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—Abstract—

The criticism to public enterprises has become strong, under the depression of
Japanese economy. This argument is divided mainly into two points. One is an
inefficiency of public firms has not been improved upon. The other is the government
subscribed a large amount of subsidies.

In theoretical researches, Kornai (1986), Dewatoripont and Maskin (1995) and Segal
(1998) used the idea of the soft budgets, in which a public firm expects many subsidies
at first and considers a loose budget. They proved that too many subsidies induced the
inefficiency. In empirical researches, Tanaka (2003), Yamashita (2003), and so on
concluded that too many subsidies induced the inefficiency in some sectors. However,
Kanasaka (2007) and Nakayama and Tanaka (2009) showed that there is no relation
between subsidies and inefficiencies in some sectors.

The purpose of this paper is to clarify the relationship between a subsidy of
government and an efficiency of public firms. According to the size of profit, the
efficiency level of public firm differs, which is the main concern of this paper. If the
profit in the case of being efficient is grater than the profit in the case of being
inefficient, the subsidy policy is effective. Otherwise, the subsidy policy is not effective,
that is to say, too many subsidies induce the inefficiency.

This conclusion supports some empirical studies of the relationship between subsidies
and efficiencies of public enterprise.



