings, free political broadcasts and party election broadcasts, small policy
development grants for parties introduced by the PPERA, 2000. The most important of these items is the
system of free party political broadcasts.

Back-door state funding

This includes:

— The cost of special advisers to ministers (whose number has increased considerably in recent years).

— Grants to opposition parties in the House of Commons (“Short money”), which has considerably
increased in recent years, and in the House of Lords (“Cranbourne Money”). In practice a
considerable proportion of this money is devoted to expenditures previously met from the central
funds of political parties.

— Escalating allowances for MPs. It is inherently diYcult to distinguish between the use of these
allowances by incumbents to carry out their public duties to their constituents and to campaign
for re-election. Arguably, there is still too little transparency about the use of allowances by MPs
and insuYcient policing of the system to ensure that allowances cannot be used for partisan
purposes. To all intents and purposes, many constituency oYces of MPs and many paid party
agents are now funded from the public purse via the allowance system. This represents a major
change in the way in which constituency organisations of parties are financed.

— Party funding financed from European Union budgets. This includes generous staV allowances for
MEPs and the funding of party groups in the European Parliament as well as other forms of party
patronage such as the party secretariats of the EU Committee of the Regions.

— Devolved assemblies. Their creation has meant new systems of payments parallel to those in
London: for example, payments for special advisers to ministers of devolved assemblies and to
members of these assemblies for constituency purposes.

[For example, MSPs are allowed to use their allowances to maintain constituency oYces to carry out
parliamentary duties. QUESTION: what is the boundary line between parliamentary duties and political
campaigning? ANSWER: very fuzzy indeed. See Scottish Parliament Allowances Code: “Parliamentary
oYces may be acquired in association with political party premises, but must be a clearly definable oYce
space. Political party material is not permitted to be externally displayed in areas occupied by the
parliamentary oYce.”

In practice, the system appears to mean that constituency party oYces in Scotland are to all intents and
purposes funded by the Scottish taxpayer.]

— Elected mayors. The new system has created openings for political patronage employees.

Local councillors and political groups on councils. Payments have escalated. It is now possible for local
party activists to receive pay via a variety of local government roles. Since 1974, a system has grown of
allowances for councillors, base pay, additional pay for party leaders on councils plus payments for leaders
of opposition groups on councils, and the so-called Widdecombe employees of party groups.

In combination, these developments have led to the increasing professionalisation of parties, to an
increasing reliance on a whole variety of forms of state aid and to the lessening role of voluntary party
members.

The degree of reliance of parties and candidates on public funding is not the only matter on which research
is needed. It also should be a more thorough investigation into whether there really has been an escalation
in expenditures by parties and candidates over the last twenty or thirty years. When the Committee on
Standards in Public Life argued in 1998 that there had been the equivalent of an “arms race” in party
spending, it did so on a narrow, probably flawed base of evidence. (For a discussion of long-term trends in
political spending, see “Financing Politics: A Global View,” 81 V.)

Conclusion: Before proposals for additional state aid to parties are considered, there needs to be a
systematic review of the total amount of public funding which currently exists.
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7. Does public funding reduce the corruption which is often associated with political financing?

This issue is reviewed in my article “Political Financing: A Global View” (Journal of Democracy, October
2002. A review of political finance laws in over one hundred countries leads to these conclusions:

Public subsidies for electoral politics appear to have produced neither the benefits promised by supporters
not the drawbacks feared by critics . . . [P]ublic subsidies have clearly failed to cure the problem of corrupt
political funding. Some of the most serious scandals have occurred in countries with generous public
subsidies, such as France, Germany and Spain. A party or candidate who obtains public monies, knowing
full well that such monies are equally available to competitors, will not therefore stop looking for more
money with which to outspend and out-manoeuvre political opponents.

8. Public funding, party membership and incentives for small political donations.

Critics of state aid to parties, such as the author of this memorandum, have often expressed the fear that
public funding creates a disincentive for parties to recruit members. International evidence does not give
clear support to this view. (See “Funding Politics: A Global View,” 79.)

Nevertheless, it is still reasonable to argue that if there is to be public funding of the central organs of
political parties, such funding should not be unconditional. Instead it should be linked with incentives for
parties to raise money in small amounts from members and supporters.

There are several possible types of incentive for small political donations, including tax relief, tax credits
and matching grants. The case for such measures was considered and recommended in 1998 by the
Committee on Standards in Public Life.

Conclusion: The Constitutional AVairs Committee should give serious consideration to the
recommendation of the Committee on Standards in Public Life that there should be incentives for small
political donations.

9. Caps on donations

There has been understandable alarm about the dependence of all three of the main parties on some
exceptionally large gifts and loans, some of them amounting to millions of pounds each.

In terms of democratic theory, there are cogent—though not universally accepted—arguments for
limiting the size of donations by individuals, companies or other organisations. However, international
experience shows how hard it is to enforce such limits. Though caps are likely to have some eVect in the short
term, increasingly sophisticated methods of avoidance tend to arise in the medium and long term.

In particular, a restriction on the size of individual contributions will not prove very eVective if restrictions
apply narrowly to political party organisations and to election expenses of candidates for public oYce.
Those wishing to pour huge sums of money into influencing electoral outcomes and policy measures will in
that case be able to divert their gifts to Third Parties or to the funding of newspapers and other channels of
communication. Moreover, the imposition of special restrictions on fundraising by political parties will have
the eVect of weakening parties, strengthening lobby groups and not necessarily limiting the political
influence of money on the political process as a whole.

In addition, a cap will be ineVective unless care is taken to ensure that it applies to donations to individual
candidates and local party organisations as well as to national party organisations.

Conclusion: If it is proposed to introduce caps on donations, care needs to be taken (1) about the
definition of the recipient organisations to be covered by the cap. (2) The issues of enforcement and of
penalties need to be considered in detail and as a high priority.

Michael Pinto-Duschinsky

March 2006

Evidence submitted by Chris Mullen MP

Herewith a number of suggestions which I hope you may find helpful:

(1) It seems to me that, as a mailer of principle, we should be aiming to reduce the amount of money
swilling about in British politics with a view to getting back to issue-driven rather than money-driven
election campaigns. I, therefore, suggest that a much tighter cap—I would suggest halving the present limit
of £20 million—be set on what political parties can spend on national election campaigning.

(2) That local spending limits—which at present apply only from the time an election is declared—be
extended to cover the preceding 12 months with a view to eliminating the abuse that occurred in the run up
to the last election where money from two main sources—Bearwood Corporate Services Limited and the
Midlands Industrial Council— was poured into marginal seats enabling Conservative candidates to
outspend their rivals by a margin of more than ten to one. I refer you to the work of my former colleague,
Peter Bradley, for the details—a copy of which I enclose.
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(3) That consideration be given to giving taxpayers the opportunity to donate a small amount, say up to
£50, free of tax to the political party of their choice. For those on PAYB this could be done by check-oV in
the way that the trade union political levy is currently deducted. This seems to me the only form of State
aid that, given it is optional, would be politically tolerable. This should be made conditional upon a strict
limit on individual donations.

(4) That there is no basis for dispensing with the political levy paid by some trade unionists. Contrary to
what some allege, the money donated by trade unions does not consist of large sums handed over by a
handful of trade union barons, but of the aggregated contributions each consisting of no more than £4 or
£5 a year made voluntarily by up to four million trade unionists. Far from being in any way reprehensible,
it seems to me the nearest we come to mass politics in the UK.

(5) Likewise, I see no reason to object to company donations, providing they have been authorised by
shareholders, as required by the Political Parties, Elections and Referendums Act, 2000.I would be grateful
if you would bear these points in mind when considering your recommendations.Please also find enclosed
a copy of the minority report—which I drafted—of the Home AVairs Select Committee which examined the
issue of party funding in 1994, although events have moved on a little since then. I draw your attention in
particular to the table on page xlvii documenting the close correlation between honours and donations to
the ruling party.

Chris Mullen MP

April 2006

Evidence submitted by Maurice Bale

May I presume to put to your committee a point of view from an ordinary member of the public.

It would appear that a lack of funding puts a political party at a disadvantage in the run-up to a general
election. For one party to have much more money to spend than another looks to me very much like
buying votes.

Often the campaigning is unfair in another sense. If a party has access to advertising hoardings it can
produce an argument in its favour or to the prejudice of its main rival so late in the campaign that there’s
no time for a response; to put it another way, a well-funded party can buy the use of the last voice.

May I suggest that the state could well pay for much of the costs of electioneering provided they were
severely restricted, not an invitation to splash out at the taxpayers’ expense.

Suppose that each party [two or more candidates with the same manifesto] was allowed one party political
broadcast at a set cost, and one pamphlet per person for each constituent in whatever language(s) required—
and forbidden to do any other advertising whatever. Talk to the man in the street and by and large he’s easily
tired of over-exhortion, whatever the cause. There need be no cost of distributing the pamphlets, since that
is normally done by unpaid volunteers.

Maurice Bale

April 2006

Evidence submitted by Local Government Association Independent Group

State funding of political parties often assumes that candidates only emerge from three kennels—this is
not true. The Independent as a political phenomenon has survived against the might of the party machines
for a number of years.

There is a role for political parties but it should not be seen as the be all and end all of a live democracy.
There are over 2,000 Independent councillors elected to councils up and down the country. Independents
are elected to both the Scottish Parliament and Welsh Assembly. Four out of the 12 directly elected Mayors
are Independent. Let’s not forget that Ken Livingstone was elected first time round as Mayor of London as
an Independent candidate. Last year 341,753 votes were cast for Independent candidates in the local
elections.

Any consideration of State funding must not focus on Parties, but must ensure that all those who, for
whatever motive or reason, wish to engage in the process of governance via the ballot box must have equal
opportunity to do so, and equal opportunity to gain access to any resources. The “three main political
parties” must never be allowed to get into the position where they not only fight for “control” of Parliament
but where they also gain control over the electoral process itself by being State funded.

Some commentators believe that state funding will “clean up” politics by freeing the parties from the
dependence on donations by big business and the trade unions. However countries where state funding
already exists are hardly corruption free. Politicians in France and Germany have been smeared by party
fundraising scandals over recent years.
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A system based on political representation—by number of MPs or total votes cast—invokes the same
problems as Britain’s “first-past-the-post” voting system, essentially a vicious circle for smaller parties and
Independents unable to receive funding because the have no MPs, and unable to push candidates because
they lack the funding.

The tradition of the Independent in local government (and in Parliament) is both a long and honourable
one, and one, which, if you actually talk to local electors, is seen as desirable in achieving community
representation in democratic arenas. Most electors tend to be resigned to the fact that political parties fight
local and national elections, but they don’t always like it, and will support good Independents every time—
“there shouldn’t be party politics in local government” is what they say.

With the three main parties seeing a gradual decline in the number of people joining as members;
subscriptions have fallen and it is big business and union subs that are keeping the parties afloat In the wake
of the embarrassing honours for loans aVair we need to ensure that we do not rush into a system of state
funding. Although it would help parties reduce their reliance on individual donors, it could create more
problems than it actually solves.

Democracy is diverse. If we want to encourage participation in it and respect the views of independents
and minorities— as that is what they will often be—it behoves to the government to ensure that they are
able to communicate with the electorate and have the resources to promote an alternative view.

From our experience the Government and the three main political parties have demonstrated a complete
lack of understanding about non-partisan politics. The government has consistently stated that “A person
standing as an Independent should play the same game as everyone else”, but what they don’t seem to
understand is that Independents are not like everyone else. They do not have the party to fall back on and
provide them with financial support with teams of political advisors, policy departments and advertising
gurus.

It would be quiet wrong for an Independent candidate to stand only to find that his own hard earned taxes
have been used to fund candidates to fight against him in an election.

The Government should acknowledge that one legitimate element of the political spectrum is the non-
partisan Independent discipline, which persistently finds favour with a significant portion of the electorate,
and that, if funding is to be made available, then funding should also be available to promote and develop
the Independent case.

If the political parties cannot reach a consensus on a model of party funding that is equitable to all, then
I am afraid the political parties must continue to seek their own fortunes and rely less on subsidies from the
tax payers of this country.

Local Government Association Independent Group

March 2006

Evidence submitted by Canon Peter J Winstone

I would like to make two points about your present investigations.

1. I am not able to see any diYculty about people receiving decorations or knighthoods because they have
given donations or loans to political parties, provided that everything is public. To receive seats in
Parliament as a result of such gifts seems to me to be utterly corrupt, and the practice should cease forthwith.

2. It has been suggested that political parties should be state funded. Politicians are of course in an
excellent position to seize taxpayers’ money for this purpose, if they so wish. But if that does come about,
then I hope that every penny of expenditure will be scrutinized by the Electoral Commission or some other
appropriate body. It may be proper for political parties to carry out research of benefit to the public,
particularly when in opposition. It would be quite improper for taxpayers’ money to fund makeup or
hairdressing for politicians or their wives, consultancy fees for outside organizations, payment of journalists
to accompany politicians in their electioneering (if this really does happen at the moment), or those inane
slogans (“double whammy”, “be very afraid”, “forward not back”, etc) which disfigure our billboards at
election times, which are an embarrassment to people like me who vote, and which no doubt discourage
many people from voting. I hope the Electoral Commission would disallow all such expenditure, if made
from public funds. If private individuals are foolish enough to give money for them, that is their own aVair.
But they certainly don’t give confidence in the political process.

Canon Peter J Winstone

May 2006
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Evidence submitted by the Rt Hon Dr Ian R K Paisley MP MLA, Leader, Democratic Unionist Party

Thank-you for your letter of 20 April. I welcome the fact that the Constitutional AVairs Committee has
started an inquiry into the issue of the funding of political parties. Clearly this is an important issue for the
successful functioning of our democracy.

The fundamental problem with the current arrangements is that parties need ever expanding sums of
money to operate and contest elections and therefore require ever greater donations. The greater the level
of donation the greater the risk is that an individual can buy political influence or reward.

While the DUP only contests elections in one part of the United Kingdom and operates on a diVerent
scale from the three largest parties at Westminster we do nonetheless face many of the same issues. Elections
are expensive and running a political party is expensive even on a regional basis.

The issue of state funding of political parties is often considered when examining such matters but the
reality is that already there are various sources of state funding which political parties avail of including
through Westminster, the Electoral Commission and for Northern Ireland parties, the Northern Ireland
Assembly.

For example as can be seen from our returns to the Electoral Commission a significant part of our income
comes from state sources of one form or another. Therefore to speak of state funding of political parties is
to speak of a present reality not a future possibility. The only issue is the level of such funding.

Individual donations of a significant size will inevitable give rise to at the very least the perception of
influence. This is not healthy for our democratic system. We believe that it is necessary that individual
donations can be made but there should be a limit on the amount that an individual or body can give. While
it may not be easy to set the particular limit clearly donations in excess of £25,000 would begin to raise
serious issues.

There are a number of aspects of the overall equation which need to be considered. In order to achieve
the best outcome both the way in which parties obtain money and the way in which parties can spend money
should be examined. By treating the problem at both the income and expenditure level the best solution can
be achieved. Elections and the preparation for elections are clearly a significant expense, indeed they are
probably the major expense for political parties.

The cap on election expenses at a constituency level has proved to be an eVective mechanism for keeping
spending—and therefore the necessity to raise money—under control. We believe that such a restriction
could be replicated at national level which would also act as a cap on the amount of money that political
parties would need to raise to fight elections.

This particular model has proved remarkably successful at a local level in keeping a level playing field and
avoiding the need for excessive fundraising and the attendant dangers that would bring.

Equally the restriction on political advertising on the TV or radio has also significantly reduced the need
to raise the very large sums of money involved in the United States. We believe it is sensible that such
restrictions are maintained though clearly new technology will open up other alternatives which will need
to be considered.

On the issue of transparency we in Northern Ireland have particular diYculties and issues to be
considered. The Northern Ireland (Miscellaneous Provisions) Bill is seeking to bring Northern Ireland
closer into line with the rest of the United Kingdom but clearly there are particular diYculties faced by
potential donors in the Province. There is also the issue of donations from outside the United Kingdom to
Northern Ireland parties which is particularly relevant given the fact that some parties contest elections in
both Northern Ireland and the Republic of Ireland.

Greater state funding should be used for funding political parties for necessary activities, not to increase
the amount spent on advertising. That is why any state funding would need to be done alongside limitation
on spending to prevent simply having the public contributing to ever greater levels of expenditure.

There clearly is a level at which a party can eVectively communicate its message and beyond this it merely
becomes an exercise in not being outspent by one’s opponents.

There is no perfect system of party funding. There is an inevitable tension between the various legitimate
interests involved.

However, on balance we believe that that best compromise lies with:

— a limit on election spending at a “national” as well as local level,

— a limit on the size of donations from an individual, and

— greater public funding of political parties.
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This would not produce a perfect system and would still be open to legitimate criticism but is preferable
to alternative ways of dealing with what is clearly a problem. As well as setting out the principles it would
be necessary to ensure that any regulations were likely to be eVective in achieving their desired goal.
Workability will be a fundamental aspect of any arrangements which are put in place and the success of any
set of arrangements will depend on the detail of them.

Rt Hon Dr Ian R K Paisley MP MLA

May 2006

Evidence submitted by Plaid Cymru

The Democratic Process

The cornerstones of the democratic process in Wales today are the political parties. It is the political
parties that do most to seek to enthuse and inspire electors to political action. Political Parties play a key
role in holding the government and their agencies to account. It is political parties who campaign on a wide
range of issues all year round. It is the representatives of political parties who lead our democratic
institutions. Yet, of all the aspects of the democratic process, it is political parties that receive least support
from the state to support their crucial activities. Any discussion therefore of state funding of political parties
must reflect our key role in the health of our democracy.

Public Confidence

Whilst we contend that parties have a key role in the democratic process we also recognise that public
confidence in politicians is at a particularly low ebb. Paradoxically this leads us to the conclusion that the
public may not support greater state funding, while also recognising that an element of public distrust is
based on the unhealthy relationships between large donors and the Labour and Conservative parties. Our
view is that an eVective mechanism of state funding may be one part of a broader package to develop again
the trust of the public in parties and elected politicians. Public confidence is key to such a project and should
be viewed in the longer-term perspective rather than considered on the basis of the latest opinion polls.

Current Levels of State Funding

We recognise that through various means political parties already receive a limited amount of state
funding. In our case we receive Westminster Short Money and Policy Development funding. It is our view
that the funding for policy development work has had a major beneficial impact on the quality and depth
of the policy development process within our party, a fact which I believe your colleagues have recognised
on their assessment visits to the party. We have some concerns that the additional costs of operating within
a bilingual environment on the parties in Wales are not recognised in the formula for distribution of funds.
You may be aware that we have expended over £10,000 of policy development monies on translating policy
documents (both from Welsh to English and from English to Welsh, depending on the original language of
drafting). We would hope to see some recognition of the specific national contexts of political parties
reflected in any formulas that may be developed to distribute funds.

The Introduction of Further State Funding

There are two potential approaches to developing state funding in the UK. One approach may seek to
incrementally expand the areas of political party activity that are funded via Electoral Commission grants.

If this approach is to be adopted the clearest case for immediate funding is compliance. Let me be entirely
frank at this point. Currently resources that we have raised from our members to campaign are being
diverted into ensuring compliance with the PPERA. We have three members of staV who have taken on
various responsibilities in relation to compliance matters, but we do not have the financial capability to fund
a full time compliance oYcer—in my view the only way by which we could ensure that the Party and
particularly our volunteer oYcers across the country are fully compliant with the PPERA. This could be
achieved by state funding, or even potentially by seconding members of staV from the Electoral
Commission. My aim here is to ensure suYcient support for oYcials responsible for compliance, my concern
is that at present we cannot provide enough support and therefore we rely to a great degree on the
eVectiveness of our local oYcials.

If one adopts a somewhat broader perspective there are several other activities undertaken by political
parties, which clearly enhance the democratic process and may be potential areas for further support:

(i) Election Agents Support and Training. We have a wide range of experience amongst our election
agents. Some have years of experience and can ensure local compliance with ease. Others are new
and require considerable support to ensure that they fulfil their legal duties appropriately.
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(ii) Candidate Training. EVective candidates who engage the public in a positive fashion are a key part
of any successful election. We would like to highlight in particular here our lack of female and
ethnic minority candidates. Were resources to be available we would undoubtedly seek to oVer
further support and training for female and ethnic minority members, and thus ensure a more
representative body of candidates. However, such training provision does not come cheap and we
think state funding could usefully be used to help parties specifically target the training of under-
represented groups.

(iii) Party Political Broadcasts. PPBs and PEBs are crucial in engaging the electorate in the political
process, as the Electoral Commission has noted in its review of political broadcasting. Support for
such activities would provide for better broadcasts and indeed the opportunity to tailor broadcasts
more eVectively to particular channels, if the recommendations of the Commission are accepted
in terms of multi-channel PPBs.

(iv) Party Web Sites. In much the same way as an argument can be made for the funding of PPBs, an
argument can be made in favour of funding party web-sites, particularly in the context of
developing e-government and e-enabled elections.

(v) Candidate Mailings. If we move to all postal ballots, a case can be made that a booklet be produced
by the returning oYcer with statements of two pages each from each of the candidates and then
this should be distributed with all ballots papers to each elector. This would evidently replace the
current freepost mailings through the post oYce.

If, however the Commission proposes and government supports a wider regime of political party funding,
we would raise the following issues:

(i) the appropriateness of the formulas for distributing monies between the parties. In this instance
we would ask the Commission to recognise that certain basic party functions are undertaken by
all parliamentary parties of a certain size. To take a simple example, in the Welsh context we have
12 Assembly members, the Liberal Democrats have six. It would seem unreasonable to us that we
would receive twice as much money as the Lib Dems to, for example, develop our manifesto. While
clearly some account must be taken of party size, the mechanism must also recognise that parties
have basic functions, which all have to undertake regardless of the votes won.

(ii) the threshold for funding. We favour a balanced approach to the threshold for funding. In the first
instance we believe that the threshold should be calculated individually within each nation of the
UK. We would then propose a threshold of an average 5% of valid votes and at least one
parliamentary representative across National, UK and European elections within the national
area.

(iii) potential mechanisms for funding. We have viewed with interest the discussions on potential
mechanisms for funding e.g. tax relief or matching donations. We firmly believe that if public
confidence is to be restored that a cap on donations needs to be imposed at say £5,000 with the
smallest donations attracting the most significant elements of match funding.

(iv) administration of state funding. With the implementation of the PPERA our administrative
burden increased substantially without a concomitant increase in funding—indeed without any
funding for such activities with the exception of the small start up grants. Our view is that if state
funding is to be introduced that suYcient resources must be made available for compliance.

Dafydd Iwan

May 2006

Evidence submitted by Rt Hon Sir Menzies Campbell CBE QC MP, leader, the Liberal Democratics

Thank you for your letter regarding the Constitutional AVairs Committee inquiry into Party Funding.

It is now six years since the passage of the Political Parties, Elections and Referendum Act of 2000 that
enacted many of the principles about party funding that were advocated by the Committee on Standards in
Public Life.

The Liberal Democrats believe that further consideration should now be given to the legislation governing
party funding and the issues raised in the terms of reference for your Committee’s enquiry into Party
Funding.

We contributed to the Electoral Commission’s review on party funding in 2003. Our evidence on this is
attached as the basis of our thinking on the issues.

Recent controversies have served to reinforce our views that:

(i) There should be a reduction in the national campaign expenditure limit. This is presently about
£20 million in a General Election year for a party contesting all seats. We argued previously that
this should be no more than £15 million and we believe that it must be logical to make this a limit
in every year and not just election year.
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(ii) There should be a cap on individual donations. We have previously suggested that this should be
£50k in any one year from any individual or organisation. We do not believe that corporate
donations from Companies or Trade Unions would be appropriate if parties also received very
significant state funding.

(iii) There should be a limited extension of state funding. We believe that this should not wholly replace
party fundraising activities and should be set at a modest level compared to say Government public
information advertising (which could probably be reduced in order to pay for it). The level of
funding for a party must reflect its support at the most recent General Election but require a
minimal level of support and representation to qualify for it. The simplest and quickest way of
introducing a greater measure of state funding would be to extend the scale and scope of the Policy
Development Fund.

(iv) Loans should generally be prohibited unless they are from recognised UK based financial
institutions.

(v) Tax concession schemes are worthy of further consideration and in the absence of support for
further state funding, we supported the amendment carried in the House of Lords based on
proposals from the Committee on Standards in Public Life (“Neill Committee”) for a tax
concession scheme on donations of up to £500. If there were to be a tax concession scheme, there
would need to be a matched funding proposal for contributions made by non-taxpayers.

(vi) Further consideration must be given to funding in kind that aims to promote participation in the
democratic process at all levels. This could include greater provision of Royal Mail deliveries of
the kind that candidates benefit from in General Elections to local elections or simply to qualifying
parties on an annual basis.

(vii) Arrangements need to be reviewed for Short money, the funding of Special Advisers and Leaders’
OYces given that parties and leaders need to function in various roles that do not change whether
they are in Government or Opposition or whether they are the largest opposition party or a
substantial one.

(viii) The tax status of political parties should be reviewed (issues such as VAT on trading and non-
trading income) together with the issue of treating them as charities for tax purposesI will be
happy to discuss with you the most appropriate Liberal Democrat representatives to give further
evidence to your Committee.

Rt Hon Sir Menzies Campbell CBE QC MP

May 2006

Evidence submitted by the Joseph Rowntree Reform Trust Ltd

The Joseph Rowntree Reform Trust Ltd is concerned about the health of grassroots politics and how state
funding could be used to revitalise local parties. I am enclosing the results of a recent opinion poll on party
funding commissioned by the Trust.

There is clear evidence of public dissatisfaction with the current system of funding political parties, with
60% of respondent agreeing that it is “unfair”. Other key findings include:

— There is strong support for a cap on how much people can donate to political parties, with 59% of
respondents backing this— a majority of more than two-to-one over those who opposed it (24%).

— Opposition to state funding is not as strong as is commonly believed. Forty one percent of
respondents agree that political parties with significant public support should be provided with
public funds to reduce their dependency on donations from wealthy individuals, trade unions and
businesses. Only 36% disagree.

— If there is to be increased state funding for political parties, there is overwhelming support for this
funding being targeted to support local activity by parties. Fifty nine percent support this, against
less than one fifth who oppose it (18%).

The main findings are available on the Trust’s website: www.jrrt.org.uk.

Diana Scott
Chair

June 2006
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Evidence submitted by Robert Rhodes

I am taking the liberty of submitting to the Committee a summary of my views. Being aware of the amount
of evidence the Committee has taken, for the sake of brevity I have kept the summary very short. If, however,
the Committee would like me to expand upon this orally, I should be happy to attend upon it at a mutually
convenient time.

1. There should be no limit on the amount an individual, company or organisation can donate to the
political party of its choice, PROVIDED (a) that the donor is UK resident, and (b) that there is transparency
of the donation(s) ie a list available to the public of all donations over (I would suggest) £10,000. One
problem about restricting donations is the diYculty that would arise in trying to set up new parties.

2. State funding of political parties should be reduced rather than extended. This would avoid the
unhappy position of taxpayers having to contribute to the funding of parties to which they have a strong
moral objection, eg the BNP.

Robert Rhodes

June 2006

Evidence submitted by Jack Brown

I read in the Daily Telegraph yesterday that your terms of reference are to examine funding of political
parties and, specifically to look at “the challenge of raising funds for political parties in an era of diminishing
membership of political parties.”

If you are now thinking the unthinkable—that the constitutional distinction between representatives of
political parties and elected MPs should be abolished—then you must justify your thought Part of that
justification has to be consideration of why membership of political parties is diminishing and whether that
diminution is a threat to democracy.

Membership of political parties is diminishing because elected MPs choose to represent the policies of
their political parties regardless of well-understood public opinion. Never in the whole field of British:
political conflict has so much been owed by so few to public opinion research; the political parties’ own
rigged forums and focus groups cannot compete with the almost daily outpourings of opinion research in
the broadsheets. Today’s is the West Lothian question that has come back to haunt the Labour members
of your committee.

Are these continuous breaches of the faith held by Edmund Burke a threat to democracy? Of course not.
Political parties could disappear tomorrow [they will disappear the day after and I am sorry I won’t be
around to see it] but there will still be elections with competing candidates if democracy prevails. It’s the
only way to contain the beast in us.

There is no “challenge of raising funds” if individual MPs are to retain any pride and a semblance pf
constitutional propriety. If politicians pledge and maintain their faith, they will be financially supported by
their friends and neighbours—usually but not necessarily organized as a political party—until their first
election when, being now paid extraordinary salaries, they can fund themselves.

Political parties only want more funding than they can aVord in an environment of declining membership
because, charitably, they want to keep up with the media Jones; uncharitably, they want to line the pockets
of incestuous, PR bedmates. Sam Goldwyn said “I know half of my money is wasted on advertising. Tell
me which half.”. Goldwyn was making millions by giving people like me what we wanted. Advertising was
his loss leader. It cannot be a loss leader when there’s nothing but loss.

Think idealism, if you ever had any, and tell any politician worth his salt that he’s got to go out there and
mine his salt If you do not, you will take a significant step towards blurring the distinction between political
parties and Parliament, thus bringing political parties into even greater disrepute and encouraging extra-
Parliamentary political activity. The raw lads are, for once, in a no-lose situation.

Jack Brown

June 2006
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Evidence submitted by Dr Alan Whitehead MP

A Statutory Spending Cap on Party Activity—an Exemplification

Much of the debate on Party funding has revolved around specific aspects of the issue—caps on spending,
on donations, on “good” and “bad” destinations for possible state funding, and other matters. If a package
of reforms is to be considered, however, is important to appraise how they relate to, and aVect, each other.
What might the eVect of a package of reforms be on the likely requirement on Parties to raise money, and
how realistic would it be for such sums to be raised? The prospect of answering these questions quickly or
easily, however, is hampered by the debate about the exact nature of caps on spending, accounting periods
and the extent to which State funding of parties might be extended. If any indication is to be given, it will
be necessary to make a number of reasonably brave assumptions about what any scheme of expenditure
capping might look like, and the form any future State funding for Political Parties might take.

This exemplification of the eVects of changes in spending rules and the impact of state funding on the
requirement for Parties to raise money independently, is therefore schematic, but reflects the eVect of the
committees recommendations on a five year cycle of Party activity, based on the results of the 2005 elections,
information provided to the committee on local Party spending, and the accounts of the National Parties.
It reflects also the possible results of one of the options for state funding of parties recommended for further
examination by the committee, namely, funding during the cycle based on the results of the previous election
the restitution of an element of local campaign spending to local Parties after elections are declared and a
possible scheme of “matched funding” for Party membership numbers.

It also needs to skip over possible complications that might arise during a five year cycle, such as the
holding of more than one general election during the period, or the change in funding requirement that
might arise from a Party going from opposition to government, or vice versa. Such changes can be integrated
into a future “real life” model, but are not taken into account for the purpose of this exemplification, which
is based upon 2005 figures for Party accounts, membership and share of vote. It assumes that existing State
funding, including “Short money” and policy development grants remain as they are, and that a “cap” on
running costs is set at £25 million per annum. Election caps are set at £15 million for a General election, but
otherwise, both in terms of other elections and local candidates expenses, present limits remain. Local Party
spending is cast as an average of returns to the Electoral Commission.

If we assume the expenditure of each party is “capped” over a five year cycle as follows:
£ millions

— “Running” costs etc (£25 million per annum): 125.000
— Local Party activity (£5,000 x626 per annum) 15.650
— UK election national party cost 15.000
— Scottish election 1.500
— Welsh election 0.600
— Euro elections 1.500
— Candidate expenditure (626 x £7,150 plus average 6p per voter) 7.690

Then the total cap on the overall expenditure of each party is £ 166,940,000.

If we assume elements of State funding available to each party are as follows:

— Short money.

— Policy development money.

— £0.75p year per vote cast in previous election.

— Element of “match” funding per member (eg £10.00 per annum).

— Return of 50% of local candidate expenses to Local Party

Income from “State funding” to each Party over a five year cycle on present standings will be:

Labour
£ millions

Policy development grant 2.250
Payment per vote 35.837
Match funding for membership (214,900 members) 10.700
Candidates expense return 1.938

Total state funding per cycle 50.725

Conservative

Short money/policy grant/opp. leader grant 20.800
Payment per vote 34.947
Match funding for membership (320,000 members) 16.000
Candidates expense return 1.938

Total state funding per cycle 73.685
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Liberal Democrat

Short money/policy development grant 10.000
Payment per vote 22.445
Match funding for membership (73,000 members) 3.650
Candidate expense returns 0.969
Total state funding per cycle 37.064

In other words, if the two largest Parties are aiming to spend up to the cycle cap limit, Labour will have
to raise £116,215,000 from all sources, and the conservatives £93,255,000. This includes Local Party
fundraising estimated at £5,000 average per constituency per annum which should be deducted, in each
instance, from the total required to be raised nationally for all purposes, including elections. This produces
a national funding requirement over five years of £100,565,000 for Labour, and £77,605,000 for
Conservatives. If we take away from this the cost of elections (£18,600,000 over the cycle) which can
reasonably be assumed to be raised separately from the running and general expenses of the Party, then
Labour will need to raise some £81,965,000 and Conservatives £59,005,000 for these purposes over and
above state funding. Roughly speaking, therefore Labour would need to raise national funding of £16.393
millions per year to “stay in business” and the Conservatives £11.801 millions. These figures would be
reversed if there were a conservative government, because of the eVect of “Short” money on Party
fundraising.

In the year 2004, (before an election year), Conservatives raised £15.881 million from membership,
donations and fundraising, whilst Labour raised £28.872 millions, including £7.559 in Union aYliations.

Dr Alan Whitehead MP

December 2006
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