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Abstract

This paper develops a dynamic model of cooperation reconstructed after a deviation
and an intervening sanction episode. Standard repeated-game models typically treat
punishment as a device that lowers continuation payoffs following a deviation. In the
present model, a sanction package has two distinct effects: it changes the current payoff
difference between returning to cooperation and persisting in deviation, and it changes
the future state through institutional reconstruction and relationship damage.

The complete-information benchmark uses a payoff-relevant public state that
includes institutional capacity and relationship damage. The enforcer chooses a
package consisting of sanction intensity and reconstruction investment. The credibility
of sanction relief is not imposed as an exogenous probability; it follows from the
enforcer’s own sequential incentive constraint. Under sufficient conditions in which
the disciplinary effect of sanctioning is diminishing while relationship damage is
convex, the set of sanction intensities that induce a return to cooperation is a bounded
interval with a lower and an upper threshold. The paper then provides conditions for a
stationary Markov perfect equilibrium satisfying sanction initiation, return, relief, and
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post-sanction stability constraints.

The model further characterizes the enforcer’s optimal package. When sanction
intensity is costly and destructive, the optimal sanction is the minimum effective
intensity consistent with return, while reconstruction investment substitutes for
destructive punishment. A random-utility extension maps the deterministic return
region into a single-peaked return probability suitable for experimental testing.
Behavioral and informational extensions introduce present bias, loss aversion, and
Bayesian learning about sanction commitment. Two experimental designs are proposed
to identify the return mechanism and the stability mechanism separately.
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