This book broke through political barriers — a product of the Micromodels Conference
held in March 1989 at the Liblice Castle, when communism was still alive. It took EML
two years to obtain permission from the police and intelligence service to organise that
country's first genuine international event on theoretical non-Marxist economics. Still,
the Velvet Revolution was in the air. It was pioneering, as it was the first book edited
by a Czechoslovak non-emigré economist and published in the West. The co-author,
Richard Quandt of Princeton, was considered the leading econometrician at that time.
The original ideas from our EML discussions, as mentioned above, could finally be
revealed to the world! That was exceptional, as too much of the originality, non-
conformism, and unorthodoxy was unappealing to mainstream economic journals for
publication. It took D. Tfiska 27 years for his ideas about “Social Choice and Behaviour:
The Nature of Their Design and Management” to be published by Kluwer in 2017.
https.//www.fsp.cz/social-choice-and-behaviory.
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Producers’ Criteria in a Centrally
Planned Economy

Jifi Hlavdcek

1. Introduction

This paper discusses the following questions:

1. What is the prevailing economic motivation of the producers in a cen-
trally planned economy (CPE) and why?

2. Is it possible to change the producers’ objective function by partial
measures affecting the mechanism of central control, e.g., by reforms
that go as far as to abolish direct command rules and to supersede
them by the principle of economic self-financing?

Section 2 outlines a model of the typical producer in a CPE and presents
an answer to the first set of questions. The second question is addressed in
Sections 3 and 4 where we also discuss some of the problems that arise from
implementing reforms of the traditional economic mechanisms of centrally

pla.nned economies.

2. Self-securing Behavior by Producers

The models that describe the behavior of producers usually assume that
they prefer outputs located on the production possibility curve, i.e., on the
boundary of the set of production possibilities. The fact that the producer’s
real position is below the technological boundary of the production set is
explained by the large number of decision makers in the firm (Simon, 1957),
the cost of search (Stigler, 1961), transaction costs (Williamson, 1975), the
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Figure 1: The Optimum of Producer Homo Se Assecurans
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If the planning center sets a more demanding target, its increasing taut-
ness calls forth a shift in the allocation of the producer along the set P. The
figure suggests that the planning center has at its disposal a regulatory tool:
if there is a need to increase the amount of output, the planning center will
call for a more demanding planning target. As we shall explain later, the
result is not so straightforward, since the producer’s reaction can be quite
unexpected. In some cases, he might decide to increase the level of output,
while in others he might decide to reduce output or even fail to exhibit any
output sensitivity to the degree of tautness of the plan. All these cases will
be analyzed by using a model representing a partially reformed economic
mechanism with central control.

3. A Partially Reformed Economy with Central Control

We now consider the following model of economic management: the
planning center conditions the economic survival of the producers on their
ability to self-finance their operations while the prices of inputs @ and the
price of the output p are subject to the control of the center.
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This model is a particular case of the model discussed above. Assume
now that the plan-feasible function g(z) has the explicit linear form

o(#) = (%) -z

As far as the objective function is concerned, the previous assumption re-
mains unchanged: the producer again maximizes the reserve between his
production capacity and the level of production actually carried out.

The reduction of the planning constraints to the sole requirement of
profitability in economic self-financing does not, as we shall see, by itself
cause a change in the producer’s motives. The only difference from the
previous model is the special form of the lower boundary of the production
set. Nevertheless, this does not set aside any of the previous reasons for
the inefficient behavior of the producer. On the contrary, this alteration
can lead in reality, at least temporarily, to a strengthening of the tendency
to secure oneself with the aid of a reserve. If the principle of self-financing
entrepreneurship—intended to be the essence of reform in Czechoslovakia
and other countries—were effective, the lower boundary of the production
set would have to be definitely firmer than prior to such reform, when the
firm had available a number of loopholes through which it could introduce
slack into the plan a posteriori. The risk of arriving at an empty production
set after an alteration of relative prices can be a serious threat, especially
when the abolition of a large number of direct commands would also cause
the disappearance of many certainties that producers had enjoyed before.

It is questionable whether the planning center, having given up direct
commands, still retains some control over the level of output. During the
early stages of reform, the faultless functioning of market forces cannot be
assumed. If the factor markets do not work properly, then it is quite clear
that the planning center would have to intervene in order to increase or
decrease the output levels of certain commodities. The question is this:
will the planning center be able to control the producers without reverting
to the former method of direct commands?

In order to answer this question, we must analyze the supply function of
the producer—at our abstract level of reasoning. We shall inquire into the
dependence of the optimal level of output y (analyzed from the producer’s
point of view) on the output’s price, given that the prices of inputs are kept
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