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Abstract

The purpose of this paper is to survey the results of empirical studies of the deregulation of the railroad
industry in the United States, Europe, and Japan. The findings of this paper are as follows.

While the reasons for economic regulation, such as natural monopoly, have been the same, current
policies for the rail industry differ greatly by nation. Freight railroads in the U.S. continue to operate in a
vertically integrated form after the deregulation, and economies of operating density are recognized as well
as economies of scope between infrastructure and services. Unprofitable regional passenger railroads are
operated by transit agencies and are subsidized by the government. Although this system is estimated to
have a net social welfare gain, there is some evidence that increased government subsidies may undermine
efficiency.

The policies of vertical separation, open access, and regionalization introduced in Europe have not
yielded consistent results for efficiency gains. One possible reason is that higher transaction costs from
fragmented economic actors may offset the efficiency gains achieved through competition.

In Japan, the privatization of the Japanese National Railways (JNR) was implemented in 1987. The fare
incentive mechanism, such as yardstick regulation, was introduced in 1997, and market entrance and exit
rules were relaxed in 2000. However, even after deregulation, the government strictly oversees market
entrance and fare setting. After the privatization of JNR, the successor companies had improved efficiency,
but the improvement was small compared to the changes during the JNR era.

The introduction of yardstick regulation had a positive impact on the cost efficiency of major private rail
companies. For unprofitable regional railroads, the line closures has been promoted after 2000. A decreasing

number of young people living near stations have been recognized after the line closures.
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