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A Consideration of the Ideal Subsidy System for Local Public Transport:

A Study Focusing on the Criticism of Deficit Compensation

HE Le, NAGATA Ukyo, LE Yiping

In rural areas, public transportation is becoming increasingly unprofitable, and many public

transportation services are secured by public subsidies from the national and local governments.

Many organizations and commentators have pointed out that these subsidized services are a "def-

icit-covering subsidy system," which reduces incentives to improve efficiency. This study points
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out that academic theory and Japanese administrative practice show that public subsidies can be
divided into "total cost contracts, ex post deficit subsidies, and net cost contracts," and clarifies the
problem that the "deficit compensation criticism" does not distinguish between total cost contracts
and ex post deficit subsidies. The study pointed out that after the deregulation of passenger trans-
portation services, the significance of ex post deficit subsidies was lost and that the government

subsidy system was not sufficiently improved.
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