Constraints and
challenges for
achieving inclusive
job-rich growth in
Mongolia

Initial diagnostics

Per Ronnas

ILO Geneva
January, 2010



Background

During the socialist period Mongolia prided itseMith having achieved full
employment, even though it may not always have ey productive. A complex
system of cross-subsidisations and administratigetyprices made any estimates of
productivity near-naught impossible and blurred tdlationship between wages and

productivity.
Table 1: Development of GDP 1989 - 2009

Year % growth Index: 1989=100
1989 100
1990 -2.5 97.5
1991 -9.2 88.5
1992 -9.5 80.1
1993 -3.0 77.7
1994 2.3 79.5
1995 6.3 84.5
1996 2.4 86.5
1997 4.0 90.0
1998 35 93.2
1999 3.2 96.1
2000 11 97.2
2001 3.0 100.1
2002 4.7 104.8
2003 7.0 112.2
2004 10.6 124.0
2005 7.3 133.0
2006 8.6 144.5
2007 9.9 158.8
2008 8.9 173.0
2009 2.7 177.7

Sources http://unstats.un.orgVorld Bank (2009c).

Remark: Population is estimated to have increased byoxopately 28 per cent over the

period.

The collapse of the socialist system, the abrugptsition to a market based economy
and the accompanying reorientation of externaltiozla had dramatic consequences
on employment as well as on the economy and soeigtg wholé.In aggregate
economic terms the rapid economic decline that aztarised the first years of
transition bottomed out already in 1993 (TableHgwever, the subsequent economic
recovery was slow. It took altogether twelve ye@mrsegain the level of economic
production, as measured by GDP, of 1989. Growtkguiaip substantially after 2002.

1 A number of good analysis of employment and laboarket aspects of the turbulent years in the
early 1990s exist. See for instance, Griffin (198 un, Ronnds and Narangoa (1999).



Between 2002 and 2008, the last year before thiawgtst of the global financial
crisis, GDP increased by 65 per cent, that is noat 9 per cent per year.

However, aggregate GDP data mask much of the dtiaatdook place on the labour
market and in the economy and livelihood of vityiavery Mongolian household.
Formal sector wage employment declined precipitousl the early years of the
transition at the same time as rampant inflationded the purchasing power of
wages’ The changes in the rural areas were no less di@iae main building block
of the economic and social infrastructure in thalrareas was the herding collectives
— negdels— which were multipurpose units meeting most aspe¢ the herding
households’ economic and social needs, ranging freemmeducation and health care
to veterinary and marketing faciliti€sThe collapse of theegdelsin the early 1990s
left a void that, two decades later, has yet tadequately filled.

Table 2: Participation in the Labour Force

1991a 1995a 1998 2003 2008
Total population 2,187.2 2,317.5 2,291.3 2,476.6 6425
Active age groups * 1,069.2 1,186.2 1,417.0 1,636.11,848.9
- men 686.8 789.5 888.4
- women 730.2 846.6 960.6
Active population 851.1 839.8 839.2 958.0 1,071.5
- men 446.1 435.8 482.9 524.9
- women 413.9 403.4 475.0 546.6
LFP rate % * 79.6 70.8 59.2 59.2 58.0
- men 63.5 61.2 59.1
- women 55.2 56.1 56.9
Dependency ratio, actual 1.57 1,76 1.73 1.59 1.47
Dependency ratio, age- 1.05 0.95 0.62 0.51 0.43

based*

*Active age groups defined as men aged 15-60 amdemoaged 15-55 in 1991 and 1995, but as all
men and women aged 15+ in 1998, 2003 and 2008.

Sources: Brun, Ronnas & Narangoa (1999: 18iip://laborsta.ilo.org

Remark: Figures for 1991 and 1995 (other than total pamnarefer to the age group 15-60
for men and 15-55 for women. Figures for 1998, 2808 2008 refer to population
aged 15+. All figures are based on official estiesatAll figures refer to officially
estimated de jure population. Note that total eyplent registered in the 2000
population census, presumably using a differerindiein, was 779.2 thousand.
Actual dependency ratio calculated as non-actiyaifadion divided by active
population.

Age-based dependency ratio calculated as populatinan-active age groups
divided by population in active age groups. Actage groups were 15-60 for men
and 15-55 for women in 1991 and 1995, but thosd a§et for both sexes for
subsequent years.

2 Most of the existing state-owned enterprises,bdisteed as cogs in a centrally planned economy,
collapsed at the same time as there was an undedtshedding of labour in the public sector as the
fiscal base dwindled. Consumer prices increasetihiés between 1989 and 1993.

% For a detailed analysis of the transformatiorhefrural economy and society in the 1990s, seerBruu
and Edgaard (1996). For an analysis of more redevetlopments, see Morris and Bruun (2005).



The employment and labour market impact of the ewgva transition and turmoil
took several forms (Table 2). There was a withdtafn@am the labour force as
employment opportunities lost were not replacedchwiew ones, resulting in an
absolute decrease of the labour force despite eease in the economically active
age groups. The participation rate in the labourepusing a narrow definition of the
economically active age groupgell from 80 to 71 per cent between 1991 and 1995
and would seem to have continued to fall, albe# atower rate at least until the end
of the decade.

The contraction of formal sector wage employmert goe urban labour market also
resulted in a large return flow of people from urka rural areas and a resort to
herding and to various types of informal sectoivéats in the urban areas. Between
1989 and 1998 the share of the population livinguiral areas increased from 43 to
50 per cent, while the share of agriculture inltetaployment increased from 32 to
49 per cent.The flight into herding was primarily driven by gtufactors, but there
were also pull factors at play. For many it obvigusffered the sole remaining option
for making a living. However, a rapid improvememtle agricultural terms of trade -
that is in the relative prices of agricultural mscas against the prices of non-
agricultural goods and services - clearly playednajor role in cushioning the
negative implications on labour productivity anduras to labour from the rapid
increase in the number of herders. The combineztetif a massive increase of the
number of herders and, in particular, improvedtnetaprices for agricultural inputs
was an increase of the contribution of value adateduced in the agricultural sector
to GDP from 16 per cent in 1990 to 46 per cenit996 and 40 per cent in 1998
(Appendix, Table 1). When measured at constant J®@@s this increase was much
more modest; from 16 per cent in 1990 to 19 pet oed998 (Appendix, Table 2).
The poor resource endowment of most of the ‘newdées and the distressful
circumstances under which decisions to take upihgmaften were taken are reflected
in the fact that the average number of animalsheetder household fell from 115 in
1990 to 48 in 200.

Table 3: Headcount poverty in Mongolia. Per centages

1995 1998 2002/03  2007/08
All areas 36.3 36.2 36.1 35.2
Urban 38.5 39.4 30.3 26.9
- Ulaanbataar 35.1 34.1 27.3 21.9
Rural 33.1 32.6 43.4 46.6
Gini coefficient 0.31 0.34 0.33 0.36
Source: FIDI International (1999); National Statisticaffice (2004a); (2009a).

By 1998 the headcount poverty rate had reachedeB&gnt, somewhat higher in
urban areas (39.4 per cent) than in rural area$ (3 cent) (Table 3). Lack of data
precludes an analysis of the development of povertiye early years of the transition,
but it is clear that it did increase substantiallyalso seems safe to conclude that the

* The official definition of the economically ageogips was 15-55 for women and 15-60 for men.
® Griffin (2001: 77, 81).
® Griffin (2001: 82). Calculated as ‘standard umitdivestock’.



sharp improvement in the prices of agriculturalduce, somewhat cushioned the
impact of the economic turmoil and decline on poxer

The flight to rural areas and to herding came toead in 2000-2002, as three
consecutive severe winters witlzudstook an extremely heavy toll on livestock and
deprived many herder families of their means ostxice’. Following an increase in
agricultural employment, i.e. mainly herding, byre& 54,000 people between 1994
and 2000, agricultural employment actually fellgbtly between 2000 and 2003
(Appendix, Table 4). At the same time, the urbarutal exodus was reversed and in-
migration to Ulaanbaatar picked up speed.

Poverty remains widespread despite high growth

The long period of sluggish growth, which camencead in 2003, was followed by a
period of exceptionally high GDP growth, which &$tuntil the onslaught of the
global financial crisis in late 2008. By 2008 GD&dhincreased by 65 per cent over
2002 and by 73 per cent over 1989. It would be aralsle to assume that the
traumatic period of transition was at last overt,tespite this high rate of growth
over a period of six years, official statistics gesgt that the share of the population
living below the poverty line fell only marginallyrom 36 per cent in 2002/03 to 35
per cent in 2007/08 (Table $)Despite years of rapid economic development,
Mongolia was further away than ever from achieimg Millennium goal of reducing
the number of people living in extreme poverty layfh

While the overall headcount poverty rate seemsate liemained virtually constant at
35-36 per cent for over a decade, there have hgeificant changes in the rural —
urban and regional distribution of poverty. UntB9B rural — urban differences in
poverty remained rather small (Table 3 and 4). &ithen, the rural — urban poverty
gap has increased significantly. Not only did rysalerty increase sharply between
1998 and 2002/03, which at least partly may bebaitied to the impact of the three
consecutive and sevedeuds but poverty seems to have continued to increasieet
point where by 2007/08 almost half of the rural plagon ostensibly lived below the
poverty line. By contrast, poverty declined sigrafitly in urban areas, from 39 per
cent in 1998, to 30 per cent in 2002/03 to 27 eeat a1 2007/08 (Table 3).

"Dzudis the collective name for a variety of climaticnditions during the winter and spring that
prevent animals from access to grazing, such asdesp or icy snow.

% A recent World Bank presentation challenges theeply estimates of the World Bank supported
2007-08 Household Socio-Economic Survey. This aitiéve estimate by the World Bank, based on an
adjustment of the 2002/03 poverty line by the comsuprice index suggests that poverty actually fell
from 36.1 per cent in 2002/03 to 11.6 per cent 7208 (World Bank [2009d]). The discrepancy
between the two estimates is simply too large tadmribed to measurement errors, suggesting that an
in-depth analysis of the reliability and validity the estimates are warranted. While the 2007/08
survey was designed to maximise comparability with previous 2002/03 survey and has the distinct
advantage of including a detailed methodologicalenim the publication, grima facie analysis
suggests that the rural poverty estimates, inq@aati, may be on the high side. The more recentdVor
Bank estimate that poverty fell by 25 percentagi#suover a five year period in the context of an
economic development that was rapid in quantita®2P terms, but had a very poor employment
content, borders on the incredible and cannot kentat face value. As discussed below, fact remains
that economic growth in the past decade did nailtrés any commensurate increase in productive
employment and as a consequence the link betwesmoetc growth and improved incomes in general
and incomes for the poor in particular was weak.



Table 4: Headcount Poverty in 2002/03 and 2007/08 by Area

Headcount poverty rate % % share of total popolati
2002/03 2007/08 2002/03 2007/08

Urban areas 30.3 26.9 55.4 60.8
- Ulaanbaatar 27.3 21.9 30.2 38.4
- Aimag centres 33.9 34.9 25.2 21.6
Rural areas 43.4 46.6 44.6 39.2
- Soum centres 445 42.0 16.2 134
- Countryside 42.7 49.7 28.4 25.8
Western region 51.1 47.1 17.0 154
Highlands 38.7 46.6 24.1 20.7
Central region excl. UB 34.4 30.7 19.5 16.3
Eastern region 34.5 46.7 9.3 7.4
Whole country 36.1 35.2 100.0 100.0
Source: National Statistical Office (2009a).
Remarks A recent alternative World Bank calculation sustgehat by 2007/08 headcount

poverty had fallen to 8.8 per cent in urban ar&&s5 per cent in rural areas and to
11.6 per cent in the country as a whole (World B@a09d]).

A more detailed breakdown reveals that the enéideiction in urban poverty was due
to a sharp decline in poverty in Ulaanbaatar (Tal)leHeadcount poverty actually
increased somewhat in the other urban centresethdbe main picture that emerges
is a clear dichotomy between rapidly falling poyeart Ulaanbaatar on the one hand
and stagnant or increasing headcount poverty mtewst of the rest of the country.
There were also large regional changes in the émcid of poverty. It would appear
that poverty fell in the Western and Central regiout increased considerably in the
Highlands and in the Eastern Region (Table 4).

Table 5: Headcount poverty by educational level of head of household 2002/03 and 2007/08

Headcount poverty rate % Share of population

2002/03 2007/08 2002/03 2007/08
No education 45.8 58.0 4.2 3.9
Primary 45.6 515 14.2 11.9
Lower secondary {8grade) 45.5 48.1 27.5 23.1
Complete secondary 34.9 34.6 18.8 31.4
Vocational 40.7 25.3 10.2 13.0
Higher diploma 23.4 9.5 13.6 10.0
University 11.6 8.8 115 6.0
All levels 36.1 35.2 100.0 100.0

Source: National Statistical Office (2004a)(2009a).

The exposure to poverty varies considerably bysthe of the household and by the
educational level of the head of the housefiditie larger the size of the household,
the higher the incidence of poverty. While only4lper cent of the two member

° The survey data do not yield information on thaaadional attainment of other household members.



households and 21.8 per cent of the three memheseholds were below the poverty
line in 2007/08, 53.4 per cent of the householdb weven members and 69 per cent
of the households with more than eight membersegedffrom income poverty.As
might be expected, the level of education exertsttang influence on the exposure
to poverty (Table 5). Indeed, it would appear thet importance of education as a
determining factor for poverty increased considgréetween 2002/03 and 2007/08.
Among those with at most lower secondary educat®mrades) the incidence of
income poverty increased considerable over thigogewhile it fell for those with
more than eight years of education. By 2007/08 ntbam half of the households
where the head of household had no more than pri@dwcation lived below the
poverty line (Table 5).

The challenge to increase productive employment

Productive employment is by far the most importark between economic growth
and reduction of income poverty. Enhancing emplayinaad returns to labour by (i)
strengthening the productive resources of the paond by (i) opening up
opportunities for everyone to make full use of pheductive resources at hand are the
main pillars of inclusive and job-rich growth aslias of poverty reduction.

Table 6: Productive employment achieved and required to reduce extreme poverty by half by

2015

2003 2008 2015
Total population (1,000) 2,476.6 2,645.5 2,855
Population aged 15-59 (1,000) 1,488.9 1,688.6 1,920
Labour force (1,000) 950.1 1,067.1 1,248
Headcount poverty rate, % 36.1 35.2 (Target)18.0
Working poor (1,000) 343.0 375.6 225
Productively employed (1,000) 607.1 691.5 1,023
Memorandum items
LFP rate 63.8 63.2 65
Dependency ratio, actual 1.59 1.48 1.28
Age-based dependency ratio 0.66 0.57 0.49
Unemployment rate 6.0
Sources: http://laborsta.ilo.orghttp://esa.un.orgNational Statistical Office (2004a);(2009a).
Remarks : Figures for 2003 and 2008 based on official estimaEstimates for 2015 based on

UN population forecasts.

Figures on labour force exclude those below tleead 5 and above the age of 59.
Working poor is defined as those in the laboucddout not earning enough to bring
themselves and their dependents out of povertyast calculated as labour force x
headcount poverty rate. It includes the unemplqyaat.

Productively employed defined as those in thedalborce who are not working poor.
It includes those unemployed who are not poor

LFP rate: Labour force participation rate

Actual dependency ratio: The total number of ecoically inactive divided by the
total number of economically active (in the labéance).

Age-based dependency ratio: The population agledvidEs or 60 and above divided
by the population aged 15-59.

Unemployment according to Household Socio-Econdsuivey 2007/08.

10 National Statistical Office (2009a:30).



The glaring discrepancy in recent years betweeh fates of growth on the one hand
and continued high rates of income poverty on ttieerohand reflects a failure of

growth to generate sufficient productive employméritere have been insufficient

opportunities for people living in poverty to effeely contribute to the economic

development of the country and to fully benefitnfrahe fruits of this development.

Indeed, it seems fair to conclude that most Morglihave not contributed as much
as they could have to the economic developmenthaee they benefited as much as
they should have from it.

The failure of the high rates of growth to reduaegrty through creation of and
improved access to productive employment is all ti@re disconcerting as this
development took place in a highly conducive derapiic context. Largely as a
consequence of the sharp decline in birth rates 2890 the dependency ratio has for
some time improved considerably and is expectedminue to do so (Table 2 and 6).
Defining the economically active age groups asdhagged 15 years or more, it can be
seen that the dependency ratill from 0.62 in 1998 to 0.51 in 2003 to 0.43%(08
(Table 2). Using the more realistic definition beteconomically age group as those
aged 15 to 59 it can be seen that the age-basexhdiemcy ratio fell from 0.66 in
2003 to 0.57 in 2008 and is expected to fall furtlee0.49 by 2015 (Table 6). The
rapid fall of the dependency ratio has been thebioed effect of reduced birth rates
and the entering into the economically active ageugs of the large number of
children born in the 1970s and 1980s.

This stage in the economic transition is oftenezhlthe demographic window of
opportunity as it holds the potential of a subs#rgositive impact on incomes and
poverty reduction. This impact can take severah®rFirst, a fall in the dependency
ratio will automatically translate into higher peapita income a long as the economy
manages to generate productive employment opptidsnior the growing labour
force. This is simply because each bread-winnel kave fewer mouths to feed.
Second, an improved dependency ratio increaseddhestic capacity to save, not
least at the household level. Savings, which inrthen translate into productive
investments, result in higher growth, the creatsdnmore and better employment
opportunities and higher returns to labour. Thempaerequisite for benefitting from
this demographic window of opportunities is thate timumber of productive
employment opportunities increases at pace withgitoevth of the economically
active age groups and that there is a high degresuality in terms of accessing
these opportunities. The continued high levels o¥epty suggest that so far the
Mongolian economy has fallen short in both of thespects despite the high rates of
growth between 2003 and 2008.

Indeed, the employment elasticity of growth felaghly from 0.94 in 2000-03 to a
mere 0.26 in 2003-2007 (Table 8)More over, it would appear that less than three
out of four additional jobs created were productivehe sense that they generated
sufficient income to allow the employed and the@pendents a standard a living

! Defined as the population in the non-economicalvacage groups divided by those in the
economically active age groups, i.e. the averagaben of dependents per person belonging to the
economically active age group.

2 The reasons behind this decline are further aadlpelow.



above the poverty line (Table 7). Indeed, the rasfkthe working poor continued to
increase despite the high rate of growth and thprored dependency ratio.

Table 7: Actual and required growth of productive employment

2003-2008 2008-2015
Total change Annual change Total change Annuahgbha
Total population 168.9 33.8 209.5 29.9
Population aged 15-59 199.7 39.9 231.4 33.1
Labour force 117.0 23.4 180.9 25.8
Productively employed 84.4 16.9 331.5 47.4
Working poor 32.6 6.5 -150.6 -21.5
Sources: See Table 6
Remarks: See Table 6

Tables 6 and 7 portray the development of prodaamployment and of the working
poor in the 2003-08 period and cast this againgt ithcrease in productive
employment needed to achieve the national goatdiicing headcount poverty to no
more than 18 per cent by 2015.

A rough estimate suggests that the number of ptoaduemployment opportunities in
the economy would need to increase by 332 thoudeod, 691 thousand in 2008 to
1,023 thousand in 2015 In other words, the rate of creation of productive
employment generation would need to increase fress Ithan 17,000 per year
between 2003 and 2008 to 47,000 per year betwe@& a@dd 2015 if the target to
reduce the share of the population living belowgbeerty line to 18 per cent is to be
reached (Table 7). It can further be estimated tiatwould require the creation of
some 181,000 additional productive jo¥fswhile an almost as large number of
existing working poor would need to enhance thegome and return to labour —
either through increasing the productivity of exigtjobs or by moving to other more
productive jobs — enough to allow themselves amil tthependents to escape from
poverty. This will clearly require not only contiead high rates of economic growth,
but, as importantly, a much higher quality of growt

Table 8: Employment elasticity of growth

2000-2003 2003-2007 2000-2007
Agriculture (0.86) -0.12 -0.12
Mining and utilities 0.96 0.38 0.50
Manufacturing 0.02 -0.54 -0.24
Construction 0.46 17.30 1.32
Trade & restaurants 2.04 1.36 1.86
Transport & communications 0.33 0.40 0.33
Other sectors 1.20 0.30 0.66
All sectors 0.94 0.26 0.43
Source: Appendix, Table 4
Remark Figures in bracket indicate negative growth. Niegafigures reflect a decline in

employment despite growth. Figures above 1 indieatployment growth, but
falling labour productivity.

13 The calculation is based on the official 2002/8 2007/8 poverty estimates
14 Assuming that no more than 18 per cent of the netincrease in the labour force will end up as
working poor



The need to increase productive employment oppibiarat a much faster pace than
in the past is further underscored by the exist@i@large pool of unutilised labour.
Mongolia suffered a sharp decline in the labourcdoparticipation rate during the
years of economic turmoil and transformation in th@90s. Since then, the
participation rate in the labour force has staghaitea historically exceptionally low
level. Hence, despite the considerable improvementhe age structure of the
population, the actual dependency ratio measuretheswumber of persons each
person in the labour force has to support remaery high. In addition, some six
percent of the labour force is unemploy@dJnemployment is particularly high
among the young and in the urban centres outsidearbhatar® Reducing
unemployment and increasing labour force particypatrates through increased
productive employment opportunities could yield stantial benefits in terms of
reducing the level of earnings needed by each lieaér to bring him/herself and
his/her dependents out of income povéfty.

The challenge to make growth more inclusive

Not only has the employment content of growth bémm, but it has not been

particularly inclusive either. Inequality in terna$ consumption increased between
2002/03 and 2007/08 (Table 9). The overall Ginifiicient of consumption increased

from 0.33 to 0.36, as the share of the consumpiothe poorest quintile in total

consumption fell from 7.5 to 7.2, while that of thehest quintile increased from 40.4
to 43.4. As income inequality tends to be high@ntikonsumption inequality and in
view of the equalising impact of public transfeitsmay safely be concluded that
inequality in terms of income from labour was higliean the figures in Table 9

suggest.

The most important aspect of increasing inequags no doubt the increasing
income and consumption gap between Ulaanbaatdreoarte hand and the rest of the
country in general and the countryside, in paricubn the other hand.While
average consumption in Ulaanbaatar increased inteeas by some 16.5 per cent
between from 2002/03 and 2007/08, it appears te Hialen by 8.2 per cent in the
countryside. By the latter date, average per caitsumption in the countryside had
fallen to less than 60 per cent of the averagecppita consumption in Ulaanbaatar
and to 75 per cent of the national average (Tapté 9

15 Unemployed are included in the labour force.

18 Youth unemployment (among those in the labourdaged 15-24) stood at 17 per cent in 2006/07,
reaching 33 per cent in urban areas (UCW 2009: 4dgmployment in the Aimag and Soum centres
(among all active age groups) was 8.1 and 8.4 pet cespectively (National Statistical Office
2009:125).

" Half of the households with an unemployed heatimfsehold live in poverty (National Statistical
Office (2009a: 125)).

18 Urban areas consist of the capital, Ulaanbaatet tlae centres of the Aimags. Rural areas consist o
Soum centres and the ‘countryside’.

19 National Statistical Office (2009a: 21).
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Table 9: Ineguality of consumption in 2002/03 and 2007/08

Area Gini coefficient of Average per capita consumption
consumption
Tugrik/month Index: Mongolia = 100

2002/03 2007/08 2002/03 2007/08 2003/03 2007/08
Urban areas 0.33 0.36 101,909 115,501 110 115
- Ulaanbaatar 0.33 0.36 108.612 126,494 117 125
- Aimag centres 0.32 0.34 93,894 97,680 101 97
Rural areas 0.31 0.32 81,504 81,010 88 80
- Soum centres 0.32 0.35 80,523 89,197 87 88
- Countryside 0.31 0.30 82,064 75,344 88 75
Whole country 0.33 0.36 92,814 100,865 100 100.0
Remark: Tugrik in 2007/08 constant prices
Sources: National Statistical Office (2009a: 21)

In addition, inequality also increased within thdoan areas as well as within the
soum centres. In Ulaanbaatar, the share of totawroption accounted for by the
poorest quintile fell from 7.9 to 6.9 per cent, ighihe share of the richest quintile
increased from 40.2 to 43.1 per cent.

Table 10: Decomposition of changesin headcount poverty between 2002/03 and 2007/08 by
growth and inequality components. Per centages

Change in poverty  Growth component Inequality

component

Urban areas -3.4 -6.7 3.3

- Ulaanbaatar -5.3 -7.3 2.0

- Aimag centres 1.0 -2.6 3.7

Rural areas 3.2 0.3 29

- Soum centres -2.5 -6.7 4.2

-. Counrtyside -7.0 6.2 0.8

Western Region -4.0 -1.8 -1.1

Highlands 7.9 4.8 3.1

Central region, excl. UB -3.7 -7.9 4.2

Eastern region 12.2 4.7 7.4

Whole country -0.9 -5.0 4.2

Source: National Statistical Office (2009a: 24).

Remark: The growth component refers to the decline in pgvirat would have occurred if

only the mean consumption had increased with naghién relative inequalities. A
negative figure implies a positive impact on poyere. a decline in poverty.

The increase in inequality had major implicatiomstibe efficiency, or rather lack of
efficiency, by which growth translated into reduéedome poverty. As may be seen
from Table 10, the increase in inequality all beutnalised the positive impact on
poverty that growth would have had had it beernrifistionally neutral. Had growth
taken place in a situation of unchanged incomecanmgumption distribution, it would
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have reduced headcount poverty by some 5 percentatge In reality, poverty fell
by a mere 0.9 percentages unit, the ‘shortfall & gercentage units being the
consequence of increasing inequality.

Reasons behind the poor quality of growth

The lacklustre performance of economic growth irmieof generation of productive
employment may be due to a number of factors.

 The sector composition of growtban exert a strong influence on the
employment outcome of growth as the employmentesdrdf the value added
often differs widely from one sector to anotfi®lf growth is concentrated to
sectors with low employment content, then it iglikto result in little increase
in productive employment. The sector compositisodias a strong bearing
on the sustainability of the growth. A broad ecormmand export base where
tradable$’ play a predominant role as growth engine is géiyegparceived as
a prerequisite for sustaining a high rate of ecanagrowth.

» The choice of technologyatters for the employment outcome of growth. The
use of more labour intensive technology will obwlyuresult in more
employment intensive growth. In reality the chomietechnology is often
quite limited and tends to be closely linked to greduct mix and sector
composition. However, in some areas, such as publestments, there can be
a scope for a wide choice.

* Changes in the domestic terms of tradatter. If the value of products and
services produced in the labour intensive sectalisrélative to the price of
more capital intensive goods, the employment amdnre of labour in the
former sector will suffer and vice versa.

* The prevalence and importance of rent seeking antsrin the economirent
seeking implies a transfer of income from those wgnoduce goods and
services to others who are in a position to extthese rents. It is often
associated with corruption, i.e. an abuse of polwempersonal gains, but it
may also take other forms, such as excessive prditived from a monopoly
position, exploitation of natural resources etc.alrbroader sense, yet still
pertinent from the perspective of the employmentteot of growth, rents
refer to incomes received from the possession adymstion factors other than
labour, such as land, capital, and immaterial ptgpeghts.

* Cyclical factors The impact on employment of changes in production
typically occurs with a time lag. During periods etonomic downturn,
production often initially falls more rapidly thaamployment, while during
periods of recovery production at least initialgntls to increase faster than
employment.

% The concept of employment content encompassesthethspect of the quantity of labour used and
the returns to labour, i.e. aggregate income adcimé¢he labour.

Z Tradables are goods and services exposed to atiemal competition, that is they may be exported
at the same time as production for the domestiketas exposed to competition from imports. The
concept of tradables is usefully defined narrowlgxclude raw materials.
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An examination of the Mongolian economy during {h@st decade reveals that
several of the above factors were at play. Tabledikplays a striking disparity
between the contributions of the various econoraat®s's to employment creation on
the one hand and to value added, i.e. GDP, on tther ddand. Over the 2003-2007
period mining” and agriculture together accounted for almost thiods of the
growth in GDP, but for less than 20 per cent of itt@ease in employment. At the
other end of the spectrum, trade, restaurantseated services accounted for 43 per
cent of the employment growth, but for less thame? cent of the increase in GDP.
Hence, employment growth in this sector took platethe expense of labour
productivity, which actually fell.

The role of mining and agriculture as growth engiaad the lacklustre employment
generation in these two sectors — employment inca¢mre actually fell between
2003 and 2007 — was attributable to quite differiators. The rapid growth of
mining, which started after 2000 and gained spdtsl 2003, was closely related to
the improvement in world market prices of copped gold since the late 1990s.
Between 2000 and 2007 the terms of trade of mirfamgl utilities) improved by
almost 100 per cent. No doubt stimulated by theease in prices, production also
increased rapidly in volume terms, particularlyeaff003. The combined effect of
increases in prices and in the volume of productias a doubling of production in
terms of value added between 2003 and 2007 (Tab)é*AHowever, mining is by
nature capital intensive rather than labour intensiFurthermore, the price increases
in all likelihood had little direct impact on emploent. Most of the gains from the
price increases benefited the exploiting compaaresthe government in the form of
rents rather than those employed in the sectougfirincreased wages.

Table 11: Sector distribution of employment and GDP. Percentages

1994 2000 2003 2007
Share of total employment
Agriculture 44.7 48.6 41.8 37.7
Mining and utilities 4.8 4.9 5.9 7.3
Manufacturing 8.3 6.7 5.9 4.7
Construction 3.6 29 3.8 5.9
Trade & restaurants 111 12.0 16.5 19.0
Transport & communications 4.1 4.2 4.3 4.3
Other sectors 23.3 20.6 21.8 21.2
All sectors 100.0 100.0 100.0 100.0
Share of GDP
Agriculture 38.8 31.9 22.8 23.2
Mining and utilities 14.4 13.5 16.1 23.1
Manufacturing 7.3 4.5 4.7 4.2
Construction 1.2 1.9 3.4 25
Trade & restaurants 13.9 11.8 13.0 11.2
Transport and commerce 7.1 10.6 13.5 125
Other sectors 17.3 25.9 26.4 23.4
All sectors 100.0 100.0 100.0 100.0
Sources: http://unstats.un.ordnttp://laborsta.ilo.org

22 Including ‘utilities’.

% This trend was at least temporarily broken in 2@8&opper prices fell by 58 per cent between the
first four months of 2008 and 2009. More recentlypper prices have started to pick up again, tayt th
are not yet back at the pre-crisis level (World Bf009a][2009c]).
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The story in agriculture has been quite a differené. The rapid growth of the
agricultural sector in terms of value added sin6@83reflected to a large extent a
recovery from the disastrous years of 2000-2002)aast in the form of a rebuilding
of the stocks of animals lost during the three ecnivedzuds Hence, the growth of
the agricultural sector should be seen againsti¢icéne in production by over 25 per
cent in volume terms between 2000 and 2003. Thrawigkhe 1990s agriculture
served as an employment buffer; as a source ofaymant and income of last resort
as urban employment opportunities dried up. Folgwthe three disastrous years at
the turn of the millennium, a reverse flow of labaut of agriculture and from rural
to urban areas commenced. This flight from agngelt continued even after
production started to pick up again after 2003. iRuihe context of the increasing
production and labour productivity in the agricuétlusector since 2003, it is both
astonishing and highly worrisome that the poventyidence among the agricultural
labour force, i.e. mainly herders, seemingly insegasharply from 39 to 49 per cent
between 2002/03 and 2007/08 (Table 13).

With the declining role of agriculture as a souacteemployment, trade, restaurants
and hotels have become by far the most importantbigefor employment generation.
Since 2000 well over 40 per cent of the increasenmployment has taken place in
these sectors (Table 12). These sectors are, list services sectors, labour intensive.
However, between 2000 and 2007 the employmenti@tgsdf growth in the trade,
hotels and restaurants sectors reached 1.86, ingptiiat employment growth took
place at the expense of labour productivity (Té)leVhat seems to have happened is
that these sectors took over the role of sourcengployment of last resort from
agriculture after the three consecuttlzidsaround 2000.

Table 12: Sector contribution to GDP growth and to employment growth. Per centages

1994-2000 2000-2003 2003-2007 1994-2007
Contribution to employment
Agriculture 109.6 5.1 -1.9 17.4
Mining & utilities 6.5 12.5 21.1 14.6
Manufacturing -17.5 -0.3 -7.2 -5.8
Construction -7.9 10.0 25.5 12.4
Trade & restaurants 25.4 47.5 42.6 41.6
Transport & com. 5.3 54 4.6 4.8
Other sectors -21.3 30.3 15.2 15.1
Total 100.0 100.0 100.0 100.0
Total (1,000) 49.2 117.5 97.6 264.3
Contribution to value added
Agriculture -18.2 -36.1 24.1 4.5
Mining & utilities 6.8 33.3 40.5 33.5
Manufacturing -16.0 6.2 2.8 0.5
Construction 6.8 131 0.4 4.1
Trade & Restaurants -4.1 21.4 6.6 7.9
Transport & com. 36.0 324 9,7 18.8
Other sectors 88.8 29.6 15.9 30.1
Total 100.0 100.0 100.0 100.0
Total (million tugrik) 1,684.9 2,172.7 6,452.1 10937

Value added based on current prices discountedd® @Geflator to reflect 1990
prices.

Sources: http://unstats.un.ordnttp://laborsta.ilo.org
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Almost two decades after the fall of the sociaigtem, the manufacturing sector has
yet to be reconstructed. The manufacturing sedttbrascounts for less than 5 per
cent of both GDP and employment. Following theuattcollapse of manufacturing
in the early years of transition, a nascent textitustry developed, based on ample
access to raw material — mainly cashmere - andvdeged access tmter alia the
US market. With the abolishment of the multi-fibagreement in January 2005
Mongolia lost its privileged access to key marketsl the growth of the textile
industry was brought to a halt as it found it diffit to face up to competition from
countries such as China. Hence, the incipient r&coction of the manufacturing
sector was largely aborted, and manufacturing naetl to decline in relative, if not
absolute terms. The decline of the share of matwiag in GDP can partly be
explained by deteriorating terms-of-trade. Termstraide for manufacturing fell
sharply in the 1990s and by an additional 34 pat between 2000 and 2007 (Table
A6). The unfavourable development of terms-of-tradewithstanding, the continued
insignificance of manufacturing as a source of eowic growth and employment
creation is a severe concern.

Table 13: Headcount poverty by employment characteristics of head of household 2002/03 and

2007/08
Headcount poverty rate % Share of population %
2002/03 2007/08 2003/04 2007/08
Employment status
Employed 33.6 34.3 715 75.7
Unemployed 48.7 54.4 3.0 4.2
Out of labour force 41.6 34.9 25.5 19.9
Employment by sector
Agriculture 41.0 49.1 30.2 28.5
Industry 33.2 32.8 8.8 14.5
Services 26.9 20.9 32.6 30.3
Form of employment
Herder 39.2 49.0 26.5 24.4
Other private 34.7 29.2 24.1 34.7
Public sector 25.9 22.4 17.9 114
State companies 21.6 14.6 3.0 3.4
All categories 36.1 35.2 100.0 100.0
Sources: National Statistical Office (2004a);(2009a: 81)

The need for a more broad based and job-rich gromtlvhich the manufacturing

sector needs to play a much larger role, is basestweral interlinked considerations.

* The reliance on mining and agriculture as growthiees and on the services
sector as a source of employment creation makepdor quality growth that is
neither conducive to productive job creation and/igoty reduction nor is it
sustainable. As the present crisis has shown, s6 ahakes the Mongolian
economy highly exposed to the impact of externahemic crises.

* An indispensible component in a strategy for rapel, sustainable and job-rich
growth must be a diversification of Mongolia’s exggoand a gradual shift
towards more processed goods with a higher valweddn total exports.
Manufacturing needs to play a key role in such\aelbpment.
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Manufacturing plays a crucial role for several e

* It can create upstream and downstream linkagegrioudture, thus facilitating as
well as enhancing the growth impact of a develognoéragriculture and it is
generally important to strengthen inter-sectordigégs and to enhance multiplier
effects in the economy.

* It is essential for the development of produceemted services and thus a more
broad-based development of the services sector.

» A diversified manufacturing base can create stiorkgiges and multiplier effects
within the sector, at the same time as it wouldatean environment more
conducive to furthering manufacturing growth.

» The growth enhancing impact of FDI would be greatiproved if FDI could be
embedded in an environment where it can link up @amestic firms.

* A more broad based economy would in itself crediasaness environment better
able to hold its own by reducing transaction cobtsparticular in a situation
where there are severe physical and other obstactesde in goods, which could
otherwise compensate for the small size of the @ogn this is a consideration
that carries some weight.

At the heart of the problem of the dismal developtm& the manufacturing sector
would seem to be a problem with competitivenesg.al large, economic growth in
Mongolia has been confined to (i) natural reso@xteaction and (ii) services that are
not exposed to any external composition. The omleption to this overall picture
would seem to be animal husbandry and, in particyleoduction of cashmere for
which Mongolia has a distinct natural comparatidgamtage. Hence, addressing the
challenge of putting the country on a path of snatde economic development that
is both job-rich and inclusive requires addressirggproblem of competitiveness.

Drawing on a growth diagnostic analyéfsthe most recent World Bank country
economic memorandum on Mongolia identifies fiveding constraints in ‘need of
immediate policy interventiorf®

* Infrastructure bottlenecks, affecting not leasteexal trade with and through
China.

» Distortionary taxes, a very narrow tax base andpmermcustoms and trade
rules.

* Poor internal and international coordination betwéawvs and regulations,
trade and logistics, sector strategies and impléatien plans as well as
resource use and environmental degradation.

» Growing corruption and inadequate contract enforergm

* A high cost of capital primarily due to poor fina@dntermediation.

According to the World Bank Enterprise survey ofrigolia in 2008° the three most
important constraints facing firms in Mongolia wene order of importance, (i) poor
access to finance, (ii) tax rates and (iii) inad®guskills / education among the
workforce. It would also seem that the high codtgade imposed by geography are
compounded by cumbersome bureaucratic proceduoedeast for exporting. Both

24 |Janchovichina and Gooptu (2008).
% World Bank (2007a: ix-X).
% http://www.enterprisesurveys.org
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the World Bank Enterprise Survey and the Doing Bess Survey point to very
high trade related costs and time consuming praesdior customs formalities. The
evidence with regard to the regulatory frameworkrengenerally is contradictory.
While the Enterprise Survey points to a scope foeasnlining and reducing the
regulatory framework, the Doing Business Surveygests that in most regards the
regulatory framework impose less of a burden omdirin Mongolia than in most
other countries in the Asia-Pacific region. On dtker hand, at least the Enterprise
Survey suggests that labour regulations are must feequently identified as a
constraint in Mongolia than in neighbouring cougdri

The regulatory and institutional framework is clgatery important. It is also an area
where policy interventions can yield quick resulibere are good reasons to take the
identified shortcomings seriously and to take mezsio remedy these. However,
while these provide an important part of the pietuhey do not provide the full
picture.

Firstly, macroeconomic policies can matter grediy competitiveness. For a
resource-rich country such as Mongolia they preagpdrticular challenge, as export
of raw material generates large inflows of foregxthange. These flows tend to be
insensitive to changes in the exchange rate ane thaveffect of pushing up the value
of the domestic currency, which in its turn is likéo have a detrimental impact on
competitiveness. It is not clear that competiti@néras over the years been
sufficiently in focus as a key objective for maaroromic policies, such as exchange
rate and trade policies. A study by UNDP the rofetrade policy for human
development and poverty reduction in Mongolia cadek that even within the
framework of WTO membership, there is substantmltilised scope for more active
trade policies aimed at promoting inclusive ecormongrowth and human
development® The sharp fall in the value of the Tugrik in 20@8owed after a long
period of real appreciation of the Tugrik. This eggpation was primarily an effect of
Mongolia’s heavy reliance on export of minerals d@hd increase in world market
prices of these minerals, but policy obviously giémyed a role. Not least in view of
the challenges facing open resource rich couniniexchieving competitiveness and
broad-based economic development, a strong casbecamde for a comprehensive
review of macroeconomic policies from the perspectof competitiveness and
sustainable and inclusive job-rich growth.

Secondly, to understand the constraints facing fitmes and economic actors in

Mongolia the concept of business environment néedse expanded to include not
only aspects related to the institutional and raguly framework, but also to what for
lack of better terms will be called the overall gamment of economic actors. From
the perspective of an individual economic actofiron the presence of a dynamic and
fairly large and sophisticated economic environmevith a multitude of different

economic actors, is essential for its own possikedito prosper. In economic terms
this has to do with positive agglomeration effegissitive externalities and the

possibility of reducing transaction costs for thdividual firm, which depends on the
ease with which an economic actor can interact witier economic actors, access
information (about markets, technology etc.), matseproducts and services, obtain

2" http://www.doingbusiness.org
2 UNDP (2008)
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support services etc. In other words, a low le¥dboal economic activity is in itself
an obstacle to economic development, creatingiausccircle that needs to be broken.

It should be remembered that the Mongolian econ@ngssentially being rebuilt
from scratch and along entirely new lines. While tld economic structures were
rather quickly destroyed after the collapse of sleialist economic system in the
early 1990s, the reconstruction of the economyalbe lines of a market economy
has proved to be a much more protracted proceswkeienost of the structures of a
modern market economy are still at a fairly eathge of development. This pertains
not only to formal institutions and regulatory freworks, but as importantly to
economic agents providing support services, sowtegputs and market for outputs,
complementary economic activities etc. The stilyeatage of development of these
fabrics, which are crucial for competitiveness &mathe prospects of individual firms
to prosper and grow, puts Mongolia at a distinstadvantage vis-a-vis most of its
neighbouring countries in Asia, not least Chinané¢s pro-active efforts to promote
economic growth and sustainable enterprises aimeducing the negative
consequences that the weaknesses of the overalbmoo environment have for
existing and potential firms and entrepreneursnaeded. It is essentially a question
of the need for government to step in and providdghie form of public goods,
services and functions that the market as yet dadequately provide, largely with a
view to reduce transaction costs in the economyfamnishdividual firms.

The weak development of the overall economic emwrent has strong regional

implications. While this economic fabric is now @éying in Ulaanbaatar, it has yet
to begin to develop in the rest of the country. §hbe rapid development and
increasing sophistication of the economy in Ulaatdkain recent years is in itself

creating an increasingly enabling environment fotHer economic development, in

sharp contrast to the situation elsewhere in thenttg. Hence, pro-active efforts

aimed not only at improving the institutional arefulatory aspects of the business
environment, but also to compensate for the stdbkv‘environment of economic

actors’, will need to be combined with efforts t@mote local economic development
and to promote spatial economic integration. Thi# require central government

working in tandem with local authorities and closellaboration between the

authorities, employers’ and workers’ organisatiand other key stakeholders at both
the national and the local level.
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Employability and labour market access

As discussed above, inequality has been on theimiddongolia. The gains from
economic development have benefitted some, bdtdar all. Large groups in society
have ended up as losers, not only in relative tebusalso in absolute terms. Indeed,
income poverty has increased substantially amoegiens, the rural population and
those with low levels of formal education (Tablg.14

The differentiation of the labour market into winsi@nd losers, into those who attain
productive employment and those who do not, iselgrgn issue of poor and unequal
employability and labour market access.

Table 14: Poverty by main characteristics of head of household

2002/03 2007/08
Sector of employment
- Agriculture 41.0 49.1
Occupation
- Herder 39.2 49.0
Location
- Rural areas 43.4 46.6
Educational status
- No education 45.8 58.0
- Primary education 45.6 51.5
- Lower secondary 45.5 48.1
All households 36.1 35.2
Sources National Statistical Office (2009a: various &)l

Sustained economic growth is always associated stitictural change. The sectors,
occupations and geographic areas with the greptgsntial for growth change over
time and place, but they seldom coincide with thedeere the majority of the
working poor and unemployed are to be found. Fentbrking poor and unemployed
to be able to access the opportunities offered rowilp and structural change they
must be sufficiently endowed with the factors tiketermine employability AND they
must be sufficiently mobile. At the most basic levbe capabilities — employability
profiles - of the working poor and unemployed mustet the requirements of
emerging and existing opportunities for productreployment. However, there are
also a large number of other factors that may limé opportunities of the working
poor and unemployed to access productive employ@mbrtunities, even when the
employability per seis no hindrance. Poorly functioning markets, redast credit
markets, corruption and rent seeking tend to disoate against the working poor in
their role as entrepreneurs, thus unduly redudneg itompetitiveness and returns to
labour. In certain situations labour market insiiias may create insider — outsider
problems. Poor geographic, vocational and sociddilityy may prevent the working
poor and unemployed to move to more dynamic aréalseocountry and sectors of
the economy. Cultural and social stereotypes maultréen a fragmentation of the
labour market along gender, ethnic or other lilbas confining large parts of the
labour force to specific segments of the labour keiarA society that severely
constrains the access of women to productive emptoy opportunities, will not only
see higher inequality, but also lower growth angdoemployment elasticity than a
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society that offers equal opportunity. An inordmaurden of reproductive work may
also limit women’s ability to engage in economiggtiroductive work. The list of
possible inhibiting factors can be made very long.

Table 15: School attainment among those aged 20-24, 2006/07. Per centages

Level of education Urban Rural All areas
No schooling 1.6 9.3 4.6
Primary or less 2.7 20.1 9.5
Lower secondary 115 27.5 17.7
Upper secondary 58.9 31.7 48.3
Technical & professional 9.7 5.8 8.2
University 15.6 5.7 11.7
All levels 100.0 100.0 100.0
Source: UCW (2009:48). Data from 2006-07 Labour ForcevBur

The most important differentiation of the Mongolilatour force with regard to their
ability to access productive employment is arguaddbng geographic lines. Those
growing up and living in rural areas and, to a sohet lesser extent, isoumand
aimag centres are disadvantaged both in terms of embpilityaand labour market
access. The educational attainment of young pdepiiéstinctly lower in rural areas
than in urban areas (Table 15). Only 43 per ceth®fural youth (aged 20-24) have
completed upper secondary education or more, assagdd per cent of the urban
youth. Indeed, some 9.3 per cent of the rural ytathe no formal education and an
additional 20 per cent have at most completed pyinelucation, leaving them
singularly ill-equipped to become productively eoy#d. Poor access to educational
facilities, in particular at the higher levels, plems with the quality of education and
competing uses of time, particularly for boys aslkes, are likely to be some of the
main reasons behind the poor educational attainnoénthe rural youth. Poor
accumulation of human capital results in poor erygibaity. Employability is further
constrained by poor access to credit and, in soreasa an overpopulation of
livestock and unsustainable land use.

Employability apart, the rural labour force is alsandicapped in terms of access to
productive employment opportunities. The poorlyedsified economy outside the

capital city implies that for most of the rural taly force the occupational options

apart from herding are severely limited. For maatcessing productive non-

agricultural employment requires moving to where fbbs can be found, that is to

Ulaanbaatar.

It is also likely that the large rural — urban gaflects a negative selection. In recent
years increasing numbers of people have moved docéipital attracted by better

educational opportunities for themselves or thhildeen and by better employment

opportunities.

Thus, poor employability and poor access to pradecemployment opportunities
combine to perpetuate and indeed increase powvertiid rural areas and in many
aimag centres. Breaking this trend will require radding both of these factors.
Educational opportunities for the rural young nésde improved in regard to both
availability and quality. A diversification of theconomy inaimagandsoumcentres

is also needed to increase non-farm employment roputes as well as to create
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conditions for a more dynamic and sustainable agweént of the agricultural sector
and of the regional economies outside the capitalamge. This will require a
development of non-farm economic activities antr@ngthening of the rural — urban
economic linkages.

Inequalities in employability and access to protecemployment also take other

dimensions. Despite the fact that young women sgrplaeir male peers in terms of

educational achievements, they often end up asslasethe labour market. The wage
gap between women and men has increased in reearg gTable 16). To a certain

extent this may reflect an overrepresentation afnew in low-wage sectors, such as
trade. However, also within individual sectors thbas been a distinct increase in the
wage gap.

Table 16: Average wage by gender and economic sector in 2007. In USD

2000 2007
All Female Male All Female Male
A Agriculture 45 38 49 77 72 82
C Mining 55 53 56 188 152 196
D Manufacturing 61 65 56 137 116 162
F Construction 65 61 67 143 134 146
G Trade 58 57 61 105 104 107
I Transport & com. 73 70 75 149 135 160
All sectors 58 55 60 148 136 159

Source: http://laborsta.ilo.org

Young women also find it more difficult to get ash foothold on the labour market
than the young men do. The transition period betmteaving school and obtaining
the first job is somewhat higher for girls than s@nd among those aged 20-24 some
22 of the women are inactive in the sense that #éneyneither in education nor in the
labour force as against 13 per cent of the fl&@n the other hand, young women are
somewhat more likely than the young men to obtaigevemployment’

In recent years a mismatch between the knowledmapetences and skills produced
by the educational system and those in demandrimg fand enterprises has emerged
as an important issue. This mismatch is manifestelifficulties for firms to find and
recruit workers with the desired skills and compe&s® on the one hand and high
rates long term unemployment both generally and rgmgouth, a long transition
period between leaving school and entering the uabarket and difficulty in
accessing formal sector wage employment on ther ¢dtlwed. A recent World Bank
study* concluded that the three interrelated problemluiessness, informality and
skills mismatches have a common root in a poorityuahd relevance of the skills
and competences produced by the educational sykteancludes that ‘the same lack
of relevant skills that prevent people from gettandormal job also makes workers

29 UCW (2009:36). Figures are from the 2006/07 latorze.

30 Some 27 per cent of the women aged 15-24 anckitatour force had wage employment in 2006/07
as against 23 per cent of the men (UCW [2009: 40]).

31 According to the 2004 Investment Climate SurveyS) some 30 per cent of the firms thought that
the supply of skilled and educated workers was amar ‘severe’ concern (World Bank [2007:14]).
However, it should be noted that the ICS was biagedrds ‘modern’, formal sector private firms.

32 World Bank (2007).

21



unable to perform well the tasks required by emeitsy** The problem is not new. A
recent study on youth employment outcomes in Mdagolund that the problems of
youth unemployment and difficulties in entering tabour market were even more
severe in 2002 than in 2006

It seems essentially to be a question of a slowplgugsponse to a rapidly changing
demand for skills, education and knowledge. Thisvstesponse is in its turn due to
two main factors. Firstly, formal education andliskare generally obtained in youth
prior to entering the labour market. The concegtfelong learning has yet to make a
real impact in Mongolia. Hence, the formal eduaatmd skills of a large part of the
labour force have been rendered increasingly otesble the dramatic changes in the
economy and labour market since the early 1990sork it would appear that the
education and vocational training system is not geared up to meet the
requirements of the Mongolian labour market of todad tomorrow. There are
complaints about inadequate quality and relevahbeth the lower and higher levels
of education, a lack of universal standards, culmim and quality control in higher
education and a general lack of accessibility iralrareas” A recent World Bank
study identifies a number of measures to remedydituation.

» A system of universal standards in higher educatieeds to be implemented.
A universal system of quality control and assurameeds to be put in place to
reign in the proliferation of private institutiored higher learning offering
education of uncertain and often poor quality.

* While most adolescents complete lower secondarycaaun the learning
achievement is low. The quality of basic educateeds to be improved and
teaching methods modernised. Improving basic eductan rural areas
deserve particular focus to close the rural — udggmin education.

* Vocational education and other forms of ‘post-basitucation need to be
developed and its form and content need to be maber and put in tune with
labour market demands.

* Meeting the growing demand for ‘postbasic’ skikgjuires connecting school
and work, which will require close links and parsteps between industry
and schools.

* Second chance programmes need to be developedetoopiportunities for
those who have already left the educational systemimprove their
employability.

Lastly, cultural factors may also play a role. Thgh prestige attached to a university
degree may explain a demand for higher educatigaritewhat would be motivated
by an assessment of expected private returns assvaétract attention from the issue
of labour market relevance. Anecdotal evidenceroblems of adjusting from the
independence and self-reliance of a life as a néod& nine to five job and the

rigours of wage employment is also at times advéuasean source of ‘reduced’
employability.

3 World Bank (2007:ii).
3 UCW (2009: 37). Figures based on labour forceeysv
% See for instance World Bank (2007).
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Summary conclusions

Economic development in Mongolia has neither bedarich nor inclusive. Despite
high rates of growth until 2008 income poverty felhly marginally and the
generation of productive employment remained ay \@w levels and far below what
would have been needed to effectively reduce pgvéitte main causes behind the
poor employment content of growth had to do with guality of growth. Growth was
largely confined to the mining and the agricultisattors where for different reasons
it resulted in little new productive employment.mduch more broad-based economic
development, where the manufacturing sector angtbéuction of tradables would
need to play a much more prominent role, is ne¢dadake economic development
more efficient in terms of generation of productaraployment as well as to make it
sustainable. At the heart of the lack of broad-Bageowth and of the dismal
development of the manufacturing sector would seembe a problem with
competitiveness.

Another key reason behind the failure of growtheftectively reduce poverty has

been increasing inequality, which in its turn tdaege extent may be attributed to
shortcomings and inequality with regard to emplaljigand labour market access. A

main divide in this regard has over the past decdaseloped between Ulaanbaatar on
the one hand and most of the rest of the countrgherother hand. At the heart of the
contrast between rapidly falling poverty in the it@pand increasing poverty rates in
rural areas and in many smaller towns lies an asing inequality of access to

productive employment. It would also appear thatdge inequality on the labour

market is on the increase. Despite education aitideslels at par or better than those
of their male peers, women often end up as loserthe labour market suggesting
that there are problems of labour market discritmathat would need to be

addressed.

Addressing the challenge of putting Mongolia on ahpof sustainable economic
development that is both job-rich and inclusivestihequires addressing the problem
of competitiveness as well as the issue inequaligccess to productive employment.

The problem of competitiveness is likely to be ctewp The roots of the problem
may be found in four main areas.

* Macroeconomic policies

» The institutional and regulatory framework for epteses and entrepreneurs

» The overall environment of economic actors

» Shortages of human capital with adequate and nelea@ucation, skills and
competences.

An exploration of the role of macroeconomic policigvill require a thorough
assessment of these policies from the perspecfiveompetitiveness and job-rich
growth, with a particular focus on trade, exchangie and monetary policies. The
institutional and regulatory framework has beenjexttbd to repeated scrutiny
through various investment climate and ‘doing besg surveys. Much knowledge
can no doubt be pieced together from the resulhede surveys, but the perspective
would need to be somewhat recast with a strongarsfon sustainable enterprises
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and SMEs. By comparison constraints and challenggslting from weaknesses in
the ‘overall environment of economic actors’ in Molia, i.e. high transaction costs
resulting from lack of positive externalities arghlbbmeration effects, have remained
less well understood and are likely to require gomanalytical and investigative

effort. Mismatches of skills and short-comings wittgard to the relevance and
quality of education, skills and competences of ldt®our force may act both as a
constraint on growth and as a source of poor aredjued labour market access and
inequality and would need to be analysed from lobtinese perspectives.

The problem of the geographic polarisation of eooicodevelopment with an

increasingly dynamic and sophisticated economyhendapital and lack of any such
development in most of the rest of the country mmespecial attention. Successfully
addressing this issue is essential for reducinguakty in access to productive
employment and poverty. Arguably, it is also impattfor achieving sustainable and
job-rich growth in the country as a whole. Fostgrm dynamic and broad-based
economic development outside the capital will reguiell-conceived and forceful

local and regional development efforts backed ugsiotable policies at the national
level. This, in its turn will require a good undarsding of the nature of the main
constraints on entrepreneurship and enterprisel@@went in urban centres outside
the capital and the scope for government intereestito remove or mitigate these
constraints.
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Appendix

Table Al Sector distribution to total value added produced at current prices. Percentages
Agricul- Manu- Const- Trans-

Year ture Mining facturing  ruction Trade port Other
1989 16.2 14.4 8.8 3.4 22.4 14.7 20.1
1990 16.0 15.9 9.6 2.9 23.2 14.9 17.5
1991 14.2 13.1 7.6 2.2 30.9 8.0 24.0
1992 314 13.7 8.9 11 18.1 6.7 20.1
1993 36.8 13.9 8.1 0.9 18.9 5.7 15.7
1994 38.8 14.4 7.3 1.2 13.9 7.1 17.3
1995 38.8 12.2 11.1 15 14.7 5.7 15.9
1996 46.1 11.6 4.8 2.6 9.8 6.8 18.3
1997 38.6 16.3 5.3 2.1 13.2 7.3 17.1
1998 40.3 11.7 4.6 2.4 12.7 8.3 20.1
1999 39.5 11.4 4.5 2.4 11.2 8.6 22.4
2000 31.9 13.5 4.5 1.9 11.8 10.6 25.9
2001 28.4 12.2 5.9 2.0 12.2 12.8 26.5
2002 235 14.4 4.6 25 13.7 14.5 27.0
2003 22.8 16.1 4.7 3.4 13.0 13.5 26.4
2004 24.6 22.3 3.9 2.6 11.0 12.5 23.1
2005 23.9 27.0 4.0 2.3 9.7 12.1 21.0
2006 21.1 35.2 3.8 1.8 8.7 9.8 19.7
2007 23.2 23.1 4.2 2.5 11.2 12.5 234

Sources: http://unstats.un.orgNorld Bank (2009c).

Remark: Agriculture includes hunting, forestry and fisfin

Mining includes utilities.
Trade includes wholesale and retail trade, reatds and hotels.
Transport includes Transport, storage and comeations.
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Table A2

Sector distribution to total value added produced at constant 1990 prices.

Per centages
Year Agri- Manu- Const- Trans-
culture Mining facturing  ruction Trade port Other
1989 15.7 15.3 9.2 3.7 22.8 15.3 18.0
1990 16.0 15.9 9.6 2.9 23.2 14.9 17.5
1991 16.5 15.1 8.9 2.6 22.0 9.9 25.0
1992 18.0 14.9 9.2 1.6 18.8 9.0 28.6
1993 18.0 14.5 8.7 1.3 20.4 8.8 28.2
1994 18.1 14.9 8.2 15 20.0 8.5 28.8
1995 18.1 14.9 10.6 15 19.2 8.0 27.8
1996 17.7 15.7 8.5 15 18.0 8.3 30.3
1997 18.2 17.0 7.3 14 20.5 8.6 27.0
1998 19.1 17.7 7.4 14 19.9 10.0 24.5
1999 19.2 17.9 6.9 1.3 19.4 8.8 26.3
2000 15.7 18.5 6.5 11 23.2 8.4 26.6
2001 12.3 18.3 8.6 1.2 235 9.3 26.8
2002 10.1 14.8 10.0 1.4 27.1 10.2 26.5
2003 9.9 12.9 10.7 2.0 275 10.8 26.2
2004 10.8 16.9 9.7 1.7 24.8 11.0 25.2
2005 11.1 18.6 7.2 1.9 23.9 12.5 24.8
2006 11.0 17.9 7.6 1.8 25.2 12.9 23.5
2007 10.6 16.2 9.0 1.7 25.7 11.5 25.2
Sources: http://unstats.un.orgNorld Bank (2009c).
Remark: Agriculture includes hunting, forestry and fishing

Mining includes utilities.
Trade includes wholesale and retail trade, reatds and hotels.
Transport includes Transport, storage and comeations.
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Table A3 Development of GDP and of Value Added by Main Economic Sectors. I ndex:

1989=100.
GDP Agri-  Mining Manu- Const- Trade  Trans
culture facturing  ruction port

1989 100 100.0 100.0 100.0 100.0 100.0 100.0
1990 97.5 98.7 100.4 100.2 75.4 98.6 94.4
1991 88.5 94.3 88.6 86.6 62.9 86.6 57.8
1992 80.1 92.4 78.6 80.5 34.3 66.9 47.5
1993 77.7 89.9 74.5 73.9 28.8 70.5 45.3
1994 79.5 92.3 78.0 71.4 31.8 70.5 44.2
1995 84.5 96.2 81.2 95.8 35.1 70.5 43.7
1996 86.5 100.4 91.4 82.5 36.0 70.9 48.6
1997 90.0 104.7 100.7 71.1 35.1 81.7 51.0
1998 93.2 111.6 105.9 73.5 34.6 80.2 60.3
1999 96.1 116.5 111.6 71.4 35.1 81.3 54.9
2000 97.2 98.0 118.6 69.2 30.1 100.1 54.1
2001 100.1 79.6 121.7 94.9 33.7 104.9 61.7
2002 104.8 69.6 104.3 116.8 40.8 128.8 71.7
2003 112.2 72.8 96.7 133.6 62.2 139.4 81.6
2004 124.0 86.3 139.3 131.8 59.6 137.2 90.4
2005 133.0 95.9 165.1 106.4 69.1 142.4 111.1
2006 144.5 103.1 172.6 120.6 72.6 163.6 124.5
2007 158.8 108.0 169.7 156.8 76.6 181.2 120.3
Sources: http://unstats.un.orgNorld Bank (2009c).

Remark: Figures based on Tugrik at 1990 constant secicep

Agriculture includes hunting, forestry and fisdi

Mining includes utilities.

Trade includes wholesale and retail trade, reatdas and hotels.
Transport includes transport, storage and comeations.
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Table A4 Development of employment, value added and labour productivity by economic
sector, 1994-2007

1994 2000 2003 2007

Employment (1,000)
Agriculture 339.6 393.5 387.5 385.6
Mining & utilities 36.7 39.9 54.6 75.2
Manufacturing 63.2 54.6 54.9 47.9
Construction 27.3 234 35.1 60.0
Trade & restaurants 84.7 97.2 153.0 194.6
Transport & com. 31.5 34.1 39.5 44.1
Other 176.8 166.3 201.9 216.7
All sectors 759.8 809.0 926.5 1024.1
Value added (million tugrik)
Agriculture 4,777.3 4,471.4 3,686.7 5,240.7
Mining & utilities 1,774.7 1,888.9 2,613.2 5,226.7
Manufacturing 900.8 631.2 767.4 950.2
Construction 147.2 259.7 544.9 567.6
Trade & restaurants 1,716.1 1,647.2 2,111.4 2,534.3
Transport & com 881.1 1,488.2 2,191.5 2,820.5
Other sectors 2,129.5 3,624.6 4,268.8 5,296.1
All Sectors 12,326.3 14,011.2 16,183.9 22,636.0
Labour productivity, tugrik
Agriculture 14,067 11,363 9,517 13,591
Mining & utilities 48,357 47,341 47,861 69,504
Manufacturing 14,253 11,560 13,978 19,837
Construction 5,392 11,098 15,524 9,460
Trade & restaurants 20,261 16,947 13,800 13,023
Transport & com. 27,971 43,642 55,481 63,957
All sectors 16,223 17,319 17,468 22,103
Remark: Value added based on current prices discount&allify deflator to reflect 1990

prices.
Sources: http://unstats.un.ordnttp://laborsta.ilo.org
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Table A5 Development of value added, employment and productivity by economic sectors.

Index: 1994=100.

2000 2003 2007
Employment
Agriculture 116 114 114
Mining & utilities 109 149 205
Manufacturing 86 87 76
Construction 86 129 220
Trade & restaurants 115 181 230
Transport & com. 108 125 140
Other 94 114 113
All sectors 106 122 135
Value added
Agriculture 94 77 110
Mining & utilities 106 147 295
Manufacturing 70 95 105
Construction 176 370 386
Trade & restaurants 96 123 148
Transport & com. 169 249 320
Other 170 200 249
All sectors 114 131 183
Labour productivity
Agriculture 81 68 97
Mining & utilities 98 99 143
Manufacturing 81 98 139
Construction 206 288 175
Trade & restaurants 84 68 64
Transport & com 156 198 229
All sectors 107 108 136
Source: Based on Table A4.
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Table A6 Development of value added by economic sector broken down on components.
Index 1990=100.

By volume By value Terms of trade changes
1994 2000 2003 2007 1994 2000 2003 2007 1994 2@W3 2007

Agriculture 934 99.0 73.8 109.4 198.0 1853 152&17.2 212 187 207 198
Mining & 77.7 118.1 96.3 169.0 74.2 79.0 109.2 2185 0.9567 0.1.13 1.29

utilities

Manufacturing 71.2  69.0 133 1565 626 439 533 .0660.88 0.64 040 0.42
Construction 422 399 790 1016 343 605 77.8 .3320.82 152 985 1.30
Trade & 714 1015 1414 183.8 49.2 47.2 60.5 727 0.69 7 0.4€.43 0.40
restaurants

Transport & 469 573 865 1275 392 66.2 975 1255 0.84 1.1613 0.98
com.

Remarks By volume: At constant sector specific prices
By value: Current value adjusted by GDP deflator
Terms of Trade Change: By value / by volume

Sources: http://unstats.un.orgNorld Bank (2009c).
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Background

During the socialist period Mongolia prided itseMith having achieved full
employment, even though it may not always have ey productive. A complex
system of cross-subsidisations and administratigetyprices made any estimates of
productivity near-naught impossible and blurred tdlationship between wages and

productivity.
Table 1: Development of GDP 1989 - 2009

Year % growth Index: 1989=100
1989 100
1990 -2.5 97.5
1991 -9.2 88.5
1992 -9.5 80.1
1993 -3.0 77.7
1994 2.3 79.5
1995 6.3 84.5
1996 2.4 86.5
1997 4.0 90.0
1998 35 93.2
1999 3.2 96.1
2000 11 97.2
2001 3.0 100.1
2002 4.7 104.8
2003 7.0 112.2
2004 10.6 124.0
2005 7.3 133.0
2006 8.6 144.5
2007 9.9 158.8
2008 8.9 173.0
2009 2.7 177.7

Sources http://unstats.un.orgVorld Bank (2009c).

Remark: Population is estimated to have increased byoxopately 28 per cent over the

period.

The collapse of the socialist system, the abrugptsition to a market based economy
and the accompanying reorientation of externaltiozla had dramatic consequences
on employment as well as on the economy and soeigtg wholé.In aggregate
economic terms the rapid economic decline that aztarised the first years of
transition bottomed out already in 1993 (TableHgwever, the subsequent economic
recovery was slow. It took altogether twelve ye@mrsegain the level of economic
production, as measured by GDP, of 1989. Growtkguiaip substantially after 2002.

1 A number of good analysis of employment and laboarket aspects of the turbulent years in the
early 1990s exist. See for instance, Griffin (198 un, Ronnds and Narangoa (1999).



Between 2002 and 2008, the last year before thiawgtst of the global financial
crisis, GDP increased by 65 per cent, that is noat 9 per cent per year.

However, aggregate GDP data mask much of the dtiaatdook place on the labour
market and in the economy and livelihood of vityiavery Mongolian household.
Formal sector wage employment declined precipitousl the early years of the
transition at the same time as rampant inflationded the purchasing power of
wages’ The changes in the rural areas were no less di@iae main building block
of the economic and social infrastructure in thalrareas was the herding collectives
— negdels— which were multipurpose units meeting most aspe¢ the herding
households’ economic and social needs, ranging freemmeducation and health care
to veterinary and marketing faciliti€sThe collapse of theegdelsin the early 1990s
left a void that, two decades later, has yet tadequately filled.

Table 2: Participation in the Labour Force

1991a 1995a 1998 2003 2008
Total population 2,187.2 2,317.5 2,291.3 2,476.6 6425
Active age groups * 1,069.2 1,186.2 1,417.0 1,636.11,848.9
- men 686.8 789.5 888.4
- women 730.2 846.6 960.6
Active population 851.1 839.8 839.2 958.0 1,071.5
- men 446.1 435.8 482.9 524.9
- women 413.9 403.4 475.0 546.6
LFP rate % * 79.6 70.8 59.2 59.2 58.0
- men 63.5 61.2 59.1
- women 55.2 56.1 56.9
Dependency ratio, actual 1.57 1,76 1.73 1.59 1.47
Dependency ratio, age- 1.05 0.95 0.62 0.51 0.43

based*

*Active age groups defined as men aged 15-60 amdemoaged 15-55 in 1991 and 1995, but as all
men and women aged 15+ in 1998, 2003 and 2008.

Sources: Brun, Ronnas & Narangoa (1999: 18iip://laborsta.ilo.org

Remark: Figures for 1991 and 1995 (other than total pamnarefer to the age group 15-60
for men and 15-55 for women. Figures for 1998, 2808 2008 refer to population
aged 15+. All figures are based on official estiesatAll figures refer to officially
estimated de jure population. Note that total eyplent registered in the 2000
population census, presumably using a differerindiein, was 779.2 thousand.
Actual dependency ratio calculated as non-actiyaifadion divided by active
population.

Age-based dependency ratio calculated as populatinan-active age groups
divided by population in active age groups. Actage groups were 15-60 for men
and 15-55 for women in 1991 and 1995, but thosd a§et for both sexes for
subsequent years.

2 Most of the existing state-owned enterprises,bdisteed as cogs in a centrally planned economy,
collapsed at the same time as there was an undedtshedding of labour in the public sector as the
fiscal base dwindled. Consumer prices increasetihiés between 1989 and 1993.

% For a detailed analysis of the transformatiorhefrural economy and society in the 1990s, seerBruu
and Edgaard (1996). For an analysis of more redevetlopments, see Morris and Bruun (2005).



The employment and labour market impact of the ewgva transition and turmoil
took several forms (Table 2). There was a withdtafn@am the labour force as
employment opportunities lost were not replacedchwiew ones, resulting in an
absolute decrease of the labour force despite eease in the economically active
age groups. The participation rate in the labourepusing a narrow definition of the
economically active age groupgell from 80 to 71 per cent between 1991 and 1995
and would seem to have continued to fall, albe# atower rate at least until the end
of the decade.

The contraction of formal sector wage employmert goe urban labour market also
resulted in a large return flow of people from urka rural areas and a resort to
herding and to various types of informal sectoivéats in the urban areas. Between
1989 and 1998 the share of the population livinguiral areas increased from 43 to
50 per cent, while the share of agriculture inltetaployment increased from 32 to
49 per cent.The flight into herding was primarily driven by gtufactors, but there
were also pull factors at play. For many it obvigusffered the sole remaining option
for making a living. However, a rapid improvememtle agricultural terms of trade -
that is in the relative prices of agricultural mscas against the prices of non-
agricultural goods and services - clearly playednajor role in cushioning the
negative implications on labour productivity anduras to labour from the rapid
increase in the number of herders. The combineztetif a massive increase of the
number of herders and, in particular, improvedtnetaprices for agricultural inputs
was an increase of the contribution of value adateduced in the agricultural sector
to GDP from 16 per cent in 1990 to 46 per cenit996 and 40 per cent in 1998
(Appendix, Table 1). When measured at constant J®@@s this increase was much
more modest; from 16 per cent in 1990 to 19 pet oed998 (Appendix, Table 2).
The poor resource endowment of most of the ‘newdées and the distressful
circumstances under which decisions to take upihgmaften were taken are reflected
in the fact that the average number of animalsheetder household fell from 115 in
1990 to 48 in 200.

Table 3: Headcount poverty in Mongolia. Per centages

1995 1998 2002/03  2007/08
All areas 36.3 36.2 36.1 35.2
Urban 38.5 39.4 30.3 26.9
- Ulaanbataar 35.1 34.1 27.3 21.9
Rural 33.1 32.6 43.4 46.6
Gini coefficient 0.31 0.34 0.33 0.36
Source: FIDI International (1999); National Statisticaffice (2004a); (2009a).

By 1998 the headcount poverty rate had reachedeB&gnt, somewhat higher in
urban areas (39.4 per cent) than in rural area$ (3 cent) (Table 3). Lack of data
precludes an analysis of the development of povertiye early years of the transition,
but it is clear that it did increase substantiallyalso seems safe to conclude that the

* The official definition of the economically ageogips was 15-55 for women and 15-60 for men.
® Griffin (2001: 77, 81).
® Griffin (2001: 82). Calculated as ‘standard umitdivestock’.



sharp improvement in the prices of agriculturalduce, somewhat cushioned the
impact of the economic turmoil and decline on poxer

The flight to rural areas and to herding came toead in 2000-2002, as three
consecutive severe winters witlzudstook an extremely heavy toll on livestock and
deprived many herder families of their means ostxice’. Following an increase in
agricultural employment, i.e. mainly herding, byre& 54,000 people between 1994
and 2000, agricultural employment actually fellgbtly between 2000 and 2003
(Appendix, Table 4). At the same time, the urbarutal exodus was reversed and in-
migration to Ulaanbaatar picked up speed.

Poverty remains widespread despite high growth

The long period of sluggish growth, which camencead in 2003, was followed by a
period of exceptionally high GDP growth, which &$tuntil the onslaught of the
global financial crisis in late 2008. By 2008 GD&dhincreased by 65 per cent over
2002 and by 73 per cent over 1989. It would be aralsle to assume that the
traumatic period of transition was at last overt,tespite this high rate of growth
over a period of six years, official statistics gesgt that the share of the population
living below the poverty line fell only marginallyrom 36 per cent in 2002/03 to 35
per cent in 2007/08 (Table $)Despite years of rapid economic development,
Mongolia was further away than ever from achieimg Millennium goal of reducing
the number of people living in extreme poverty layfh

While the overall headcount poverty rate seemsate liemained virtually constant at
35-36 per cent for over a decade, there have hgeificant changes in the rural —
urban and regional distribution of poverty. UntB9B rural — urban differences in
poverty remained rather small (Table 3 and 4). &ithen, the rural — urban poverty
gap has increased significantly. Not only did rysalerty increase sharply between
1998 and 2002/03, which at least partly may bebaitied to the impact of the three
consecutive and sevedeuds but poverty seems to have continued to increasieet
point where by 2007/08 almost half of the rural plagon ostensibly lived below the
poverty line. By contrast, poverty declined sigrafitly in urban areas, from 39 per
cent in 1998, to 30 per cent in 2002/03 to 27 eeat a1 2007/08 (Table 3).

"Dzudis the collective name for a variety of climaticnditions during the winter and spring that
prevent animals from access to grazing, such asdesp or icy snow.

% A recent World Bank presentation challenges theeply estimates of the World Bank supported
2007-08 Household Socio-Economic Survey. This aitiéve estimate by the World Bank, based on an
adjustment of the 2002/03 poverty line by the comsuprice index suggests that poverty actually fell
from 36.1 per cent in 2002/03 to 11.6 per cent 7208 (World Bank [2009d]). The discrepancy
between the two estimates is simply too large tadmribed to measurement errors, suggesting that an
in-depth analysis of the reliability and validity the estimates are warranted. While the 2007/08
survey was designed to maximise comparability with previous 2002/03 survey and has the distinct
advantage of including a detailed methodologicalenim the publication, grima facie analysis
suggests that the rural poverty estimates, inq@aati, may be on the high side. The more recentdVor
Bank estimate that poverty fell by 25 percentagi#suover a five year period in the context of an
economic development that was rapid in quantita®2P terms, but had a very poor employment
content, borders on the incredible and cannot kentat face value. As discussed below, fact remains
that economic growth in the past decade did nailtrés any commensurate increase in productive
employment and as a consequence the link betwesmoetc growth and improved incomes in general
and incomes for the poor in particular was weak.



Table 4: Headcount Poverty in 2002/03 and 2007/08 by Area

Headcount poverty rate % % share of total popolati
2002/03 2007/08 2002/03 2007/08

Urban areas 30.3 26.9 55.4 60.8
- Ulaanbaatar 27.3 21.9 30.2 38.4
- Aimag centres 33.9 34.9 25.2 21.6
Rural areas 43.4 46.6 44.6 39.2
- Soum centres 445 42.0 16.2 134
- Countryside 42.7 49.7 28.4 25.8
Western region 51.1 47.1 17.0 154
Highlands 38.7 46.6 24.1 20.7
Central region excl. UB 34.4 30.7 19.5 16.3
Eastern region 34.5 46.7 9.3 7.4
Whole country 36.1 35.2 100.0 100.0
Source: National Statistical Office (2009a).
Remarks A recent alternative World Bank calculation sustgehat by 2007/08 headcount

poverty had fallen to 8.8 per cent in urban ar&&s5 per cent in rural areas and to
11.6 per cent in the country as a whole (World B@a09d]).

A more detailed breakdown reveals that the enéideiction in urban poverty was due
to a sharp decline in poverty in Ulaanbaatar (Tal)leHeadcount poverty actually
increased somewhat in the other urban centresethdbe main picture that emerges
is a clear dichotomy between rapidly falling poyeart Ulaanbaatar on the one hand
and stagnant or increasing headcount poverty mtewst of the rest of the country.
There were also large regional changes in the émcid of poverty. It would appear
that poverty fell in the Western and Central regiout increased considerably in the
Highlands and in the Eastern Region (Table 4).

Table 5: Headcount poverty by educational level of head of household 2002/03 and 2007/08

Headcount poverty rate % Share of population

2002/03 2007/08 2002/03 2007/08
No education 45.8 58.0 4.2 3.9
Primary 45.6 515 14.2 11.9
Lower secondary {8grade) 45.5 48.1 27.5 23.1
Complete secondary 34.9 34.6 18.8 31.4
Vocational 40.7 25.3 10.2 13.0
Higher diploma 23.4 9.5 13.6 10.0
University 11.6 8.8 115 6.0
All levels 36.1 35.2 100.0 100.0

Source: National Statistical Office (2004a)(2009a).

The exposure to poverty varies considerably bysthe of the household and by the
educational level of the head of the housefiditie larger the size of the household,
the higher the incidence of poverty. While only4lper cent of the two member

° The survey data do not yield information on thaaadional attainment of other household members.



households and 21.8 per cent of the three memheseholds were below the poverty
line in 2007/08, 53.4 per cent of the householdb weven members and 69 per cent
of the households with more than eight membersegedffrom income poverty.As
might be expected, the level of education exertsttang influence on the exposure
to poverty (Table 5). Indeed, it would appear thet importance of education as a
determining factor for poverty increased considgréetween 2002/03 and 2007/08.
Among those with at most lower secondary educat®mrades) the incidence of
income poverty increased considerable over thigogewhile it fell for those with
more than eight years of education. By 2007/08 ntbam half of the households
where the head of household had no more than pri@dwcation lived below the
poverty line (Table 5).

The challenge to increase productive employment

Productive employment is by far the most importark between economic growth
and reduction of income poverty. Enhancing emplayinaad returns to labour by (i)
strengthening the productive resources of the paond by (i) opening up
opportunities for everyone to make full use of pheductive resources at hand are the
main pillars of inclusive and job-rich growth aslias of poverty reduction.

Table 6: Productive employment achieved and required to reduce extreme poverty by half by

2015

2003 2008 2015
Total population (1,000) 2,476.6 2,645.5 2,855
Population aged 15-59 (1,000) 1,488.9 1,688.6 1,920
Labour force (1,000) 950.1 1,067.1 1,248
Headcount poverty rate, % 36.1 35.2 (Target)18.0
Working poor (1,000) 343.0 375.6 225
Productively employed (1,000) 607.1 691.5 1,023
Memorandum items
LFP rate 63.8 63.2 65
Dependency ratio, actual 1.59 1.48 1.28
Age-based dependency ratio 0.66 0.57 0.49
Unemployment rate 6.0
Sources: http://laborsta.ilo.orghttp://esa.un.orgNational Statistical Office (2004a);(2009a).
Remarks : Figures for 2003 and 2008 based on official estimaEstimates for 2015 based on

UN population forecasts.

Figures on labour force exclude those below tleead 5 and above the age of 59.
Working poor is defined as those in the laboucddout not earning enough to bring
themselves and their dependents out of povertyast calculated as labour force x
headcount poverty rate. It includes the unemplqyaat.

Productively employed defined as those in thedalborce who are not working poor.
It includes those unemployed who are not poor

LFP rate: Labour force participation rate

Actual dependency ratio: The total number of ecoically inactive divided by the
total number of economically active (in the labéance).

Age-based dependency ratio: The population agledvidEs or 60 and above divided
by the population aged 15-59.

Unemployment according to Household Socio-Econdsuivey 2007/08.

10 National Statistical Office (2009a:30).



The glaring discrepancy in recent years betweeh fates of growth on the one hand
and continued high rates of income poverty on ttieerohand reflects a failure of

growth to generate sufficient productive employméritere have been insufficient

opportunities for people living in poverty to effeely contribute to the economic

development of the country and to fully benefitnfrahe fruits of this development.

Indeed, it seems fair to conclude that most Morglihave not contributed as much
as they could have to the economic developmenthaee they benefited as much as
they should have from it.

The failure of the high rates of growth to reduaegrty through creation of and
improved access to productive employment is all ti@re disconcerting as this
development took place in a highly conducive derapiic context. Largely as a
consequence of the sharp decline in birth rates 2890 the dependency ratio has for
some time improved considerably and is expectedminue to do so (Table 2 and 6).
Defining the economically active age groups asdhagged 15 years or more, it can be
seen that the dependency ratill from 0.62 in 1998 to 0.51 in 2003 to 0.43%(08
(Table 2). Using the more realistic definition beteconomically age group as those
aged 15 to 59 it can be seen that the age-basexhdiemcy ratio fell from 0.66 in
2003 to 0.57 in 2008 and is expected to fall furtlee0.49 by 2015 (Table 6). The
rapid fall of the dependency ratio has been thebioed effect of reduced birth rates
and the entering into the economically active ageugs of the large number of
children born in the 1970s and 1980s.

This stage in the economic transition is oftenezhlthe demographic window of
opportunity as it holds the potential of a subs#rgositive impact on incomes and
poverty reduction. This impact can take severah®rFirst, a fall in the dependency
ratio will automatically translate into higher peapita income a long as the economy
manages to generate productive employment opptidsnior the growing labour
force. This is simply because each bread-winnel kave fewer mouths to feed.
Second, an improved dependency ratio increaseddhestic capacity to save, not
least at the household level. Savings, which inrthen translate into productive
investments, result in higher growth, the creatsdnmore and better employment
opportunities and higher returns to labour. Thempaerequisite for benefitting from
this demographic window of opportunities is thate timumber of productive
employment opportunities increases at pace withgitoevth of the economically
active age groups and that there is a high degresuality in terms of accessing
these opportunities. The continued high levels o¥epty suggest that so far the
Mongolian economy has fallen short in both of thespects despite the high rates of
growth between 2003 and 2008.

Indeed, the employment elasticity of growth felaghly from 0.94 in 2000-03 to a
mere 0.26 in 2003-2007 (Table 8)More over, it would appear that less than three
out of four additional jobs created were productivehe sense that they generated
sufficient income to allow the employed and the@pendents a standard a living

! Defined as the population in the non-economicalvacage groups divided by those in the
economically active age groups, i.e. the averagaben of dependents per person belonging to the
economically active age group.

2 The reasons behind this decline are further aadlpelow.



above the poverty line (Table 7). Indeed, the rasfkthe working poor continued to
increase despite the high rate of growth and thprored dependency ratio.

Table 7: Actual and required growth of productive employment

2003-2008 2008-2015
Total change Annual change Total change Annuahgbha
Total population 168.9 33.8 209.5 29.9
Population aged 15-59 199.7 39.9 231.4 33.1
Labour force 117.0 23.4 180.9 25.8
Productively employed 84.4 16.9 331.5 47.4
Working poor 32.6 6.5 -150.6 -21.5
Sources: See Table 6
Remarks: See Table 6

Tables 6 and 7 portray the development of prodaamployment and of the working
poor in the 2003-08 period and cast this againgt ithcrease in productive
employment needed to achieve the national goatdiicing headcount poverty to no
more than 18 per cent by 2015.

A rough estimate suggests that the number of ptoaduemployment opportunities in
the economy would need to increase by 332 thoudeod, 691 thousand in 2008 to
1,023 thousand in 2015 In other words, the rate of creation of productive
employment generation would need to increase fress Ithan 17,000 per year
between 2003 and 2008 to 47,000 per year betwe@& a@dd 2015 if the target to
reduce the share of the population living belowgbeerty line to 18 per cent is to be
reached (Table 7). It can further be estimated tiatwould require the creation of
some 181,000 additional productive jo¥fswhile an almost as large number of
existing working poor would need to enhance thegome and return to labour —
either through increasing the productivity of exigtjobs or by moving to other more
productive jobs — enough to allow themselves amil tthependents to escape from
poverty. This will clearly require not only contiead high rates of economic growth,
but, as importantly, a much higher quality of growt

Table 8: Employment elasticity of growth

2000-2003 2003-2007 2000-2007
Agriculture (0.86) -0.12 -0.12
Mining and utilities 0.96 0.38 0.50
Manufacturing 0.02 -0.54 -0.24
Construction 0.46 17.30 1.32
Trade & restaurants 2.04 1.36 1.86
Transport & communications 0.33 0.40 0.33
Other sectors 1.20 0.30 0.66
All sectors 0.94 0.26 0.43
Source: Appendix, Table 4
Remark Figures in bracket indicate negative growth. Niegafigures reflect a decline in

employment despite growth. Figures above 1 indieatployment growth, but
falling labour productivity.

13 The calculation is based on the official 2002/8 2007/8 poverty estimates
14 Assuming that no more than 18 per cent of the netincrease in the labour force will end up as
working poor



The need to increase productive employment oppibiarat a much faster pace than
in the past is further underscored by the exist@i@large pool of unutilised labour.
Mongolia suffered a sharp decline in the labourcdoparticipation rate during the
years of economic turmoil and transformation in th@90s. Since then, the
participation rate in the labour force has staghaitea historically exceptionally low
level. Hence, despite the considerable improvementhe age structure of the
population, the actual dependency ratio measuretheswumber of persons each
person in the labour force has to support remaery high. In addition, some six
percent of the labour force is unemploy@dJnemployment is particularly high
among the young and in the urban centres outsidearbhatar® Reducing
unemployment and increasing labour force particypatrates through increased
productive employment opportunities could yield stantial benefits in terms of
reducing the level of earnings needed by each lieaér to bring him/herself and
his/her dependents out of income povéfty.

The challenge to make growth more inclusive

Not only has the employment content of growth bémm, but it has not been

particularly inclusive either. Inequality in terna$ consumption increased between
2002/03 and 2007/08 (Table 9). The overall Ginifiicient of consumption increased

from 0.33 to 0.36, as the share of the consumpiothe poorest quintile in total

consumption fell from 7.5 to 7.2, while that of thehest quintile increased from 40.4
to 43.4. As income inequality tends to be high@ntikonsumption inequality and in
view of the equalising impact of public transfeitsmay safely be concluded that
inequality in terms of income from labour was higliean the figures in Table 9

suggest.

The most important aspect of increasing inequags no doubt the increasing
income and consumption gap between Ulaanbaatdreoarte hand and the rest of the
country in general and the countryside, in paricubn the other hand.While
average consumption in Ulaanbaatar increased inteeas by some 16.5 per cent
between from 2002/03 and 2007/08, it appears te Hialen by 8.2 per cent in the
countryside. By the latter date, average per caitsumption in the countryside had
fallen to less than 60 per cent of the averagecppita consumption in Ulaanbaatar
and to 75 per cent of the national average (Tapté 9

15 Unemployed are included in the labour force.

18 Youth unemployment (among those in the labourdaged 15-24) stood at 17 per cent in 2006/07,
reaching 33 per cent in urban areas (UCW 2009: 4dgmployment in the Aimag and Soum centres
(among all active age groups) was 8.1 and 8.4 pet cespectively (National Statistical Office
2009:125).

" Half of the households with an unemployed heatimfsehold live in poverty (National Statistical
Office (2009a: 125)).

18 Urban areas consist of the capital, Ulaanbaatet tlae centres of the Aimags. Rural areas consist o
Soum centres and the ‘countryside’.

19 National Statistical Office (2009a: 21).
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Table 9: Ineguality of consumption in 2002/03 and 2007/08

Area Gini coefficient of Average per capita consumption
consumption
Tugrik/month Index: Mongolia = 100

2002/03 2007/08 2002/03 2007/08 2003/03 2007/08
Urban areas 0.33 0.36 101,909 115,501 110 115
- Ulaanbaatar 0.33 0.36 108.612 126,494 117 125
- Aimag centres 0.32 0.34 93,894 97,680 101 97
Rural areas 0.31 0.32 81,504 81,010 88 80
- Soum centres 0.32 0.35 80,523 89,197 87 88
- Countryside 0.31 0.30 82,064 75,344 88 75
Whole country 0.33 0.36 92,814 100,865 100 100.0
Remark: Tugrik in 2007/08 constant prices
Sources: National Statistical Office (2009a: 21)

In addition, inequality also increased within thdoan areas as well as within the
soum centres. In Ulaanbaatar, the share of totawroption accounted for by the
poorest quintile fell from 7.9 to 6.9 per cent, ighihe share of the richest quintile
increased from 40.2 to 43.1 per cent.

Table 10: Decomposition of changesin headcount poverty between 2002/03 and 2007/08 by
growth and inequality components. Per centages

Change in poverty  Growth component Inequality

component

Urban areas -3.4 -6.7 3.3

- Ulaanbaatar -5.3 -7.3 2.0

- Aimag centres 1.0 -2.6 3.7

Rural areas 3.2 0.3 29

- Soum centres -2.5 -6.7 4.2

-. Counrtyside -7.0 6.2 0.8

Western Region -4.0 -1.8 -1.1

Highlands 7.9 4.8 3.1

Central region, excl. UB -3.7 -7.9 4.2

Eastern region 12.2 4.7 7.4

Whole country -0.9 -5.0 4.2

Source: National Statistical Office (2009a: 24).

Remark: The growth component refers to the decline in pgvirat would have occurred if

only the mean consumption had increased with naghién relative inequalities. A
negative figure implies a positive impact on poyere. a decline in poverty.

The increase in inequality had major implicatiomstibe efficiency, or rather lack of
efficiency, by which growth translated into reduéedome poverty. As may be seen
from Table 10, the increase in inequality all beutnalised the positive impact on
poverty that growth would have had had it beernrifistionally neutral. Had growth
taken place in a situation of unchanged incomecanmgumption distribution, it would
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have reduced headcount poverty by some 5 percentatge In reality, poverty fell
by a mere 0.9 percentages unit, the ‘shortfall & gercentage units being the
consequence of increasing inequality.

Reasons behind the poor quality of growth

The lacklustre performance of economic growth irmieof generation of productive
employment may be due to a number of factors.

 The sector composition of growtban exert a strong influence on the
employment outcome of growth as the employmentesdrdf the value added
often differs widely from one sector to anotfi®lf growth is concentrated to
sectors with low employment content, then it iglikto result in little increase
in productive employment. The sector compositisodias a strong bearing
on the sustainability of the growth. A broad ecormmand export base where
tradable$’ play a predominant role as growth engine is géiyegparceived as
a prerequisite for sustaining a high rate of ecanagrowth.

» The choice of technologyatters for the employment outcome of growth. The
use of more labour intensive technology will obwlyuresult in more
employment intensive growth. In reality the chomietechnology is often
quite limited and tends to be closely linked to greduct mix and sector
composition. However, in some areas, such as publestments, there can be
a scope for a wide choice.

* Changes in the domestic terms of tradatter. If the value of products and
services produced in the labour intensive sectalisrélative to the price of
more capital intensive goods, the employment amdnre of labour in the
former sector will suffer and vice versa.

* The prevalence and importance of rent seeking antsrin the economirent
seeking implies a transfer of income from those wgnoduce goods and
services to others who are in a position to extthese rents. It is often
associated with corruption, i.e. an abuse of polwempersonal gains, but it
may also take other forms, such as excessive prditived from a monopoly
position, exploitation of natural resources etc.alrbroader sense, yet still
pertinent from the perspective of the employmentteot of growth, rents
refer to incomes received from the possession adymstion factors other than
labour, such as land, capital, and immaterial ptgpeghts.

* Cyclical factors The impact on employment of changes in production
typically occurs with a time lag. During periods etonomic downturn,
production often initially falls more rapidly thaamployment, while during
periods of recovery production at least initialgntls to increase faster than
employment.

% The concept of employment content encompassesthethspect of the quantity of labour used and
the returns to labour, i.e. aggregate income adcimé¢he labour.

Z Tradables are goods and services exposed to atiemal competition, that is they may be exported
at the same time as production for the domestiketas exposed to competition from imports. The
concept of tradables is usefully defined narrowlgxclude raw materials.
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An examination of the Mongolian economy during {h@st decade reveals that
several of the above factors were at play. Tabledikplays a striking disparity
between the contributions of the various econoraat®s's to employment creation on
the one hand and to value added, i.e. GDP, on tther ddand. Over the 2003-2007
period mining” and agriculture together accounted for almost thiods of the
growth in GDP, but for less than 20 per cent of itt@ease in employment. At the
other end of the spectrum, trade, restaurantseated services accounted for 43 per
cent of the employment growth, but for less thame? cent of the increase in GDP.
Hence, employment growth in this sector took platethe expense of labour
productivity, which actually fell.

The role of mining and agriculture as growth engiaad the lacklustre employment
generation in these two sectors — employment inca¢mre actually fell between
2003 and 2007 — was attributable to quite differiators. The rapid growth of
mining, which started after 2000 and gained spdtsl 2003, was closely related to
the improvement in world market prices of copped gold since the late 1990s.
Between 2000 and 2007 the terms of trade of mirfamgl utilities) improved by
almost 100 per cent. No doubt stimulated by theease in prices, production also
increased rapidly in volume terms, particularlyeaff003. The combined effect of
increases in prices and in the volume of productias a doubling of production in
terms of value added between 2003 and 2007 (Tab)é*AHowever, mining is by
nature capital intensive rather than labour intensiFurthermore, the price increases
in all likelihood had little direct impact on emploent. Most of the gains from the
price increases benefited the exploiting compaaresthe government in the form of
rents rather than those employed in the sectougfirincreased wages.

Table 11: Sector distribution of employment and GDP. Percentages

1994 2000 2003 2007
Share of total employment
Agriculture 44.7 48.6 41.8 37.7
Mining and utilities 4.8 4.9 5.9 7.3
Manufacturing 8.3 6.7 5.9 4.7
Construction 3.6 29 3.8 5.9
Trade & restaurants 111 12.0 16.5 19.0
Transport & communications 4.1 4.2 4.3 4.3
Other sectors 23.3 20.6 21.8 21.2
All sectors 100.0 100.0 100.0 100.0
Share of GDP
Agriculture 38.8 31.9 22.8 23.2
Mining and utilities 14.4 13.5 16.1 23.1
Manufacturing 7.3 4.5 4.7 4.2
Construction 1.2 1.9 3.4 25
Trade & restaurants 13.9 11.8 13.0 11.2
Transport and commerce 7.1 10.6 13.5 125
Other sectors 17.3 25.9 26.4 23.4
All sectors 100.0 100.0 100.0 100.0
Sources: http://unstats.un.ordnttp://laborsta.ilo.org

22 Including ‘utilities’.

% This trend was at least temporarily broken in 2@8&opper prices fell by 58 per cent between the
first four months of 2008 and 2009. More recentlypper prices have started to pick up again, tayt th
are not yet back at the pre-crisis level (World Bf009a][2009c]).
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The story in agriculture has been quite a differené. The rapid growth of the
agricultural sector in terms of value added sin6@83reflected to a large extent a
recovery from the disastrous years of 2000-2002)aast in the form of a rebuilding
of the stocks of animals lost during the three ecnivedzuds Hence, the growth of
the agricultural sector should be seen againsti¢icéne in production by over 25 per
cent in volume terms between 2000 and 2003. Thrawigkhe 1990s agriculture
served as an employment buffer; as a source ofaymant and income of last resort
as urban employment opportunities dried up. Folgwthe three disastrous years at
the turn of the millennium, a reverse flow of labaut of agriculture and from rural
to urban areas commenced. This flight from agngelt continued even after
production started to pick up again after 2003. iRuihe context of the increasing
production and labour productivity in the agricuétlusector since 2003, it is both
astonishing and highly worrisome that the poventyidence among the agricultural
labour force, i.e. mainly herders, seemingly insegasharply from 39 to 49 per cent
between 2002/03 and 2007/08 (Table 13).

With the declining role of agriculture as a souacteemployment, trade, restaurants
and hotels have become by far the most importantbigefor employment generation.
Since 2000 well over 40 per cent of the increasenmployment has taken place in
these sectors (Table 12). These sectors are, list services sectors, labour intensive.
However, between 2000 and 2007 the employmenti@tgsdf growth in the trade,
hotels and restaurants sectors reached 1.86, ingptiiat employment growth took
place at the expense of labour productivity (Té)leVhat seems to have happened is
that these sectors took over the role of sourcengployment of last resort from
agriculture after the three consecuttlzidsaround 2000.

Table 12: Sector contribution to GDP growth and to employment growth. Per centages

1994-2000 2000-2003 2003-2007 1994-2007
Contribution to employment
Agriculture 109.6 5.1 -1.9 17.4
Mining & utilities 6.5 12.5 21.1 14.6
Manufacturing -17.5 -0.3 -7.2 -5.8
Construction -7.9 10.0 25.5 12.4
Trade & restaurants 25.4 47.5 42.6 41.6
Transport & com. 5.3 54 4.6 4.8
Other sectors -21.3 30.3 15.2 15.1
Total 100.0 100.0 100.0 100.0
Total (1,000) 49.2 117.5 97.6 264.3
Contribution to value added
Agriculture -18.2 -36.1 24.1 4.5
Mining & utilities 6.8 33.3 40.5 33.5
Manufacturing -16.0 6.2 2.8 0.5
Construction 6.8 131 0.4 4.1
Trade & Restaurants -4.1 21.4 6.6 7.9
Transport & com. 36.0 324 9,7 18.8
Other sectors 88.8 29.6 15.9 30.1
Total 100.0 100.0 100.0 100.0
Total (million tugrik) 1,684.9 2,172.7 6,452.1 10937

Value added based on current prices discountedd® @Geflator to reflect 1990
prices.

Sources: http://unstats.un.ordnttp://laborsta.ilo.org
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Almost two decades after the fall of the sociaigtem, the manufacturing sector has
yet to be reconstructed. The manufacturing sedttbrascounts for less than 5 per
cent of both GDP and employment. Following theuattcollapse of manufacturing
in the early years of transition, a nascent textitustry developed, based on ample
access to raw material — mainly cashmere - andvdeged access tmter alia the
US market. With the abolishment of the multi-fibagreement in January 2005
Mongolia lost its privileged access to key marketsl the growth of the textile
industry was brought to a halt as it found it diffit to face up to competition from
countries such as China. Hence, the incipient r&coction of the manufacturing
sector was largely aborted, and manufacturing naetl to decline in relative, if not
absolute terms. The decline of the share of matwiag in GDP can partly be
explained by deteriorating terms-of-trade. Termstraide for manufacturing fell
sharply in the 1990s and by an additional 34 pat between 2000 and 2007 (Table
A6). The unfavourable development of terms-of-tradewithstanding, the continued
insignificance of manufacturing as a source of eowic growth and employment
creation is a severe concern.

Table 13: Headcount poverty by employment characteristics of head of household 2002/03 and

2007/08
Headcount poverty rate % Share of population %
2002/03 2007/08 2003/04 2007/08
Employment status
Employed 33.6 34.3 715 75.7
Unemployed 48.7 54.4 3.0 4.2
Out of labour force 41.6 34.9 25.5 19.9
Employment by sector
Agriculture 41.0 49.1 30.2 28.5
Industry 33.2 32.8 8.8 14.5
Services 26.9 20.9 32.6 30.3
Form of employment
Herder 39.2 49.0 26.5 24.4
Other private 34.7 29.2 24.1 34.7
Public sector 25.9 22.4 17.9 114
State companies 21.6 14.6 3.0 3.4
All categories 36.1 35.2 100.0 100.0
Sources: National Statistical Office (2004a);(2009a: 81)

The need for a more broad based and job-rich gromtlvhich the manufacturing

sector needs to play a much larger role, is basestweral interlinked considerations.

* The reliance on mining and agriculture as growthiees and on the services
sector as a source of employment creation makepdor quality growth that is
neither conducive to productive job creation and/igoty reduction nor is it
sustainable. As the present crisis has shown, s6 ahakes the Mongolian
economy highly exposed to the impact of externahemic crises.

* An indispensible component in a strategy for rapel, sustainable and job-rich
growth must be a diversification of Mongolia’s exggoand a gradual shift
towards more processed goods with a higher valweddn total exports.
Manufacturing needs to play a key role in such\aelbpment.
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Manufacturing plays a crucial role for several e

* It can create upstream and downstream linkagegrioudture, thus facilitating as
well as enhancing the growth impact of a develognoéragriculture and it is
generally important to strengthen inter-sectordigégs and to enhance multiplier
effects in the economy.

* It is essential for the development of produceemted services and thus a more
broad-based development of the services sector.

» A diversified manufacturing base can create stiorkgiges and multiplier effects
within the sector, at the same time as it wouldatean environment more
conducive to furthering manufacturing growth.

» The growth enhancing impact of FDI would be greatiproved if FDI could be
embedded in an environment where it can link up @amestic firms.

* A more broad based economy would in itself crediasaness environment better
able to hold its own by reducing transaction cobtsparticular in a situation
where there are severe physical and other obstactesde in goods, which could
otherwise compensate for the small size of the @ogn this is a consideration
that carries some weight.

At the heart of the problem of the dismal developtm& the manufacturing sector
would seem to be a problem with competitivenesg.al large, economic growth in
Mongolia has been confined to (i) natural reso@xteaction and (ii) services that are
not exposed to any external composition. The omleption to this overall picture
would seem to be animal husbandry and, in particyleoduction of cashmere for
which Mongolia has a distinct natural comparatidgamtage. Hence, addressing the
challenge of putting the country on a path of snatde economic development that
is both job-rich and inclusive requires addressirggproblem of competitiveness.

Drawing on a growth diagnostic analyéfsthe most recent World Bank country
economic memorandum on Mongolia identifies fiveding constraints in ‘need of
immediate policy interventiorf®

* Infrastructure bottlenecks, affecting not leasteexal trade with and through
China.

» Distortionary taxes, a very narrow tax base andpmermcustoms and trade
rules.

* Poor internal and international coordination betwéawvs and regulations,
trade and logistics, sector strategies and impléatien plans as well as
resource use and environmental degradation.

» Growing corruption and inadequate contract enforergm

* A high cost of capital primarily due to poor fina@dntermediation.

According to the World Bank Enterprise survey ofrigolia in 2008° the three most
important constraints facing firms in Mongolia wene order of importance, (i) poor
access to finance, (ii) tax rates and (iii) inad®guskills / education among the
workforce. It would also seem that the high codtgade imposed by geography are
compounded by cumbersome bureaucratic proceduoedeast for exporting. Both

24 |Janchovichina and Gooptu (2008).
% World Bank (2007a: ix-X).
% http://www.enterprisesurveys.org
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the World Bank Enterprise Survey and the Doing Bess Survey point to very
high trade related costs and time consuming praesdior customs formalities. The
evidence with regard to the regulatory frameworkrengenerally is contradictory.
While the Enterprise Survey points to a scope foeasnlining and reducing the
regulatory framework, the Doing Business Surveygests that in most regards the
regulatory framework impose less of a burden omdirin Mongolia than in most
other countries in the Asia-Pacific region. On dtker hand, at least the Enterprise
Survey suggests that labour regulations are must feequently identified as a
constraint in Mongolia than in neighbouring cougdri

The regulatory and institutional framework is clgatery important. It is also an area
where policy interventions can yield quick resulibere are good reasons to take the
identified shortcomings seriously and to take mezsio remedy these. However,
while these provide an important part of the pietuhey do not provide the full
picture.

Firstly, macroeconomic policies can matter grediy competitiveness. For a
resource-rich country such as Mongolia they preagpdrticular challenge, as export
of raw material generates large inflows of foregxthange. These flows tend to be
insensitive to changes in the exchange rate ane thaveffect of pushing up the value
of the domestic currency, which in its turn is likéo have a detrimental impact on
competitiveness. It is not clear that competiti@néras over the years been
sufficiently in focus as a key objective for maaroromic policies, such as exchange
rate and trade policies. A study by UNDP the rofetrade policy for human
development and poverty reduction in Mongolia cadek that even within the
framework of WTO membership, there is substantmltilised scope for more active
trade policies aimed at promoting inclusive ecormongrowth and human
development® The sharp fall in the value of the Tugrik in 20@8owed after a long
period of real appreciation of the Tugrik. This eggpation was primarily an effect of
Mongolia’s heavy reliance on export of minerals d@hd increase in world market
prices of these minerals, but policy obviously giémyed a role. Not least in view of
the challenges facing open resource rich couniniexchieving competitiveness and
broad-based economic development, a strong casbecamde for a comprehensive
review of macroeconomic policies from the perspectof competitiveness and
sustainable and inclusive job-rich growth.

Secondly, to understand the constraints facing fitmes and economic actors in

Mongolia the concept of business environment néedse expanded to include not
only aspects related to the institutional and raguly framework, but also to what for
lack of better terms will be called the overall gamment of economic actors. From
the perspective of an individual economic actofiron the presence of a dynamic and
fairly large and sophisticated economic environmevith a multitude of different

economic actors, is essential for its own possikedito prosper. In economic terms
this has to do with positive agglomeration effegissitive externalities and the

possibility of reducing transaction costs for thdividual firm, which depends on the
ease with which an economic actor can interact witier economic actors, access
information (about markets, technology etc.), matseproducts and services, obtain

2" http://www.doingbusiness.org
2 UNDP (2008)
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support services etc. In other words, a low le¥dboal economic activity is in itself
an obstacle to economic development, creatingiausccircle that needs to be broken.

It should be remembered that the Mongolian econ@ngssentially being rebuilt
from scratch and along entirely new lines. While tld economic structures were
rather quickly destroyed after the collapse of sleialist economic system in the
early 1990s, the reconstruction of the economyalbe lines of a market economy
has proved to be a much more protracted proceswkeienost of the structures of a
modern market economy are still at a fairly eathge of development. This pertains
not only to formal institutions and regulatory freworks, but as importantly to
economic agents providing support services, sowtegputs and market for outputs,
complementary economic activities etc. The stilyeatage of development of these
fabrics, which are crucial for competitiveness &mathe prospects of individual firms
to prosper and grow, puts Mongolia at a distinstadvantage vis-a-vis most of its
neighbouring countries in Asia, not least Chinané¢s pro-active efforts to promote
economic growth and sustainable enterprises aimeducing the negative
consequences that the weaknesses of the overalbmoo environment have for
existing and potential firms and entrepreneursnaeded. It is essentially a question
of the need for government to step in and providdghie form of public goods,
services and functions that the market as yet dadequately provide, largely with a
view to reduce transaction costs in the economyfamnishdividual firms.

The weak development of the overall economic emwrent has strong regional

implications. While this economic fabric is now @éying in Ulaanbaatar, it has yet
to begin to develop in the rest of the country. §hbe rapid development and
increasing sophistication of the economy in Ulaatdkain recent years is in itself

creating an increasingly enabling environment fotHer economic development, in

sharp contrast to the situation elsewhere in thenttg. Hence, pro-active efforts

aimed not only at improving the institutional arefulatory aspects of the business
environment, but also to compensate for the stdbkv‘environment of economic

actors’, will need to be combined with efforts t@mote local economic development
and to promote spatial economic integration. Thi# require central government

working in tandem with local authorities and closellaboration between the

authorities, employers’ and workers’ organisatiand other key stakeholders at both
the national and the local level.
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Employability and labour market access

As discussed above, inequality has been on theimiddongolia. The gains from
economic development have benefitted some, bdtdar all. Large groups in society
have ended up as losers, not only in relative tebusalso in absolute terms. Indeed,
income poverty has increased substantially amoegiens, the rural population and
those with low levels of formal education (Tablg.14

The differentiation of the labour market into winsi@nd losers, into those who attain
productive employment and those who do not, iselgrgn issue of poor and unequal
employability and labour market access.

Table 14: Poverty by main characteristics of head of household

2002/03 2007/08
Sector of employment
- Agriculture 41.0 49.1
Occupation
- Herder 39.2 49.0
Location
- Rural areas 43.4 46.6
Educational status
- No education 45.8 58.0
- Primary education 45.6 51.5
- Lower secondary 45.5 48.1
All households 36.1 35.2
Sources National Statistical Office (2009a: various &)l

Sustained economic growth is always associated stitictural change. The sectors,
occupations and geographic areas with the greptgsntial for growth change over
time and place, but they seldom coincide with thedeere the majority of the
working poor and unemployed are to be found. Fentbrking poor and unemployed
to be able to access the opportunities offered rowilp and structural change they
must be sufficiently endowed with the factors tiketermine employability AND they
must be sufficiently mobile. At the most basic levbe capabilities — employability
profiles - of the working poor and unemployed mustet the requirements of
emerging and existing opportunities for productreployment. However, there are
also a large number of other factors that may limé opportunities of the working
poor and unemployed to access productive employ@mbrtunities, even when the
employability per seis no hindrance. Poorly functioning markets, redast credit
markets, corruption and rent seeking tend to disoate against the working poor in
their role as entrepreneurs, thus unduly redudneg itompetitiveness and returns to
labour. In certain situations labour market insiiias may create insider — outsider
problems. Poor geographic, vocational and sociddilityy may prevent the working
poor and unemployed to move to more dynamic aréalseocountry and sectors of
the economy. Cultural and social stereotypes maultréen a fragmentation of the
labour market along gender, ethnic or other lilbas confining large parts of the
labour force to specific segments of the labour keiarA society that severely
constrains the access of women to productive emptoy opportunities, will not only
see higher inequality, but also lower growth angdoemployment elasticity than a

19



society that offers equal opportunity. An inordmaurden of reproductive work may
also limit women’s ability to engage in economiggtiroductive work. The list of
possible inhibiting factors can be made very long.

Table 15: School attainment among those aged 20-24, 2006/07. Per centages

Level of education Urban Rural All areas
No schooling 1.6 9.3 4.6
Primary or less 2.7 20.1 9.5
Lower secondary 115 27.5 17.7
Upper secondary 58.9 31.7 48.3
Technical & professional 9.7 5.8 8.2
University 15.6 5.7 11.7
All levels 100.0 100.0 100.0
Source: UCW (2009:48). Data from 2006-07 Labour ForcevBur

The most important differentiation of the Mongolilatour force with regard to their
ability to access productive employment is arguaddbng geographic lines. Those
growing up and living in rural areas and, to a sohet lesser extent, isoumand
aimag centres are disadvantaged both in terms of embpilityaand labour market
access. The educational attainment of young pdepiiéstinctly lower in rural areas
than in urban areas (Table 15). Only 43 per ceth®fural youth (aged 20-24) have
completed upper secondary education or more, assagdd per cent of the urban
youth. Indeed, some 9.3 per cent of the rural ytathe no formal education and an
additional 20 per cent have at most completed pyinelucation, leaving them
singularly ill-equipped to become productively eoy#d. Poor access to educational
facilities, in particular at the higher levels, plems with the quality of education and
competing uses of time, particularly for boys aslkes, are likely to be some of the
main reasons behind the poor educational attainnoénthe rural youth. Poor
accumulation of human capital results in poor erygibaity. Employability is further
constrained by poor access to credit and, in soreasa an overpopulation of
livestock and unsustainable land use.

Employability apart, the rural labour force is alsandicapped in terms of access to
productive employment opportunities. The poorlyedsified economy outside the

capital city implies that for most of the rural taly force the occupational options

apart from herding are severely limited. For maatcessing productive non-

agricultural employment requires moving to where fbbs can be found, that is to

Ulaanbaatar.

It is also likely that the large rural — urban gaflects a negative selection. In recent
years increasing numbers of people have moved docéipital attracted by better

educational opportunities for themselves or thhildeen and by better employment

opportunities.

Thus, poor employability and poor access to pradecemployment opportunities
combine to perpetuate and indeed increase powvertiid rural areas and in many
aimag centres. Breaking this trend will require radding both of these factors.
Educational opportunities for the rural young nésde improved in regard to both
availability and quality. A diversification of theconomy inaimagandsoumcentres

is also needed to increase non-farm employment roputes as well as to create
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conditions for a more dynamic and sustainable agweént of the agricultural sector
and of the regional economies outside the capitalamge. This will require a
development of non-farm economic activities antr@ngthening of the rural — urban
economic linkages.

Inequalities in employability and access to protecemployment also take other

dimensions. Despite the fact that young women sgrplaeir male peers in terms of

educational achievements, they often end up asslasethe labour market. The wage
gap between women and men has increased in reearg gTable 16). To a certain

extent this may reflect an overrepresentation afnew in low-wage sectors, such as
trade. However, also within individual sectors thbas been a distinct increase in the
wage gap.

Table 16: Average wage by gender and economic sector in 2007. In USD

2000 2007
All Female Male All Female Male
A Agriculture 45 38 49 77 72 82
C Mining 55 53 56 188 152 196
D Manufacturing 61 65 56 137 116 162
F Construction 65 61 67 143 134 146
G Trade 58 57 61 105 104 107
I Transport & com. 73 70 75 149 135 160
All sectors 58 55 60 148 136 159

Source: http://laborsta.ilo.org

Young women also find it more difficult to get ash foothold on the labour market
than the young men do. The transition period betmteaving school and obtaining
the first job is somewhat higher for girls than s@nd among those aged 20-24 some
22 of the women are inactive in the sense that #éneyneither in education nor in the
labour force as against 13 per cent of the fl&@n the other hand, young women are
somewhat more likely than the young men to obtaigevemployment’

In recent years a mismatch between the knowledmapetences and skills produced
by the educational system and those in demandrimg fand enterprises has emerged
as an important issue. This mismatch is manifestelifficulties for firms to find and
recruit workers with the desired skills and compe&s® on the one hand and high
rates long term unemployment both generally and rgmgouth, a long transition
period between leaving school and entering the uabarket and difficulty in
accessing formal sector wage employment on ther ¢dtlwed. A recent World Bank
study* concluded that the three interrelated problemluiessness, informality and
skills mismatches have a common root in a poorityuahd relevance of the skills
and competences produced by the educational sykteancludes that ‘the same lack
of relevant skills that prevent people from gettandormal job also makes workers

29 UCW (2009:36). Figures are from the 2006/07 latorze.

30 Some 27 per cent of the women aged 15-24 anckitatour force had wage employment in 2006/07
as against 23 per cent of the men (UCW [2009: 40]).

31 According to the 2004 Investment Climate SurveyS) some 30 per cent of the firms thought that
the supply of skilled and educated workers was amar ‘severe’ concern (World Bank [2007:14]).
However, it should be noted that the ICS was biagedrds ‘modern’, formal sector private firms.

32 World Bank (2007).
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unable to perform well the tasks required by emeitsy** The problem is not new. A
recent study on youth employment outcomes in Mdagolund that the problems of
youth unemployment and difficulties in entering tabour market were even more
severe in 2002 than in 2006

It seems essentially to be a question of a slowplgugsponse to a rapidly changing
demand for skills, education and knowledge. Thisvstesponse is in its turn due to
two main factors. Firstly, formal education andliskare generally obtained in youth
prior to entering the labour market. The concegtfelong learning has yet to make a
real impact in Mongolia. Hence, the formal eduaatmd skills of a large part of the
labour force have been rendered increasingly otesble the dramatic changes in the
economy and labour market since the early 1990sork it would appear that the
education and vocational training system is not geared up to meet the
requirements of the Mongolian labour market of todad tomorrow. There are
complaints about inadequate quality and relevahbeth the lower and higher levels
of education, a lack of universal standards, culmim and quality control in higher
education and a general lack of accessibility iralrareas” A recent World Bank
study identifies a number of measures to remedydituation.

» A system of universal standards in higher educatieeds to be implemented.
A universal system of quality control and assurameeds to be put in place to
reign in the proliferation of private institutiored higher learning offering
education of uncertain and often poor quality.

* While most adolescents complete lower secondarycaaun the learning
achievement is low. The quality of basic educateeds to be improved and
teaching methods modernised. Improving basic eductan rural areas
deserve particular focus to close the rural — udggmin education.

* Vocational education and other forms of ‘post-basitucation need to be
developed and its form and content need to be maber and put in tune with
labour market demands.

* Meeting the growing demand for ‘postbasic’ skikgjuires connecting school
and work, which will require close links and parsteps between industry
and schools.

* Second chance programmes need to be developedetoopiportunities for
those who have already left the educational systemimprove their
employability.

Lastly, cultural factors may also play a role. Thgh prestige attached to a university
degree may explain a demand for higher educatigaritewhat would be motivated
by an assessment of expected private returns assvaétract attention from the issue
of labour market relevance. Anecdotal evidenceroblems of adjusting from the
independence and self-reliance of a life as a néod& nine to five job and the

rigours of wage employment is also at times advéuasean source of ‘reduced’
employability.

3 World Bank (2007:ii).
3 UCW (2009: 37). Figures based on labour forceeysv
% See for instance World Bank (2007).
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Summary conclusions

Economic development in Mongolia has neither bedarich nor inclusive. Despite
high rates of growth until 2008 income poverty felhly marginally and the
generation of productive employment remained ay \@w levels and far below what
would have been needed to effectively reduce pgvéitte main causes behind the
poor employment content of growth had to do with guality of growth. Growth was
largely confined to the mining and the agricultisattors where for different reasons
it resulted in little new productive employment.mduch more broad-based economic
development, where the manufacturing sector angtbéuction of tradables would
need to play a much more prominent role, is ne¢dadake economic development
more efficient in terms of generation of productaraployment as well as to make it
sustainable. At the heart of the lack of broad-Bageowth and of the dismal
development of the manufacturing sector would seembe a problem with
competitiveness.

Another key reason behind the failure of growtheftectively reduce poverty has

been increasing inequality, which in its turn tdaege extent may be attributed to
shortcomings and inequality with regard to emplaljigand labour market access. A

main divide in this regard has over the past decdaseloped between Ulaanbaatar on
the one hand and most of the rest of the countrgherother hand. At the heart of the
contrast between rapidly falling poverty in the it@pand increasing poverty rates in
rural areas and in many smaller towns lies an asing inequality of access to

productive employment. It would also appear thatdge inequality on the labour

market is on the increase. Despite education aitideslels at par or better than those
of their male peers, women often end up as loserthe labour market suggesting
that there are problems of labour market discritmathat would need to be

addressed.

Addressing the challenge of putting Mongolia on ahpof sustainable economic
development that is both job-rich and inclusivestihequires addressing the problem
of competitiveness as well as the issue inequaligccess to productive employment.

The problem of competitiveness is likely to be ctewp The roots of the problem
may be found in four main areas.

* Macroeconomic policies

» The institutional and regulatory framework for epteses and entrepreneurs

» The overall environment of economic actors

» Shortages of human capital with adequate and nelea@ucation, skills and
competences.

An exploration of the role of macroeconomic policigvill require a thorough
assessment of these policies from the perspecfiveompetitiveness and job-rich
growth, with a particular focus on trade, exchangie and monetary policies. The
institutional and regulatory framework has beenjexttbd to repeated scrutiny
through various investment climate and ‘doing besg surveys. Much knowledge
can no doubt be pieced together from the resulhede surveys, but the perspective
would need to be somewhat recast with a strongarsfon sustainable enterprises

23



and SMEs. By comparison constraints and challenggslting from weaknesses in
the ‘overall environment of economic actors’ in Molia, i.e. high transaction costs
resulting from lack of positive externalities arghlbbmeration effects, have remained
less well understood and are likely to require gomanalytical and investigative

effort. Mismatches of skills and short-comings wittgard to the relevance and
quality of education, skills and competences of ldt®our force may act both as a
constraint on growth and as a source of poor aredjued labour market access and
inequality and would need to be analysed from lobtinese perspectives.

The problem of the geographic polarisation of eooicodevelopment with an

increasingly dynamic and sophisticated economyhendapital and lack of any such
development in most of the rest of the country mmespecial attention. Successfully
addressing this issue is essential for reducinguakty in access to productive
employment and poverty. Arguably, it is also impattfor achieving sustainable and
job-rich growth in the country as a whole. Fostgrm dynamic and broad-based
economic development outside the capital will reguiell-conceived and forceful

local and regional development efforts backed ugsiotable policies at the national
level. This, in its turn will require a good undarsding of the nature of the main
constraints on entrepreneurship and enterprisel@@went in urban centres outside
the capital and the scope for government intereestito remove or mitigate these
constraints.
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Appendix

Table Al Sector distribution to total value added produced at current prices. Percentages
Agricul- Manu- Const- Trans-

Year ture Mining facturing  ruction Trade port Other
1989 16.2 14.4 8.8 3.4 22.4 14.7 20.1
1990 16.0 15.9 9.6 2.9 23.2 14.9 17.5
1991 14.2 13.1 7.6 2.2 30.9 8.0 24.0
1992 314 13.7 8.9 11 18.1 6.7 20.1
1993 36.8 13.9 8.1 0.9 18.9 5.7 15.7
1994 38.8 14.4 7.3 1.2 13.9 7.1 17.3
1995 38.8 12.2 11.1 15 14.7 5.7 15.9
1996 46.1 11.6 4.8 2.6 9.8 6.8 18.3
1997 38.6 16.3 5.3 2.1 13.2 7.3 17.1
1998 40.3 11.7 4.6 2.4 12.7 8.3 20.1
1999 39.5 11.4 4.5 2.4 11.2 8.6 22.4
2000 31.9 13.5 4.5 1.9 11.8 10.6 25.9
2001 28.4 12.2 5.9 2.0 12.2 12.8 26.5
2002 235 14.4 4.6 25 13.7 14.5 27.0
2003 22.8 16.1 4.7 3.4 13.0 13.5 26.4
2004 24.6 22.3 3.9 2.6 11.0 12.5 23.1
2005 23.9 27.0 4.0 2.3 9.7 12.1 21.0
2006 21.1 35.2 3.8 1.8 8.7 9.8 19.7
2007 23.2 23.1 4.2 2.5 11.2 12.5 234

Sources: http://unstats.un.orgNorld Bank (2009c).

Remark: Agriculture includes hunting, forestry and fisfin

Mining includes utilities.
Trade includes wholesale and retail trade, reatds and hotels.
Transport includes Transport, storage and comeations.
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Table A2

Sector distribution to total value added produced at constant 1990 prices.

Per centages
Year Agri- Manu- Const- Trans-
culture Mining facturing  ruction Trade port Other
1989 15.7 15.3 9.2 3.7 22.8 15.3 18.0
1990 16.0 15.9 9.6 2.9 23.2 14.9 17.5
1991 16.5 15.1 8.9 2.6 22.0 9.9 25.0
1992 18.0 14.9 9.2 1.6 18.8 9.0 28.6
1993 18.0 14.5 8.7 1.3 20.4 8.8 28.2
1994 18.1 14.9 8.2 15 20.0 8.5 28.8
1995 18.1 14.9 10.6 15 19.2 8.0 27.8
1996 17.7 15.7 8.5 15 18.0 8.3 30.3
1997 18.2 17.0 7.3 14 20.5 8.6 27.0
1998 19.1 17.7 7.4 14 19.9 10.0 24.5
1999 19.2 17.9 6.9 1.3 19.4 8.8 26.3
2000 15.7 18.5 6.5 11 23.2 8.4 26.6
2001 12.3 18.3 8.6 1.2 235 9.3 26.8
2002 10.1 14.8 10.0 1.4 27.1 10.2 26.5
2003 9.9 12.9 10.7 2.0 275 10.8 26.2
2004 10.8 16.9 9.7 1.7 24.8 11.0 25.2
2005 11.1 18.6 7.2 1.9 23.9 12.5 24.8
2006 11.0 17.9 7.6 1.8 25.2 12.9 23.5
2007 10.6 16.2 9.0 1.7 25.7 11.5 25.2
Sources: http://unstats.un.orgNorld Bank (2009c).
Remark: Agriculture includes hunting, forestry and fishing

Mining includes utilities.
Trade includes wholesale and retail trade, reatds and hotels.
Transport includes Transport, storage and comeations.
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Table A3 Development of GDP and of Value Added by Main Economic Sectors. I ndex:

1989=100.
GDP Agri-  Mining Manu- Const- Trade  Trans
culture facturing  ruction port

1989 100 100.0 100.0 100.0 100.0 100.0 100.0
1990 97.5 98.7 100.4 100.2 75.4 98.6 94.4
1991 88.5 94.3 88.6 86.6 62.9 86.6 57.8
1992 80.1 92.4 78.6 80.5 34.3 66.9 47.5
1993 77.7 89.9 74.5 73.9 28.8 70.5 45.3
1994 79.5 92.3 78.0 71.4 31.8 70.5 44.2
1995 84.5 96.2 81.2 95.8 35.1 70.5 43.7
1996 86.5 100.4 91.4 82.5 36.0 70.9 48.6
1997 90.0 104.7 100.7 71.1 35.1 81.7 51.0
1998 93.2 111.6 105.9 73.5 34.6 80.2 60.3
1999 96.1 116.5 111.6 71.4 35.1 81.3 54.9
2000 97.2 98.0 118.6 69.2 30.1 100.1 54.1
2001 100.1 79.6 121.7 94.9 33.7 104.9 61.7
2002 104.8 69.6 104.3 116.8 40.8 128.8 71.7
2003 112.2 72.8 96.7 133.6 62.2 139.4 81.6
2004 124.0 86.3 139.3 131.8 59.6 137.2 90.4
2005 133.0 95.9 165.1 106.4 69.1 142.4 111.1
2006 144.5 103.1 172.6 120.6 72.6 163.6 124.5
2007 158.8 108.0 169.7 156.8 76.6 181.2 120.3
Sources: http://unstats.un.orgNorld Bank (2009c).

Remark: Figures based on Tugrik at 1990 constant secicep

Agriculture includes hunting, forestry and fisdi

Mining includes utilities.

Trade includes wholesale and retail trade, reatdas and hotels.
Transport includes transport, storage and comeations.
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Table A4 Development of employment, value added and labour productivity by economic
sector, 1994-2007

1994 2000 2003 2007

Employment (1,000)
Agriculture 339.6 393.5 387.5 385.6
Mining & utilities 36.7 39.9 54.6 75.2
Manufacturing 63.2 54.6 54.9 47.9
Construction 27.3 234 35.1 60.0
Trade & restaurants 84.7 97.2 153.0 194.6
Transport & com. 31.5 34.1 39.5 44.1
Other 176.8 166.3 201.9 216.7
All sectors 759.8 809.0 926.5 1024.1
Value added (million tugrik)
Agriculture 4,777.3 4,471.4 3,686.7 5,240.7
Mining & utilities 1,774.7 1,888.9 2,613.2 5,226.7
Manufacturing 900.8 631.2 767.4 950.2
Construction 147.2 259.7 544.9 567.6
Trade & restaurants 1,716.1 1,647.2 2,111.4 2,534.3
Transport & com 881.1 1,488.2 2,191.5 2,820.5
Other sectors 2,129.5 3,624.6 4,268.8 5,296.1
All Sectors 12,326.3 14,011.2 16,183.9 22,636.0
Labour productivity, tugrik
Agriculture 14,067 11,363 9,517 13,591
Mining & utilities 48,357 47,341 47,861 69,504
Manufacturing 14,253 11,560 13,978 19,837
Construction 5,392 11,098 15,524 9,460
Trade & restaurants 20,261 16,947 13,800 13,023
Transport & com. 27,971 43,642 55,481 63,957
All sectors 16,223 17,319 17,468 22,103
Remark: Value added based on current prices discount&allify deflator to reflect 1990

prices.
Sources: http://unstats.un.ordnttp://laborsta.ilo.org
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Table A5 Development of value added, employment and productivity by economic sectors.

Index: 1994=100.

2000 2003 2007
Employment
Agriculture 116 114 114
Mining & utilities 109 149 205
Manufacturing 86 87 76
Construction 86 129 220
Trade & restaurants 115 181 230
Transport & com. 108 125 140
Other 94 114 113
All sectors 106 122 135
Value added
Agriculture 94 77 110
Mining & utilities 106 147 295
Manufacturing 70 95 105
Construction 176 370 386
Trade & restaurants 96 123 148
Transport & com. 169 249 320
Other 170 200 249
All sectors 114 131 183
Labour productivity
Agriculture 81 68 97
Mining & utilities 98 99 143
Manufacturing 81 98 139
Construction 206 288 175
Trade & restaurants 84 68 64
Transport & com 156 198 229
All sectors 107 108 136
Source: Based on Table A4.
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Table A6 Development of value added by economic sector broken down on components.
Index 1990=100.

By volume By value Terms of trade changes
1994 2000 2003 2007 1994 2000 2003 2007 1994 2@W3 2007

Agriculture 934 99.0 73.8 109.4 198.0 1853 152&17.2 212 187 207 198
Mining & 77.7 118.1 96.3 169.0 74.2 79.0 109.2 2185 0.9567 0.1.13 1.29

utilities

Manufacturing 71.2  69.0 133 1565 626 439 533 .0660.88 0.64 040 0.42
Construction 422 399 790 1016 343 605 77.8 .3320.82 152 985 1.30
Trade & 714 1015 1414 183.8 49.2 47.2 60.5 727 0.69 7 0.4€.43 0.40
restaurants

Transport & 469 573 865 1275 392 66.2 975 1255 0.84 1.1613 0.98
com.

Remarks By volume: At constant sector specific prices
By value: Current value adjusted by GDP deflator
Terms of Trade Change: By value / by volume

Sources: http://unstats.un.orgNorld Bank (2009c).
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