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Abstract

What brings competing parties to coalesce into new entities? I present a model of electoral
competition in which parties can form alliances and decide how binding these should be.
Parties face a dynamic trade-off between insuring themselves against significant shifts in
public opinion and allowing flexibility to respond to future electoral changes. The model
shows that more binding alliances such as mergers emerge in equilibrium when electoral
volatility is high; instead, when voters are predictable (e.g., highly partisan), parties either
run alone or form more flexible pre-electoral coalitions. When the electorate is sufficiently
volatile, a risk-averse centrist party might prefer to merge with an ideologically extreme

party than with a moderate one.



1. Introduction

On October 11, 1980, the three confessional Dutch parties (the Catholic People Party,
the Anti-Revolutionary Party and the Christian Historical Union) merged into the Chris-
tian Democratic Appeal (CDA). The merger was considered the most significant event in
the development of the Dutch party system during that era (Gladdish, 1991, p. 54). The
fusion played a crucial role in eradicating the division between Protestants and Catholics in
Dutch politics, and it substantially reduced fragmentation within the party system (Koole,
1994). While the benefits of the union were obvious for the smaller parties, the decision of the
Catholic People Party (KVP) to merge appeared more perplexing, given that it was the largest
and most influential party at the time.

One way to understand the KVP’s choice is to focus on the phenomenon of electoral
volatility which characterized the 1970s” ‘Dutch era of the floating vote’ (Pedersen, 1979).
In sharp contrast with the stability characterizing the 1960s — when Dutch politics was based
on four ‘pillars”: Protestant, Catholics, Socialists and Liberals (Lijphart, 1989) — the 1970s
saw the political consequences of secularization and ‘depillarization’. In short, religion had
become less important as a determining factor of voting behavior (Van Mierlo, 1986). The
changing preferences of Dutch voters, who became increasingly secular and unpredictable,
created an opportunity to appeal to a broader range of ideologies. This made the fusion a
shrewd political move, since the coalition allowed the parties to present a wider ideological
spectrum to the electorate, catering to the shifting preferences of Dutch voters. By merging,

the KVP could insure itself against voters’ volatility.



Other examples similarly suggest that volatility of the electorate may prompt political
elites to consider mergers. In France, a volatile electorate allowed the far-right candidate Jean
Marie Le Pen to reach the second round of the 2002 presidential election. The unexpected
event triggered turbulence, deep political upheaval and institutional change.! In response,
The UMP was formed in September 2002 as a merger of several center-right parties under the
leadership of President Jacques Chirac. The Italian political landscape completely changed in
2007, when mergers across the ideological spectrum effectively transformed the system into
bipolarism, with two main competing electoral cartels. The mergers took place after a close
election in 2006 which left the country under great uncertainty about future electoral results.?
In the UK, opinion polls in 1986 indicated that all major parties led at various points,®> and
in 1988 the Social Democratic Party and the Liberal Party formally merged as the Social and
Liberal Democratic Party.

In this paper, I argue that electoral uncertainty can generate systematic incentives for lead-
ers of political parties to form short-term alliances or permanent mergers with other parties,
and I investigate the conditions under which this is the case. To do so, I present a dynamic
model of electoral competition in which voters” preferences can change over time, inducing
uncertainty among politicians regarding their future support. In this setting, a merger repre-

sents an insurance device when the electorate’s future choices are hard to predict. The model

ICf. Daley, S. (2002) “THE FRENCH SURPRISE: THE SHOCK; French Political Leaders Rally Around
Chirac’, New York Times, 23 April: https://www.nytimes.com/2002/04/23/world/the-french-surprise-the-
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shows that parties can merge out of fear of losing popularity in the future, even though merg-
ers carry present costs. By providing conditions under which we should expect party systems
to consolidate via endogenous party competition, this paper informs our understanding of
party system dynamics.

The model features a two-period electoral game between three parties. Parties have con-
cave preferences over policy and derive positive utility from being in office. Each party is
associated with a fixed policy platform, which can be changed by forming an alliance. That is,
by building an alliance parties can commit to policies that differ from their preferred ones and
that could not be credibly implemented otherwise. The platform resulting from an alliance is
a convex combination of the constituent parties” platforms. In each period the centrist party
decides whether to run alone (in which case a government is formed in post-electoral bar-
gaining) or to propose an alliance to the leftist or rightist party: the proposal can be to form a
long-term alliance (a merger) or a short-term alliance (a pre-electoral coalition, hereafter PEC).

A merger is a binding arrangement that solidifies the relative power (i.e., electoral weight)
constituent parties have at a given point in time, and persists across elections. Conversely, PECs
are only temporary alliances that need to be renegotiated in each period, and that allow parties
to preserve their identities. This assumption captures the idea that PECs are easier to dissolve,
while reversing a merger imposes significant costs.

I first ask when parties compete independently at election time. I show that the centrist
party only runs alone if it has a plurality of votes. This is because, if parties run alone, a

centrist party with a plurality of votes can form a minority government enjoying all the rents



from office.* However, having a plurality of votes is not sufficient for parties to run alone in
equilibrium. Parties are forward-looking, and between periods an exogenous shock to voter
preferences might change parties” vote shares. The centrist party is willing to run alone only
when it has a plurality of votes in the first period and it is sufficiently likely to maintain a
plurality in the second period (i.e., when electoral volatility is low). Given that the centrist
party is the pivotal actor, under these conditions no alliances form and parties run alone in
equilibrium.

In contrast, if the centrist party lacks a plurality of votes it does not run alone. If parties
run alone, the policy would be determined through post-electoral bargaining, resulting in a
tinal policy that is worse than what the centrist party could get forming an alliance with its
closest ally before the election. Hence, in this case the question is whether parties form short-
term or long-term alliances. Parties face a dynamic trade-off: while mergers insure constituent
parties against unfavorable shifts in the electorate’s preferences, these long-term forms of
alliances come at the cost of losing the opportunity to join more advantageous coalitions in
the future. Conversely, short-term alliances such as PECs offer more flexibility in changing
coalition partners across time.

Results show that the choice between mergers and PECs crucially depends on electoral
volatility (i.e., the likelihood of large shifts in voter preferences). When electoral volatility is
high enough, in equilibrium parties form stable alliances such as mergers. Intuitively, if voter
preferences can shift significantly in one direction, the party that is advantaged from the shift

can govern alone. Hence, high volatility poses a risk for the centrist party, which may be left

4This assumption follows the empirical regularity that minority governments tend to be formed by the dom-
inant party (Laver and Benoit, 2015).



out of power. Conversely, as voter preferences become more stable, the centrist party faces
a reduced risk of being excluded from power, and more flexibility of being able to choose
an attractive coalition partner after an election becomes more important. Electoral instability
is often considered a characteristic of the early years of democratic regimes (Kitschelt et al.,
1999). This result provides an explanation for the empirical observation that the frequency of
mergers decreases as democratic regimes mature (Ibenskas and Sikk, 2017).

Surprisingly, when the electorate is sufficiently volatile, the centrist party may prefer to
merge with the more extreme party. Intuitively, the worst possible outcome for the centrist
party is that the extremist becomes so popular to win an outright majority in the future. Since
parties are risk-averse, the centrist outweighs this possibility and merges with the extremist,
even when doing so means to forego the possibility to enjoy the rents from forming a single-
party government in the current period. This result is robust to considering pre-electoral
bargaining among constituent parties, where the merger platform is proposed by the centrist
party.

Most of the literature on party system stabilization focuses on voters as the main driver of
stabilization, both in Western countries (Dalton and Flanagan, 2017; Pedersen, 1979; Shamir,
1984; Taagepera and Grofman, 2003) and in new democracies such as Africa (Kuenzi and
Lambright, 2001), Latin America (Coppedge, 1998) and Eastern Europe (Birch, 2003). In these
accounts parties are primarily by-products of pre-existing societal cleavages, and instability
in party system results from instability in such cleavages or voter preferences (Tavits, 2008).
In contrast, the model I propose highlights that elites who strategically respond to electoral

volatility might also affect the stability of the party system. By focusing explicitly on the



elite’s strategic choice, this model contributes to the discussion on party system stabilization
by showing that volatility does not necessarily lead to an unstable party system, and that
under certain condition it can even lead to its consolidation with the creation of long-term

alliances.

2. Contribution to the Literature

The literature on pre-electoral alliances has generally emphasized institutional and ideolog-
ical factors that matter for alliance formation. Disproportional electoral institutions create
economies of scale that incentivize the formation of pre-electoral alliances (Strom, Budge
and Laver, 1994; Kaminski, 2001; Golder, 2006a,b; Clark and Golder, 2006; Blais and Indri-
dason, 2007; Ibenskas, 2016a,b). In general, pre-electoral agreements are also more likely to
form among ideologically similar parties (Golder, 2006b; Ibenskas, 2016b), although recent
evidence from Mexican local elections shows that ideologically distant parties are willing to
form alliances to remove entrenched incumbents from office (Frey, Lépez-Moctezuma and
Montero, 2021). Importantly, these contributions do not directly examine the conditions un-
der which parties prefer short-term or long-term alliances—the focus of the current paper.
Methodologically, I provide a dynamic theory that differentiates between mergers and PECs,
which contributes to existing models of multiparty competition (Austen-Smith and Banks,
1988; Bandyopadhyay, Chatterjee and Sjostrom, 2011; Shin, 2019; Buisseret, 2017; Buisseret
and Van Weelden, 2020). Substantively, the model suggests that electoral volatility can gener-

ate incentives for party mergers.



This paper contributes to the literature on endogenous party formation, reviewed in Dhillon
(2005). In particular, Levy (2004) analyses party formation in the presence of a multidimen-
sional policy space, where policy-motivated politicians can form coalitions (parties) to credi-
bly commit to a broader set of policies (the Pareto set of the coalition). I model parties forming
coalitions, and focus on their dynamic trade-off. Beside serving the role of commitment device,
in my model stable coalitions (i.e., mergers) act as an insurance device against negative elec-
toral outcomes. In Morelli (2004) as well, parties help voters to coordinate. He analyzes
multi-district elections in a uni-dimensional policy space under different electoral rules. Sny-
der and Ting (2002) consider a fixed number of parties and analyze endogenous platforms, or
brands, which allow candidates to signal their preferences to voters.

Finally, the paper contributes to the literature analyzing the determinants of party system
dynamics (Dalton and Flanagan, 2017; Pedersen, 1979; Shamir, 1984; Taagepera and Grofman,
2003; Kuenzi and Lambright, 2001; Coppedge, 1998; Birch, 2003; Tavits, 2008). By providing
a theory of party consolidation that emerges endogenously through parties’ strategic choice,
this paper joins several empirical studies that have recognized that party system stabiliza-
tion is not just the product of voter demand factors (Cox, 1997; Kitschelt et al., 1999; Tavits,
2008). Here, the crucial contribution is to show that, through electoral competition, parties

can induce stability in the party system even if (and precisely because) voters are volatile.

3. The Model

Consider a two-period game of electoral competition between three parties, indexed by ¢,

where i € {/, ¢, r}. Each period features a proposal stage, which determines parties” alliances,



and an election. Each party is associated with a preferred policy platform z; € R, where
2 < %z, < z.. There exists a continuum of voters, indexed by v, who vote for one of the parties.
Voters’ ideal points are uniformly distributed over a subset of the policy space, Z = [—aq, a],

where Z C R.’ The ideal policy of voter v is denoted by 2, € Z.

Proposal Stage. In each period, the proposal stage unfolds as follows. First, the centrist
party decides whether to run alone or not. If ¢ runs alone, no further action is taken and
parties compete independently by proposing their preferred platforms.® Second, if ¢ does not
choose to run alone it can propose to either ¢ or r to form a merger. If ¢’s proposal to ¢ (r)
is accepted, the merged party runs against r (¢). If ¢’s proposal is rejected or if no merger is
proposed, c can propose a PEC to either ¢ or r. If ¢’s proposal to ¢ (r) is accepted, the PEC
formed by ¢, ¢ (c,r) runs against r (¢). Otherwise, parties compete independently. Figure 1
summarizes the proposal stage sequence and the resulting configurations of alliances in the
electoral stage when c makes a proposal to ¢ (the case of r is analogous).

Let me highlight the following features of the proposal stage. First, alliances between
ideologically non-connected parties (¢ and r) are ruled out. Second, parties form mergers
before PECs. Empirically, while parties typically form PECs shortly before elections, mergers
can occur at any point of a legislative term. While this protocol rules out merger proposals
after PECs proposal, the results would be unchanged if mergers were proposed after PECs.
As the analysis below clarifies, the only relevant assumption is that mergers take place in the

first electoral period, before the realization of the shock to voter preferences.

>This assumption is without loss of generality and is merely convenient for computing parties’ vote shares.

¢ Allowing parties to strategically announce their policy platforms does not affect the analysis, since plat-
forms that differ from parties’ bliss points would not be credibly implemented in equilibrium.
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Figure 1 - Proposal Stage Sequence. The sequence includes c’s proposal to ¢ (the case of r
is analogous). The parentheses indicate the alliances” configurations at the electoral stage.

After the proposal stage is completed, an election takes place, resulting in the formation

of a government and the adoption of a policy.

Government. I assume that seat shares are proportional to vote shares, or in other words
that the electoral system is perfectly proportional.” Thus, in what follows I will focus on

parties’ vote shares. If parties compete alone and a party wins a majority of votes, it forms a

"For empirical evidence that electoral alliances are common in countries that use proportional representation
see Golder (2005).



single-party government. If a PEC or a merger wins a majority of votes, it forms a government
after the election.® If parties compete alone and the centrist party has a plurality of votes, ¢
forms a minority government.” If no party /PEC/merger has a majority and ¢ has no plurality,

a post-electoral coalition government forms.

Implemented Policy. If a party, PEC or merger wins a majority of votes in ¢, the imple-
mented policy 2, is the policy chosen by the winner of the election. The policy chosen by an
alliance is a convex combination of the constituent parties” bliss points. Suppose that ¢ and
c merge, or form a PEC. The resulting policy platform, denoted z} and 2. respectively, is
equal to:

Zoe = Aze+ (1 — Nz, (1)

where the weight A € (0, 1) captures the relative influence of the extreme party on the common
platform. The policies resulting from an alliance between c and r are defined analogously. To
streamline the analysis, I assume that ) is exogenously given and fixed in the presentation
of the model in the main body of the paper.!” Furthermore, the weight A does not depend
on the type of alliance. While this element could be incorporated in the model, the goal is

to understand how dynamic incentives affect different configurations of alliances. For this

8The assumption that pre-electoral alliances are binding commitment is in line with the literature (Golder,
2006a; Carroll and Cox, 2007). For tractability, I am focusing on a limiting case where PECs (mergers) imply
post-electoral coalitions, but it is enough to assume that PECs (mergers) increase the probability that constituent
parties get to form a government.

This assumption is empirically relevant because minority governments are common, at least in Europe, and
tend to include the dominant party (Laver and Benoit, 2015).

1Tn the Appendix, I analyze the case where the weights depend on parties” vote shares, and as such change
over time. While some of the results are more nuanced, the main trade-off that emerges from the analysis is anal-
ogous to this setup, where expressions are substantially simpler. Another extension of the model endogenizes
the weight X as the outcome of pre-electoral bargaining between the constituent parties. In this case as well the
main results remain qualitatively unchanged.
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purpose, I choose to shut down potential channels due to a bargaining distinction between
the two types of alliances.

If no party /merger/PEC obtains a majority, the implemented policy is determined post-
electorally, thus is unknown before the election. To capture the ex-ante uncertainty about the
post-electoral process, I assume that the implemented policy is decided by a majority formed

by c and ¢ with some probability «, and by c and r with complementary probability 1 — a:
i‘t = ozp + (]- - Oé)Zcr, (2)

where « can be interpreted as the relative strength of ¢ in the post-electoral negotiations (rel-
ative to ). While modeling post-electoral negotiations is beyond the scope of this model,
Expression (2) captures in reduced form the equilibrium outcome of a post-electoral bargain-

ing game between parties in the legislature.!!

Electoral Volatility. At the beginning of the second period an exogenous shock ¢ affects all

11
Y b

voters equally, where ¢ is uniformly distributed in [ } . Thus, in the second period voters’
ideal points are distributed over [—a + £, a + £]. The support of the shock represents electoral
volatility: as 1) decreases, the support of the shock becomes larger, and electoral volatility in-
creases. Conversely, as 1 increases, the support of the shock shrinks and the electoral outcome
becomes more predictable.

The analysis assumes that in the first period no party has a majority of votes (and seats),

and that either ¢ or ¢ have a plurality of votes. Because party vote shares depend on voter

Notice that when ¢ forms a minority government it would still need to find a legislative majority to approve
every policy, so Z; would still be equal to expression 2.
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preferences and these change in the second period due to the shock, in the second period it
could be that any party has a plurality or majority of votes.

Play in the second period depends on the organizational decision of the first period. If
no merger formed in ¢t = 1, the proposal and election stages of the second period take place.
For ease of exposition, I assume that mergers persist in t = 2 after being formed in ¢t = 1.
That is, constituent parties cannot split in the period that follows the merger formation. This
limiting case is equivalent to assuming that splitting after a merger is formed is infinitely
costly. However, results would be qualitatively unchanged as long as the cost of unwinding

a merger exceeds that of unwinding a PEC.

Payoffs and Strategies. Voters have quadratic preferences over policies. Voter v’s realized
payoff from the implemented policy &, is defined as u, (&) = — (2, — :%t)2. Parties care about
policies and office rents (R). Suppose that party i forms a single-party government after the
election (this happens if ¢ has a majority or if it is the centrist party running alone with a

plurality of votes). Then, i’s payoff is

wild) = R— (2 — &), (3)

where 2, is the policy that is implemented after the election in period ¢. When instead a PEC
or a merger forms, R is divided among coalition partners.'
I focus on subgame perfect equilibria in pure strategies. A pure strategy for party c defines

¢’s decision to run alone, form a merger with ¢ (r), or form a PEC with / (r)int = 1, as well as

12] assume that rents are equally divided among coalition partners, but it is straightforward to extend the
analysis to the case where the share of rents depends on parties’ relative electoral strength.
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in t = 2 conditional on no mergers forming in ¢ = 1. For party /¢ () a pure strategy defines (i)
an acceptance decision following a merger proposal in ¢ = 1 and, conditional on no merger
proposals being made, an acceptance decision following a PEC proposal to ¢ (r); (ii) if no
mergers formed in ¢ = 1, an acceptance decision following a merger proposal to ¢ (r) int = 2
and, conditional on no merger proposals being made, an acceptance decision following a PEC
proposal to ¢ (). Voters are myopic, and since no voter is ever pivotal, I adopt the standard
assumption that voters vote sincerely.!® Parties maximize their expected payoff and evaluate

the future according to a common discount factor § € (0, 1).

4. Results

To begin, consider the incentives to form alliances in the second period, when no merger
formed in the first period. To simplify the notation, assume that z. = 0, z, = land z, € (—1,0).
Absent dynamic considerations, party c simply compares the payoffs from running alone and
from forming an alliance. Denote by V; ; party i’s vote share at time t € {1,2}, where V;; < 1/2
for each party 7. Similarly, Vi denotes the vote share of a PEC between ¢ and c at time ¢.
Because 2! = 2. (2 = 25), c is indifferent between merging and forming a PEC in the
second period. I assume that, when indifferent, parties choose PECs over mergers.

There are two components of party ¢’s payoff that change with its proposal decision. First,
the rents from office. When the centrist party has a plurality (V. > max{V;,V,}), by run-

ning alone it obtains R, forming a minority government. When instead parties form a PEC, c

needs to share rents with its coalition partner. The second component is the payoff from the

13 Assuming forward-looking voters does not change the results, as long as the shock to voters’ preferences
between periods is zero in expectation.
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implemented policy. When parties form a PEC, party c’s payoff from the implemented policy
is the payoff associated with the PEC’s platform. When parties run alone, c obtains the payoff
from policy z. with probability a and from policy z.. with probability 1 — a.

Clearly, only when c has a plurality of votes there exists a trade-off between office and
policy motives. In this case, party c compares the payoff from running alone to that of forming

a PEC with /. Formally, ¢ runs alone if and only if:
e (z10) + (1= e () + 5 > (o), @
which using Equation 1 simplifies to:
R>2(1-—a)\*(1-2). (5)

Intuitively, when rents from office are high enough, c is willing to take the post-electoral policy
gamble in order to enjoy full rents from office. Because A is the bargaining weight attached
to the extreme party (and is equivalent for ¢ and r), as A increases, the risk posed by post-
electoral bargaining for the centrist party increases because the weight of r in post-electoral
policy negotiations increases. Hence, the centrist party is more eager to insure itself against
r’s influence post-electorally, and is only willing to run alone for higher office rents. Thus,
as )\ increases, condition 5 is only satisfied for higher office rents. Similarly, as o decreases,
the likelihood of a post-electoral coalition with the more extreme party r increases. Hence, c’s
expected payoff from post-electoral negotiations decreases and c needs to obtain more office

rents to compensate for the expected policy loss.
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When can the centrist party successfully form a PEC in the second period? First, for a PEC
to be incentive compatible no party should have a majority of votes, otherwise the majority party
could implement its preferred policy both by running alone and by facing an opposing PEC.
Since parties” vote share in ¢ = 2 is affected by the shock ¢, a necessary condition for parties
forming PECs in the second period is that the shock realization is not too extreme.

The following proposition shows when parties form alliances or run alone as a function
of the shock realization, which determines the vote shares in the second period. The values
of the shock realizations—which are derived in the Appendix— define for which vote shares
PECs are incentive compatible for both constituent parties. In what follows we will assume

that condition 5 holds.

Proposition 1. Second-Period Electoral Outcome. Suppose that no merger formed in the first

period. In the second period:
1. if¢< %ﬁ, parties run alone and To = 2,
2.0 F<E<a+z— %, a PEC between c and { forms, and &5 = 2.
3. ifa+z — % < ¢ <1—a— %, parties run alone and &, is either zy. or 2,
4. ifl—a—% <(< %, a PEC between c and { forms, and 25 = 2z,
5. if H22 < ¢ < Z parties run alone and 3 is either z. Of z,
6. if £ > %, parties run alone and &5 = z,.

Proof. All proofs can be found in the Appendix. O]
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Intuitively, for extreme values of the shock (cases 1 and 6) parties run alone because either
¢ or r have a majority and can form a government alone. Suppose that only a PEC between
c and r would obtain a majority if formed (case 5), while a PEC between ¢ and ¢ would lose
against r. In this case, c compares the payoff from a PEC with the more distant party r to the
payoff from running alone and engaging in post-electoral negotiations. The latter is preferred
for any a € (0, 1), hence for these values of the shock realization parties run alone.

When V7® > 3 (cases 2-4), a PEC between the closest party ¢ and ¢ wins a majority of votes
if formed. When this is the case, c compares the payoff from running alone to that of forming
a PEC. When c does not have a plurality, ¢ proposes a PEC to ¢ because of its closer platform
(cases 2 and 4). This is because ¢ prefers a PEC with ¢ to the lottery between z,. and z., after
the election. When c has a plurality of votes (case 3), parties run alone and ¢ forms a minority

government after the election, since condition 5 holds ([ is high enough).

First Period

We now turn to the first period. Similarly to the second period analysis, let us first consider
whether the centrist party has a plurality of votes in the first period. If c is not the plurality
winner and it decides to run alone, after the election it either forms a post-electoral govern-
ment coalition with left or with right. In this case, the centrist party needs to divide the spoils
with the coalition partner, and the policy is ex-ante (before the election) uncertain. If instead c
torms a PEC (or a merger) with /, it would still need to divide the spoils after the election, but
it would suffer a lower expected policy cost by implementing the PEC policy with certainty.

Hence in this case c never runs alone in equilibrium.
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If c has a plurality, on the other hand, then it faces a trade-off. On the one hand, running
alone allows c to enjoy all the rents from office in ¢ = 1 because it forms a minority govern-
ment. On the other hand, running alone entails a policy loss, because c faces a lottery over
the policy outcome in the post-electoral phase. This is because the centrist party is uncertain
about which party it will have to compromise with in the post-electoral phase. When condi-
tion 5 holds, office rents considerations trump the expected policy loss and ¢ prefers to run
alone.

In addition to this policy vs. office trade-off, there is a second key consideration in the
tirst period. That is, the organizational choice of the first period influences parties” long-run
prospects in the second period. This makes parties” strategic considerations in the first period
more complex than the second period’s ones, because in the second period parties only deal
with the policy/office trade-off discussed in the previous paragraph. Indeed, if parties were
myopic, in equilibrium ¢ would run alone when having a plurality of votes for R sufficiently
high. Yet, parties consider their expected second period payoff, which is affected by electoral
volatility. The following analysis considers this trade-off and shows under what conditions

parties run alone in equilibrium.

When do Parties Run Alone?

Suppose that c has a plurality of votes in the first period and condition 5 holds (i.e., R is suffi-
ciently high). In this case, a PEC offers no advantage to c: the second period expected payoff
from forming a PEC is identical to that of running alone because PECs are only temporary

alliances, and running alone is preferred by c in the first period because office motives trump
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policy considerations. Therefore, c compares the expected payoff from forming a merger to
that of running alone.

Recall that between the two elections, voters” preferences change. The magnitude of this
change is crucial to determine whether ¢ prefers to run alone or to merge with a different
party. On the one hand, when volatility is low (¢ is high) c expects to keep its plurality status.
While both ¢ and r prefer to join the centrist to set a more favorable policy, in this case ¢ has
an incentive to run alone, given the high chances of a future single-party government. When
volatility is high (¢ is low), on the other hand, the likelihood that voters move away from the
center increases, which in turn increases the incentives to merge as an insurance against an
unfavorable change to voters’ preferences.

To formalize this trade-off, we can express ¢’s payoff from merging with / as:

R
UcT,r%c = uc(ch) + 5 + 6UC,2<ch)a (6)

where the first two terms represent ¢’s payoff in the first period, since c has to divide the
spoils and the merged party can implement z,.. By the uniform assumption of the shock, the
probability of ¢ falling below some threshold z is Pr{¢ < z} = 1+%(x), hence the continuation

value following a merger with /int = 1 is:

Ueco(my) = B - %(1 + ch):| (uc(zzc) + E) - [% - %(zec + 1)} u.(1). (7)

The expected payoff from merging with r (U, ) is defined analogously.
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Party c compares U, and U, to the expected payoff from running alone:

c,le c,cr

Ucal =R+ AU, (Zﬁc) + (1 - a)uc (ch") + 5UC,2(_' ml)’ (8)

where U, »(—m,) is the continuation value if parties do not merge in ¢ = 1. This value depends
on the shock realization, which determines the second-period electoral outcome as shown in
Proposition 1.

Recall that V.; > max{V;,V,1}. This assumption implies that we are stacking the deck
against the emergence of mergers in equilibrium: mergers are more costly when c has a plu-
rality of votes because of the need to forego a first-period single-party government where ¢
gets all the spoils R. The next result shows that when the electorate’s future choices are easily
predictable, party c prefers to run alone and in equilibrium does not propose any alliance,
whereas when volatility is high c prefers to merge, thus losing the opportunity to form a
minority government and enjoy all the rents from office in the first period.

Suppose that volatility is sufficiently high so that ¢ wants to merge in equilibrium. Which
party does c prefer to merge with? The reader might expect that c always prefers a merger
with the closer party /. Indeed, the payoff that c obtains in the first period from merging with
¢ is higher than the one following a merger with r, because the implemented policy resulting
from the former is closer to ¢’s ideal point.

Surprisingly, this is not always the case: there are conditions under which ¢ prefers merg-
ing with r. Specifically, Proposition 2 shows that when volatility is sufficiently high c prefers

to merge with the ideologically more distant party (r).

19



Proposition 2. Equilibrium if ¢ has a plurality. Let V., > max{V;1,V;.1}. There exists a unique
threshold 1)* such that for v > ¢® ¢ prefers running alone to forming any merger. Furthermore, there
exists a unique threshold <) such that for ¢ < 1 c prefers merging with r to merging with (. In

equilibrium:
e for vy > 4%, parties run alone and &, is either z. or z,
o for ) < o <), a merger between c and ( forms, and &y = 2.,
o fory < zﬁ, a merger between c and r forms, and &1 = z,.

The intuition behind this result is that a merger represents an insurance against an unfa-
vorable outcome in the second period. The worst expected outcome for c is that the electorate
moves to the right so that » obtains a majority of votes and 2, = 1, r’s preferred platform.
Since r is ex-ante disadvantaged, this event can only occur under high electoral volatility. If
c were to merge with the closest party ¢, the first period payoff would be higher than the
payoff from merging with . However, ¢ would run the risk of losing against r in the second
period, even if running as a merged party. Since preferences are concave, the latter policy cost
following a victory of r carries more weight. As volatility increases, the worst case scenario
becomes more likely, and ¢ prefers to insure itself by merging with the more distant party r,
thus giving up a first period solo rule and losing some moderate voters to /.

The finding that the centrist party might form a merger with the more distant r to prevent
its victory in the future might seem counter-intuitive. This result follows from the role of
concavity and from the assumption that the platform implemented by the merged party—a

convex combination of ¢ and ¢’s bliss points —pulls some centrist voters towards the extreme
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party r. The result is also robust to an extension (see Appendix D) where ¢ makes a take-
or-leave offer A € [0,1] to ¢ (r), thus showing how the qualitative result in Proposition 2 is

unchanged when allowing for pre-electoral bargaining.'*

Comparative Statics

An interesting question is how the trade-off between the two merger partners changes as their

relative ideological extremism varies.

Remark 1. Ideological Extremism. Let A*(¢) = UL, — U, define party c’s net expected payoff

c,le c,cr

from merging with (. Then,
AT (V)

i "

From Proposition 2 we know that ¢’s incentives to merge with the extreme party r increase
with electoral volatility. Remark 1 shows that the magnitude of this incentive varies with
the relative extremism of 7: as z, moves towards zero, r becomes relatively more extreme.
The positive cross-partial thus implies that an increase in volatility expands the region of the
parameter space supporting an equilibrium where ¢ merges with the extreme party more
when 7 is relatively more extreme. Intuitively, when the extreme party is more of a threat for c,
because the payoff associated to z, is relatively more costly, then c is more prone to join it to
prevent its solo victory in the future. Conversely, as z, moves away from the center, r becomes

relatively more moderate and the advantage of merging with r vis-a-vis ¢ shrinks. Figure 2

4While parties’ risk-aversion brings about mergers as an insurance against unfavorable electoral change,
parties could merge even if risk-neutral. To see why, suppose that parties’ preferences were linear in the policy
component and that the shock to voters” preferences was expected to advance the right party. As long as the
probability associated with a solo victory by r in the second period is sufficiently high, even a risk-neutral
centrist party would merge in the first period. Thus, the logic of merging as insurance could also be applied to
risk-neutral parties when the shock to voter preferences is expected to affect different parties asymmetrically.

21



provides an illustration of these results, plotting the region such that A*(¢) > 0 as a function

of ¢ (x axis) and z, (y axis).

~0.5F SEsRanannsnEn

-0.6/
Merger with right
~0.7}

Z

-0.8
r Merger with left

-0.9}

W
Figure 2 — Merger decision. A™ (1)) as a function of the value of ¢ and z,. The blue region
corresponds to the values of 9, z, such that ¢ prefers to merge with ¢ rather than with r
(AT > 0). For low values of ¢ (i.e., high volatility), c prefers to merge with r, even if the
latter is further away from c. As ¢ gets closer to ¢, c prefers a merger with r, ceteris paribus.
The other parameters aresettoa =1, = 0.8and A =0.4.
Finally, Proposition 2 shows that office rents need to be sufficiently low for parties to
merge. The next result shows that an increase in R makes office benefits more salient vis-

a-vis policy considerations. As a result, the centrist party is more incentivized to run alone as

the value of being in office increases.

Proposition 3. Office Benefits. Let V_.; > max{V;1,V,.1}. For all parameter values:

c,le

OR

al __ 11m
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As R increases, the centrist party benefits more from running alone than from merging,
because it does not need to share R in the first period. Therefore, for R arbitrarily high c never
merges in equilibrium, because it is simply too valuable to enjoy the benefits from forming a

minority government in the first period.15

The Trade-off between Mergers and PECs

Suppose that ¢ does not have a plurality of votes in the first period. What conditions can
sustain an equilibrium in which parties merge in the first period? First, note that for ¢, forming
a PEC with ¢ is always more advantageous than forming a PEC with r or running alone. In
other words, either c prefers to merge with any of the other parties or to form a PEC with /.

Which of the options c prefers — including the possibility of merging with » — depends on
electoral volatility. On the one hand, the centrist party wants to insure itself against negative
electoral shocks. Mergers provide such an insurance, by tying the centrist policy to a common
platform which has higher chances to be implemented in the future. On the other hand, c
values the flexibility provided by a PEC, which allows to form a coalition with either ¢ or r
in the second period. Interestingly, this trade-off is still present even in the absence of office
motives in the first period (c needs to share office rents both in case of a PEC and a merger),
which distinguishes this case from the previous one where c foregoes merging to enjoy rents
from a minority government.

The next result formalizes these observations, showing how the centrist party’s incentives

to merge change as a function of electoral volatility.

Notice that I assumed that when V. ; > max{V; 1, V;,1} the centrist party forms a minority government with
certainty. However, it suffices to assume that the probability of ¢ forming a minority government is higher when
¢ has a plurality than it is otherwise.
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Lemma 1. Let V. < max{V;1,V,1}. There exists a unique @Z such that:
o for ) < 1), ¢ prefers to merge with ¢,
e for ) > 1), ¢ prefers to form a PEC with (.

Lemma 1 shows that — even when the centrist party is not the plurality winner — high
values of volatility call for mergers, while as the electorate becomes more stable the centrist
party values more the flexibility provided by PECs.

We can now describe the equilibrium of the baseline game when c does not have a plurality
of votes. The next result shows that different alliance configurations emerge in equilibrium,
depending on electoral volatility. Recall that ¢ defines the value of ¢ such that c is indifferent

between merging with ¢ or . We have:

Proposition 4. Equilibrium if ¢ has no plurality. Let V.1 < max{Vj1, V;1}. In equilibrium:
o fory < z/;, a merger between c and r forms, and T, = z.,,
o fory > 2[}, a PEC between ( and c forms, and 1 = z..

Proposition 4 provides a rationale for parties” incentives to join different types of alliances.
When the likelihood of large shifts in voters” preferences is high enough, in equilibrium the
centrist party prefers to merge rather than to form a PEC. By merging, the centrist party
insures itself against large shifts in the electorate’s preferences at the cost of losing the oppor-
tunity to form a more advantageous coalition in the future.

Interestingly, when the electorate is highly unpredictable (1) < 1)), risk-aversion consid-

erations trump the first period policy cost, resulting in a merger with the more distant party
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r. As Proposition 2 shows, this happens because ¢ wants to insure itself against the worst
possible outcome (i.e., 7 implementing its bliss point).

Mergers are not sustainable anymore when voters” preferences are stable—which can be
empirically associated with a highly partisan electorate. In this case, the centrist party values
more flexibility, and forms with the closest party a temporary alliance which does not bind its
policy platform in the future. By forming a PEC in the first period, the centrist party maintains
its identity, preserving its brand for the future election, when more information about voters’
preferences is available.'

Figure 3 provides a graphical representation of the equilibrium, illustrating which types
of alliances (if any) emerge in equilibrium as a function of electoral volatility: the top panel
assumes that V.; < max{Vj1,V, 1}, while in the bottom one V_.; > max{V;;,V;1}. In the top
panel, the dark gray region plots the range of parameters sustaining an equilibrium where c
and r merge in the first period, while the light gray region plots the range for which ¢ and
¢ form PECs in the first period, as a function of v (x axis) and parties” discount factor (y
axis). Being electorally advantaged, ¢ always prefers a PEC to a merger with c. Hence, when
volatility is low (¢ high enough), ¢ proposes a PEC to ¢, which accepts, and a PEC forms
in equilibrium (light gray region). As electoral volatility increases (i) decreases), the centrist

party’s incentives to merge increase, and a merger forms for ¢ < 1.

16Finally, note that the centrist party never merges with ¢ in equilibrium, even though for some values of
volatility () < 1 < 1) c would prefer to do so. This follows from the merger protocol assumption: £ would reject
a merger proposal from ¢ knowing that c is not able to propose a merger to r. In other words, ¢ can force a PEC
with ¢. Assuming that ¢ can sequentially propose a merger to both parties does not change the parameter space
for which parties form mergers in equilibrium. However, in this case ¢ would merge with ¢ for ¢ <1 <1, and
with r for 1) < 1.
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Figure 3 — Top Panel: V.; < max{V;,V,1}. Equilibrium featuring a merger between c
and r (dark gray region) and a PEC between ¢ and c (light gray region) as a function of
Y (x axis) and parties” discount factor ¢ (y axis). Parameters are set to z, = —0.7, a = 1.5,
A = 0.5. Bottom Panel: Equilibrium featuring merger (dark gray region) and parties
running alone (light gray region) for the same parameter space.

Similarly, the bottom panel shows that mergers form in equilibrium for high volatility
(dark gray region) even when c has a plurality of votes and could form a minority government

thus enjoying all the rents from office by running alone. Conversely, when volatility is low ¢
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prefers to run alone. Finally, note that the boundary between the two regions is not exactly
vertical. A lower discount factor mutes the extent to which more electoral volatility results in
a merger equilibrium. A binding alliance requires patience, because c could set its preferred
policy in ¢t = 1 but suffers a high policy costin ¢ = 2.

We can now go back to the initial example and interpret it through the lens of the model.
One way to interpret the Dutch developments of the 1970s is as a movement from the low-
volatility (light gray) area of the bottom panel to the high volatility (dark gray) area, which
brought about the conditions for a merger among the three Dutch confessional parties. Simi-
larly, the light gray region in the top panel can be thought of as the Italian political landscape
before the 2006 election, when pre-electoral coalitions were common. The 2006 knife-edge
election, which gave rise to volatility, could be thought as a movement towards the dark gray

region of the graph, which incentivized parties across the political spectrum to merge.

5. Discussion

This section briefly discusses some of the model’s assumptions and extensions.

While PECs allow parties to campaign autonomously, mergers demand that parties give
up their ideological identities by forming new political entities. If voters are uncertain about
the exact location of party platforms, they might evaluate differently a merger and a PEC
between the same parties. An extension of the model incorporates voter uncertainty by intro-
ducing noise in the location of party platforms. To capture the fact that “mergers reduce, or
even destroy, the information value of party labels for voters” (Ibenskas, 20164, 343), I assume

that mergers are associated with higher noise than PECs, and the noise is increasing in the

27



distance between the constituent parties’ bliss points. The analysis shows that mergers are
not sustainable in equilibrium for high values of ideological uncertainty.

The model assumes that there are three competing parties. However, the same funda-
mental mechanism highlighted in the model would still hold with more than three parties,
as long as parties outside the three in the model cannot find ways to make binding commit-
ments. More parties would lead to more configurations of alliances for the centrist party to
choose from, but electoral uncertainty and risk aversion would still create a room for mergers
to emerge in equilibrium.

To see why, suppose that the centrist party faces an arbitrary number of parties on the
left and the right, and that the probability that one extreme left party wins the election in the
future is sufficiently high. In this case, the centrist party would merge to prevent the extreme
party from winning. This form of “asymmetric” uncertainty captures well the reason behind
the creation of the Japanese Liberal Democratic Party in 1955. While the Democrats were the
biggest party at the time, the threat of a future Left government was decisive for the merger
with the Liberals, which contributed to the stabilization of the Japanese governments in the

decades that followed (Kohno, 1997).

6. Conclusion

Parties in multi-party systems often form alliances that have a significant impact on the devel-
opment of party systems. Sometimes, these alliances are formed after elections. Other times,
parties try to preempt post-electoral negotiations and form coalitions before elections, and

sometimes they merge. To understand the incentives behind different types of alliances, this
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paper focuses on party response to the uncertainty introduced by anticipated shifts in voter
support.

The central result of the model is that parties merge when there is high electoral volatility.
The key intuition behind this result is that mergers are a form of insurance against potentially
harmful outcome produced by significant shifts in voter support. Importantly, this result
does not depend on whether the centrist party has a plurality of votes or not, and is robust
to considering the possibility of (pre-electoral) bargaining and costly mergers. Recent polit-
ical developments have brought attention to the electoral decline of established parties and
the burst of electoral volatility in Europe. The model suggests that an increase in electoral
volatility—possibly due to financial, health or war crises—might lead to an increase in the
number of long-term coalitions in the future.

The important dynamic the model is intended to capture is the incentives confronting
parties to form different types of alliances, in political systems with multiple parties running
and playing an important role in formulating policy proposal. As such, the most natural
application of this logic is given by parliamentary systems. Indeed, assuming that coalition
members can implement platforms they bargain over most naturally reflects parliamentary
systems without veto players who can alter the implemented policy. At the same time, the
model’s main insights could also be applied to presidential systems featuring multiple parties:
In those systems as well parties propose policies, only under the additional constraints of a
potential veto by the president.

This paper begins to unpack the incentives behind different forms of pre-electoral al-

liances. A promising area for future theoretical research could investigate, in addition to the
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motivations to coalesce into new parties, how intra-party factional incentives to split change
as a function of electoral volatility and party organizational choices such as the decision to
merge. Additionally, while the paper operates under the assumption that mergers are endur-
ing, it would be interesting to characterize conditions under which, once they occur, mergers
are stable and when we instead observe cycles of splits and mergers.

Another fruitful line of inquiry would be to examine how party formation can influence
the likelihood of voter participation risks and party entry. The merging of parties might cause
extremist followers of a particular constituent group to become disheartened and abstain from
voting, potentially causing new parties to enter the political landscape. Further research could
explore the extent to which the supporter base and ideological priorities of potential coalition
partners factor into their choices to collaborate or go solo, and how these decisions ultimately
impact voter turnout and the emergence of new party contenders.

In conclusion, the findings of this study suggest that electoral volatility through the insur-
ance logic creates incentives to merge, which in turn increases electoral predictability. At the
same time, it is possible that the very fact of parties merging has an endogenous effect on vot-
ers’ preferences. It follows that political elites can use the available choices at hand to achieve
greater stability and coherence in voter preferences, leading to more predictable electoral out-
comes. This observation opens up promising possibilities for future research, specifically in
exploring the potential interplay between party choices and electorate decision-making, and

how these factors evolve and interact dynamically over time.
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Appendix A: Proofs of Main Results

Proof of Proposition 1. To compute party i’s vote share from running alone (V; ,) it suffices
to identify the location of the voter who is indifferent between each pair of parties. Let vy
denote the ideal point of the voter who is indifferent between ¢ and c in t = 2, where vy, is
located at (z;+ z.)/2. The voter who is indifferent between c and r, denoted by v,,.5, is defined
analogously. Then, the vote share of ¢ is the CDF of the distribution of voters” ideal points
evaluated at vy 2. Let £ € [—a, a]. Since voters’ bliss points are uniformly distributed on Z, ¢’s

vote share is simply:

2a + zp — 26

Voo —
42 4a

which depends on the realization of the shock to voters’” preferences. A positive (negative)
realization of the shock shifts voters” ideal policies to the right (left) thereby increasing the

vote share of party r (¢) by |¢]. Similarly, V.o = (1 — z/)/4a = V.; and"

1 1-2
A R . (A)
’ ’ ’ 2 4a

The vote share of a PEC formed in the second period is derived analogously. Let V5 be the
vote share of a PEC between ¢ and c in ¢t = 2. Similarly to ;5 (A-1), the PEC’s vote share is

computed by finding the location of the voter who is indifferent between 2} and z,. That is,

Clearly, if ¢ > a:
=+ (@—9)

Veo = )
2 2a

(A-1)

and V,.; =1 — V_ 2 (and analogously when £ < —a).



VS, solves

1 P4z — 2¢ oc
st V2 =0, (A-3)

which produces

20 — 268+ Az + 1

pec _ A-4
‘/KCQ 4a ( )
Similarly, the vote share of a PEC between c and r is
pres _ 20 — N+ 2¢ — 2 (A5)
’ 4a

Finally, recall that z;}, = 2,5, which implies that the vote share of a merger formed in t = 2 is
analogous to that of a PEC:i.e., Vi7, = VP75 and V', = V5.

In what follows I define threshold values of the shock realization that determine parties’

equilibrium behavior in the second period.

Definition 1. Let {(z,) be the value of { such that {’s vote share Vyo > 1/2 for § < £(2). It follows
from the expression of Vy 5 (A-1) that £ = .
Similarly, let &(z,) be the value of the shock realization such that r’s vote share V,, > 1/2 for

& > &(z). It follows from the expression of V.5 (A-2) that § = .

Let us first consider parties’ decision when ¢ > £. When r has the majority of votes, by
running alone, r can implement its preferred policy. Similarly, when § < £ party ¢ runs alone
and wins, hence the implemented policy is &, = 2. Hence, for £ < £ (£ > £) ¢ (r) rejects a

PEC proposal from c and in equilibrium parties run alone in the second period.



When ¢ < £ < & no party obtains an absolute majority if all parties run alone, yet a party
that runs alone against a PEC could obtain a majority of votes. In particular, when parties

form PECs, it could be that (i) V5 > 1/2, (ii) VIS > 1/2, or both. The following definition

cr,2

derives values of the shock realization that define each of these occurrences.

Definition 2. Let £(z) be the value of & such that V1" > 1/2 for & > £7(z,). It follows from the

cr,2

expression of V' (A-5) that

Zr+ A

pec _
£

(A-6)

Similarly, let € (z,) be the value of & such that ('s vote share VL, > 1/2 for & < € (z,). It follows

from the expression of V', (B-4) that

1+)\Zg

Zhec _
$ 2

(A-7)

Let us analyze ¢’s decision when |£P* < ¢ < €|, Definition 2 implies that for these values

of the shock realization both PECs would reach an absolute majority if formed. Then, ¢’s
proposal determines which PEC is formed in equilibrium. Under the assumptions, both ¢
and r accept ¢’s proposal—as running alone entails an expected policy loss—and int = 2 a
PEC is formed. Then, ¢’s decision determines whether the PEC is between ¢ and ¢, between ¢

and r, or whether parties run alone.

Definition 3. Let épl(Zg) and Epl(z(g) be the values of £ such that V.5 > max{V,.2, Vi 2} for é”l <&<
Epl. It follows from the expression of Vi o, V.o that
1

&' (z) =a+ 2 — 3 (A-8)



and

Epl(zg) =1—a— —. (A-9)

Let V.o > max{V, o, Vi 2}, which happens when §pl <é< Epl. In this case, party c compares
the payoff from running alone to that of forming a PEC with /. Formally, ¢ runs alone if and
only if:

R>2(p— 1)\ (2 —1). (A-10)

Intuitively, when rents from office are high, c takes the policy gamble and enjoys full rents
from office.

Let V.o < max{V, 2, Vi2}. In this case, R needs to be shared whether ¢ forms a PEC or not.
The expected payoff from the post-electoral policy (unknown) is lower than the payoff from
25, for any a € (0, 1). Thus, ¢ does not run alone. Party ¢ compares the payoff from forming
a PEC with ¢ with that of a PEC with r: since 2, is closer to ¢’s bliss point and A > 0, ¢ strictly
prefers to propose an alliance to /.

Finally, it could be that only one PEC has the absolute majority of votes in the second

period. Suppose that | VY5 > 1/2> VIS | This implies that V5 > max{V,,,V,} for most

cr,2

parameter values. More precisely, assuming that ) is not too large is enough to rule out the
case V, o > max{V, 2, V;2}. In this case, if c were to propose a PEC to ¢, { would accept because
it would be part of the governing coalition with certainty. In equilibrium, c proposes a PEC to ¢
because the expected payoff from the post-electoral policy (unknown) is lower that the payoff
from z}.°. Thus, for { < £ < £€P* a PEC between ¢ and ¢ forms. If instead V.., > max{V;,, V; 2},
c forms a PEC with £ when Equation A-10 does not hold (i.e., as long as rents from office are

not too high), and runs alone otherwise.



Finally, suppose that | V5 > 1/2 > V5 |, which implies that V., > max{V;,, V.2}. In this

cr,2

case, ¢ cannot form a PEC with ¢ because the coalition would lose against r. Since ¢ prefers
the lottery between the two coalitions to a PEC with r, in equilibrium parties run alone for

—pec

& <é<& 0

Proof of Proposition 2. Denote by U, »(—m;) the expected second-period payoff of party i,
when no merger formed in the first period. Proposition 1 allows us to express U;o(—m;) as a
function of electoral volatility. By the uniform assumption of the shock, the probability of £
falling below some threshold z is Pr{¢ < 2} = 1 + £(z), hence the expected payoff from the
second period is:

Gia(mn) = |3+ 5 () | wta) + Jot2a+-20- 1) () + 5

— 1¢(4a + 32— 3) [ow; (2f,) + (1 — @)u; (2£°°) + R]

4
1 e, R
+ Ziﬂ(?a + Az + 20— 1) |u(z, )+ 5

)\Zéw ec
- {O‘“" (=4 2 4

R 1
2 o ) 10w g+ (54w @
When c has a plurality of votes, c compares the expected payoff from running alone:
U2 = Rt aue (27) + (1 = @)ue (57) + 60U (=), (A-12)

to the expected payoff from merging with ¢ or », which is derived next.

Let us first analyze what happens in the second period following a merger between ¢ and ¢
in t = 1. Since the merger persists in ¢ = 2, the analysis is straightforward. Let & be the value
of the shock realization such that a merger between ¢ and c obtains half of the vote share.

5



Given the assumptions:

Then, for £ < ég, the policy outcome is Z, = 2}, otherwise it is 2, = 1. Similarly, suppose
that a merger between ¢ and r formed in t = 1. Let &, be the value of the shock realization
such that a merger between ¢ and r obtains half of the vote share, where &, = (z + ™) /2. For
&> éT, the policy outcome is &5 = 2, otherwise it is &5 = 2.

Denote by U, 5(my.1) the expected second-period payoff of party i, when a merger between ¢

and c formed in the first period. We can express U, 2(my.) as

Ut = [+ 50+ )] (wtet + £) + [3 - S+ )] i) (A13)

Similarly, the expected payoff of party c from a merger between c and r can be written as

Uea(mer) = {5 — Z(Zg + ZCT):| <uc(zcr) + 5) + {5 + Z(ze + ZCT):| ue(2g). (A-14)
Given the expressions (A-13-A-14), we can easily compare party c’s expected payoff from
merging with ¢ and r. The expected payoff of party c from a merger between ¢ and c is

R
Ucm,fc = UC(ZZZ) + 5 + 6Uc,2 (mZC)a (A-15)

where the realized policy in the first period coincides with the merged party’s platform, since

the merger has the majority of votes in ¢ = 1. The expression for U, is analogous.

@,cr



Differentiating U2 (¢y) — U™, with respect to ¢ yields:

c,le

§(—2R(a+ 20— 1) + N (2— 1)(4a(a — 1)(z¢ + 1) — 3a + (3a — 2)z7 +3)

— 2+ (a— DN (2 — Dz + 1) — éazz(R — 2N =Y —1)(A+ 3¢ —1)) + ar),

which is always positive as long as R is low enough: as volatility goes down (> goes up), the
payoff from running alone increases.

Let 1/ be the value of volatility such that U2 (¢)) — U™ (1) = 0. It is easy to show that a

c,le

real root that solves U2l(y)) = U™, (¢) exists (the expression is lengthy and therefore omitted).

c,le

It follows from the previous step of the proof that ¢ runs alone for ¢ > )¢ and prefers to form
a merger with the closest party ¢ for ¢ < 0.

Let AT'(¢)) = U™ — U

ilc i,cr®

Differentiating A (¢) with respect to ¢ yields

8Aafc“w(1/}) _a u ) (A + DR =200 = 1) (X A+ (P4 A+ 1) = (1) +1)), (A-l6)

which is always negative.

Let 1 be the value of ¥ such that U o = UM

c,cr®

Solving for ¢ produces:

- Az — 1) ((6 +2)A2 — ) _
O S VT T DR—20 - )2 +20— (P )2+ 2) (A-17)

It follows from the previous step of the proof that U, > U, for ¢ < Q. O

c,cr

Proof of Remark 1. Differentiating A™ /1) with respect to 2, yields:

— id()\ — 1) (A4+3 (N +A+1) 27 +2Xz), (A-18)

7



which is always positive. O

Proof of Proposition 3. Differentiating U2 — U™, with respect to R yields

c,le

U —UN.) 1 (ze(A—t—1) — 469 — 2) — 40¢(z — 1)
OR =37 8 ’ (A-19)

which is always positive. O

Proof of Lemma 1. The expected payoff of party i from a PEC between ¢ and c is:

R

Ute = ui(ze) + 5 + 0Ui2(=ma), (A-20)

where the last component of the RHS is party i’s expected payoff in ¢ = 2 when no merger
is formed in ¢ = 1 (A-11). The expressions for U}, is analogous, substituting u;(z¢; ) into the
tirst-period payoff.

The difference U™, — U’} simplifies to:

clc c,le

[RIA+ Doz +2) + 22 (v (0 = DN + A= 27 (aX’ + X2 = 1)) =2 (N = 1) )] . (A-21)

0| &>

Differentiating (A-21) with respect to ¢’ produces:

% 2 (=X +X) + A+ 1R =2z (X’ + 22 = 1)), (A-22)

which is always negative.



Let ¢, be the value of ¢ such that U™,_ = U, where

c,lc c,le’

- 2[R—2(N*—1) 2] ]
Ve = 2 [-2((a =D+ X)) —(A+ 1R —1—22,2% (A3 + A2 —1)] (A-23)

It follows from the first step of the proof that for ¢ > ¢, UFss > U™ O

c,le c,le*

Proof of Proposition 4. For ¢ to prefer a merger with /, it must be that (i) U}, > U7, (ii)

eC oo eC .
Uy > Uy, (iil) U, > Uber and (iv) U7,

> U2, Note that we can immediately compare the
expected payoff from the two PECs, because the second period payoff is the same for both of
them (A-11). This leads to the following strict ranking for party c: U, > UEe, which simply
follows from comparing the first-period payoffs. Clearly, conditions (i)-(iv) are necessary but
not sufficient for a merger between c and ¢ to form in equilibrium, as the merger must be
incentive compatible for ¢ as well. It is straightforward to derive similar rankings for ¢/ and r
respectively: U, > Uy, and Ufer > U0

Consider the following equilibrium: ¢ proposes a PEC to / for ¢/ > )., and a merger to /
for ¢ < v, where 1. is defined in (A-23). Party ¢ accepts a PEC proposal for ¢ > 1), because it
prefers a PEC with c to the alternatives from rejection: if ¢ rejects ¢’s offer, ¢ proposes a PEC to
r, which always accepts. Recall that no party has an absolute majority of votes, which implies
that the PEC with policy 25 would win against party ¢. Since 2} =, 25 for all A > 0 and
R > 0, { accepts ¢’s proposal for ¢ > 9, and in equilibrium a PEC between ¢ and ¢ forms in
t=1

For ¢ < 1., ¢ prefers to form a merger rather than a PEC with (. Suppose that for ¢ < ¢,

c proposes a merger to ¢. To show that ¢ accepts, it suffices to compare ¢’s continuation value

from merging with c to that of a PEC with c (i.e., what c would propose following a rejection)—



since the first-period payoff is identical in both cases. Denote by 1) the value of 1/ that makes
¢ indifferent between merging and forming a PEC with ¢, where:

v 2(R+2(\—1)%2})
Vo= 20(2((a=1DN+ X)) +aAR— R —222 (X + (1 —20)A2 = 2A + 1) — Dz((a — 1)A + 1))’

(A-24)

Comparing the expression of ¥, with (A-23), we see that ¥, < ¢, as long as A is not too high.
Intuitively, because of concave preferences, when volatility is high (1) < ) ¢ suffers more
than c from the event of » winning a majority in ¢t = 2. It follows that ¢ accepts ¢’s proposal
and a merger between ¢ and c forms for ¢ < .

We are left to check whether a merger between c and r can form for some v. From the proof
of Proposition 2, we have that U7, > U7}, for ¢ < 1. Suppose that, for ) < 1, ¢ proposes

a merger to the extreme party r. Rejecting is strictly dominated for r, since the difference

Um. — UP,., which can be expressed as

rer rlc’

- éR(é(zﬁ()\ +(a—DAzg+2,—2)+2)—4) — ié(—w + X% ((a—1)2) — azp + 20— 1)

— X (Vz] — 2z +4) + N (¢ (27 — 2027 + 27 + 200 — 32+ 2) +2) +2) + Az — 1)(A + Az — 2),

is positive under the assumptions. Hence, r always accepts a merger proposal from c.
From the previous step of the proof it follows that in equilibrium a merger between c and r

forms for 1) < ¢ and a PEC between ¢ and ¢ forms for ¢ > ). H

10



Appendix B: Coalition Platforms as a function of Vote Shares

Denote by V; ; party i’s vote share at time ¢ = {1,2}, where V;; < 1/2 for each party i. Suppose
that ¢ and ¢ merge or form a PEC in ¢. Then, the policy platform of the resulting party or PEC

in ¢ is a convex combination of the constituent parties’ bliss points:
2ot = che; = A 2o+ (1= Agy) ze. (B-1)

The weight A\;; € (0,1) measures the relative electoral strength of the extreme party (¢) in ¢,

which depends on the parties’ vote shares as follows:
1
Aot = 5 + (Vi — Ver), (B-2)

where the parameter ¢ € R is a normalization ensuring that A\,; € (0,1). Equation 1 implies
that the policies resulting from PECs and mergers are equivalent only in the same period. Be-
cause of the electoral shock, the policy resulting from a merger (or PEC) formed in ¢t = 2 is
different from the policy resulting from a merger formed in ¢ = 1 and persisting in ¢ = 2. This
is because the shock changes parties’ relative vote shares and in turn the weight each party
has in the common platform. Crucially, while mergers “solidify” the relative power parties
have in t = 1—which is given by each party’s vote share V; ;—PECs are re-negotiated in t = 2,
allowing parties to be flexible to changes in the electoral environment.

The analysis largely proceeds as in the baseline model. In the remainder of the section, I
will highlight the differences that emerge from having platforms dependent on vote shares.

In this and the following extensions I will make the following assumptions that do not change

11



the main qualitative results but help simplifying the expressions considerably. First, I remove
from parties’ payoff the additional motive of rents from office and simply focus on the policy
payoff component. Second, I assume that the implemented policy after the election is the one
preferred by whoever has a plurality of votes (instead of being unknown and a function of «).
I begin with the second period. Let V;'5 be the vote share of a PEC between ¢ and ¢ in
t = 2. Similarly to V;» (A-1), the PEC’s vote share is computed by finding the location of the
voter who is indifferent between 25 = Ar2 20 + (1 — Ag2) 2z and z,5. That is, V25 solves
L iea(View) +20 = %

§+ 4a

- VES =0, (B-3)

which produces

ec  8a%+2a(—4E + 20+ 2o+ 2) + 200(—26 + 22— 1
Vs = (A + 2 i6a2) W2+ 1) (B-4)

Similarly, the vote share of a PEC between c and r is

Vpec o 8&2 - 2a(—4£ + 22@ + ¢ + 1) B ¢(2£ + Zy — 2)

— _ B-
o2 16a2 (B-5)

Recall that 27, = 5 (1), which implies V7', = V5 and V", = VI, What determines parties’
choice in the second period? The shock has a twofold impact on parties” decision: first, it has
a direct effect on parties’ vote share, by swinging voters” preferences in favor of either ¢ or
r. I denote this the electoral effect. Second, by changing parties’ relative vote share, the shock

indirectly affects parties” influence on the final policy of a PEC. I denote this the policy effect. In

what follows I define threshold values of the shock realization that determine which of these

12



two effects prevails in parties” decision to form a PEC in ¢ = 2. These values also provide

useful cutoffs to describe parties” equilibrium behavior in the second period.

Definition 4. Let {(z,) be the value of { such that (’s vote share Vi o > 1/2 for § < £(z). It follows
from the expression of V5 (A-1) that § = 3.
Similarly, let &(z,) be the value of the shock realization such that r’s vote share V,, > 1/2 for

& > &(z). It follows from the expression of V.5 (A-2) that £ = .

Let us first consider parties’ decision when ¢ > £. When a party has the majority of votes,
the electoral effect trumps every other consideration: by running alone, » can implement its
preferred policy. Similarly, when { < § party ¢ runs alone and wins, hence the implemented
policy is &, = z. Hence, for { < £ (£ > &) ¢ (r) rejects a PEC proposal from ¢ and in
equilibrium parties run alone in the second period.

When ¢ < £ < & no party obtains an absolute majority if all parties run alone, yet a party
that runs alone against a PEC could obtain a majority of votes. In particular, when parties
form PECs, it could be that (i) V25 > 1/2, (i) V), > 1/2, or both. The following definition

derives values of the shock realization that define each of these occurrences.

Definition 5. Let £(z) be the value of £ such that V1" > 1/2 for & > £7(z,). It follows from the

cr,2

expression of V15 (B-5) that

T

20(2zp + ¢+ 1) + (20 — 2)0

pec _
£ 8a — 2¢

(B-6)
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Similarly, let € (=) be the value of € such that {'s vote share Vil > 1/2 for & < € (z). It follows

from the expression of V;'; (B-4) that

Epec _ 26L<Zg¢ + ze + 2) + Zg(QZg — 1)¢

8a + 2z, (B-7)

Let us analyze c’s decision when P < ¢ < &, Definition 5 implies that for these values
of the shock realization both PECs would reach an absolute majority. Then, ¢’s proposal de-
termines which PEC is formed in equilibrium. Under the assumptions, both ¢ and r accept
¢’s proposal—as running alone would result in a certain loss—and in ¢ = 2 a PEC is formed.
Then, ¢’s decision determines whether the PEC is between ¢ and ¢ or between ¢ and .18 ¢

compares the payoff from forming a PEC with /, i.e.,

pecy _ _z§(2a(¢ + 1) + (220 — 26 — 1))?

ue(Zep) = 1642 ) (B-8)
with the payoff from forming a PEC with r
ec 1 -2 2
ua(:1%) = — (2a(dp+ 1) + (2§ + 20 — 2)) | (B-9)

16a2

The following results show how c¢’s decision changes with different values of the shock
realization and with the location of parties” platforms. In particular, Lemma B-1 shows that,
as voters’ preferences shift in favor of r (¢), the centrist party prefers a coalition with ¢ (r).

Lemma B-2 then shows that ¢ prefers an alliance with the ideologically closest party when

BRunning alone is strictly dominated for ¢, because it would result in the adoption of the policy preferred by
the party with the plurality of votes.

14



voters’ preferences are stable (i.e., £ = 0). Finally, Proposition B-1 characterizes the (second

period) equilibrium alliance configuration based on the value of the shock realization.

Lemma B-1. Policy Effect. Let AL(€) = uc(2],5) — c(2hny). AL(E) is strictly increasing in €.

cr,2
Proof. Let AP (£) = uc(z5) — uc(zfny), where

(2a(¢+ 1) + ¢ + 2 — 2))* — 2/(2a(¢ + 1) + H(=26 + 22 — 1))*

APec —

Differentiating A, with respect to ¢ yields

OA.  ¢Qa(zZ+1)(d+1)+ (20— 1) (=26 + 222 — 220 + 20+ 2))

o0& 4a?

which is always positive. O

When £P* < £ < €™ both PECs obtain a majority if formed. When this is the case, Lemma
B-1 shows that the policy effect determines ¢’s proposal decision. To see why, suppose that the
shock realization is such that c is indifferent between the two coalitions. Now, let the value
of the shock realization increase. This increase leads to a higher (lower) vote share of party r
(¢), which means that r (¢)’s preferred policy weighs more (less) in a PEC between c and r (¢).
Then, ceteris paribus, ¢ would prefer to form a PEC with /. Conversely, a lower value of the
shock makes a coalition with r more appealing.

Analogously to the Baron and Ferejohn (1989) model where the proposer chooses a coali-
tion with the partner who has the lower recognition probability, this policy effect prevails
whenever ¢ could achieve a majority by forming a PEC with both parties (i.e., when P <

—pec

§<&)
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Whether ¢ forms a PEC with ¢ or r ultimately depends on the location of the platform z,.
When ¢ = 0, ¢ is indifferent between ¢ and 7 (i.e., A2*(0) = 0) when z, and z, are equidistant

from z., and prefers the closer ally otherwise, as the next result shows.
Lemma B-2. AY(0) is strictly increasing in 2.

Proof. Differentiating A, with respect to z, yields

OA,  —2az(p+ 1) —a(62] — 22— 1) (¢ + 1) + (=42} + 32} — 1) ¢
Oz 4q2 ’

which is always positive. O

Since z; € (0,1), a corollary of Lemma B-2 is that when { = 0 party c prefers a coalition
with /. Furthermore, Lemma B-1 implies that when the shock favors r, ¢ continues to prefer
an alliance with ¢. The next definition derives the value of the shock realization, f, such that

~

party c is indifferent between proposing a PEC to / or r (i.e., AF*(¢£) = 0) for any 2.

Definition 6. Let £(z,) be the value of the shock realization such that AF“(€) = 0. It follows from the

expression of AL (B-8-B-9) that

a(ze—1)(¢+ 1)+ (22 — 20 + 1)gb'

&= et 1)o

(B-10)

It follows from Lemma B-1 that ¢ prefers to form a PEC with ¢ (r) when £ > £ (€ < 9.
Whenever both PECs obtain the majority of votes (P < § < &), the threshold ¢ determines

which of the two PECs form.
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Finally, it could be that only one PEC has the absolute majority of votes in the second
period. Suppose that V5 > 1/2 > V5, which implies Vi, > max{V,,, V;»2}."* If ¢ were
to propose a PEC to ¢, / would reject because it could set its preferred platform by forming
a minority government after elections. Similarly, because ¢ has a relative majority, a PEC
between c and r would not change the post-electoral policy set by ¢. Hence, when only a PEC
between ¢ and c reaches the absolute majority of votes, in equilibrium parties run alone and ¢
forms a minority government (the case such that V)5 > 1/2 is analogous).

The following proposition summarizes the last observation and the previous results with-

out proof, showing when parties form alliances or run alone in the second period, when no

mergers form in the first period.

Proposition B-1. Second-Period Policy Outcome. If V.o > V2, V,.o, in equilibrium parties run
alone in t = 2. Suppose that c has no plurality, and that no merger formed int = 1. Then int = 2
parties form PECs for intermediate realizations of the shock &, and compete alone for extreme ones. In
particular, for £ < & < £ (€ < € < &%), aPEC between c, r (c, () forms, and i, = Zong ().
Conversely, when £ < {7 (€ > &), parties run alone and Ty = z; (2,).

Compared to the baseline model, Proposition B-1 also shows that the policy outcome is
non-monotonic in the rightist party’s relative popularity: that is, it could be that the imple-
mented policy shifts to the right as £ becomes more popular. This is a consequence of the
pivotality of the centrist party in choosing coalitions: as the policy cost of an alliance with ¢
increases, ceteris paribus c prefers the weaker party 7.

I now turn to the first period analysis. Let V.; > max{V,;,V,:}. Int = 1, c compares the

expected payoff from running alone to that of forming a merger. Proposing a PEC is clearly

1t follows from Definition 5 that this is the case for { < £ < £F*°.
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dominated because u.(z.) > wc(zy), uc(2h s

cr,1

). Denote by U, 2(—m;) the expected second-
period payoff of party i, when no merger formed in the first period. The expected payoff from

the second period is:

) =[5 @) e+ [560 -5 6 vt
+ % (gpec> - % (é)] Vz2(2ie§> + B — %(Ep“)] wi(z), (B-11)

where V; 5(z).5) is the expected payoff of party i from the LC coalition platform, which de-

pends on the realization of the shock:

=

Vil = [ (o) e e (B-12)

£

and analogously for V; 5(z5’5). When ¢ has a plurality of votes, it compares the expected payoff
from running alone, i.e. U2 = u.(2.) 4+ 06U, 2(—m;), to the expected payoff from merging
with £ or r, which is as in the baseline model. Differently from the second-period, all the first-
period analysis is equivalent to the baseline model, but the expressions are significantly more
cumbersome. While I omit the expressions for their length, it can be shown that all the main

results are unchanged (all the expressions and detailed proofs for the extensions are available

upon request).

Appendix C: Introducing Uncertainty over Platforms’ Location

While each party is associated with a particular policy (its “brand”), z;, parties typically fea-

ture heterogeneous preferences inside them. This heterogeneity is crucial, as the policy plat-
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form that is chosen by each party in a given election might differ from its policy brand (or, in
other words, parties cannot fully pre-commit to policies). This section formalizes this idea by
introducing noise in the location of parties” platforms.

Let z;, be the policy platform that is selected by party i in a given election. This platform
corresponds to the realization of the random variable X;; = z; + ¢, where ¢ ~ N(0,0?). The
smaller ¢, the sharpest the message of the party (i.e., the most informative the party brand).
We can interpret the support of X; as follows. Parties typically gather multiple candidates
who are proponents of different issues, some of which might be very far from the party brand.
Depending on which of these candidates wins the election, the party platform could differ
from the ex-ante party brand.

When ¢ and ¢ merge, the resulting platform is a random variable centered at 2, the

convex combination of the constituent parties’ bliss points:
Xieq = 2geq €™, (C-1)

where €™ ~ N(0,02)), and

o =0 & @ (C-2)

By creating a new political entity, mergers decrease the informativeness of the constituent

2
m

parties’ brands: for any distinct pair of platforms z, and 2., 02, > ¢* for any v € R,. The
noise that arises from a merger is increasing in the distance between its constituent parties’

bliss points: since voters expect candidates to be drawn from anywhere between z. and z,
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the uncertainty cost increases with the distance among platforms.?’ Furthermore, the noise is
decreasing in y: as v — oo, 02, — o2. As such, v could be interpreted as the amount of trust
between the merger’s partners.”’ The merged party’s brand 27}, is a convex combination of
the constituent parties’ bliss points, as in the previous section: 27}, = Ay 120+ (1 — g 1)z, where
A1 = % + ¢ (Vi1 — Vo).

Differently from mergers, PECs preserve the identity of different parties. Thus, when two
parties form a PEC the noise term is the same as when parties run individually: ¢ ~ N(0, o?).

Because parties cannot pre-commit to policies, voters do not know the exact policy each
party selects and suffer an uncertainty cost which is captured by the variance of X;. Formally,

voter v’s expected payoff from party i’s platform is

S (C-3)

where z; = E[X;] and 0? = Var[X;].??
To compute each party’s vote share when parties run alone, we need to identify the loca-

tion of the indifferent voter for each pair of parties. Since o is constant across parties, we can

2This assumption is supported by empirical evidence showing that mergers are more likely to form between
ideologically close parties (Ibenskas, 2016a), which suggests that parties anticipate the electoral cost of merging.

Z'When deciding to merge, a party faces the risk that the other partner would renege on the agreement by
increasing its policy influence above the agreed at the time of the merger. While I leave it exogenous, it is
reasonable to think 7 to be positively correlated with the constituent parties” previous experience of governing
together, which can reduce the uncertainty about partners” behavior (Franklin and Mackie, 1983; Martin and
Stevenson, 2010).

22The second equality follows from Var[X;] = E[X?] — E[X;]? = 02, which allows to re-express EU,(X;) as

EU,(X;) = —0? — E[X;]? + 2E[X;]z, — 22
= —(E[X;]* — 2E[X;]z, + 20) — 0>
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focus on the comparison between pairs of party brands (z;, z. and z, z,), as in the baseline
model. The same holds when evaluating a PEC’s vote share.

The analysis changes when computing the vote share of a merger. Denote by v;!, , the
voter who is indifferent between party r and a merger between ¢ and c in the second period.

1 m .
That is, vj, , solves:

|Z€ - ZC‘
v

+ (Vg — 200)" = 0. (C-4)

2
m m
- (UZC,T,Q - Zéc,Z) -

From the indifference condition (C-4) it is clear that parties sacrifice at least some of their
vote share when deciding to merge (vis-a-vis forming a PEC). This is because—when z, and z.
differ—voters pay an uncertainty cost when voting for a merged party. Despite this cost from
merging, the next result shows that the trade-off identified in Proposition 4 holds, as long as

the uncertainty cost associated to the merger is not too high.

Proposition C-1. Equilibrium with Electoral Uncertainty. When -y is high enough, in equilibrium
parties form mergers when electoral volatility is sufficiently high (low ), and PECs for low electoral

volatility (high +»). When ~ is low, in equilibrium c forms a PEC with the closest party ({).

Proof. The analysis of t = 2 is analogous to the baseline model. First, suppose that no merger

2
m

formed in ¢t = 1. Because o2 > 02, mergers are dominated in the second period, and both
voters” and parties” decision are identical to the baseline.
Suppose instead that a merger between C' and R formed in ¢ = 1. By assumption, the

merger persists and faces party L. Notice that the probability that the merged party gets

the majority in ¢t = 2 is Pr{¢ > é}} =1- F(é) (the same as in the baseline), because the
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informational cost is only paid by voters in ¢t = 1 when the merger is formed. Hence, the
expected second period payoff from merging (A-14) is the same as in the baseline model.

Int = 1, policy uncertainty introduced by mergers changes how vote shares are computed.
Let v, , denote the voter who is indifferent between voting for party L and for a merger

among C and R. Formally, 7", , solves
m m \2 1 m 2
- (vl,cr,Q - ZCT,Q) - ; + (vl,cr,2 - 2572) =0. (C-5)

Solving for the indifferent voter yields:

4a® (v ((¢ +1)* — 427) +4) +day(ze — 2)p(¢ + 1) + (20 — 2)*¢?
8ay(dazy — 2a(p+ 1) — (20 — 2)¢) '

(C-6)

m _
Ul,cr,? -

Using this expression, it is straightforward to compute the vote share of the merged party in

t=1:

4a® (v (9 + 1)° — 427) +4) +dar(z = 2)9(¢ + 1) + (2 = 2)°¢°

Ver = 2 * 16a%y(4az; — 2a(p + 1) — (20 — 2)9) (©7)
Differentiating V", with respect to y yields
a‘/CT‘,l — _ 1 (C-S)
Oy v*(daz — 2a(¢ +1) = (2 — 2)9)’

which is always positive: as y increases, the uncertainty paid by voter is reduced and the vote

share of the merger increases.
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Finally, we check if there exists a positive v such that V", = 1/2. Solving for v yields

Ty

16a*
4a? (422 — 1) — ¢*(2a + 2z, — 2)? — dap(2a + 2z, — 2)’

y = (C-9)

which is a positive real root. It follows that for v > 4, V', > 1/2 and the analysis is analogous
to the proof of Proposition 4. In particular, let A, .., = U, — Ube., where

c,cr

1
Um = —<Zm Zc)2 — 0'2 — ; + 5Ui72(mc7«),

c,cr cr,l T

and

P = — (P — 2,)2 — 02 + 6U, o(—m).

c,cr cer,l T

Because uncertainty only affects A, via the term 1/, it follows that (U, — Ufer) /0y is
always negative, analogously to Equation A-22. Furthermore, for v big enough, there exists a

value of ¢ such that U™, = Ulc;, and the result in Proposition 4 continues to hold.

c,cr

It is left to show that for v small enough no mergers are sustainable in equilibrium. When

v <4, VI < 1/2. In this case we have

cr,1

1
um. = —(Zl - ZC)2 - 0'2 - ; + (SUZ',Q(’ITLCT).

Note that U, — —oc as v — 0. This implies that there exists y" small enough such that

A, (7)) = 0 has no solution. In particular, we have Ule, (7)) > U™ (v') for all 1. The analysis

c,cr

for a merger between C' and L is analogous therefore omitted. O
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Intuitively, Proposition C-1 shows that mergers are only sustainable if they don’t intro-
duce excessive uncertainty about where the party platform stands. This can be the case for
example when the merged party has a clear statute which is credible given the constituent
parties” histories. Low uncertainty can also be a reasonable assumption if constituent parties
have been former allies or have had previous experience of governing together. Conversely,
Proposition C-1 shows that when voters” uncertainty about the new political party is high, a

merger is not a viable alternative to a PEC even when the electorate is very volatile.

Appendix D: Pre-Electoral Bargaining

The baseline model assumes that coalition platforms are weighted averages of constituent
parties” ideal points, with exogenous weights. This assumption abstracts from a bargaining
process over the platform content, which likely takes place among constituent parties before
they present their common electoral platform. In what follows, I consider a simple bargaining
protocol to show robustness of the main mechanism of the paper.

Recall that ¢ is the closest ideological ally to the centrist party, hence—with exogenous
weights—c always prefers / as ally in a one-shot game. The baseline model shows that when
the electorate is unpredictable, in equilibrium the centrist party forms a merger as an insur-
ance device against negative shock realizations, and the merger can be formed with the more
extreme party r. In principle, if ¢ were allowed to propose a platform to its ally, the reader
might expect that the centrist party could choose a sufficiently moderate platform that makes
a future r victory unlikely, and such that party ¢ is indifferent between merging with ¢ and

running alone.
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In fact, I show that this is not the case: in equilibrium, the centrist party sometimes merges
with the more extreme r even when coalition platforms are endogenous. In what follows,
I assume that constituent parties bargain a la Romer and Rosenthal (1978) and lay out the
intuition behind the result. Notice that it is crucial for the result that parties / and r have
limited outside options, in the sense that neither can renege in ¢ = 2 after a merger has formed
int = 1, nor they can form other alliances except with c.

Suppose that ¢ and ¢ merge (form a PEC). The resulting policy platform belongs to the
Pareto set of the coalition formed by £ and ¢, i.e.: 2! = 25 = Bz, + (1 — 8)z., where the weight
p € [0,1] is endogenous and chosen by party c. In particular, ¢ makes a take-or-leave offer to
¢, which can either accept or reject. Acceptance leads to the formation of a merger. Rejection
leads to the following step of the proposal stage, which remains unchanged.

Let us focus on the case where c already has a plurality of votes in the first period. Under
this assumption, the formation of mergers in equilibrium is harder to sustain because of c’s
myopic incentives to run alone, thus it represents a harder test. The following result shows
that for high volatility ¢ does merge with the extreme party, and that in equilibrium there are

policy concessions (3* > 0).

Proposition D-1. Let V., > max{V,1, V.1 }, and suppose { is sufficiently moderate. There exists 1)

such that c is indifferent between running alone and merging with (. In equilibrium:
e for vy < 4, a merger between c and r forms, and 5* (1), z) € (0,1),
o fory <o < 22, a merger between c and { forms, and * = 0,

o for 1 > 1), parties run alone and &, = z..
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Proof. To begin, consider parties” incentives to form alliances in the second period. As in the
baseline model, if either ¢ or » have a majority, parties run alone in equilibrium. Suppose
instead that ¢ has plurality. In this case, in equilibrium ¢ proposes 5* = 0 to ¢, and ¢ accepts.
Suppose this is not the case, and that ¢ rejects. Then, c would propose 5* = 0 to , and r would
accept because the alternative would be z, implemented by /. Party / is indifferent between
B* = 0 and the alternative from rejection, i.e., a PEC between c and r with platform z.. As a
tie-breaking rule, I assume that when indifferent parties join the alliance. Finally, because r
always accepts a PEC proposal 8 = 0, c is indifferent between the two PECs. I assume that
when indifferent c proposes a PEC to the closest party /.

It follows that the expected payoff from the second period is (given the uniformity of the

shock):

1 Y 2.+ 2z 1 Y (z.+ 2

Uip(—mmy) = [5 +9 ( 5 )} wi(ze) + %(1 — zo)u(ze) + [5 —3 ( 5 )} ui(z). (D-1)

We can now analyze parties’ decision to merge in the first period. From Proposition 2
and 4, we know that there exists a threshold value of volatility (1)) that makes c¢ indifferent
between merging with ¢ and r, and that for ¢ < (> ) e prefers to merge with r (¢). The

difference U3 — U™

c,le

simplifies to:

2 (68¢ — 6 (8% — 1) ¢2f — 62 (B* (¥ +2) +2) — 45%2)
4

. (D-2)

Differentiating (D-2) with respect to 1 yields

OUX —UM.) 6z (B — (82— 1) 23) — B2x)
o B 4 ’

(D-3)
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which is always positive under the assumptions. Furthermore, there exists a threshold value

of volatility (@2) such that c is indifferent between running alone and merging with ¢, where:

_ 22 (26° + 6 (6% — 1)) _ (D-4)

0((8% = 1) 2 + B2 — B)

RSN

I consider the same equilibrium of the baseline model as the candidate equilibrium: ¢
proposes merger to 7 (£) for 1) < 1), a merger to ¢ for ¢ < 1 < 1;, and parties run alone for
b > 12.23

(i) Suppose V<1< 1; (such that c prefers a merger with ¢). Can c offer § = 0 (i.e., its
preferred policy)? Party ¢’s incentive compatibility condition for accepting a merger (when ¢

has plurality) is:

}lzg (6 (=B +2824+1) ¢z — (0 +2)B° =48 +2) 2o+ (B — 2)1 +4) — 42(8 — 2)B8) >0.
(D-5)

Substituting 3 = 0, The IC condition above simplifies to
1 2
Z(SZK (—21/} + vz — 22+ 4) >0, (D-6)

where the sign of the LHS depends on the value of z, and . In particular, offering 5 = 0 is
only incentive compatible for ¢ for high values of v, so that the LHS is positive. Are other

values of /3 sustainable? As [ increases, the merger platform shifts to the left, thus losing

BNotice that the value of 1 is equal to the baseline model, whereas the value ¢ differs because of the different
continuation value of not merging in ¢t = 1.
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moderate votes to . Furthermore, as the platform weight of £ increases, all else equal c prefers
to run alone, thus ¢’s incentive compatibility condition becomes more binding.
ii) Suppose ¢ < ¥ (such that ¢ prefers a merger with r). Can c offer 5 = 0 to r? Party r’s

incentive compatibility condition for accepting a merger is:
1 3. 2 Y . 2 2 _ _ _ -
10 (B =282 (W + 1) +48 — ¢ = (B =2)vz) + 2 (B¢ +4) =2) = (8-2)8 >0, (D7)

which is not satisfied when § = 0 for high electoral volatility (¢ < %), that is precisely when
c would like to merge with r (rather than ¢). Thus, for this range of volatility ¢ needs to offer
r a platform (* that makes r indifferent between merging and running alone. It is possible
to show that such * exists (the expression is lengthy and does not provide further intuition,
and therefore I omitted it from the proof), and is such that 5* € (0,1) for ¢ < . Finally, notice
that:

oum  — U 1

M = (e = )OEOY vz —4) ) <0 (D-8)

This implies that any 3 > §* is accepted by r. For any such 3, an equilibrium where the

centrist party merges with the extreme party r can be sustained. O

As in the baseline model, party c prefers to merge rather than running alone for high val-
ues of volatility, because mergers represent an insurance against negative shock realizations.
Suppose that, when ¢ < ¢ < 1;, c proposes a merger to ¢ with platform 8z, = 0. Figure 4
illustrates the values of ¢, 5 such that c and ¢ prefer to merge than running alone. As the left
panel of Figure 4 illustrates, ¢ (¢) prefers a merger to running alone for high (low) volatility,

and there exists a parameter configuration such that a merger with platform equal to z. forms.
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Are other values of 3 sustainable? As (3 increases, the merger platform shifts to the left, thus
losing moderate votes to . Furthermore, as the platform weight of ¢ increases, all else equal
c prefers to run alone, thus ¢’s incentive compatibility condition becomes more binding, as

shown in the right panel of Figure 4.
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Figure 4 — Values of ¢ (x axis) and z, (y axis) sustaining a merger between ¢ and c in
equilibrium for § = 0.7. In the blue region, a merger is incentive compatible for c. In the
orange region, a merger is incentive compatible for /. In the left panel, 3 = 0. In the right
panel, 8 = 0.2.

Suppose ¢ < 1) (such that, from Proposition 2, ¢ prefers a merger with ). For this range
of volatility ¢ needs to offer a platform 3* that makes r indifferent between merging and
running alone. When £ is low, a merger is not incentive compatible for r, which all else equal
prefers a higher weight on its preferred policy in the merger platform. As [ increases, r’s
incentive compatibility constraint relaxes and r is willing to merge for more values of z, and
. Intuitively, a higher weight in the merged platform trumps the advantages of running
alone. As 3 increases, however, party c is worse off and less likely to merge with r. Figure

5 shows that there exist parameter values such that an equilibrium where the centrist party

merges with the extreme party r can be sustained. In the left panel, 5* = 0.25 and a merger is
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not incentive compatible for r. In the right panel, where 5* = 0.45, r’s incentive compatibility
constraint relaxes and r is willing to merge for more values of z,. Otherwise, r is better off

running alone.
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Figure 5 — Values of ¢ (x axis) and 2, (y axis) sustaining a merger between c and r in
equilibrium for § = 0.7. In the blue region, a merger is incentive compatible for c. In the
orange region, a merger is incentive compatible for r. In the left panel, 3 = 0.25. In the
right panel, 3 = 0.45.
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