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Abstract 
 
We propose a theory of collusive groups in the context of finite non-
cooperative games. 
We first consider a simple setting in which players are exogenously 
partitioned into groups within which players are symmetric. Given the play of 
the other groups there may be several symmetric equilibria for a particular 
group. We develop the idea that if a group can collude they will agree to 
choose the equilibrium most favorable for its members. This leads to an 
equilibrium concept which we call collusion constrained equilibrium. We then 
consider an alternative model of a non-cooperative meta-game played 
between leaders of groups who issue instructions and evaluators who carry 
out ex post punishment of the leaders if the instructions fail to be incentive 
compatible. We establish equivalence between equilibria of 
the collusive group game and the leadership game. 
We extend the leadership model to games where players within groups are 
not necessarily symmetric and groups are endogenously formed. In this 
model leaders compete for followers by making credible offers of the utility 
followers will receive if they play according to the leader's instructions. This 
leads to a rich theory of group formation which we explore through a series 
of examples. We find robust equilibria that involve mixing and Pareto 
superior equilibria that do not involve mixing but are less robust to the 
leadership structure. 
We also show in prisoners' dilemma type settings that the frequency of 
cooperation increases as the benefit to cooperation increases and the 
benefit of deviating decreases. 
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