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Abstract

We study how party factionalization affects policy-making. We develop an accountability
model where the incumbent party leader can implement reforms but faces internal fac-
tions that can reduce reform effectiveness through dissent. The leader is aligned with voter
preferences, while factions have competing policy goals but share the leader’s re-election
objectives. Voters are uncertain about whether a reform is needed and how divided the
party is, and value strong leaders who can effectively implement reforms. In equilibrium,
dissent creates the informational environment that facilitates over-reform: precisely because
they can overcome factional resistance, strong leaders reform even when maintaining the
status quo would be optimal. In turn, strong factionalization can improve policymaking
by removing the temptation to over-reform. The welfare effects are non-monotonic: inter-
mediate factionalization optimally balances the trade-off between reform effectiveness and
equilibrium incentives to choose the correct policy. We also show that active dissent can
yield higher voter welfare than strategic silence by factions, and that strong leader can be
better off with factional dissent than with strategic silence.
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1. Introduction

Political parties are complex organizations characterized by internal divisions and competing
interests. These divisions often manifest through factions—groups within the party that maintain
distinct ideological positions, identities, and policy goals. The role of factions in democratic
governance has been debated since the inception of modern democracy, with the Founding Fathers
expressing concerns about their potential to undermine effective governance (Madison, 1787).
This historical skepticism has largely persisted in contemporary scholarship, where factions
are predominantly viewed as impediments to effective policy-making (Rohde, 1991; Tsebelis,
2002). This perspective stems from factions’ ability to obstruct legislative bargaining (Wawro and
Schickler, 2013), their tendency to increase coordination costs in legislative decision-making (Cox
and McCubbins, 2007), and their diversion of resources through internal rent-seeking competition
(Persico et al., 2011), thereby introducing frictions into the policy-making process. In turn, these
frictions are taken into account by voters, who prefer cohesive parties over divided ones, often
penalizing those perceived as internally divided (Greene and Haber, 2015; Lehrer et al., 2024).
Yet these same frictions that appear detrimental may offer unexpected benefits for demo-
cratic accountability. This paper challenges the conventional wisdom that party factionalization
necessarily reduces voter welfare. While we begin from the widely-accepted premise that factions
hamper policy implementation, we demonstrate that these impediments can serve a beneficial
role by mitigating moral hazard problems between governing parties and voters. Our key in-
sight is that the strategic interaction between party leaders and their internal factions creates
a disciplining effect on policy-making. Strong leaders — those facing weak factions that cannot
effectively oppose them — may implement unnecessary reforms to signal their control over the
party. They do so even when aligned with voters’ preferences, and voters reward them electorally
despite recognizing these reforms as sub-optimal. Conversely, leaders facing factions capable of
meaningful dissent are not able to over-reform, hence do not choose unnecessary reforms. These
opposing forces create conditions where voter welfare can increase with factionalization. More-
over, we show that active dissent - due to its informational role - can sometimes make the voter
better off than silence, despite the fact that factions are misaligned with her policy preferences.
The tendency of party leaders to implement ambitious and potentially unnecessary reforms to
demonstrate their strength is evident in several historical cases. A striking example is President
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from Republican lawmakers and business interests within his own party, Trump was able to
impose 25% tariffs on steel and 10% tariffs on aluminum imports, overriding internal dissent and
starting a trade war with China. Congressional Republicans expressed their opposition through
various means—from Senator Jeff Flake’s proposal to introduce legislation nullifying the tariffs
to a letter signed by over 100 Republican lawmakers imploring the president to reconsider (CBS
News, 2018).

Interestingly, Autor et al. (2024) find that, while these tariffs had relatively small employment
effects in protected sectors and negative impacts in sectors hit by counter-tariffs, they generated
substantial political benefits for Trump and the Republican party. Their research reveals that
“local exposure to the trade war appears to have benefited the Republican party even in regions
where the combined effect of tariffs and subsidies predicts no employment gain or even a modest
employment loss” (p. 25). Autor et al. (2024) suggest explanations based on voter misinforma-
tion or appreciation of Trump’s intentions, while our model offers a fully rational alternative:
voters responded positively to the demonstration of leadership strength through the successful
implementation of controversial reforms. In our framework, this occurs in equilibrium precisely
because strong leaders can signal their capacity to overcome internal opposition by implementing
reforms — even suboptimal ones — that weaker leaders cannot execute. Importantly, our expla-
nation requires neither voter inattention nor expressive voting motivations: it demonstrates how
electoral benefits can emerge from policy choices that voters rationally recognize as inefficient.

To formalize this dynamic, we develop an accountability model where the leader of an incum-
bent party must decide whether to implement reforms while contending with internal factions
that can potentially obstruct their implementation. The leader observes the state of the world
and knows whether a reform is truly needed. Voters, as well as the party leader, suffer a policy
cost when the policy outcome does not match the state of the world. In other words, voters want
a reform to be implemented only when needed, and the party leader is perfectly aligned with
voters’ preferences. However, factions hold different policy preferences: while they agree with
the leader when no reform is needed, they prefer a different direction when reforms are necessary.
When factions choose to dissent, they can obstruct implementation, tilting the policy outcome
away from the leader’s proposal. The effectiveness of this obstruction depends on the faction’s
strength relative to the leader (a measure of their relative bargaining power). Empirically, such
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legislative chambers to bureaucratic resistance during policy implementation—all of which can
effectively sabotage the leader’s reform agenda.

Voters face uncertainty along two dimensions: they do not observe whether reforms are truly
needed, and they are uncertain about the degree of party factionalization. The latter can also
be interpreted as uncertainty over the leader’s strength, which we model as the leader’s ability
to overcome party internal opposition. Hence, the more factionalized a party, the weaker its
leader. This uncertainty reflects the observation that citizens possess incomplete knowledge of
party internal divisions (Greene and Haber, 2015) and the fact that party leaders strategically
manage public perceptions through unity displays, further obscuring the true extent of internal
opposition. We assume that in the absence of reform voters do not (directly) learn the incum-
bent’s strength. In contrast, successfully implementing a reform can reveal how strong the party
leader is (and how factionalized the party is).

Our analysis reveals several results. First, we ask when factions dissent in equilibrium. When
party leaders can retaliate against dissenting factions by reducing their resource allocation, fac-
tions face a trade-off between immediate policy influence and future rents. We show that factions
dissent in equilibrium when their share of party resources is sufficiently insulated from leader-
ship discretion—a feature more common in institutionalized parties with transparent allocation
mechanisms.

Second, we show that strong party leaders——those whose factions cannot effectively obstruct—
may implement unnecessary reforms to demonstrate their control. This “Over-Reform” equilib-
rium emerges because voters, who value effective governance, interpret successful reform imple-
mentation as a signal of party cohesion. Consequently, even when maintaining the status quo
would be optimal, strong leaders may initiate reforms to distinguish themselves from weaker
leaders who face substantial internal opposition. This creates a perverse incentive where the
most capable leaders engage in inefficient policy-making precisely because of their ability to
overcome internal opposition. This equilibrium arises even when voters can perfectly observe the
consequences of a given policy choice.

The welfare implications of this mechanism challenge the conventional view that having a
strong leadership unambiguously benefits voters. We demonstrate that voter welfare can be non-
monotonic (reverse U-shaped) in the expected level of party factionalization when uncertainty
exists about faction strength. While having a strong leadership (or weak factions) in the in-

cumbent party enhances implementation of necessary reforms, it also increases the likelihood of



unnecessary reforms undertaken for signalling purposes. Since welfare gains from better policy
implementation diminish as the probability of electing strong leaders increases, welfare reaches
its maximum at intermediate levels of expected leadership strength. At this optimal point, the
probability of factions strong enough to prevent excessive reforms balances with the likelihood
of effective necessary policy changes. This finding suggests that strong party factions, rather
than being purely detrimental, can serve as beneficial constraints on leaders’ tendency to over-
reform—effectively functioning as commitment devices that make political restraint credible.

Interestingly, we find that voters may sometimes prefer active factions despite their misalign-
ment with voter preferences. When factions strategically choose not to dissent—typically when
dissent would jeopardize their future resource allocation within the party—they enable both
necessary and unnecessary reforms to pass unobstructed, and they do not reveal additional in-
formation about the leader’s strength. Under certain conditions, specifically when strong leaders
are common and reforms are rarely needed, active factional dissent that constrains all reforms
can yield higher voter welfare than silent factions. This counterintuitive result emerges because
the constraint on unnecessary reforms, and the additional information brought to the voter by
the policy outcome under factional dissent, outweighs the cost of obstructing beneficial ones.
Beside the voter, we show that active factions can be preferred also by strong leaders, precisely
for their informational role. This suggests that strong leaders should not necessarily discourage
active dissent, and may be more tolerant than weak leaders with the existence of factions within
their party.

Besides the over-reform equilibria described above, there also exist equilibria where strong
and weak leaders pool on always implementing the correct reform, which is standard in this
class of models. We refer to this as the “Full Discipline equilibrium.” While intuitively one might
expect the Full Discipline equilibrium to dominate the Over-Reform one in terms of voter welfare,
we demonstrate that the latter can actually yield higher voter welfare under specific conditions.
This occurs because the informational benefits of separating incumbent types can outweigh the
policy costs of occasional unnecessary reforms, particularly when the probability of a strong
incumbent is sufficiently low and the effectiveness gap between strong and weak incumbents is

substantial.!
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Our findings contribute to ongoing debates about the role of party unity in democratic gov-
ernance by highlighting a novel mechanism through which internal divisions might unexpectedly
benefit voters. While most of the existing literature has emphasized the negative effects of
factionalization on policy implementation, our model reveals its potential disciplining effect on
strategic policy choices. This perspective offers new insights for interpreting empirical patterns
of reform activity across political systems with varying degrees of party cohesion. Moreover,
our theoretical framework provides a foundation for future empirical investigations into the re-
lationship between party structure, reform initiatives, and electoral accountability—particularly
in contexts where signalling considerations might drive policy decisions.

The remainder of the paper proceeds as follows. Section 2 discusses our contribution to the
existing literature. Section 3 introduces our model, Sections 4 and 5 present the results. Section

6 concludes.

2. Related Literature

Our paper begins with the premise that parties are not monolithic actors but rather consist of
different factions with competing interests and goals. While political scientists have long ac-
knowledged the existence of factions, recent literature has increasingly recognized their critical
role in shaping various political outcomes. These include party nomination processes (Caillaud
and Tirole, 2002; Crutzen et al., 2010), intra-party power sharing (Persico et al., 2011; Invernizzi
and Prato, 2024), internal party conflict (Invernizzi, 2023; 1zzo, 2024), and legislative decision-
making (Cox and McCubbins, 2007; Wawro and Schickler, 2013). Within this literature, factions
are predominantly viewed as impediments to effective governance—creating coordination prob-
lems, increasing transaction costs, and introducing friction into policy implementation.

Our contribution challenges this conventional wisdom by demonstrating that factional oppo-
sition can sometimes benefit voters through a novel mechanism: by constraining party leaders
from implementing unnecessary reforms for signalling purposes. Dewan and Squintani (2016)
provide another exception to the predominantly negative view of factions, by showing how fac-
tions can improve welfare by enhancing internal party deliberations. Rather than information
aggregation, we show that factions serve as a beneficial constraint on strategic policy choices,
especially when electoral incentives might otherwise lead to inefficient policy-making.

To isolate the effects of factional constraints on policy-making, we deliberately model parties

as fixed entities with established internal divisions. In reality, party composition is more fluid,



with factions sometimes choosing to splinter and form new political entities (Invernizzi and Izzo,
2025). Such exit dynamics can be conceptualized as occurring at an earlier stage than our
model—we focus instead on the subsequent phase where factions have already committed to
remain within the party but express dissent internally. This framing allows us to address how
factional dissent shapes the strategic policy choices of party leadership.

Political agency models provide the natural analytical framework to study how factions af-
fect policy-making. This literature typically addresses two types of uncertainty. First, models
examining uncertainty over politicians’ preferences or bias (Acemoglu et al., 2013; Kartik and
Van Weelden, 2019; Schnakenberg and Turner, 2019; Merzoni and Trombetta, 2022; Lodato
et al., 2024) show how ‘good’ politicians may take inefficient actions to signal they are not bi-
ased. Close to us, Lodato et al. (2024) use a multi-level model of accountability, with (possibly
biased) politicians and bureaucrats. Our mechanism differs as inefficient behavior emerges with-
out any underlying bias—it is driven purely by electoral incentives and asymmetric information
about the relative strength of party leadership and factions.

Second, research on uncertainty over politician competence (Canes-Wrone et al., 2001; Ash-
worth and Shotts, 2010; Fox and Stephenson, 2011) typically shows that high-ability politicians
behave better in equilibrium than low-ability ones. In contrast, we show that the most capable
politicians (those leading united parties) engage in inefficient behavior precisely because of their
ability to overcome internal opposition.? In this respect, we are close to Fu and Li (2014) in hav-
ing an equilibrium where high types choose suboptimal policies. However, differently from their
model (where policies reveal differential information conditional on observing also the outcome),
in our equilibrium low types behave optimally. Moreover, they do not focus on (endogenous)
factions, but rather on the welfare effect of different institutional environments.

Our model also relates to the literature on accountability and “veto players” or “influence
players” (Blumenthal, 2025) of different forms (Buisseret, 2016; Fox and Stephenson, 2011; Fox
and Van Weelden, 2010; Caillaud and Tirole, 1999; Hirsch and Kastellec, 2022). Also in our
case, the strategic actions of the second player affect the informativeness of the implemented
policy, but it does so asymmetrically across policies and types, affecting the implemented policy
rather than the probability of implementation. Moreover, we study the role of a particular type
of “additional player,” sharing the same objective as the party leadership but with different

ideological positions.
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Beyond political agency, our work relates to broader literature on institutional constraints
and reform production. Various studies show how constraints—whether in voter information
processing (Prat, 2005; Fox and Van Weelden, 2012; Ashworth and Bueno De Mesquita, 2014),
organizational communication (Che et al., 2013), or delegation (Dessein, 2002)—can restrict
opportunistic behavior and improve outcomes. Our contribution shows that such constraints can
be beneficial even without politicians’ bias or incompetence. Additionally, we connect to research
on the over-production of reforms, where electoral incentives lead to excessive policy-making
under rational inattention (Prato and Wolton, 2018), opponent campaigns (Dewan and Hortala-
Vallve, 2019), or bureaucratic influence (Gratton et al., 2021). Our over-reform equilibrium
is also similar to Shaver (2025), where the politician’s desire to signal his quality motivates
inefficient policy choices. Our model highlights how the interaction between internal party politics
and electoral incentives creates similar inefficiencies (and novel welfare implications) through an
unexplored mechanism.

Our result on inefficient effort allocation relates to multi-tasking models (Daley and Snowberg,
2011; Buisseret and Prato, 2016). Daley and Snowberg (2011) find that high types allocate effort
to informative but wasteful tasks like fundraising. While our focus is on factions rather than
campaign finance, we similarly find a separating equilibrium with high types choosing suboptimal
behavior. However, in our case, “low” types may actually be more beneficial from the voter’s

perspective, yielding important welfare implications.

3. The Model

Consider a two-period game with the following players: an incumbent party leader (henceforth
incumbent, he), a faction, a representative voter (she), and a non-strategic challenger. In each
period, there is a binary state of the world (w; € {0,1}): when w; = 1, implementing a reform
is optimal for the voter, while w; = 0 indicates that maintaining the status quo is optimal. The
probability that reforming is optimal is Pr(w; = 1) =7 € (0,1).

In each period ¢, the incumbent chooses whether to implement a reform (z; = 1) or not
(x; = 0). The faction can obstruct policymaking by dissenting: formally, the faction chooses

d; = {0,1}, where d; = 0 corresponds to no dissent and d; = 1 to dissent.?

3 Appendix D shows that results are robust to a continuous choice, where the faction decides “how much” to
dissent.



We assume that the implemented policy is a function of the policy decision by the incumbent
and the internal opposition that he faces within the party. Formally, the implemented policy in
period t (defined as ;) is

T if dt =0

Ty =
¢rry At dp =1,

where ¢; € {¢r,dn} measures I's relative strength vis-a-vis the faction, or how “flexible” the
incumbent is to implement his chosen policy (0 < ¢ < ¢y < 1). In other words, we are
assuming that the strong faction’s dissent is more effective than the weak faction’s. This is also
a parsimonious way to capture the relative bargaining power between leadership and faction.?

The incumbent and the faction have complete information about all relevant parameters.
The voter, however, has uncertainty about the incumbent leader’s strength: she believes that
¢r = ¢ with probability v € (0,1), and ¢; = ¢, otherwise. For simplicity, we assume that
the challenger’s strength parameter ¢ is distributed according to the same distribution as the
incumbent’s, and relax this assumption in Appendix C. While the voter does not know the state
of the world, she observes the implemented policy #;.> Note that #; = ¢; perfectly reveals the
incumbent’s type.°

The voter simply wants a reform choice that matches the state of the world, and the incumbent
is aligned with the voter’s preferences. Because factions induce frictions in the policy-making
process (and the incumbent is aligned), the voter prefers a strong incumbent to a weak one (when
a reform is needed), because the former is more effective in implementing reforms. Formally, the
voter’s per-period payoff is:

Uf = _f(:%tawt>7

where f(Z,w;) is a single-peaked continuous function such that f(w;,w;) =0, f(Zy,wy) > 0 for
all T, # wy, and f(&;,w;) is strictly increasing in |Z; — wy| for any w; and Z;. One example is

f(i'tywt) = (wt - ft)2-

4Results are robust to a framework in which factional dissent affects probabilistically policy implementation.
We discuss this point in Section 3.1.

50ur results do not rely on this assumption: the voter could also observe the state of the world and the choice
of the incumbent. We further discuss this point below.

6We relax this assumption in Appendix B where we consider probabilistic revelation.



The payoff of the incumbent leadership when in office is:

uy = (1= B)R — f(Z,wy),

where R represents the rents from holding office and 1 — f3; is the leader’s share of it. When out
of office, the politician’s payoff is normalized to zero.

Factions constitute an integral part of the party—sharing the party’s electoral goals—yet
maintain distinct interests from the leadership. This distinction manifests in two dimensions:
resource allocation and ideological preferences. Formally, the faction obtains a lower share of
office rents, which we denote by ; € (0,1/2). In terms of policy preferences, while the incumbent
leadership always wants to match the state of the world, the faction only wants to match when
w = 0. Instead, when w = 1, the faction prefers Z = 0 to £ = 1. We can then write the payoff of

the faction at time ¢t as:

Uf = BtR - g(‘%h wt)y

where ¢(%;,w;) is a continuous single-peaked function such that g(—wy,w;) =0, g(&;,w;) > 0 for
all Z; # —wy, and g(&;,w;) is strictly increasing in |Z; + wy| for any w; and Z;. One example is
(T, wi) = (wi + T4)%

We assume that 5, = 3, and

9 =

6 lf dle,

with 0 € (0,1]. This captures the idea that first-period dissent affects the faction’s future resource
share within the party. For example, if 6 € (0,1), dissenting depletes the future resources of the
faction (e.g., because of retaliation by the leadership or punishment by the electorate).”

The timing of the game is as follows:
1. First period

e The incumbent observes w; and chooses x;.

e The faction observes w; and z; and chooses d;.

"We do not consider § > 1, which would imply that the party rewards factions’ dissent with more resources,
or dissenting helps achieving the leadership. However, our results do not depend on this assumption.



o The voter observes 1, updates on v, and votes.
2. Second period

e The elected leader observes ws and chooses 5.
e The faction observes wy and x5, and chooses ds.

o The policy is implemented.

To guarantee that, for ¢ sufficiently high, in equilibrium both faction and leader are always

interested in being re-elected (regardless of the type of faction), we assume the following:
Assumption 1. (1 — )R > nf(¢r,1).
Assumption 2. SR > wg(¢y,1).

We solve for Perfect Bayesian Nash Equilibria in pure strategies. The incumbent’s strategy

is a mapping o7 : {¢; X w;} — x4, such that:

Ojuwr = Pr(x; = wilgj, wy).

The faction’s strategy is a mapping d; : {¢; X w; x x;} — d;. The voter’s strategy is characterized
by a re-election rule p(Z), which specifies the probability of re-electing the incumbent after

observing the implemented policy ;.

3.1. Discussion of Model
We deliberately align the voter’s ideological preferences with party leadership rather than fac-

tions, effectively positioning factions as detrimental to voter interests when reforms are necessary.
This assumption creates a more challenging environment for our central finding that increased
expected factionalization can improve welfare. However, we do not need perfect alignment be-
tween voter and leader. The critical mechanism requires only that voters retain incumbents who
demonstrate strength and remove those exhibiting weakness. Our findings remain generalizable
even when accounting for voter ideological biases, provided this fundamental electoral behavior
persists.

Beside a divergence in preferences for reforms, there could be other reasons for factions

to dissent. For instance, dissenting factions might gain opportunities to supplant the current
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leadership, as in Delgado-Vega and Shaver (2025). Under such circumstances, dissent becomes
more attractive as ideological incentives are reinforced by the potential gains from leadership
succession. This mechanism would expand the range of parameters under which factions choose
to dissent in equilibrium, similar to the effect of increasing § (protecting factions’ resource shares
from retaliation) but operating through enhanced future benefits rather than reduced costs of
dissent.

In our setting, the faction and the leadership are mis-aligned in terms of policy preferences.
This is to capture one of the fundamental reasons for factions to exist: that is, to allow for
diverging preferences while sharing the same re-election motives. However, our results do not
rely on this assumption. We could relax it to allow for a continuous level of alignment between
faction and leader’s preferences. In this more general setting, when the leader and the faction’s
preferences are completely aligned, dissent does not happen. However, as long as the faction
disagrees sufficiently with the leadership, it will always dissent in equilibrium (provided ¢ is
sufficiently high), despite sharing the same re-election motives. Interestingly, there can be dissent
even if the faction agrees with the direction of the reform, but disagrees about the extent to which
the reform should go.

Finally, we assume that the effect of factional dissent “scales down” the policy outcome,
compared with the proposal. This is a parsimonious way to capture the idea that, if there is
dissent, the final outcome of a reform is affected by an intra-party bargaining process, whose
result depends on the bargaining weight of different players (therefore, different ¢; reflect the
different relative bargaining power of the leadership, vis-a-vis factions). However, the main
results would be qualitatively unchanged if, instead, we were to assume that factional dissent
reduces the probability that the proposed policy is implemented, and this probabilistic reduction
is stronger for weaker leaders. Even in this case, we can find conditions for an over-reform
equilibrium, where factions are active and weak leaders behave better than strong leaders in the

first period. The non-monotonicity in the welfare function of the voter arises in a similar way.

4. Analysis

We begin with the second period analysis. Our first result shows that, in ¢ = 2, the faction
always dissents in equilibrium and the elected incumbent party leader j € {I,C} chooses the

policy that matches the state of the world. Note that this is true for every 9.
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Lemma 1. In every equilibrium, in the second period:
- the faction always dissent;
- the incumbent leadership always chooses ro = wy.

In the second period there are no electoral concerns. Thus, the faction always dissents,
irrespective of ws, as this brings the implemented policy closer to its preferred outcome, increasing
its payoffs.® The leadership anticipates this, but it remains optimal to choose the policy that
matches the state of the world, as this minimizes their policy loss even after factional obstruction.

Given this second-period behavior, we have that the second-period expected payoff of the

voter is:

Ew2,¢j (Ug) - _W]E¢j [f(¢]7 1)]

Since voters value effective policy implementation, they prefer stronger leaders, who can better

overcome factional obstruction. Given this, in the first period V re-elects I if and only if:

Pr(¢; = oul21) > 7.

The implemented policy serves as a signal of the leader’s type: note that, trivially, p(#; = ¢y) =1
and p(Z; = ¢1) = 0.

The first-period analysis is more complex because both leaders and factions must balance
immediate policy considerations against future electoral and resource allocation consequences.
Below, we organize the analysis of the first period as follows: Section 4.1 considers as a benchmark
the case where the share of office rents obtained by the faction is independent of the decision of
dissenting (i.e., = 1). In this scenario, the intra-party competition channel is shut down and
dissent primarily operates through the signalling and policy channels. We refer to this benchmark
as the external competition case.

In Section 5, we unpack the internal competition mechanism and consider how the dissent
decision by the faction changes when dissenting impacts the faction’s share of future rents (i.e.,

d < 1), possibly depleting it. This introduces a crucial trade-off for factions: they must weigh

8Notice that factional dissent is not driven by the endgame effect: factions would dissent even if there was an
election-dependent continuation value in their payoff.

9In Appendix B, we show that our main results are robust to considering probabilistic revelation.
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the immediate policy benefits of dissent against the potential loss of future resources within the

party.

4.1. Benchmark: External Competition

Let 6 = 1 (i.e., dissent does not affect the intra-party balance of power). We now analyze the

first period behavior.
Lemma 2. In every equilibrium, we have that d;y = 1 Vor,w;.

The intuition for universal dissent is straightforward once we consider each faction type’s
incentives. Consider a weak faction (facing a strong leader). In this case there is no trade-off:
by dissenting the factions pays a lower policy cost, moving the implemented policy & = ¢gx;
closer to their preferred outcome, and at the same time improves the re-election chances of the
party, since the voter re-elects upon observing ¢y. Dissent thus serves a dual purpose: policy
moderation and credible signaling of leadership strength.

Consider next a strong faction (facing a weak leader). Here, the strategic logic shifts but
the conclusion remains the same. Because of the equilibrium behavior of the weak faction, if
the voter were to observe ; = 1 (i.e., the outcome of no dissent), she would negatively update
about the strength of the incumbent leader—inferring that only a weak leader could implement
policy without obstruction—and therefore would not re-elect. In this case, the faction would
be ousted no matter what, and therefore dissents to minimize the policy loss. The next result
ensures that an equilibrium where the faction always dissents exists as long as off-path beliefs

satisfy D1 (Fudenberg and Tirole, 1991).10
Lemma 3. If off-path beliefs satisfy D1, an equilibrium with di = 1 Vo, w1 always exists.

From now on, we focus on off-path beliefs consistent with D1. Having established that
factions always dissent in every equilibrium in this benchmark, we now turn to the incentives of
the leader to fully characterize the equilibrium. Since dissent is guaranteed, the leader’s choice

of xy directly determines the signal 1 = ¢;x; that the voter observe. To ease the notation, in

10Since observing #; = 1 (no dissent) is off-equilibrium, any belief is consistent with Bayes’ rule. However, D1
requires that voters attribute this deviation to the type most likely to benefit from it. Since only strong factions
(facing weak leaders) might potentially gain from not dissenting, voters must believe that #; = 1 signals a weak
leader. This belief, in turn, eliminates any incentive for strong factions to deviate, as it would guarantee electoral
defeat. Thus, D1 ensures the stability of the “always dissent” equilibrium by making any deviation self-defeating
for all possible parameters.
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what follows we refer to a strong incumbent party’s leader (or simply “incumbent”) strategy as

OHw, and a weak incumbent party’s leader strategy as o, . In the first period, the following

holds:
Lemma 4. In every equilibrium, og; =1 and oo = 1.

Intuitively, by implementing the reform when it is optimal to do so (w; = 1), the incumbent
fully reveals its type and matches the state. Thus, a strong incumbent faces no trade-off in
this case. Similarly, a weak incumbent is always able to match the state of the world without
revealing its weakness when w; = 0.

The two potentially ambiguous cases are (i) when a reform needs to be implemented and
the incumbent leadership is weak, and (ii) when the status quo needs to be preserved and the
incumbent leadership is strong. In both cases, leaders face a tension between matching the state
and managing their electoral prospects. The next result shows that a weak incumbent leadership

(¢; = ¢1) always matches the state of the world.
Lemma 5. In every equilibrium, o, = 1.

This result follows from the fact that, in equilibrium, the voter only re-elects the incumbent
with positive probability upon observing Z; = 0 if both types of leaders pool on always match-
ing the state. If instead different types separate, Lemma 4 implies that the strong incumbent
leadership never chooses policy 0 when the state is 1, and the weak leader never chooses policy
1 when the state is 0. Therefore, it must be that £; = 0 is more likely to result from the policy
implemented by a weak incumbent. As a consequence, in every non-pooling equilibrium the voter
ousts the incumbent upon observing 7; = 0, and the weak leader matches the state w; = 1 since,
conditional on that state, it has no way of getting re-elected. Without any electoral benefit from
deviation, the weak leader defaults to the policy-optimal choice.

We can summarize this observation as follows:
Remark 1. In equilibrium, p(0) > 0 if and only if o7, =1 for all ¢; and w.

This remark captures a key insight: voter skepticism toward low reform outcomes can only be
overcome if both leader types always match the state. Given the results above, we now focus our
analysis on the ¢y type’s trade-off when w; = 0: on the one hand, implementing a reform reveals
that the incumbent leadership is strong, therefore it secures re-election. On the other hand,
the reform is not optimal given the state. This is where the perverse incentive for over-reform

emerges: strong leaders may sacrifice policy optimality for electoral gain.
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4.2. Equilibria

We begin by asking whether it is possible to sustain an equilibrium with “full discipline,” in
which parties in power always choose the optimal policy, and the voter re-elects the incumbent
with any probability.!’ Note that it follows from Lemma 2 that factions always dissent in every
equilibrium. To simplify the notation in the results that follow, we omit the strategy of the

faction and the voter re-election rule upon observing 7, = 1.

Proposition 1. There exists a full discipline equilibrium where

(i) o1, =1 for every w, ¢r, and

(ii) p(0) = 1 if and only if (1 = B)R < f(0,1) = f(¢r,1) + 7 f(dr,1);
(iii) p(0) = 0 if and only if (1 — B)R < f(¢s,0) + 7 (1. 1).

There can be two types of full discipline (pure strategy) equilibria, depending on the retention
rule of the voter. They have different incentive compatibility conditions. Proposition 1 (ii) derives
the incentive compatibility condition for a full discipline equilibrium with p(0) = 1. In this case,
it is the weak incumbent leadership that may have a profitable deviation from full discipline, as
the strong incumbent leadership is always re-elected. The weak incumbent leadership, instead, is
voted out if 1 = 1. Therefore, in this equilibrium, when being re-elected is very valuable, a weak
incumbent leadership has incentive to deviate from a full discipline equilibrium when w; = 1:
while it pays a cost from mismatch today, it gets re-elected and enjoys R tomorrow. As long as
rents from office are not too high, this condition is satisfied. Similarly, Proposition 1(iii) derives
the relevant incentive compatibility condition for a full discipline equilibrium with p(0) = 0. In
this case, it is the strong incumbent leadership that may have the incentive to deviate. When
w1 = 0, the incumbent can implement a reform that reveals its strength and ensures re-election,
while in equilibrium it loses re-election by choosing x; = 0. As long as rents are lower than the
policy cost from mismatch, the strong leader behaves well, matching the state in equilibrium.

It follows from Proposition 1 that for some parameter values we cannot sustain full discipline
in equilibrium. In other words, there must be cases in which the incumbent party decides not
to adopt the right reform. Because of Lemma 4 and Lemma 5, we know that if such incentive

exists, it comes from the strong leader, who decides to implement a reform when not needed

1 Notice that in this equilibrium the voter is indifferent upon observing 0, since it is a pooling equilibrium.
Therefore, while we focus on pure strategy equilibria, there are also mixed strategy equilibria with p(0) € (0,1).
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(i.e., when w; = 0). We refer to this behavior as “over-reforming”. The next result shows under

what conditions the equilibrium features over-reforms.

Proposition 2. There exists an “over-reform” equilibrium where
(i) oo =0 and or,, = 1 otherwise;

(ii) p(0) = 0 if and only if (1 — B)R > f(¢11.0) + 7f (bur, 1).

The equilibrium is unique for sufficiently high values of R.

When the value of office is sufficiently high, strong leaders—those facing weak factions—
implement unnecessary reforms to signal their control over the party. This over-reform strategy
secures re-election but comes at the cost of policy optimality. The key insight of Proposition 2
is that strong factions serve as a disciplining device, even though they are misaligned with voter
preferences. Leaders facing strong factions (weak leaders) cannot get re-elected by reforming
because factional obstruction severely limits policy implementation. Knowing they will be ousted
regardless of their actions—voters correctly infer that ; = 0 likely indicates a weak leader—
these leaders default to choosing the optimal policy. In contrast, leaders facing weak factions
(strong leaders) can effectively signal their type by implementing reforms that pass with minimal
obstruction. This creates a perverse incentive: precisely because they can overcome factional
resistance, they do implement reforms even when maintaining the status quo would be optimal.
Thus, strong factionalization paradoxically improves policymaking by removing the temptation
to over-reform: weak leaders behave well not despite their weakness, but because of it.

Figure 1 plots the different equilibria as a function of R and ¢g. Notice that the orange
region identifies the parameter space where the over-reform equilibrium is unique, that is for

values of office rents sufficiently high.

4.2.1. Discussion of Results
We conclude this section with a discussion of the robustness of the over-reform equilibrium and
the strategic role of factions. Appendix B formally demonstrates that the equilibrium does not
depend on the assumption that x; = 1 perfectly reveals the incumbent leader’s type. Revelation
can be probabilistic, and it is always possible to choose a sufficiently high (strictly less than one)
probability of revelation such that the equilibrium continues to hold.

Moreover, the equilibrium does not rely on the voter’s inability to observe Z; or u} (i.e.,
the consequences of a particular policy) before the election. The voter always faces a selection

problem going into the second period. This implies that even a poorly performing reform can
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Figure 1 - Different equilibria for ¢ and R, assuming f(#,w) = (Z—w)?. Other parameters
are set to ¢y = 0.4, § = 0.1 and 7 = 0.5. As displayed in the legend, for any retention rule
adopted by the voter in equilibrium, the blue region on the bottom of the panel corresponds
to an area with multiple Full-Discipline equilibria (both with p(0) = 0 and p(0) = 1), whereas
the orange region on the top corresponds to the Over-Reform equilibrium only. For interme-
diate values of R, different p(0) can be associated with different behaviors by the Incumbent
in equilibrium. On the green region there exists both a Full-Discipline equilibrium (with
p(0) = 1), and an Over-Reform equilibrium (with p(0) = 0). The red region corresponds to
a Full-Discipline equilibrium when p(0) = 0.

enhance the incumbent party’s re-election prospects, as long as it signals that ¢; = ¢5. What
matters is not the policy’s actual consequences but what its successful implementation reveals
about the leader’s ability to overcome factional resistance. Additionally, since observing Z; allows
the voter to perfectly infer x1, given the knowledge of factional dissent, any assumptions about
the direct observability of z; are irrelevant to our results. Finally, Appendix C shows that the
over-reform equilibrium and the core logic behind our welfare findings remain robust even when
we allow the prior about the leadership’s strength () to differ between the challenger and the
incumbent.

It is important to note that the equilibrium behavior we characterize does not hinge on an
endgame effect arising from the model’s two-period structure. In the over-reform equilibrium, the
leader type is fully revealed after the first period. In an infinite-horizon version of the model, a
strong leadership would remain in office indefinitely, consistently facing dissent (note that dissent
happens also if there are no re-election concerns, but only policy-related reasons). Conversely,

a weak leadership is always voted out, leading to a new period identical to the previous one.
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Similarly, in the full discipline equilibrium, until revelation of an high type occurs each period
is identical since no new information is generated, and once revelation takes place, the leader’s
type is known and every period that follows is identical. In all these cases, the equilibrium would
involve persistent dissent in every period.

The central mechanism driving our equilibria is that factional obstruction creates an informa-
tional channel whereby implementing a reform reveals information about the leadership’s type,
which in turn influences voter behavior in re-election decisions. Voters reward signals of strong
leadership—demonstrated by the ability to push reforms through factional resistance—even if
the policy implemented is suboptimal.

This mechanism is consistent with empirical evidence showing increased support for Trump
in regions economically harmed by the trade war (Autor et al., 2024). This is also consistent
with the empirical results of Cipullo and Lee (2025): districts hit by the “China shock” reward
electorally more effective legislators. Conversely, when reforms reveal leadership weakness or
party factionalization, voters respond negatively. A notable example is Theresa May’s proposed
“Brexit deal,” which was defeated in Parliament due to widespread defections within her own Tory
party. Her approval rating dropped sharply from -30% in January 2019—before the parliamentary
votes—to -45% by March 2019, after the votes (The Guardian, 2019). The visible factional revolt
signaled May’s inability to control her party, triggering electoral punishment.

Finally, this first set of results reveal three key insights about factional activism. First, when
dissent does not affect the balance of power within parties (0 = 1), factions dissent irrespective
of their strength. Second, factions may have incentives to act even if this implies an electoral loss
for the party. This is consistent with equilibrium behavior, since strong factions (facing weak
leaders) know their party cannot secure re-election regardless of their actions, so they prioritize
immediate policy gains. Third, this universal dissent creates the informational environment
that enables over-reform: because factions always obstruct, the degree of policy implementation

perfectly reveals leadership strength.

4.2.2. What is Special about Factions?

In our model, factions are characterized by three elements: they share the basic objective of the
party (i.e., winning elections, as captured by their share of R), they (sometimes) have policy
preferences which differ from the leadership, and they are able to sway the final outcome of
a reform in their direction, depending on their strength. The combination of those elements

differentiate factions from other examples of strategic veto players (Buisseret, 2016) or influence
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players, such as opposition parties in the legislature (Fox and Polborn, 2024), lobbyists and
lawmakers (Blumenthal, 2025), judges (Fox and Stephenson, 2011) or bureaucrats (Lodato et al.,
2024). In this section, we compare factions with a generic “blocker,” i.e. a player with the same
policy payoff of the faction, but that does not share the same electoral stakes (hence, R is not
part of its payoff function).

One may expect that, not having re-election stakes, a blocker is more likely to dissent than a
faction. We show that the opposite is true: weak factions have an additional incentive to dissent,
on top of the policy-related one, given by the increased re-election probabilities caused by their
dissent (which signals the strength of the leader). Therefore, we show that dissent is actually
more likely to happen with partisan factions than with non partisan blockers.

Formally, we assume that the blocker B shares the faction’s policy payoff function:

uf = —g(&;,w). (1)

Moreover, to highlight the comparison, we add a cost of dissent ¢; = ¢ if d; = 1 and 0 otherwise.
For comparability, the cost will be applied to factions as well. We show that weak factions
are more likely to dissent than non-partisan blockers, while strong factions are equally likely to

dissent. Proposition 3 states this result formally.

Proposition 3. In every equilibrium, a faction with strength ¢; is always (weakly) more likely

to dissent than a blocker with the same strength. The inequality is strict for weak factions.

Intuitively, weak partisan factions face additional incentives to dissent compared to non-
partisan blockers: dissent not only moves the policy outcome closer to their preferred position,
but also strengthens the party’s electoral prospects by helping reveal that the leader is strong. By

contrast, non-partisan blockers care only about policy, so their incentives to dissent are weaker.

4.3. Voter Welfare

In this section we study the welfare effect of expected factionalization and of over-reforms in
equilibria where factions are always active. We first note that, under a full-discipline equilibrium,
voter welfare is trivially increasing in both v and ¢g. Since both types of incumbent leadership
always implement the correct reform, the more likely it is that the incumbent leadership is strong

(and the more likely it is able to implement the chosen policy), the better it is for the voter.
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We now study the welfare effects of expected party factionalization in the over-reform equi-
librium. Crucial to our model is the voter uncertainty about how divided the incumbent party is.
It is this uncertainty that drives the key strategic forces in the over-reform equilibrium. There-
fore, it is natural to measure expected factionalization with ~, i.e., the prior probability of the
incumbent leadership being strong (low v implies high factionalization). The next result shows

that voter welfare can either be increasing or decreasing in ~.

Proposition 4. In the over-reform equilibrium, voter welfare (W) can be increasing or decreasing

in factionalization (7). Furthermore, W is non-monotonic in ~y if and only if:

(1 —m)f(¢m,0)
m(f(ér,1) — f(éu,1))

€ (1,3).

In the over-reform equilibrium ~+ has competing effects on the voter welfare. On the one
hand, a low-factionalized party is better at implementing the reform, when it is necessary to do
so (i.e., f(ém,1) < f(¢pr,1) ). On the other hand, a low-factionalized party has the incentive
to over-reform, therefore it is less likely to match the state of the world when w; = 0. These
two forces push the welfare effect of expected factionalization in opposite directions, and it can
be that the welfare is non-monotonic, i.e. reverse-u shaped, in 7.2 Formally, the derivative of
W with respect to v is negative (i.e., higher factionalization is good for the voter) when the

following holds:

(3—=2y) 7[f(or,1) = f(om,1)] < (1 —7)f(éu,0). (2)

Benefit from selection Benefit from better reform

To understand the intuition, note that while the cost of over-reform (i.e., (1 —7)f(¢m,0)) is
constant in v, the welfare benefit of having a low-factionalized party is decreasing in 7 (the LHS
in (2)). We can separate this benefit in two components: one due to the better implementation
of a reform when the reform is needed, and one due to better selection (note that the strong
incumbent leadership is always re-elected, in the separating equilibrium). The benefit from
selection is decreasing in v, because a high v implies that it is more likely that a strong leader

is replaced by another (challenger) strong type. Hence, when -y is low, the selection effect may

121t is easy to show that voter welfare can also be non-monotonic in ¢y when f(&,w;) is quadratic, although
this result rests on the specific functional form adopted.
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push the benefit from a strong incumbent leadership above its cost (the mismatch when w; = 0).
When 7 increases, however, the cost effect may start dominating.'?

Finally, equation (2) highlights the role of 7. The higher is the probability that the reform is
needed, the less likely is condition (2) to hold (i.e., it is less likely that strong factions are good for
the voter). This is intuitive: strong leaders are better precisely when they implement a needed
reform. Moreover, an increase in 7w also decreases the probability of observing an over-reform in
period 1.

The second part of Proposition 4 shows the conditions that guarantee a non-monotonicity
in voter welfare. Formally, the ratio between the policy cost and the policy benefit of having a
strong leader, weighted by the probability of the state where those costs or benefits materialize,
should be intermediate. Bigger than 1, because the welfare cost of the strong leader is “paid” only
in one period, while the benefit applies potentially to both periods, but it cannot be too large
(otherwise the welfare is always decreasing). Finally, it is important to notice that the optimality
of an interior ~ relies on 7 being strictly smaller than 1. If ¥ = 1 there is no over-reform and the
voter achieves the first best outcome.

What drives this non-monotonicity in voter welfare? One of the novel features of our model
is that electing high-quality leaders (those with strong party control) comes at the expense of
bad behavior by the high types themselves. This feature differs from the standard selection-
control trade-off. In typical political agency models without biased players, in fact, improved
selection (electing high-quality politicians) comes at the cost of worse behavior by low-quality
types, who engage in inefficient signaling to mimic high types. This distinction occurs because
in our model strong leaders implement unnecessary reforms to signal their strength, while weak
leaders, knowing they cannot credibly signal, default to optimal policy choices.

This non-monotonicity complements existing findings in the literature on pandering. In par-
ticular, Kartik and Van Weelden (2019) show that welfare may be minimized at intermediate
prior beliefs (on the politician being a good type), as these create the strongest pandering incen-
tives for good-type politicians seeking to distinguish themselves from biased types. Our model
yields the opposite pattern—a reverse-U shaped welfare function—because of a fundamentally

different mechanism. In Kartik and Van Weelden (2019)’s framework, the intensity of pandering

13We note that the trade-off on voter welfare that emerges in this over-reform equilibrium is different from
the usual trade-off between first period behavior and selection (see, e.g., Besley (2006); Ashworth and Bueno
De Mesquita (2014); Trombetta (2020)). In our case, selection is perfect and the trade-off is between quality of
implementation (i.e., ¢, vs ¢g) and choosing the correct policy.
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incentives varies with the prior probability on politician types, creating a welfare depression at
intermediate beliefs. When politicians are believed to be either mostly good or mostly bad,
pandering incentives weaken—in the former case because reputation concerns are less pressing,

and in the latter because reputation-building becomes too costly given voters’ skepticism.

Voter Welfare

------- KVW Model

">~ Our Model

Prior Belief

Figure 2 — Comparative Welfare Results: Our model produces a reverse U-shaped welfare
curve where moderate levels of leadership strength (intermediate values of ) maximize voter
welfare. In contrast, Kartik and Van Weelden (2019)’s model yields a U-shaped welfare curve
where intermediate priors (probability p that politicians are congruent) minimize welfare by
creating the strongest pandering incentives.

By contrast, in our model, politicians’ incentives to choose the wrong policy remain constant
across priors, but the social value of this behavior varies with the prior. This generates the
reverse-U shaped welfare function shown in Figure 2. When strong, unified parties are rare
(low 7), voters benefit from the informational value of identifying them, making the occasional
unnecessary reform an acceptable cost. When strong parties are common (high ), voters face
less uncertainty about implementation capability, so the welfare cost of over-reform dominates.
At intermediate levels of party factionalization, voters experience an optimal balance: sufficient
certainty about policy implementation without excessive signaling-driven reforms.

This difference highlights a novel insight about institutional design: while welfare in Kartik
and Van Weelden (2019)’s model is maximized at extreme prior beliefs (where pandering pres-
sures are muted), welfare in our model peaks at moderate levels of leadership strength (where

implementation effectiveness is balanced with restrained reform impulses).
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So far we focused on voter welfare within the over-reform equilibrium. An interesting question
is whether this equilibrium, characterized by some policy distortion, can be better, for the voter,

than the full discipline equilibria.

Proposition 5. Voter welfare is higher in the over-reform equilibrium than in the full discipline

equilibrium if w[f(ér, 1) — f(ou, 1)] > f(éu,0) and v is sufficiently low.

The comparison between the two equilibria boils down to the difference in expected payoffs
when w; = 0 and ¢; = ¢p. In the over-reform equilibrium, the strong incumbent leadership
implements a damaging reform today and is re-elected, guaranteeing a higher payoff tomorrow.

Welfare in the full discipline equilibrium is a function of the voter retention rule. When
p(0) = 0, the strong incumbent leadership chooses the correct policy (i.e. no reform when
w; = 0) but is removed from office. If the replacement is expected to be strong with sufficiently
high probability, the latter is always better for the voter. But, when ~ is sufficiently low, and
the gains from a correct policy when ws = 1 are sufficiently high, the over-reform equilibrium
dominates the full discipline one.

When p(0) = 1, the strong incumbent leadership always remains in office (as in the over-
reform equilibrium). Therefore, the difference in welfare under the two equilibria depends on
the policy outcome produced when w; = 0 (unnecessary reform in the over-reform equilibrium
and no reform in the full discipline equilibrium). Moreover, the weak incumbent leadership is
retained when 7; = 0 in the full discipline equilibrium, while it is replaced in the over-reform
equilibrium. Once again, the overall solution of this comparison is not trivial, but the over-
reform equilibrium is more likely to be superior for the voter when  is small, because the cost

of retaining a highly-factionalized party would be high in a full discipline equilibrium.

5. Intra-Party Competition

We now explore how factional dissent is affected when intra-party competition introduces dy-
namic considerations for factions. Specifically, we relax the assumption that 6 = 1, allowing a
faction’s dissent to impact its future share of party resources. When ¢ is sufficiently close to 1,
factions continue to dissent as in our benchmark model. In the second period, irrespective of 9,
both leaders and factions maintain the same behavior pattern regardless of d, as second-period

decisions involve no further strategic considerations about future payoffs.
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Our analysis now focuses on identifying conditions under which factions might strategically

refrain from dissent (d; = 0). We first establish an important asymmetry between faction types:
Lemma 6. There is no equilibrium such that dy = 1 for ¢r = ¢y and dy =0 for ¢; = ¢r.

This result reveals the distinct strategic incentives facing different faction types. If we con-
jecture an equilibrium where only weak factions dissent, voters would rationally never re-elect
upon observing no dissent (i.e., p(1) = 0), correctly inferring this signals a strong faction. Since
strong factions’ parties cannot secure re-election through non-dissent, they have no incentive to
refrain from dissent——which would at least improve their policy payoff.

Before characterizing equilibria with strategic silence, it is useful to establish who can be
responsible for over-reform, if it happens in equilibrium. The following lemma shows that,
irrespective of whether factions dissent, any incidence of over-reform must be attributed to the

strong leader type.

Lemma 7. Irrespective of whether factions dissent in period 1, any equilibrium that features

over-reform at t = 1 must have the strong leader type implementing it.

This result rules out equilibria in which weak leaders engage in over-reform. Consequently,
when we observe equilibria with apparent unity and excessive reform, they must be driven by the
strong type’s incentives. Building on this asymmetry, we now turn to the case in which factions

remain silent despite policy disagreements.

5.1. Equilibria (with silent factions)

When dissent reduces a faction’s future rents (6 < 1), we can identify equilibria where
factions strategically withhold opposition in period 1 despite policy disagreements. This reduces
the informativeness of &, allowing for a wider range of equilibria than in the benchmark model.'*
For comparability, we focus our analysis on the same type of equilibria we found in the benchmark
with 0 = 1.

First, we look for conditions allowing for a full discipline equilibrium with inactive factions.

4For example, there could be equilibria where factions are silent and both types of leader pool on z = 0 or
x = 1. These equilibria are not substantively interesting therefore we do not analyze them.
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Proposition 6. Let 6 € [0,1). There exists a full discipline equilibrium where:
(i) o1 =1 Vw, I iff
f(0,1)

PR wfGaD =W A0 <

f(1,0)
(1= B)R —7f(dn,1)

(ii) no faction dissents iff

p(1) > max {9(1,00) — g(¢y,w) + 66R — mg(pu,1) g(1,w) — g(gf)L,w)} "

BR—7g(¢mu,1) " BR—7g(or, 1)

Intuitively, condition (i) ensures that no type of leader prefers one policy over the other for
re-election motives irrespective of the state. Note that (i) is always satisfied when p(1) = p(0)
(i.e., there are no policies favored by the voter) and it is more likely to hold if mismatch costs
are high. Condition (ii) ensures that no type of faction prefers the policy gain of dissenting
(9(1,w) — g(¢r,w)) to acquiescing in equilibrium. This clearly requires p(1) sufficiently high (as
factions may dissent only after x; = 1).

Second, we study whether it is possible to sustain an over-reform equilibrium even in the
absence of dissent. One might think that such an equilibrium disappears, because without
dissent the voter does not learn perfectly the incumbent’s type upon observing z;. In fact, we

show that such an equilibrium might still exist.

Proposition 7. Let 6 € [0,1). There ezists an over-reform equilibrium where:
(i) p(0) = 0 and p(1) = 1;

(il) oo =0 and or,, = 1 otherwise iff

fL0) +7f(¢m, 1) < (1= B)R < f(1,0) +7f(dr,1);
(iii) no faction dissents iff

i [ A2 1 ) 01,00 4 mglo0, 1))

Intuitively, this equilibrium is driven by the fact that the strong leader enjoys a larger period
2 payoff by being in power. Therefore, he may be more willing to pay the over-reform cost today

than the weak leader (see condition (ii)). Why do factions remain silent in this over-reform
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equilibrium? The key intuition is that when § < 1, dissent carries a future cost—factions that
oppose the leader receive fewer resources in subsequent periods. In this over-reform equilibrium,
voters re-elect parties that appear united (no observed dissent), interpreting unity as a signal
of party strength. This creates a problem for the faction, who prefers to dissent on policy
grounds, but benefits from projecting a united party to secure re-election. Condition (iii) shows
that, as long as the benefits from re-elections are sufficiently high, factions find it optimal to
remain silent despite policy disagreements, prioritizing their long-term rents over immediate
policy preferences.'®

Comparing the two over-reform equilibria (with active and silent factions) illuminates how
the strategic calculus governing factional dissent fundamentally depends on how party resources
are allocated, an overlooked important element of intra-party incentives. When party leaders
maintain significant discretion over factional rewards, dissent carries greater risk as factions’
future prospects become contingent on their present loyalty. Conversely, when rewards are de-
termined by more objective measures insulated from leadership discretion—— such as vote shares
for geographically concentrated factions or membership contributions—— factions can more freely
express disagreement without fear of retribution and therefore they are always active, as shown

in the equilibria discussed in Section 4.1.

Empirical Implication 1. We should expect more active factional dissent in more institu-
tionalized parties, where intra-party allocation mechanisms are transparent and protected from

leadership manipulation.

5.2. Factional activism and voter’s welfare

We have shown in this paper that factional activism creates a fundamental trade-off for the
voter. On the cost side, factional activism reduces the voter’s policy payoff when party leaders
choose the correct policy. On the benefit side, factional activism reveals additional information,
which is useful for selecting better politicians. Moreover, factional activism reduces the cost of
over-reform. Whether the voter benefits from factional activism is therefore not obvious. In

this section, we compare the ex ante voter’s welfare with and without active factions. This will

I5We note that this equilibrium is sustainable for a smaller set of parameters than the over-reform equilibrium
with active factions. This is because without dissent, the weak leader could reform without showing his weakness,
since the (strong) factions in his party are inactive. Thus, it has to be that the policy loss from mismatching
outweighs the benefit from re-election. As a result of this and the incentive compatibility condition of the strong
leader, this equilibrium is only sustainable for intermediate values of R.
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obviously depend on the type of equilibrium we consider. For the remaining of the paper, we

will focus on full discipline equilibria with inactive factions where p(0) = p(1) := p.'

Proposition 8. Voter’s welfare can be higher under active factions than under inactive factions

in over-reform equilibria. It can never be higher in full discipline equilibria.

First, focus on over-reform equilibria. While one might expect that the absence of factional
dissent would benefit voters (given that factions in our model are both misaligned with voter
preferences and reduce policy effectiveness), our analysis reveals a more nuanced reality. Under
specific conditions, factional dissent can actually enhance voter welfare, even when comparing
the same equilibrium type (over-reform) with and without active factions.

This cross-equilibrium comparison between over-reform scenarios—with and without factional
activism—reveals three competing effects. First, factional activism creates a cost in terms of
“policy attenuation:” when a needed reform is implemented, the final outcome is better for the
voters if factions do not interfere with the process. However, factions are also beneficial for the
voter for two reasons. First, there is a selection motive: when factions are active, the voter is
better able to spot weak leaders and replace them, and voter welfare in the second period is
higher under strong leaders. Second, when factions are active, over-reform equilibria are less
damaging because their effectiveness is reduced by factional activism.

Therefore, dissent acts as a beneficial constraint when reforms are seldom necessary. Since
strong leaders implement unneeded reforms to signal their strength, factional dissent effectively
constrains this welfare-reducing behavior. When reforms are rarely optimal (7 is low) and the
risk of over-reform is high (v is large), this constraint provides substantial benefits.

Consider now full discipline equilibria. When factions are inactive and leaders always match,
the first-period payoff for the voter is always the first best (zero). Then, the total welfare of a

full discipline equilibrium with inactive factions is

Wy = —x [vf(ou,1) + (1 —7)f(¢r,1)],

i.e. the inefficiency due to factions in period 2 with a randomly chosen leader. When factions are

active, things are always worse: even in the best case scenario (i.e. when leaders choose the correct

16This is to simplify the exposition. Moreover, it guarantees that the leader’s incentive compatibility constraints
for this equilibrium are met.
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policy), factions cause frictions in period 1 when the state is wy = 1, irrespective of the type of in-
cumbent. In expectation, those frictions cause a loss equal to — [y7 f(oy, 1) + (1 — y)w f(Pr, 1)],
i.e. to the total loss of the equilibrium with inactive factions. Therefore, even if activism induces

a selection benefit, in this equilibrium such a benefit is always dominated by the policy cost.

5.2.1. Welfare across equilibria

So far we compared the effect of factional activism on voter’s welfare fixing the equilibrium
behaviour. However, it could be that different equilibria exist for different parameters. In
order to make comparisons for the same parameter space, the next result focuses on a specific
set of parameters, where we are able to identify two equilibria that may exist simultaneously,
and compare their welfare implications for both the voters and the leadership. In particular, we
consider the case of R — o0, i.e. where parties are mainly office-motivated. When R is very large
and 0 < 1, the conditions for the existence of a full discipline equilibrium with inactive factions,
outlined in the proof of Proposition 6, are met whenever p(1) = p(0) := p > 0. Furthermore, the
conditions for an over reform equilibrium (such that only the strong leader over-reforms) with
inactive factions are violated, since the weak leader also wants to over-reform in the absence of
dissent. Instead, we can always construct an over-reform equilibrium with active factions. To
see this, note that, as per Proposition 2, the incentive compatibility condition of the leadership
requires a sufficiently large R. Moreover, the incentive compatibility conditions for active factions

is

»(1) < min {9(1,w) — g(¢u,w) + 6BR — 7g(du, 1) g(1,w) — glor,w) } y

BR—mg(¢u, 1) " BR—mg(¢r,1)
where p(1) is unconstrained by sequential rationality as z; = 1 is off path. For R very large, as
long as ¢g(1,w) — g(¢u,w) — mg(ém, 1) > 0, we can always construct off-path beliefs such that
p(1) is sufficiently small and also this condition is met.

Therefore, we are now going to compare welfare of the voter and of the politician in the
over-reform equilibrium with active factions and in the full discipline equilibrium with inactive
factions, both existing for R large and 6§ < 1, and we ask when active factions are welfare

improving.

Proposition 9. Voter’s ex ante welfare is always higher in the full discipline equilibrium with

inactive factions than in the over-reform equilibrium with active factions.
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Intuitively, the over-reform equilibrium is better in terms of selection, with an expected period

2 benefit given by
V(1 =y)7[f(¢r, 1) — f(dnu, 1)].

Note however that this benefit materializes only if period 1 incumbent is a weak leader, period
2 is a strong leader and period 2 state is wy = 1. Instead, over-reform with active factions
has a period 1 cost, vis-a-vis full discipline with inactive factions, given by vm f(¢g, 1) + v(1 —

) f(6u,0) + (1 — )7 f(Pr, 1), and this cost dominates.

5.3. Factional activism and leader’s welfare
Finally, we ask whether leaders can benefit from factional activism. We show that it can always

be the case, for strong leaders, both across and within equilibria.

Proposition 10. Leader’s welfare can be higher under active factions than under inactive fac-
tions both in the over-reform and full discipline equilibria. Moreover, it can be higher in the
over-reform equilibrium with active factions than in full discipline equilibria with inactive fac-

tions.

First, consider over-reform equilibria. There, the strong leader is always re-elected irrespec-
tive of factional activism. Therefore, the relevant trade-off is between the policy cost given by
factional activism when the leader chooses the right policy and the benefit of factional activism
in constraining over-reforms. When the latter dominates (when 7 is low), the leader’s welfare
is higher with active factions. Second, consider full discipline equilibria. In this case, there is a
trade off between the signalling benefit (with factions, the strong incumbent can show its type
and be re-elected with certainty) and a policy cost in the first period. The leader prefers active
factions if p is sufficiently small: if the leader is almost sure to be re-elected with inactive fac-
tions, then the policy cost dominates the signalling benefit. Moreover, this condition is less likely
to hold if the ratio between the first period policy cost and the second period payoff is large.
The logic for the last comparison follows the previous one. The welfare results in Proposition 10

suggests the following empirical implication:

Empirical Implication 2. We should expect more active factional dissent in parties with strong

leaders.

This logic parallels findings in comparative politics that leaders often surround themselves

with factions or institutional constraints to stabilize their rule (De Mesquita et al., 2005; Gandhi
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and Przeworski, 2006). There, constraints help manage elite competition and make promises
credible. Our rationale is different: in democratic settings, leaders may tolerate strong factions

because their dissent generates information that improves their re-election chances.

6. Conclusion

In this paper we develop a theory of accountability and policy-making in the presence of factions.
Contrary to the conventional wisdom that views factions primarily as impediments to effective
governance, our analysis reveals them to be strategic actors whose dissent shapes both policy
outcomes and electoral dynamics, demonstrating that factions serve a crucial disciplining role in
the political process, even when they are misaligned with voter preferences. Our results highlight
the strategic reasons behind factional activism (even when this implies a reputational cost for
the party), and also the conditions under which they improve voter’s welfare.

Our key finding is that factions create an informational environment that fundamentally
alters leadership incentives. When factions actively dissent—obstructing policy implementation
proportionally to their strength—they enable voters to infer leadership quality from observed
policy outcomes. This informational channel generates a perverse result: strong party leaders
may implement unnecessary reforms to signal their control over the party. This “over-reform”
equilibrium emerges because voters, observing minimal factional obstruction, interpret successful
reform implementation as evidence of leadership strength worth rewarding electorally.

In contrast, strong factions prevent over-reform. Leaders facing powerful factional opposition
cannot, credibly signal their strength through unnecessary reforms because factional obstruction
would severely dilute any policy they attempt. Knowing they face electoral punishment regard-
less, these leaders default to optimal policy choices. Thus, factions improve policy selection not
through deliberation or information aggregation, but through strategic constraint.

This mechanism produces the counterintuitive result that voter welfare can be non-monotonic
in the expected level of party factionalization. While weak factions enable better policy imple-
mentation when reforms are genuinely needed, they also fail to prevent unnecessary reforms
undertaken for signalling purposes. Consequently, an intermediate level of expected factionaliza-
tion optimizes welfare by balancing two opposing forces: sufficient factional strength to constrain
excessive reforms while maintaining adequate leadership capacity to implement necessary policy

changes.
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Our analysis also reveals when factions choose to exercise their constraining role. We show
that factional dissent depends critically on intra-party institutions. When factions’ resource
shares are protected from leadership retaliation, they dissent actively, creating the disciplining
effect we identify. However, when dissent jeopardizes future rents, factions may strategically
acquiesce, enabling both beneficial reforms and harmful over-reform. This suggests that the de-
sign of intra-party allocation mechanisms—whether resources follow objective rules or leadership
discretion—fundamentally shapes factions’ ability to constrain excessive policy-making.

Finally, we study the welfare implications of strategic factional dissent. This can benefit
the voter, when it increases the informativeness of the implemented policy and also reduces the
damages of improper reforms, and it often benefits strong leaders. This suggests that, empirically,
we should observe more factional activism and also more tolerance toward factions in parties with
strong leaders.

These findings reframe our understanding of party organization in democracies. Rather than
viewing factions as obstacles to be overcome, our theory suggests they are essential features
that can enhance democratic accountability. The welfare benefits of factionalization challenge
reformers who seek to strengthen party discipline and leadership control. Indeed, our results
imply that institutions protecting factional autonomy——such as transparent resource allocation
rules and formal faction rights—may improve policy outcomes by enabling factions to serve

their constraining function.
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A. Main Results - Proofs

Proof of Lemma 1. Going backward, consider the decision of any faction after observing xy =
1. Irrespective of wy, —g(pr,wa) > —g(1,ws), therefore dy = 1.
Consider the decision of any leader in period 2. As there are no re-election concerns, choosing

Ty = wy maximizes f(¢r,wa) Vor. Therefore, oy, = 1. O

Proof of Lemma 2. First, recall that in every PBE, p(¢g) = 1 and p(¢r) = 0. Then, we
complete the proof in two steps. First, we show that the weak faction (i.e., ¢; = ¢g) always
dissent. Then, we show that there are no re-election probabilies compatible with sequential

rationality such that the strong faction does not dissent.

Claim 1. In every equilibrium, the weak faction (¢; = ¢y ) chooses di =1 for every p(Z; = 1).

Proof of Claim 1. Suppose w; = 0. The (weak) faction’s payoff from a deviation to d; = 0 is:

—9(1,0) + p(Z = 1)(6R — mg(¢n, 1)), (A1)

whereas the equilibrium payoff from d; =1 is:

—9(¢u,0) + BR — mg(dm, 1), (A.2)

This follows from the fact that, in every equilibrium, p(Z = ¢g) = 1. Aslong as SR > wg(én, 1),
i.e. as long as the second period payoff is positive and therefore parties have an interest in staying
in power, the payoff from d; = 0 is maximized at p(Z = 1). Even in that case, (A.2) is larger than
(A.1) because ¢y < 1. This implies that in equilibrium dg o = 1, irrespective of the (possibly off
path) beliefs that determine p(z = 1) = 1.

Suppose w; = 1. The faction’s payoff in equilibrium from a deviation to d; = 0 is

—9(L1) + p(z = 1)(BR — mg(du, 1)), (A.3)

whereas the equilibrium payoff from d =1 is

—9(¢mu, 1)+ R — mg(dm, 1). (A4)



For the same logic as above, this implies that in equilibrium dg; = 1 for every possible belief

following = = 1. O
Claim 2. In every equilibrium, the strong faction (¢p; = ¢r,) chooses dy = 1.

Proof of Claim 2. Define E}, as the overall payoff of the strong faction in case of dissent:

— ,0) if w=0
B, — 9(¢1,0) if w (A5)

—g(¢L, 1) if w= 1,

and Dy, as the overall payoft of the strong faction following dj, ,,, = 0

D, — —9(1,0) + p(71 = 1) (BR — mg(¢r, 1)) if w=0 "

—g(1,1) 4+ p(Z, = 1) (BR —mg(¢r, 1)) if w=1

First, notice that if parameters are such that Dp(p(z; = 1) = 1) < Ep, Vw, then, regardless of
the value of p(Z; = 1), the faction chooses d; = 1.

Suppose instead that parameters are such that there exists at least an w for which Dy (p(Z; =
1) = 1) > Ep. Then, there exists a p € [0,1] such that, if off-path beliefs are such that
p(Z; = 1) > p, then the strong faction prefers d; = 0. This, however, cannot be an equilibrium,

because it would imply 4(1) < ~, hence a contradiction with p(1) > 0. ]
This completes the proof of the Lemma. O

Proof of Lemma 3. First, note that, in any equilibrium with always dissent, the only relevant
off-path event is £ = 1. £ = 0 may or may not be on path, but this does not affect the incentives
of factions when choosing whether to dissent. Therefore, (1) cannot be pinned down by Bayes’
rule and p(1) can be anything.

However, in equilibrium dy,, = 1 irrespective of p(1). Consider now the strong faction. Consider
parameters such that there exists at least an w for which Dy (p(Z; = 1) = 1) > Ey. In this case,
then there exists a p € [0,1] such that, if off-path beliefs are such that p(z; = 1) > p, then
the strong faction has a profitable deviation to d; = 0. There is no such incentive for the weak

faction. So, the only beliefs consistent with D1 imply that p(Z; = 1) = 0, because any Z; = 1



must come from the strong faction. Hence, as long as off-path beliefs satisfy D1, we have d; = 1

for all types and states. O

Proof of Lemma 4. The proofs simply follows by observing that, as factions always dissent,
x1 = 1 fully reveals the type, and politicians care both about matching the state and remaining
in power. Therefore, there is no trade off between these objectives in two cases. First, when
om1 = 1, the strong incumbent leadership is able to both match the state and gain re-election
with certainty. Second, when o7y = 1, the weak incumbent leadership is able to match the state,

without revealing its type. O

Proof of Lemma 5. With a slight abuse of notation, define 4(0) as the posterior probability

of ; = ¢y upon observing ¥; = 0. This is equal to:

_ Pr(Z, = 0[¢; = éu)y

- Pr(iy = 0[¢r = ¢u)y + Pr(z = 0l¢; = ¢r)(1 — )
. CTH,O’Y(l - 7T)

Cogoy(l—m)+ Q=1 —m+m(l—0p1))

7(0) = Pr(¢r = ¢n|2: = 0)

To see when o, ; = 1, notice that the voter re-elects the incumbent upon observing z; = 0, i.e.,

p(0) > 0, when:

Y(0) =~
opo(l—m)>1—m+7(l—0r,)

0>n(l—o0p1)+ (1 —m)(1—opmp). (A.7)

There could be two cases. Either there is an equilibrium where p(0) > 0, or p(0) = 0.

In the first case (p(0) > 0), it must be that 0,1 = oy = 1, otherwise (A.7) never holds. In this
equilibrium, the LHS and the RHS of (A.7) are equal and the voter is indifferent about whom
to re-elect. Thus, in this case the weak incumbent leadership always matches the state.

In the second case (p(0) = 0), the weak incumbent leadership has no way to get re-elected, and
always matches the state of the world to avoid the cost of mismatch. Therefore, regardless of
the voter re-election rule, it is always optimal for the weak incumbent leadership to match the

state. ]



Proof of Proposition 1. Let p(0) = 1. In such an equilibrium, the H type always matches the
state and is re-elected, therefore there are no deviations from oy, = 1 for any w;. The same is
true for the L type in state w; = 0. Therefore, we only need to check the incentive compatibility

of the L type in state w; = 1. Its equilibrium payoff from choosing x; =1 is
Eu, (u!|p, w1 = 1,21 = 1) = — f(¢r, 1),
because the implemented policy is ¢, and it is not re-elected. Deviating to ;1 = 0 yields:
E., (u'|pr, w1 = 1,21 = 0) = —f(0,1) + (1L = B)R — 7 (41, 1).
Therefore, a full discipline equilibrium requires:
(1=F)R < f(0,1) = f(¢r,1) + 7f(dr,1).

Consider now p(0) = 0. This implies that the equilibrium strategy for ¢; = ¢ is 07, = 1 for
every w: since the incumbent leadership is never re-elected, it is always optimal to match the
state.

Now let ¢; = ¢p. The incumbent compares the equilibrium payoft
Eo, (u| g, w01 = 0,21 = 0) =0
to the payoff from deviation
B, (w!|pr, w1 = 0,21 = 1) = = f(¢,0) + (1 = B)R — 7f (¢m, 1).
In equilibrium, o7 5 = 1 iff
(1=B)R < f(¢m,0) + 7f(du,1).

To complete the proof, note that an equilibrium with d; = 1 V¢;,w; always exists, as long as

off-path beliefs satisfy D1, as shown in Lemma 3.



To complete the proof, we need to show that an equilibrium with d; = 1 V¢;,w; always exists.
We claim that, as long as off-path beliefs satisfy D1, such an equilibrium always exists. First,
note that the only off-path event is Z = 1. Therefore, (1) cannot be pinned down by Bayes’
rule and p(1) can be anything.

However, in equilibrium dp,, = 1 irrespective of p(1). Consider now the strong faction. Consider
parameters such that there exists at least an w for which Dy (p(Z; = 1) = 1) > Ey. In this case,
then there exists a p € [0, 1] such that, if off-path beliefs are such that p(#; = 1) > p, then
the strong faction has a profitable deviation to d; = 0. There is no such incentive for the weak
faction. So, the only beliefs consistent with D1 imply that p(z; = 1) = 0, because any 7; = 1
must come from the strong faction. Hence, as long as off-path beliefs satisfy D1, we have d; = 1

for all types and states. 0

Proof of Proposition 2. Existence. Suppose p(0) = 0. This implies that the equilibrium
strategy for ¢; = ¢r, is 07 ; = 1: since the weak faction is never re-elected, it is optimal to at
least match the state.

Now let ¢; = ¢n, and conjecture oy, = 0. The incumbent compares the equilibrium payoff
Eu, (W |¢m, w1 = 0,21 = 1) = — f(¢r,0) + (1 — B)R — 7 f (¢, 1),
to the payoff from deviation
E,, (v’ |5, wy = 0,2, = 0) = 0.
In equilibrium, o7 4 = 0 if and only if

(1 =B)R > f(6n,0) +nf(dm,1).

Finally, notice that given the equilibrium oy, it follows from Remark 1 that p(0) = 0.

To complete the proof, note that an equilibrium with d; = 1 V¢;,w; always exists, as long as
off-path beliefs satisfy D1, as shown in Lemma 3.

Uniqueness. To show uniqueness, first notice that the equilibrium is either a full discipline or
an over-reform one. Second, the full discipline equilibrium with p(0) = 0 exists iff (1 — )R <
f(éu,0) + 7f(ém,1). Third, the full discipline equilibrium with p(0) = 1 exists if and only if



(1-5)R < f(0,1) — f(¢r,1) + wf(¢r,1). Therefore, the over-reform equilibrium is unique if
and only if (1 — 8)R > max{f(¢n,0) + 7 f(¢n,1); f(0,1) — f(¢r,1) + 7 f(¢r,1)}. 0

Proof of Proposition 3. Consider first the blocker when w; = 0 and x; = 1. In this case, the
payoff from dissenting is —g(¢;,0) — ¢ and the payoff from no dissent is —g(1,0). Therefore, the
blocker dissents iff

¢ <g(1,0) = g(¢1,0).

Similarly, in state w; = 1 the threshold is

c<g(1,1) —g(¢r,1).

Consider now the incentives of the faction, and define the second-period expected payoff in case
of re-election as T'(¢;) := SR — wg(¢r, 1). Consider first the weak faction (i.e., ¢y = ¢g). When
w; = 0 and z; = 1, the payoff from dissenting is —g(¢y,0) — ¢+ T(¢g) and the payoff from no
dissent is —¢g(1,0), as there is no re-election after observing no dissent, in equilibrium. Therefore,

the weak faction dissents iff

¢ <g(1,0) = g(én,0) + T(¢n).

Similarly, in state w; = 1 the threshold is

¢c<g(1,1) = g(¢n, 1) + T(¢n).

Given that T'(¢g) is strictly positive, it is clear that both thresholds are strictly higher for the
weak faction than for the weak blocker, meaning that the faction will dissent for higher costs
than the blocker.

Consider now the strong faction (i.e., ¢y = ¢r). When w; = 0 and z; = 1, the payoff from
dissenting is —g(¢r,0) — ¢ and the payoff from no dissent is —g(1,0), as there is no hope for
re-election, after a reform, for the weak leadership/strong faction. Therefore, the strong faction

dissents iff
C S 9(17 0) - g(¢L7 0)

Similarly, in state w; = 1 the threshold is

¢ <g(L,1) = g(¢r,1)

6



Those thresholds are the same for the strong faction and for the weak blocker. O]

Proof of Proposition 4. We can express the voter welfare in the over-reform equilibrium as

follows:

W =vr(=f(ou,1) = nf(éu,1) — (1 = 7)0) + (1 — 7) (= f(¢m,0) — 7 f(¢u,1))]
+ (1 =7) [ (= F(br, 1) + W) + (1= m) (0 + W)

= =2y f(¢u, 1) —v(1 = 1) f(¢m,0) — (1 = )7 f(¢r, 1) + (1 = NWy (A.8)

where W' is the voter’s expected second-period payoff if the challenger is in office, which is:

Wy =v[=nf(¢n,1) — (1= m)0] + (1 =) [-7f(pr,1) — (1 = 7)0]

= =7 [V f(¢m, 1) + (1 =) f(¢r,1)] .

Taking the derivative of W with respect to ~ yields:

ow

By = 2l 0 1) = (1= 1) (9m,0) + 7 (61.1) - Wy +

oWE
vy

(1—=1),

which, substituting in the value of WY, simplifies to:

ow

T =~ 2SO 1) = (L=m)f(6m, 0) + 7f (61, 1) + 77 (6, 1)

+7(1 =) f(or,1) +7(1 =) f(or, 1) + 7(1 =) f(dm, 1)
=3 =297 [f(¢r,1) = f(¢m,1)] = (1 = 7)f(¢u,0)

Thus, we can see that welfare is decreasing in v if and only if:

B—2y)  w[f(or,1) — f(on,1)] < (1 —m)f(¢n,0).

Benefit from selection Benefit from better reform

To prove the non-monotonicity in ~, note that the derivative is equal to zero when:

(3 —2v) [f(¢r,1) — f(ou,1)] — (1 —7) f(¢u,0) =0



m(3 = 27) [f(¢r,1) = f(én,1)] = (1 — m) f(dn,0)

Y PR Vi I B

2 m(f(¢r, 1) — f(éu,1))

I

where (1 — 7) f(¢m,0) is the cost of a reform implemented in state 0 times the probability that
that state is realized and 7(f (¢, 1) — f(¢ 5, 1)) is the benefit from having an H type, rather than
a L type, implementing a reform in state 1.

To see that +* represents a maximum, we take the SOC:

92
S =~ 001 = flon 1] <0.
It is immediate to see that
v >0
m(f(or,1) — f(éu, 1))
and
7 <1

m(f(ér,1) — f(éu,1))

therefore, voter’s welfare is non-monotonic in ~ if and only if

(1 —m)f(éu,0)
m(f(or,1) — f(éu, 1))

€ (1,3), (A.9)

which proves the statement. O

Proof of Proposition 5. For the full discipline equilibria, we need to consider two cases, based
on the voter re-election rule when w; = 0.
First case: p(0) = 0. Let W, define the voter welfare in the full discipline equilibrium when

p(0) = 0. We have:

Wao =7 7 (~ (61, 1) = 7 f (6, 1)) + (1 = 7) (0 + W)



+ (1 =) |7 (= for, 1) + WE) + (1= m) (0 + W) (A.10)

Comparing (A.10) with (A.8), it is clear that welfare is higher in the over-reform equilibrium if
and only if

(1 = 7) (= f(¢u,0) — 7f (¢, 1)) > v(1 — 7)(0 + Wy)
—f(ou,0) =7 f(¢u,1) > =7 [vf(éu, 1) + (1 =) f(or, 1)].

Note that the RHS is maximized when v = 1. Moreover, when v = 1 the RHS is always higher
than the LHS, therefore the condition never holds. Furthermore, the RHS is linearly increasing
in . As v — 0, the RHS tends to —7f(¢r, 1). Therefore, the condition holds for sufficiently low
v as long as LHS > RHS(y = 0). This simplifies to

—f(¢u,0) — 7 f(bu, 1) > —7f(dr,1)
7 f(or,1) — f(éu,1)] > f(¢n,0).

Second case: p(0) = 1. We can express the voter welfare in the full discipline equilibrium as

follows:

Way =7 [7 (= f(¢u,1) = 7 f(bu, 1)) + (1 = 7) (0 = 7 (¢m, 1))]
+ (1 =) [7 (= f(6r. 1) + WE) + (1= 7)(0 — (¢, 1))] (A.11)

Comparing (A.11) with (A.8), it is clear that welfare is higher in the over-reform equilibrium iff

YA =) (= (P, 0) + (L =) (1 =MWy >~(1 =)0 — (1 =) (1 — )7 f(¢r, 1)
=1 (¢m,0) = (L =V)7 [vf(¢m, 1) + (L =) f(or, D] > (1 = )7 f(¢r, 1)
(L =m v f(or, 1) = vf(om, )] > 1f(dn,0)
(=) [f(¢r,1) = f(bu,1)] > f(dn,0), (A.12)



which never holds for sufficiently high ~. A sufficient condition for (A.12) to be satisfied at a low
v is that

m[f(or,1) = f(0m, 1)] > f(du,0),
which completes the proof. O]

Proof of Lemma 6. Conjecture an equilibrium such that d; = 1 for ¢; = ¢ and d; = 0 for
¢; = ¢r. This implies p(1) = 0, since it is only the strong faction that dissents. Consider the
incentives of the strong faction (¢; = ¢), when w; = 1 and x; = 1. The equilibrium payoff
(from dy = 0) is:

—9(1,1) + p(1) [BR — 7g(¢r, 1)], (A.13)

whereas a deviation to d; = 1 yields:

—9(¢r, 1) + p(¢r) [0BR — mg(¢r,1)] (A.14)

Because of the voter retention rule in equilibrium, (A.14) is always higher than (A.13), which

implies a contradiction. O

Proof of Lemma 7. Conjecture an over-reform equilibrium where the weak leader over-reforms
and the strong leader always matches the state of the world. We will show that such equilibrium
cannot be sustained for any value of faction dissent d;.

By Lemma 5, when both factions are active in ¢ = 1 (dissent occurs on-path), the weak leader
always matches the state of the world.

Let d; = 0 for both ¢ and ¢y. In the conjectured equilibrium, the voter infers from observing
a reform that the leader is weak, therefore p(1) = 0 and p(0) = 1. Suppose w; = 0. Consider
a deviation s.t. the weak leader matches the state of the world (i.e., z; = 0). In order for the

equilibrium to be sustainable, we need

—f(1,0) =2 =f(0,0) + (1 = )R — 7 f(¢r, 1), (A.15)

which is never true.
Let d; = 1 for ¢, and d; = 0 for ¢g. In the conjectured equilibrium, the voter infers from
observing a reform without dissent that the leader is strong, therefore p(¢) = 0, p(1) = 1 and

p(0) = 1. It is immediate to show that the weak leader has a profitable deviation from choosing

10



x =1 when w = 0. In this case, the voter would oust him upon observing z; = ¢,. By deviating
to z = 0, the weak leader would be re-elected and would also obtain better policy payoffs, making
the deviation profitable.

Finally, consider d; = 0 for ¢, and d; = 1 for ¢p. In the conjectured equilibrium, the voter infers
from observing a reform without dissent that the leader is weak, therefore p(1) = 0, p(¢n) =1
and p(0) = 1. Clearly, there cannot be an equilibrium where the weak leader chooses © = 1 when
w = 0, since the voter would oust him upon observing #; = 1. By deviating to x = 0, the weak
leader would be re-elected and would also obtain better policy payoffs, making the deviation

profitable. O

Proof of Proposition 6. First, suppose there is no dissent in period 1 and all types of leader-
ship choose 1 = w;. In this case, the policy choice does not transmit information to the voter,
therefore (1) = 4(0) = . Define p(0) and p(1) as the equilibrium re-election probabilities. Note
that they are unconstrained by the observed policy.

In order to have o7, = 1 Vw, I, four conditions must be met:

— f(0,0) + p(0)((L = B)R — 7w f(dn, 1)) = = f(1,0) + p(1)((1 = B)R — 7 f (¢, 1))

< f(1,0) = (p(1) = p(0))((X = B)R — 7 f(du, 1))

— (LD +p()((1 = B)R =7 f(dn,1)) = = f(0,1) + p(0)((1 = B)R — 7 f(¢u, 1))

—f(0,1) < (p(1) = p(0))((1 = B)R = 7f(¢n, 1))

= [(0,0) + p(0)((1 = B)R — 7 f(¢r,1)) =2 = f(1,0) + p(1)((1 = B)R — 7 f(¢r,1))

< f(1,0) = (p(1) = p(0))((1 = B)R — 7 f(dr,1))

— LD +p(W)((1 = B)R =7 f(dr,1)) = —f(0,1) + p(0)((1 = B)R — 7 f(¢r,1))
(

—f(0,1) < (p(1) = p(0))((1 = B)R — 7 f(¢r, 1)),

Therefore, all the conditions are simultaneously satisfied if re-election strategies are such that

o . £(1,0)
@R —rfom) ="V PO THR —2fGmD
£(0.1) £(1,0)

A B)R-rlonD) - BR—nf(o. 1)

11



As (1-PB)R > f(¢r,1) > f(ém, 1), the binding condition is the first one, i.e. —% <

p(1) — p(0) < %. Note that there are infinitely many p(0), p(1) that satisfy this
condition. In particular, whenever p(0) = p(1) the condition is satisfied. Intuitively, if the
chosen policy does not matter for re-election, party leadership are only driven by their policy
motivation, therefore choosing the correct policy given the state.

Finally, we need to check for conditions ensuring no dissent from every type of faction in every

policy choice and state. Once again, four conditions must be met simultaneously.

—9(1,0) + p(1)(BR — 7g(dn, 1)) = —9(¢u,0) + 6BR — mg(du, 1)
—9(1,1) + p()(BR — 7g(¢n,1)) = —g(du, 1) + 0BR — 7g(¢u, 1)
—9(1,0) + p(1)(BR — 7g(ér,1)) = —g(¢r,0)
—9(1,1) + p()(BR — mg(¢r,1)) = —g(¢L, 1),
where the first two conditions are for the weak factions in state 0 and 1, and the last two for the

strong faction in state 0 and 1. Note that, by revealing itself through dissent, the strong faction

is never re-elected. We can summarize those conditions as

p(1) > max {9(1,00) — g(¢m,w) + 0BR — mg(pu,1) g(l,w) — g(qﬁbw)} v

5R_7rg(¢H71) ’ ﬁR_Wg(QSL?l)

Note that it is not obvious, ex ante, which is the binding conditions. The weak faction could have

BR—mg(dm,1)

and therefore there cannot exists a p(1) satisfying this condition). The strong faction could have

an incentive to dissent in order to win re-election (in fact, for 6 = 1, £ > 1,

an incentive to dissent, despite not being re-elected, because they are better able to adjust
the policy outcome in their direction. Therefore, if there is at least one w such that g(1,w) —

g(¢r,w) > BR —7mg(¢r, 1), then this equilibrium cannot exist. ]

Proof of Proposition 7. Suppose p(1) = 1. The following are the incentive compatibility

conditions for d; g = 0 and d; 1, = 0, respectively:

(1=0)R = g(1,w) — g(¢u,w)
BR - Wg(¢L7 1) > 9(17“}) - g(¢L7W>7

12



which can be expressed as

g(1,w) — g(du,w)
1-4

BR > max{ ;9(1,w) — g(or,w) +7T9(¢L,1)}, (A.16)

for w € {0, 1}.
Given that factions do not dissent, leaders face the following incentives: For the weak leader

(61 = or):

e When w; = 1: Choosing z; = 1 gives payoff 0 + (1 — )R — 7 f(¢r,1). Choosing 21 = 0
gives payoff —f(0,1).

e When w; = 0: Choosing x; = 1 gives payoff —f(1,0) + (1 — )R — nf(¢r,1). Choosing
x1 = 0 gives payoff 0.

Thus, the weak leader matches the state if and only if:

(1=PB)R < f(1,0) + 7 f(¢r, 1). (A.17)

For the strong leader (¢; = ¢g): when w; = 1, he matches the state. When w; = 0, choosing
x1 = 1 (over-reform) gives payoff —f(1,0) + (1 — B)R — nf(¢m,1). Choosing x; = 0 gives a

payoff of 0. The strong leader will then over-reform if and only if:

(1=B)R > f(1,0) +7f(¢u,1). (A.18)

Given the proposed strategies, the voter’s beliefs are Pr(¢; = ¢y|¥; = 1) > ~ (strong leaders
are more likely than weak leader to implement reforms), Pr(¢; = ¢p|7; = 0) = 0 (only weak
leaders choose no reform). Therefore, p(1) = 1 and p(0) = 0 are sequentially rational. Moreover,
conditions (A.17) and (A.18) are compatible, as f(¢r,1) > f(¢m,1).

Finally, notice that there exist parameter values such that (A.17) and (A.18) are compatible with
(A.16). Define

AH = f(170)+7rf(¢H71)7 AL = f(l,O)—l—?Tf(qu,l),
and

g(1,w) = g(¢n,w)
1—-6

By = 9(1.9) = 9(60.) + 76,1

13



Since f(om,1) < f(ér,1), the interval [Ag, Ar] is non-empty. Define s := (1 — §)R such that
s € [Ag, Ar]—i.e., such that (A.17) and (A.18) are satisfied.

Since § < 1, B is finite. Hence, there always exist a positive R such that, given s € [Ay, Ay],
BR =R-s > BF,
where f:=1—s/R € (0,1). Hence, condition (A.16) is satisfied. O

Proof of Proposition 8. First part: over-reform equilibria

Let us first define the voter’s ex ante welfare in the over-reform equilibrium with active factions
(W) and in the over-reform equilibrium with inactive factions in period 1 (W,,r), recalling that

they are active in period 2.

W= 7{77<_f(¢H7 1)+ Vir) + (1= 7) (= (0n,0) + VH)]

(=) |r(= 6,10 + Vo) + (1= m) 0+ W5,

Waar = |7(0 4 Vir) + (1= m) (=£(1,0) + Vi)

+(1—’7)|:7T(0+VL)+(1—7T)(0+W20):|.

We can now calculate the difference as:

W = Wor =y (=f(01,1) = 0) + (1 = m) (= (91, 0) + f(1,0))

+ (1 _'7)7T(_f<¢L71) —0) + (1 —’7)7T(W2C—VL>.

where Vi, Vi, and WY is the expected second period welfare if the politician in power in period
2 is of high type, low type or is a challenger.

Since

Wy — V= [’WH + (1 - V)VL} Ve =vVg = Vi) = yn(—=f(¢m, 1) + f(or,1)),

14



one can substitute to get

W = Waor = 1 (= (61, 1)) + (1 = ) (= f(¢n,0) + £(1,0))
+ (1= )m(=F(¢r, 1) + =7y m(—f(¢u, 1) + f(¢r,1)).

We can further simplify and collect terms to capture the various components of the comparison:

W = Waor = v (—F(6m, 1)) + (1 = ) (= £(61, 1))

cost of policy attenuation

+ (L= (f(dr, 1) = f(dm, 1))

benefit on selection

+ 7 (1=7) (£(1,0) = f(6n,0)) -

benefit of less damaging over-reforms

It is straightforward to see that, in the limit for 7 — 0 or for v — 1, the statement holds (voter

welfare is higher under active factions).

Second part: full discipline equilibria
Voter’s welfare is the same in all full discipline equilibria with inactive factions and policy-

independent re-election chances. In fact, it is given by

Wain = y[=pmf(¢m, 1) + (1= pW5 |+ (1 —y)[=pr f(¢r, 1) + (1 — pWy ] (A.19)
= (L= p)Wy — pr[vf(dm. 1) + (1 —7) f(¢r, 1)]
= W¥

where W is the voter’s expected second-period payoff if the challenger is in office, which is:

Wy =7 [=mf(ém,1) = (1 = m)0] + (1 =) [-7f(ér,1) = (1 = m)0]

= —m [V f(ou, 1) + (1 =) f(¢r,1)] .

Intuitively, with inactive factions there is no selection, hence the second period welfare is WY,

but the first best is achieved in period 1, hence period 1 welfare is 0.

15



In contrast, welfare in the full discipline equilibria with active factions varies depending on the
voter retention rule. Using (A.10), we can write the welfare in case of full discipline and p(0) = 0

as

Wao = WEA+7(1— 1) +1 =) — 77f(¢n, 1) (A.20)

Comparing (A.19) with (A.20), it is clear that the former is larger:

Wy >Wy(1+~v(1—m)+1—7) —a*vf(ou,1)

0> (v(1=7)+1—7)W5 = 7°vf(¢n, 1)

which is always true because W{ < 0.

Using (A.11), we can write the welfare in case of full discipline and p(0) =1 as

War =Wy (L+1—7) = myf(¢m, 1) = (1= 7)1 = m)7f (61, 1) (A.21)

Comparing (A.19) with (A.21), it is clear that the former is larger:

Wy > WS +1—7) —ayf(dm, 1) — (L =) (1 — )7 f(dr,1)

0> (1 =Wy —7vf(bm,1) — (1 =71 —m)7f(¢r, 1)

which is always true because W{ < 0. [

Proof of Proposition 9. Recall from (A.8) that we can express the voter welfare in the over-

reform equilibrium with active factions as follows:

W =~r(=f(¢u,1) = 7 f(¢u,1) = (1 = 7)0) + (1 = 7) (= f(éu,0) — 7 f(¢u, 1))]
+ (1 =) [ (= f(br, 1) + W) + (1= m) (0 + W)

= 297 f(¢n, 1) — (1 — 7) f (¢, 0) — (L — )7 f(pr, 1) + (1 — 1)Wy

Comparing (A.19) with (A.8), we have that the former is larger when

Wy > =297 f(da, 1) — v(1 — 7) (61, 0) — (L — V)7 f(dr, 1) + (1 — ) W5
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2y f(bu, 1) + (1 = 7)f(¢m,0) + (1L =) f(br, 1) > vy f(du, 1) + (1 =) f(¢r, 1)]

2 =)y f(om, 1) +7(1 =) f(or,1) +v(1 — ) f(¢w,0) > 0

which is always true. O

Proof of Proposition 10. First part

The expected utility of the strong leadership in an over-reform equilibrium with active factions
is

Eo ot (0n) = =7 f (6, 1) — (1= 1) f(¢rr,0) + (L = B)R — 7 f (¢, 1)
The expected utility of the strong leadership in an over-reform equilibrium with inactive factions
is
Ew1,W2uI(¢H) = _Wf(L 1) - (1 - ﬂ_)f(lv O) + (1 - B)R - ﬂ—f(qu? 1)

The former is larger than the latter iff (1 —7)(f(1,0) — f(¢m,0)) > 7f (¢, 1), which is satisfied

for  low enough.

Second part
First, consider full discipline equilibria with inactive factions where p(0) = p(1) = p. In those

equilibria, the ex ante welfare of a strong leader is

Euwott' (91) = (= f(1,1) + p((1 = B)R = 7f(é1,1))) + (1 = 7)(=£(0,0) + 5((1 = )R — 7 f (b1, 1)))
=p((1=B)R—=7f(¢n,1))

In the corresponding equilibrium with active factions, its welfare depends on p(0), as there can
be full discipline equilibria with both values of p(0). We set p(0) = 0 to minimize the strong

leader’s welfare with active factions. Therefore, we get

Euy ot (0n) = (= f(¢m, 1) + (1 = B)R — 7f (6, 1))) + (1 — 7)(=f(0,0))
=7(=f(¢n,1) + (1 = )R —7f(¢n,1)))
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It is easy to show that, as long as p < 7 (1 -1 [ (Srr.1) ), the strong leadership prefers the

full discipline equilibrium with active factions than the corresponding equilibrium without active

factions.

Third part
The expected utility of the strong leadership in an over-reform equilibrium with active factions
is

Ew17w2ul(¢H) = _ﬂ-f(qSH? 1) - (1 - ﬂ)f(¢H7 O) + (1 - B)R - ﬂ-f(qSH? 1)

this is preferred to the full discipline equilibrium with inactive factions as long as p < 1 —

Wf(¢H71)+(1_7r)f(¢H?0) D
(1-B)R—7f(¢nu,1) -~

B. Extension: Probabilistic type revelation

Suppose that x; = 1 reveals the type of the incumbent only with probability ¢. In other words,
the voter observes ¥, with probability ¢, and does not learn anything with probability 1 —¢q. We
look for conditions that guarantee the existence of an over-reform equilibrium, where oo = 0
and o = 1 otherwise.

First, suppose the voter observes the policy. In this case, the re-election probability is the same
as in the main body of the paper. Second, suppose the voter doesn’t learn anything. In this
case, he is indifferent between re-electing or not, and therefore any re-election probability p(() is
sequentially rational.

Given this, the high type chooses 1 = 1 when w; = 0 iff

—f(0m,0) + ¢ (R —7f(¢n,1)) + (1 = )p(0) (R =7 f(¢n, 1)) = (1 = q)p(0) (R — 7 f(du, 1)),

which simplifies to

f(¢w,0)
R—nf(¢u,1)

The incentive structure for the low type is the same as before: if 1 = wy, he’s re-elected with

q>

(B.1)

probability (1 — ¢)p((), and pays no cost of policy mismatch. If 27 # wy, he pays the cost of
policy mismatch without being re-elected. Hence, in equilibrium the low type always chooses to
mach the state of the world.

Therefore, the Over-Reform equilibrium exists as long as Condition (B.1) is satisfied.
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C. Extension: different degrees of factionalization

In this appendix, we consider a variation of the benchmark model where we allow the prior on

factionalization to be different between challenger and incumbent. More formally, we assume

PT(CbI:CbH)ZWI#VC:PT@C:Q?)H)-

The rest of the game is unchanged.

C.1. Equilibria
First, we establish that the over-reform equilibrium exists under the same conditions, irrespective

of 41 and ~©.

Proposition C1. There exists an “over-reform” equilibrium where
(i) oo =0 and or,, = 1 otherwise;

(ii) p(0) = 0; if and only if R > f(¢u,0) + 7 f(du, 1).

Proof of Proposition C1. In the over-reform equilibrium, Pr(¢; = ¢x|Z; = 0) = 0, because
omo = 1. This was the only condition in Proposition 2 affected by v, and it does not change

when 7/ # v“. Applying the same logic as in the proof of Proposition 2 completes this proof. [

Therefore, the over-reform equilibrium is fully robust to this variation in the modelling assump-
tions. Other pure strategy equilibria may or may not exist, depending on the ranking between
! and ~©.

First, consider 4/ < 4. In this case, only the full discipline equilibrium with p(0) = 0 survives.

Proposition C2. If v/ < ~©, there exists a full discipline equilibrium where
(i) o1, =1 for every w, ¢r, and
(ii) p(0) = 0 if and only if R < f(¢5,0) + 7f(du,1). There are no other pure strategy full

discipline equilibria.

Proof of Proposition C2. First, note that Lemma 4 applies to this case as well. Second, note

that
O’H,o")/j(l — )

AH0) = ogoy'(1—m)+ (1 —=9)A—7+7(1—0r1))

is increasing in both oy and o71. By substitution, max[9?(0)] = v/ < 4, therefore in every

equilibrium it must be that p(0) = 0. The rest follows from the proof of Proposition 1. m
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Note that there are no other equilibria, in this case.
Second, consider v/ > v“. In this case, only the full discipline equilibrium with p(0) = 1 survives.
On top of this, under some conditions it is possible to have an under-reform equilibrium, where

the strong leader chooses the correct policy and the weak leader never implements a reform.

Proposition C3. If v/ > ~©, there exists a full discipline equilibrium where
(i) o1, =1 for every w, ¢r, and
(i) p(0) = 1 if and only if R < f(0,1) — f(¢r, 1) + 7 f(¢r,1);

There are no other pure strategy full discipline equilibria.

Proof of Proposition C3. First, note that Lemma 4 applies to this case as well. Second, note

that in a full discipline equilibrium
§(0) = >4

therefore in every equilibrium it must be that p(0) = 1. The rest follows from the proof of

Proposition 1. O

Proposition C4. If v/ > ~©, there exists an “under-reform” equilibrium where

(i) op1 =0 and o1, =1 otherwise, and

(ii) p(0) = 1 if and only if R > £(0,1) = f(¢r,1) +7f(61,1) and 7 > =F—=7.

Proof of Proposition C4. First, note that Lemma 4 applies to this case as well. Second, note
that if p(0) = 1, then in equilibrium it must be that oy = 1 because there are policy gains
without losses in terms of re-election chances. Third, note from the proof of Proposition 1 that
if p(0)=1and R > f(0,1) — f(é1,1) + 7f(¢r, 1), then in equilibrium it must be that o, = 0.
Otherwise, 0,1 = 1 and we fall into the full discipline equilibrium described above. Finally, for

this equilibrium to exists, it must be that p(0) = 1. With the strategies outlined above, this

implies
I
~T 7(1_’”) C
0) = >
(0) 71(1—7'()—1-1—’)/1_7
71(1—7T)>70
1—myl =
c
I Y
TR
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Note that if this condition is violated, p(0) cannot be 1 and therefore the equilibrium does not

exist. OJ

As 1 —7(1—~%) < 1, Proposition C4 implies that 4/ must be sufficiently larger than v“ for this
equilibrium to exist. Secondly, as this equilibrium requires a sufficiently high R, it may co-exist

with the over-reform one.

C.2. Factionalization and welfare

Having established that the over-reform equilibrium keeps existing under the same conditions,
we can now study the effect of 4/ and v¢ on voter’s welfare separately. Therefore, rather than
asking how aggregare factionalization affects welfare, we separate between the factionalization of

the incumbent and of the challenger.

Proposition C5. In the over-reform equilibrium, voter welfare (W) can be increasing or de-
creasing in factionalization of the incumbent (y!). Voter welfare is decreasing in factionalization

of the challenger.

Proof of Proposition C5. We can express the voter welfare in the over-reform equilibrium as

follows:

W =y [r (= f(¢u, 1) = 7f(¢n,1) — (L =m)0) + (1 — m) (= f(¢u,0) — 7 f(¢n,1))]
+ (1 =) [7 (= F(er, 1) + W) + (1 = m)(0 + W)

= =2y f(dn, 1) = 7' (1 = ) f(6r,0) = (1 =y )mf(ér, 1) + (1 =)Wy

where W is the voter’s expected second-period payoff if the challenger is in office, which is:

Wy =y [=mf (b, 1) = (1 =)0 + (1 = 7)) [=7f (¢r,1) — (1 = 7)0]

= —n [1°F @, )+ (1= 99)f (61,1)].

Taking the derivative of W with respect to 4! yields:

ow

gy = = 2 (0m 1)+ 761, 1) - Wy = (1 —7)f(6u,0)
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=7 [[(61,1) = f(S, D] + 7 [y F (61, 1) + (1 =) f(61,1)] = (1= 7) f(11,0) = 7 [ (b, 1)
=7(2 =) [f(6r,1) = f(¢n, )] = (1 = 7) f(ds1,0)

Thus, we can see that welfare is decreasing in + if and only

m(2 =) [f(61,1) = f(om,1)] < (1 — 7) f(du,0).

Finally, note that

C
sign (gjﬁ) ~ sign (8% ) 2 [f(60,1) £, )] > 0,

therefore W is increasing in . O

Proposition C5 and its proof reveal several interesting results. First, factionalization of the
challenger is always bad for voter’s welfare. This is, however, a feature of the two-period structure
of the model. As in period 2 everyone chooses the correct action, the stronger is the leadership
of the challenger the better it is in case of a challenger’s victory.

Second, the trade-off between over-reform and better implementation remains in this case as
well. In fact, W is decreasing in 7! (therefore, a more factionalized incumbent can be welfare
improving) when

7(2 =) [f (62, 1) = f(ém, D] < (1 = 7) f(ém,0). (C.1)

Condition (C.1) is more likely to be satisfied if the expected cost of the over-reform (i.e., (1 —
) f(¢m,0)) is high, if the expected benefit from correctly implementing a needed reform (i.e.,
7 [f(or,1) — f(dm,1)] ) is low and if 4 is high, i.e. if it is easy to replace a strong incumbent

with a strong challenger.

D. Extension: Continuous Dissent Choice

In the main body of the paper we assume for simplicity that the faction either fully dissents,
therefore inducing Z; = ¢rx;, or does not, therefore inducing Z; = x;. In practice, factions can

modulate their approval of the policies chosen by the party.
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To capture this, in this Appendix we allow the dissent choice to be continuous. Relaxing this
assumption is particularly relevant to show that the faction’s equilibrium behavior of ‘always
dissent’ does not depend on the fact that the strong faction cannot mimic the weak one, which
is a feature of our baseline where dissent is a dichotomous choice.

To preserve the same notation of the baseline model, we assume that the faction decides how much
to accommodate (a;) the policy chosen by the leader, where a; € [¢r, 1], with 0 < ¢ < ¢y < 1.
The implemented policy is then Z; = a;x;.

The timing of the game is as follows:
1. First period

e The incumbent observes w; and chooses x;.
e The faction observes w; and x; and chooses a;.

o The voter observes 1, updates on v, and votes.
2. Second period

e The incumbent observes wy and chooses xs.
e The faction observes wy and x5, and chooses as.

e The policy is implemented.

We are interested in conditions such that both types of factions ‘fully’ dissent (i.e., up to the

maximum possible to both) in equilibrium.
Proposition D1. There exists an over-reform equilibrium where a; = ¢; fort =1,2.

Proof of Proposition D1. Conjecture an over-reform equilibrium, where a; = ¢;. We assume
that, upon observing the off-path event #; € (¢r, o), the voter ousts the incumbent, while the
voter re-elects with probability n if Z; € (¢m, 1].

For the weak faction, the analysis is straightforward: there is never a profitable deviation from
a; = ¢p, since it signals that the leader is strong (therefore securing re-election) with the mini-
mum policy loss.

Hence, we focus on the decision of the strong faction (¢; = ¢r). In the second period, the
incentives are straightforward: in the absence of re-election concerns, the strong faction always

chooses ay = ¢, because it minimizes the policy loss.
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In the first period, the best deviation for the strong faction is a; = ¢y, guaranteeing re-election
at the lowest policy cost. We now check for deviations to this strategy.

Suppose x; = 1 and w; = 1. There exists no profitable deviation from a; = ¢ if and only if:

—9(¢1,1) > —g(ou,1) + BR — 7g(dr, 1). (D.1)

Now let w; = 0. There exists no profitable deviation from a; = ¢, if and only if:

—9(¢1,0) > —g(¢n,0) + BR — 7g(¢r, 1). (D.2)

Note that, as long as a; = ¢y, the conditions sustaining an over-reform equilibrium remain the
same. Therefore, there exist values of SR sufficiently small such that the over-reform equilibrium

exists. OJ

The conditions (D.1 and D.2) are intuitive: as long as the faction’s share of rents is sufficiently
small, dissent is not too costly even if it implies losing the next election. Suppose instead the
faction obtains a considerable share of rents: in this case, the over-reform equilibrium becomes
harder to sustain for two reasons. First, the leadership is less willing to pay the cost of over-
reforming today, obtaining a smaller share of rents tomorrow. Second, the faction is more

motivated to pursue re-election, and therefore more likely to choose a milder opposition.
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