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Planning and Bonus Function in the USSR

Masayuki IWATA

This paper consists of the following four sections :

1. The system of incentives for taut plans,

2. The system of incentives for adequate plans,

3. The system of incentives for slack plans,

4. The system of incentives and credibility gap

In the first section I try to analize the modusoperandi of the famous Bonus func-
tion which has been applied to the planning process in Soviet enterprises since the
Economic Reform of 1965. Although the function has assumed multifarious shapes

depending on concrete conditions from industry to industry and from year to year, only
its pure formulation interests me here.

B=aQ,+ka(Q.— Q)

a, k>0

k>1 if Q<@

k<l if Q>@Q,

Q<M
where B is the value of the bonus, &, is the planned value of the bonus forming
index, Q. is the actual value of the index, a is the bonus determining coefficient, &
is the modificater of the coefficient and M is the highest possible value of Q..

I arrive at the following conclusion, namely that the B-function is able to show

(a) Honesty-effect, (b) Tautenning-effect, (c) Pecognition-effect and (d) Breakthrough-
effect. Here (a) means that @, is getting closer to Q,, (b) means that Q,=@Q, is
aiming at M, (c) denotes that enterprises endevour to estemate the value of M as
accurately as possible and (d) denotes that in executing the plan Q,=@Q enterprises

try to push @, to exceed M wherever conditions for it exist.
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In the second section I scrutinize the case of M’s being a stochastic variable
which was pointed out by prof. Yuzo Tanaka. The first two effects can not appear
in pure shape under the condition of uncertainty. Suppose that the stochastic varia-
ble M varies in the range from M,; to M, then the first two effects can remain
active while @, is located below M; but they must be modified to a certain degree
when @, enters the range, in short the taut plan Q,=Q,=M; may happen very
rarely.

In the third section I take the additional function proposed by prof. Isao Tochi-
moto into consideration.

S=S(M—Q,, M"—Q3)
where S is called Stability function, M —@), is the so called reserve variable in the
current period and M"—Q% is the same one in the next period. The function is
supposed to increase as each augument increases. It is proven that on the one
hand slack plans Q. > @, appear very often but the taut plan is never excluded from
the field of choice in the preferential industries, on the other hand honest plans @,=
Q. are apt to appear but the taut plan is removed completely from the set of feasible
solutions in the stagnant industries. This fact seems to be the most important
consequence of the cooperation of official B-function and invisible S-function and to
imply the defence behaviour of enterprises with which they can cope with uncertainties
peculiar to the planned economy.

In the last section it is emphasized that the probability of enterprise’s being
willing to work out the taut plan would become larger if the central authority of
planning ceased from having a strong distrust of enterprises. This kind of distrust
is one of main causes of the uncertainty which is known as game-theoretic and with
which enterprises confront themselves in plan-making processes.

Under the influence of B-function enterprises could be honest if the central
planning board were not skeptical. However the former could not be truthfull
under the action of the traditional B-function described below except in the case of
the latter’s being omnipotent’

B=a+b(Q.,—Q))
where a is the constant part of bonus and & is the bonus forming coefficient to the

overfulfilment of plan.
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