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TRUTH-PELLING, INCENTIVE EFFECT AND BONUS SYSTEM

ABSTRACT

In this paper, we analyze the much discussed incentive scheme
Weitzman model. We find that although the Weitzman model induces the
workers’ truth-telling behavior, it can not excite the optimal effort level
from the workers. It can be shown that, ex ante, Weitzman model. Is a
linear-sharing rule; the workers’ bonus is a fixed proportion of the divi-
sion’s profit. This sharing proportion does not vary with the degree of
difficulties of the achievement of the division profit. To induce the opti-
mal effort level, we develop a non-linear sharing rule. This non-linear
sharing rule, on the one hand, preserves the true-telling property of the
Weitzman model, one the other hand, corrests the drawbacks. Under the
non-liner sharing rule, the sharing ratio varies with the degree of difficul-
ties of the achievement of the profit. Therefore, it induces the optimal

level of effort from the workers.



