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Are publicly-owned subways less efficient than major private railway

companies?  Stochastic frontier analysis

Noriyoshi Nakayama (Nagoya City University)

The purpose of this study is to examine the difference between efficiency in
public-owned subways and that in major private railway companies. In general, it
1s said that public firms are less efficient than private firms. However, empirical
studies do not always support this view.

This study estimates a stochastic frontier cost function using panel data on a
sample of public-owned subways and major private railway companies in Japan.
The data set contains observations on 24 firms covering the 21-year period from
1988 to 2008. This study uses the model proposed by Battese and Coelli (1993,
1995) to simultaneously estimate the parameters of the stochastic frontier and the
determinants of inefficiency. The factors affecting the efficiency are the ratio of
underground in route-km and ownership effect.

The main results are summarized as follows. First, the model for the
inefficiency effects is a significant component in the stochastic frontier cost
function. Second, public-owned subways are as efficient as major private railway
companies because public ownership doesn’t have a significant negative effect on

efficiency.



