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Abstract

For many years, bus and railway companies in regiareas in Japan have
been struggling to stop decreases in passengereranilthough motorization
and the construction of road networks have causetinihg ridership in public
transportation, deregulation in the transportatiatustry has also played a part
in this phenomenon. The main purpose of this p&p&y overview the current
situation and to discuss issues related to regitraakportation in Japan. We
evaluate regulation and public transportation gyolig focusing on railway and
bus services in regional areas.

[Key Words]: Deregulation of transport, Rural transportationgertical
separation
[JEL Classification]: H54, R48, R51



1. Introduction

In Japan the population is decreasing becauskeofl¢clining birthrate,
while the proportion of elderly people is increasiit is thought that these
factors will influence regional transport systenWhile megacities grow,
smaller cities face a decrease in population. bt, fdapan’s population as a
whole began to decrease in 2005, when the numbenuwficipal districts,
towns, and villages with decreasing populations Wv&42 (69.4% of all), and
the number of municipal districts, towns, and \g#a with population increases
numbered only 723 (30.5%). Experts agree that thresels will continue into
the future.

Furthermore, the number of those who use the bdgsalway systems is
decreasing because of motorization and the coristruaf a road infrastructure
network. The accumulation of urban functions anguytation densities in
central areas has been decreasing in suburbas. dihe sprawl phenomenon of
urban areas has accelerated with the developmerdrgé-scale commercial
facilities in suburban areas of the city.

With decreasing usage, public transport is comsitldo be losing its
advantage to the private car. If demand declingsraiors respond by reducing
service level or increasing fare, which resultsthe further deterioration of
demand, putting management in an even more diffsitilation than before.
Consequently, policy makers are struggling with ithportant issue of how to
maintain transport service in rural communitieSapan.

From an institutional perspective, the purposedefegulation in the
transport industry has been to alleviate consurmepliss by improving the
efficiency of service provision. However, profithlyi can hardly be expected.
Moreover, the cost structure is stifling, as mapgrators have already grappled
with cost reduction, and it is thought that a ferthationalization of cost cannot
be expected. Consequently, the supply side caomgel properly adjust costs
to correspond with decreases in demand, creatisguation in which users’
needs are no longer satisfied.

If service cannot be provided through the marlethlic assistance is
approved. But of course, it is necessary at the thapproval to rationalize
supply costs as much as possible. In recent yaangymber of municipalities
have reviewed local transport services and instituthe provision of new
services, for example by combining ordinary locas$ Iservice with school bus
service or special transport. Many such servicescegated in response to the
current state of traffic demand.



However, the following questions are always arues®f discussion:
whether it is necessary to maintain the servicewhat level it should be
maintained; and what kind of services should bevigem. Unified central
control over regional transport policy by the Minyswould not be possible
because issues related to transport vary accotdimggion, and actual traffic
flow does not coincide with administrative boundari A new consensus-
building organization is therefore necessary taistdjnterests when a certain
policy is executed.

Even if decentralized decision-making is prefezakihere are many cases
in which it is necessary to seek financial resasiftem the municipality. On
that point, the Local Transport Plan in the Unikgdgdom, which is obliged to
abide by the Law on Transport, has an advantagausedt decides on a certain
outcome.

The main purpose of this paper is to overview ¢heent situation of
local transportation in Japan, especially focusingrailway and bus services,
which are still vital transportation modes in rurateas, and to evaluate
regulatory and policy issues for local transpootatservices. In this evaluation,
we pay special attention to the consensus-buildimgcess in the local
community. This paper is organized as follows. Aftee introduction, in
section 2, we explain the legal framework, resgdaligi and organization of the
public transport industry in Japan, summarizing anajegulations and
regulatory bodies. In section 3, we explain mgrectic regulations and in the
following section explain the provision process. \WWescribe the regulation
structure in the transportation industry, regukatoeforms, planning, and the
provision of LPT services. In this case, we focus local bus service and
describe decision-making systems related to LPVices. There follows an
explanation of the effects of deregulation, and explanation of railway
restructuring. In section 4, we describe the maarfcing system in both the
local bus and railway industries in Japan. Inieach, we present statistical
data for several items, to serve as monitoring BT Lservices. If quantitative
data are not available, we describe the situat®mvell as we can under the
circumstances. In our concluding remarks, we sunz@ammportant points
regarding LPT in Japan.



2. Legal Framework, Responsibility and Organization

2.1  Major Regulation

The main law applicable to local bus servicehesRoad Transport Law
(Doro Unso Ho). The railway industry is regulateg the Railway Business
Law (Tetsudo Jigyoho), to which all rail compantesve been subject since
April 1, 1987, when the privatization of Japan Natl Railway (JNR) was
enacted. Although progress has been made towaegwation, it is a fact that
both the local bus industry and the rail industrg still regulated. Details of
regulation and deregulation in these industrieseapained in the next section.

2.2 Regulatory body

The Ministry of Land, Infrastructure and Transptidn is responsible for
regulations and policy-making in both the local launsl the railway industries.
This regulator must approve the ceiling price focdl bus service. Because
yardstick regulation is applied to the local bud &al service industries, several
measures for evaluating operators’ performancecaliected in order for the
regulator to set standard costs for each operatso, for the many private local
bus operators creating deficits, the governmenviges assistance in the form
of subsidies, in a scheme administrated by the $thyiof Land, Infrastructure
and Transportation.

In addition to the Ministry of Land, Infrastruceuand Transportation, the
Ministry of Internal Affairs and Communications p$aa role in the regulation
of publicly owned local bus operators and publaiyned subway systems. For
example, the Local Public Corporation Law (ChihoeK&igyo Ho) identifies
this ministry as holding certain responsibilitiedated to the administration of
public corporations and their corporate bonds.

3. Provision and Regulation of Local Public Transpad Sector’s Services

3.1 Regulation and Recent Regulatory Reforms in L@t Transport

Table 1 shows the major regulations of the loaas Industry and the
railway industry. As this table shows, in genergleamission system is used for
entrance, a pre-notification system for exit, amat fare revision, a pre-
notification system as long as the revision dogseroeed maximum fare.



Table 1: Deregulation in the Passenger Transpatbfe

(Part 1)
Mode Passenger ralil Route Bus Chartered Bus
Law Railway Business Law| Road Transport Law Road Traridmw
License system applied License system applied License system
to every route to every route depending on the
Market e e )
entrance —Permission system | —Permission system byoperathna_l area
applied to every route | operators —Permission system by
operators
Permission system Permission system Permission system
| —»Pre-notification to the —Pre-notification to the —Ex-post notification
Market EXit | \Ministry (1 year Ministry (6 months system
before) before)
Approval system Approval system Approval system
Fare and | —Pre-notification —Pre-notification —Pre-notification
charge system under approval| system under approval| system
of maximum fare. of maximum fare.
Promulgation: 21 May | Promulgation: 26 May | Promulgation: 21 May
Schedule 1999 2000 1999
The date the law takes| The date the law takes| The date the law takes
effect: 1 Mar. 2000 effect 1 Feb. 2002 effect: 1 Feb. 2000
(Part 2)
Mode Taxi Passenger Boat Domestic Air
Law Road Transport Law Marine Transport Law  Civil Aeaatics Law
License system License system applied License system applieg
depending on the to every route to every route
Market . e e
entrance operathnql area —Permission system by—Permission system b
—Permission system byroute operator
operators
Permission system Permission system Permission system
—EX post notification | —Pre-notification to the —Pre-notification to the
Market Exit | system Ministry ( 30 days Ministry (6 months
before)
before)
Approval system Approval system Approval system
Fare and | —Approval —Pre-notification —Pre-notification
charges | system( Maximum system system
fare)
Promulgation: 26 May | Promulgation: 11 Jun. | Promulgation: 11 Jun.
2000 1999 19999
Schedule

The date the law takes
effect: 1 Feb. 2002

The date the law takes
effect: 1 Oct. 2000

The date the law takes
effect 1 Feb. 2000

Source: Ministry of Land, Infrastructure and Tram$§2002).



The most recent deregulation in the transportosetok place in
December 1996, at which time the Ministry of Tram$currently reorganized
as the Ministry of Land, Infrastructure and Tram$pdvLIT) rescinded
regulations controlling supply and demand. The psepof this deregulation
was to revitalize the transport sector by introdgcicompetition. Before
deregulation, regulations for controlling supplydaglemand had allowed
transport operators to function as regional monepoin exchange for the
government’s control over entry or exit from therke through the granting of
licenses, which prohibited operators from changthgir routes. Transport
operators were forced to maintain all routes byngiscross-subsidies from
profitable routes. Furthermore, the transport t#rthese routes was determined
by a rate-of-return regulation, which stipulatedttionopoly firms be required
to charge the price that would prevail in a conipeti market, equal to the
efficient costs of production plus a market-detewni rate of return on capital.
This regulation had created a vicious cycle ofngsfares as a reflection of
decreasing revenues, which decreased the numbesissengers. Under these
conditions, municipal governments had no choicetdsubsidize losses.

To ameliorate these problems, the Railway Busihesg and the Road
Transport Law were revised. The revision aimedetotalize local transport by
removing the Transport Ministry’s control over tkasdustries. In turn, service
was expected to reflect the status of needs iarth@. But it should be noted that
even if this policy was capable of making profimreas more efficient,
unprofitable routes were still in danger of beihgleéshed.

In the bus sector, regulations for controlling @ypand demand were
abolished in 2002 following the deregulation of tbeed bus services in 2000,
as Table 1 shows. Before deregulation, a licensg mexessary to enter the
market or to set routes. However, these rules wenplified, and a permission
system was introduced for market entry as wellraa@proval system for route
setting. The government’s approval was necessasgti@ certain fare, but the
rule was simplified to allow bus operators to $edirt own fares as long as the
fares were lower than the approved maximum fare.

In the railway sector, the fare-setting rule watkmmed in 1997. Under
this rule, operators could set their own fare afte-notifying the Ministry, as
long as their planned fare was lower than the marinfare allowed. The fare-
setting rule differed from the price cap regulatidrowever, in that the
maximum fare was calculated based on the ratetofrreln March 2000, the
regulation for controlling supply and demand waslisbhed by the revised
Railway Business Law. The rule for entrance irite tmarket, which at first
required operators to obtain a license, was resdindnd the rule regarding
exiting the market was changed from getting penamiss$o pre-notifying the
Ministry.
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3.2 Planning and Provision of LPT Services

In general, responsibility for planning the logalblic transport sector’s
bus services falls upon the regional council, tkgianal public transport
council, and the council constituted by the Actn tBe other hand, individual
local bus operators are responsible for the prowisif the local public transport
sector’s services. Table 2 shows the decision-ngalaystem for local bus
services.

As for local public transportation provided by thelway industry, the
council constituted by the Act is responsible fanming, while individual rail
operators are responsible for provision of services

In this section, we explain the decision-makingtegn and its transition
by focusing on local bus services.

Table 2: Decision-Making System for Local Bus Seggi and Its Transition

. : The Council
. . Regional Public :
Name Regional Council Transport Council ggtnstltuted by the
Law on
Revitalization and
Road Transport Road Transport Rehabilitation of
Law Law revised in Feb Law revised in Oct. Local Public
2002. 2006 Transportation
Systems in Oct
2007.
i) Encouragement for
integrated decision
Setting rules for maklng in the
. . : : region.
Securing regional services which use . .
. . i) Integration of
Purpose transport services afterprivately owned cars transport polic
deregulation and receive some user 1Sport policy
which had been
fees
executed
independently by
transport mode.
Organizer  Prefectura Ciies, tonsand ol towns and
9 government L o
villages villages
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District bureaus of

MLIT, prefectural Public transport

L operators,
District bureau of governments, o
L administrators of
MLIT, administrators of
U . roads,
- Municipalities of roads, Police, bus ,
Participants " representatives of
cities, towns and operators, :
X . users, residents,
villages, Bus representatives of ;
: companies, schools
operators residents and users,

or hospitals in the

scholars, etc. .
region, scholars.

i) Setting conference
based on the Act
» Independently
act in the local
community
i) Setting action plan
in close cooperation.
» Set basic plan,

i) Integrate bus
services which use
hired coaches and
charge fare for
normal public
buses

i) Deregulation of
fare setting rule

Discussion about
maintaining routes

Contents which cross prefecture

boundaries. from approval to gg\a/zg séerwce
notification if ) rage,
identify the
routes concerned .
project, target,
are to be .
L and project
maintained
schedule

()Financial backing
was not secured.
i) In some cases, the
decision of the
conference differed
from that of assembly
supported . :
e after discussion of
It is difficult to .
Issues o budget adjustment.
maintain bus routes ...
iii) Other transport
because most routes concerns such as
o S modes were not ) . .
inside municipalities . increasing office work
: discussed. The purpose ;
were not considered. would remain.
of the conference was
limited to discussing
how to maintain bus
routes.

i) Routes which do not
cross boundaries are
not discussed or

The purpose and the
subject of discussion in
conference should be
re-appraised if the
function and role
would increase. Some

Decision-Making Systemsin Local Bus Services

The economic benefits of local transport serviceshe region or users
are seen as the external benefit of the servideshwneans that it is reasonable
for users and residents alike to cover a portiothefcost, in accordance with
the “beneficiary pays” principle. To request resideand users to take on a
financial burden, public involvement is necess#&ypossible scheme would be
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town meetings composed not only of operators aednthinicipal government
but also of representatives of residents or usigisessential that local transport
services not be controlled by the central goverrimieormulating a policy that
leads to the highest efficiency is necessary.

When regulatory reforms for bus operations toakcelin 2002, some
areas feared that transport services would be vawnal Out of 246 operators,
184 face deficits, and operators in other localasréace serious situations
(150 out of 171 operators, or 87%, face deficii®)e setting of a “Regional
Council Chiiki Kyogika)” by the prefectural government as a safety net tha
first movement in decentralization. That institutimade it possible to discuss
ways to maintain bus services, of which routes ceeveral municipalities of
cities, towns, and villages, and is subsidized bg Ministry of Land,
Infrastructure and Transport. Also, it was showat #avery municipality would
be responsible for bus services within its own roipal boundaries.

The formation of these regional councils anticgolathe independence of
local transport services by decentralizing respmlitsi and decision-making to
the regional level. Similar entities have beenugeby several revised acts: the
“Regional Council” mentioned above, set up by theviRed Road Transport
Law in 2002; (2) the “Regional Transport Councggt up by official notice of
the Ministry of Land, Infrastructure and TransportMarch 2003; and (3) the
“Regional Public Transport Council,” set up by thather revised Road
Transport Law in October 2006. These systems hiaviéas purposes, and each
can be seen as an outcome of the revision of thenefo system. These
transitions imply that results are heavily dependen the following three
components: skilled policy-makers who are respdadidyr city planning; public
involvement; and financial support conducive toetgralized planning.

Theimportance of skilled policy-makers

An institutional system to engage the public hasrbset up but was not
successfully introduced. There was some confusioang several city, town,
and village municipalities. The revised Road Tramsphaw in 2002 prescribes
setting up a “Regional Council,” but only after ogers have submitted service
withdrawal notices to the Ministry of Land, Infrastture and Transport. In
addition, discussion in the council was to takecelanly when the route
concerned covered several municipalities and wggbkd for a subsidy from the
prefecture. In other words, councils could not le¢ gp for routes inside
municipalities, so that municipalities had to malodicy by themselves, but with
little know-how, their efforts did not prove to baccessful.
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It was inevitable that municipalities with no expace in transport
planning would be unsuccessful because of thecdlffiregulations of the
Ministry of Land, Infrastructure and Transport. @onted with the withdrawal
of services, the only solution was to charter ceacind operate them with fare
as an exception to the Road Transport Law.

| nvolvement of residents and users

Discussion and decision-making systems have beatableshed since
deregulation in 2002. “The Regional Council” présed in 2002 was to discuss
and to make a decision concerning bus routes theddied the boundaries of
prefectural municipalities. However, no scheme wesscribed in the law of
2002 for responding to the withdrawal of bus sesithat do not straddle
prefecture boundaries. Therefore, because theyitti@dknowledge or skill in
managing or planning transport services, munidiealiof cities, towns, and
villages inside the prefecture had no choice butsubsidize bus operators
intending to withdraw services that did not stradabundaries.

In the reform of the Road Transport Law in 2006;R&gional Public
Transport Council” took the place of the former ¢Rmal Council.” The
“Regional Public Transport Council” has been setimghe city, town, and
village municipalities that consider it necessaifjhe members comprise
municipalities, operators, and representativesesidents and users. This made
it possible to consult with the public compreheebno investigate local needs
and adjustments of route, timetable, and faresghvhad been the responsibility
of the operators.

This measure created a new demand-responsivdt tsamgice (DRT or
dial a ride), which differs from the ordinal semst fixed timetables and routes.
Furthermore, the streamlining of the fare-settingcpdure caused a decrease in
the operators’ burden, which means that the maxirfarsnhad to be approved
by the Ministry of Land, Infrastructure and Trangpbut it was still permissible
to announce a change in fare after a “Regionali@dwhnsport Council” was
held. These measures spurred many municipalitiesogerate so-called
“community buses,” their original bus services, ethreflect the needs of local
communities.

Budgeting in corroboration with the execution of policy

The “Regional Public Transport Council” settledthg amendment of the
Road Transport Law in 2006 was created to estalbigisport systems which
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most reflects local needs. With this amendment, lipuinvolvement was
realized institutionally.

However, even though a decision-making system feasulated, it did
not secure a reliable execution of the policy beeahe scheme did not secure
the municipalities’ financial support. In some cgsa policy decided in a
Council was rejected after budget adjustments duiie assembly. This shows
the importance of creating a decision-making systeth a sound financial
background. The Law on Revitalization and Rehattibh of Local Public
Transportation Systems in October 2007 ruled tmatconference for the region
be named “Council Constituted by Law.” Depending tbe provisions, the
council should decide on a policy and secure ltoealsport services by drawing
up a budget of its own. And municipalities woulgbpart policies financially.

In particular, the law does not limit the applioatfor bus service, but can
limit railway or sea transit services between id&anThis made it possible to
constitute an integrated regional transport planmckv would be the most ideal
option for the region. During the Council, membars requested to discuss the
following five matters: (1) basic and conductivaning; (2) defining the area
that the plan covers; (3) setting a target and simgo realistic projects;
(4) making timetables; and (5) defining respongibg for each participant in
the council. As such, the “Council Constituted 3w’ can discuss provisions
for regional transport services comprehensivelyraadistically.

3.3 Effects of deregulation

Local Bus Services

Deregulation in rail and bus services was expetdezhuse revitalization
by the introduction of a market mechanism leadmontreased productivity and
improvement in service. However, service in run@as appeared to suffer. In
fact, about 70% of local bus operators have operali deficits, as Table 3
shows. Likewise, about 80% of local railway operstitave operational deficits.
These statistics show that it has become quitelg@madiic to maintain local
routes for people who live in rural areas.
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Table 3: Situation of Local Bus Operators in 2008

Finances Percentage Number of Operators
Areas of Current
Revenue| Expense| Profits Balance | Profits | Deficits| Total
(%0)
Urban Areas 448 467 -9.7 95.8 41 34 7b
Other Areas 298 339 -40.7 88 21 150 171
Total 746 806 -60.4 92.5 62 184 246
Note:

(1) “Urban areas” include the following prefectursd areas: Chiba prefecture, Buso area
(Tama area in Tokyo, and Saitama and Kanagawa queés), Keihin area (Tokyo
special administrative district [central Tokyo], tska, Musashino, Chofu, and Komae
cities in Tokyo, Yokohama and Kawasaki cities imegawa prefecture), the Tokai area
(Aichi, Mie, and Gifu prefectures), and Keihansldrea (Osaka, Kyoto, and Hyogo
prefectures).

(2) Unit item for finance: billion yen.

Source: Ministry of Land, Infrastructure and Trams2010b).

Railways

Many railway routes have been discontinued siheeRailway Business
Law was rescinded in 200 fact, as Table 4 shows, the length of discormtthu
railway lines has reached 634 km since 2000. Likewmany bus routes have
been scrapped since the Road Transport Law wamsdesc The dismantling of
these routes and lines indicates that the prolfitalaf transport service is too
low to justify maintaining them, as many operatgiasld to the difficulty or
impossibility of financing deficit-making servicasthout public support.

Table 4: Discontinued Rail Routes in Recent Years

Fiscal Line Compan Section Route- Date of
Year pany km Withdrawal
Nishi-Nippon : :
2000 Kitakyushu Line Railroad Co., Kuros_akl Station 5.0 26 Nov. 2000
Ltd — Orio
2001 NanaoLine  Noto Tetsudou  Anamizu — 20.4 1 Apr. 2001
Corporation Wazima
Shimokita . )
Ohata Line Kotsu Shimokita — 18.0 1 Apr. 2001
. Ohata
Corporation
Nagoya )
Ibi Line Railroad Co., Kurono — Hon 5.6 1 Oct. 2001
Ibi
Ltd
Nagoya Kurono —
Tanigumi Line  Railroad Co., - . 11.2 1 Oct. 2001
Ltd Tanigumi
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Nagoya

Yaotsu Line Railroad Co.,  Akechi —Yaotsu 7.3 1 Oct. 2001
Ltd
Nagoya
Takehana Line Railroad Co., Egira — Ohsu 6.7 1 Oct. 2001
Ltd
Nagano Electric .
2002 Kato Line Railway Co., Sh|n§_hu—Nakano 12.9 1 Apr. 2002
Itd. — Kijima
Nankai Electric
Wakayamako  poyway oo, Wakayamako — 2.6 26 May. 2002
Line Ltd Suiken
Keifuku Electric Higashi Euruichi
Eiheiji Line Railroad Co., gashi t 6.2 21 Oct. 2002
Ltd. — Eiheiji
Nambu Jukan  Nambu Jukan Noheji —
Railroad Line  Railroad Line  Shichinohe 20.9 1 Aug. 2002
Arida Tetsudo Arida Tetsudo Fujinami —
Line Co., Ltd Kanayaguchi 5.6 1 Jan. 2003
West Japan
. Railway Kabe —
2003 Kabe Line Company (JR  Sandankyo 46.2 1 Dec. 2003
West)
Nagoya . .
2004 Mikawa Line Railroad Co., Hekinan — Kira 16.4 1 Apr. 2004
Ltd Yoshida
Nagoya -
. . . Sanage — Nishi-
Mikawa Line E?jllroad Co,, Nakaganei 8.6 1 Apr. 2004
Nagoya .
2005 Ibi Line Railroad Co.,  CNusetsu 12.7 1 Apr. 2005
Kurono
Ltd
Nagoya . L
Gifu City Line  Railroad Co., gg” Station 3.7 1 Apr. 2005
Ltd usetsu
Nagoya . .
Minomachi Line Railroad Co., Tetgumelcho 18.8 1 Apr. 2005
Seki
Ltd
Nagoya L i
Tagami Line Railroad Co., _Tagaml Keirin 1.4 1 Apr. 2005
Ltd jo-mae
Hitachi Dentetsu Hitachi Jo-hoku Ota —
. Dentetsu Co., 18.1 1 Apr. 2005
Line Ltd Ayukawa
Noto Line Noto Tetsudou  Anamizu — 61.0 1 Apr. 2005
Corporation Takojima
Hokkaido
2006 "urusato Ginga ChihokuKogen | o itami 140.0 21 Apr. 2006
Line Railway
Company
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Tokadai New Komaki —

Tokadai Line Transit Co., Ltd. Tokadai-Higashi 74 1 Oct.2006
Kamioka Inotani —
Kamioka Line  Railway Okuhida 19.9 21 Apr. 2006
Company Onenguchi
Kurihara Den- Ishikoshi —
2007 Kurihara Den-en en Tetsudo Hosokura Mine 25.7 1 Apr. 2007
Tetsudo Line Railway
Park
Company
Kashima Kashima
. railway Ishioka — Hokota 27.2 1 Apr. 2007
Tetsudo Line
Company
Nishi-Nippon I .
Miyajidake Line Railroad Co., le_lr_ntetsu Skr_nngu 9.9 1 Apr. 2007
Ltd — Tsuyasaki
Takachiho Nobeoka —
Takachiho Line Railway Co., Kimi 29.1 6 Sep. 2007
Ltd. Makimine
. Shimabara . .
Shimabara . Shimabara Gaiko
2008 Tetsudo Line E?jllroad Co., Kazusa 35.3 1 Apr. 2008
Miki Line Miki Railway i vakuiin 6.6 1 Apr. 2008
Company
Nagoya
Monkey Park . Inuyama Yuen —
Monorail Line E?jllroad Co., Dobutsuen (Zoo) 1.2 217 Dec. 2008
Takachiho Makimine —
Takachiho Line E?jllway Co., Takachiho 20.9 28 Dec. 2008
Hokuriku Tsurugi — Kaga

2009 Ishikawa Line 2.1 1 Nov. 2009

Railway. Co. Itd Ichinomiya
Source: Ministry of Land, Infrastructure and Tramgg2010c).

There are important points to be considered bssmtefitability. First,
many people, such as the elderly, whose numberns@easing, have no choice
but to rely on public transport, and for this raaslbe government must make
every effort to maintain public transport.

But it is also in a government’s best interestmaintain public transport
because some transport services might have amaltgreffect that contributes
to the regional economy, in which case it wouldréasonable to consider not
only operational revenue but “social benefit,” whiacludes the proceeds from
daily operations and the value of convenience abae. The Ichibata Electric
Railway argued its case for revitalization by usthg idea of the externality
effect and was awarded a subsidy by the municipakegment of Shimane
Prefecture. Table 5 shows some examples of cagzliatlues based on the idea
of the externality effect.
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Table 5: Some Examples of Calculated Social Value

Bessho
Line of

Akita
Nairiku

Ichibata
Electric

Toyama-ko
Line of JR
West

Kishikawa
Line of
Nankai

Ueda
Kotsu
Railway

Jukan
Tetsudo
Railway

Line Railway
Electric

Railway

Increased
time of travel
and fare if rail
service was
transferred to
bus service

44.3 36.8 46 99 74

Increased
traffic volume
of cars on the
road and the
lowered
velocity when
service was
abolished

38.5 3.8 44 201 59

Indicators
of Social
Benefit

Increased
CO2 7 - 0.4 2
emissions

0.05

The region’s
pride in the
existence of
its railway

4.9 2.2 - - -

Virtually

raised funds
for - - - - -
reconstructior
of railway

Note:

(1) Unit: 100 million yen.

(2) Because the estimations were carried out sigharaome information is not available.
Source: Japan Railway Construction, Transport aahiiology Agency (2006).

Third, in order to manage administrative costshi future, it would be
advisable to engage in city planning that valueklipuransport systems and
recognizes their central role. Traditional plannings not adequately taken
public transport into consideration, and has evemadted from its functions.
Because of near-sighted planning, people are nowe iieely to use their own
private vehicles, and facilities like shopping makre more likely to be located
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in suburban areas instead of in the central cityother words, cities have
sprawled in all directions, and municipalities éikely to be required to bear
more administrative costs as the population ageb @ublic transportation
becomes less available.

3.4 Railway Re-Restructuring and Public Support

Obviously, it is illogical to say that a subsidy necessary because
services are operating with deficits. However, wigensidering the declining
population and the aging society of the future haee to create a local transport
system that would be sustainable by streamliningfscor reforming existing
institutions. Many transport operators have copét twdget cuts by reducing
labor costs, but there is little room for more atnéining. On the other hand,
regular renewal of coaches and infrastructure reaarice are necessary. These
requirements are far from trivial, especially ie tfailway business.

The Ministry of Land, Infrastructure and Transpaported that of the 90
rail operators in local areas, with the exceptibthe three largest metropolitan
areas in Japan, about 70% are in deficit. The Minisoted that if not for the
money spent on infrastructure maintenance, 90%hos$ea deficit-producing
operators would be able to achieve financial badafbis fact implies that if the
transport’s benefit to the region could outweigl tost, it would be reasonable
to ask the public sector for support to aid in tbaest of infrastructure
maintenance. Moreover, operations could remairhe Hands of the existing
private operators. Private operators’ efficiencgeintives would not be lost
because the cost burden would remain with the pgelctor.

Unbundling, or the vertical (operation and infrasture) separation of a
vertically integrated structure, has been consdlasea way for the public sector
to support infrastructure. In many cases, operatianits are left to the existing
operators, and maintenance and ownership of tihasinéicture are in the hands
of public sector. The patterns of unbundling introeld in Japan can be
classified roughly into three types. Figure 1 shdiws conceptual image of
vertical separation.

The first type is full separation of the vertigalhtegrated structure in
which there is an infrastructure owner and a rafl@perator who is responsible
for the daily operation of trains. We can furthissify into 2, but the method is
the same. The Aoimori Tetsudo Railway and the Ybetsudo Railway have
adopted this option. In this case, the railway afmrpays an access fee to the
infrastructure owner with support from the pubkctor.
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The second type is separation into an operationél and a publicly
owned infrastructure unit. This option was adopbgdthe Wakasa Tetsudo
Railway. It is possible with this kind of separatim decrease railway operators’
burden because the cost for infrastructure mainismand access charges no

longer exist.

Finally, the third type involves no separationuniits. For this type, the
municipal government would bear the cost of infiadure maintenance. This
type of unbundling would be referred to as a sdmaraf cost burdens.

(Type of
Separation)

(Example)

(Rail operation
company)

(Infrastructure
Company)

Figure 1 Types of Vertical Separation

Full Separation of the Verticall

Integrated Structure

Separation into
an Operational
Unit and a

Publicly Owned
Infrastructure
Unit

Aoimori Yoro Tetsudo Wakasa Tetsudo Echizen Tetsudo
Tetsudo
Newly
established
ggﬁ:ﬁl;,or Existing Existing
owned by operator operator
public and
private)
Daily Daily . . - -
operation operation Daily operation Daily operation
Newly
Rent Rent with Rent establlshed
with access with operator (jointly
access charge access d b bl
charge charge owned by public
and private)
Newly
established :
Existing operator I(D'\l/:ggfc?e;tor
operator (jointly owned over nr‘r)1 ent)
by public and | |9
private)
Infrastructureg | Infrastructure Infrastructure Infrastructure
and land and land and land and land
ownership ownership ownership ownership

Note: In the case of the no-separation type, tiveynestablished rail company is providing
both rail operation and infrastructure managemertie rail operation was conveyed by the
old existing operator. This type might be a cora@iform of ownership structure.

20



However, the second type of unbundling was praédbby the former
Railway Business Law. The Ministry of Land, Infragtture and Transport has
had to scrutinize operators from a profitabilitysbd point of view when they
first enter the market. This means the Law assuimaithe operation should be
profitable, so no operators could lease the infuasire without being charged.
The rule was partly revised by the Law on Revitdlan and Rehabilitation of
Local Public Transportation Systems and the sedgpd of unbundling has
again been admitted as an exception to the RaiBusyness Law.

These types of unbundling anticipate the revidion of the local
railways by decreasing the cost burden for privaitleoperators. However, there
are still some operators facing serious deficitsghsas the Jomo Electric
Railway, which followed the third type of unbundjin

These unbundling options are similar to subsidiiesthe installation of
new vehicles for bus operators, or subsidies fdiicile But the railway
subsidies have a different purpose. The formeridigssto bus operators were
meant to cover deficits resulting from regulatiamjich leads to inflexible route
or fare setting. However, as in the railway sectome policies more conducive
to social welfare have been introduced in mangsjtsuch as what is known as
a “community bus” in Japan. Many municipal governiseentrust private
operators, non-profitable organizations (NPOs), tocal community
organizations with municipal subsidies to run thaiganizations, but in some
cases, NPOs or community organizations operate ¢ngi bus services without
the help of the government.

Even private operators are in deficit and manggitace a critical period
of service withdrawal in the commercial market. osthemes that support
maintaining local transport systems without hurtomerators’ incentives have
been introduced. However, a mechanism is needechwiould allow residents
or users to participate in decision-making abougtivar the service should be
maintained or whether public support is reasonalbiethe next section, we
survey the transformation of decision-making systewer time.

4, Financing

4.1 Local Bus

In general, it is the policy in Japan that theltaiosts of public utility
industries, including the transport sector, be ceddy user fees. However, as
mentioned above, it is very difficult for local bugerators to be financially
independent in the absence of earmarked taxed,dagaonmental charges, or
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private finance initiatives. The main financial soes in addition to fare
revenues are subsidies from both national and pmatrnments.

The national government has set up certain suljmidgrams, the most
important of which provide support for essentialve®e routes. This support
program consists of two kinds of subsidies: opergasubsidies to help with
operation costs and capital subsidies for purclgasaw buses.

According to the Ministry of Land, Infrastructueaxd Transport (2009),
this subsidy program is provided to local bus omesawith the following
conditions: (i) The bus route is approved by thgiaeal council as worthy of
being maintained and is deemed an essential seoute by the governor of the
prefecture; (ii) The bus route covers multiple naymalities; (iii) The bus route
Is longer than 10km; (iv) The total passengersdagrof the bus route are 15 to
150 persons; (v) There are more than three busesteo daily; (vi) The bus
route accesses the central city of the region) (Tiie current revenue and
expenditure ratio of the bus route is more thar2@1lf the bus route satisfies
these conditions, then it can be subsidized.

Subsidies are given to bus operators to covercthieent revenue and
expenditure difference of essential bus servicéeourhese subsidies are borne
equally by the national and the prefectural govemis, with an upper limit of
9/20 of the current expenses of the essential énvice route.

Second, there are subsidies given to bus openat@goport the purchase
of new vehicles for essential bus service routé®s€ subsidies are also borne
equally by the national and the prefectural govemi®, with an upper limit of
15 million yen for a bus equipped to accommodatelltapped passengers.

In 2007, the total amount of subsidies for essérgervice routes was
6,576 million yen, and that for the purchase of n@hicles was 1,096 million
yen. Of the 1,185 bus operators in 2007, about 18égived subsidies for
essential service routes, and 7% received subdmligrirchasing new vehicles.
Although bus operators in rural areas have beanddmancial difficulties, the
national government has been unable to increaseatheunt of subsidies
because of its own financial constraints.

Local governments, especially municipal governmerdlso provide
subsidy programs, of which there are many types, rttost common being
operating subsidies for the purpose of maintaiiowal bus services for the
transportation poor such as students and the glderl
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4.2 Railway

As in other public utilities, total costs of locgdrvices in railway are also
expected to be covered by rail fares. Howevelwasi services in local areas
have been financially facing difficulties so thatet national government
provides both operation and capital subsidies. r&lage five kinds of subsidy
schemes, as follows:

() Transportation facility subsidies: This scheme @ grovide -capital
subsidies to rail organizations in order to imprake safety level of rail
facilities. The national government provides 1f&apital costs, with local
governments bearing an additional 1/3.

(i) Subsidies for the modernization of facilities: Altlgh similar to the
transportation facility subsidy, this scheme ismhato support smaller rail
organizations with very old infrastructure suchwamels and bridges. The
national government provides 1/3 of capital cosi#ly local governments
bearing an additional 1/3.

(i) LRT system subsidies: This scheme provides cagitdisidies to rail
organizations to facilitate the introduction of LRIystems with city
development. A portion of the costs, such as fof lt&ling stock, stations
for LRT, substations, and tram depots, are sulmilizvith the national
government providing 1/4 of capital costs and logalvernments an
additional 1/4.

(iv) Subsidies for revitalizing regional public trangjation: This scheme
provides subsidies to a legally mandated counciinsisbing of
municipalities, transport providers and managersrazfds, in order to
revitalize regional public transportation. This eofe is not limited to
railways but is a general package system for varteansportation modes.
The national government provides 1/2 of developrgests.

(v) Community rail subsidies: This scheme provides tea@ubsidies by the
legally mandated council or the third sector (jantly established by
private and public sector) to railways in order itoprove rail users’
convenience. A portion of capital costs such asrdoite rearrangements,
improvement of station faciliies and developmerit pass-by track
facilities, are subsidized, with the national gaweent providing 1/3 of
capital costs and local governments bearing artiaddl 1/3.

5. Monitoring of Services

In this section, we will give an overview of thecél transportation
situation. It is worth noting that the statisticstdd here focus mainly on local
bus services. Although rail services do exist icaloareas, statistics from the
railway industry mainly reflect conditions in largeetropolitan areas like Tokyo
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and Osaka, and intercity services such as the 8hs@n networks. Because
nation-wide data on railways does not give a geeture of local areas, we do
not include all railway industry data here.

5.1 Organization Form

In the local bus industry, different operationaidrmhs have appeared, such
as tendering or concessions to private compartiesvever, typical operational
forms are either municipal transport bureau opesato private bus operators
running bus services directly. Unfortunately, theseno available data on the
percentage of supply forms.

As for the rail industry, most systems are veliycmtegrated. However,
in smaller metropolitan areas, the number of vallijcseparated systems has
been increasing. Within the vertically separatesteay, there are some forms
mentioned in section 3.4.

5.2  Supply and Demand

Deregulation in the transport sector has beeniechrout as part of
administrative reform, mainly after the 1980s. Thest notable reform was the
privatization of three public corporations: the plgm Telegraph and Telephone
Public Corporation in 1985, the Japan Tobacco aadtl Fublic Corporation in
1985, and the Japan National Railways in 1987, redllized under Prime
Minister Nakasone’s administration.

The privatization of the Japan National Railwagr@after JINR) was an
especially remarkable reform. Although the detaisthe privatization were
described in, for example, Mizutani and Nakamu@9{l, 2004), the essence of
the privatization was to give operators an incentiv operate efficiently and to
resolve the financial problems of the organizatibime JNR was expected to be
independent financially but had not drawn a prefiice 1964, when it first
faced an operational deficit. It recorded trilligan deficits after 1980, and huge
subsidies, such as a massive 600 billion yen syhsid 985, were granted to
JNR by the national government.

Table 6 and Table 7 show trends in passenger simaoeg transportation

modes. As these tables show, railways began to dosenance in the mid-
1960s, clearly because the railway sector coulcadpist to motorization.
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Table 6: Share of Passenger Transport Modes

Fiscal Number of Passengers Passenger-km

Year Auto Rail Ship Air Auto Ralil Ship Air
1955 30.2 69.3 0.5 0.0 16.6 82.1 1.2 0.1
1960 38.9 60.6 0.5 0.0 22.8 75.8 1.1 0.3
1965 48.3 51.3 0.4 0.0 31.6 66.8 0.9 0.8
1970 59.2 40.3 0.4 0.0 48.4 49.2 0.8 1.6
1975 61.5 38.1 0.4 0.1 50.8 45.6 1.Q 2.7
1980 64.8 34.8 0.3 0.1 55.2 40.2 0.8 3.8
1985 64.3 35.4 0.3 0.1 57.0 38.5 0.7 3.9
1990 71.6 28.1 0.2 0.1 65.7 29.8 0.5 4.0
1995 72.8 26.9 0.2 0.1 66.1 28.8 0.4 4.7
2000 74.2 25.6 0.1 0.1 67.0 27.1 0.3 5.6
2005 74.9 24.9 0.1 0.1 66.1 27.7 0.3 5.9
2006 74.6 25.2 0.1 0.1 65.4 28.2 0.3 6.1
2007 74.4 25.4 0.1 0.1 65.0 28.7 0.3 6.0
2008 74.2 25.5 0.1 0.1 64.9 29.0 0.3 5.8

Notes:

(1) The item “Auto” includes private cars, busesd daxis. However, due to a change in
statistical treatment, the category of “Auto” b&fd986 did not include light automobiles
and wagons for private goods.

(2) Unit: %.

Source: Ministry of Land, Infrastructure and Trams2010a).

Table 7: Share of Passenger by Automobile Type

Fiscal Year Private Auto Bus Taxi
1945 4.5 85.3 3.5
1950 6.2 68.0 9.0
1955 115 57.0 9.3
1960 24.4 44.3 9.3
1965 57.0 18.5 6.8
1970 65.2 13.2 4.3
1975 70.7 9.6 3.8
1980 75.3 6.9 3.2
1985 76.5 6.6 3.1
1990 65.6 4.0 1.8
1995 70.9 3.3 1.5
2000 76.6 2.8 1.3
2005 77.8 3.0 1.2
2006 77.6 3.1 1.2
2007 76.2 3.1 1.2
2008 77.6 3.3 1.3

Notes:

(1) The item “Auto” includes private cars, busesd daxis. However, due to a change in
statistical treatment, the category of “Auto” be&fd986 did not include light automobiles
and wagons for private goods.

(2) Unit: %.

Source: Ministry of Land, Infrastructure and Tram${2010a).
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The statistics above include all kinds of servigsh as intercity
transport services. When limited to local bus sexy, the figures might become
clear. Total length of public transport buses #86,955 km in FY2008. Bus
companies totaled 1,185 operators, consisting If7Lprivate operators and 38
public operators in FY2007. Total vehicle-km run these operators was
3,033 million in FY2007. The number of passengeasigported in FY2007
totaled 4,267 million (2,673 million in 3 large mapolises and 1,594 million in
other areas). This means that on average peoptehuses at least 33.6 times
per year. Again, we cannot distinguish local sesifrom intercity services in
the rail industry. These numbers do not apply eortil sector.

5.3 Efficiency and Financial Coverage

In general, private bus operators are more efficthan their public
coumterparts. Operating costs per vehicle-km in F72were 316.3 yen for
private bus operators and 642.2 yen for publiavéf control other conditions,
the cost difference becomes smaller. Accordingcmemetric studies such as
Mizutani and Urakami (2003), total costs of pulilics operators are about 20%
higher than those of private bus operators.

Local bus services have been facing financiaialiffies. As mentioned
above, many bus operators create deficits. Howelkiermain revenue sources
among bus services are fare revenues, which to@8€d863 million yen in
FY2007. The percentage of costs covered by fareghwnclude capital costs,
Is 95.0% for private and 87.1% for public bus op@a Although we are unable
to obtain data on subsidies from local governmesubsidies from the national
government totaled about 7,682 million yen in FY200

5.4 Affordability and Social Accessibility

Single and monthly fare level is not available iouTable 8, we show the
average bus fare level reported by the governmantthe table shows, bus fare
level has not increased yearly. This tendencyobaoly extends to the local rall
service, although no concrete data set is availaldecause the role of local
public transportation services has been usurpedrbsate autos, operators
cannot increase fare level due to the fear of gpsurstomers.
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Table 8 Fare Level of Bus Services

Year Average bus fare CPI Monthly wage
(yen per km) (2005=100.0) (thousand yen)

1998 39.23 103.8 299.1
1999 39.29 103.0 300.6
2000 39.29 102.2 302.2
2001 39.29 101.5 305.8
2002 39.29 100.6 302.6
2003 39.29 100.3 302.1
2004 39.29 100.3 301.6
2005 39.29 100.0 302.0
2006 39.07 100.3 301.8
2007 39.13 100.6 301.1

Note:

(1) Average bus fare is obtained from the Ministry and, Infrastructure and Transport

(2009, p. 37).

(2) Monthly wage is based dBasic Survey on Wage Structure (Chingin Kouzou iibicei
Chosa)by the Ministry of Health, Labor and Walfare.

There are special fares which take into accoamsport disadvantages. In
general, these special discounted fares are fadests, the elderly, and
handicapped people. The level of discount diffessoading to the operators,
with many public operators allowing the elderly ah@ handicapped to ride
free, until recently, when financial difficultie®riced operators to charge a
discounted fare. In Kobe, for example, the faretfae elderly is 50% of the
regular fare.

Safety in local public transportation is high.AN2007, for example, the
number of serious accidents among local bus sexwiees 2,373. As vehicle-km
of local bus is 3,033 million, the accident rate0iZ3 per million vehicle-km.
The safety level is even higher among rail opegator

5.5 Territorial Accessibility
Total length in local bus networks was 396,955ikiRY2008.

Second, while information on the percentage of sowss with no
access or easy access to LPT is unavailable amatignal statistics, some
cities have information on this item. For exampieJtsunomiya city, which
has about 51.2 thousand inhabitants, the percectagged by bus service was
98% in the central business district, 19% in theushs, and 61% on average in
2007.
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Third, tariff integration in Japan is not up to eatvith most individual
operator having different individual fare systeniiere has been little progress
with tariff integration so far.

Fourth, park and ride spaces in the large cityfairly common and well
designed, in contrast to the situation in rurahare

5.6 Quality

The Japanese government does not systematicdléciceervice quality
data. Therefore, we use to describe the qualitipcdl transport service based
on the available information.

First, the average commercial speed of bus semaces according to
city. Large metropolitan areas such as Tokyo anak@®#$ave lower speeds. In
general, the average commercial speed of busugeket13 and 20 km/h.

Second, the percentage of reserved lanes is rge. l&ccording to the
Ministry of Land, Infrastructure and Transport (200he total length of priority
and reserved lanes in FY2008 were 1,160km and K@bAs total bus route
length was 396,955 km, the percentage of reseraresklis about 0.6%.

Third, while there is no information on the perage of junctions giving
priority to LPT, there is information on grantingrigrity to buses at
intersections, a system called PTPS (Public Tramson Priority System). In
FY2008, PTPS was installed at 2,188 intersections.

Fourth, consumer satisfaction or dissatisfactsohighly dependent on the
conditions of public transportation services. Whidere is no systematic data on
this item, surveys have been conducted, showingeXxample, that in 2009 in
Satte, a city with about 54 thousand inhabitantedrthern Saitama prefecture
and has about 54 thousand inhabitants, about 18i8people were satisfied
with the PTS but 54.1% were dissatisfied. As aao#xample, in Miyawaka, a
city with a population of about 31 thousand, loddbetween Fukuoka and Kita-
Kyushu, 14.6% of those surveyed in 2007 were sadisivith the PTS while
44 .5% were not.

Last, as for the quality of bus fleets, thereasnational data available on

this item. In general, the average age of a bwet fiould be around 8 to 10
years, with large cities likely having shorter Hieet life spans than in rural
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areas. Presumably, the renewal age of bus fleeldwoe between 12 and
20 years.

6. Concluding Remarks

Japan’s infrastructure was built with the aim aofhiaving “equal
development among the regions.” Following this pglistandardized transport
services had been offered under the regulation hef government. But
deregulation in transport made services difficoltmaintain with traditional
cross-subsidies. From a social point of view, papoh in smaller communities
has decreased and city functions have been diffwsigd motorization thought
to be the cause of this diffusion. The revitaliaatand rehabilitation of public
transport are critical issues for rural regions.

In this paper, we summarized the current situabbrPT services in
Japan and regulation and regulatory reforms. We elaluated the institutional
transitions taking place in policy and decision-mgksystems. In the railway
sector, the unbundling of infrastructure and openst has contributed to
decreasing burdens on operators. The revitalizaifomansport sectors should
also be appraised during city planning becauseptiidic is accountable for
supporting infrastructure. Public support is readsde if the benefit of
maintaining the region’s transport exceeds thel totst. Furthermore, in
decision-making, public involvement has been iniet to reflect citizens’
needs, with municipalities bearing some of thesost

Even though the idea of public involvement hasnbedroduced, it is
financial support that is crucial. Although manynrioring results in the LPT
services in Japan are not bad compared with thdsether countries, as
section 5 shows, the time has come to renew thaisability of the LPT. This
presents a dilemma because it has become vergutiiffor LPT organizations
to maintain independence. In other words, localgpart in Japan cannot expect
profitability, making financial support necessargr fthe maintenance of
transport in the community. At the same time, mipailtties will continue to
face serious budgetary difficulties in the futurechuse of the decreasing
number of young people. Whatever decision the conmiyjumakes, some
provisions must be worked out for a financial supggstem.
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Le CIRIEC (Centre International de Recherches et
d'Information sur I'Economie Publique, Sociale et
Coopérative) est une organisation scientifique

internationale non gouvernementale.

Ses sont d'assurer et de promouvoir la
collecte d'informations, la recherche scientifique et
la publication de travaux concernant les secteurs
économiques et les activités orientés vers le service
de l'intérét général et collectif : I'action de I'Etat et
des pouvoirs publics régionaux et locaux dans les
domaines économiques (politiqgue économique,
régulation) ; les services publics ; les entreprises
publiques et mixtes aux niveaux national, régional
et local; [I'économie sociale: coopératives,
mutuelles et associations sans but lucratif ; etc.

Le CIRIEC a pour but de mettre a la disposition des
praticiens et des scientifiqgues des informations
concernant ces différents domaines, de leur fournir
des occasions d‘enrichissement mutuel et de
promouvoir une action et une réflexion
internationales. Il développe des activités qui
intéressent tant les gestionnaires que les
chercheurs scientifiques.
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