TO: Kyoto Municipal Transportation Bureau Board Members
FROM: Yasuyo Tsukamoto

DATE: May 6, 2016

SUBJECT: Alternative Plan to Increasing Fares in Kyoto City

I am strongly against the idea that the Kyoto Municipal Transportation Bureau (KMTB) increase
the subway fare. Although the subway’s operating budget currently faces an $8 billion deficit?,
we need to think more about an alternative plan before raising the fares. The fare increase will be
an unnecessary burden to 359,000 subway riders in Kyoto city. In this memo, I propose
increasing revenues by leasing dead spaces for commercial use and selling unused properties,
reducing costs such as personnel cost, and transferring subsidies from bus department to subway
department in order to offset the deficit of KMTB.

History of Subway in Kyoto

Kyoto is the 9™ largest populous cities in Japan. Historically, Kyoto has functioned as the
crossroads of Japanese history, and people from all over the world visit its Buddhist temples and
Shinto shrines, 17 of which are World Heritage Sites?. The value of these sites made subway
construction difficult. For this reason, the subway system in Kyoto city is newer than other
Japanese cities. To shift from the inefficient combination of city trams and buses to a
combination of efficient rapid urban railways and buses, Kyoto city constructed the first subway

line, the Karasuma, in 19813, The entire subway system was completed in January 2008*.

Although Kyoto citizens and city officials hesitate to interfere with Heritage sites, the
construction of the subway is important. Kyoto is the first city in Japan to enact a Local Global
Warming Countermeasure Ordinance based on the Kyoto Protocol adopted at the 3™ Session of
the Conference of the Parties to the United Nations Framework Convention on Climate Change
(COP3)°. Based on its responsibility to lower dependence on automobiles and reduce fuel
consumption, the city is promoting a model change from automobiles to safe and comfortable

public transport®.

However, the construction cost in Kyoto became higher due to the bubble economy period, and
the number of customers are fewer than what was expected, which cause the financial problem,
KMTB deficits’.



Fares of Subway

Subway department of KMTB highly depends on its rider fares regardless of its history -- fare is
covered 72% of operative expenses®. Although this proportion is lower than the other cities such
as Tokyo (106%) and Yokohama (101%)?, it seems difficult to raise the fares because the
minimum fare in Kyoto is 210 yen (= $1.9), the most expensive fare among the other cities such
as Tokyo (170 yen = $1.5) and Yokohama (180 yen = $1.6).

KMTB increased its fares twice for 10 years. The 7.4% fare increase was introduced in order to
cover the deficit in the operating budget in January 2006°. Recently, the 3% fare increase

occurred in April 2014, so KMTB would hesitate to raise its fares.

The current Kyoto city subway fares vary by distance -- $1.9 until 3 kilometers, $2.3 from 3
kilometers to 7 kilometers, $2.6 from 7 kilometers to 11 kilometers, $2.9 from 11 kilometers to
15 kilometers and $3.1 over 15 kilometers*2. In addition to the standard coupon tickets (eleven
tickets for the fare equal to ten standard tickets), there are discounted coupon tickets commonly

usable in the day time (twelve tickets for the fare equal to ten standard tickets) 2.
Funding the Kyoto Municipal Transportation Bureau

There are several reasons KMTB faces deficit.

Operating Budget

Of the Kyoto city subway’s $293 million operating costs, 72% comes from fare revenue, 8%
from subsidies from general account, and 20% from other means such as commercial use of
stations4. In March 2015, the KMTB reported $7.7 million deficit®.

Capital Budget

The subway was constructed spending $7.6 billion and since the KMTB had constructed Tozali
Line until 2008, it still had the large capital cost!®. In 2008, the balance of revenue bond was
$4.5 billion, and it still remained $3.6 billion in March 2015, Its annual payment is $134

million?8,



However, the fare revenue in 2015 was increased $4.5 million higher than the previous year, and
the number of customers increased over five years, reaching 359,000 riders per day in 2015,

which has come close to KMTB’s goal of 375,000 riders per day*.
Before Increasing Fares

The KMTB could raise fares, but this decision may encourage people to use their private cars or
the other forms of privately owned trains and buses. Instead of increasing the fares, there are

several possible ways to increase the operating budget and to decrease cost.

First, as some subway stations still have large dead spaces, the KMTB should focus on
increasing revenues by leasing these spaces for commercial use. Its estimated revenue would be
$4.5 million per year?. The Bureau has leased these spaces for ATM, juice stands, convenience
stores, and cake stores at Kyoto Station and Sijyo Station, and generated $1 million in 20082,
Also, as KMTB still has some land near the stations to construct subway systems, selling unused
property at market-value prices would be helpful. Its estimated revenue in 2016 would be $2.5
million?2. Since the number of citizens in Kyoto city has declined over five years and the

population shrinking is the major problem in entire Japan, the expanding lines is unlikely.

Second, reducing costs must be helpful to decrease the deficit. For example, reducing personnel
cost such as salaries, introducing a more efficient operating system, and implementing the
operation by elderly people who retired transportation companies with lower wages, allows the
KMTB to reduce the operating cost. Due to the aging society, many Japanese companies raised
the retirement age to sixty in response to the Law Concerning the Stabilization of Employment
of Older Persons. However, some over sixty still want to continue to work to supplement
inadequate pension incomes and to keep in touch with society. They work generally at reduced

wages, so hiring these elderly people would help to reduce the personnel cost of KMTB.

Third, since the bus department of KMTB has begun to make the profit constantly, using bus’s
subsidy for the subway department of KMTB, would help to reduce deficit. $47 million transfer
from the bus department to the subway department will be expected for 8 years, and $21 million

annual transfer will be expected transferred 9 years later?.



Alternative Plans Which Cannot Be Applicable in Kyoto’s Case

Several alternative plans have been proposed based on the New York City and Washington DC
cases, but these are not applicable in Kyoto’s case. For example, increasing gas tax is not
applicable since gas tax is the national tax in Japan. Another instance is a commuter tax like
NYC, but introducing a commuter tax has the same problem with increasing fares. Also,
compared to the commuters in NYC, commuters in Kyoto usually live in Kyoto city, which

contradicts the purpose of a commuter tax.

Introducing the peak-load pricing like Washington DC seems most attractive plan among other
plans since the commuter trains in Kyoto are always crowded during peak-load times. However,
this plan will not work in Kyoto for the following reasons. First, most peak-load riders use
subways based on their needs to go to their office or schools on time, which cannot be
determined by riders but their business customs, personnel management and so on. Hence,
without the help of these companies, it is difficult to change the commuters’ behaviors. Second,
since Kyoto city has several alternative routes for commuters (see the figures), it is not sufficient
to introduce the peak-load pricing only by KMTB. At the same time, changing the system is also
accompanied with a huge capital budget burden, and decreasing the deficits are more urgent.
Finally, the peak-load pricing may promote the usage of private cars, which contradicts the

Kyoto’s model change from automobiles to public transportation.
Conclusion

Increasing the fares will not make a big difference because of its inelasticity. The KMTB must
find a new way to raise revenue, reducing operating costs, and transferring subsidies to fund its

operating and capital budgets without introducing the peak-load prices.



Figures: Kyoto City Trai n/Subway Route Map
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