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A comparative study on the
business and financing
models for MTRC of Hong
Kong and for other leading
railways in the world:

How sustainable is MTRC’s model
through the time? Can it be
replicable?
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1.Research Problems and Objectives

e
a) Company/Industry Background

» Railways: essential means of transportation in
the global market for

- moving people and goods from one place to
another

- promoting business & trades to bring
benefits to enterprises & households

* Focus: adoption of business, technology and
process for providing railway services to
passengers, instead of freight carriers
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1.Research Problems and Objectives

]
b) Definition of Problems
After preliminary literature review & exploratory
research, key issues identified:
» Sigalos’ opinion (2015):
“Mass Transit Railways Corporation (MTR) was an
Impressive subway system, with more than 5 million
daily commuters, 99.9% on-time arrival rate,
incredibly cheap fares (USDO0.5 to USD3), which was

able to cover roughly 175% of the system’s operating
costs”.

 Still valid in 2022 (COVID-19 & geopolitical events)?
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1.Research Problems and Objectives

e
b) Definition of Problems

* Leong’s assertion (2016): "Hong Kong’s
successful self-financing formula, the ‘Rall
plus Property Model’ (Cervero & Murakami,
2009), has demonstrated how integrating
railway expansion with property management
can help make public transit systems
financially self-reliant while also promoting
sustainable urban growth.”

 Financial self-reliance of MTR still valid in
20227
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2. Research Design
]

a) Definition of Variables
*Financial performance and viability: observe the below
indicators from financial statements and other public

information over 10 years for the 5 selected companies:
- Revenue from railways and related operations

- Revenue from non-railways related operations (incl. real
properties, consultancy and operational management services)

- Operating income by business segment

- Variability of the revenue and operating income

- Financial viability by transport-related operations?

- Any need for government funding?
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2. Research Design
]

a) Definition of Variables (cont’d)

* Operational performance:
> By adopting Abell Three Dimensional Business Definition
Model (Abell, 1980), identify clear market delineation of
current activities of MTR
- Customer groups (Who?)
- Functions (What are the customer needs?)
- Technology (What tools & process for meeting such needs?)

> Abell Model can also be applied to adapt MTR’s corporate
strategies for meeting the changes in the market
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2. Research Design

Customer Needs

Abell Business
Definition Model

wierw intemarn k-.-liug.otg

Customer Groups

Abell Business Definition Model




2. Research Design

b) Framework of Relations (cont’d)

« Customer group(s): Commuters
« Customer needs (Key Performance Indicators, KPI):

- Safe (KPI: Incident reports/ deaths & injuries reports)
- Reliable (KPI:Passenger service on-time performance)
- Affordable (KPI: Level of fares & charges)

- Accessible/easy to use (KPI: Barrier-free accessibility; customer
information & communication

- Comfortable (KPI: Location temperature, air quality)
- Efficient (KPI: Speedy delivery of service
- Value-added services (KPI: Quality of additional services)
«  Similar analysis for other customer groups (e.g. tenants or owners

1-10 of properties developed or managed by MTR).
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2. Research Design

]
d) Sampling
 From the Top Ten Railways Groups league tables in
terms of market capitalisation and revenue published by

business-to-business sales and marketing platform
BizVibe (2022)

* The top one in each of the Asia, Europe and Americas,
with focus on passenger business => JR East (Japan),
Deutsche Bahn (Germany), Amtrak (prominent
passenger railways in the USA, although not listed on
the league tables)

» Selecting Network Rail due to the U.K. history of
constructing the first railways in the world.
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2. Research Design




3. Data Collection, Analysis & Report

a) Proposed Data Collection and Processing

Sources of data (mostly publicly available data):

published annual reports and financial statements from the five
selected companies

Environmental, Social and Governance Reports / Sustainability
Reports issued by the selected companies

Government policy documents/legislative documents
«  Ten-year financial summaries

Work out the % contribution of revenue and operating income by
sources

*  Ridership: no. of passengers on an average weekday & in a
calendar year.

. Gross ticket revenue
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3. Data Collection, Analysis & Report

]
c) Expected Findings & Recommendations
« With its diversification into real property development
and management, non-domestic businesses (transport

and non-transport related), MTR of Hong Kong should
demonstrate

> stable level of income
> financially self-reliant and more resilient

* Due to the capital intensive nature of railways business,
railways companies in Europe, UK, USA and other
countries may show heavy reliance on government
grants and funding.
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3. Data Collection, Analysis & Report

d) Report and Organization

« Conclusions (cont'd):

- With the operational and financial data from railways
companies based in Asia, Europe, U.K. and U.S.A,, it
can be evaluated whether Leong’s assertion (Rail plus
Property model) is unique to Hong Kong, or the business
and infrastructure financing model can be applied to
other jurisdictions?

> Expected answer: Not unique; JR East of Japan has
also been adopting similar business and financing model
and is profitable.

1-20



3. Data Collection, Analysis & Report

]
d) Report and Organization (cont'd)

» Discussion
- Can the success model of MTR be replicated to other cities?
- How?
- Any good aspects of business models/strategies of other railways
companies for replication? e.g. strategies for decarbonisation drive
in the run-up to carbon emission peak by 2030 and net-zero
emission by 2050.

* Knowledge learnt and its real life implications:

- Regional revitalisation by JR East (East Japan Railway Company
Ltd. Factsheets, 2022)
- Society 5.0 (Hayashi, 2020)

- Can the above ideas/knowledge be applied to Hong Kong for

implementing the Northern Metropolis Development Strategy?
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3. Data Collection, Analysis & Report
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