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Theories and Applications on Introducing
Public Private Partnerships (PPP) in
Urban Rail Transit Industry

Wang Hao (Political Economy)

Directed by Ju Guoyu

Abstract:

Urban Rail Transit (URT) can be identified as sort of quasi-public goods, which
to some extent has the economic features of non-rival and non-exclusivity.
Quasi-public goods can either be supplied by public sectors or by subsidized private
sectors via the market. According to these two different kinds of supplying solution,
this paper introduces two financing methodologies on URT: to be financed mainly by
government finance budget and bank loan, or to be financed by the market under some
subsiding mechanism. In order to introduce moderate competition and to improve the
efficiency of investing, building and operating of URT, government should attach
importance to the role of private sectors. Built on the expertise of each partner, a
Public-Private Partnership (PPP) is a cooperative venture between the public and
private sectors, that best meets clearly defined public needs through the appropriate
allocation of resources, risks and rewards.

From property rights and operating rights point of view, the URTs around the
world can be classified as four modes: “Public owned with public operated”, “Public
owned with private operated”, “Public private joint venture” and “Private owned with
private operated”. Each of the latter three ones can be labeled as “PPP mode”. The
conception of the term “PPP” is meaningful and the world’s PPP market as a whole
appears continuously to be changed and evolved. Based on the experience of the
world’s URT PPP projects, this paper introduce two innovative PPP modes,
SB-O-T(Subsidized in building-Operation-Transfer) and B-SO-T (Build-Subsidized in
Operation-Transfer), which could fit for China’s situation well.

In SB-O-T mode, a subway project is divided into two parts, namely part A and
part B. Part A includes civil engineering of the subway station, rail lines and tube etc,
which accounts for 70% of total investment (the public interest part). Part B includes
vehicles and signal facility construction, operation and maintenance. Party B(the
profit-making part) accounts for 30% of total investment and is to be completed by
privately-funded PPP project companies. Government shall sign a concession
agreement with the PPP Company. Through dividing a whole project into two parts,



this mode attracts private investments, relieve government financial pressure and shift
the large part of passenger volume risks to private investors. SB-O-T mode is suitable
for introducing strategic investors and creating competitive entities.

In B-SO-T mode, a limited liability project corporation is established with
government equity and bank loan. In the construction phase, as the project owner, the
project company shall adopt market practices such as BT etc to optimize design and
reduce construction cost; while in the operation phase, the project company shall
select an appropriate operator through bid invitation. During the concession period, it
should establish a mechanism where government agencies, project company and
operator can jointly share project benefits and passenger volume risks. In this mode,
the project capital is collected mainly through debt financing, reducing the
fund-raising period and fund-raising cost. This mode meets the huge capital demand in
the simultaneous construction of several new subway lines in Beijing and is suitable
for building a moderate competition situation among URT operators.

Fare policy is one of the key factors for a successful URT PPP project. Under a
PPP mode, government can designate a regulatory fare level, i.e., a initial fare and an
adjustment coefficient. Under this regulatory fare level, the concessionaire can decide
fare deal freely. The paper identifies the deficient of present fare deal, and defines the
policy goal and pricing model of the fare regulations.

PPP involves a series of complex contracts arrangement. Several important
contract issues are discussed in this paper, including the nature of a concession
agreement, project assets property rights, etc.

Finally, a case study of the PPP Project of Beijing No.4 Subway Line is presented

to demonstrate the SB-O-T mode.

Key Words: PPP partnerships infrastructure financing subsidy rail
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ZETBUFILAKHERMEBULE ) ZEFATHRERNER SV EHEER




E, SINEERET, RENETBENEETRAE, NABDIEESHRERE M
BAMNESUE, R SCIPERE AT R R E.

§1.3 TEMAANEREHWZH

FR XN TRET R R ABESHNEFEEAT, R T HERE R
AR ST IARRAE TN, s HAERBAETDRET R TH PPP R,
BB E, AKX RFHAARATMBSE T PPP MEXNEMER, 515 PPP BIE. =
XK. RES. SHRE. MELES, REMTHEEIIEOIER
i PPP 3, BEMEENKL, BREZETENERTELER PPP R,
FITEIEATE PPP MR FRIEM G, EEEE. UEER., ZAXK. HH G
FEXBEBHT T HAER: BEXNEEEIL RIS &HMIEE PPP R
FEATRBISKIES T . WIEXNEERLEREEM N NOEBEITT B4, HFATE
T PPP LR BIEH AR, EEEYTHAENREKZHNT:

BIENAKFREFENAEER, 48R TAARLTH . A
MBAFREARLT Y. RIBNERERHREN— L&, 2F8EE
fLAWAI &, H#—PIRETHETERS N —LEERE N,

BoEEARRRB T —LELEFERXATARYRBRESFRANARA X
5K, FRLRYARFHARRES N, NEUFEM T RF)E &4 BT HIR A
7. BEAENBUFREAT X TOBATAK. AL, THERETKXT
EIBUF A BT T E AR

FNERFHIEERN—ZF, FEAE_ZERHBNFFARFSEEFR
EAl b, H— IR HPUE IR S X AR T AR R w R, 8P
BURREF LT HAR AR R ERT TSR E TR TH PPP AT #ER.
FEXTIX AR 77 ST M F R AT AT LB R, AFESR H PPP A E A R
REMRMRAT R RESER, NESHEXH.

MR LETTIE, A SCFF IR E %8 PPP A A 3 BRUEAR 8 T U 288 i 3 L p 2
WHSER. KEET ZERE NS CERER £, X PPP #IH FXERIBIRIHIT T IR
ABRRF B S, 615 PPP HIEEMAR R BHSLHE N, PPP HIE XK,
RHESTREY pPP 44E A BT PPP MR S5EL M BT R E
s PPPINH P AEAERMZFXE KA REE; PPP I HNKRENHIE.

ENFERLEE T B AN T HUE T E S PPP BB K, BIEEE. Hin
W, B SRE. KELHBNET EEH AT FHHET PPP KR FEMALILAIAE R



TENM IR R ILERRE

BEREH A T EZE SR PPP RS9 AT e 45 44, Hy R B FE
A EPUEREEF G PPP R dAMERAEAMEES, HE AR
BT XWMEANRIEAE. RASER. GRERE. SIFEXNSE. AFERHET
KEREXT B B E A HUEZSE S L HE PPP KL R BIEE (BEREN. EE.
HES) #TTHAILR. BE, RIBEENTRMLELE, ZED MR
MEBEHAEE, P EERE PPP AL R RIRE THNABEE .

I\ LMK IS £ PPP AT T SHESHT, EEFHMER T IS
2 PPP A MBEXEH . HEBWERNERT N, FFERER. MEFNE
BEAEEN. BENMATR. RETEFAR.

WX G —EXNEXH#ITTHARMRS &4, FHRXETE—PHAMT
B4, FAEWUTR T HETE pPP AR AR R .



BE WTHPERE M MRS KL TR

§2. 1 AWE. RAYREHEAFLYS
2. 1.1 AHEYIHERADH

2.1.1.1 ¥4 5% (public goods)

ELFER L, P. FERREARBEREFFTF LAY SERIZEEA,
FEZRBRENT ARKDHAEANEFFE: — 23 (nonexcludability),
ZRIEH EAFEZESM (nonrivalrous consumption). IEHEABMETEHIZATIEE
BE AN A5 B 8 3 S W1 R B0 37, 3 34 & B 48 A 1R AT B B9 AR S2AY 3%
RAMA—FRBEER ALY ST RMEL: HALPVIERSFHE-TAN LKD)
i BT A S R AR AT A ST P IR BRI, BIsE i Esb— 1 A
HREZAKYHASTIR"REAREMAEM. 23D BEFE~5HERHNAT
o (Non-divisibility), EfE N AERXMNDEAESFEA AT ZAahE %
AT, ARRERRAEBENERE, ST ESEHE. ARY R
R Z ARBRHFRMY &, FEAMIEREIRDGEER, UREFIHY
MRA, FAENEFECHASMERETENMSE. ZEEEEEER « BR
HREL, TEAYH, WR-NMEAPHEENARBERE, CHRARTIRESE
Bt AESR, XEYRERTAXDR™.

AFEDY RN A KFIEWE AR S HAERAREN, EARREE LG
EAFNE, MAEERRARTE RN ATHM AL . 2 mET A3
RuJREFETERAND, mxtTERAZ /AN EER (B)EFHHEROHbE
MEFERD BIFRADH, |

METE] B &, AEY&NARWREER R EUEME, fln, A0~ 5
ESHWINARARUEERENDS, BEESREL, THANN~RORESE
R, HAEMEERS AR,



