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EXECUTIVE SUMMARY

A. APPROACH TO THE MISSION

The Assessment Mission's terms of reference required not only detailed analysis and recommendations
with respect to the need for emergency food aid in fiscal years 1992 and 1993, but also recommended
actions for longer-term food aid and agricultural or policy support activities that should be pursued to
promote food security. The Mongolian economy is different from the bulk of developing countries,
particularly those of South and Southeast Asia, and its current adjustment problems are sufficiently radical
that a broad approach is necessary. The terms of reference, therefore, request a long-run analysis of
evolving food systems, and the role and effects of a wide range of policies, particularly the complex
processes of privatization, as they relate to the food sector specifically and economic growth generally.

Part I of this report, "Food Security and Development", recognizes the key role of agricultural growth
in providing food security. Current growth potentials are embedded in the history that generated the
present policies and problems that must be dealt with in a larger context. Thus, Part I proceeds from a
brief historical, geographic, structural, and strategic background to discuss five macro policy issues of
particular importance to the food sector. With that background, the agricultural sector is described in
the context of the food security needs of the nation and the appropriate development needs are indicated.
Priority is established for immediate, productive intensification of the dairy sector, a particularly
important element of the food system in Mongolia and a source of current urban food insecurity. That
sets the stage for explicit discussion of the food delivery system and its various components, with
particular emphasis on access by vulnerable and potentially vulnerable groups. Finally, specific policy
recommendations for aid are given which place food security in the broader context of economic
development and which lead to the specific recommendations for food aid and the utilization of
counterpart funds delineated in Part II.

Part II, "A Proposal for Food Aid To Mongolia", provides two specific recommendations for food aid.
The first meets a key development need essential to the self-reliant food security of Mongolia. The
second meets specific short-term food needs in the context of a foreign exchange constraint on the food
sector, relief of which is essential to short-term and intermediate-term food security.

B. STRUCTURE OF THE MONGOLIAN ECONOMY

Understanding the structure of the economy is directly important to understanding food systems, as it
indirectly influences the optimal development strategy and, hence, the role of food production and
distribution in growth. Examining the economic structure and its underlying determinants is also critical
to understanding trade potentials and the exchange rate issues which weigh heavily in macro policy.

Although data for Mongolia are rich in quantity and quality, they are difficult to interpret, partly because
of the use of socialist accounting principles, partly because of the immense recent dislocations of the
economy, and largely because of the change in the initial sources of much data (from central command
organizations to individual families and enterprises). The different systems needed to collect and manage
data from the new sources are only beginning to be established.

Mongolia has experienced radical structural change since 1940, when it was clearly one of the least
developed countries, with 60 percent of its population in agriculture, and virtually no modern physical
or institutional infrastructure. As one would expect in a Leninist economy, development was strongly

ix



dualistic, with the extensive rural areas relatively less included in growth and the structure of non
agriculture skewed towards heavy industry and large-scale firms even in the light industry sub-sector, and
consequently very little small-scale and medium-scale production. The most important aspect of the
current reforms is their capacity to facilitate rapid generation of a normal structure with a heavy weight
to small-scale and medium-scale firms. It is these firms which must generate the bulk of the employment
so essential to food security of lower-income people.

Currently, about 20 percent of the country's net material product is generated in agriculture. Two thirds
of agriculture is represented by livestock and one third by arable agriculture.

The state farm arable sector comprises only 4 percent of the economy, about the same as mining, one
quarter as much as heavy industry, half as much as light industry and a little more than half as much as
the food processing sector. Much of the livestock sector has been in the hands of relatively small-scale
herdsmen, albeit organized into the cooperative farm sector.

The employment breakdown is quite different from the output breakdown. Forty-two percent of the labor
force producing net material output is in the agricultural sector and only 26 percent is in industry.
Perhaps the proportion of employment comes closer to representing the weight of agriculture in material
output since there is probably no more underemployment in agriculture than in other sectors, and the
pricing system particularly underweights agriculture and specifically livestock production.

c. TIlE ROLE OF FOREIGN ASSISTANCE

Thus, for Mongolia, food systems, food needs and provision of development assistance in general, need
to be viewed in terms of the temporary stress of structural adjustment programs rather than in the long-

As in the case of the Marshal Plan, well-conceived foreign assistance can greatly speed the transitional
processes. Also as in the case of the Marshal Plan, food aid can represent a substantial portion of the
effective total, partly reducing the privations and, hence, the instability incident to urban people
experiencing sharp decline in their incomes, and partly to save foreign exchange for other essential
imports.

The set of Eastern Bloc countries, including Mongolia, is more similar to the postwar set of Marshal Plan
countries than to contemporary low-income developing countries in its development characteristics. In
Mongolia, there is a specific problem of a substantial capital plant which is run-down and obsolete.
Much of it needs replacement. That is as true of agriculture as of industry. Policies need to be radically
changed, as is happening. Old institutional structures need reform and new ones need to be built. All
is to be done in a country with a well-educated labor force and complex institutional structures
characterized by broad participation.

I
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With the advent of foreign assistance to Eastern Bloc countries, the process of foreign assistance has come
full circle: from Marshal Plan assistance to developed countries whose physical plant was largely
destroyed and whose institutional structures and policies were ill suited to modern economic growth; to
the long period of assistance to very poor "underdeveloped" countries that never had the base of physical
infrastructure, education, policies, and institutions suitable to modern growth; and now back to
circumstance in former Soviet Bloc countries with grossly depreciated and obsolete capital, stocks, high
levels of education and ill-adapted institutional structures. The difference is that rebuilding physical plant
and remolding institutions is very different to developing each from the beginning. The former can be
done relatively quickly while the latter is a time consuming process.



D. THE MACRO ECONOMIC ENVIRONMENT

From the range of macro policy issues that face Mongolia, the Mission gave particular attention to four
which seem most relevant to the food system in both its short-term and long-term manifestations.

term development context of the poor countries of South Asia. The need is not as stark, but is of shorter
duration. However, short duration does not mean an overnight response to policy change alone, but
rather three to five years of thoughtful, effective institution building and reinvestment in the context of
constructive macro policy.

First, successful privatization is essential to future rapid growth. In the medium and long run, the small
scale and medium-scale sectors will be the primary sources of the greatly needed expansion in productive
employment. However, in the short run, privatization may bring increased unemployment as redundant
labor is released from the labor force. It is essential that privatization policy focus on removing barriers
to growth of the small-scale sector and to providing institutional support.

/)xi

Third, price policy and the resultant set of price relationships are important. They are in part a product
of trade and exchange rate policy and in part a function of domestic policy as well as underlying supply
demand relations. Relative prices also indicate how well markets are operating and how related food
security stress affects vulnerable groups. Current price relationships also indicate forms of commodity
aid that may help reduce price distortions or at least avoid introducing additional ones. The main price
distortion stems from the dual exchange rates and, hence, between domestic and imported goods. That
distortion needs to be removed in part because of its disincentive to agricultural production, and
particularly the extensive livestock sector.

Second, with the specialized resource base of Mongolia, international trade and the foreign exchange rate
are critical to the determination of price relationships. They in turn influence output composition, the
supply of critical inputs for keeping the economic system operating, and the extent to which comparative
advantage can exercise its potential for increased growth, employment, and incomes. Each of these trade
related economic variables is important to the food system and food security. At present, foreign
exchange shortage is a particularly serious restraint to economic recovery and growth. The constraints
will continue as long as the public sector garners all the foreign exchange and directs it to highly
inefficient energy and large-scale sectors. Private trade needs to be brought into earning foreign
exchange, and both the use of foreign exchange and the efficiency of the energy and transport sectors
need to be greatly increased.

Sustained major change in macro policy is central to the success of the new direction of the Mongolian
economy - specifically, to production increase in the food sector, employment growth necessary for
long-term food security, and continued capacity to provide safety nets to ensure food security for
vulnerable groups. In the context of sustained macro policy change, attention must be given to protection
of vulnerable groups from food insecurity and to building institutional and physical infrastructure for
near-term growth.

An economy shifting rapidly from a centrally planned, command economy to a private market-oriented
system has immense transition problems that may not only delay the benefits from the change, but may
set the economy back in the short run, increasing the magnitude of food inadequacy and uncertainty for
vulnerable groups. The latter occurs if budget stringency removes old safety nets at just the time when
they may be most useful.
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Finally, the Government's budget balance and the underlying fiscal policy are critical to price policy, the
operation of various safety nets for vulnerable groups, and the form that foreign assistance takes, with
respect to both utilization of funds and impact on reform processes.

Of these four policy areas, international trade and the exchange rates are particularly complex and
important to economic growth, agricultural growth and food security. This issue interacts critically with
the other three, and receives the most protracted treatment in the report.

E. A STRATEGIC PERSPECTIVE OF MONGOLIAN AGRICULTURE

Mongolia is a country for which a high growth rate, certainly one with broad participation requires rapid
growth in the agricultural sector. Over 40 percent of the population is rural and agriculture directly
provides employment for about 30 percent of the total labor force. The bulk of industrial employment
is in industries based on agricultural raw materials. Despite the importance of the mining sector,
agriculture still generates, both directly and through raw materials, close to half of all export earnings
and has potential to generate much more. Indeed, outside of the important (and potentially even more
important) mining sector, there is little in government, manufacturing, or other services that is not
dependent on agriculture for support, either from direct employment, provision of raw materials, or
provision of tax revenues.

The health and growth of the private sector in previously centrally planned economies depends primarily
on the initiation, efficient management and growth of small-scale and medium-scale firms. In Mongolia,
those will initially be in agricultural processing and marketing or in providing consumer goods to the
rural sector.

The food security problem in Mongolia arises from inadequate production of some foods, inadequate
marketing of others, inadequate foreign exchange, and inadequate employment. Each finds its long-term
solution in increased efficiency and productivity of the agricultural sector and the small-scale and
medium-scale sectors it stimulates.

Much of the agricultural sector, and particularly the relatively more intensive agriculture of the north
central region, which encompasses over half of the population, is operating inefficiently and at low levels
of productivity. Thus, the potential for large aggregate increases in efficiency are particularly great in
the intensive agriculture of the north central region. That is an important theme in the proposed action
program.

Agriculture in Mongolia is quite different from that in most countries. This circumstance calls for
different approaches to development, a considerable sense of priority as to what and how to develop
agriculturally, and sensitivity to the different nature of the interactions and support structures needed for
ancillary development of other sectors.

Mongolia is fortunate in having a minerals sector which already generates substantial foreign exchange
and has potential to generate much more. A high proportion of agriculture is also already earning foreign
exchange. With modest time and appropriate macro policy, Mongolia should not find foreign exchange
availability constraining to the growth rate. However, because of past policies, it is now the most
important constraint to growth.

An important development issue is the extent to which mining revenue is to be utilized to finance the
physical and institutional infrastructure for effective rural development or is to be dissipated in capital
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intensive types of industry and the low productivity parts of the public sector, including much of the
system of subsidies. At present, low resource productivity and inefficiency in many government services,
in much of the large-scale sector, and in central infrastructure, such as power and transport, diverts the
bulk of mining returns from high rate-of-return development activities.

In examining agriculture, the highly specialized nature of Mongolia's resource base must be clearly
understood. Relative to the population density and distribution, the agricultural resource base is
productive, but highly specialized in its potentials. A tiny proportion of the country is suited to intensive
agriculture, under irrigated conditions, during a short growing season. Because of its scarcity relative
to other resources, the irrigation potentials must be developed to their fullest economic potential. But
they will never comprise an important proportion of agricultural output. A larger, though still small,
portion of the country is suited to arable agriculture, with favorable topography but a rainfall and growing
season regime that enforces a narrow range of crops and at best modest yield levels.

The bulk of the country is suited to extensive grazing, with pockets of high productivity grass land. The
grazing is only possible during a relatively short summer growing season. The extent to which the
grazing can be utilized is constrained by the supply of fodder for the long winter period, as well as by
the supply of supplementary concentrate feeds necessary to intensive final output. Thus, the first claim
on arable land is to complement the grazing land so it can be more fully utilized. Only after that need
has been met can economic utilization turn to other commodities. Even then, complementary concentrate
livestock feeds should be imported if optimal use is to be made of the grazing land. That is why such
imports, and the technical assistance to adjust production systems to their use, are a central
recommendation in this report.

The isolation of Mongolia, not only far from cheap water transport, but surrounded by large areas of
relatively low population density neighboring countries with thin infrastructure, increases the costs of any
industrial activity based on imported raw materials. At the same time. Mongolia's agriculture favors
output, which offers opponunity for large value added in processing. Thus, non-agricultural
development, other than minerals, will for a long time be most economically based on agricultural raw
materials. In the very long run, Mongolia should expect to build an industrial sector based on high
technology, low-raw-materials types of industry. Developing the educational system with that in mind
would be good policy, but it certainly cannot become a significant factor in GNP or total employment
for several decades. In the meantime development must proceed with what is already available in
Mongolia.

Given the low productivity per unit area of land, the grazing areas support only a sparse population and,
hence, low overall income. As a result, they cannot pay for an expensive system of physical and
institutional infrastructure. Careful priority must be given to these investments. Fortunately, the products
produced - wool, hair, skins, meat, and dairy products - are all high-value products that require only
a small portion of their value to be expended on transport, even with poor infrastructure conditions. The
political regimes of the past several decades have placed great weight on development of human capital
through education and public health measures, so this resource is well developed, even in very sparsely
populated areas. Indeed, one of the most important issues at present is how to maintain that investment,
which is so essential to long-term development.

Another fortunate feature of Mongolia is a concentration of the best arable land in a small proportion of
the country, which is also where a major portion of the mining occurs. Consequently, this area contains
over half the total population and the bulk of the physical infrastructure. Thus, it is logical to give
priority in the sequencing of development to that central region with the most responsive agricultural
resources, both crop and livestock, the bulk of the national market, the most easily accessible market,
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and the bulk of cost-reducing, development-oriented infrastructure. This is also where most, although
not all, of the food security problem lies. Within this region, intensive dairy production has a
comparative advantage, with production units eventually appropriate to a family-size labor force. The
dairy industry is now very inefficient, offering opportunity for rapid development, over the next three
to five years.

R MONGOUANDnrrARYPRO~E

Mongolian people have a bighly unusual dietary pattern, due directly to their traditional semi-nomadic
lifestyle, which was prevalent throughout their history and remains central to the economy and culture
today.

With only an extremely small part of the country suited to the production of crops, early Mongolians
depended on wildlife for food. Later, they domesticated animals, taking advantage of the extensive
natural pastures to graze sheep, goats, cattle, horses, camels and other animals. Mongolians became
proficient in caring for their animals, protecting them from the extreme cold and wind of the Mongolian
winter, and using them to produce clothing, shelter and food.

The traditional houses of Mongolian herders, called "ghers" ("yurts", in nomadic areas of neighboring
countries), can be disassembled in less than an hour and transported on horses or camels, allowing the
household to move as the herd seeks better grazing. Families typically spend the winter near an
administrative center where they can buy and sell goods and obtain education, health and other social
services. In the spring, they move their ghers and their animals to grazing areas some distance away.
During the course of the summer, they may move a dozen or more times to obtain good natural grasses,
returning in winter close to the administrative center.

About one fourth of the population continues to live in this traditional semi-nomadic manner. These
families continue to provide most of the nation's food supply and a large share of exports and inputs to
industry. Households with other economic pursuits remain closely linked to the semi-nomadic lifestyle
through history, culture, economics and family. Almost all urban households have family members in
rural areas with whom they maintain regular contact.

The Mongolian diet that evolved from this lifestyle was almost totally dependent on animal products.
including meat, milk and milk products. The lack of arable land and the mobile lifestyle herding required
meant that almost no food crops were grown. In addition. because of the great distances and lack of
infrastructure, access to non-animal foods from other countries through trade was minimal, limited to
spices, tea, sugar and a few other commodities.

Thus, meat and milk are key elements in food security. The food security situation is innately favorable
in the rural areas of arable and intensive livestock farming. Incomes average high in the first place.
production is more stable, and large livestock reserves are available. Food security in urban areas
depends significantly on the mobility of meat from the extensive livestock sector, which is in turn a
product of the relative prices of meat to consumer goods, milk from the inefficient intensive dairies, and
imported flour. which is a critical complement to the domestically-produced wheat.
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H. POLICY NEEDS

G. FOOD AID

The Assessment Mission recommends two complementary food aid programs. Each contributes directly
to food security, long-term development, and structural adjustment.

The Assessment Mission therefore recommends that steps be taken to open petty international trade
to the private sector. That is, traders should be permitted to purchase goods, including meat and
dairy products, on the local market, exporting them and bringing back goods from neighboring

IS-
J

xv

1. The immense gap between the official exchange rate and the free market exchange rate is clearly
creating substantial problems in development. The real exchange rate, in terms of relative prices,
probably lies somewhat nearer the official exchange rate than the free market rate. However, as
long as the public sector is a massive and inefficient user of foreign exchange, there is little way
out of this problem.

Although the Government of Mongolia (GOM) has been making rapid progress in privatization, the
freeing of prices, and the development of market processes, the Assessment Mission notes four specific
areas currently needing further policy emphasis. Each is specifically important to food security. They
are as follows:

These two food aid recommendations are made in the context of an apparently good crop year and large
farm livestock numbers in 1992. Thus, it is unlikely that there will be a food emergency in the winter
of 1992-93. Such an emergency, however, could still occur if heavy, untimely rains fall just before
harvest, more than undoing the favorable effects of the good rains during the growing season. A further
tightening of the foreign exchange situation could also nullify the effect of generally favorable livestock
prices by inhibiting the supply of imported consumer goods on which rural people spend the marginal
proceeds from livestock sales.

It is far too early to predict the crop and livestock situation for 1993-94. The favorable 1992 crop
prospects are due to good weather, which masks underlying retardants arising from the effect of foreign
exchange shortage on imports of fuel, machinery spare parts, and fertilizer. These problems will
reinforce the effect of bad weather if it were to occur in 1993. Similarly, at this stage one cannot predict
whether or not a severe winter will sharply deplete livestock numbers, again in the context of reduced
fodder production and shipment. However, the prospects are sufficiently favorable to recommend a
development-oriented rather than an emergency approach to food aid.

The second food aid recommendation concerns flour, with the explicit objective of ensuring an important
element of food security for the urban population of Mongolia and concurrently reducing the foreign
exchange constraint that is not only holding back development generally, but also having negative effects
on the food security of the country.

One of the food aid recommendations can be simplistically described as an effort to ensure increased food
security through a major intensification and expansion of the intensive dairy sector of the north central
region of Mongolia, where the bulk of the urban population is concentrated, and to do so through a
comprehensive program in which food aid in the form of soybean meal would play a central role. The
potential for large production increase is great, using known technology; the dairy sub-sector is large,
with strong linkages to other sectors; and the output is of great importance to urban food security.
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countries. The Assessment Mission believes that this would bring the two exchange rates much
closer together and break an important consumer goods bottleneck impeding the effective operation
of the price system for encouraging marketing in the extensive livestock sector.

Without opening such small trade, the Government will continue, and at least on the surface
rightfully so, to garner all possible exports and utilize them for crucial imports for the large-scale
sector. Although lack of such imports is clearly constraining the infrastructure sectors at the present
time, there needs to continue to be heavy pressure to increase the productivity of those sectors and
there needs to be some release of foreign exchange for a broader range of development purposes.
These policy changes of opening foreign trade must be reciprocated in the neighboring countries if
they are to be fully effective.

2. Practically all processing of agriculture commodities in Mongolia lends itself to small-scale
operation. This includes small-scale marketing of milk and meat and somewhat larger-scale
operation of ftour and feed mills. In response to the underlying economies, the small-scale and
medium-scale private sector is moving quickly into these areas. It is important, however, that policy
facilitate that movement by ensuring some access to foreign exchange, particularly for transport, to
the small-scale and medium-scale sector. There should be careful monitoring to be sure that there
are no government-imposed bureaucratic inhibitions to the rapid growth of the small-scale and
medium-scale agricultural marketing sector.

3. The Assessment Mission is, on the one hand, impressed by the ability of the GOM to provide safety
nets to the disadvantaged urban population through the rationing system and complementary
programs. On the other hand, it is concerned that the cost of the system, with its 100 percent
eligibility of rural and urban people, irrespective of income, will soon constrain the system under
the necessity of reducing budget expenditures. A logical way to handle this problem is to reduce
eligibility for the ration system to no more than the 30 percent of the urban population that is most
at risk in terms of poverty and food security.

The Government still demonstrates a capacity to obtain deliveries of key livestock products from
the rural sector. It could relieve the budget constraint to a food safety net by using that capacity
to obtain the necessary modest deliveries, as compared to the present size of the ration system, from
the rural sector at below-market prices in order to finance low-cost sales through the ration system.

Having stated a concern, and two elements of solution, the Assessment Mission realizes that it is
nevertheless important that the GOM be free to find its own solution. It has a highly decentralized
system at the aimak (provincial) and the suom (township) levels, and all the knowledge of
individuals in poverty that goes with such a system.

4. While most prices have been freed, milk prices seem de facto to be artificially constrained and flour
prices are regulated. These distortions will prove increasingly inefficient and need to be removed.

I. TECHNICAL ASSISTANCE

The Assessment Mission fully recognizes the scarcity of administrative personnel within A.I.D. generally
and in the Mongolia Mission specifically. Thus, with respect to the flour food aid programs, the Mission
suggests the possibility of not programming the counterpart funds. However, since the dairy food aid
program is intended to bring about an increase in milk output, which is important to urban food security,
by a substantial multiple of the actual food aid received, it is important that it be accompanied by
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J. CLOSING REMARKS

technical assistance. The Mission has delineated a lean technical assistance program, divided into five
parts and presented in the order of importance to the progress of the program.

The fifth element of technical assistance would be to help the budding Agricultural Commodity Exchange
to develop their capacity for larger operations. Initiating the commodity exchange into handling of
imports and relating to the agribusiness sector would be a valuable effect of the soybean meal food aid.

The fourth element of the technical assistance program is business management assistance, preferably
provided in conjunction with the business management efforts of the Peace Corps in order to improve the
management of the small-scale and medium-scale processing industry.

/7xvii

The third element of technical assistance is with respect to farm management. Assistance is needed in
further division of the still large private companies that have been born from the old State Farms. Help
is also needed to do what Mongolians are least experienced at in the Mongolian context - understanding
an enterprise system in terms of its implications to the strategic and day-to-day management of farm and
agribusiness operations. An impact could be gained that is far larger than the specific dairy program
proposed. The technical assistance needs to be pursued by building a capacity within Mongolian
institutions for providing such training.

The Assessment Mission proposes a food security program designed to relieve a foreign exchange
constraint with respect to import of a key food security commodity (flour) for the urban market in
Mongolia. The program would concurrently use food aid in another form (soybean meal) to accelerate
growth and increase efficiency in the intensive dairy sector so as to contribute to long-term food security.
The Assessment Mission then proposes policy changes, within the context of the current direction of
policy change in Mongolia, and a judiciously chosen technical assistance component. The effect is an
immediate improvement in food security through the flour imports, and a long-term improvement in food
security through the increased milk production. The program should be initiated with the expectation that
the economy of Mongolia can move rapidly over the next three to five years to the levels of growth
experienced in the 1980s. It will do so, however, on a self-reliant basis with rapidly increasing efficiency
and removal of structural imbalances, rather than with decreasing efficiency and the development of
structural imbalances, as occurred in the 80s. Thus, the foreign assistance should be phased out within
a five-year period. The program presented, while oriented specifically to immediate and near-term food
security, provides the basis for phasing out those needs as well as foreign assistance in general.

The necessity for a major program to monitor the activities is very much allied to the soybean meal
effort. Technical assistance for such monitoring is the second recommendation. This second effort not
only would facilitate appropriate adjustment of the educational programs and measurement of the success
of the program, but would also help build a capacity for such analytical work within Mongolian
institutions.

Soybean meal is critical to increased dairy production in Mongolia. There is a favorable environment
for absorbing it rapidly, arising both from the relatively large-scale of dairy operations and from the high
educational level of the major operatives in the dairy business. Nevertheless, there needs to be an
intensive animal nutrition educational program commencing some months prior to the arrival of soybean
meal shipments. That is the first element of the technical assistance program. The Asian Development
Bank: (ADB) has a large team in the field and will likely make a large livestock sector loan. The proposal
made here is complementary to the large ADB effort.
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PREFACE

A. APPROACH TO mE MISSION

The Assessment Mission's terms of reference required not only detailed analysis and recommendations
with respect to the need for emergency food aid in fiscal years 1992 and 1993, but also recommended
actions for longer-term food aid and agricultural or policy support activities that should be pursued to
promote food security. The Mongolian economy is different from the bulk of developing countries,
particularly those of South and Southeast Asia, and its current adjustment problems are sufficiently radical
that a broad approach is necessary. The terms of reference, therefore, request a long-run analysis of
evolving food systems, and the role and effects of a wide range of policies, particularly the complex
processes of privatization, as they relate to the food sector specifically and economic growth generally.

Part I of this report, "Food Security and Development", recognizes the key role of agricultural growth
in providing food security. Current growth potentials are embedded in the history that generated the
present policies and problems that must be dealt with in the larger overall economic context. Only then
will food security be achieved.

Thus, Part I proceeds from a brief historical, geographic, structural and strategic background to discuss
five macro policy issues of particular importance to the food sector. ,With that background, the
agricultural sector is described in the context of the food security needs of the nation and the appropriate
development needs are indicated. Priority is established for immediate, productive intensification of the
dairy sector, a particularly important element of the food system in Mongolia and a source of current
urban food insecurity. That sets the stage for explicit discussion about the food delivery system and its
various component parts, with particular emphasis on access by vulnerable and potentially vulnerable
groups. Finally, specific policy recommendations for aid are given which place food security in the
broader context of economic development and which lead to the specific recommendations for food aid
and the utilization of counterpart funds delineated in Part II.

Part II, "A Proposal for Food Aid To Mongolia", provides two specific proposals for food aid. The
first meets a key development need essential to the self-reliant food security of Mongolia. The other
meets specific short-term food needs in the context of a foreign exchange constraint on the food sector,
relief of which is essential to short-term and intermediate-term food security.

B. MISSION COMPOSITION

In keeping with the wide ranging terms of reference and the highly specific food aid charge, the three
person mission included three people with substantial experience in the field. One person brought long,
practical experience with development and administration of US food aid programs. A second person
shared additional expertise in food aid programming in a wide range of countries and in providing
management and control of local currency generated through monetization of food aid. A third person
added an extensive knowledge of economic development and the role of agriculture in food systems. AlI
three members are experienced analysts of food systems. Overall, they brought broad experience with
the full range of macro policy issues relevant to food security as welI as recent, extensive experience with
the transitions in the Russian Federation which have direct relevance to Mongolia.
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C. MISSION PROCEDURES

Substantial analysis of the Mongolian economy is underway by various agencies in Washington including
USAID, the World Bank and the International Monetary Fund. Prior to moving to the field, the Mission
fully explored those sources through reading and interviews, and explored other sources in the United
States by phone.

Because of the close economic connection between Mongolia and The People's Republic of China, the
Mission took advantage of the necessity for stops in Beijing to explore potentials for trilateral food aid
arrangements, various alternatives for handling the logistics of movement of food through China, and
substantive aspects of the food aid proposal. These meetings were unusually productive.

In Mongolia the Mission met with a large number of officials at all levels of government - from the
capital city, to aimaks, to suoms, - heads of private farming companies, workers in those companies,
private merchants, and small-scale livestock herders. The interviews took place in Ulaanbaatar and on
an extensive 1,000 km field trip by car to a wide variety of ecological regions. A list of persons
contacted is provided after References.
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PART I

FOOD SECURITY AND DEVELOPMENT



B. GEOGRAPffiC FEATURES

A. msroRICAL CONTEXT

CHAPTER 1
INTRODUCTION

The country does have rich mineral resources, with copper and coal substantially exploited and oil only
marginally so. These resources have potential for generating substantial income. However, they are
specialized opportunities, which cause Mongolia to be even more benefitted by trade than most other
countries, which have a more diverse natural resource base.

if3

Mongolia's history can be painted with a broad brush: archeological finding of a distinct people in
Mongolia in the 2nd century B.C.; a unified, massive, feudal nation under Genghis Khan in the 13th
century; a subsequent sustained period of feudal fractionization of the country; various periods of
expanding and contracting Chinese control; re-incorporation into China in 1919; independence, with a
constitutional monarchy coterminous with the Buddhist religious leadership, in 1921, following the
revolution; and then, establishment of the People's Republic in 1924. Such a brief political rundown does
little justice to the highly developed cultural attainments of the past centuries, which also condition
political and economic processes, as well as external relations.

The potential for specialization and trade is enhanced by the generally well-educated labor force,
particularly relative to income, and lends special urgency to completion of the reforms that are under
way, particularly those relative to the exchange rate. It will become apparent as this report proceeds that
in a country as specialized in its resource base as Mongolia, one cannot comprehend the food sector
except in the historical and geographic perspective of its evolution, in the context of the rest of the
economy and, most important, as a highly specialized system whose development is trade dependent.

The political and economic evolution of Mongolia, as well as the current major restructuring, are
conditioned by striking features of the country's geography. It has a surface area three times that of
France, with only 2 million people spread over that area. Half the population, though, is in the four
north central provinces, which comprises less than one fifth of the surface area. Much of the country,
as with Montana or Wyoming in the United States, is suitable for extensive grazing, with a high
proportion of the people occupied in first nomadic and now semi-nomadic herding. The abundance of
seasonal pasture conditions all other agricultural resources to playa complementary role resulting in
specialization in ruminant livestock production and trade for other agricultural needs. In fact, Mongolia
has probably carried such specialization short of the optimal level of trade. As discussed in Chapter 4,
Mongolian diets do reflect the extreme specialization enforced by the resource base.

The 830th anniversary of the birth of Genghis Khan, coincident with the 71st anniversary of the 1921
Revolution, which established modern Mongolian independence from China and laid the initial
groundwork for a centrally planned economic system, was an auspicious time for initiating the Mission's
work. Massive display of the three national sports - horse racing, wrestling, and archery - provided
an appropriate set of metaphors for viewing the extraordinary changes underway in the political and
economic system of Mongolia.
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C. BACKGROUND TO REFORM

The decades following the establishment of the People's Republic were characterized by alternate shifts
to the left and right, and considerable civil unrest and loss of life, particularly amongst feudal rulers and
Buddhist monks. Abortive efforts in the 19305 to institute collective farming resulted in massive livestock
depletion, much as in the USSR where the efforts were not abortive. It was only in 1952 that a command
economy was effectively instituted along with increasingly close relations with the USSR and only limited
international recognition of Mongolia's independence.

By 1960, a series of gradual steps - first monetization of taxes, then institution of forced deliveries 
began to make major inroads into private ownership of livestock, which at that time still represented 60
percent of total numbers. By the mid 1960s the proportion of livestock outside the state and collective
system had declined to 25 percent. The 1960 Constitution formally restricted private ownership of
livestock, reserved all production for the state, and set 150 work days for the state cooperatives for men
and 100 for women. Thus, the livestock system that is now being unravelled has been in place for only
30 years.

This is somewhat true of other sectors as well. Prior to 1961 there was little large-scale industry, with
previous industrial growth coming largely from smaller-scale consumer goods production. The decades
ahead brought many changes: the trans-Mongolian railway was completed in 1955; in the 1960s, large
scale agricultural processing was established, and, coincident with the Soviet Union's own efforts, a new
lands program was initiated which introduced Mongolia for the first time to substantial arable agriculture;
large joint ventures in mining were established in the 1970s, with numerous Soviet advisors, and prices
began to be regulated by the state. In addition to all of these changes, the major structural imbalances
that are now being rectified were beginning to develop.

In response to major distortions, reform was recognized as necessary by 1985, again coincident with the
first hesitant reforms in the Soviet economy. Political openness began in 1987 and extensive restructuring
took place in 1988-89. The process of political change moved rapidly, culminating in the election ofJuly
1992. The current radical restructuring of the political, legal and economic framework of the economy
is discussed in the next chapter.

D. REAL INCOME AND SOCIAL INDICATORS

Prior to the current major disruptions, Mongolia had a per capita GNP of about U.5.$761 in 1992 US
dollars. During the 1980s the growth rate of GDP averaged a very respectable 6.2 percent (Appendix
III, Table 1). The recent disruptions have reduced per capita national product by roughly 30 percent to
the present World Bank estimate of U.S.$533, which just qualifies it as an IDA country. However, even
though adjustment has been made for major departure from international prices, particularly for prices
in barter with the USSR (thereby reducing the estimated size of the Eastern Bloc countries' subsidies of
Mongolia), the value of domestic livestock output is undoubtedly severely understated in terms of
international prices and, hence, in representation of the level of living. Further, the urban population
would appear to have maintained a level of living higher than that implied by these numbers.

The social indicators are generally more representative of a middle income country (Appendix III, Table
4). The urban population would rank considerably higher in income than the rural population, although
the rural population has benefitted enormously from social programs. That is impressive given the low
population densities in much of the country.
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The crude death rate is 8.3, while the birth rate, 35.1, is more like that of a low-income country
(Appendix III, Table 4). Roughly 100 percent of children of primary school age are enrolled in primary
education (with a large public cost for boarding children from extensive herding areas). Even more
meaningful, 96 percent of females and 92 percent of all children of the relevant age group are enrolled
in secondary school and 36 percent are enrolled in tertiary science/engineering education. Student
participation ratios are comparable to relatively high-income countries. Newspaper circulation is equal
to roughly 10 percent of the total population which is about 50 percent of the number of families.

E. STRUCTURE OF THE MONGOLIAN ECONOMY

1. ECONOMIC STRUCTURE

Understanding the structure of the economy is directly important to understanding food systems, as it
indirectly influences the optimal development strategy and, hence, the role of food production and
distribution in growth. Examining the economic structure and its underlying determinants is also critical
to understanding trade potentials and the exchange rate issues which weigh heavily in macro policy.

Although data for Mongolia are rich in quantity and quality, they are difficult to interpret, partly because
of the use of socialist accounting principles, partly because of the immense recent dislocations of the
economy, and largely because of the change in the initial sources of much data (from central command
organizations to individual families and enterprises). Thus, the data in this section in particular are only
broadly indicative. The data presented conform largely to socialist accounting of dividing output into
material and non-material forms, which overstates the relative size of the various sub-sectors as a percent
of the total economy. That accounting is followed here to minimize interpolation and subsequent scope
for misunderstanding.

Mongolia has experienced radical structural change since 1940, when it was clearly one of the least
developed countries, with 60 percent of its population in agriculture, and virtually no modern physical
or institutional infrastructure. As one would expect in a Leninist economy, development was strongly
dualistic, with the extensive rural areas relatively less included in growth and the structure of non
agriculture skewed towards heavy industry and large-scale firms even in the light industry sub-sector,
resulting in very little small-scale and medium-scale production. The most important aspect of the current
reforms is their capacity to facilitate rapid generation of a normal structure with a heavy weight to small
scale and medium-scale firms.

Currently, about 20 percent of the net material product is generated in agriculture, comprising 42 percent
of the employment in the net material production. Two thirds of agriculture is in livestock and one third
in arable agriculture.

The state farm, arable sector comprises only 4 percent of the economy, about the same as mining, one
quarter as much as heavy industry, half as much as light industry and a little more than half as much as
the food processing sector. Much of the livestock sector has been in the hands of relatively small-scale
herdsmen, albeit organized into the cooperative farm sector.

The employment breakdown is quite different from the output breakdown, with 42 percent (of material
output) of the labor force in the agricultural sector and only 26 percent in industry (Table 1). Perhaps
the proportion of employment comes closer to representing the weight of agriculture in material output
since there is probably no more underemployment in agriculture than in other sectors, and the pricing
system particularly undenveights agriculture and specifically livestock production.
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Table 1: Structure ofthe Mongolian Economy, 1990

PERCENT PERCENT OF
SECTOR OF EMPLOYMENT

MATERIAL
PRODUCT

Agriculture 2 20 42

Livestock (14)

Arable (6)

State farm (4.2)

Industry 34 26

Mining (4)

Heavy (16)

Light (8)

Food (7)

Construction 7 9

Transportation & Communication 11 12

Distribution 27 11

Other 2

TOTAL 101 100
(differs from 100 due to rounding)

Non-Material 15 29

Health/Education (12)

Depreciation 25 (7)

Source: Denvedjrom MIlne. 1991. and AppendIX IiI, Tables 1 and 5.

It is difficult to gauge the size of government, excluding nationalized industry. If all non-material product
is government then it is comparable in size to some 15 percent of net material production and 29 percent
of net material employment. By those calculations, two thirds of government employment is in education
and health. Thus, demand for a major scaling back of government inevitably calls for a major scaling
back of education and health.

2. TRADE

Agriculture bulks large in trade and hence as a source of foreign exchange earnings, providing close to
one third of exports, while mining provides somewhat more than half of exports (Table 2). Manufactured
consumer goods represent less than 15 percent of exports but they are largely based on agricultural raw
materials. Thus, the pricing and operation of the food system must take into account the important role
of agriculture to exports.
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Table 2: Indicative Composition ofExpoTts, Mongolia, 1991-1993

(In V.S.S million)

1991 1992 1993
(Proj.) (Proj.)

Copper \~ and other minerals 192 195 205

Wool and fur 31 32 38

Meat, livestock, horses 34 35 45

Leather, carpets, skins 37 40 47

Other merchandise \b. 53 55 63

Total Merchandise Exports 347 357 398

Source: (iovernment ofMongolia, 1':i':i2a.

\!! Net of processing costs.
\h Mainly private sector barter trade.

3. DEMOGRAPIDCS

The three north central cities of Ulaanbaatar, Darhan and Erdenet account for 34 percent of the
population of Mongolia (Table 3, and Figure 1). In total, half the population of Mongolia is said to be
urban. However, of those, one third are in the aimak centers, averaging about 20,000 per town. These
populations, as well as the 5 percent of the population living in even smaller towns, are readily serviced
for their food needs by the surrounding rural areas. It is the one third of the population in the three
major cities that poses the bulk of the food security problem for Mongolia, as will be spelled out more
fully in Chapter 4.

Today, the urban population is over six times as big as it was 35 years ago (Table 4). From 1956 to
1969 urban growth absorbed essentially all the population growth, leaving the rural population static.
Given that agriculture was substantially intensified in that period, the rural population decreased relative
to the resource base. Subsequent to 1969, however, the rural population has grown by nearly one third.
That is not surprising in a Leninist economy which emphasized central planning and, hence, the larger
scale, less labor-using elements of non-agricultural growth. A market-oriented economy would have
experienced rapid growth of the labor intensive small-scale and medium-scale non-agricultural sector,
resulting in the ability to continue to absorb population growth. These numbers are very important to
understanding the future economic growth needs and food system needs of Mongolia.

7



Figure 1: Major Cities ofMongolia
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Table 3: Population Distribution, 1990

It is notable that the three major cities are in the north central aimaks. Indeed, the four aimaks of
Bulgan, Selenge, Tov and Henti contain roughly 50 percent of the country's population, including the
34 percent in the three major cities and about one quarter of the remaining small-town and rural
population. This region also encompasses the bulk of physical infrastructure and a well-developed
institutional infrastructure of research stations and universities. It has the majority of the arable land in
the country and some of the best grazing land. In addition, the bulk of the food security problem lies
in this area with its concentration of the urban population.

Item Unit 1956 1963 1969 1979 1989

Population: - Urban '000 183.0 408.8 527.4 817.0 1166.1
- Rural '000 662.5 608.3 670.2 778.0 877.9

Total '000 845.5 1017.1 1197.6 1595.0 2044.0

Percentage Rural % 78.4 59.8 56.0 48.8 42.9

Source: National Economy ojthe Mongolian People s Repubiicjor 70 Years, Table 2.4, p. 15,
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People's

Central Statistical Board 1991.

Republicfor 70 years, Table 27, pp. 16-17, 1991.

Table 4: Distribution of Rural and Urban Population, 1956-1989

Number Percent
(000) (000)

Ulaanbaatar 575 27

Darhan 89 04

Erdenet 58 03

Sub-Total (722) (34)

Aimak Headquarters 370 17

Small Towns 106 05

Sub-Total (476) (22)

Rural 951 44

GRAND TOTAL 2,149 100
ConstrUcted from Central ~ tatisticaL Board, National Economy oj the MongolianSource:

4. GEOGRAPlliC CONCENTRATION
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5. LABOR FORCE ABSORPTION

The rapid rate of population growth, particularly of the rural population, has exacerbated the problem
of labor force absorption. If it is assumed that there is a 3 percent population growth rate off the 1970
population base and that all males and half the females are to be absorbed in the labor force, then roughly
30,000 jobs must be created each year.

If it is assumed that 20 percent of the labor force is redundant in the non-education and health portion
of government, in industry, and in the state farm sector (a number that seems low for a Leninist
economy, and is also low for the size of the GNP decline attributable to the cutoff of Eastern Bloc foreign
assistance), then an additional 38,000 jobs need to be created. It would be reasonable to think in terms
of twice that number, which would be equivalent to two and a half years of population-induced increase
in the labor force. That number makes no allowances for reduction in the labor force in extensive
herding.

Thus, the labor absorption problem of Mongolia will be immense over the next several years. Insofar
as the population is not absorbed, there will be a backing up into rural areas with pressure on land
resources and potential environmental damage. There will also be a growing urban population with low
incomes and food insecurity that will grow over the next few years. The implications to development
strategy are that agriculture, as a currently major employer with potentials for intensification, needs to
grow, as does the small-scale and medium-scale labor intensive non-agricultural sector. That sector
normally derives its effective demand from agricultural growth.

It is consistently reported, in the context of farm and herding privatization, that young people are being
absorbed into agriculture to a far greater extent than they were a few years ago. That is partly due to
poor employment prospects in urban areas, but enhanced employment prospects in rural areas are also
playing a role. Such increased labor absorption in agriculture cannot continue indefinitely without
depressing rural incomes, but it is a helpful short-term phenomenon that gives breathing room while basic
reforms are being instituted.

F. THE ROLE OF FOREIGN ASSISTANCE

With the recent surge of foreign assistance to Eastern Bloc countries, the process of foreign assistance
has come full circle: from Marshal Plan assistance to developed countries whose physical plants were
largely destroyed and whose institutional structures and policies were ill-suited to modern economic
growth; to the long period of assistance to very poor "underdeveloped" countries that never had the base
of physical infrastructure, education, policies, and institutions suitable to modern growth; and now back
to the current circumstance in the former Soviet Bloc countries, with grossly depreciated and obsolete
capital stock, high levels of education, and iII-adapted institutional structures. The difference is that
rebuilding physical plants and remolding institutions can be done relatively quickly, while developing each
from the beginning is a time consuming process.

The set of Eastern Bloc countries, including Mongolia, is more similar to the postwar set of Marshal Plan
countries than to contemporary low-income developing countries in its development characteristics. In
Mongolia, there is a specific problem of a substantial capital plant which is run down and obsolete.
Much of it needs replacement. That is as true of agriculture as of industry. Policies need to be radically
changed, as is happening. Old institutional structures need reform and new ones needs to be built. All
is to be done in a country with a well-educated labor force and complex institutional structures
characterized by broad participation.

11



As in the case of the Marshal Plan, well conceived foreign assistance can greatly speed the transitional
processes. Also as in the case of the Marshal Plan, food aid can represent a substantial portion of the
effective total, partly reducing the privations and, hence, the instability incident to urban people
experiencing sharp decline in their incomes, and partiy to save foreign exchange for other essential
imports.

Thus, for Mongolia, food systems, food needs and provision of development assistance in general need
to be viewed in terms of the temporary stress of structural adjustment programs, rather than in the long
term development context of the poor countries of South Asia. The need is not as stark, but is shorter
in duration. However, short duration does not mean an overnight response to policy change alone, but
rather three to five years of thoughtful, effective institution building and reinvestment in the context of
constructive macro policy.
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A. INTRODUCTION

CHAPTER 2
THE MACRO ECONOMIC ENVIRONMENT

From the range of macro policy issues that face Mongolia, the Mission gave particular attention to four
which seem most relevant to the food system in both its short-term and long-term manifestations.

Finally, the Government's budget balance and the underlying fiscal policy are critical to price policy, the
operation of various safety nets for vulnerable groups, and the form that foreign assistance takes, with
respect to both utilization of funds and impact on reform processes.

3\13

Of these four policy areas, international trade and the exchange rate are particularly complex and
important to economic growth, agricultural growth, and food security. This issue interacts critically with
the other three, and will receive the most protracted treatment.

Third, price policy and the resultant set of price relationships are in part a product of trade and exchange
rate policy and in part a function of domestic policy, as well as underlying supply-demand relations.
Relative prices also indicate how well markets are operating and how related food security stress affects
vulnerable groups. Current price relationships also indicate forms of commodity aid that may help reduce
price distortions or at least avoid introducing additional ones.

First, privatization is critical to future overall growth. In the medium and long run rapid growth of the
small-scale and medium-scale private sectors will be the primary source of greatly needed expansion in
productive employment. However, in the short run privatization may bring increased unemployment as
redundant labor is released from the labor force.

Second, with the specialized resource base of Mongolia, international trade and the foreign exchange rate
are critical to the determination of price relationships. They in turn influence output composition, the
supply of critical inputs for keeping the economic system operating, and the extent to which comparative
advantage can exercise its potential for increased growth, employment, and incomes. Each of these trade
related economic variables is important to the food system and food security.

Sustained major change in macro policy is central to the success of the new direction of the Mongolian
economy. It is specifically essential to production increase in the food sector, the employment growth
necessary for long-term food security, and continued capacity to provide safety nets to ensure food
security for vulnerable groups. In the context of sustained macro policy change, attention must be given
to protection of vulnerable groups from food insecurity and to building institutional and physical
infrastructure for near-term growth.

Shifting rapidly from a centrally-planned, command economy to a private, market-oriented system has
immense transition problems which may not only delay the benefits from the change, but may set the
economy back in the short run, increasing the magnitude of food inadequacy and uncertainty for
vulnerable groups. The latter occurs if budget stringency removes old safety nets at just the time when
they may be most useful.
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B. PRIVATIZATION

Having followed the Soviet economic model for the past few decades, Mongolian economic activity, until
recently, was overwhelmingly under central government control. Virtually all enterprises, land and
buildings (other than the traditional housing units), and most livestock were government property.

The GOM's ambitious privatization program, launched in the last few years, is the heart of its effort to
move from a centrally planned to a market economy. Because few Mongolians had savings with which
to purchase enterprises, the Government developed a scheme through which it hopes to give away an
equal amount of its productive assets to each citizen while preserving (or creating) efficient enterprises.
The program works through vouchers that the Government has issued to every Mongolian citizen.
Vouchers can be used to purchase an entire business or shares in larger businesses. With the exception
of the very large state farms, businesses are not being broken up as a result of privatization. Citizens
receive blue vouchers that can be exchanged for shares in large enterprises and pink vouchers that can
be exchanged for small enterprises or assets such as livestock.

Privatization of production in the agriculture sector, although far from complete, has progressed at a
reasonable rate on both the state farms and the government collectives. As a preliminary step to
privatizing Mongolia's 41 large state farms, each farm was divided into four or five more specialized
companies. The farms' managers and workers participated in the decisions about how many companies
would be created and which assets would be assigned to each. State farm managers and workers became
employees of the enterprises.

By exercising their vouchers, employees also were able to become partial owners (stockholders) in that
company. The system provided a mechanism through which employees of a company received preference
over other potential shareholders. On average, these companies are now largely owned by their
employees and other private investors. Policy is to continue the privatization until the Government has
little or no participation.

The small sample of managers of new agricultural production companies that the Assessment Mission
interviewed were mostly former managers of the State Farms from which their companies emerged.
These managers benefitted from their prior experience, albeit in a different economic environment, and
they exhibited a reasonably good understanding of the new environment and challenges they face.
Although the markets for agricultural labor, inputs and food commodities remain heavily influenced by
government policies and participation, managers reported that the partial privatization has given them
more latitude to shift resources within the firm (including hiring and firing workers) and to respond to
market opportunities. Some managers also reported that lower level employees, many of whom now own
shares in the company, are working more responsibly (e.g., taking better care of company property).

Although privatized, the companies appear to be acting in some ways like state enterprises. In several
cases, companies reported that they were supplying food to processors or municipalities at less than free
market prices. This was probably to help the Government supply the ration system and to maintain low
consumer prices, although uncertainty as to the permanence of other alternatives may have been a factor.
Government delay in deregulating prices was sometimes cited as a problem by agricultural production
managers and government officials. The impact of this problem on firms was difficult to assess since
managers and government officials are not always familiar with Western concepts of profit and loss.

Training new managers is an obvious need. None of the new managers of agricultural production
companies has experience operating in a market economy, and many did not work as managers under the
old system. Privatization has created an acute need for training in business management - a type of
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education in which Mongolia also has little experience. Providing help in this area should be a high
priority for external technical assistance.

Company managers, and others with whom the Assessment Mission spoke, consistently identified the lack
of imported inputs as the most critical constraint to the success of new private agriculture businesses.
The lack of foreign exchange has already caused cutbacks in petroleum, spare parts, seeds and chemical
imports needed for the production process. The effect of these shortages in the current production year
seems to be modest, but many of the methods used for overcoming shortages in one year make it more
difficult to sustain production levels in the next. In one case that the Assessment Mission observed, a
dairy farm had failed to interplant beans this year because it could not import seed. Feed for the
company's dairy herd this winter will have even less protein than normal. and the company will produce
and sell less milk to Ulaanbataar as a result. (The problems that the foreign exchange constraint creates
for current and future production are discussed below.)

In the extensive livestock sector. privatization of the government-run collectives (negdels) has also
proceeded. The Government reports that more than 60 percent of livestock are now in the hands of
individual herders. The remainder are owned by cooperatives or share-holding companies. (The risks
to herders are discussed in Chapters 3 and 4.)

Currently the Government owns 51 percent of the milk plant which is operating in the flush season at
only 50 percent capacity, and clearly requires large subsidies under the present mode of operation. The
same is probably true of the large-scale slaughter house as well.

Privatization of agricultural processing seems not to have progressed as rapidly as production.
Ulaanbataar municipal officials indicated that the city effectively controls (and perhaps owns) the milk
processing plant and abattoir serving the city.

Privatization of agricultural marketing has progressed at both the wholesale and retail level. At the
wholesale level, the Government has introduced an agricultural marketing exchange at which commodities
are traded. However, government-owned or controlled food processing and distribution organizations
seem to control the offtake and thus the market. Also, food moves from production centers to urban
stores with considerable public sector involvement, particularly from the municipal governments. This
continued involvement of government in the food trade appears to reflect the Government's need to
supply the ration system. An important indicator of the Government's seriousness about privatization will
be the extent to which it exits agricultural marketing when the ration system is eliminated.

At the retail level, Mongolians purchase food through very small retail outlets, many of which have been
privatized. Most of the food handled seems to be for sale through the ration system. Each of the 15-20
retail outlets visited by the Assessment Mission had only a few food products and extremely small stocks.
Until food pricing and distribution are further liberalized, it may be that private retailers are using food
sales largely to attract customers into their stores to purchase other items.

C. TRADE AND THE EXCHANGE RATE

A large differential between the official and free market exchange rates, extreme scarcity of imported
goods, low productivity of imported production goods, and the political problems in sharing real income
decline are interacting trade-related problems that combine to reduce resource productivity, production
and income. These problems are likely in the short run to exacerbate food insecurity for low-income
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people. Food aid can ease the transition to policies that will restore healthy growth and eventually
obviate the need for such aid.

1. THE EXCHANGE RATE

The Government has made a number of devaluations in the official exchange rate: from a ratio of tugriks
per U.S. dollar of less than 3 to 1 in 1987, to 3 to 1 in 1988, to 5.63, to 1 in mid 1990, to 40 to 1 by
July 1992. In July 1992 the free market rate was 240 to 1, making the difference between the free
market and the official rate six to one. However, it should be noted that important trade takes place with
Russia and the implicit cross rate with the free market ruble provides a much more expensive ruble than
the direct dollar to ruble free market rate. The exchange rate issue is indeed complex. The discussion
below points not directly at that problem but at the trade restrictions with respect to the small-scale
trading sector, its implications concerning development and equalizing the two exchange rates, and the
barriers to opening such trade.

As would be expected, major exchange rate related price distortions impede agricultural marketing and
production growth, even while offering protection offood supplies to the population, including vulnerable
groups. The associated scarcity or complete absence of a wide range of capital goods, intermediate
products and consumer goods is at once part of the cause of current price distortions, one of the effects
of those distortions, and a major cause of reduced current production in agriculture and other sectors.

Table 5 presents data for selected consumer prices at various exchange rates and compares them with
comparable items in the United States. The relationships among prices of domestically produced
consumer goods seem roughly in line with relationships in the United States. Butter is relatively
expensive, reflecting an import parity price. Vegetables are expensive at this period of initiation of
summer marketing. Milk is cheap, reflecting the effects of government regulation and past control of
production.

For the domestically produced goods the prices seem roughly in line or perhaps priced somewhat low in
international terms at the official exchange rate of 40 tugriks to the U.S. dollar, high relative to salary
levels, and extraordinarily low at the free market rate of 240 tugriks to the U.S. doIlar prevailing in
1992.

Imported consumer goods seem to be priced somewhat low at the unofficial rate and very expensive at
the official rate. Indeed, there is a distinct tendency for use of two currencies - tugriks for domestically
produced commodities largely consumed within the country, and U.S. dollars for imported items or
domestically produced commodities largely exported. The result is a large price disparity between these
two sets of commodities.
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Table 5: Comparative Prices on Selected Consumer Goods in Mongolia (Free Market) and the
United Stotes for Various Exchange Rates, August 1992

MONGOLIA UNITED
SfATES

ITEM TUGRIK U.S.$ U.S.$ U.S.

(240 TO 1) (40 TO 1)

240 40

TYPICAL MONTHLY 4000 $16.67 $100.00
URBAN FAMILY
INCOME

FOOD

Meat, kg

Ulaanbaatar 90 $0.38 $2.25 $1.74

Sukhbaatar 70 $0.29 $1.75

Butter, kg 250 $1.04 $6.25 $3.92

Milk, liter 8 $0.03 $0.20 $0.83

Squash, kg 80 $0.33 $2.00 $1.10

Cabbage, kg 88 $0.37 $2.20 $0.86

Tomatoes, kg 66 $0.28 $1.65 $2.18

Cake 220 $0.92 $5.50 $12.99

Juice, liter 11 $0.05 $0.28 $0.88

Instant noodles 24 $0.10 $0.60 $0.79

SIMPLE AVERAGE 91 $0.38 $2.27 2.81
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Table 5 (Continued)

MONGOLIA UNITED
STATES

ITEM TUGRIK V.S.$ V.S.$ V.S.

CLOTlDNG

Dress 1200 $5.00 $30.00 $20.00

Dress 2800 $11.67 $70.00 $59.00

Underwear 112 $0.47 $2.80 $0.94

T-shirt 270 $1.13 $6.75 $4.50

Heavy coat 2800 $11.67 $70.00 $49.99

Girl's suit 450 $1.88 $11.25 $15.99

Light jacket 350 $1.46 $8.75 $15.99

Blouse 650 $2.71 $16.25 $13.99

SIMPLE AVERAGE 1079 $4.50 $26.98 $22.55

SHOES

Baby's shoes 250 $1.04 $6.25 $8.99

Work shoes 574 $2.39 $14.35 $39.99

Felt boots 335 $1.40 $8.38 $29.99

Riding boots 740 $3.08 $18.50 $29.99

Sandals 800 $3.33 $20.00 $15.99

SIMPLE AVERAGE 540 $2.25 $13.50 $24.99

MISCELLANEOUS

Shoe polish 9 $0.04 $0.23 $1.19

Plastic comb 5 $0.02 $0.13 $0.54

Alarm clock 38 $0.16 $0.95 $7.97

Pen 12 $0.05 $0.30 $0.12

Teddy bear 125 $0.52 $3.13 $10.00

Stainless fork 6 $0.03 $0.15 $0.66
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The disparity in exchange rates is caused by the effort of the Government to restrain internal prices,
particularly of food commodities. Their purpose is on the one hand to protect consumers' purchasing
power and food security, and on the other hand to contain salary increases and consequent pressure on
public expenditure, the budget balance, and inflation. Given the several-fold increase in food prices and
the much smaller increase in salaries, great pressure is already on consumer budgets and public
expenditure. Further comment on steps to remove the disparity in prices will be offered later.

e.q tyyfigP

Table 5 (Continued)

'PP g Yp

MONGOLIA UNITED
STATES

ITEM TUGRIK U.S.s U.S.s U.S.

Knife 21 $0.09 $0.53 $8.49

Trash can 20 $0.08 $0.50 $15.58

Screwdriver 20 $0.08 $0.50 $1.54

SIMPLE AVERAGE 28 $0.12 $0.71 $5.12

CAPITAL GOODS

Bed & mattress 4500 $18.75 $112.50 $273.00

Wood table 2300 $9.58 $57.50 $59.00

Wood chair 5300 $22.08 $132.50 $98.00

SIMPLE AVERAGE 4033 $16.80 $100.83 $143.33

IMPORTED

Jeans 1700 $7.08 $42.50 $14.77

Man's suit 5500 $22.92 $137.50 $79.98

Woman's shoes 2530 $10.54 $63.25 $7.99

Dress shoes 4680 $19.50 $117.00 $21.99

Wool sweater 1800 $7.50 $45.00 $19.99

Jacket 10000 $41.67 $250.00 $25.99

Detergent 500 $2.08 $12.50 $2.65

Plastic bowl 2520 $10.50 $63.00 $2.29

SIMPLE AVERAGE 3654 $15.22 $91.34 $21.96
ouree: Com arison sho in b author, U.S. rices are enerall or lowest uali obtainabls
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2. SCARCITY OF IMPORTS

Whatever the cause of the exchange rate differential, there is constant evidence of a scarcity of imported
commodities sufficient to greatly decrease the efficiency of the economy. That scarcity effectively reduces
the output of power and transport, the supply of raw materials to industry and agriculture and the supply
of consumer goods incentives, with particular impact on food deliveries.

Table 6 shows the exports and imports for 1988 - 1991. Mongolia's trade accounts were apparently
switched from rubles to dollars in 1991. The table reports directly from data of the Ministry of Trade
and Industry, and thus reports in rubles prior to 1991 and dollars in 1991. From the preceding discussion,
transformation from one to the other requires application of assumptions that are difficult to defend. If
one uses the IMF calculated cross rate of official rates for July 1990 of 0.79 rubles to the dollar, then
trade fell by little in 1991; if one uses the 1989 cross rate of 1,48, trade dropped by half. The IMF
(Appendix ill, Table 2) estimates that exports fell 22 percent from 1990 to 1991, while imports fell by
44 percent. This logically follows with the Assessment Mission's observation of the economy. Imports
as a percent of exports dropped from 150 percent to 113 percent from 1990 to 1991.

State Statistical Office figures for the first five months of 1992 show declines of 0.9 percent in exports
and 27.3 percent in imports compared to the same period in 1991 (Table 7). Fuel imports fell by 65
percent, but a large contract for fuel imports was signed in June 1992. The IMF projected that imports
and exports would both rise gradually through 1993, with the current account deficit changing only
modestly (Appendix ill, Table 8).

Table 6: Commodity, Composition, Trade 1988-1991

Foreign Trade 1988 1989 1990 1991
Volume mins. transferable rubles min.U.S.$

Foreign Trade
turnover 1,241.3 1,129.8 1,061.7 738.0

Exports 495.2 483.4 442.7 346.5

Imports 746.1 645.4 619.0 391.5

break down:

- consumer goods 125.2 141.2 136.7 85.1

- petroleum products 199.2 128.3 255.3 134.0

- machinery and 421.7 375.9 227.0 172.4
spare parts

Itrade balance I -250.9 I -162.0 I -176.3 I -45.0 I
Source: Government ofMongolza, 1992
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Table 7: Foreign Trade for the First Five Months of1991, 1992

(millions U.S.$)

1991 1992 % Change

TOTAL TRADE 283.9 235.9 - 16.9%

TOTAL EXPORTS 116.3 114.1 - 0.9%

Foreign Trade 87.4

Barter 17.2

TOTAL IMPORTS 167.6 121.8 - 27.3%

Foreign Trade 48.6

Barter 14.6

Credits and Aid 54.3

Fuel 57.6 20.1 - 65.1 %

Source: State StatisticaL 0 ce

Table 6 allows a comparison of the relative importance ofvarious categories of imports and exports. From
1988 to 1991 consumer goods imports rose from 17 to 22 percent of total imports, petroleum products
rose from 27 to 34 percent, and machinery and spare parts declined from 57 to 43 percent. The greatest
effort has been made to maintain the power and transport infrastructure. As will be seen below, food
imports, representing about 30 percent of consumer goods imports in 1991, have been roughly maintained.
The largest proportionate cuts have been in machinery and spare parts and in non-food consumer goods.
The importance of food imports to urban stability explains the increasing share, but declining absolute
level of consumer goods imports. An important agricultural production effect of the unavailability of
consumer goods will be noted below.

3. IMPACT OF THE TRADE REGIME ON PRODUCTION

The import regime has had a major effect on production and therefore on exports. Table 8 shows the
drastic decline in industrial output from the first five months of 1991 to the same period in 1992, when
the lack of imports at the end of 1991 would be expected to have their impact. Appendix II, Table 9 shows
work stoppages and their causes in 1991. These industries produce 70 percent of Mongolian export
products. Note the impact of work stoppages, at the Erdenet copper concentrate factory that produces
half of Mongolia's exports. These data illustrate that the foreign exchange scarcity problem is extreme
and that the Government faces a dilemma as to how to cope. The continuation of the present trade regime
will become even more serious as present policy postpones some of the problem by cutting severely on
spare parts and replacement machinery.
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Table 8: Gross Industrial Output for the First Five Months of1991, 1992

(million tugriks)

1991 1992 % Change

TOTAL INDUSTRY 2886.6 2395.9 - 17%

Electric and thermal energy 449.7 400.2 -11%

Fuel 123.8 103.4 - 16.5%

Non-Ferrous metals 316.8 293.4 - 7.4%

Chemicals 103.9 100.6 - 3.2%

Building materials 203.6 110.2 - 45.9%

Wood processing 169.6 159.4 - 5.8%

Textiles 340.2 241.1 - 29.3%

Leather, fur and shoes 299.7 203.5 - 32.1 %

Food 512.5 419.2 - 18.2%

Source: State Statistical Office

Agriculture has been given special access to fuel and to some extent fertilizers and spares. Extensive
observation and interviews confirm that this years crop production will most likely be a bumper crop,
due to favorable weather conditions. In general, the crop seems to have been planted with a marginal
decrease of 5 to 10 percent in acreage of some crops and a somewhat less than compensating increase
in others. But as in industry, part of the problem has only been postponed.

The condition of machinery grows worse each month (although capacity is being developed to make a
surprising array of parts locally, in the context of Mongolia's long tradition of local metal working).
Fallow land is not being cultivated as regularly, with consequent higher transpiration rates and therefore
less holding of moisture for next year's crop. Fertilizer application levels are down, which means at the
least phosphate reserves in the soil are being depleted for this year's crop at the expense of future crops.
Thus, gradual decline is underway which will be dramatized by the first poor weather year, just as it will
probably be hidden by this year's good weather (keeping in mind that there is on the order of a 30 percent
chance of heavy harvest period rains which could cause substantial lodging and, hence, loss of crop even
this year.)

The livestock sector is more complex to analyze. The intensive livestock sector is less import dependent
than the crop sector. The extensive livestock sector is only slightly import dependent. There is some
claim that reproduction rates are depressed by lack of veterinary supplies. Clearer evidence indicates that
the simple choice of holding animals and increasing stocks, which appreciate with time rather than
deteriorate as crops do, is being pursued more vigorously in part because of the absence of imported
consumer goods. This tendency is reinforced by the privatization of herds. There is a large base
production which is sold for locally produced goods, but the marginal production is probably dependent
on availability and pricing of imported consumer goods. Thus, there is the apparent anomaly that livestock
marketings seem to be significantly depressed at the same time that herd numbers seem to be at record
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4. TRADE MANAGEMENT

Exports in a pre-crisis year were 42 percent metals and minerals and over 50 percent commodities that
are based directly or indirectly on agriculture (Figure 3).

levels. (Interviews brought conflicting judgments on this issue, but those closest to the statistical process
seem to agree on the larger estimates of herd size.)

The Government, facing an extreme scarcity of imported goods, the lack of which clearly depresses
domestic production, does its best to marshal domestic resources for export. It apparently does so
substantially on a barter basis, using international prices as a base line in the bartering process.

Lfl23

Mongolia is innately a trading country with highly specialized agricultural and mineral resources. The
full utilization of both requires a free trading regime. The Government continues to manage the bulk of
trade, even though there are now private trading corporations. Given the nature of Mongolia's trading
partners, it may be reasonable for the Government to command the output from large-scale industry and
to barter with neighboring countries for critical commodities used in the large-scale sector or the
government safety net system for vulnerable groups. Even so, government control of trading generally
inhibits trade and productivity growth. This is most unfortunate in a nation for which trade is properly
a large part of the GNP, with large potential for producing tradables in the small-scale and medium-scale
sector, including agriculture, and with availability ofconsumer goods important to determination ofoutput
levels. Opening up export markets for small traders who would then provide outlets for and encourage
small-scale marketing of meat, dairy products, and light manufactures would stimulate those sectors.

The CMEA countries have typically taken well over 90 percent of Mongolia's exports. The disarray in
that bloc has hurt exports and complicated trading arrangements. From the point of view of the need for
imported, consumer goods, trade would logically shift heavily towards China.
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Figure 3: Commodity Composition of EXPOl1S and Impol1S, 1988
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5. BALANCE OF PAYMENTS SUPPORT FROM FOOD AID

3. Are the imports of significant size relative to the balance of payments problem?

2. Are the domestic prices equal to international prices, and are they attractive to domestic
producers so that imports do not discourage domestic production?

1. Will the imports inevitably be reduced without such support, so the food aid would represent
incremented consumption?

L/125

4. For the United States, are these commodities available for food aid shipments?

Agricultural commodities as a group are equal to a substantial portion of the balance of payments deficit,
although no single commodity bulks very large. Six commodities comprise the bulk of agricultural imports
(Table 9). Of the six, three are not produced in Mongolia, (sugar, rice, and vegetable oil) and three are
imported in far smaller quantity than domestic production.

Given the balance of payments problem and the availability of surplus agricultural commodities from the
United States, it is useful to examine the potentials for balance of payments support by provision of surplus
agricultural commodities. There are four relevant questions:

If petty trade were liberalized one could expect a strong supply response and an indeterminant increase
in domestic prices, particularly of meat, as the two exchange rates equalized. The extent of the increase
in the domestic prices would determine the extent of squeeze on urban incomes and, hence, the stress put
on the vulnerable group safety net. The effect would be significant, reducing meat consumption in
particular and emphasizing the need to maintain grain imports as imported grain became relatively cheaper
with respect to meat.

Both of Mongolia's neighbors, particularly China, restrict trade across their border. In the case of China,
cross border carry of personal luggage of over 35 kg is restricted. It appears that the regulations are
sufficiently well enforced to greatly restrict cross border trade. In addition, Mongolia has strict regulation
of cross border trade, essentially restricting it to large agents. It is understandable that Mongolia would
not liberalize such trade, particularly of agricultural commodities, unless its neighbors also liberalize.
However, failing to liberalize is particularly costly to Mongolia because of the lack of organization of its
private sector, the small-scale production of the most appropriate of its consumer goods exports, and the
small-scale production of its consumer goods imports.

The marketing of livestock products from present levels is probably quite elastic, given an attractive supply
of consumer goods, the currently high stocking levels and the potentials for future improvement in herd
offtake and forage production in extensive grazing areas. The present relationship between the domestic
price of such goods and the import price is highly attractive to trade. A complete opening of petty trade
across borders might bring an open market exchange rate well towards the official rate compared to the
present free market rate. Such trade would also provide opportunities for import substituting domestic
production of consumer goods in the small-scale and medium-scale private sector with a further boost to
output. However, to achieve such freeing ofpetty trade requires major change in both internal and external
policies.
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Table 9: Imports ofMain Foodstuffs, 1985-1991

(all numbers are in thousands)

N
0\

Commodity 1991 1990 1989 1988 1987 1986 1985

Tons Vulue Tons Vulue Tons Value Tons Value Tons Value Tons Value Tons Value
U.S.$ Rubles Rubles Rubles Rubles Rubles Rubles

SUGAR 33.1 9,459.8 41.2 0,322.2 45.7 \1,469.4 43.4 43.0 40.0 16.0

WHEAT -- -- 30.0 -- - - - - - - - - - -

RICE 14.7 3,746.1 19.1 4,882.\ 16.8 4,254.9 15.5 - - - 15.5 - 16.0 -

BUTTER \.7 2,429.7 2.2 3,093.9 1.2 - 1.2 - 1.1 - 8.6 - - -
VEG. OIL 1.7 1,489.7 4.7 2,721.5 2.5 1,521.3 1.1 - 1.9 - 1.7 - - -

MILK 2.5 1,104.0 3.6 3,528.6 1.7 1,984.7 3.5 - 3.9 - - - - -
FLOUR 36.0 8,519.4 27.7 5,685.9 30.8 6,299.4 30.1 - 26.0 - - - 27.0 -

TOTAL 26,738.7 9,967.1 20,069.0
(includes
miscell.
other
commodities)

Source: Compiled or Mission by Ministry of Trade am; Industry, Government OJ Mongolia

-------------- - -
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There are significant difficulties with respect to utilizing food aid in each of the six cases. Sugar, the
largest import and priced relatively high, is important to diets, but is not available as food aid from the
United States. Flour, the next most important commodity, is a complex case. Wheat production in
Mongolia fluctuates in production considerably from year to year according to the weather. Wheat exports
are significant but fluctuate with production, ranging from a high of 94,000 tons in 1988 to near zero in
the last several years (Appendix III, Table 10). Wheat exports seem generally to be low quality, feed-grade
wheat. Some wheat may be exported and flour imported because of inadequate milling capacity. The
only recent year of wheat imports was 1990, when 30,000 tons of PL-480 wheat was provided by the
United States (it is recorded for 1990 even though it arrived in 1991).

Flour imports are consistent from year to year and appear to average significantly more than wheat exports;
hence, Mongolia is deficit in net wheat products. However, not only is feed wheat typically exported,
but 30 percent of it is fed to animals in Mongolia. Wheat comprises the key concentrate, along with wheat
bran, for the livestock industry. Wheat fed to animals is said to be of too low quality for milling and there
seems to be a shortage of milling capacity. A combination of late planting and early lodging probably
results in considerable amounts of immature grain in some years.

Wheat at the farm is priced more consistently with domestically produced products than with imported
goods, despite being traded significantly. Thus, a food aid donor must be concerned about the signals
it is sending with respect to domestic wheat production, allocation between feed and flour, substitution
ofwheat for rice, and substitution of goods purchased from feed exports compared to substitutes for wheat
as feed. Given the complexity of pricing and production conditions, imported flour as well as domestic
flour should be priced at the market. Assuming that the pricing problems can be managed, PL-480 flour
would be a logical form of assistance to Mongolia. In the long run, increased quality of domestic
production, increased milling capacity and increased high-protein feed imports should make flour imports
unnecessary.

Thus, a PL-480 program for flour is recommended in Chapter 5 and in Part II. It should be priced at
auction. A concurrent program to increase milling capacity, improve wheat quality, and import soybean
oil meal would soon make flour imports unnecessary.

On the surface, rice is a simpler case. It is generally of significance in the diet (see Chapter 4), but is
not produced in Mongolia. However, surplus rice from Taiwan and Japan seems readily available.

Butter is the fourth most important food import, comprising two and a half million dollars in 1991, about
one third as important as flour. An important factor in the diet, butter has been consistently imported.
Although domestic production should be adequate and should rise from effective development of the dairy
industry, it will take several years before that can be achieved. Since Section 416 butter is to be provided
in 1992, testing the supply capabilities, it would be an attractive Title III program on a short to
intermediate-term basis. The proceeds would be used for dairy development, complementary to the protein
feed program recommended later and to be phased out in the relatively short period it should take to
develop domestic marketing capacity. In the context of PL-480 butter, it is notable that butter, in
comparison with price relationships, in other countries, is priced high relative to milk and various other
domestically produced agricultural commodities (Table 5). Thus, a modest relative price depressing effect
of butter imports should not be discouraging to production if, as is certain, Mongolia has a clear
comparative advantage in butter production.

Nevertheless, the Assessment Mission preferred flour to butter for commodity aid, primarily because it
perceived flour as easier to handle, more directly important to food security, and imported in much larger
quantities.
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Vegetable oil, which is imported on a regular basis, is another commodity available under PL-480.
However, the quantity is little more than half that of butter. The question of domestic substitutes also
needs to be pursued, making it less attractive for assistance. Milk, largely dried milk, is regularly
imported, but in modest quantities. The domestic price is below international prices even at the official
exchange rate. It should almost certainly be higher relative to other prices. There is also a concern in
health circles that availability of baby food and dried milk is encouraging premature weaning of infants
and resulting in poorer health of infants.

D. RELATIVE DOMESTIC PRICES

The most important aspect of relative domestic prices has already been discussed in the context of the
exchange rate and international trade. Given the difficulty of adjusting the exchange rate, this section
concentrates directly on relative domestic prices.

Relative domestic prices are particularly important to this report in indicating the effect on production
incentives of subsidized imports and of the production efficiency measures recommended later.

Perusal of Table 5 indicates that meat prices are moderate. The bulk of meat is produced under extensive
conditions and is a joint product with important export commodities such as wool, hides and skins. If
the prices ofthose commodities are gradually brought into line with the real exchange rate and international
prices, the pricing of meat will be less important to farmer incentives than it is now. However, at present,
with extremely low meat prices at the free market rate, it would undoubtedly be sensible to export more
meat, particularly in small-scale trade for consumer goods attractive to the herdsmen community.

Butter prices are high, consistent with the fact that butter is imported. In the long run, it is likely that
Mongolia will provide a comparative advantage in manufactured dairy products, at which point butter
should be priced more nearly in line with the relative price of milk. Thus, the import of butter at
traditional levels is not destructive to domestic incentives, in the context of appropriate production and
marketing support.

In contrast, milk prices are relatively low. As will be seen later, there are particularly large efficiency
gains available in milk production that require purchased inputs. While milk is only moderately high priced
relative to domestic feed quality wheat (see Chapter 3), it is low relative to imported protein feeds which
are central to increased efficiency in the dairy industry. Thus, a relative increase in the price of milk would
be sensible. An opening to market forces would probably accomplish this, especially in the winter months,
when present prices do not appear to be market clearing. However, technical assistance is needed to help
shift intensive dairies toward greater output in the winter months.

Finally, it should be noted that food prices have been rising much more rapidly than salary levels. These
changes and the resulting fall in real income were unavoidable consequences of the withdrawal of the USSR
subsidization of the Mongolian economy. Real levels of living must decline in the short run. In Mongolia,
that burden has fallen very lightly on the rural sector. particularly the herdsmen sector, and very heavily
on urban people, particularly those spending a relatively high proportion of their income on food. It is
from these price relationships that the delineation of deprived groups flows, and it is to them that targeted
programs must be directed. This issue is discussed at length in Chapter 5.
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E. PUBLIC FISCAL POLICY AND BUDGET BALANCE

A continuing, immense budget deficit on public account lies at the root of persistent inflation and the
misalignment of the real and nominal exchange rates, with all the problems they create. The budget deficit
arises initially from the sudden loss of the USSR subsidy, both on current and capital account. This
problem is greatly exacerbated by sharp decline in domestic non-agricultural production, another response
to the disruptions consequent to the loss of Soviet assistance. The budget will eventually have to be
balanced by substantial reduction in implicit subsidies on meat, dairy products, other rationed goods;
inefficiencies in public sector undertakings; and undoubtedly some significant decrease in public sector
employment.

Chapter 4 contains recommendations to reduce food subsidies by removing the upper 70 percent of the
income distribution from the beneficiary list. But reduction of public expenditure and employment will
undoubtedly cause unfortunate reductions in education and public health, particularly for the extensive
herding community. Delay in decreasing public employment at least offers the potential for the economy
to begin growth again and, hence, to absorb some of that redundant labor. But even that is in the context
of a rapidly expanding labor force. The solution requires more intensification of agriculture in the already
more intensive areas and rapid expansion of the small-scale and medium-scale enterprise sector, which
will tend to be relatively labor intensive. These issues are discussed in the next chapter and in Chapter
5.

Food aid has been discussed in the context of easing the balance of payments problem and the public
finance transition. This report does recommend specific use of counterpart funds, but entirely for programs
that will increase efficiency of production and, hence, the basis for providing more public revenues and
for absorbing employment. Thus, even though food aid counterpart funds may be used to expand public
expenditure, they will do so in a manner which eases the net public finance burden.
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CHAPTER 3
THE STATUS AND POTENTIAL OF MONGOLIAN AGRICULTURE

A. STRATEGIC PERSPECTIVE

Mongolia is a country for which a high economic growth rate, certainly one with broad participation,
requires rapid growth in the agricultural sector. Over 40 percent of the population is rural and agriculture
directly provides employment for about 30 percent of the total labor force. The bulk of industrial
employment is in industries based on agricultural raw materials. Despite the size of the mining sector,
agriculture still generates, both directly and through raw materials, close to half of all export earnings
and has potential to generate much more. Indeed, outside of the important (and potentially even more
important) mining sector, there is little in government, manufacturing, or other services that is not
dependent on agriculture for support, either from direct employment, provision of raw materials or
provision of tax revenues.

The health and growth of the private sector in previously centrally planned economies depends primarily
on the initiation, efficient management and growth of small-scale and medium-scale firms. In Mongolia,
those will first be in agricultural processing and marketing or in small firms providing consumer goods
to the rural sector. The food security problem in Mongolia arises from inadequate production of some
foods, inadequate marketing of others, inadequate foreign exchange, and inadequate employment. Each
finds its long-term solution in increased efficiency and productivity ofthe agricultural sector and the small
scale and medium-scale sectors it stimulates.

Much of the agricultural sector, and particularly the relatively more intensive agriculture of the north
central region, which encompasses over half of the population, is operating inefficiently and at low levels
of productivity. Thus, the potential for large aggregate increases in efficiency are particularly great in
the intensive agriculture of the north central region. That will be an important theme in the proposed action
program.

Agriculture in Mongolia is quite different from that in most countries. This calls for different approaches
to development, a considerable sense of priority as to what and how to develop agriculturally, and
sensitivity to the different nature ofthe interactions and support structures needed for ancillary development
of other sectors. Thus, this chapter will devote considerable space to pointing out those differences and
their development implications.

Mongolia is fortunate in having a minerals sector which already generates substantial foreign exchange
and has potential to generate much more. A high proportion of agriculture is also already earning foreign
exchange. With modest time and appropriate macro policy, Mongolia should not find foreign exchange
availability constraining to the growth rate. However, because of past policies, as discussed in Chapter
2, it is now the most important constraint to growth.

An important development issue is the extent to which mining revenue is to be utilized to finance the
physical and institutional infrastructure for effective rural development or is to be dissipated in capital
intensive types of industry and the low productivity parts of the public sector, including much of the system
ofsubsidies. At present, low resource productivity and inefficiency in many government services, in much
of the large-scale sector and in central infrastructure, such as power and transport, pull off most of those
benefits and divert them from high rate of return development activities.
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In examining agriculture, the highly specialized nature of Mongolia's resource base must be clearly
understood. Relative to the populationdensity and distribution, the agricultural resource base is productive,
but highly specialized in its potentials. A tiny proportion of the country is suited to intensive agriculture,
under irrigated conditions, during a short growing season. Because of its scarcity relative to other
resources, the irrigation potentials must be developed to their fullest economic potential. But they will
never comprise an important proportion of agricultural output. A larger, though still small, portion of
the country is suited to arable agriculture with favorable topography but a rainfall and growing season
regime that enforces a narrow range of crops and at best modest yield levels.

The bulk of the country is suited to extensive grazing, with pockets of high-productivity grass land. The
grazing is only possible during a relatively short summer growing season. The extent to which the grazing
can be utilized is constrained by the supply of fodder for the long winter period, as well as by the supply
of supplementary concentrate feeds necessary to intensive final output. Thus, the first claim on arable
land is to complement the grazing land so it can be more fully utilized. Only after that need has been
met should economic utilization turn to other commodities. Even then, complementary concentrate
livestock feeds should be imported if optimal use is to be made of the grazing land.

The isolation of Mongolia, not only far from cheap water transport, but surrounded by large areas of
relatively low population density neighboring countries with thin infrastructure, increases the costs of any
industrial activity based on imported raw materials. At the same time, Mongolia's agriculture favors
output, which offers opportunity for large value added in processing. --hus, non-agricultural development
other than minerals development will for a long time be most ecoIl':ically based on agricultural raw
materials. In the very long run, Mongolia should expect to build ~1 industrial sector based on high
technology, low-raw-materials types of industry. Developing the educational system with that in mind
would be good policy, but it certainly cannot become a significant factor in GNP or total employment
for several decades. In the meantime, development must proceed with what is already in Mongolia.

Given the low productivity per unit area of land, the grazing areas support only a sparse population and,
hence, low overall income. As a result, they cannot pay for an expensive system of physical and
institutional infrastructure. Careful priority must be given to these investments. Fortunately, the products
produced - wool, hair, skins, meat and dairy products - are all high-value products which require only
a small portion of their value to be expended on transport, even with "1oor infrastructure conditions. The
political regimes of the past several decades have placed great weig::[ on development of human capital
through education and public health measures, so this resource is well developed even in very sparsely
populated areas. Indeed, one of the most important issues at present is how to maintain that investment,
which is so essential to long-term development.

Another fortunate feature of Mongolia is a concentration of the best arable land in a small proportion of
the country, which is also where a major portion of the mining is carried out. Consequently, this area
contains over half the total population and the bulk of the physical infrastructure. Thus, it is logical to
give priority in the sequencing of development to that central region with the most responsive agricultural
resources. both crop and livestock, the bulk of the national market, the most easily accessible market,
and the bulk of cost-reducing, development-oriented infrastructure. This is also where most, although
not all, of the food security problem lies. The rest of the chapter will concentrate on that theme.

Succeeding sections will discuss the extensive livestock sector and then the arable agriculture and intensive
livestock sector. The data are not available for a division into extensive and intensive livestock, nor for
dividing the arable land in to the central districts and the outlying districts. However, the discussion of
the extensive livestock sector will implicitly deal with it as largely outside of the north central set of
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1. IDSTORICAL DEVELOPMENT

B. EXTENSIVE GRAZING

districts, and the discussion of the intensive livestock and arable agriculture will deal with it as though
it were wholly in the north central set of districts.

The extensive livestock areas do have potential food security problems which are discussed below before
examining the larger potentials for contribution to food security and development foreseen in the north
central, more intensive region.

o33

Privatization and a move towards market pricing have already eliminated the direct subsidy on fodder,
in response to which herdsmen have taken far less fodder, and with the expected elimination of the
transport subsidy it is expected that little or no fodder will be provided to extensive herdsmen. There
has been indirect risk reduction through public veterinary services, boarding school for children's education

Practices that offset risk most directly were large-scale production of winter fodder on state farms,
principally in the central region, and transport of that fodder throughout the country. The fodder was
provided essentially without charging transport costs and even the direct costs of the fodder were
subsidized. Figure 4 shows the dramatic year by year increase in feed provided to the extensive sector
and the consequent decline in stock mortality. Table 10 shows the decline in fodder production on state
farms in 1991. The specialized fodder farms decreased production little from 1990 to 1991, but the decline
on fodder farms has been very sharp in 1992 in response to the clearly indicated lack of interest of private
herdsmen in taking what are now expensive fodder supplies.

Collectivization of agriculture, successfully implemented in the 1960s, combined farmers into large
cooperative farms and reduced at least two of the means of risk reduction. Long distance migration was
reduced or eliminated, although short distance migration remained, and greater homogeneity was introduced
into herds. The long distance migration was reduced by interrupting traditional patterns by new cooperative
farm and other political lines which were not rigid but which still reduced migration. Greater homogeneity
in livestock herds was to increase productivity by greater specialization.

Historically, Mongol livelihood has depended on extensive, pastoral, migratory livestock production. The
inherent risk of low and variable rainfall was countered by migration over long distances and a complex
mix ofanimals including horses, cattle, sheep, goats and camels, the latter primarily in the more desert-like
areas to the south.

The key characteristic of extensive livestock is that it is the traditional means of livelihood in Mongolia.
It is extensive, spread thinly over vast areas, poorly served by infrastructure, and well adapted to its
environment through selection and observation over centuries. It lends itself relatively poorly to
intensification and increased factor productivity because of the usual problem of modem science being
unsuccessful in improving productivity under harsh production conditions (most innovations increase the
responsiveness to favorable conditions) and to the high transaction costs incident to very low geographic
densities of population and income. However, the livestock is of high value per pound of output and can
be put in forms which are easily transported, so it has been and can continue to be highly commercialized.
The potential for gradually improving the quality and processing of production can be gradually pursued.
In addition, transportation links will improve over time. Better animal health, some breed improvements,
cheese making and other processing are all worth pursuing. However, dramatic results should not be
expected.
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and health services. These are all expected to be reduced with increased direct pricing. Within the
cooperative system there has been considerable interaction of herdsmen with respect to optimal levels of
grazing. It is not clear whether that is an improvement over traditional systems, but it may well be an
improvement over the "commons" problem expected with complete privatization ofherding. In the context
of broad efforts to improve production practices, as privatization proceeds, attention needs to be given
to optimal range management systems.

Table 10: Hay for State Emergency Fodder Funds, 1990 and 1991

(hectares) (percent)
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*Self luuvested fodder by the communes

1990 1991 1991 Actual 1991
Production Unit Actual Planned Actual to to

Planned 1990

State Farm 31,655 32,000 26,850 83.9 84.8

Fodder Farm 105,602 113,300 106,090 93.6 10.1

*Negdels 11,400 12,500 9,760 78.1 85.6

Cooperatives 12,900 20,700 11,321 54.7 87.8

Source: Sheeh ,1991

Private herders will institute some additional coping mechanisms. For example, they can delineate areas
of higher productivity grass to be barred to grazing and saved for cutting, by hand or machine, for
increased local production of grass for winter feeding. There is also long-run potential for some breed
improvement, increased quality ofoutput and intensified marketing. But all this is difficult under conditions
which are harsh and to which local breeds and practices have slowly adapted over centuries.

Within this relatively vulnerable situation the smallest herds will be most vulnerable, while their number
is likely to increase. It is difficult to see what external assistance might be provided to deal with the food
emergencies of this group except to get the economy moving again, allowing a siphoning off of surplus
rural population, maintaining schooling and health systems to facilitate such shifts out of marginal herding,
and emergency methods of providing food in periods of extreme crisis.

Table 11 suggests that the most likely location of food insecurity within the extensive herding system is
in the aimaks of deficit grazing land forage. These are the districts most likely to suffer from the increased
cost and, hence, lack of marketings of fodder from the old system. As will be noted later in a different

Thus, as shown in the previous sections, collectivization removed mechanisms which reduced risks and
introduced probably more than compensating mechanisms. Removal of the latter without reinstitution
of the former will result in a substantial increase in vulnerability of some of the low-income members of
Mongolian rural society. The most vulnerable will be the small herdsmen with only 10 cows, 30 sheep
and 5 horses. There are reputedly large numbers of such people - perhaps a quarter of the population
in the extensive herding areas.

2. THE CURRENT STATE OF FOOD SECURITY
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context, the north central districts and the eastern districts are all significantly surplus. The various Gobi
districts also show as surplus, portions of them are very heavily at risk. The major deficits are in the
three western-most districts, which are most remote from the fodder surplus areas, and one district directly
southeast of the surplus areas, which could presumably be easily serviced in time of stress. It would seem
that the most careful monitoring for food security needs to be in the far west in years of dry summer and
unusually severe winter. The aimak averages hide problems within each aimak, and particularly so in
the Gobi aimaks.

As pointed out in the next section, the apparent high stock numbers provide a substantial cushion of food
supplies for the coming winter. Thus, the food insecurity problem in the extensive sector lies further down
the road.
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Table 11: Demand and Supply ofGrazing Land Forage Based on Projected livestock Numbers
to the Year 2000

(1000 tons)

* Indicates Projected DefiCiency In Supply of Grazlngland Forage

1990 1995 2000
A/mag Supply Demand % Supply Demand % Supply Demand %

Arhangai 4,483.5 5,835.2 76.8* 4,482.8 5,485.5 81.7* 4,4n.8 5,911.4 75.8*
Bayan-Olgii 4,171.7 5,345.1 78.0* 4,171.2 5,576.5 74.8* 4,170.3 5,420.6 77.0*
Bayan-hongor 8,724.5 7,387.6 118.1 8,720.5 7,771.8 112.2 8,717.5 8,255.2 105.8
Bulgan 2,953.5 3,140.0 94.1* 2,449.9 3,445.6 71.1* 2,949.9 3,735.3 79.0*
Gov-Altai 8,901.3 4,869.5 182.8 8,900.3 6,019.4 147.9 8,901.3 6,369.0 140.0
Dornogov 10,190.1 6,641.4 153.4 10,190.1 7,082.3 143.9 10,190.1 7,576.1 134.5
Dornod 9,052.6 3,385.8 267.4 8,553.9 3,527.0 242.5 8,615.1 3,no.0 228.5
Dundgov 7,400.0 7,878.0 93.9* 7,400.0 8,232.4 89.9* 7,396.0 8,726.0 84.8*
Zavhan 6,844.2 5,978.4 114.5 6,844.2 6,259.3 109.4 6,844.2 6,598.2 103.8
Ovor-hangal 5,983.1 6,883.4 86.9* 5,983.1 7,212.4 83.0* 5,980.1 7,718.0 77.5*
Omnogov 14,673.2 7,878.0 186.2 14,673.2 8,232.4 179.0 14,693.2 8,726.0 168.0
Suh-baatar 6,227.8 3,724.2 167.2 6,723.7 3,908.1 172.0 6,723.7 4,169.0 161.3
Selenge 1,786.4 1,359.4 131.4 1,786.4 1,478.6 120.8 1,786.4 1,642.3 108.8
Tov 6,027.8 5,355.6 112.6 6,026.8 5,679.3 106.1 6,021.8 6,104.3 98.7*
Uvs 5,666.9 8,592.5 66.0* 5,666.9 9,040.7 62.7* 5,666.9 9,588.8 59.1*
Hovd 5,960.9 9,760.5 61.7* 5,959.9 10,157.4 58.7* 5,959.9 10,864.9 54.9*
Hovsgol 5,927.2 5,893.4 100.5 5,926.7 6,143.2 96.5* 5,925.4 6,604.9 89.7*
Hentii 6,083.1 3,842.8 158.3 6,078.8 4,054.2 150.0 6,070.6 4,359.7 139.2
Darkhan 6,844.2 5,978.4 114.5 6,844.2 6,259.3 109.3 6,844.2 6,598.2 103.7..

- - - - - - - - - - - - - - ...
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3. NEAR-TERM GROWTII IN OUTPUT

The extensive livestock system is important to the food security of urban areas and to export earnings.
Thus, its near-term actions are important although difficult to assess. Assessment of extensive interviews
and analysis of data provide the following conclusions.

Although there is some disagreement on this matter, animal numbers in the extensive livestock areas appear
to be at a record high. This is probably due in part to the incentive to build private capital incident to
privatization and in part to the disincentive to market because of the relatively favorable price relationship
for exchange for domestically produced goods and services (relative livestock prices are up substantially
so it takes fewer sales to provide the basic necessities of life). Finally, the high livestock numbers are
due to the relative unavailability of the attractive, at the margin, imported goods. It is the relative prices
and availabilities at the margin which are critical to the level of marketing. Chapter 2 discusses this matter
and its solution.

Thus, the extensive sector is vulnerable to substantial livestock mortality in the event of a severe winter
in 1992; stands ready to provide larger than normal marketings this fall, dependent on the availability of
consumer goods, which is in tum related to the potential for petty international trade or other sources of
imported consumer goods; and is poised for large marketings of meat and other livestock products next
year if winter mortality is not excessive.

4. LONG-TERM DEVEWPMENT AND FOREIGN ASSISTANCE

As is virtually always the case, the extensive sector has relatively low potential for productivity-increasing
technological change. Some gradual breed improvement is possible, as is improvement in grassland and
fodder production. Potential exists for decreasing winter mortality and increasing marketings by modest
supplement of high-protein feed. All of this can be best assisted by foreign sources through technical
assistance to the livestock research, extension and teaching systems. Obviously, it would be helpful if
the best elements of the system of cooperation amongst herders could be maintained, particularly the
educational and health systems, which are an outstanding and unusual feature of Mongolia's pastoral
system.

While increasing production will be a gradual process, there is substantial potential for increase in the
sales from the extensive areas by improved marketing. Several donors are examining the potential for
processing plants for dried milk, butter and cheese production which offer potential for both domestic
production and export. As the north central region becomes more developed, the infrastructure will be
pushed into other areas. The first priority for economic development of the extensive areas would be to
the areas with the greatest potential for increased marketings.

C. THE INTENSIVE CROP AND LIVESTOCK REGIONS

The four districts of the north central region include the bulk of the arable land of Mongolia, where the
wheat, intensive fodder, potatoes and vegetable production takes place. Half of the total population lives
in these four aimaks, which also include the three major cities of the country. The other area of significant
arable land is in the extreme east of the country.

Not only do the four north central districts contain the bulk of arable land, the bulk of the urban market,
and the bulk of the physical infrastructure, but they also contain a grossly disproportionate share of the
livestock. Furthermore, it is a considerably more intensive livestock production than in the rest of the
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country. Thus, the four north central aimaks contain 14 percent of the range land, but 35 percent of the
cattle, 29 percent of the horses and 27 percent of the sheep (Appendix ill, Tables 11 and 13). Only.04
percent of the camels and 15 percent of the goats, a lower-value animal, are in this set of aimaks. The
addition of four contiguous aimaks raises the proportion of the country range land in the region to just
over a quarter. But the proportion of cattle now moves up to half and of sheep to 40 percent.

These aimaks are also those of current surplus grassland grazing capacity (Table 11). Thus, the four north
central districts are the logical point for concentrating growth and development effort, gradually expanding
high-quality infrastructure into the adjoining districts to the west. It will be argued below that the greatest
intermediate-term response to development will come from the intensive dairy sector, with substantial
growth multipliers to other sectors of the economy and with particularly strong employment and food
security linkages.

1. IDSTORICAL DEVELOPMENT

Arable agriculture of any consequence is a recent phenomenon in Mongolia. Its rise was coincident with
the new lands policy in the Soviet Union. Because of the timing, it was naturally all developed under
large-scale State Farm systems. The increase in arable land in the State Farm context also facilitated large
scale fodder production farms and large- scale dairy farms, which was complementary to the fodder and
feed production which accompanied the arable land. Thus, unlike the extensive livestock sector, arable
agriculture, although recent, does not have an historical base in small-scale agriculture. The large-scale
State Farms developed field layouts, housing for animals and people, machinery sizes, and institutional
structures suitable to the large-scale system. That creates immense problems of privatization to small
farms.

The principal crops are wheat, other cereals, fodder crops, potatoes and a small quantity of vegetables
(Appendix Chart II). There is little irrigation, although some potential for further exploitation exists.
Crop yields are somewhat on the low side, even taking into account the low rainfall and the variability
in that rainfall. As in the Soviet Union, milk yields of dairy animals are very low, on the order of half
those of the Moscow milk shed and one quarter of those of the New York milk shed (Table 12). The
principal cause of low yields is poor feed, particularly lack of protein, interacting with moderately poor
breeds and management practices.

The dairy sector stands out as having unusually large potential for relatively short-term increase in
productivity with an unusually favorable impact on urban food security.

At present privatization is showing itself on the State Farms primarily by division of the farms into four
or five smaller units, still managed with a similar structure to the past. It is likely that these systems will
evolve further, but the process will, at its most rapid level, be evolutionary because of the large-scale
centralized infrastructure and lack of experience with decentralized management systems. The key to
evolution to smaller units lies with marketing and credit systems and management education. Foreign
assistance could be extraordinarily helpful for each and is discussed below.
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3. SHORT-TERM PRODUCTION PROSPECTS

4. LONG-TERM DEVELOPMENT

2. FOOD SECURITY

BEST AVAilABLE DOCUMENT39

The optimal long-term development of the intensive north central set of aimaks would have the following
priorities: an intermediate-term (e.g, five years) doubling of milk production by increased feeding of high
protein concentrates associated with breed improvement through improved selection and improved
management practices; a longer- term program of improved quality of fodder production, of breed
improvement for dairy animals, and improved nutrition and breed improvement for sheep in the higher

(liters per cow per year)

The arable and intensive livestock areas are the intensive users of inputs and are liable to reduced
production with reduced availability of inputs. This issue is discussed at length in Chapter 2 in the context
of the foreign exchange situation. It was concluded that this year the favorable weather will more than
balance the unfavorable effect of reduced input availability, but that the problem of input scarcity was
partly being met by postponing it into the next year. Thus, 1993 could prove a year of substantial
production decline if those postponed problems coincide with drought.

Table 12: Milk Yield on Mechan.ized Dairy Fanns, 1988-1990

The food security situation is innately favorable in the rural areas of arable and intensive livestock farming.
Income averages are high in the first place, production is more stable, and large livestock reserves are
available.

The potential for expansion of the area in intensive cropping has been largely utilized, particularly in the
north central region. The need now is to further intensive production in these areas.

Appendix III, Table 14 shows that even though intensive development of the arable areas did not begin
until the 1960s, that development was proceeding rapidly until the mid 1980s. Thus, while meat and wool
production stagnated in the 1980s; cereals production more than tripled, potato production increased by
five times, and milk and egg production increased by 50 percent. Those increases were an important part
of the generally laudable growth rate of the economy through much of the 1980s.
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productivity areas; and rapid development and expansion of small-scale and medium-scale firms involved
inagro-processing and consumer goods. These efforts should continuallyemphasize improved management
practices and the development of the small-scale sector. Finally, in the crop sector emphasis should be
given to yield and production increase, including improved management in the vegetable sector and gradual
improvement in grain yields. All ofthese would benefit immensely from technical assistance for technically
oriented improved management.

D. AGRICULTURAL PRIORITY - THE INTENSIVE DAIRY SECTOR

The criteria for an agricultural development priority are (a) large, known potential for rapid increase in
efficiency and factor productivity; (b) substantial size in absolute terms and as a proportion of the
agricultural sector; (c) strong growth and employment linkages with other sectors; and (d) a significant
role in food security of vulnerable groups. The intensive dairy sector meets each of these criteria.

The potential to double milk production per cow in the intensive dairy sector is well understood. Such
doubling could occur in as little as five years, producing a 15 percent growth rate. The effective demand
is present to absorb such a milk production increase, and resources saved could be switched to other types
of livestock production.

A doubling of milk production in the intensive dairy sector would represent roughly a 72 percent increase
in total milk production, or 3 percent per year compounded over five years. If the traditional dairy sector
grew at a population growth driven rate of 3 percent per year the overall growth rate would be a healthy
6 percent per year.

The intensive dairy sector has strong processing linkages, particularly to the small-scale sector, which
would be very helpful in initiating the growth of this key sector.

1. THE MEANS FOR ACffiEVING THE OBJECTIVE

The best means of increasing milk production in the intensive dairy sector is to increase feeding of
concentrate feed and protein by addition of soybean meal to the diet. Specifically, the protein content
of the dairy ration would be increased by feeding an average of 2.7 kg of soybean meal per day per cow
in addition to present rations. It would also be beneficial to combine that improved diet with a culling
program that would increase the responsiveness of the herd to improved diet, and to concurrently improve
management practices. The proposed food aid program would provide soybean meal for four years and
technical assistance for five years. The technical assistance would complement a set of locally financed
activities that would be essential to the effectiveness of the project and would provide a permanent base
for continuation and expansion of the program.

The program would cover 20 percent of the 20,000 intensively managed dairy animals the first year, 50
percent the second year and all of them the third year. The fourth year would be a year of consolidation.
The technical assistance would continue for the fifth year, but the Government would be expected to
provide the soybean meal commercially after the fourth year. An additional few years of concessional
meal might be provided if the Government were making good progress in freeing the foreign exchange
regime but were not yet ready to accommodate commercial soybean meal.

Other valuable uses of the soybean meal would be in piggeries and poultry operations, and as a winter
supplement for the extensive livestock sector. It is possible that demand would grow far more than
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indicated in this project, which is prescribed specifically for the intensive dairy sector. The monitoring
program recommended would measure these effects and provide the basis for appropriate ancillary policy.

The animal numbers and, hence, grazing pressure would probably decline somewhat as production per
cow rose. Thus, the environmental impact would be favorable.

2. THE MARKET FOR INCREASED PRODUCTION OF MILK

Table 13 shows that per capita milk consumption in Mongolia is comparable to that of relatively high
income countries. This must be seen, however, in the perspective of the traditional diet composition and
large rural, urban differentials.

The Government now provides 48 percent of the dairy needs of the urban population in the three major
cities of the north central region, where the intensive dairy industry is concentrated. Average milk
consumption per capita in Mongolia is approximately 149 liters per year. Average urban consumption
is 90 liters but may have now dropped to 60 liters in Ulaanbaatar. Urban consumption is traditionally
spread throughout the year, while rural consumption is concentrated in the summer months. Urban people
wish to consume closer to the national average level of consumption of milk per year.

Marketing of the incremental production can be handled, at least initially, by rapid expansion of small
private distributors who would buy bulk from the dairies, truck to the city and distribute it in cans directly
from the truck or from retail stores. The milk would not be pasteurized, but Mongols boil all milk
consumed, even that from the large-scale dairy - as is the case in most of Asia.

Although the effective demand for the incremental milk production planned is present and important to
food security, the efficiency increase from the project could be taken in the form of smaller numbers of
more productive dairy animals and resources transferred to other types of livestock production. With
healthy private markets, the benefits would be achieved either as increased milk production or increased
production of other livestock commodities, including those for export, for which the demand is highly
elastic if adequate processing is supplied.

3. TECHNICAL ASSISTANCE NEEDS

Substantial technical assistance could be used in providing intensive development of the dairy sector. Such
technical assistance is needed in (a) nutrition education; (b) farm management (preferably in the context
of a larger effort to assist the transition from huge State Farms to smaller companies to family size units);
and (c) monitoring of the market. These and related needs are delineated in Part II of this report.

41



Table 13: Consumption ofDairy Products in Seleded Countries, 1980s

(kg per capita)

2. Milk prices need to be completely freed.

BEST AVAilABLE DOCUMENT 42

1. Marketing of milk must be made competitive by facilitating the proliferation of small-scale dairy
marketing agents. This requires ready availability of trucks and fuel, open retail markets and
probably financing. These are all critical areas of policy reforms.

This project, with its modest objectives, can serve as a specific entry point for dealing with the three above
problems, which in turn have wide ramifications to the whole process of privatizing and freeing markets.
Entering the issues in this specific manner has major advantages over a general, non-specific approach.
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(, g )ry
Mongolian Food Industry Corporation.

COUNTRY POPU- MILK BUTIER QUARK CHEESE TOTAL
LATION

(Mill.
pers.)

Mongolia 2 N/A N/A N/A N/A 149.0
(production)

Finland 5 186.03 9" 1.9 9.9 253.8.. _.
Denmark 5 124.7 1.0 11.6 173.3

Netherlands 15 91.2 4.1 1.2 13.7 168.3

USSR 285 129.9 6.0 3.2 3.0 157.6

Poland 38 127.8 9.2 11.2 3.6 157.3

New Zealand 3 106.3 11.8 0.0 8.3 152.5

United 57 123.4 4.5 0.7 6.8 144.6
Kingdom

USA 243 97.1 2.1 1.8 10.9 135.2

Hungary 11 101.4 3.1 4.9 4.1 131.5

Germany 61 70.1 8.1 7.3 9.5 130.3
Source: International Dai Federation. Doc. No. 241. Bruxelles 19W and Mon olia •

3. Small-scale international trade is probably essential to dealing with the potentially very harmful
difference between the free market and the official exchange rate. This requires major policy change
in Mongolia, China and Russia. Appropriate discussions with the respective governments, the IMF
and the WB should be initiated.

Policy reforms are needed to complement the program in the following areas:

4. POLICY REFORMS
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CHAPTER 4
FOOD AVAILABILITY AND ACCESS

This chapter briefly examines the composition of the Mongolian diet and its effect on nutrition and health;
summarizes the availability ofkey dietary food commodities; describes the changing systems through which
people currently access food; and assesses how well those systems are meeting the food requirements of
the rural and urban population.

A. MONGOLIAN DIETARY PROFILE

Mongolian people have a highly unusual dietary pattern due directly to their traditional semi-nomadic
lifestyle, which was prevalent throughout their history and which remains central to the economy and
culture today.

With only an extremely small part of the country suited to the production of crops, early Mongolians
depended on wildlife for food. Later, they domesticated animals, taking advantage of the extensive natural
pastures to graze sheep, goats, cattle, horses, camels and other animals. Mongolians became proficient
in caring for their animals, protecting them from the extreme cold and wind of the Mongolian winter,
and using them to produce clothing, shelter and food.

The traditional houses of Mongolian herders, called "ghers" ("yurts" in nomadic areas of neighboring
countries), can be disassembled in less than an hour and transported on horses or camels, allowing the
household to move as the herd seeks better grazing. Families typically spend the winter near an
administrative center where they can buy and sell goods and obtain education and health and other social
services. In the spring, they move their ghers and their animals to grazing areas some distance away.
During the course of the summer, they may move a dozen or more times to obtain good natural grasses,
ending up in winter again close to the administrative center.

About one fourth of the population continues to live in this traditional semi-nomadic manner. These
families continue to provide most of the nation's food supply and a large share of exports and inputs to
industry. Households with other economic pursuits remain closely linked to the semi-nomadic lifestyle
through history, culture, economics and family. Almost all urban households have family members in
rural areas with whom they maintain regular contact.

The Mongolian diet that evolved from this lifestyle is almost totally dependent on animal products,
including meat, milk and milk products. The lack of arable land and the mobile lifestyle that herding
required meant that almost no food crops were grown. In addition, because of the great distances and
lack of infrastructure, access to non-animal foods from other countries through trade was almost minimal,
limited to spices, tea, sugar and a few other commodities.

Table 14 shows the average national food consumption during the 1985-89 period.
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Table 14: Average Annual Food Consumption, 1985-1989·

(kgs per capita)
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Meat 89

Milk and milk products 147

Flour products 106

Eggs 1

Potatoes 27

Other vegetables 21

Cereals/rice 12

Fruits 11

Vegetable oil 4

Sugar and honey products 23

Fish and fish products 1
'on calculations based on data om theSources: Assessment Missl ft Ministry ofHealth & Social
Services and the State Statistical Bureau.

Animal products continue to make up about half of the calories in the Mongolian diet. As Table 14 shows,
annual per capita meat consumption was about 89 kg (196Ibs), or an average of 1/4 kg each day for every
man, woman and child. Because of the seasonal factors, consumption is much lower than this average
in the summer months and markedly higher in the winter. This seasonal variation is partly a reflection
of birthing and slaughtering factors. Slaughtering takes place primarily in the fall after animals have
fattened on summer grasses and when meat can be frozen (or dried) for the winter. (Slaughter houses
close from January to late July.) The most important meats in the Mongolian diet are mutton, beef, and
goat, although wild game, horse and camel are sometimes consumed. Mongolians prefer meat with large
amounts of fat.

With the warmer weather, milk production commences and offers a substitute for meat. Estimates of
Mongolian per capita milk consumption vary widely, perhaps because a large percentage of production
is consumed by the herding families whose animals produce about 85 percent of total production. The
Assessment Mission believes that per capita consumption of milk and milk products in the 1985-88 period
(prior to the current economic crisis) was about 147 kg, a higher level than in the U.S. and many other
developed countries. Between 80 and 85 percent of this milk is produced by cows in the extensive
(herding) sector and between May and November. Since only small amounts of milk are converted into
powder or other products that can be stored for later use, the consumption rate for milk and milk products
during these months is extremely high and probably exceeds that sustained in any other country.

* Figures arc averages for 1985, 1988 and 1989 except for meat and fish and fish products which are averages of 1985 and 1988
only. Average egg consumption, based on 1985 and 1990 data, is 28.
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Milk production in the long, cold Mongolian winter comes primarily from 41 intensive dairy farms where
some 20,000 cows are sheltered in heated barns. A small portion of that milk is consumed on or near
the farms where it is produced; most is sent to urban processing plants and consumed in the cities. Since
the intensive dairies produce only about 15 percent of Mongolia's milk supply and no more than half of
that during the coldest six months, consumption of fresh milk during that half of the year is probably no
more than two liters per capita per month.

Mongolians have been creative in using milk to make a considerable array of foods. These include whole
milk of cows, mares, goats and camels; butter; yoghurt; cheese; dried curd; fermented mare's milk; cottage
cheese; milk vodka and others. These foods are produced by every rural household and make up the bulk
ofthe rural diet in the summer. Although the dependence on dairy products is less in urban areas, a similar
dietary preference is often exhibited. Middle class urban families often move out oftheir apartments during
the summer months into ghers or small country houses near the city in order to enjoy the countryside and
to have access to the milk products produced by rural households.

The inclusion of grains, vegetables and other products in the Mongolian diet is relatively recent. The
consumption of these products was not significant in the national diet until the 1950s when the New Lands
Policy and the State Farms were initiated. Cultivation is still limited to the production of wheat, fodder
and a small quantity and variety of vegetables using one percent of the national territory. Although almost
all Mongolian families now consume some vegetables, wheat - used as flour for bread, biscuits, noodles
and cakes - is the only domestically produced food crop to have made serious inroads into the Mongolian
diet. Ministry ofHealth data for 1991 show that flour products provided about 38 percent ofcaloric intake.
Potatoes, other vegetables and fruits together provided only 2 percent of caloric intake.

Mongolia supplements its limited domestic production of food through imports, which have come to play
a small but important part in the diet. Commercial food imports come from the former Soviet Union,
Eastern Europe and China (see Chapter 2 for details). Principal food imports include flour, sugar, rice,
vegetable oil, butter, and fruits and vegetables. The current economic problems of Mongolia (and of the
former USSR) have forced reductions in these imports and lessened their contribution to the diet. Ministry
of Health data for 1990 and 1991 show that the percentage of calories attributable to food imports
(excluding flour, which is discussed above) fell from 16 percent to 10 percent.

B. NUTRITION AND HEALTH PROFILE

A review of Mongolia's basic social indicators shows that the food consumption pattern, coupled with
an unusually effective public health system, has produced a population that is healthier and lives longer
than in many parts of the world. The following data are taken from a recent UNDP publication:

75 percent of the population have access to safe drinking water (1988-90)
87 percent of children receive immunizations during their first year (1988-90)
99 percent of births are attended by health personnel (1983-89)
infant mortality is 65 per 1,000 live births (1988)
primary and secondary enrollment are 94 percent and 92 percent respectively (girls receive
95 percent as much schooling as boys)
life expectancy at birth is 62.5 years (1990)
low birth weight babies are only 10 percent (1980-89)
average per capita food intake consists of 2,458 calories, or 116 percent of daily requirements
(1988).
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The average Mongolian diet, although containing unusually large proportions of animal fats, does not
appear to cause health problems. Caloric intake, 2,458 in 1988, rose to 2,540 in 1990 and then declined
by 9.5 percent to 2,408 in 1991. Although these levels are high in comparison to low-income, tropical
countries, Mongolians require additional calories because of the severe cold during much of the year.
The Ministry of Health has established a daily intake target of 3,100 calories.

Nutritional surveys in the late 1980s found no evidence of acute food shortages (third degree malnutrition)
or protein deficiency. However, there is evidence of chronic energy deficiency and inadequate amounts
of total food present in all ages up to six years. National data for 1988 show low weight for age for 6.1
percent of infants below one year of age. Problems among low-income and other vulnerable groups are
considerably higher than this average. A 1989 UNICEF survey of the nutritional status of children under
one year old not attending creches found mild to moderate malnutrition among 15 percent of apartment
dwellers, 20 percent of tent (gher) dwellers and 19 percent of children in the South Gobi aimak.

Almost everyone with whom the Assessment Mission met believes that nutrition standards have fallen over
the past two years, causing increased health problems. Ministry of Health personnel report that there are
now some cases of third degree malnutrition and that the incidence of low birth weight and of first and
second degree malnutrition have increased substantially. (The Assessment Mission was unable to obtain
supporting data during its visit.)

Other nutritional deficiencies according to the Ministry include vitamins C and D, iodine and iron. Rickets
is widespread, affecting about 7 percent of the under one year age population in 1988, and the incidence
of it is said to be increasing. Rickets is attributed to a lack of exposure to sunlight during the winter
months. Some Mongolian doctors believe that depleted maternal supplies of calcium have led to low levels
in breast milk. Neither milk nor flour are fortified with vitamin D.

c. AVAILABILITY OF KEY FOOD COMMODITIES

The purpose of this section is to summarize the Assessment Mission's findings on likely availability (or
shortage) of key food products in the Mongolian diet. This section first discusses foods supplied entirely
or principally from domestic production - meat and meat products, milk and milk products and wheat
and flour; and, then provides a brief discussion of food commodities for which Mongolia depends entirely
or primarily on imports - rice, vegetable oil, sugar and butter.

1. MEAT AND MEAT PRODUCTS

Mongolia has consistently provided an adequate supply of meat for its domestic needs and to export. With
a population of2.2 million people and a current stock of26 million animals, Mongolia clearly will continue
to be self-sufficient in meat, and it can continue to produce and consume at high levels. However, whether
consumption (particularly in urban areas) will remain at current levels depends on factors influencing
marketing and consumer purchasing power for meat.

On the marketing side, the shortage of consumer and investment goods that herdsmen typically buy with
the cash proceeds of animal sales may be causing the supply curve to shift to the left, reducing the quantity
offered at each price. The amount of meat offered for sale could also decline because of greater animal
losses resulting from a decline in the availability of veterinary services and fodder. In addition, if markets
are permitted to function with less government intervention, an increasing amount of meat may be diverted
from domestic consumption to exports.
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On the purchasing power side, the decline in real income now occurring in urban areas will mean less
money available for all consumer goods including meat. As the single most important food in the
Mongolian diet, such reduction in demand will present security problems for low-income urban people.

To date, the GOM has taken measures to prevent these factors from impacting significantly on meat
consumption. Government orders for meat seem to still exist as a method of extracting an adequate supply
of animals from herders, and the subsidized ration system has helped to keep demand from declining.
In the current economic crisis, it is not clear that the Government should or will be able to sustain these
policies as effectively as it has in the past. Nevertheless, given Mongolia's obvious comparative advantage
in meat production and the political as well as nutritional arguments for ensuring the availability oflow-cost
meat, government and household behavior are likely to result in meat consumption remaining at or near
current levels.

2. MILK AND MILK PRODUCTS

The recommendation to increase milk production is central to this report because of the unusual production
potential, the importance of milk to food security, and the deficit in production. This section treats the
latter two of these three issues.

Mongolia's milk production in 1990 was approximately 316 million liters. Of this amount, 80 million
liters were used for making butter, 220 million for consumption as milk in rural and urban areas, and
12 million for other purposes. Milk, as stated in the beginning of the chapter, is a central element of diet
in both rural and urban areas.

Although production is high for a country with Mongolia's population, production and consumption have
such pronounced seasonal and geographic characteristics that the country has not been able to attain self
sufficiency. In the summer months when most production occurs, milk in the rural areas is very plentiful,
and milk products constitute the bulk of the diet. However, the geographic distribution of production
creates enormous difficulties in collecting the milk for transport to urban areas. According to Ministry
of Agriculture analysts, only about 18 percent of the milk not used to produce butter or other products
is used in cities and aimak centers, where more than half the population reside. In the winter months,
production is so low that neither rural nor urban consumers have an adequate supply. Mongolia's import
of 3,000 metric tons annually of powdered milk does not fill this deficit.

Ministry of Agriculture officials indicate that milk production has reportedly fallen slightly in the past
two years. Possible reasons for a decline in production include a reduction in veterinary services and
supplies and a reduction in the availability of better quality fodder. With regard to the latter, the
Assessment Mission did find evidence of a decline in the cultivation of peas (grown as a feed crop) because
of the lack of foreign exchange to procure seeds.

Available evidence suggests that the production decline has been slight. What is widely perceived as a
decline in production may in fact be changes in the marketing of milk as the economy shifts from a
controlled system to a market system. Some milk that previously passed through the urban processing
plants (the point in the marketing system where quantities can most easily be measured) is now channelled
directly from farms to consumers. Figures for 1990-91 show that intake of raw milk into the Ulaanbaatar
milk plant decreased by 20 percent while national production figures fell by only 1.5 percent. This change
is unlikely to produce adverse health consequences since Mongolians almost always boil their milk (even
when it has been pasteurized).

47



Although a decline in milk production and resulting food security problem are not likely to occur, neither
are steps being taken to increase production to eliminate the need for powdered milk imports or to meet
existing or potential consumer demand. However, such an increase is possible. International experts
reviewing the dairy sector for the Asian Development Bank (ADB), the Danish Assistance Agency
(DANIDA) and others have concluded that giving cows higher protein feed would yield substantial increases
in milk production. The Assessment Mission believes that this is perhaps the easiest step that Mongolia
could take to increase its food security over the next several years. In absorbing this recommendation
it must be remembered that Mongolia's resource base has made milk a key component in the diet and that
milk supply for urban areas is produced inefficiently but with potential to greatly increase the efficiency.

3. WHEAT AND FLOUR

Over the past seven years, Mongolian wheat production has averaged 627,000 metric tons. In five out
of those seven years production exceeded the 600,000 metric tons that government officials indicate is
required for self-sufficiency. Imports are required only when frost or untimely rains sharply reduce wheat
production.

The Government's target for wheat production in 1992 is 700,000 metric tons. However, because of a
perception of losses due to cold June weather (despite generally good rains) and a lack of imported inputs,
projected yield is now estimated to be from a low of 550,000 metric tons to a high of 650,000 metric tons.
Based on its interviews with producers and government officials and its own observations in Mongolia's
most important wheat growing area, the Assessment Mission believes that production will be at or above
600,000 metric tons. Thus, barring worse than normal weather at harvest or greater than anticipated
problems in securing petroleum and workable machinery for the harvest, Mongolia should have adequate
wheat without importing to last until the 1993 harvest.

The vagaries of weather aside, similar wheat harvests should be possible over the next several years.
However, attaining this level of production will require adequate price incentives to producers and
maintenance of current modest levels of ground preparation, fertilization and weed and pest control.
Currently, the market mechanism appears to be working adequately to create an incentive for wheat
production. Production technology has slipped slightly, but the impact on production to date is slight.
Were economic conditions to impede the production process more seriously, Mongolia would face a
shortage of wheat both for flour and for animal feed. If that occurs, the shortage of foreign exchange
which precipitates the problem will also make the problem difficult to solve through imports. To the extent
possible, the donor community would clearly be well advised to help Mongolia maintain or increase its
domestic food production (in areas for which it has a comparative advantage) rather than trying to rescue
it later with food aid. Foreign exchange allocations are required for production inputs and probably
increased milling capacity.

Even with favorable economic conditions, Mongolia must expect to face a need to periodically import
unless new varieties are introduced that reduce vulnerability to weather. Since production is affected by
weather conditions occurring late in the growing season, the need for imports generally cannot be foreseen
until the fall harvest. Although external financial assistance could help Mongolia at such times, the fairly
short lead time (six to eight months) to effect imports suggests that commercial rather than concessional
wheat imports are most appropriate.

If Mongolia is normally self-sufficient in wheat, one would expect it also to be self-sufficient in flour,
at least in years when wheat production is favorable. However, Mongolia imports flour every year, with
imports averaging 29,000 metric tons (about 15 percent of consumption) over the 1987-90 period. Imports
grew to 36,000 metric tons in 1991.
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Table 15: Mongolian Wheat Production and Uses, 1990

Policy needs to focus on expanding milling capacity and on changes in production practices, including
research on improved varieties and improved harvesting techniques.

Domestic flour production is inadequate because of the poor quality of a significant part of the wheat
harvest, the (resulting) milling of that into animal feed, and inadequate flour milling capacity. The
allocation of wheat to flour mills, feed mills and other purposes is shown in Table 15.

ggg

(thousands ofmetric tons)

ay

TOTAL HARVEST 526.0 SOLD TO STATE 372.1

Used on farms 58.1 Flour mills 262.1

Held for seed 95.8 Feed mills 75.9

Sold to state 372.1 Seed reserves 3.8

Food factory 9.8

Pagers 3.0

Poultry 7.0

Other farms 2.4

Other fodder 8.0

Source: T. B ersaikhan, UA ricultural Marketin in Mon olia," 1991.

Until Mongolia produces enough quality wheat and has adequate milling capacity, it will need to continue
to import flour. As flour has become the most important source of calories in the diet, particularly for
more vulnerable urban households, a reduction in the import level could have serious detrimental nutrition
and health consequences. The availability of flour may well become more important if Mongolia suffers
temporary disruptions in the supply of meat or milk products to urban areas. In view of Mongolia's severe
foreign exchange constraints, donor community assistance with flour imports is appropriate over the next
several years.

Over a longer period, Mongolia appears to have the capability of becoming self-sufficient in flour
production. This will require that the quality of wheat produced be adequate for milling into flour and
that milling capacity in the private sector increase. The price for wheat does appear to be rising in response
to market conditions, thus offering an incentive to producers. However, flour prices remain fixed at an
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Although the poor quality of much of the wheat crop is reported to be a serious problem, the primary
obstacle to self-sufficiency in flour production appears to be inadequate milling capacity. Mongolia has
nine flour mills with a total installed capacity of 208,000 metric tons. Effective capacity, given normal
shut-downs for maintenance, power outages and other problems, is 190,000 - 200,000 metric tons. Actual
production during the 1985-91 period has ranged from 174,000 to 197,000 metric tons, with no clear trend
discernable. Thanks to increased imports, consumption during the same period rose about 3 percent
annually and reached 230,000 metric tons in 1991.
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extremely low level and although millers are presumably subsidized sufficiently to allow them to survive,
changes in the flour price policy are clearly needed.

In providing flour, donors need to ensure that these imports do not facilitate the continuation of
inappropriate pricing policies or discourage investment in flour milling capacity. In this regard, several
entrepreneurs have reportedly invested in small mills of Chinese manufacture. According to one source,
these mills are operating very inefficiently and will do little to make up the deficit, a point that merits
further exploration.

4. IMPORTED COMMOnmES

a. Rice

Rice consumption is fairly inconsequential in comparison to wheat flour, providing only about 3 percent
of average caloric intake in the Mongolian diet. Rice consumption over the 1985-89 period averaged
16,000 metric tons, rose to 19,100 metric tons ($4.8 million) in 1990 and then fell back to under 15,000
metric tons ($3.7 million) as Mongolia's shortage of foreign exchange prevented normal imports.

Although rice is not a major component in the diet, its availability could be important in times of increasing
food scarcity. Recognizing the difficulty Mongolia is having continuing its normal commercial imports,
several countries have indicated a willingness to consider providing rice on concessional terms. Taiwan
has already provided 4,000 metric tons of rice to the Mongolian Red Cross (subsequently provided to the
GOM for the ration program), and an additional 6,000 metric tons have been promised. With surplus
rice also available in other Asian countries, concessional U.S. rice imports would appear unnecessary.

b. Velletable Oil

Mongolia does not produce vegetable oil, and it does not playa major role in the diet. Mongolians
traditionally depend on animal fats for cooking. As in the case of rice, imports of vegetable oil peaked
in 1990 and then declined in 1991 due to the foreign exchange shortage. Imports in 1990 and 1991 were
valued at $2.7 million and $1.5 million, respectively.

c. SUllar

Mongolia produces no sugar. Domestic consumption requires the import of approximately 41,000 metric
tons at a cost of about $10 million. In 1990, sugar and candies provided about 262 calories daily, or 10
percent of daily caloric intake.

Because of the foreign exchange crisis, imports in 1991 fell to 33,100 metric tons. Traditional Mongolian
candies were not available during the Assessment Mission's visit, suggesting that the lack of imports may
have forced the closure of production plants. Cakes and other sweets were rarely available. Ministry
of Health data show that daily caloric consumption of sugar and candies has fallen by almost 30 percent.

d. Butter

Mongolians traditionally use considerable amounts of butter, not only with bread but mixed in tea and
other products, which Americans often find unusual. Butter production ranged from 4,400 to 4,800 metric
tons between 1985 and 1990 and then fell to 3, 100 metric tons in 1991. Butter imports also fell between
1990 and 1991 from 2,200 metric tons to 1,700 metric tons. Assistance in meeting Mongolia's butter
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(and butteroil) demand is expected to be provided through a U.S. Government grant under Section 416(b)
of the Agriculture Act.

D. SYSTEMS THAT PROVIDE FOOD ACCESS TO CONSUMERS

Mongolians access food supplies through four basic systems: (1) traditional pastoral agriculture, (2)
government programs (military, schools, hospitals, creches, etc.) that provide food, (3) the food ration
system, and (4) the free market. Most of these systems are undergoing changes that are causing
interruptions in the smooth flow of food.

1. TRADmONAL PASTORAL AGRICULTURE

As indicated earlier, about one fourth of Mongolia's population earn their livelihood as semi-no~ic

herders. The great bulk of the herders' diet comes from their animals. The level of consumption thus
depends in large part on the size and composition of the family herd. Consumption also depends on
families' decisions on slaughtering, selling (trading) to obtain other goods, and saving. Saving is
accomplished by decreasing slaughtering and increasing herd size (a particularly reasonable position given
the recent inflation of the tugrik).

Even during the period in which herds were collectivized, families were permitted to retain up to 50
animals (75 in the Gobi regions), and almost 20 percent of animals remained in private hands. Privatization
has now raised the proportion of animals in private hands to over 60 percent. Privatization appears to
have also led to an increase in national herd size, with the current estimate of 26 million being the highest
in recent history.

A typical herding family might care for 170-200 animals, two thirds of which would belong to the family
and one-third of which would be the property of the company or cooperative with which it is associated.
About two thirds of the herd might consist of sheep, and one third of goats, cattle and horses. There are,
of course, considerable differences across families and among regions, e.g., families in the Gobi regions
are most likely to have camels.

Despite their migratory habits and geographic dispersion, herding households are not isolated from the
rest of society and are partially dependent on that society for food. Contact with urban areas increased
rapidly following the collectivization of pastoralists in the 1940s. The collectives into which families were
organized provided a variety of government services, including schools, hospitals and commercial outlets.
These outlets permitted herders to purchase sugar, flour and other goods to supplement the foods they
produced. Since January of 1991, herding families have been able to acquire flour, sugar, tea and rice
at subsidized prices through the Government's ration system. Minor purchases of food such as vegetables
and sweets through the free market system also occur.

Given their dietary preference for meat and milk products, herding families are able to meet their food
requirements largely independent ofothers. Moreover, if the increased reliance on market forces increases
the relative price of animals vis-a-vis other domestic products, the economic position of herders will
improve further. Thus, traditional herding families are among the most food-secure of major groups within
Mongolian society.
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2. THE RATION SYSTEM

The GOM introduced a system for rationing food and other selected household items in January 1991.
Under the Mongolian ration system, every household is entitled to participate and receives a ration card.
The amount of each rationed commodity provided depends on family size and on whether the family is
urban or rural. Family income and assets are not taken into account.

The Government periodically revises the commodities included in the ration as supply conditions change.
Currently the food ration for an urban family includes flour, vegetable oil, bread, sugar, meat, green tea,
butter and rice. Other commodities available through the ration system to both urban and rural families I
include matches, soap and detergent, candles, light bulbs and vodka. Participants pay a fixed price for
each rationed commodity they acquire.

Table 16 shows the quantities and prices of rationed commodities currently available to an urban family
of five. The rural ration is the same except that meat and bread are not provided.

Table 16: Mongolia's Ration System Type, Quantity and Cost of Commodities
for an Urban Family of Five

•(all prices in tugrik)

COMMODITIES QUANTITY COST AT COST AT
RATION PRICE MARKET PRICE

Flour 25 kg 90 430

Vegetable Oil 1 liter 50 250

Bread 1 loaf/day 6 8

Sugar 1 kg 18 150

Meat 13.5 kg 459 1,620

Green tea 2 kg 36 180

Butter 1.5 kg 108 290

Rice 1 kg 44 84

Total 811 3,012

Rationing seems to be accepted and welcomed by most Mongolians since it clearly provides basic food
stuffs to them at very attractive prices. Indeed, since ration prices have remained fairly constant while
the price of almost all commodities has risen several fold, the real price of rationed commodities has been
falling. Most government officials with whom the Assessment Mission discussed the ration system
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expressed an awareness of the financial burden it is creating for the Government and of the need to focus
subsidies on households that truly need them.

Aside from the financial burden it imposes, the greatest problem faced by the ration system is securing
commodities for it. Shortages are a recurrent problem. When this occurs, local officials lower or eliminate
the particular commodity ration for that month. For example, Ulaanbaatar authorities now issue a monthly
update of rationed commodities available.

The flow of commodities from producers to consumers through the ration system is an evolving
combination of government-controlled and market systems. In theory, administration of the ration system
has been decentralized to the municipal and aimak level where authorities purchase commodities through
market mechanisms. What is happening in practice is somewhat unclear, since the Assessment Mission
was given contradictory descriptions by different institutions. For example, the Assessment Mission was
told that the municipality ofUlaanbaatar used the new agricultural commodity exchange to procure animals
from meat-surplus aimaks. Others indicated that the meat processing plant procured animals for the ration
system directly from producers, bypassing the municipal government and the commodities exchange.

The key question here is not who does the buying but whether a market mechanism is functioning. Many
observers with whom the Assessment Mission met believe that the Government is using its control over
transport, petroleum and most imported consumer goods to keep farrogate prices artificially low. Still,
the price of animals and wheat have risen substantially in nominal terms (even when sold for the ration
system), which suggests that there is indeed some room for negotiation of prices at the producers' level.
With respect to imported ration commodities (rice, vegetable oil, sugar and tea), the Government is the
importer and the price paid is the international market price.

The effect of partially freeing prices can be observed in the marketing of meat. The increased farrogate
price for animals coupled with the fixed wholesale and retail prices for meat have placed meat processors
and retailers in a difficult or impossible position. The Ulaanbaatar meat processing plant indicated to the
Assessment Mission that it is currently purchasing animals for approximately 20 tugriks/kg liveweight
and that it is forced to provide meat for the ration system at 34 tugriks/kg. According to the plant
management, the company is operating at a loss of approximately 13 tugriks/kg of meat produced. This
is due in part to inadequate margins, but may also be due to operating inefficiencies.

The ration system, as presently constituted, seems destined to produce increasingly severe problems.
Unless producers' prices are allowed to move upward with market forces, supply will fall, and the ration
system will find it increasingly difficult to acquire the food it requires. If producers' prices do rise, the
cost must either be transferred to the consumers through higher ration prices or absorbed as an additional
subsidy; neither option is attractive to the Government. The Assessment Mission believes that the best
solution, although one that would not be popular with all groups, is to convert the current system into
one that limits public subsidies to the most needy groups. It is this package of freeing prices and containing
the ration system that will need to pursued in the near future.

Despite the ration system's problems and negative aspects, it seems to have accomplished two important
objectives. First, it has produced a fairly even and equitable distribution of food across income groups.
In the absence of the ration system or some other type of government intervention, low-income families
might well have suffered considerable hardship because they would have been unable to compete for limited
food. Second, the ration system has ensured that all families can obtain a significant portion of their food
at very low prices. Because of these benefits and because the subsidy is growing with inflation, changing
the system to one which targets needy groups could generate strong public disapproval.
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3. THE MARKET SYSTEM

Under Mongolia's centrally planned economy, food production, transport, processing and marketing were
controlled and implemented by government organizations. The private sector's role was limited to the
ownership of some animals and the meat, milk and milk products they produced. Most of these products
were consumed by the herding families, with some being given or sold through informal family networks.

The heart of Mongolia's present policy to dismantle the centrally planned system and to create a market
economy is privatization. (See Chapter 2). Given the short time that has passed since that transformation
began, Mongolia's progress is commendable. However, much of the production and marketing structure
remains in government hands. Discussions with the managers of some State Farms and processing
corporations that have officially been privatized revealed, for example, that the stock of companies that
have been privatized often remains in government hands.

To facilitate market-directed trade in agricultural commodities, the Government stimulated the creation
of an Agricultural Commodities Exchange. The Exchange is owned by Mongolian companies that
purchased shares. Two thousand authorized agents residing throughout the country are permitted to
negotiate transactions. The Exchange told the Assessment Mission that ithad assisted transactions involving
a number of commodities but did not provide data on the volume of these transactions. It appears that
a large share of the agricultural commodities trade is occurring outside of this market.

The Assessment Mission attempted to supplement the limited information available on the marketing system
with fairly extensive observations in two of Mongolia's four major cities (Ulaanbaatar and Darkan) and
in a number of aimak centers and rural areas. Those observations revealed, first, that the variety and
quantity offood products available in any kind of retail market is extremely limited. No fruit and almost
no vegetables were seen. A typical store, probably now owned by the previous manager, has no more
than two or three food products: perhaps a sheep quarter, bread (25-200 loaves) and a case of tomatoes
or two dozen bunches ofonions. These retail stores devote most oftheir space to clothes and miscellaneous
household items (which are also in short supply).

A small amount of food is sold by street vendors. Like other food sellers, stocks are minimal; a typical
vendor might have one or two commodities totalling no more than several kilograms.

Hotels and restaurants seem to have access to a slightly larger variety of food. Cabbage or tomatoes were
served daily, and very small quantities of potatoes and radishes occasionally appeared. (The availability
of vegetables is expected to increase in August when most of Mongolia's limited crop will be harvested.)
Hotels and restaurants usually offer little or no choice of foods.

The Mission tried unsuccessfully to find wholesale markets or larger street markets. Something called
the "Chinese Market" was said to exist, but was closed the morning the Mission visited it. The Mission
believes that there is nothing in Mongolia resembling the wholesale meat, produce or grain markets that
exist in other countries.

Interviews with a small number of urban women who purchase food for their households suggest that a
significant share of their meat and dairy products comes directly from family members living in rural areas.
The Assessment Mission believes that enterprises will gradually develop to put these flows on a more
routine business footing. In Darkan, the Mission interviewed a family that had purchased a tank truck
in order to sell fresh milk at regular stops around the city. The family plans to expand into processing
milk into cheese and other products for sale at a fixed location. Government policies, which previously
aimed at discouraging this type of enterprise, now need to create a positive environment with regulation
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limited to hygiene and other measures required to protect the public (e.g., testing milk to see that water
is not added). Previously, of course, enterprise of this type was illegal, but exchange controls and a lack
of imports still serve as entry barriers.

Another source of food commodities that usually bypasses stores and goes directly to consumers is small
scale imports. Although some traders are traveling to Beijing for higher priced commodities, trade in
food usually comes from the border area where rice and other commodities are consistently available,
and vegetables from the State Farms (or from home gardens, which may be developing) sometimes appear.

4. SOCIAL SUPPORT SYSTEMS

Under its socialist system, the GaM developed an extensive system of social programs. These programs
resulted in impressive achievements in improved health and education of the population. These systems
deserve mention in the current analysis because they provide significant quantities of food and some of
them reach particularly vulnerable groups.

In terms of the quantity of food provided, the most important government support program is the boarding
school program for children in rural areas. Under this program, which serves children of both primary
and secondary school age, children receive all meals and lodging at government expense. Although urban
children live at home and do not receive food through the Government, they are given the opportunity
to attend camps in the summers at government expense, and many do so. Other programs that provide
significant amounts of food include the military and the hospitals.

The Government has also instituted programs to ensure adequate food to vulnerable groups. As noted,
the most important program in this regard is now the ration program which does not target vulnerable
groups exclusively but does serve them. In addition, the Government has a program which identifies and
provides income directly to needy households. In 1991, this program provided approximately 300 million
tugriks to low-income households. The Assessment Mission did not obtain data on the number of recipients
or the average size of support grant. If monthly financial transfers to families averaged 1,000 tugriks
(one fourth of average urban family income and adequate to purchase the food ration), resources would
have been sufficient to support approximately 25,000 families, or 6 percent of the population. The
Government's system of local administration (and control) built up over past decades gives it considerable
knowledge of the families and their financial situation, enabling local authorities to make appropriate
selection of needy households for this benefit.

E. IMPLICATIONS FOR SHORT-TERM AND MEDIUM-TERM FOOD SECURITY

1. ADEQUACY OF THE FOOD SUPPLY IN RURAL AREAS

Although rural areas sometimes suffer shortages of some food commodities normally available, these areas
enjoy adequate (although seasonal) supplies of meat and milk products, the two food groups upon which
rural Mongolians are overwhelmingly dependent. Small amounts of flour, bread, rice, sugar, tea, vegetable
oil and tobacco are available, though somewhat erratically, in small provincial towns (aimak centers and
former State Farms) through the ration system. Bread is also sometimes available on the free market,
and potatoes and a few other vegetables may be available briefly in the summer and fall. Other food
commodities are not available.

Data recently released by the Government and published in local newspapers indicate that rural cash income
in May of this year averaged 3,400 tugriks, which is 85 percent of urban cash income. As rural households
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produce most of their own food and have no expenses for rent or utilities, these data suggest that rural
households as a group are probably doing better than their urban counterparts.

Within the herding population, however, there are vulnerable groups that face heightened risks as a result
of Mongolia's current economic difficulties. Herding families with only small numbers of animals produce
correspondingly less meat and milk. However, the size ofherds is such that, even for families with smaller
numbers of animals, producing enough food to provide family members with adequate calories and protein
should rarely be a problem. Of greater concern is the ability of these households to produce a surplus
to sell. Without cash income from animal sales, poor rural households will have difficulty obtaining grains,
vegetables and other inputs to their diet.

Anecdotal evidence from observers who have spent time in the poorer Gobi grazing areas suggests that
a growing number of rural families are facing economic difficulties and food security problems. One
indicator of these problems is that some families are not obtaining rationed foods, apparently because they
lack adequate cash income to do so.

A particular concern is that the food security situation for herders in areas deficient in winter fodder may
worsen over the next several years. Under the collectivized agricultural system, those aimaks (mostly
in the far west in the Gobi region) where the limited natural grasses produced in the summer do not permit
the cutting and storage of adequate fodder for the winter and early spring were able to depend on fodder
shipped in from collective farms located as far as 1,000 km away. The Government subsidized the
transport costs. That system is now breaking down as the Government finds it impossible to maintain
its subsidies, and farmers are unable or unwilling to pay the full costs of production and transport. If
the amount of fodder is inadequate to sustain current herd sizes in the deficit regions, farmers will need
to reduce herd sizes, a move that would reduce not only the food supply available to herding families,
but also any future surplus which would otherwise have been marketed to urban areas.

2. ADEQUACY OF THE FOOD SUPPLY IN URBAN AREAS

The food security situation in urban areas is not critical, but the precariousness of the situation is easily
seen. At the time of the Assessment Mission's visit, retail outlets, which provide both free market and
ration foods, had little or no stocks of domestically produced commodities such as meat, milk and milk
products, flour and vegetables. Commodities that are normally imported, such as rice, vegetable oil, fruit,
most vegetables, sugar and tea, are either provided irregularly in small quantities through the ration system,
sold as luxury goods at prices (often in U.S. dollars) that only a small number of Mongolians can afford,
or are not available. Retail outlets typically have no more than three or four fresh food items in stock,
and these are available in such limited quantities that they are often sold out in several hours.

Despite the apparent shortage of commodities in retail outlets, the urban population appears to be generally
successful in obtaining sufficient food (if not ample or varied) to avoid serious or widespread malnutrition
or social upheaval. The ration system has played an important role in providing food in urban areas
because, as indicated earlier, it has ensured a fairly equal distribution of goods across all income groups
and provided food at a much lower price than would otherwise be the case. However, the ration system
falls far short of meeting food needs. Ulaanbaatar municipal officials estimate that residents of that city
obtain roughly 60 percent of their food through the ration system, with the remaining part coming from
a variety of government programs that provide food to participants, purchases on the free market, and
family ties in rural areas.
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With current urban family income estimated (by the Government) at 4,000 tugriks, the 811 tugriks that
a family needs to spend monthly on the food portion of the monthly ration represents 20% of its income.

The food supplied through the ration system provides considerably less than the average consumption level
attained several years ago; the ration provides only about 57 percent of Mongolians' normal flour
consumption, 36 percent of normal meat consumption, and none of normal milk consumption.

To increase flour, meat and milk consumption to 75 percent of the national average consumption levels
for the 1985-89 period, a family of five would need to obtain approximately 8 kg of flour, 14 kg of meat
and 61 liters of milk. The cost of these commodities on the free market would total about 2,400 tugrik,
or 60 percent of monthly income. The sum of ration and free market purchases requires 80 percent of
income - generally considered a prime indicator of absolute poverty in poor countries. These figures
suggest that even with the ration system, an average family cannot maintain previous consumption levels.

Whether or not the food security situation becomes more difficult over the next several years for urban
Mongolians depends on overall food availability and on levels of real income and employment that are
attained. Given the need to reduce public sector employment and move to greater efficiency in privatized
business, further declines in income and employment at least through 1992 and 1993 must be expected.
This will increase the amount of people in vulnerable groups.

3. MONGOLIA'S ABILITY TO PROTECT VULNERABLE GROUPS

Government and private income-transfer and food-transfer programs have provided an important safety
net for vulnerable groups. The most important programs include:

The Ration System. (Described above.)

Government Social Programs. The Government has a variety of longstanding programs that provide food
or financial support to low-income families (and often others as well). These include the provision of
food to children in schools, preschool children in creches, men and women in the military, and those using
hospitals and other public institutions. The Government provides an income averaging 345 tugriks to a
large number of pensioners and last year provided 300 million tugriks in direct financial support to low
income families. These cash support programs ensure participation by families that might be too poor
to take advantage of the low-cost food available through the ration system.

Traditional and Community Systems. In Mongolian society, people take responsibility for the welfare
of their families and neighbors. Mongols are unlikely to let their neighbors (even strangers) go hungry
unless they have nothing at all to share.

Private Voluntary Organizations. The Mongolian Red Cross also has funds and food to distribute to low
income families.

The ability of these systems to deal with food security difficulties may well diminish over the next several
years. The transition to a market economy, the shortage of foreign exchange and the Government's fiscal
crisis will make it increasingly difficult for the Government to maintain the current level of its social
support programs.
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4. MEASURES TO INCREASE FOOD AVAILABILITY AND ACCESS

Since Mongolia produces most of its own food supply, the most important actions are those that will ensure
the continued availability of those commodities. The greatest threat to the flow of domestic commodities
is that government controls and intervention in pricing and marketing will discourage or prevent production,
processing and marketing. In addition, the severe shortage of foreign exchange, particularly for the
transport ofgoods and the harvesting and processing ofwheat, threatens further declines in food availability
over the next several years.

Assuming that the foreign exchange crisis does not worsen and that the Government continues on its present
movement toward a market economy, disruptions in domestic food supply should be manageable. Having
observed the resourcefulness and determination of the Mongolian people, the Assessment Mission is
cautiously optimistic that domestic food production will be maintained at close to present levels.

The Mission believes that there are important technical measures that can be enacted to increase domestic
food production in the short run. The most promising action would be to increase milk production by
improving the feeding of cows in the intensive dairy sector. The Assessment Mission's proposal in this
regard is discussed in Chapter 3 and in Part II.

Increasing traditional food imports (e.g., flour, rice, vegetable oil, butter, sugar, vegetables and fruit)
to normal levels would be the most effective way to ease the current shortage of those commodities. In
view of Mongolia's balance of payments situation, this will be possible only with external assistance.
Part II suggests participation through Food Aid.
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CHAPTERS
RECOMMENDATIONS TO A.I.D.

The charge of the Assessment Mission was to "recommend appropriate interventions for immediate and
longer-term A.I.D. support" to Mongolia, and more specifically, to "recommend longer-term food aid,
agricultural or policy support activities that should be pursued to promote food security." The Mission
was also to detail the case against providing food assistance if that were recommended. The Mission does
indeed recommend food aid and summarizes its recommendations to A.I.O. under the headings of a) food
aid, b) policy needs, and c) technical assistance. The three components are presented separately but should
be seen as complementary parts of an integrated food security and policy package.

A. FOOD AID

The Assessment Mission recommends two complementary food aid programs. Each contributes directly
to food security, long-term development and structural adjustment. The Mission recognizes the usual
arguments for the efficiency of financial over food aid, but notes the efficiency of import of the two
commodities it recommends, one over the long run and the other in the short run. Hence, food aid need
not be an inefficient form of aid in these circumstances.

One of the food aid recommendations can be simplistically described as an effort to ensure increased food
security through a major intensification and expansion of the intensive dairy sector of the north central
region of Mongolia, where the bulk of the urban population is concentrated, and to do so through a
comprehensive program in which food aid in the form of soybean meal would playa central role. The
potential for large production increase is great, using known technology; the dairy sub-sector is large,
with strong linkages to other sectors; and the output is of great importance to urban food security. Milk
is a key commodity to urban food security (see Chapter 5) and offers the most easily achieved basis for
increased production efficiency. Food security is best achieved in these circumstances by assisting domestic
production.

The second food aid recommendation concerns flour, with the explicit objective of ensuring an important
element of food security for the urban population of Mongolia and concurrently reducing the foreign
exchange constraint that is not only holding back development generally, but also having negative effects
on the food security of the country.

These two food aid recommendations are made in the context of an apparently good crop year and large
farm livestock numbers in 1992. Thus, it is unlikely that there will be a food emergency in the winter
of 1992-93. Such an emergency, however, could still occur if heavy, untimely rains fall just before
harvest, more than undoing the favorable effects of the good rains during the growing season. A further
tightening of the foreign exchange situation could also nullify the effect of generally favorable livestock
prices by inhibiting the supply of imported consumer goods on which rural people spend the marginal
proceeds from livestock sales. A.I.D. should monitor this situation by noting the severity of the winter,
the level of urban unemployment, and the extent to which foreign exchange shortage is causing a
breakdown in transport. Emergency measures would focus first on foreign exchange relief and then on
third country shipments of emergency food.

It is far too early to predict the crop and livestock situation for 1993-94. The favorable 1992 crop
prospects are due to good weather, which masks underlying retardants arising from the effect of foreign
exchange shortage on imports of fuel, machinery spare parts, and fertilizer. These problems, discussed
in Chapter 3, will reinforce the effect of bad weather if it were to occur in 1993. Similarly, at this stage
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one cannot predict whether or not a severe winter will sharply deplete livestock numbers, again in the
context of reduced fodder production and shipment. However, the prospects are sufficiently favorable
to recommend a development--oriented rather than an emergency approach to food aid.

1. SOYBEAN MEAL

For about half of their milk supply, the urban areas of Mongolia, largely concentrated in the north central
region of the country, rely on the large-scale intensive dairy farms also located largely in the north central
region of the country. These farms have the potential to divide into profitable family size operations.
Milk production per cow is very low (2200 kg), primarily because of the cows' inadequate nutrient and
protein intake. At present, the shortage of foreign exchange and arable land, the other claimants on the -
land, and long-standing practices arising from these circumstances have caused low feeding levels and,
hence, low production. Other management practices are consistent with the low feeding levels. If half I
a ton of high protein feed, such as soybean meal, were provided per cow per year and improvements were
made in culling practices and management, an additional 2,000 kg of milk would be produced per cow
per year.

2. FLOUR

The soybean meal should be auctioned on the Agricultural Commodity Exchange, assisting in the
development of that institution. Prior to an auction, effective market development efforts would be needed.

If the only feed deficiency were protein, fish meal would be a cheaper source than soybean meal.
However, the nutrient shortfall is more general.

Given that there are approximately 20,000 cows in the intensive dairy sector, the Assessment Mission
recommends a four-year program phasing up from 2,000 tons of meal in the first year, to 5,000 tons in
the second year, and 10,000 tons in the fourth and fifth years. An associated technical assistance program
would continue for a five-year period.

•
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Provision of soybean meal food aid would represent important long-term market development. Mongolia
is a country that needs to trade much more than it does now. As its intensive livestock sector expands,
it should include not only the intensive dairy farming, but dairy farming that is not as intensive, and poultry
and pig operations. In addition, improvement should be made in the larger extensive livestock sector that
will rapidly expand the market for soybean meal. A trilateral arrangement is recommended because of
the proximity of soybean meal (or cake) supplies in northern China, not far from Mongolia, and the deficit
in soybean meal, and indeed of soybean oil as well, in the southern part of China.

As delineated in detail in Chapter 2, Mongolia faces extreme foreign exchange stringency. In order to
meet an important food security need in the urban areas and help release that critical foreign exchange
constraint, a four-year food aid flour program is recommended. The annual recommended shipment of
25,000 tons is equal to 87 percent of the average annual imports in the three normal years prior to the
onset of the present economic crisis in 1990. It is recommended that these shipments be auctioned through

The technical assistance should start well before the arrival of the first shipment; should emphasize animal
nutrition and the utilization of high-protein concentrate, broader farm management issues, and a
monitoring/evaluation capability; and should include a major management training component. A
substantial amount of the technical assistance could be provided by human and institutional resources in
Mongolia. Modest technical assistance from the United States would make it possible to activate those
resources.
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the new agricultural commodity market. The counterpart funds need not be specifically programmed for
development projects since the purpose is to save foreign exchange and relieve a food security problem.
General budgetary relief is a sensible use of the funds under these conditions. If A.J.D.'s extreme
administrative constraint (Le., a two-person mission) were to be relaxed, then a major program to support
the Agricultural Credit Bank would be desirable. The total funds could be easily used in that context.
However, there would then need to be a technical assistance component for assisting an appropriate
expansion of the Agricultural Credit Bank and monitoring use of the proceeds.

B. POLICY NEEDS

Although the GOM has been making rapid progress in privatization, freeing of prices, and the development
of market processes, the Assessment Mission notes four specific areas currently needing further policy
emphasis. Each is specifically important to food security. They are as follows:

t. The immense gap between the official exchange rate and the free market exchange rate is
clearly creating substantial problems in development. The real exchange rate, in terms of
relative prices, probably lies somewhat nearer the official exchange rate than the free market
rate. However, as long as the public sector is a massive and inefficient user of foreign
exchange, there is little way out of this problem.

The Assessment Mission therefore recommends that steps be taken to open petty international
trade to the private sector. That is, traders should be permitted to purchase goods, including
meat and dairy products, on the local market, exporting them and bringing back goods from
neighboring countries. The Assessment Mission believes that this would bring the two exchange
rates much closer together and break an important consumer goods bottleneck impeding the
effective operation of the price system for encouraging marketing in the extensive livestock
sector.

Without opening such small trade, the Government will continue, and on the surface rightfully
so, to garner all possible exports and utilize them for crucial imports for the large-scale sector.
Although lack of such imports is clearly constraining the infrastructure sectors at the present
time, there needs to continue to be heavy pressure to increase the productivity of those sectors
and there needs to be some release of foreign exchange for a broader range of development
purposes. These policy changes of opening foreign trade must be reciprocated in the
neighboring countries if they are to be fully effective.

2. Practically all processing of agriculture commodities in Mongolia lends itself to small-scale
operation. This includes small-scale marketing of milk and meat and somewhat larger-scale
operation of flour and feed mills. In response to the underlying economies, the small-scale and
medium-scale private sector is moving quickly into these areas. It is important, however, that
policy facilitate that movement, by ensuring access to foreign exchange, particularly for
transport, to the small-scale and medium-scale sector. There should be careful monitoring to
be sure that there are no government-imposed bureaucratic inhibitions to the rapid growth of
the small-scale and medium-scale agricultural marketing sector.

3. The Assessment Mission is, on the one hand, impressed by the ability of the GOM to provide
safety nets to the disadvantaged urban population through the rationing system and
complementary programs. On the other hand, it is concerned that the cost of the program, with
its 100 percent eligibility of rural and urban people irrespective of income will soon become
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constraining to the program under the necessity of reducing budget expenditures. A logical
way to handle this problem is to reduce eligibility for the ration system to no more than the
30 percent of the urban population that is most at risk in terms of poverty and food security.

The Government still demonstrates a capacity to obtain deliveries ofkey livestock products from
the rural sector. It could relieve the budget constraint to a food safety net by using that capacity
to obtain the necessary modest deliveries, as compared to the present size of the ration system,
from the rural sector at below-market prices in order to finance low-cost sales through the ration
system.

Having stated a concern and two elements of solution, the Assessment Mission realizes that
it is nevertheless important that the GOM be free to find its own solution. It has a highly
decentralized system at the aimak and the suom levels and all the knowledge of individuals in
poverty that goes with such a system.

4. While most prices have been freed, milk prices seem de facto to be artificially constrained and
flour prices are regulated. These distortions will prove increasingly inefficient and nr' to be
removed.

c. TECHNICAL ASSISTANCE

The Assessment Mission fully recognizes the scarcity of administrative personnel within AJ.D. generally
and in the Mongolia Mission specifically. Thus, with respect to the flour aid program, the Mission
suggests not programming the counterpart funds. However, since the soybean meal food aid program
is intended to bring about an increase in milk output, which is important to urban food security, by a
substantial multiple of the actual food aid received, it is important that the program be accompanied by
technical assistance. The Mission has delineated a lean technical assistance program, divided into five
parts and presented in the order of importance to the progress of the program.

Soybean meal is critical to increased dairy production in Mongolia. There is a favorable environment
for absorbing it rapidly, arising both from the relatively large-scale of dairy operations and from the high
educational level of the major operatives in the dairy business. Nevertheless, there needs to be an intensive
animal nutrition educational program commencing some months prior to the arrival of soybean meal
shipments. That is the first element of the technical assistance program. The Asian Development Bank
(ADB) has a large team in the field and will likely make a large livestock sector loan. The proposal made
here is complementary to the large ADB effort.

The necessity for a major program for monitoring the activities is very much allied to the soybean meal
program. The second technical assistance effort not only would facilitate appropriate adjustment of the
educational programs and measurement of the success of the program, but would also help build a capacity
for such analytical work within Mongolian institutions.

The third element of technical assistance is with respect to farm management. Assistance is needed in
further division of the still large private companies that have been born from the old State Farms. Help
is also needed to do what Mongolians are least experienced at in the Mongolian context - understanding
an enterprise system in terms of its implications to the strategic and day-to-day management of farm and
agribusiness operations. An impact could be gained that is far larger than the specific dairy program
proposed. The technical assistance needs to be pursued by building a capacity within Mongolian institutions
for providing such training.
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The fourth element of the technical assistance program is business management assistance, preferably
provided in conjunction with the business management efforts of the Peace Corps in order to improve the
management of the small-scale and medium-scale processing industry.

The fifth element of technical assistance would be to help the budding Agricultural Commodity Exchange
develop their capacity for larger operations. Using the imported soybean meal as an auction commodity
and initiating the commodity exchange into handling imports and moving into the agribusiness sector would
be a particularly important entry point for such an effort.

D. CLOSING REMARKS

The Assessment Mission proposes a food security program designed to relieve a foreign exchange constraint
with respect to import of a key food security commodity (flour) for the urban market in Mongolia. The
program would concurrently use food aid in another form (soybean meal) to accelerate growth and increase
efficiency in the intensive dairy sector so as to contribute to long-term food security. The Assessment
Mission then proposes policy changes, within the context of the current direction of policy change in
Mongolia, and a judiciously chosen technical assistance component. The effect is an immediate
improvement in food security through the flour imports, and a long-term improvement in food security
through the increased milk production. The program should be initiated with the expectation that the
economy of Mongolia can move rapidly over the next three to five years to the levels of growth
experienced in the 1980s. It will do so, however, on a self-reliant basis with rapidly increasing efficiency
and removal of structural imbalances rather than with decreasing efficiency and the development of
structural imbalances, as was the case in the 80s. Thus, the foreign assistance should be phased out within
a five-year period. The program presented, while oriented specifically to immediate and near-term food
security, provides the basis for phasing out those needs as well as foreign assistance in general.
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PART II

A PROPOSAL FOR FOOD AID TO MONGOLIA
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CHAPTER 1
INTRODUCTION

A. BACKGROUND

The Assessment Mission was asked to make recommendations concerning the need for food aid in
Mongolia. If the Mission believed food aid was needed, it was to present a proposal that would outline
the type of food aid recommended. In its efforts to determine the need for food assistance the Mission
met with GOM and local officials, farmers, company directors, the A.LD. Representative, U.S. Embassy
personnel in both Ulaanbaatar and Beijing, and others over a period of three weeks. Based on analyses
of information gleaned from these meetings and readings, the Mission concluded that two types of food
aid are appropriate to the situation currently prevailing in Mongolia.

In considering various approaches, the Mission recognized at the outset that Mongolia is not a
"developing country" in the sense that Bangladesh or many African countries are. Rather, it is a country
that has fallen on harsh times, albeit temporarily so. Mongolia's financial difficulties are largely due to
the breakup of the Soviet Union, which had provided a substantial subsidy to its economy for a number
of years. Thus, the Mongolian situation is unique in terms of traditional food aid programs of the past
few decades.

The Mission concluded that emergency assistance is not required at this time nor is it likely to be in the
foreseeable future unless an unexpected man-made or natural disaster strikes. However, developmentally
oriented assistance is temporarily needed to assist Mongolia in addressing the severe problems of the
current transition from a controlled to a free economy.

B. RECOMMENDATIONS

Based on the analyses in Part I of this report, there are two proposals recommended for development
assistance to the food sector in Mongolia. The first is designed to increase food security by expanding
and improving production in the dairy industry. The second is aimed at addressing food security in the
urban areas by assisting the GOM to relieve a critical foreign exchange shortage by providing flour under
PL 480. Concurrently, the GOM should be encouraged to expedite policy reforms aimed, inter alia, at
freeing prices, privatizing marketing and trade, and encouraging the development of small-scale
agricultural enterprises.

Proposals are outlined in Sections 0 and E of this Part. The ideas presented in these proposals have been
tested with GOM officials in preliminary discussions, with officers in the U.S. Embassy in Mongolia,
with the A.I.D. Representative in Mongolia, and with officers at the U.S. Embassy in Beijing. The
Mission believed that, as contractors, it was not appropriate to get into those project details that are
properly the subject of negotiations after a project is approved and an agreement is under discussion with
the GOM. It is up to A.I.D. and/or USDA in Washington to make the decision on whether to go ahead
with the proposals officially. Therefore, the Mission presents them as conceptual designs on which, if
desired, full-fledged projects can be based.

By way of background, Section B outlines U.S. food assistance to Mongolia during 1991 and to date in
1992. Section C describes the legislative alternatives under which U.S. food aid might be provided and
makes recommendations as to which of the alternatives would be appropriate. Sections D and E consist
of descriptions of the interventions the Mission proposes to address food security and agricultural
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development issues. In each section the problems and constraints, recommended general program design
and relevant issues are outlined, as well as preliminary cost estimates, logistic factors and other pertinent
details.

I
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CHAPTER 2
u.s. FOOD ASSISTANCE TO MONGOLIA IN 1991 AND 1992

In 1991, in the face of a severe shortage in Mongolia of wheat and flour, the U.S. provided 30,000
metric tons of wheat to the GOM under the emergency provision of Title II of PL-480. Of this amount,
10,000 metric tons were exchanged with China for 5,000 metric tons of wheat and 4,250 metric tons of
flour in order to expedite delivery of at least a portion of the commodity. There were logistic difficulties
attendant upon the delivery of the remainder of the wheat due to infestation discovered at the port in
China, which made it necessary to institute procedures to fumigate the commodity before turning it over
to the GOM. Delays in activating the fumigation procedures until the onset of winter (at which time the
intense cold killed the insects, rendering fumigation unnecessary) resulted in corresponding delays in
delivering all of the commodity to the Mongolian consumer. Final distribution of the wheat was
accomplished in the spring of 1992.

In the early summer of 1992, the GOM requested 5,000 metric tons of butter, 2,000 metric tons of
butteroil and 2,000 metric tons of nonfat dry milk under Section 416(b) of the Agricultural Act to
alleviate production/consumption shortfalls in these commodities which the GOM is unable to fill due to
lack of foreign exchange. Nonfat dry milk is no longer in surplus; however, the Office of the A.I.D.
Representative in Mongolia expects shortly to receive final approval by USDAlWashington for the butter
and butteroil. The commodities will be sold by auction on the Mongolian Agricultural Commodities
Exchange and the local currency proceeds used for defraying transport and other program logistical costs,
as well as for activities to be mutually agreed upon by the GOM and the U.S. Government (USG) (Note:
the GOM may buy a portion of the commodities itself to provide food to vulnerable groups.)
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CHAPI'ER 3
LEGISLATIVE MECHANISMS EXAMINED

The Mission examined the legislative modalities described in the following paragraphs through which food
assistance might be provided to Mongolia, and assessed each as to its feasibility and appropriateness to
the Mongolian situation and to each of the proposed interventions.

1. A PL-480 Title I concessional sale for dollars or local currency is one option. In either case, the
sale would be on a long-term credit basis (up to 30 years). If the sale were for local currency,
USDA would be responsible for programming it for trade development (Le., developing markets
for U.S. commodities) or for agricultural development activities in Mongolia, e.g., increased
production, credit policies for private sector agriculture, processing, agricultural research.

2. The Food tor Progress Act of 1985, as amended, permits the use of dollar funds in conjunction
with Title I programs. The general criterion for utilization of funds under Food for Progress is to
assist "emerging democracies....committed to expanding free enterprise elements in their agricultural
economies. .. Here dollar funds could be used perhaps to provide technical assistance and other
inputs, as appropriate, to activities funded with local currency aimed at expediting privatization of
the Mongolian economy.

3. Title II of PL-480 would require the presence of a U.S. Private Voluntary Organization (PVC) in
Mongolia for a non-emergency program. There is no PVO representation here as yet, although
there are some PVOs who have apparently evinced some interest. It is a long and usually difficult
process to obtain representation rights in a country, e.g., recognition, registration. Title II seems,
moreover, to be under a good deal of pressure as a result of the Southern Africa drought.

4. Title In of PL-480 is another option. In order to qualify for assistance under Title III, a country
must meet the criteria for least developed countries. Although Mongolia did not qualify as such for
FY 1992 according to the PL 480 TItle III Guidelines issued in July, 1991, the situation has
apparently changed. Assuming that Mongolia does qualify, a monetization program could be
undertaken under Title III aimed at enhancing food security and improving agricultural development
through policy reform and balance of payments support. Like Title II, however, Title III resources
appear to be strained in that claims on them are likely to be made to satisfy Southern Africa drought
needs.

5. Section 416(b) of the Agricultural Act of 1946 is normally utilized under emergency conditions.
In any case, it is not considered a viable mechanism for long-term programming because of the
year-to-year uncertainty of commodity availabilities under the Section. Only surplus commodities
are included in Section 416(b) and currently only butter and butteroil are on the list. Again, as with
Title I, USDA is responsible for this program.

With the possible exception of Section 416(b) it probably would be feasible to utilize almost any of the
mechanisms outlined for the proposed development projects. However, the Mission considers that two
of them are particularly appropriate: PL-480 Title I with the Food for Progress component, and Title III.
While recommending one of these as the preferred option, the Mission emphasizes that, if that option
proves not to be feasible because of competing demands on resources or other reasons, the other will
serve equally well.
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The Mission recommends the use of Title III in both proposed interventions. The development purposes
that Title III is intended to support are clearly addressed in these two proposals. For example, policy
reform to improve food security and agricultural development are explicitly set forth in Title III Section,
306(a)(1), the promotion of free and open markets in Section 306(a)(4), private sector development in
Section 306(a)(9) and support for research and extension in agriculture in Section 306(a)(13). As integral
parts of ALD. country development policies and strategies, Title III projects are fully integrated into
overall Mission programs. Therefore, it seems appropriate to utilize the legislative mechanism
administered by AJ.D., Le., Title III. It must be noted here, however, that the Dairy Development
project will also require some dollar funds for the technical assistance and training component.

Title I supplemented with Food for Progress funds is a viable alternative. Mongolia is eligible for Title
I under the criteria in Section 102 of the Act: The GOM is undertaking measures for economic
development to improve food security and promote agricultural development, and Mongolia has the
potential of becoming a commercial market for U.S. agricultural products, albeit a relatively small one.
Mongolia is clearly eligible for Food for Progress funds, being committed to democracy and free
enterprise in all sectors of its economy. Such funds could be used for much needed technical assistance
and training in the intensive agriculture sector. Lastly, payment for Title I commodities may be made
either in local currency or dollars and initial payment can be deferred for up to seven years. While
Mongolia is presently extremely short of foreign exchan·c j is experiencing severe transitional
difficulties, in all likelihood, it will not take seven year- . .."e economy to become fairly healthy,
especially if judicious and relevant technical assistance and traming are provided by the U.S. and other
donors.
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CHAPTER 4
PROPOSAL FOR A DAIRY DEVELOPMENT PROJECT FOR MONGOLIA

The Assessment Mission recommends a Title III project designed to increase food security in Mongolia
by improving the dairy industry through the importation of soybean meal to supplement the feed of
20,000 dairy cows in the intensive agriculture sector. The soybean meal would be provided over a period
of four years in incremental amounts beginning with 2,000 metric tons in year one, 5,000 metric tons
in year two, and 10,000 metric tons each in years three and four, for a total of 27,000 metric tons.

A. PROBLEM DESCRIPTION

There are, of course, many problems faced by Mongolia in this period of transition from a controlled
political and economic society to a political democracy and free market economy. A major share of these
problems has to do with food security, as Part I of this report has made clear. Several of them are
related directly to the need for the GOM to carry out policy reforms to free trade and prices, reform the
ration system, privatize agriculture and encourage development of a small-scale agricultural sector. To
supplement these policy efforts by the GOM, programs of assistance to increase the food supply are
feasible with inputs of relatively small amounts of funds and commodities, provided requisite technical
assistance and training are incorporated into the planning and implementation.

Nearly two thirds of the Mongolian caloric intake is derived from animal products such as meat, milk
and milk products. While meat is the principal component of the diet in winter, during the summer the
major reliance is on milk and other dairy products. Milk production is seasonal, with production in the
cold months limited primarily to the 41 large-scale intensive state dairy farms where animals are
sheltered. Some of that milk is consumed on and near the former State Farms where it is produced, but
most of it is sent to urban processing plants. Since the intensive dairy operations produce only 15 to 20
percent of Mongolia's milk supply and is itself somewhat seasonal, consumption is low during the winter
season even in urban areas. Thus, the great bulk of Mongolia's consumption of dairy products takes
place in the summer.

Prior to the current economic transition period, that is, during the years 1985 to 1988, Mongolia's per
capita consumption of milk products is estimated to have been 147 kg per year (estimates range from 113
kg to 200 kg). During the past two years, however, production and particularly processing of milk and
milk products have declined, availability is low and demand is not being met, particularly in the major
urban areas of Ulaanbaatar, Darkhan and Erdenet, where roughly 34 percent of the population dwells.

Reasons for low milk production and processing are various. Although the price of milk is theoretically
not controlled, in reality the GOM has set a ceiling on the price to producers and, consequently,
producers are holding back on sales to the urban processors. Barriers to the entry of small-scale milk
processors and distributors and lack of foreign exchange for machinery and veterinary supplies contribute
to the overall picture. Milk production in Mongolia, however, is naturally low, with the yields of dairy
cows averaging only about one quarter of that in the U.S. and only one half of that in Russia. Increasing
the quantity and quality of dairy cattle feed and providing technical assistance and training to dairy
farmers can help to address production constraints. At the same time the GOM must undertake to

implement policy reforms designed to free up prices and facilitate the entrance of small-scale distributors
into the distribution network. (See Chapter 3 of Part I for a more detailed discussion of the intensive
dairy sector.)
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B. PROJECT IDSTIFICATION

1. TECHNICAL AND PRICING CONSIDERATIONS

Even in the intensive sector animals receive grossly inadequate intakes of feed, especially protein. That
is the major reason for low production per cow and, hence, the milk supply problem for vulnerable
groups and the urban population in general, albeit, as stated, there are other external reasons contributing
to the insufficient supplies of milk and milk products. Often cows receive no concentrate when on
summer pasture and even the best commercial herd is fed only wheat bran as a summer pasture
supplement. The feeding practices are consonant with, although somewhat worse than, those typical in
Russia, and are in no way in keeping with modern western practice.

With such inadequate feed intake, culling practices do not emphasize responsiveness to feed and
management practices become lax. Improving the feed quality and quantity comes first, and the others
must follow.

Current price ratios of milk to feed-quality wheat in Mongolia, expressed in tugriks, are favorable both
to increased feeding and to feeding soybean meal as a concentrated nutrient and protein source. It should
pay dairy farmers to use soybean meal at 1.5 to 2.0 times the feed wheat price. Therefore, in auctioning
the soybean meal on the Agricultural Commodities Exchange (see below), it would be advisable to set
a floor price of 1.2 times the wheat price to ensure appropriate utilization.

2. THE DEMAND FOR INCREASED MILK PRODUCTION

The GOM now provides 48 percent of the dairy needs of the urban population in the three major cities
of the north central region where the intensive dairy industry is concentrated. As stated above, average
milk consumption per capita in Mongolia is traditionally 147 liters per year. Average urban consumption
is reported as 90 liters and may now be as low as 60 liters in Ulaanbaatar. While urban consumption
is spread throughout the year, rural consumption is concentrated in the summer months. Urban people
would like to consume closer to the average level of consumption each year.

3. VULNERABLE GROUPS

According to GOM officials from the Ministry of Health and the Ministry of National Development, the
number of people deemed to belong to the vulnerable population has been increasing since 1990. The
number of small children exposed to dietary deficiencies is continuing to rise and among that group there
is reported to be an increase in incidence of malnutrition. An official in the Nutrition Department of the
Ministry of Health stated that prior to 1991 there were no cases of second degree malnutrition, but that
there now are reported cases of both second and third degree malnutrition. The Mission recognizes that
increasing the production of milk products alone will not suffice to address all the food needs of
vulnerable groups, especially children, but it will provide some additional nutrition of particular relevance
to the requirements of pregnant women and lactating mothers.

4. MARKETING

Marketing of the incremental production can, at least initially, be handled by rapid expansion of small
private distributors who would buy bulk from the dairies, truck to the city and distribute it in cans
directly from the truck or from retail stores. The milk would not be pasteurized, but Mongols boil all
the milk they consume, even that purchased from supplies provided by the large central dairy.
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Although the effective demand for the incremental production planned is present as part of the food
security and food system, the efficiency increase from the project could be taken in the form of smaller
numbers of more productive dairy animals and resources transferred to other types of livestock
production. With well operating markets, the benefits would be achieved either as increased milk
production or increased production of other livestock commodities, including those for export, for which
the demand is highly elastic if adequate processing is supplied. (For detailed discussion of milk
production and demand, see Chapter 3 of Part I, and for discussion of dietary habits and vulnerable
groups, see Chapter 4.)

c. PROJECT DESIGN

1. PROJECT OBJECTIVE

The project objective is to increase milk production of the 20,000 cows on the intensive dairy farms from
the current annual average of 2,200 liters per cow to 4,200 liters per cow and to do so over a five-year
period. This would mean a nearly 20 percent increase in the overall milk production in Mongolia, and
milk supply to the large urban centers located in the intensive agriculture belt would be sharply increased.
At the same time, the GOM will be encouraged to implement policy reforms aimed at freeing prices and
removing barriers to the emergence of small and medium size milk distributors.

2. PROJECT ELEMENTS (Also see Part I, Chapter 3)

a. Use of Soybean Meal

The meal will be fed to dairy cows in the intensive dairy sector at the rate of 2.7 kg per day per cow in
addition to present rations. Combined with that, a culling program will be undertaken to increase the
responsiveness of the herd to improved diet and a technical assistance and training program will aim to
improve management practices. The program should provide soybean meal under Title III of PL-480 for
four years and technical assistance for five years.

The program would cover 20 percent of the 20,000 intensively managed dairy animals the first year, 50
percent the second year and all of them the third year. The fourth year would be a year of consolidation.
The technical assistance would continue for the fifth year, but either the GOM or, preferably, private
farms or a cooperative of dairy farmers, would be expected to import the soybean meal commercially
after the fourth year. If Mongolia is making good progress in freeing prices, relaxing barriers to the
establishment of small-scale industries and in overall privatization, but the foreign exchange situation is
still such that it would be excessively burdensome for either the GOM or the private dairy sector to
import commercially the required soybean meal, the USG might wish to consider providing an additional
one or two-year supply, contingent on the GOM's continued progress in implementing the necessary
policy reforms.

Although this project is prescribed specifically for the dairy sector, additional uses of soybean meal might
be identified during the course of the project, e.g., in pig and poultry operations and to supplement winter
feed in the extensive livestock sector. It is thus possible that demand would grow considerably. The
monitoring program recommended below would measure project effects and provide the basis for
appropriate ancillary policies and activities.
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b. Technical Assistance

Technical assistance will consist of the components outlined in the following paragraphs.

1) Animal Nutrition

3) Farm Management

2) Monitoring

It is important that this aspect of the technical assistance program start several months before arrival of
the first soybean meal shipment. At present, the knowledge of Mongolian dairy farmers concerning
soybean meal is rudimentary. While they are aware that it is a good thing to feed their cattle, they have
little or no knowledge of how or how much, nor do they understand the benefits that are likely to accrue
in terms of improved milk production.

An initial intensive educational campaign should be initiated with about 200 chairmen ofdairy companies,
200 operational managers of those same dairies and selected small herdsmen (perhaps 50 as a trial). The
program might be run jointly with the Animal Research Institute and would include key people from the
University and the GOM. Preliminary estimates of needed assistance are: four months, comprising three
periods ofvisits by a high-level animal nutritionist from the U.S.; several seminars; materials preparation;
and demonstrations that would continue for the five-year period.
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A contract would be let with the Agricultural Economics Research Institute, within the Ministry of
Agriculture, for a base line survey and regular follow-up survey to measure the progress of the project
in feed use, animal production, and profitability. It is anticipated that technical assistance from the U.S.
would be needed for one month each year over the five-year period, beginning with year two, for a total
of four visits. This person should be an agricultural economist knowledgeable in dairy management and
operations, who could ascertain over time whether the project is sustainable, Le., whether dairy producers
will continue to be able to obtain high-protein feed either through imports or domestic production and,
in this connection, whether Mongolia should grow or import soybeans?

It is expected that it will be possible later to integrate these technical assistance and training activities with
those of the ADB livestock project, once that activity commences. During the Assessment Mission's
visit, conversations were held with technical advisors of the ADB who were in Mongolia conducting the
preparatory studies relating to an improved livestock project. The advisors indicated that they considered
upgrading livestock feed essential for achieving improvement in the dairy herds and increasing milk
production, and signified their interest in participating in such an effort by providing technical assistance
and training where appropriate and feasible.

Both for this project and for broader purposes of assisting the gradual decentralization of State Farms into
family operations, farm management consulting services are required. Through the assistance of these
services, the capacity of the University to train people in applied farm management would be increased
and the University would be able to offer management service to farming companies and individual
farmers. It is generally the case that countries commencing to privatize from a base of collective
agriculture and large State Farms lack the necessary management capacity to implement successfully the
transfer to small, privately owned and operated enterprises.
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4) Assistance to the Commodity Exchange

Technical assistance is needed to assist the commodity exchange to prepare for future handling of
substantial transactions, including foreign exchange management and other aspects of commodity imports
so that it will be able to service a growing commercial livestock industry involving both imports and
exports. Short-term U.S. consultancies and some training in the U.S. for members of the exchange are
envisaged.

5) Management of Small Business

Some technical assistance is necessary to ensure that the small agribusiness capability to handle milk and
the provision of feed is developed adequately. In conjunction with the technical assistance, monitoring
studies should be carried out to verify acceptable progress.

6) Other Technical Assistance Needs

There are a number of other areas linked to the dairy/livestock industry which would undoubtedly profit
from some technical assistance as well as infusions of funds, either foreign exchange or local currency.
Further investigation of the agricultural credit system, for example, would be desirable, as it would
appear to be appropriate for that system to provide a major portion of its funds to small agribusiness
firms.

c. Implementation

Initially, the government department designated by the GOM would be responsible for receiving the
soybean meal and auctioning it on the Agricultural Commodities Exchange (See Item 4 below).

Implementation details would be decided during the negotiation of the agreement. The project would be
implemented by the buyers of the soybean meal, Le., the dairies, under the guidance of the technical
assistance advisors contracted under the project. (See Section 3.b.(2) above).

D. DISTRIBUTION MECHANISM

Distribution plan details will have to be finalized during the negotiation of the Title III agreement.
However, the procedures should follow the lines of those which have been agreed upon with respect to
the Section 416(b) donation of butter and butteroil, which is expected to be approved shortly by
Washington. The general outline of those procedures, as applied to the Title III soybean meal, is set
forth in the following paragraph.

The soybean meal should be auctioned on the Agricultural Commodities Exchange. Prior to negotiation
of the Title III agreement, the GOM should provide a detailed description of its plan for selling the
commodity, the uses for which it plans to program the auction proceeds, and the arrangements for
depositing the proceeds in an interest-bearing account. There may be some short-term help required to
arrange the auction procedure; however, in view of the upcoming auction of Section 416(b) butter and
butteroil on the Agricultural Commodities Exchange, the GOM may be expected to have gained the
necessary experience to handle the auction of the soybean meal. The exchange rate for purposes of
denominating the value of the soybean meal in dollars when setting the minimum acceptable auction bid
will be the official one at the time of the sale.
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E. LOCAL CURRENCY PROCEEDS

Provisions should be included in the Title III agreement regarding the use by the GOM of local currencies
generated by the sale of soybean meal. In accord with past practice, one such use could be to defray
internal transport costs of the commodity. In regards to other uses, the GOM should provide information
to the USG on its plans for utilizing the currencies. The GOM should also agree to provide the funds
necessary for the project's local costs. (See Section 12 below.)

F. POLICY REFORMS

When the Title III agreement is negotiated, the policy reform agenda will be agreed upon, including the
timetable for implementation of the reforms. To facilitate the success of the program, the GOM should
be encouraged to implement policy reforms in the areas outlined below.

1. First, milk prices should be completely freed. The GOM has indicated that it intends to
completely free all prices in September 1992. Hopefully, the GOM will have adhered to this
schedule. If it has not, efforts should be undertaken to persuade it to do so as expeditiously
as possible.

2. Milk marketing should be made competitive by facilitating the proliferation of small-scale dairy
marketing agents. This requires a relaxation by the GOM of existing controls and barriers,
ready availability of trucks and fuel, open retail markets, and probably financing.

3. This project, with its modest objectives, can serve as a specific entry point for dealing with
the above two problems, which in tum have wide ramifications to the whole process of
privatizing and freeing markets. Approaching the issues in this specific manner has major
advantages over a general, non-specific approach. (See Chapters 2 and 5 of Part I for
additional discussion concerning policy reforms.)

G. ISSUES

1. TRILATERAL VS. BILATERAL

In considering the most efficient and expeditious way to bring soybean meal to Mongolia, the possibilities
of a trilateral arrangement were explored. In such a case, soybeans would be sent to South China and
soybean meal shipped from Northern China to Mongolia. Logistically, this would be advantageous for
many reasons. Internal transport problems would be minimized, since it would obviate the necessity for
arranging transshipment through China to Mongolia, thus avoiding delays in arrival which might
jeopardize the effectiveness of the linkage between technical assistance and the commodity arrival.
Perhaps more important, it would minimize duration of commodity storage; soybean meal has a short
shelf life and, therefore, shipments should be as small as feasible to ensure prompt usage. Another
advantage would be that shipment costs would be minimized, as the entire quantity of soybeans could be
sent in one shipment to China, with incremental amounts of soybean meal being sent on an agreed upon
schedule to Mongolia.

During discussions with the U.S. Agricultural Attache and the U.S. Economic Officer in Beijing, the
Mission was told that China regularly imports soybeans and that the U.S. is desirous of further promoting
the market in China for U.S. soybeans. A trilateral deal would have the advantage of helping to promote
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the development of such a market by providing the Chinese with soybeans in exchange for soybean meal,
of which the Chinese apparently have sufficient quantities in areas near the Mongolia border and at
locations close to the railway. Although the quantities with which this proposal deals are small, such a
proposal might be of interest to the Chinese.

There will be a number of issues that will have to be resolved if the trilateral option is to be taken up.
The Chinese meal would have to conform to U.S. specifications and, although the Chinese are capable
of manufacturing it to those specifications, they also apparently sometimes produce meal of an inferior
quality. This would mean that every shipment would have to be tested to ensure that the quality was
acceptable. It might be necessary, therefore, for someone to come from the U.S. to inspect the meal
(although the expertise should be available in Beijing where the American Soybean Association has an
office). As mentioned above, it would probably be preferable to ship the entire amount at once. In
addition to the advantage of less expensive transport costs for the U.S., it is likely that, in view of the
relatively small total quantity (in Chinese terms), the Chinese would want it in one shipment. In that
case, a firm agreement would have to be negotiated providing that the Chinese ship specified quantities
of soybean meal to Mongolia at specified intervals during the four years. The terms also should include
the price the Chinese would be required to pay (in soybean meal) for the soybeans, making allowances
for future changes in prices, inflation and other variables over the four-year period. It may not be easy
to negotiate such an agreement and to ensure that the terms are adhered to.

Under a bilateral agreement, the soybean meal should be shipped from the U.S. in no less than semi
annual increments, as soybean meal can be stored only for a maximum of four months, even under the
best storage conditions. It is assumed that the meal would be auctioned immediately upon arrival or
shortly thereafter. Once auctioned it should be used promptly, so shipment in annual increments would
not appear to be practicable. Unfortunately, a shipping schedule like this will result in expensive
transportation costs, to which the further high cost of bagging the meal in the U.S. would be added.

Taking the above facts into consideration, the Mission believes that the trilateral option is the most
advantageous and recommends that it be employed.

2. PROJECT PLANNING AND MANAGEMENT

It is vital to this project that technical assistance be carried out in a timely fashion. Above all, it will be
necessary that training be provided to dairy farmers prior to the arrival of the soybean meal. Although
the Mongolian dairy farmers with whom the Mission spoke indicated that they know the advantages of
adding soybean meal to the diet of their dairy cows, it was clear that they do not know exactly how it
should be mixed, when it should be fed or how much should be fed. In any case, it is normal to find
inertia in making such changes.

The prior technical assistance is also necessary because the meal will be sold by auction on the
Agricultural Commodities Exchange; if farmers are not sure of the value of the product to their
operations, there are not likely to be many satisfactory bids.

The foregoing implies the need for sufficient funds to provide the requisite technical assistance. The
Mission has estimated the dollar funds needed for the project to be U.S.$350,OOO over the five-year
period. (See section below for the preliminary cost breakdown.)

There should be little, if any, additional management responsibilities for the Office of the A.J.D.
Representative in Mongolia. There should be no involvement with the expenditure of local currency
beyond reviewing periodic reports on the uses to which proceeds have been put; management of the
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technical assistance should be provided under an overall contract. Also, if required, there could be some
short-term management assistance (either my from A.I.D./W or contracted) from time to time to ensure
that necessary accountability procedures are being carried out. Furthermore, the OAR has authorization
for additional professional positions. These, taken together with the contractual arrangements, should
ensure sufficient management capability.

3. USUAL MARKETING REQUIREMENT (UMR)

The question of UMR should not arise, since Mongolia has no history of importing soybean meal and
no current plans to import it as far as the Mission has been able to ascertain. As indicated above, the
Mongolian farmers are not skilled in using soybean meal although they know it is a good feed source.
In fact, one of the anticipated outcomes of this program is the creation of a Mongolian market for U.S.
soybean meal.

H. IMPACT ANALYSIS

The project would substantially increase income of dairy farmers. In the long run that will encourage
privatization and eventual division into family size farms. The benefits to women who do much of the
milking of dairy cows will be particularly great because of increased employment and consequent
improvement of the labor market for such services. Food security and human health will be increased
in urban areas to the particular benefit of low-income consumers, who spend a relatively high proportion
of their income on milk.

Improved supplementary feeding of dairy animals will have a favorable environmental impact by
increasing the return to natural grass and thereby encouraging better management of that environmentally
sound land use.

I. RELATION OF INVESTMENTS TO BENEFITS

Incremental production in the amount of 108 million liters should result from the input of 27,000 metric
tons of soybean meal. At a price of 7 tugriks per liter, this provides 756 million tugriks of benefits
which, at the official exchange rate of 40 to I, provides U.5.$18.9 million. The cost of 27,000 metric
tons of soybean meal, including shipping, plus the cost of technical assistance, would be approximately
U.S.$8.8 million. The gross benefits would be 2.1 times the direct costs of the program. These are, of
course gross benefits - a reasonable way to look at benefits to the economy as a whole. But the net
benefit to a participating farmer would be far less highly profitable.

Although there is some potential for producing soybean meal in Mongolia, since the eastern and north
central regions are technically suitable, it is more likely that in the long run Mongolia will find its
comparative advantage in using such land for vegetables, potatoes and cereals for human consumption
and grain for livestock. Thus, in the long run a commercial market for soybean meal should be built.
This market might best be served by China, with China in tum increasing its import of soybeans. For
this reason the proposal includes the possibility of initially providing meal to Mongolia through a trilateral
arrangement with China, with the meal coming from Manchuria and the soybeans being shipped to
southern China.

80

•
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I
'I

I
I
I
I
I
I
I
I
I
I
I
I

J. BELLMON AMENDMENT PROVISIONS

1. DISINCENTIVE EFFECTS

There will be no disincentive effects attributable to this project. Presently there is virtually no soybean
production in Mongolia, only some experimental growing. Additionally, there is very limited capability
for processing and no plans to further develop processing capability. If anything, the project could act
as an incentive. However, it does not seem appropriate to encourage domestic soybean production (at
least for the foreseeable future) as the technology for processing has so far to go, there are so many other
priorities for the development of Mongolian agriculture and, in any case, it is not sensible for Mongolia
to strive for self-sufficiency in all aspects of agriculture.

2. STORAGE CAPACITY

The Central Food Trade Board warehouse has a storage capacity of 21,000 metric tons of pelletized
commodity. The warehouse is covered, clean and well ventilated, security is adequate, and there is no
evidence of infestation (Art Wong's report of July, 1991). In other aimaks there is an average of 200
metric tons of storage capacity. In any event, storage should not be a problem since the soybean meal
will be auctioned immediately upon arrival or shortly thereafter.

K. LOGISTICAL CONSIDERATIONS

1. SHIPPING SCHEDULE

The exact shipping schedule of the soybean meal, whether from China or the U.S., will be determined
from year to year. It is preliminarily suggested that the amounts to Mongolia be as follows: 2,000
metric tons in year one, 5,000 metric tons in year two, 10,000 metric tons in year three, and 10,000
metric tons in year four, for a total of 27,000 metric tons. If shipped from the U.S., shipments should
all be on through bills of lading.

As stated above in Section 8, if a trilateral arrangement is finalized, China would probably prefer to have
all the beans shipped in one year with the Chinese agreeing to provide the soybean meal to Mongolia in
increments over the four-year period. Although this could pose a number of problems, it appears to be
the better way to handle the shipments.

Under a bilateral agreement as described in Section 8, the soybean meal should be shipped from the U.S.
in no less than semi-annual increments because of short shelf life. Unfortunately, as noted, a shipping
schedule like this will result in extremely expensive transportation costs.

If a bilateral course should be decided upon, transit through China should not pose the 1991 wheat
shipment problems (which, in any event, were due largely to reported infestation of the wheat). A
transport agreement designed to alleviate transshipment difficulties between China and Mongolia was
signed in late August 1991. Provided good arrangements are made in advance, theoretically there should
be minimal complications. Still, according to U.S. Embassy personnel in Beijing, the agreement is
vaguely worded and basically leaves the Chinese free to levy whatever terms they wish and to make any
changes they wish from time to time. It would be prudent, therefore, to have someone on TDY in China
when the soybean meal arrives who can monitor its transshipment to Mongolia. In addition, as was done
with the 1991 wheat shipment, it would be advisable to ask the World Food Program for assistance in
expediting arrival formalities at the Chinese port and transshipment through China to Mongolia.
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2. METHOD OF SIDPMENT

Again, this depends on whether a trilateral or bilateral program is implemented. Under a trilateral
agreement, arrangements for shipment of the meal from China to Mongolia should be negotiated between
the GOM and China, with the assistance on the Mongolian side of the Office of the A.I.D.
Representative, and on the Chinese side the U.s. Agricultural Attache and the U.S. Embassy. The
Agricultural Attache in Beijing should assist also, as necessary, with arrangements for delivery of the
soybeans to China.

Under a trilateral agreement, it is assumed that arrangements for shipping the soybeans from the U.S.
will be negotiated among the USG, the Chinese and the GOM. It is also assumed that the costs of
shipment of the soybeans to China will be assumed by the USG if it is a Title III project or advanced by
the USG if it is a Title I project. In the latter case, these costs would be added to the "bill" presented
to the GOM. Shipment costs from China to the designated port of entry in Mongolia would be dealt with
in the same way.

Under a Title III bilateral program, the USG will arrange and pay for ocean freight and further
transportation to the designated port of entry in Mongolia. Transportation within Mongolia must be paid
by the GOM. Local currencies generated by the soybean meal sales may be used to cover these costs.

If it should be a Title I bilateral program, the GOM will arrange for the ocean transportation on through
bills of lading to the designated site in Mongolia. For each shipment the GOM will hire a U.S. freight
forwarder (who will be approved by USDA) to arrange in the U.S. for booking of the commodity, ocean
freight and inland forwarding on a through bill of lading to the point in Mongolia designated by the
GOM. Here too, the shipping and inland transport costs will have to be advanced by USDA as the GOM
has no foreign exchange with which to pay them.

L. PRELIMINARY COST ESTIMATES

Until project details are worked out between A.I.D. and the GOM, only tentative cost figures can be
given. The cost estimates given below are based on very rough estimates of technical assistance costs,
and commodity costs based on the figures the Mission had available, and transportation costs (from the
U.S. to the Mongolian port of entry) estimated at roughly 50 percent of the commodity cost. The figures
are for five years.
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Table 17: Cost Estimates for Soybean Meal Food Aid Program, 1992

Converted at the current official rate off 40 Tugriks = U.S.S!.
** Bilateral shipping costs; trilateral should be less than half.
*

V.S.$ TUGRIK
(U.S.$ equiv.)*

Commodity Cost 5,616,000

Transportation 2,808,000**

Sub-Total 8,424,000

TECHNICAL
ASSISTANCE

Animal Nutrition 70,000 200,000

Monitoring 80,000 450,000

Farm Management 100,000 400,000

Commodity Exchange 50,000 100,000

Small Bus. Management 50,000 50,000

Sub-Total Tech. Assis. 350,000 1,000,000

GRAND TOTAL 8,774,000 1,000,000
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CHAPrERS
PROPOSAL FOR A TITLE III BALANCE OF PAYMENTS SUPPORT PROGRAM

FOR MONGOLIA

The Assessment Mission recommends a Title III program designed to address food security needs through
balance of payments support to the GOM. Over a three-year period, 75,000 metric tons of wheat flour
would be provided in annual increments of 25,000 metric tons, representing about 87 percent of average
flour imports during the years 1987 through 1989, the years preceding the current economic crisis.

A. PROBLEM DESCRIPTION

Mongolia is presently confronting many difficulties as it struggles to make the transition from a controlled
political and economic society to democracy and a free market economy. A major share of Mongolia's
problems has to do with food security. Due to a severe foreign exchange constraint, the urban
population, in particular, is feeling the effects of shortages in essential imported foods. While it is
incumbent upon the GOM to implement policy reforms to free prices, privatize agriculture and encourage
development of small-scale enterprises in the agricultural and other sectors, the food security of the urban
population is immediately threatened by the inability of the GOM to procure necessary imported foods,
of which sugar, rice, tea, flour, butter and vegetable oil are the most important. With meat, they form
the backbone of the ration system.

The ration system, consisting of both domestically produced and imported foods and covering the entire
population, has made it possible for all Mongolians to procure at least a minimum of essential foods.
Nevertheless, to retain the system as it is will soon strain the already scarce resources of the GOM,
making it increasingly difficult for the Government to obtain the necessary commodities for all. It will
become ever more necessary for people to go outside the ration system to obtain essential foods at higher
prices. Those who will suffer the most under those circumstances will be the lowest-income groups. To
conserve existing resources and avoid depriving lower-income groups, therefore, restricting the ration
system to those in the lower-income brackets would appear to be necessary. (See Part I, Chapter 4, for
a discussion of the ration system.)

Even under ideal economic conditions, Mongolia is not likely to achieve self-sufficiency in food
production. The country will continue to depend on imported foods to supplement domestically produced
commodities. Three of the six imported foods listed above (sugar, rice, and vegetable oil) are not
produced in Mongolia. Wheat is grown in Mongolia, but not enough wheat of sufficiently good quality.
Coupled with the lack of flour mill capacity, this has long necessitated the importation of flour to
supplement domestic production. Butter production has been constrained by less than optimum
development of the dairy industry. (The proposed dairy development project outlined in Part II should,
over time, facilitate the increased production of butter.)

Given the foreign exchange/balance of payments problem and its impact on the importation of essential
food commodities, the Mission considered there to be advantages to providing short-term balance of
payments support through the provision of an agricultural commodity under PL-480. In reviewing the
possibilities, the Mission focused on such questions as: a) Will the imports inevitably be reduced without
this support? b) Will the support discourage domestic production? c) Are the imports of significant size
relative to the balance of payments problem? and, d) Are these commodities available under PL-480?
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Agricultural commodities are equal to a substantial portion of the balance of payments deficit but no
single commodity is dominant. Furthermore, it is not possible to provide some of the six imported
commodities through food aid, and others pose difficulties as well. For example, sugar is the largest
import, is important to Mongolian diets, and is priced relatively high, but it is not available under PL
480. Nor is tea, of course.

Rice is generally of significance in the diet, is not produced in Mongolia and is available under PL-480.
However, surplus rice in neighboring countries, especially Taiwan and South Korea, seems readily
available. Both countries have donated quantities of rice to Mongolia over the last year. (See Appendix
I: Other Assistance Donors). Hence, it would be more appropriate for the U.S. to consider commodities
that may not be so plentiful in nearby locations.

Butter is an important domestically produced food which has been consistently imported. In 1991 the
total value of butter imports was $2.5 million, about one third as important as flour. Although domestic
production should be adequate and should arise from effective development of the dairy industry, it will
take several years before that can be achieved. Currently, the GOM is awaiting approval of its request
for 5,000 metric tons of butter and 2,000 metric tons of butteroil under Section 416(b).

Flour is the most important imported commodity of those also produced in Mongolia. Wheat production
in Mongolia fluctuates considerably from year to year according to the weather. Wheat is exported, but
it is low-quality wheat for feed use. In the past wheat has normally not been imported; however, a severe
shortfall in the 1990 wheat harvest necessitated the emergency shipment of PL-480 wheat.

Flour has been imported consistently over the years in significantly larger quantities than wheat exports.
Typically some feed wheat is exported, some is held on the farm for seed, and about 30 percent is used
in Mongolia as the key concentrate, along with wheat bran, for the livestock industry. Wheat fed to
animals is of too low quality for milling, in any case. In 1990, the quantity of wheat distributed to the
flour mills represented barely half of total production and this, combined with the low milling capacity,
underscores the need for imports of flour.

(See Part I, Chapter 3 for further details on agricultural production and Chapter 4 for a discussion of
systems for accessing food in Mongolia.)

B. PROGRAM JUSTIFICATION

While policy reform by the GOM is the basic requisite for Mongolia's development, the Mission believes
it is feasible to supplement the GOM's efforts by furnishing temporary balance of payments support
through provision of an essential food commodity to increase the food supply, particularly for the urban
centers. Concurrently, the GOM would be encouraged to implement policy reforms freeing all prices,
removing other constraints to liberalization of trade, stepping up privatization of agriculture and other
industries, and encouraging the development of small~scale and medium-scale enterprises.

After reviewing those imported commodities deemed essential to the Mongolian diet, the Mission believes
the most appropriate one for this balance of payments support is flour. Butter was considered seriously
as it has traditionally been imported. However, taking into consideration the impending Section 416(b)
donation of 5,000 metric tons of butter and 2,000 metric tons of butteroil, as well as the dairy
development project recommended in Section D above, the Mission concluded that it would be more
appropriate to recommend flour.
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2. IMPLEMENTATION

C. PROGRAM DESIGN

1. PROGRAM OBJECTIVE

The foreign exchange constraint is such that without assistance it is next to impossible that the GOM will
be able to provide enough flour and bread for its people. There have been a few donations from abroad,
notably from Japan (see Appendix I), but not in any significant quantity.

)0087

The implementation schedule will be drawn up when the program is negotiated with the GOM.
Management responsibilities on the A.I.D. side will be minimal for this balance of payments support
effort. Performance indicators will be jointly identified by the GOM and A.I.D. when an agreement is
negotiated.

The immediate program objective is to contribute to food security for the urban population in Mongolia
by relieving the foreign exchange constraint through the provision of wheat flour over a period of three
years. The ancillary objective is to support and encourage policy reform initiatives to promote food
security and agricultural development. The GOM will be encouraged to undertake policy reforms to free
prices, remove barriers to marketing and trade, and reform the ration system so that it is restricted to the
lowest-income group.

Inadequate Mongolian domestic flour production is attributable to some extent to poor quality wheat, but
to a greater extent to lack of milling capacity. Although the total installed capacity of Mongolia's nine
flour mills is reportedly 208,000 metric tons, actual production in recent years has been in the range of
174,000 to 197,000 metric tons. At the same time, consumption of flour has been on the increase and
in 1991 was 230,000 metric tons. With out of date machinery and shortages in petroleum and spare
parts, as well as fixed prices for flour, milling capacity is not improving. This, taken together with the
poor quality of domestic wheat, means that self-sufficiency in flour is not likely to be achieved in the near
term and imports will continue to be necessary.

Vulnerable group numbers are on the increase. The Ministry of Health and the Ministry of National
Development assert that this population has been rising steadily since 1990. A Ministry of Health
Nutrition Department official stated that the number of children at risk from malnutrition is larger than
ever before and that for the first time there were cases reported of second and third degree malnutrition
in small children. In view of the major share of calories from flour reported above, an adequate supply
of flour and bread for the vulnerable population must be maintained. This population relies heavily on
the ration system; hence, it is important not only that the system be able to provide sufficient foods, but
also that the GOM be encouraged to restrict access to the system to the lowest-income group. (See Part
I, Chapter 4, for a discussion of vulnerable groups.)

Although substantial flour consumption is of fairly recent origin (the 1950s) flour was second only to milk
products in per capita consumption during the years 1985-1989, with Mongolians consuming 106 kg per
capita. In 1991, flour provided 38 percent of the caloric intake of the Mongolian population. It is thus
important that a sufficient supply of bread and flour be available for Mongolian consumers.
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D. ISSUES

1. PRICING ISSUE

E. DISTRIBUTION MECHANISM

(metric tons)

2. USUAL MARKETING REQUIREMENT (UMR)

Table 18: Flour Production and ImpOrlS, 1987-1991
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Source: Mzmstry of Trade and Industry, Mongolza

Year Production Imports

1987 198,700 26,000

1988 196,400 30,100

1989 119,700 30,800

1990 189,800 27,700

1991 174,400 36,000
..

Distribution details will have to be finalized during the negotiation of the Title III agreement. The
procedures will, however, be essentially those that have been agreed upon with respect to the upcoming
Section 416(b) donation of butter and butteroil outlined in the following paragraph.

The Mission recommends that, at least for the first year, the UMR requirement be waived. The GOM
has little or no foreign exchange with which to import, thus this Title III proposal is to provide crucial
budget support. Attempting to conform to a UMR would constitute an undue burden on the GOM and
would largely nullify the benefits of the program.

During the succeeding two years of the program the GOM's situation should be reviewed from time to
time to determine whether there has been a change in the foreign exchange situation sufficient to permit
compliance.

For the record, following are the production and import levels of flour during the period 1987-1991:

The GOM must be encouraged to lift the controls on flour prices. Furthermore, the Mission recommends
that, as a condition of the program, the GOM must agree that all transactions involving the Title III flour
will be at free market prices.

The price of flour is strictly controlled and is fixed at an extremely low level. Millers are subsidized,
which enables them to remain in business, but in order to provide incentives to investment in flour mills
and improvement in milling capacity, prices must be freed. Equally, A.I.D. and other donors providing
flour must monitor the situation carefully to ensure that investment is not discouraged because of the
provision of donated flour. Currently, there are reported to be a few small private mills in operation,
but apparently their operations are inefficient.
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The flour should be auctioned on the Agricultural Commodities Exchange. Prior to finalization of the
Title ill agreement. the GaM should have provided a detailed description of the plan for selling the
commodity, the uses for which it expects to program the auction proceeds. and the arrangements for
depositing the proceeds in an interest-bearing account. There may be some short-term help required to
arrange the auction. but the GaM should have acquired the necessary experience from the Section 416(b)
commodity auction.

The GaM must ensure that the PL-480 flour is free of any price controls; it must be auctioned freely and
there must be no restrictions on subsequent sale by the buyers. The exchange rate for purposes of
denominating the value of the flour in dollars when setting a minimum acceptable auction bid will be the
official rate at the time of the auction.

F. LOCAL CURRENCY PROCEEDS

Provisions should be included in the Title III agreement regarding the use by the GaM of the local
currencies generated by the auction of the flour. In accord with past practice, one such use might be to
defray internal transport costs. Since this program is directed at saving foreign exchange and general
balance of payments support, the GaM is not obliged to use the proceeds for specific development
projects. However, the GaM should inform the USG, prior to negotiation of the agreement, as to the
uses to which it is planning to put the proceeds.

G. POLICY REFORMS

When the Title III agreement is negotiated, the policy reform agenda will be agreed upon, as will the
timetable for implementing the reforms. The GaM should be encouraged to implement specific policy
reforms in respect to freeing prices of all commodities; removing barriers to trade and marketing, both
domestic and international; encouraging the growth of small-scale and medium-scale industries, especially
in the agricultural sector; and reforming the ration system. (See Part I, Chapter 5.)

H. IMPACT ANALYSIS

The program ensures that there will not be an interruption of flour to urban consumers even in the face
of severe foreign exchange constraints. In addition. by relieving these constraints, the program reduces
the probabil ity of a short crop year in 1993 or 1994 that would cause a deficiency in this important source
of calories. Furthermore, relief of the foreign exchange constraint will cause the economy and. hence,
employment to recover more quickly, thereby omitting the most food-insecure groups. The policy
changes, particularly freeing of flour prices, will assist the move towards privatization and free markets.

I. RELAnON OF INVESTMENTS TO BENEFITS

The benefits of the provision of flour are relief for vulnerable groups for whom the alternative is
nutritional stress, general economic development through greater foreign exchange availability, and
greater privatization and free market orientation. The relation of program and benefits is direct but not
appropriately quantified.

89



J. BELLMON AMENDMENT PROVISIONS

1. DISINCENTIVE EFFECTS

The quantity of flour proposed to be provided under this program is considerably less than that which
had been habitually imported by Mongolia when foreign exchange was not the problem it is today. No
disincentive effect is anticipated under present circumstances. When the Mongolian economy has
progressed through policy reform to the point where flour milling capacity can be increased through
commercial imports of modern milling equipment. and the quality of wheat has been improved to the
point where a much greater share of the production is fit for milling into flour, import of flour under PL
480 will perhaps constitute a disincentive. but that day is not expected to arrive before this program is
at an end.

2. STORAGE CAPACITY

There should be no problem regarding storage as the flour should be auctioned immediately upon arrival
or shortly thereafter. In any event, the total storage capacity of flour mills throughout Mongolia is
315,900 metric tons, which should be ample (source: Ministry of Agriculture Board of Crop Production
Policy). Moreover. the Central Food Trade warehouse has a storage capacity of 21,000 metric tons of
pelletized commodity and each of the aimaks has a storage capacity of around 200 metric tons (Art
Wong's report of July 1991).

K. WGISTICAL CONSIDERATIONS

1. SHIPPING SCHEDULE

The desired shipping schedule will be indicated by the GaM during agreement negotiations. Depending
on the local supply/demand situation. e.g.. the domestic flour milling schedule and seasonal factors, as
well as the operational conditions prevailing at the Agricultural Commodities Exchange. the GaM may
prefer shipments on an annual or more frequent basis.

2. TRANSSHIPMENT THROUGH CHINA

All shipments should be on through bills of lading. Providing that adequate arrangements are made in
advance. theoretically there should be minimal problems as a transport agreement was signed by China
and Mongolia in late August of 1991. The agreement is vaguely worded, however, according to U.S.
Embassy personnel in China, providing a good deal of scope for the Chinese to interpret its provisions
in varying ways as they see fit. Therefore, when flour shipments arrive in the Chinese port of Tianjin,
it would be wise for the USG to have someone there to monitor the off loading and onward transit to
Mongolia. It would also be a good idea to request assistance from the Beijing office of the World Food
Program. as was done in the case of the 1991 emergency wheat shipment.

3. METHOD OF SHIPMENT

Under a Title III bilateral program, the USG arranges and pays for transport as far as the Mongolian
point of entry. Transportation from that point is the responsibility of the GaM; local currencies
generated by the sale of the flour may be used for these costs.
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L. PRELIMINARY COST ESTIMATES

The following estimates are for commodity and ocean transportation costs to the Mongolian border.
Commodity costs are based on prices listed in USDA's "Estimated Export Prices for P.L. 480", dated
May 28, 1992. Transport costs are rough estimates based on discussions with various persons
knowledgeable about freight costs.

Table 19: Cost Estimates For PL-480 Flour Program, 1992

Wheat Flour U.S.$(OOO)

Year One 4,800

Year Two 4,875

Year Three 5,025

Total Commodity 14.700

Transportation

Year One 2,400

Year Two 2,438

Year Three 2,512

Total Transportation 7,350

GRAND TOTAL 22.050
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GREAT PEOPLE'S RURAL MONGOLIAN
PEOPLE'S REPUBLIC

Jambaldorjiin Urtnasan
Chairman
Ulaanbaatar-12
State House

EXECUTIVE BOARD, PEOPLE'S
HURAL, ALTANBULAG SOMON,
SELENGE PROVINCE

Davaagyn Enkhbat
Chairman

MINISTRY OF TRADE & INDUSTRY

G. Doyod
First Deputy Minister for Trade & Industry
Ulaanbaatar-ll
Mongolia

G. Battsengel
Chief
Department of International Organizations
and Western Countries
Ulaanbaatar-ll
Mongolia

N.Ishdorj
Chief
Department of Price Policy
Ulaanbaatar-ll
Mongolia

Ts. Tungalag
Senior Officer
Department of International Organizations and
Western Countries
Ulaanbaatar-ll
Mongolia
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C. Erdenechuluun
Officer
Price Policy Department
Ulan-bator 210538
Sambu 11

Zh. Bathuu
Head of Department
Ulaanbaatar
Mongolia

MINISTRY OF AGRICULTURE

Gungaagiin Badarch
Secretary of the Council of Agriculture Office
of the Prime Minister

Gurjavin Surenjargal
First Vice Minister
Ministry of Agriculture
Ulaanbaatar-l1
Mongolia

Bavuugin Bayarsaikhan
Vice Minister
Ministry of Agriculture
Ulaanbaatar-ll
Enkh Taivan Str. 16

Gochoogiin Davaadorj
Vice Minister
Enkh taivan Str. 49
Ulaanbaatar-ll
Mongolia

Tchultemiyn Perenlei
Chairman
Board of Economic, Social and Market Policy
Ulaanbaatar-ll
Enhtaivan Street 16
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MONGOLIAN AGRICULTURAL
CENTRAL BANK

Choijil Chuluunbaatar
General Director
Ulaanbaatar-ll
Enkhtaivan Str-51

MONGOLIAN AGRICULTURAL
EXCHANGE

Ts. Sukhbaatar
General Director
EOO Taivan Str. 16
Ulaanbaatar 11
Mongolia

MONGOLIAN AGRICULTURAL
COOPERATIVE'S NATIONAL UNION

Jambaldorjiin Urtnasah
Chairman
General Council
Snkhtaiwan Str-ll
Ulaanbaatar
Mongolia

Jondonjamtsvn Munkbaatar
Executive Secretary General Council
Snkhtaiwan Str-l1
Ulaanbaater

STATE STATISTICAL OFFICE
MONGOLIA

Chuluunkhuugiin Tserendej id
Vice Chairman
Ulaanbaatar-l1
Mongolia
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MINISTRY FOR NATIONAL
DEVELOPMENT

Mishig-Ochyriin Curragchaa
Chief
Council of Demography & Social
Development
210646 Negdsen
Undestnii Str.
Ulaanbaatar 46
Mongolia

MAYOR OF THE CITY ULAANBAATAR

Lhamsuregyn Gavzmaa
Deputy Mayor of the City Ulaanbaatar

FOREIGN RELATIONS DEPARTMENT

Sonomyn Ssenghee
Chief Foreign Relations Dept.
Ulaanbaatar City
Municipality, Mongolia
Central P.O. Box 1118
Ulaanbaatar 13

MONGOLIAN PEOPLE'S REPUBLIC

Dr. Renchingiin Otgon
Director of the State Central Library
Ulaanbaatar
Lenin Street 3,
Mongolia
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EMBASSY OF THE UNITED STATES OF
AMERICA

Mr. Christopher F. Wurzel
Economic Officer
Second Secretary
No. 3 Xiu Shui North Street
JIan Guo Men Wai, Beijing

AGENCY FOR INTERNATIONAL
DEVELOPMENT

Mr. Robert L. Friedline
Representative
Ulaanbaatar
Mongolia

Ms. Mary Jordan
Program Analyst
U.S. Embassy
P. O. Box 1021
Ulaanbaatar 13, Mongolia

PEACE CORPS

Mr. Chuck Howell
Director
Peace Corps Mongolila
P. O. Box 1036
Ulaanbaatar, Mongolia 13

UNDP

Mr. Erick De Mul
Resident Representative
UNDP, P.O. Box 49/207
Ulaanbaatar, Mongolia
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UNICEF

Mr. Lyndon L. Brown
Resident Project Officer
7 Erhuu Street
Sukhbaatar District
Ulaanbaatar, Mongolia

WORLD FOOD PROGRAMME

Mr. Peter Jobber
Director of Operations
No.2, Dong Qi Jie, San Li Tun

Mrs. Susan Jobber
No.2, Dong Qi Jie, San Li Tun

Mr. Pierre Serge Bolduc
Advisor
United Nations Building
No.2, Dong Qi Jie, San Li Tun

WORLD FOOD PROGRAMME

Devra I. Jarvis
Monitoring and Evaluation Officer
United Nations
2 Sanlitun Dongqijie Beijing
P.R. China

FOOD AND AGRICULTURE
ORGANIZATION OF THE UNITED
NATIONS

Mr. Dale Campbell
Associate Programme Officer
FAO Representative
Jianguomenwai 4-2-151
Beijing, China 100600



ANIMAL FEED DEVELOPMENT
PROJECT, MINISTRY OF
AGRICULTURE, ASIAN
DEVELOPMENT BANK

Mr. John E. Leake
Team Leader, Fodder Specialist
P.O. 50143
Ulaanbaatar, Mongolia

Mr. Chris Russel
Agro-Industrial Specialist
P.O. 50143
Ulaanbaatar, Mongolia

Prof. Don Bedunah
Natural Pasture Management
P.O. 50143
Ulaanbaatar, Mongolia

THE WORLD BANK

Mr. Albert Nyberg
Senior Agricultural Economist
Country, Dept II (EA2),
(China, Mongolia)
1818 H Street N.W.
Room A-7057
Washington, D.C. 20433

COFFEY MPW PTY LTD.

Dr. J. Lindsay Falvey
Managing Director
240 Burnley Street
Richmond, Australia 3121

ERKHET COMPANY

Lamjaviin Batjargal
Director
Mongolia
Bayangol
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INCON TRADING AND COMMERCIAL
COMPANY

Kosenko Nikolia Georgievich
Director
Ulaanbaatar, 11
Baga-Toirog, 49

KAWAMURA GAKUEN UNIVERSITY

Ryooiti Takeba
Professor of Japanese
1'204
Tokyo, Kiyose Si
Matuyama 3-6-15

MAKIllMPEX COMPANY

Sanshmjatawyn Deleg
Director, Doctor-Engineer
Ulaanbaatar-25
Mongolia

NICOLAS GUYER

50548
Catsholme Farm
Methwold Hythe
Thetford, Norfolk

RESEARCH INSTITUTE OF PLANT
BREEDING AND ARICULTURE

N. Altansukh, Ph.d
Plant Breeder
Deputy Director
Darkhan
Mongolia
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suu COMPANY

Mr. T. Damdinsuren
General Director
Ulaanbaatar-37
Uildverchni Gudamj
Mongolia

UNIVERSITY OF MARYLAND

George Corsen
Resident Representative
IRIS Project

WESTERN GEOPHYSICAL

Mr. Gordon Ross
Resident Manager
55343
Ulaanbaatar, Mongolia
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1. FOOD AID

* Value estimated at U.S. 1992 export prices (USDA listing).

**4,000 metric tons provided and distributed through the ration system; 6,000 metric tons expected by
end of 1992 and will also be distributed through the ration system.

APPENDIX I
OTHER DONOR ASSISTANCE

] ) }
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COUNTRYI COMMODITY QUANTITY VALUE
AGENCY (METRIC TONS) (U.S.s)

German Red Cross Vegetable Oil 612 399,024*
Flour 612 121,176*

Japan Flour 4,350 861,300*

South Korea Rice 1,800 626,400*

South Korea Rice 1,000 348,000*
Red Cross

Taiwan (donated to Rice 10,000** 3,480,000*
Mongolian Red Cross)

The following tables outline major other donor assistance to Mongolia for the years 1991 and 1992. It
covers food aid provided as of mid-1992 and assistance to agriculture in 1991-92, including pledges made
at the May 1992 Tokyo Donor's Conference.
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**1987-1991. Projects in: Milk testing, management of cooperatives, sector review, management
training, pastoralism workshop

Country/Agency Activity/Project Value
(U.S.S)

Asian Dev. Bank Livestock: fodder, animal feed not known
pre-project study

Australia Agriculture Management, not known
training and support;
extension; production

DenmarklDANID Livestock Sector Master Plan not known
A Development

Japan Food - Tech. Assistance 1,425,000

Food production 1,075,000

FAO Small-scale agr. projects - 235,000
mini-plants for: milk drying;
pig/poultry feed; meat
processing

Pesticide Quality Control 157,000

Assist. to Nat'l Center 126,000
Sciences and Technology

Strengthening regional animal 196,000
gene banks

Agr. Macro-Econ. Policy 61,000

Other** 919,000

UNDP Agriculture Management 447,967
(1990-94)

2. ASSISTANCE TO AGRICULTURE

1. Jill.!I V··Ir "

102

•

•
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

APPENDIX II

STATEMENT OF WORK 
MONGOLIA FOOD SECTOR STUDY

BACKGROUND

Mongolia, a buffer state between China and Russia, was heavily subsidized by the former USSR for
decades. Previous to 1990, 95 percent of Mongolia's trade was with CMEA countries. Since Soviet
trade and aid to Mongolia was withdrawn in 1990, the country has been in a difficult period of transition.
The Mongolians have adopted a system of political democracy with a new constitution and several active
political parties. The election of a new parliament in June 1992 was its second free and open election.
The transition from a command economy to a market economy is proceeding slowly with consequent
inequities, imbalances and hardships.

The GOM is working with the international community to make the transition. The GOM signed an IMF
Standby Agreement in 1991. Compliance is difficult but proceeding. The GOM and the World Bank:
are implementing a transitional program and expect to agree to a larger program within the next year,
and the ADB has approved a loan. Total support available under these three agreements totals $90
million. Meanwhile, the economy is experiencing a downward spiral with rising unemployment rates,
increasing prices, and food and energy shortages.

An A.I.D. program began in 1990 which offered assistance totalling $22 million in food aid, ESF and
DA funds in FY 1991, and $15 million in ESF and DA in FY 1992." For FY 1993, $18.6 million has
been requested in DA and ESF funds. An A.J.D. office was opened in late 1991.

The GaM requested emergency food assistance in 1991. A food needs assessment conducted in early
1991 recommended assistance and A.J.D. provided 30,000 metric tons of wheat and flour. The
commodities arrived (insect infested) in July/August 1991 and were not drawn down until early 1992.
Required GaM reports were not received until well after the due date.

In August, 1991, the GOM requested a total of 16,000 metric tons of rice, vegetable oil, powdered milk
and high-protein baby food on an emergency basis. A second food needs assessment took place in late
December 1991. The Mission concluded that:

1) There is no immediate famine. However, production disarrays and shortfalls, transportation
systems problems, pricing policies and other factors have combined to place excessive strains
on the food system, particularly in the urban areas.

2) Distribution problems prevented distribution of existing food stocks.

3) Apparent scarcities exist in the commodities requested.

While there was no immediate famine, the Mission recommended that, unless another donor were to do
so, the U.S. supply the commodities requested for the purposes of underwriting social stability,
protecting vulnerable groups and combatting malnutrition among children. As the information in the
report did not justify provision of commodities on an emergent basis, the GaM was advised that no
commodities would be forthcoming.
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However, based on this assessment, on the lack of available food sector data, on subsequent reports on
economic trends, on lack of availability of foreign exchange, on the provision of food by other donors,
on the possible impact of climatic changes this year on the crop calendar, and on the continued decline
of the agricultural and distribution systems, the Mission anticipates that food availability could suddenly
become a critical issue during the forthcoming winter. The GOM, working with the State Department,
has formally requested butter, butteroil and nonfat dried milk under the Section 416 program. USDA
is considering the application as this Scope of Work is written. Provision of such commodities would
be supplementary to a larger food program.

The Asia Bureau wants to establish whether or not there will be afood emergency in Mongolia within
the next year and whether or not food assistance can be used by the GOM to change and establish policies
that will lead to a secure food supply as Mongolia completes this transition period.

ARTICLE I - TITLE

Mongolia Food Sector Study

ARTICLE II-PURPOSE

The purpose is to prepare a report that assesses Mongolia's immediate food needs, predicts trends in food
security, and provides a better understanding of the evolving food systems in transition from a command
to a market economy. If a food aid need exists, the various PL-480 options must be reviewed and a
proposal concerning the most appropriate type of program prepared. If no food aid is recommended, the
Mission will detail the case against providing such assistance including conditions under which food aid
should be reconsidered.

OBJECTIVES

1. To assess the need for emergency food aid in FY 92 or FY 93.

2. To assess Mongolia's food security situation over the next several years. Are the existing policies
and systems (Le., economic, agricultural land, food) adequate to ensure food security and economic
growth? (AJ.D. and World Bank define food security as having been met when all people at all
times have access to sufficient food to meet their dietary needs for a productive and healthy life.)

3. To determine the effects of privatization of the food sector on food needs, food security, exports
and economic growth.

4. Based on the results of the above assessments, recommend appropriate intervention for immediate
and longer-term A.I.D. support. Recommend longer-term food aid, agricultural or policy support
activities that should be pursued to promote food security. If no food aid is recommended, detail
the case against providing such assistance including conditions under which food aid should be
reconsidered. If food aid is recommended, provide a detailed proposal outlining the suggested type
of food aid program and the implementation and management arrangements.
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ARTICLE ill - STATEMENT OF WORK

Food Security

AGRICULTURAL SECTOR OVERVIEW
OF THE FOOD SYSTEMS IN TRANSITION

What are the policy changes needed to facilitate increased private sector involvement in the food
production and distribution systems?

~-

J/6105

The data available to the Mission from GOM sources in the capital should be verified by Mission visits
to a representative sample of food production, processing and marketing entities, both urban and rural.
The firsthand information obtained from these visits may be necessary for estimating food availability.

Data and other information shall be collected by a review of existing documents in A.J.D., State and
USDAIWashington, Ulaanbaatar, Mongolia and other appropriate donors. This will include personal
interviews and meetings with relevant U.S. and Mongolian public and private sector representatives. One
member of the Mission may be authorized to visit the Agricultural Attache, American Embassy, Beijing.

The Mission will provide a general overview of the food and agricultural sector and describe the main
commodity groups' production and marketing systems. This will include the collection of data on major
commodity production, marketing and trade flows and an analysis of production trends. The Mission
will also analyze the agro-industrial structure with an emphasis on describing the degree of efficiencies
in food processing and value-added industries. (Note that other donors, World Bank, ADB, and the
Danish Government, are undertaking a detailed livestock and livestock feed sector study. Information
on livestock, livestock products and marketing should be available from the World Bank in Washington
or from their sector teams in Mongolia).

Based on the above analyses, the Mission will recommend whether or not a food aid program is required,
and what longer-term program and policy changes are necessary for current and future food security
maintenance. If food aid is recommended, the Mission will prepare a proposal that is consistent with the
PL-480 guidelines relevant for the recommended program (Le., Section 416, Title II and Title III) and
is acceptable to the ASIA Bureau for developing a PL-480 or agricultural support program in Mongolia.
If no food aid is recommended the Mission shall describe in detail the case against providing such
assistance including conditions under which food aid should be reconsidered.

The Mission will identify the temporary food supply problems caused by the transition from the centrally
planned production and distribution systems to the private sector. What will be the long-term trends in
food production, shifts in demand, and overall food security?

Shifting to a market economy will cause structural adjustments in the food production and distribution
systems. During this period of adjustment, what will be the impact of these supply disruptions of food
security? Which segments of the population will be most adversely affected?

The Mission will provide an assessment of the food sector and the food security situation in Mongolia,
both immediate to near term (one to three years) and long term (four years and beyond).
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ISSUES TO BE ADDRESSED

1. Is the lack of adequate access to food for all (particularly those in urban areas) an emergency
situation in Mongolia? If so, what type of program could most effectively address the emergency?

2. Review the results of the two previous USAID food aid programs and the lessons learned about
management and accountability of a food aid program, and about availability and reliability of data
on food needs.

3. What changes in existing GOM policies and programs will be necessary to foster: increased food
security? privatization of the food sector? increased agricultural production through support of free
and open markets for food and agricultural producers? promotion of exports, economic
development and economic democracy?

4. What are other donors doing to address food security needs in Mongolia?

5. How could A.lD. assist in fostering the changes outlined in Issue #3?

6. If a food program is proposed. address the following:

A. Which PL-480 program is proposed? Provide a review in priority order off all PL-480
programs, and address their appropriateness for meeting food aid needs in Mongolia.

B. The case for food aid should consider whether a multiple-year PL-480 Title III food program
focused on advancing policy dialogues and using Title III resources to promote broad-based,
equitable and sustainable economic development (including agriculture) is appropriate for
Mongolia.

C. Which commodities should be sent? Which commodities are culturally acceptable to the
Mongolians? Which commodities are available through the various PL-480 programs?

D. How will they be distributed?

E. Should they be sold/donated to governmental or non-governmental entities?

F. What is the management capacity of both the public and private sectors in Mongolia?

G. What is the best way to involve the private sector in this effort?

H. Should proceeds be programmed to support specific development projects, balance-of-payments
assistance or policy dialogue?

I. How will the USG manage this program, particularly given its limited in-country staff? What
is the management capacity of the Office of the A.I.D. Representative to undertake this effort?

J. If the food preferred by the Mongolian people is not available through the USG. are there any
innovative options to provide Mongolia with the resources needed to obtain the food desired?
(e.g.• food could be sold or traded in neighboring countries).
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TABLE 1: 1980-1989

Real NMP and Real GDP
(constant prices; 1986 =100)
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TABLE 2: SELECTED ECONOMIC INDICATORS, 1987-1992
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Source: Government of Mongolia, 1992a.
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TABLE 3: MAIN ECONOMIC INDICATORS, 1980-1989

1980 1985 1986 1987 1988 1989

Output IUIli Pricea (percent change)

GDP 4.2 ·0.7 4.3 6.1 4.2

Nominal - 5.7 8.2 4.4 5.1 4.3

Real -- 3.5 ·5_1 3.2 5.5 9.6

NMP

Nominal ... 3.5 ·5.1 3.2 5.5 9.6

Real - 5.4 5.6 3.3 4.2 9.8

OfwlJicJt:

Alriculture - 9.4 5.8 -6.3 2.3 13.9

Induab'y - 5.4 2.2 2.8 3.7 11.4

Dialribution IUIli warehouaing - 1.9 5.3 8.2 4.6 9.3

Pricea

COIIIUIDer - 0.6 ·1.0 - - -
4.1

-
5.0 3.6 4.9 5.1Who1ela1c _..

Export 1.7 3.9 ·6.4 4.3 4.1 5.1

Import 10.0 2.1 5.5 3.2 1.9 -
Tetml of trade -8.3 3.8 ·11.9 1.1 2.2 -
Budget. credit, IUIli money (pucent of GDP)

Revenue 51.1 52.5 46.8 46.8 45.4 48.9

Expenditure -59.0 ·59.3 ·64.5 -65.5 ·65.0 -65.3

Overall deficit -7.9 -6.9 ·17.7 ·18.7 ·19.5 -16.4

Brwdmoney: 38.4 51.8 52.1 50.5 49.2 47.8

Ofwhich:

Currency in circulation (5.6) (4.4) (4.7) (5.0) (5.1) (5.4)

(pucent change)

Revenue -_. 5.1 11.3 4.1 3.1 12.0

Expenditure ._. 6.0 8.0 5.9 5.2 4.7

Domcotic credit ... -- 6.9 -.05 1.7 ·.05

Brwdmoncy: -- -- -0.2 1.2 3.4 1.1

OfwhU:h:

Currency in circulation (...) (_._) (7.8) (11.4) (7.4) (10.5)

Exlcrnalaccounta

(Tn mil/ions of U. S. dol/ars'. unless
otherwise specified)

Balance of paymcnta

Expor1a. f.o.b. 402.7 567.1 741.3 816.7 829.2 793.2

lmpor1a' -677.1 -1.003.8 -1,329.1 -1.358.6 -1,458.1 ·1,202.4

Current account deficit -344.2 -813.4 -1.061.5 ·990.2 -1.033.4 -858.3

Ove",11 balance ·.01 29.7 22.0 73.9 -2.6 -24.4

Gross international reserves· 9.1 51.8 73.8 147.7 145.1 120.8

External debt"

(III biJJjons of transferable rubles) 3.41 6.39 7.15 7.90 8.58 9.82

Debt-service ratioJ 12.1 13.0 2.2 3.1 5.6 8.3

(Perct!1lt of GDP)'

ExpolU. f.o.b. 17.3 22.4 25.3 24.3 23.2 22.2

Impor1a' -29.1 -39.8 -45.4 -40.5 -40.9 -33.6

Current account deficit -14.8 -32.2 -36.2 -29.5 ·29.0 -24.0

Source. Government ot Mongolia, 1992a
'Average annual percent change for 1975·1980.
'Data maintained in transferable rubles or tugriks are converted into U.S. dollars at the official rates of exchange.
'Most contracts are specified in c.l.f. terms, although some with the convertible currency are on an f.o.b. basis.
'Outstanding, end of period.
'Percent of exports of goods and services.



TABLE 4: SOCIAL INDICATORS, SELECTED YEARS
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Source: Government of Mongolia," 1992a I
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I
I TABLE 5: OUTPUT OF BASIC INDUSTRIAL PRODUCTS

I 1'180 1'181 1'81 1'83 I'Bot I78S 1'86 1'87 1'188 1'8'1

(In lhcMGIldI o( metriC llltU" &.nIe:.u DChcrrriK 1pcci(1Cd)

I El«\nt.tT (lTV\, kwtl) 1~66.3 I.Sn.8 1~17.' 1."7.1 202,,",.3 2.&43.2 3.16'" 3.361.1 3~.1 3J68.1
C~ -<.376.1 -<.301.7 -t.920.1 ....97&.6 s.-m.o &oS2l2 7.0604.5 7.76S.3 8,60,s.8 a.0+4.'s
Fluo~ 603.5 nu ",.& 708.1 7"7.3 78U .s-<J.7 522.7 571.1
8ritlu (milliON) 110.1 10M 113.0 In7 12&.9 1.0(3.0 167.8 167.8 lao., m.a

I Ccmcn\ In.' 106.1 178.7 16S.3 lofO.6 ISOoS .0(1-<.7 .s-<I.-< SOl.I SI1.&
Lime 61.8 'M 70.1 71.8 lOS.' 101.6 IOU 11-<.1 111.l 7's.o
~wntJmbc:r (~

0( (Ubic mc\~n) SSM S78.7 6-4&.7 617.6 701.5 68&.2 623.7 SBO.5 s-tO.1 5S3.1

I
Sc.c>u~ wool 11.8 10.2 11.1 11.1 11.6 11.3 10.7 10.4 U 10.1
hlt(~mcun) 61-<.6 61.\.1 618.0 618.1 611.7 611.9 6)6.2 630.4 611.1 Bot",
W~n blma (lhCluund

mcun) 763.5 761.i 761.7 7'S.5 '80.2 1.01.5 UI1.0 I"So(U loS'S.1 1."8.2
CoaQ(~1 170.6' 201.0 201.8 22J.O \75.7 186.2 153.8 ,"" 101.7 8'7.7

I S<.oiu (11IOUWld'1 177.1 188.7 16'-7 176.1 19&.S 1&1.9 1,'1.5 1'1.' IS1.0 181.6
HI~ I.i 1.2 1.0 0.9 0.' 0.8 0.8 0.7 0.' 1.0
Luther fOOt'WUT

(~~on) 1.1004.7 1.716.'1 1.727.'1 2.ll6.3 2.6n.1 2.8aJ.4 3.1-17.3 3.517.3 3.'10.' ·l,Io4O.0

I
Luther t~U (~,) 53.3 0'1.1 73.3 7o(.i 77.6 81.0 -tU -47.6 31.i '11.6
~Jnl<,ln~u(~,) B3.0 81.7 87.1 7O.i 6-4.5 13S.2 1"'9.3 161.2 III.' 180.1
Mut S6.B 67.1 67.-1 6-4.i 68.8 61.5 63.9 6-4.1 &1.0 &1.7
~CJ(t~) 1.766.1 JoS10.8 3.36-4.1 o(.I'S.1 -4.161.B -4.0SI.S .......61.1 ....781.1 SJ&4.7 5.1101.3
FIOoJr BM 12U 119.6 150.1 IS5.1 17S.7 18S.' 198.7 196.4 197.7

I ~~rr toocb -<7.2 "".3 53.7 60.7 59.7 &S.... 68.... 68.7 6'" 66.7
Conlmicncry ll., 23.7 lS.2 26.1 33.7 37.1 38., 37.2 41.8 "'S.aMilk and cUiry pt'Oducu

(llten) 24.8 -45.1 SU 55.6 5'.0 610

I
B4.m~r 3.8 0(.0 -<.0 -4.0 U ....4 -u 0(.7 -t.' 4.6
Toilet~ 5.2 S.i 5.7 6.1 7.3 7.3 8.2 S.i U 10.3
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~""'lJm:xr U 11.8 - ).0 11.8 -'2.2 -9.1 -6.9 -6,9 2.3

I x~wool - I J.t. 18.6 -'4.1 -2.6 -.U -2.8 -7.7 S.lfelt 0.1 O.S 0.& 0.-4 2.0 -0.7 0.1 3-4.6
Woolen ~r><:.1 .0.1 0.1 0.3 1.5 ~6.1 $0'1.0( -1'.'1 2.7 1~.0
COolU S.S 0.-1 100S -12.2 --4.' -17.0( - 35.0( 2.3 -11.8

I
~,U S.4 -10.1 15.04 0.2 -16.c. - 1).7 19.1 -'-8 20.1
HlCkl -14.) -16.' -10.0 -11.1 11.S 11.1
I..u:i'>cr fOOtwUt -9.0 -'1.9 28.9 20.2 7.7 7.1 11.7 11.5 S.6I-uthcr ~u 20.3 10(.04 1.5 7.0 1.8 --47.3 16.2 - ";0.7 32.S

I
$.'>e<P'"'-,n c:.c.. u -0.1 5.1 3.8 -2a.7 10'1.6 1Q.o( 8.0 12.7 -0.8
Mut IB.I 0.0( --0(5 6.S·, -9.1 2.2 U -.l.2 -O.S
~~ I S.'i -4.2 20 -o.a -2..7 10.1 7.2 10.5 10.2f Io\n' 50.1 --0 25.6 23.1 -S.I S.B 6.9 - 1.2 1.7
e..J<.e'l t~

-t.~ 6.9 13.0 -U. 7.5· u M 1.7 _.4.6

I Coo!~IOOC ry
-t.~ 5.'1 3.6 29.'1 9.4 -t.9 -~.~ 11.0( '1.6

:-Ii::" ~ ~'I ;><odu<;U
16.B 5.3 6.1 5.\:xm.cr .s.3 . 17.5 -6.0( 0(..5 2.2 -2.1

Toik\~ 3.6 9.3 ),-i 19.7 27.0( -11.8 - ).;.1 25.9 SI.S

I
Ho<.c.coold~ -12.a 20.6 lo(,{, -12.8 -01.'1 '-5.1 - )2.'i )2.0

I Source: Milne, 1991
BEST A,VAllftiBlE DOCUMENT
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TABLE 6: EMPLOYMENT BY SECTOR, 1980-1989

(average annual number of employees, in thousands)

1'180 1'181 19S2 1983 ,,&4 1.985 1'1&6 1'87 1988 1m
ToW employment SII.2 S18.0 532.2 5-43.0 5SO.3 ~1.6 s.so.'1 S'8.4 616.2 633.1

MUer~1 sphe~ 388.3 388.8 m.6 0406.4 0409.1 " 13.2 ,,2.6.6 "35.5 +43.4 451."
A:rkulture 202.7 195.-4 1'16.3 17S.' . 18'1.6 IS7.0 ISU 1&4.8 18U 186.0
Industry SI.6 85.0 92.5 96.8 100.'1 10,tI> 109.9 11S.6 11'1.2 UU
T I"2.NpOrution 32.3 33.3 ).t.7 35.6 37.8 38:7 "M +4.6 ,,'-" '17.0
ConstllJaion 30.7 31.7 31." 32.0 32.6 33.'1 35.S 37.2 3U "1.7
Other' -41.0 4M +4.7 ~.I -48.2 -4'1.0 52.0 53.3 So4.3 57.1

NCl'Il'NteM.1.1 sphere Ill'1 12'1.2 132.6 136.6 1.. 1.2 1-48.4 15-4.3 162.'1 172.8 181.8
Ecluation -4'1.2 51.6 53.5 5-4.7 55.8 sa.7 60.4 611 70.5 74.6
Haith 32.0 32.7 33.6 ).t.7 JS.5 37.) 39.7 42.2 "2.9 +4.7
xicnce. r=.c=c:h. and

o<vclopmcn: 9.0 '.1 '1.0 9.0 9.' 10.3 10.7 11.3 12.'1 14.1 IOther 32.7 35.6 36.5 38.2 040.0 42.1 "3.5 0%.3 0%.5 -48.01

MclTlClf one/um iu:nu:

W~n in \O'tOC"k force ' -49.6 -4'1.0 -4'.2 1U 017.8 SO.6 51.1 51.5 51.2 51.2

IWoOten in the JOtwin
a«tor (percent) 62.6 EA.6 65.6 67.2 68.5 70.0 11.0 71.7 72.'1 7J.S

....vcl'1.lt num~r 01 houn
.,

worked per week 046.0 -46.0 ~.O 0%.0 016.0 0%.0 0%.0 0%.0 "".0 0%.0

I
'lntlucl"" ~CItm'U\O~ and cndc.
, 1ft pc~cnt c( U>c IcINlc popuU.l.>Of\.

I
Source: Milne, 1991 I

I
I
I
I
I
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TABLE 7: INCOME AND EXPENDITURE OF POPULATION, 1980-1989

1m
1'180 1'181" 1'182 1'183 1'1&4 :I"S 1'8& 1987 1taB U\.

(III mJllion& a( w{l'iJU,~~~~

Inc:om<: 0{ popvluion 3.,SSa.:l 3.627.1 J.81'''s ~.Ola.s "1.111.' "1.387.' "'.4lB.6 ~.eoe.' 5.02.8.0 5.260.6
,Of wtlicll:

W 1.t e1 v.a W&rf 2.QIS.4 2.13S.J l.llS.2 2.-43&.& l,Sl,O.8 2.'82.& l.8OU 1.~.1 3.10'" 3J17.a
Income trom ltric&lhuDi
~r;Liva 0477.8 SOI.8 .m.1 518.8 531.7 5-41.0 $66." 578.7 ~u "'.1

Sd-employmcnt lneOmc 113.2 109.1 106.2 10M IOU 117.04 ISO.5 158.7 167.7 17'-7
SlJlnidlC.\ Uld &Ilowvc~ "30.7 "l"l.a ..so." 0417.& 50S" 532.7 ~3.7 600." uS,! 671.1
~bnhiPI 110.1 123.7 11U m.B 131.6 138." loK.7 1-41.' 12U 11U

ExpendItUre 0{ popubtion 3.S38.5 3.612.0 J.8ll" 04.1 "'.5 "'.351.1 04.31&.1 "'.577.0 "'.7sa.1 "1.972.3 s,n.u
O(wtIicJl:
~ l.~H 1.97J.B 1.170.1 3,31'1.B 3.,m.6 3.S90.0 3.723.3 3.87&.1 "1.037.' "IJ'CU
xmcc£ 5'5.1 618.2 &52.3 670.7 1)1.' 7&6.,S In.8 881.6 'S04.-4 9041.1

~~ 0{ popvl&tion l 1708 IS.l -2.' -1'46.0 -137.2 II.... 31.6 SO.2 35.7 31.0

$.&Yit\t1 I"uiol 0.& 0.4 -0.1 -3.6 -3.3 0.3 0.7 1.0 0.7 0.6

(Amuol pcrccm chanf~)

Income g{ popu~tion I.' S.J S.2 -4.8 -4.2. 5.1 3.' -4.6 Q
O(wtIrch:

WllC\ Uld J.Wrr 5.' U 7.6 5.1 "'.I oj;] 04.7 S.J 6.0
Income Irccn J.t"iCultunl
~nu"a 5.0 S.I -0.4 005 1.7' "I;] :u 1.0 14.4

Self-employment n:omc -11.4 -2.7 3.0 -0.1 7.04 lU S." 7.1 .s.a
S4.1bsid1C.\ &nd &llowaonc~ -1.-4 6.0 U l7 S.'" S.8 605 S.a S.8
SctloW'1hiJn 11.7 0.' &.-4

"""
-0.1 &.0 -1.6 -7.8 -1.0

Expcnchtun: 0{ populnion 1.1 S.a 8.7 "'.5 0.6 ' ,5.0 3.5 ,4.7 ·u
0( wtllch:

Pnlduc:u 1.7 S.' 5.0 "1.3 3." 3.7 04.1 4.2 '.3
Sc~u :l.7 S.5 s.~ &.0 ~.7 I~.O 1.0 8.1 -1.1

Source: Milne, 1991
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TABLE 8: MONGOLIA - BALANCE OF PAYMENTS, 1990-1993

(in U.S.$ million)

~ ...._..._- ..-._-. __ .__ .. __ ...._.._----------._--------.---------_._--------.--_.-----

Curreae: AceO\Ull:

T C&cit babllC~

Expo rta I (. 0 • b •
Of v~~h: barter \~

~poru. c..i.f.
Of vbJ.c:h: bar'CU

Tu~er project. \k
Sc.rv1.cc, ball.uc.c

Rcccipt.
h)"lllcQt a \s

UGrcqu~e:cQ offic1~l e:r~Q.'era

C"'\l1.e:.1 ....c:couo.t
DireCt lnvc'cmcllt
~ee.·/louo-tc~ (cx:l. e1r. ~vest.)

Dhbuuc:.mcut.l
Of vhich: Turnker project 8

Other
Amort1~&t1.on& \£

Short-ttrm \!!

Fill_1I.c:111g
en.G&C ~Q nee: 0([1cl&1 rClcrve.

O.Dc:rC&.e •• )
.... rre .. r.
Re~lDIDg [ia_aclng &~P

-644.0

-)11, • .5
444.3
427.6

-759.3
-613.1
-164.J
-72.6
48.0

-110. C.
1.1,

58:3.5
0.0

516.7
537.1,
264.3
273.1
-2.0.7

66.8

-5.3 •.3

SJ.3
0.0
0.0

199\ 1997 199)
Tocal , T;c;r T~

(Eac.) (Pro1.) (Pro,. i

-1l0.8 -un.~ -101.0

-80.0 -160.0 -87.0
.346 •.5 .357.0 .J~8.0

289.4 130.0 0.0
-426.5 -517.0 -435.0
-286.2- 0.0 0.0

-74.7 -38.0 0.0
0.2 -1S.~ -23.0

2.6.5 J8.1 40.0
-26.J -)4.0 • -4.3.0
43.6 26.6 9.0

106.9 15&.1 27 .1,
0.0 ;r: ·~5.0 5.0

130.3 14&.1 :35.7
139.3 162.2 65.0
7to.7 38.0 0.0
61,.6 111,.2 6S.0
-9.0 -16.1 -2.4.J

-2.J.4 -~.O -18 • .3

-43.9 0.0 O~O

-47.5 -.31.2 -7.3.6

47.8 :31.2 73.6

31.2- -2.7.8 -20.0
16.6 -16. (; 0.0
0.0 75.6 9.3.6

•

I
I
I
I
I

HCI:; 0{[lc.1.l.1· rcacrv"i (eo.<1 o[ per1.cdl
"'accta
lhbl.ll~le.

in ~ec~. of total 1Qpor~8

10. ~ee~1 of o.oDb'tter ~po~tl

49.2 18.0 45.8 65.8
177 .J 126.7 21IL:I
128.1 108.7 10a.7

J.4 2 ••2 4.6 7.1
29.7 6.7 4.6 7.1

I
I

Source: Government of Mongolia, 1992a

\i 1~91 d.ca ~o.c:l~dt. priv.Ce b&rttr trade t.C1QAccd at US$49.1 ~l1ion.
\b :~ct~de. botu tood~ .o.d l~bor .ervlc:e.: d.ta art o.ot ,vAilable for di.&~ret&e:ioo..
\~ Hc al1o~ao.ce i. ~dc for .crv1c~ of debt oblis&tion. to the !o~r ~ QGmocr ••
\d 1990 datA to.cludc Cn_o.Bel tn b.l..o.ce. of noncouv~t~lble c:~~teUCr depoaita hcld br
- ~oo.reltdeo.tl. net borravi~ (roQ 13tC. and ochcr clearing ..CCOuntl ... repo~td br tae

([onner) State aank. 1991 datA io.c1ude. c:o~tereo.trr {or e.u~ttd trade b .. l.o.ce
vtth tbe U.S.S.R.

I
I
I
I
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TABLE 9: STOPPAGES AND THEIR CAUSES AT EXPORT
ORIENTED INDUSTRIES, First quarter 1992

Enterprises Production Share of Stoppages Causes (pel'Cent)
capacity export (days)

Power cuts Shortage of
products

:;:=1\(%) Spare parts

l. "Gobi" cashmere factory - 90 20 100 - -
2. Spinning factory 2500 In 10 18 40,0 21,0 39,0

3. Leather factory - 96 42 20 - 80

4. Ulaanbaatar carpet 475,0 sq m 80 10 50 - 46
factory

5. Carpet factory 4OO,Osq m 40 20 - 40 60
in Choiba1san

6. Carpet factory in 1150,0 sq m 40 20 20 10,0 70
Erdenet

7. Berh fluer spar mine - 100 22 - - 100,0

8. Erdenet copper 20 min tn of 100 - 100 - -
concentrate factory ore

9. Woolen textile factory I min pcs 20 12 30 10 60

10. Mongol textiles 1300,0 m 30 18 64 30 -
company fabric

11. Wood processing factory 193,0 cub. m 20 - - 60 30

12. Wool washing factory 4000 In 10 10 70 10 20

Source: Government of Mongolia, 1992a

These industriesproduce 70 percent ofthe country's expon products, ofwhich Erdenet copper concentrate
factory alone accounts for 50 percent.

I
I
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TABLE 10: AGRICULTURAL EXPORTS, 1986-1991
Date: Il June, 1992

:-----------------------------------------------------------~---
---------------------------------------------:---------:

:-~~-------------------------------------------
----------------------------~------------_.----

-----------------------------------,-----------
-----------------:

•J:

~ B:
.2:

.4:

1.4:

10.5:

1991

.2

.1
18.5

3.S

3.1
.6

1990

£5.8
73.0

2.7 .
2.2

J9B9

6S.0
311.5

2.5
6.2

1989

69.9
981.6

2.3
S.8

1987

69.9
865.2

2.2:
4.8

198b

£5.4
164.8

l~ 6000S :quantity.: value :~uantity: value :qu~ntity: value :quantity: v~Jue :quantity:; value :quanti\y: value :

! : aln.trans.: aln.trans.: :aln.hans.: aln.trans.: uln.trans.: :aln. usa :
!

: . : : : rubls.: : rubls..: I rubls.: : rubls." : : :ru615.: : I

: __ ~l_- -------------------------------------------- l ~ ~ ~~
.. . ~
.

)) : 2 3 . 4 5 6 7 8 ~ 10:: II 12 13

.' !
., .

:---r-----------------·--------------------------
----- ---------'--------------~-------------------

----------------------------------~--------------
--------------:

~ Live aniHls ('000 Ions) 30.0 IB.4 JI.J 19.2 21.6 13.4 21.6 13.5 20.8' l2.a· 20.1 9.£11

7-' Horses ('0000 head) . 64.0 12.5 64.0 h.s 64.0 J2,5 64.0 12.5 12.3 8.3 23.2 4.6:

0" Heat ('000 lons) 43.9 ~6.3 38.5 41.1 -29.0 "32.0 30.0 32.6 24.S ~ 26.7 10.8 f,i:

I .
I

~ Uheat ('000 tons! 37.0 4.7 4.8 ; .5 93.6 12.2 11.0 1.4 4.9 , .6

P Tiaber ('OOO ,3) 39.0 1.5 39.4 ;).5 19.8 .7 31.4 J.2 19.9! .1

Ii Sa\ln \lood ('000,3) 121.3 11.9 126.1 12.5 93.6 9.2 70.7 6.1 42.5 I 5.5

1 Scoured '0'001 ('000 tons) S.I 10.7 5.0 10.6 4.9 9..8 3.5 1.3 2.8 4.6

.8 Sheep I Jabs vool ('000 tons) 2.0" 3.5 2.1 3.8 1.9 3.5 1.4 2.6 .S 1.0

9 CaRel vool ('000 tons) 2.7 10.7 2.2 :9.5 2.4 9.9 2.J 9.1 1.9 8.0

: . 1,0 60at dovn ('000 tons) .8.6 .S' .S .S .5 .8 .5 .7 .5

-- (I Horse lane ('000 tons) .7 1.7 '.7 1.6 .7 1.6 .7 J.7 .5'" . 1.2
00

: 1"2 Horse ski~s ('000 tons) .81.3.6 60.2 .•5' 132.0 1.3 124.7 1.2 105.2 .8

:' q Sheep sldns ('000 pieces! 278.4 2.5 275.0 :2.6 253.5 2.6 289.0 3.2 130.0 1.6

1~ 60at skins ('000 pieces>. 240.1 1.4 252.0 ... 7. 214.0 1.9 30.0 .3 113.2 1.0

, " .
I;) teater clothes (1000 pieces! 281.0 16.5 302.4 16.6" H.B 16.9 242.9 19.6 135.5

16 Che\Htte 0000 piec"es) 2~9.1 2.0 195.7 1.4 164.8 1.2 .8 24.1 .2

17· Carpets (aillion ,21 . 1.5 26.S 1.7 30.5 1.7 29.9 1.9 33,. 1.7 29.9 0.007

IfJ Sloolen lahrics ('000 a) 4~.0.2 45.2 .2 45.0 .2 37.2 .!2

19 \leolen blankets ('000 pieces) 3i2:Z 3.8 32S.5 3.9" 326.0 3.9 377.0 4.4 293.8

to Goat dovn goods nooo pieces)

: ~J ~.e) voolen ~oods n~oo pieces)

: ~2 Karaot sUns «COO piecesl

:------------------------------------------------------------------------------------.--._.-.-.-.----------------------------------------------------------------:

MOUNT: 183.0 178.8 169.8 153.8 130.2 27.6:

SOUfl:e: Compiled for the Mission by the Ministry of Trade and Industry

------------



-------------------
TABLE 11: LAND TYPE BY AIMAG, MONGOLIA, 1981

Including Zones

Tolal HIGH FOREST· STEPPE DESERT· DESERT

Aimags and cities (tnou.saruJ MOUNTAINS STEPpe STEPPE
hCcl(Jft)

Total . cpo TOlal % Totol % To/at % Total %

1 Ar},angai 4492.1 515.0 12.8 3328.6 74.J 588.5 13.1 " .. .- --

. 2 EayM·Olgii 4179.4 1176.6 28.2 «11.2 10.0 1735.1 4J.6 838.7 20.1 4.2 0.1

3 BaYarl'Hongar 9526.8 338:1 3.5 UH8.0 11.0 ·1981.6 20.8 3420.1 35.9 . 2143.7 20.6

" Bu/gan. 3059.1 64.2 2.1 2303.5 15.3 691.4 22.6 .. - .. --

5 Domod 1062.6 .- .' 3434.7 29.5 14383 70.0 53.1 0.5 .- -
6 Dornogov 10.0 ~ .- .. - 763.9 7.5 6314.6 62.0 3106.3 30.5

7 DundgoY 13.3 - .'
_. - 3172.2 42.9 4066.9 55.0 J553 2.1

8 OmnogoY 142.5 .. .. 14.7 0.1 264.0 1.8 1204.2 49.1 7189.6 49.0

9 Zavhan 6873.6 653.0 9.S 3340.0 -18.6 1347.7 :20.0 1354.1 19.7 151.2 2.2

10 Ovor·hangai 5982.2 6.0 0.1 15673 26.2 1698.9 28.4 2518.4 43.1 .. J31.6 2.2

11 Suh·baa/ar 7727.2 .. - 873.2 11.3 5447.7 70.S 1375,4 17.8 30.9 0.4

12 Sckngc 1966.5 37,4 1.9 1675.4 85.2 253.1 12.9 - - -- ~.

13 Toy 6002.8 300.1 5.0 2113.0 36.2 3529.1 ·58.8 - - .. -
14 Gov·AI/ai 9130.9 21.7 0.3 - - 1218.S 13.2 3448.0 37.7 4504.7. 48.8

15 VI'S 56415 231.3 ".1 1004.2 17.8 .1342.7 23.8 2521.7 «.7 541.6 9.6

16 flOI'd 6035.5 . 500.9 8.3 - .. 1333.8 22.1 2384.0 39.5 1816.8 30.1

17 /{ovjgol 5905.5 1611.2 28.4 4157.5 70.4 70.8 1.2 -. .. - --

IB H~t1tii 6109.5 152.7 2.5 3671.8 . 60.1 2223.9 36.4 ~1.1 1.0 .. --

19 Darkhan 44.6 .. .. 14.3 32.0 30.3 68.0 .. - - -
20 Erdcnll 53.0 .. .. 53.0 100.0 .. _. .. .. .. --

21 WQJ1·baalor 15.5 .. 54.7 12.5 20.8 21.S .- .. .. .-

TOTAL 125116.S 5735.5 ".6 22831.7 22.9 35181.1 28.0 35652.3 28.3 20315.9 16.2

Source: Sheehy, Dennis, 1991



TABLE 12: LIVESTOCK NUMBERS IN MONGOLIA
BETWEEN 1930 AND 1990

(in thousands) •

Year TOTAL Camel Horse Cattle Sheep Goat I
1930 236762 480.9 1566.9 1887.3 -156603 4080.8

I1935 22595.6 563.0 1788.8 2372.0 13610.1 4261.7

1940 26204.8 643.4 2358.1 2722.8 15384.2 5096.3 I1945 20015.6 649.0 2098.1 1994.8 11570.8 3702.9

1950 22702..2 844.2 2317.0 1987.8 12574.0 4978.6 I1955 23085.1 &879.8 2386.0 18l2.3 12559.2 5447.8

1960 23005 859.1 2502.7 19055 12101.9 &5631.3 I
1965 23834.6 684.7 &2432.6 2093.0 13838.0 4786.3

1970 22574.9 633.5 2317.9 2107.8 13311.7 4204.0 I
1975 24351.5 617.1 2254.6 2427.0 14458.1 4594.7

I1980 23771.4 591.5 1985.4 2397.1 14230.7 4566.7

1985 22485.5 559.0 1971.0 2408.1 13248.8 4298.6 I1990 25856.9 .#537.5 2262.0 &2848.7 "15083.0 "·5125.7

• year with highest total number of kind of livestock I
# year with lowest number of camels
•• year with highest number of sheep since 1930 I.:lta year with highest number of goats since 1950

I
Source: Sheehy, Dennis, 1991

I
I
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TABLE 13: POPULATION AND NUMBER OF ANIMALS,
BY PROVINCE, 1990

PROVIlle;: lIO.1 llA:n: rOPUL.\.T10tl x 1000
l~laJ.CAn~. fa",er. Ca.ttLD Callol. nor••e Shoep Coat.s.

1- .u-h.&oS·Y 87.1 10.3 272.8 1.J 186.1 746.2 114.6

2. !l..y.n-Ol~i.T 93.6 a.a 111.6 10.4 a3.4 770.) )oa.)

3. ll~yanhoDllor 76.7 10.1 118.9 46.2 99.6 706.~ ~07.3

~ . !lulgll.l1 ~J .J ~.O 16~.0 4.) 120.2 554.2 99.3

5. Coyl-Altay 64.5 7.~ 81.4 5).) 82.1 92J.7 49~.6

6. Doruosoyi 58.6 3.7 80.0 67.~ 85.a 525.9 203.1

7. Doruo<1 31.8 :l.a 121.3 14.1 90.9 652.9 4'4.2

8. DW1l1sovi a7.1 6.2 87.1 56.0 144.8 744.7 314 .1

9. Duytan 90.9 10•.5 179.6 15.4 149.2 1303.'1 339.2

10. Ovorll.aDgay 99.4 12.3 167.0 31.7 la5.7 1135.7 397•.5

11. O!=ogovi 43 •.5 .5.0 2J.) 133.7 61.8. 294.7 431.6

12. Suhll.u.tar 52.) ~.5 1%'1.2 16.8 123.7 .591.0 13.5.1

13. Salenl;1I 89 •.5 2•.5 92.'1 0.3 2a.2 J32.J 24.1

14. 70v 102.'] 7.4 191.9 9.7 19.5.7 102.5.8 166.2

U. Uy, a6.5 a.~ 1.56.4 41.a 133.4 978.8 303.8

16. lloyd 78.8 8.0 1)).9 :37 .6 101.5 889.:1 47~.3

1'- llQvaF:;ul :04.6 13.0 300.? 7.0 l.U.6 1061.7 274.6

18. U",,~i.y 75.0 8.4 184.9 9.8 141.6 901.8 18~.2

19. U"••"b... ~.r ~60.6 0.5 I
20. D~rx..'l.~n 37.4 0.:1 \

21. ::rconllc 57.1 0.2

ror.u. 2C9~.6 IJ7.S 2620.1 5sa.2 2178.4 141J1.4 4939.1 I

I
I
I

Source: DANAGRO, 1991
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TABLE 14: OUTPUT OF MAJOR AGRICULTURAL PRODUCTS,
1980-1989

1m
1'180 1"1 1"2. 1"3 .l21l;!. Ins 1'86 1987 1988 En.

. (In milli«a 0( wrrikJ)

Y>J1Il: 0< ['l"OU CM.pu\ 1,7-«..1 1.75M 2.176.'1 2:1.0'1.7 2.1-40.0 2.~.5 l.S52.S 2.0W.8.7 2.S3&.2 2.r.SO.7

M1rrW~l"f I.UU 1.50l./i 1.600.0 1.'112.0 1,0438.1 1.(,.48.3 1.736.0 1.71 '1.6 1.775.2 1..&4a.7
Crop pc-oduajon :m.5 3'7.& 57U 7"17.7 70l.7 8J&.2 116,5 704'.1 761.0 802.0

(In Ihousondl 0( ~rril: =tIS, &onIcu cd'Icrwi:Ic rpcd(1Crf)
~n pc"tldvc;u:~ 'I'ClIumc

. Mut 0468.0 -436.6 -4&<4.0 0475.04 ~1.7 -465.2 "'5.0 <4&-l.7 ~2.7 ·m.'
MI~ (em. lncn) 217.1 221.2 n2.5 2)4.7 252.04 261.6 287.3 :noo5 27105 310.0
auncr (rnevic t.enS) J,al2.a 3.~.1 04.006.7 -4.022.7 04.~.0 ".380.7 "',5.85.2 ...nl.7 04.622.3 04.&+4.7
E.w (millions) 21.1 17.2 17.0 22.1 213 25.7 27.1 lB.7 31.1 35.8
Wool 27.7 18.& 27.2 :.t7.8 27.2 26.0 2£.2 lS.3 :z.s.8 16.5
CcI"Uls lBU )4J.' SSI.) 812.8 577.7 88&.0 869.04 689.3 810(.) 837.1
PClQ\OO 37.7 040.04 75.1 9705 126.0 IIU 132.9 1-47..6 103.2 lSU
Other 'n: I: culllc:s 16.3 27.1 34.1 :H.3 35.04 041.2 -46.0( 048.0 ·3&.3 5'.5

(Mnual pcrccm chance)
V&Jill: 0< I:rou 0IApUt 12.1 11.1 l.s -3.2 15.2 3.6 -3.3 2.7 04.5

NIirmI~l"f '05 2.5 -11.8 1.8 10t.6 S.l -0.7 J.2 ....
CrQ? pnxluaion 204.5 045.0 )8.3 -12.0 1&.1 -8.3 1.6 5.4

t'Wn pc-odu=.:~ 'I'ClI1MnC
()

Mc.&~ 04.0 -0.6 -1.8 1.3 -),4 6.04 -2.1 -·".5 6.3
Milk 1.0 S.l 0.7 7,S 3.6 '.a # 1.1 0.3 6.3
I!>utur ).3 1.7 0." . ,... -0." 04.7 ~ ).0 -2.1 04.'(us -'-0 -1.0 16.3 5... 11.2 5.0 50S II." 15.1
Wool 2.5 2.1 -04.8 -2.1 -04.04 0.8 -l.o4 2.0 2.7
Ccn:.a.Il 17.' 60.3 047.04 -26.'1 ~ -I.' -20.7 Ia.l 3.0
PCl'U~~ 6.6 liS.' 2'1.8 2'1.2 -9.6 IU 11.1 -30.1 .so.7ou.cr n:t~lc:s 10.6 2".1 -S.O ).2 16." 12.r. 3." 17.3 5.7

Source: Milne. 1991

/5(
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TABLE 15: MONTHLY INTAKE OF RAW MILK,
ULANBAATAR DAIRY, 1989-1992

Year 1989 1990 1991 1992

January 2,777.7 2,314.7 1,343.5 946.5

February 2,091.1 2,186.2 1,693.1 902.2

March 2,461.4 2,718.9 1,850.5 1,193.9

April 2,778.8 2,829.1 2,239.6 1,396.5

May 3,727.6 3,245.1 2,359.9 1,402.8

June 4,710,7 3,967.1 4,701.1 2,852.6

July 5,521.1 5,831.5 1,191.1

August 5,219.3 4,628.1 1,781.1

September 3,647.9 4,594.0 2,967.5

October 2,566.9 2,562.6 1,961.3

November 2,356.7 2,105.8 1,211.3

December 2,335.4 1,392.8 1,236.2

Total 39,657.6 38,377.1 30,572.8

I
I
I
I
I
I
I
I
I
I

Source: Supplied by Manager of Dairy
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TABLE 16: TOTAL MU,K PRODUCED, 1979-1990

(million litres)

1979.61 1987 1988 1989 1990

Su~~ly to mAjor NIA N/A ·48.2 51.5 48.1
cities

Used for butter N/A NIl. NIl. . 88.9 . 81.4

Rur~l cQnsumpt~on NIA NIl. NIl. 178.9 laZ.7

TOTA~ P!OOUCTION7 1.36.0 . 1.84.0 1 2.99.0 I 319.3 312..2

Source: DANAGRO, 1991
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TABLE 17: MILK SUPPLIED BY FARMS
FOR URBAN CONSUMPTION, 1988-1990

(thousand Iitres)

ULMN- CHOIBAL- DARKHAN ERDENET TOTAL
BAATAR SAN

1988
Milk from
mechQ.niz.~d dQ.iri~s 27690 1824 3728 2618 35860

Milk from simple
dniries 9659 829 1709 117 12314

TOTAL MILK SUPPLY 37349 2653 5437 2735 48174

1969
Milk from
mechanized dniries 29323 2341 4166 2764 38594

Milk from simple
dniries 10334 604 1651 268 12857

TOTAL MILK SUPPLY 39657 2945 5817 3032 51451

1990
Milk from
mechnni .. cd dairies 29341 1724 4394 2210 37669

Milk from simple
dniries 89.16 2.99 1191 MIA 10406

TOTAL MILK'SUPPLY 38257 ' 202.3 5585 2.210 48075

Source: DANAGRO, 1991
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Preface

This paper is based on an internal staff report prepared in cOMection with the
application of the Mongolian People's Republic (Mongolia) for membership in the
International Monetary Fund. Mongolia became a member of the lMF on February 14,
]99]. The descriptions of the economic and financial systems, recent developments, and
refonn proposals are based on data gathered during a staff visit (which included, in
addition to the authors, Kunio Saito, head of mission; Simon Nocera; Jai Keun Oh;
Sarah Tenney; and Amparo Rosario, Staff Assistant) to Ulaanbaatar in August 1990 and
on subsequent discussions with the Mongolian authorities held in Washington. Additional
infonnation was obtained following a technical assistance visit by the Fiscal Affairs
Department held in November. Events, however, may have already overtaken some of
the information in this paper. reflecting the rapid changes taking place both within
Mongolia and in the global economic environment. as well as the usual time Jags between
preparation and publication.

The authors would like to acknowledge the assistance and warm hospitality extended
to them by the officials of Mongolia. They wish to express their gratitude for the
contributions of Jacques Baldet and Kunio Saito. The authors would also like to record
their appreciation to No)' Siackhachanh for research assistance, to David M. Cheney,
Margaret A. Casey, and Elisa M. Diehl of the External Relations Department for editorial
comments and advice, and to Sylvia Aida, Lan Nguyen, and Belinda Ruch for secretarial
support. Any opinions expressed are those of the authors alone and do not reflect the
views of the Mongolian authorities, Executive Directors of the lMF. or other IMF staff
members. The authors bear sole responsibility for any factual errors.
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I Political and Economic History

I
Introduction

Mongolia, I country with rich and ancient traditions,
entered the twentieth centut')' IS I frontier province of

I
China. Feudal rights and obligations defined the rela
tionships between the local nobility and the Chinese
Emperor, IS well as among the Lamaistl temples,
local nobles, and the populace. Internal political

I
and economic power were vested primarily in the
temples. Economic activity was narrowly based on
animal husbandry and rudimentary processing ofanimal
by-products.

I
By 1924, political autonomy from 01ina was achieved

and the People's Republic founded. although the de
velopment of a command economy dates only from the
late 1930s. The central role of the public sector was

I firmly established by 1960, and the next two decades
witnessed a strengthening of ties with the U.S.S.R.
and increasing industrial and mining activity. facilitated
by Soviet aid (mainly in the form of loans). By the

I mid-1980s, mounting internal and external imbalances.
as well as nascent political and economic reforms in
the U.S.S.R.• spurred the relaxation. albeit limited, of
central orders. Domestic reforms focused primarily on

I improving the efficiency of the command economy.
By early 1990, however, following student protests. a
new reform government was formed to lead the country

I
toward its first multiparty elections and to develop a
market-based economy. Since the July 1990 elections.
the new government has accelerated the transformation
to a market economy and its integration with the world

I financial community.
This paper reviews Mongolia's political and eco

nomic history, highlighting its changing economic
structure following World War II and its recent efforts

I to introduce market mechanisms. The paper begins
with an overview of the evolution of the economy from
a feudal to a centrally planned system and of the
pressures that led to the initiation of economic reforms

I beginning in the mid-1980s. It then focuses on the
progress of these reforms during the last half of the
decade, their macroeconomic impact. and the current

I
institutional and economic environment. The paper

I Tibetan Buddhist.

I
I

concludes by outlining the challenges inherent in shift
ing from I command to I mmet economy and the
planned policy response to these challenges. The Ip
pendices contain detailed descriptions of the strUcture
of the govemmcnt and banking systems and the ex
change and trade systems.

Political History

Archeological finds have established the Mongols as
a distinct people as early as the second millennium
B.C.2 Ancient Chinese writings have frequently referred
to Mongolia. although Mongolia 15 a political entity
was first mentioned in the writings of the tenth and
eleventh centuries. Genghis Khan unified the Mongols
under a feudal state in 1206 and the Mongolian territory
subsequently expanded to cover most of modcrn-day
China. Korea, and 15 far 15 Central Europe. By the
mid-1300s. however, the Mongol Empire had disinte
grated and was followed by • sustained period of
internecine strife. Under the tenns of the Convention
of DeloMor of 1691, Mongolia ceased to exist as I
political entity and became I frontier province of China.
The next two centuries were characterized by tribal
dispersion. colonization by foreign powers-cspecially
of the southern lands (known 15 Inner Mongolia)-and
the consolidation of theocratic power in the northern
territories (Outer Mongolia).)

The 1911 Chinese Revolution afforded the northern
territories the opportunity to claim independence; how
ever, international recognition was not achieved. By
1915, independence had been scaled back to autonomy
under Chinese suzerainty, and in 1919 Mongolia was
reincorporated into China. Independence was reassened
in March 1921 and. following the July revolution, a
constitutional monarchy was established. but this sys
tem was abandoned following the ruler's death. In
1924 the People's Republic was founded. Over the
next decade. political stability remained elusive; this
period was marked by sudden shifts to the right and

• Dennis Sinor. ed.• TM CGmbridgr His/Of)' of £Jz,1)'/~, AsiD
(Cambridge Univenity Press, 1987), pp. 15-91.

J For an account of Mongolia', recent history. see C.R. Bawden.
TM Modrnt History ofMongolia (1..oodon: Kegan Paul Inlermtional
Ltd., 1989).

II

I BEST AVAILABLE DOCUMENT



1m
522

2.095.6
15

.
446.7 ,

)4.1
40.0 ~.

I
-
I

..9.9
·50.1

16.1)2 :
9.~1 ,

•• ".. .:~~' I .... 't .. _-.!. .... ~_ ........ ' ~i" ': :/·.r~:'-:':':"::':':.:·~.--:-.. : ~''':.$'' ..-.:...._·:-=::-::~.·-::.'r;.~'~,···· A Profile of Mongol,'a'" ',., 't-~~. '"'~ -·t:·~~; , .:_. "~··/~"·- ...'; ,....... ~

:- _'~."_" >"::,: .. : :".:."~.:".~~: :'7"~"::::/'1~",,,,,,,- .

Geography a~d Nat~ral Resources;:::' Table I. Social Indicators .
. ~.

Mongolia. with a vast but sparsely populated :: ~ . - . ~' '..... ..... :::: •. . .
territory. is a landlocked country located in Central GOP per capita (CUl'T'Wlt u.s. cIolIars)' .
Asia. bordered by the U.S.S.R. to the oorth and : #cpulatiofllnchiaJ I'CI1iIcia ~,:".,.:-..;.. "
China to the east, west, and south. It has • total··, Total poputItion (in chouIInds; end d,ar) .
area of 605.000 square miles {).6 million square ;.~: 'opulation zrvwth (1IftIIl~ in percIf'Il) .

kilometers), about one half the size of India and. P1:tlOn.by"x_~.ol~).....
four times that of Japan. The counUy is divided into -:..•. , ' hmIIe' /;:.~.•;.;. ;:.:.~'.: ./ :.";' _ ......
three main topographical zones: mountains. with me ~~.: : . Ovde birdl me (peI-~'~:":'-':";:< .;.~..
three largest ranges located in the north ~d west;· CnIde du1:h me~dQ_lI~L~.:":;.e:"h'::: L ..

the inte~ountain basins; and the steppe (l.nclud~B ." ..llfe~~~~~~ ~_.~ •. !t .
the semidesert and desert areas ~f the Go~I), which =, :.<:~ ::~·';:,~~~7:'-:?,~,i;.:':· ;:; ~ ..
covers three fourths of the nauonal temtory. 'The . '.1'." ~, •.1'; '~~'."<'I'::,:",,-: ;. " .•.• ~._ ~

high allitude. about ),600 meters.a~ve~ level Publichlilth "-:t.·-:·::-t-~·!;j'·~~";.: :'~'. :~'...:,:. 5 .
on average. exacerbates the semland c:otltlDental.. . .~aI~.~!-i::.:. " .. ' .7~ .'
climate. resulting in long. cold wi~ters, wi~ average '.. Hasp:~per chouund popCion; .~. :.'.1.,:. 118
temperatures falling below freeZing for SIX months. P.-c:em: of required daily CIlclneI ;, ' , 1171 •

of the year <October-March), JanulUj'. femperatures _ ~ ....., . : ,.~, :;,~ ....,",,,V:oe-:.',~~"~'. :.r,;, ~.;:~ .'"
average about _25°C. but lows elcecchng -40OC arc ". ' LIbor foru .'. ;... '. _ :.... . f

f ded M I'· . ,. . . TDCaI .IIbor force (in .......). ".. .' 633.2 .o ten recor . ongo 1&15 prone 10 selSmJC move~ .:~ ';.'. In/M&ry(pwml'ltd1lDQ1)',,,,,:':'-g1';i;~~i';:'' 11.9 ~

m~ntsthatcanbeextremelysevere. ~eseelements,: •... :..- ~.(permntofcoCaJ)~:"'~'''~~ .'~'. 29.4 ~
c:lunate and earthquakes, add substantIal costs to the '.. J1aJe (percent d &GQ/) :_ . ~. : ..... _. . 48.8
development of socioeconomic: infrastructure. "";;:' .. ~~allIDCllI)·.:.~~·::,~· 51.2 '

Mongolia bas abundant agriculturalland and great .' ~'~'." .•.'-;: ~.i:.<i-.: ~~~~~. ':':~.~'. ::" :~,I /' : .• ~~;" .
potential for mineral and hydrocarbon exploitation. •:~~'~:~~:~~~:-:-r~:,':''' .':.'~' ~
About 80 percent of the countty's land is suitable . ~:.,~. 1'rirrlIIy: '-';"" •.:,~.•;.,..:'.:;.r~;. ..;.. '," :~.:".'.
fi ' . I b b d d' . I l.-rds - ~ .... _. ."'4. .-., .. " ""5-, -~., .... op· .or extensIVe amma us an 1)'; tra mona 111II; : '7. .' 5econdIry ..~.~.~' -.. .,.,":.. ' • . :
inclu~ canle, ho~s'. ca~els: ~oats. ~d sheep __ ColItIes.lplCilliIacS IChoob.IIlCI tIIifttIIDa . -

Inten~lve crop cultivation 15 hml~ br Jhe sbort ." ,-,'iourI& ~.."' ' _ .
growing season and Jharp fluctuations JD t:mpera~ .. ',..,.. .' •GOP ill us. _ ala-.cI ,.. fII __ '.

ture, which can vary as much as 30°C in one day. .~ ... qrik"'" a ruble -,!..-d fer IIld .-.s .
Mr' . h' 'raJ • I d' ...,' lIPPIicIbIe m 01EA The ~.s. ... ,.. eI -ong? la I~ nc an mine !'Csources. IJ)CU .Ing - --.. tMd •~ '""" Wprill'l 11•• c81_111~ •

coal. iron. tm. copper, ,old, stiver, tungsten. ZJnc•.. :.' ~....,m"'fI!r"'---~"'~"""'"t.tI d lbel 11" .,-IDiafer ···,· '··-·· , .
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Imports fro!" the S~vlet.8nd. About 20 perc:ent.~r ;... ~~~;.1'Cr squarc.kiJomeIcr.·At 1he end.of 1989, the total '.
th~ populatlo~. ,mainly ID the rural.areas, mDal;'lS "":' JIOpulation was estimated at.2.J million, of which
WIthout electriCity: Howcver. the sl~b~e paten!lal .', .~. one half was UDder.20 yan of age. 1be population.
for hydro- and wlnd·generated electrt,,?, h~ ~ .' is bOJ1l98encous, with Mongol-speaking people con- :
yc~ be~n. ~ppcd, IJId,petroleum cxpl~tl~~. ~JL!5l ~. _.. .stituting 95 percent of the total~ the WJCSl subgroup .
bemg Inttlated. .,'. ~... ~..~... :; .. ;',:.:t.. ::'~!"O~,...~-;;.::\.• -is me Khalkha-Moogols,' ~nti~g for over 75

.~' 'J ., .f'. b· -.,_ .. ,.• ~-'.: '. pcrc:ent4fcbe Iora1 population. Dunng.lhe last cwo '.
.' .,,~ .•. : 'r' I' .. ·~:::: .'..'t~: .. :.1.:.~:-': ;...:/~" . -dccades, migration from rural areashaSicceleratcd..

Demographic CharaCteristics':'" ~:"-." .....with the proportion oflhe population Jiving in urban
. , .:.. .. ,.... -'::, J';''': 1...... ;~~ , :' iIJ'CllS rising so 58 percent in 1990 from 44 percent '

. Mongolia has one of Asia's highest natural rates . in 1969. Although the capital city accounts for aboul
of population powth. and the population has more -- :~ 1:M1e fourth of the tolll population and about one half
than doubled since 1960. Nevertheless. -average· .of national production. internal markets remain thin

: population density remains low~ at about 1.3persons' .. ~.and fragmented, -..f.t:- •, : .•.•
: .. \... .".. ....••:. . ... "-::-:";,," •.: "'-t:';"'.;-~: -..:.. '
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left, and by civil unrest as well as by increasing
political, economic, and military alignment with the
U.S.S.R.

Two major political figures dominated the period
from the mid·1930s through 1984. Choibalsang con·
solidated his control of the Mongolian People's Rev
olutionary Party (MPRP) by the mid-1930s, mainly
through political and religious purges, and remained in
power until his death in 1952. Under his leadership,
the aim of developing a centrally planned state was
reinstated and theocratic power destroyed. Tsedenbal,
who assumed Pany leadership in 1952, was the architect
of Mongolia's command economy and, in 1974, he
fonnally assumed the role of head of state. His tcnW't
was marked by increasingly close relations with the
U.S.S.R., with only limited international recognition
of Mongolia's independence. By 1965, Mongolia main
tained diplomatic relations with 3S countries. The
deterioralion in Sino-Soviet relations in the late 19605
led to a return of Soviet troops in 1969, and the 19705
saw a further strengthening of economic and political
links between Mongolia and the U.S.S.R. Tsedenbal
was removed from office in August 1984 and a moderate
government, headed by Batmonh-fonnerly Chairman
of the Council of Ministers-was fonned in December
1984.

Economic History

Feudal Period

The period fonowing the collapse of the Mongol
Empire and its incoJPOration into China was charac
terized by a strengthening of the feudal system and
ascendancy of the Lamaist church. The Mongol nobility
rendered service (corvi~) and paid taxes to the ChiMse
Emperor and received service and &axes from the
populace. Personal service was also due to the church.
but the lamaseries and their lay workers were exempted
from LUes, a system that contributed to the expansion
of temple domains. The temples were also the principal
providers of education and health care. Nomadic herd
ing dominated economic activity. and processing of
anim~l by-products was rudimental)'. Crop cultivation,
which would have reduced pasture acreage, was dis
couraged. Most retail and external trade was handled
by foreign merchants, mainly Chinese, whose estab
lishments near military garrisons and lamaseries ac
counted for the bulk of "urban" settlements. Tradi
tionally, costs and prices were calculated in tcnns of
a physical medium. generalJy sheep or bricks of tea.
By the mid-1800s. however, foreign coins (mostly
silver laels) had begun to circulate and limited numbers
of bank notes were issued by Mongol nobles for use
in their own territories.

By the beginning of the twentieth century, temple
populations accounted for about 40 percent of the male
population. The reduction in the productive population

subject to taxation and the cost of servicing large debts
to foreign merchants resulted in a sharp increase in the
rates of taxation and interest. Between J900 and 1920,
tax rates rose by 2,000 percent,4 and interest rates
averaged 200 percent a year. At the same time,
individuals were compeJJed to extend Joans at interest
rates of 40-60 percent I year to the rcmples to cover
their debt obligations. The increasing impoverishment
of the population contributed to rising unemployment
and vagrancy as privately held herds were forfeited.
The socioeconomic relationships were nol altered duro
ing the brief period of autonomy under the theocratic
monarch. although the wealth and power of the church
are reponed to have increased.

Post·Revolutionary Period: 1911-48

The years from independence through the end of
World War II have been divided into five distinct
periods: initiation of reform under a constitutional
monarchy () 921-24); the Rightist Deviation (1925
28); the Leftist Deviation () 928-32); the New Tum
Policy ()932-34); and the restoration of socialist de·
velopment (from 1934). These years were marked by
sudden shifts from amarket-oriented economy, in which
the private sector played a predominant role, to one
where all productive assets were nationalized. and then
to a reversal of this policy. Coincidentally, the church
was sequentially tolerated, persecuted, encouraged, and
finally eliminated.

During 1921-24. before the founding of the People's
Republic, the authorities took only limited tMasUTCS to
restructure the feudal economic system since domestic
pacification had not yet been achieved. While feudal
ranks and tax exemptions (or the nobility were elimi
nated in 192J, in practice there was little change. Only
two years later did the authorities abolish the system
of personal retainers and corvee and permit commoners
to panicipate in government. Nomadic herding contin
ued to be the mainstay of the economy, and the
lamaseries retained their central role. Nevertheless, a
few small factories, each employing fewer than ten
workers, were established in the capital city.

roUowing the establishment of the Republic in J924
until 1928. private sector activities and the development
of a market economy were encouraged. As a first step,
• national bank, a joint venture with the U.S.S.R.,
was formed in 1924 and a national currency (the tugrik,
meaning disc) was introduced. A postal system was
set up. PrivateJy held herds expanded and small hand
icraft shops developed. While the Government estab
lished a state trading company-also a joint Soviet

"In 1900, I w unit of Ie. 10'15 lei II die equivaknl of SO.05
0.10, bul by 1921. this bid risen 10 S2. A sheep 10'15 wed It 2 tea
units, I bane It 6-8 tea IlIlits, and I camel It 8-)0 tea WlJU (Sawden.
op. C'il.).

•

I
I
I

4.
BEST AVAILABLE DOCUMEKf

I
I



a
- - i -

»<UBEST AVAilABLE DOCUMENT l'-> .

At the same time. lovemment spending jumped. pri.
marily to subsidize inefficient state cooperatives and
farms and for social infrastructure that was DOt com
plemented by human capital formation. Prices rose
sharply and the tuJrik effectively lost value as a
currency. The armed uprisings that resulted were sup
pressed. with significant loss of life and economic
infrastructUre. ~

Faced with the collapse of the economy. the author- )
hies in 1932 Rscinded nationalization measures, abol
ished collectivization of agriculture. fostered private
enterprises. and encouraged the formation of new
lamaseries-although their former wealth was not reo
stored. The economy responded rapidly. with herds
increasing to pre-I928 levels. Prices of basic commod
ities fell as private retail trade recovered. By 1934. the
shift toward a market economy was almost complete;
however. this phase was short lived.

By the mid-1930s, Choibalsang had gained control
of the PIU't)' and acted to re-establish a centrally planned
economy. As a first step. all tax payments had to be
made in cash. and taxes on lamas were sharply in
creased: from Tug 120 a year in 1933 to Tug 1.000 in
1938 for a monk of military age. Religious persecution
followed and by 1939 the church had been desU'oyed.
Given widespread popular resistance. however, only
limited steps were taken to reintroduce state ownership.

:. : ," "1.;~ -~ .,.-.: .. · ~·f·:\ ,_., ;-;-,: _ ~~""'~~ ' ._.\ .._ ,---.~ -~_ .. - E 5 d U :;.:.':I,.~ ~I.-:.L:S. •."'
•. .' ~. I •• -.- .," ner'lIV ources an ses w
:1 6 • I ........I... ~... '"'' ~::..!::( .. -......: .. "'~:. .. '" .. 01. ~ .. ~~~~~~~ ..~~.,:.. ~ 'f ..'~L !" ....

..' .. ... . .. '" . '":t ... -' '.... n.;"

- Mongoli'an' ~duS~~tiOri ~:~~':~~(' .,;~.~~'iid~ '~~il~fdie'''ii''di~ ~':
by the development of domestic energy soun:es. . . - ,use .imported diesel &0 iuu electricity leneralOrS. '.
particularly coal. Nevertheless. the country remains Mongolia imports only petroleum products Jiz;Ice
dependent on imported petrOleum products. indi- '. there is DO domeItic refining capacity. and these are .~

tional fuels (wood and animal dung) continue to be ..~ .presently supplied by the U.S.s.~:;_ by 1989. petro
used in rural areas, and about ODe founb of the .' leum products aC'AXlUnted 1M aboufODc fourth of .
populati·o--'--;nly...UI· aL.__._1 _ ..~.~.... - total""--"'·· ';',' ,'. ..'. -, ,- : . .
~ ~ ....WIU ..,..,.......--. ...~ ." ~_•. ~. ::_~.;.. ':'".,·...... _I •.,..J'J ..... '";.' 1....-~. ',' - •

without electricity. . :. :.':_-<l.~:" ., ; .. ;". '" Electricity. produced with domesticallY.mined
Coal is an impol1aDt source ofeuergy. puticuJ.ar1y, .~ andimponed diesel fuel. is the principal source ..

for heating and electricity production. It is used by.' .. :of energy. In !he mid-~980s, ~ electricity pro
indusuy, railroads, and households, and • amall'" duction capacity came OIl JtreID1 to meet Ulaanbaa- .
&mount is exported. Virtually all ofdomestic demand -~.bIr', Deeds, and output rose CO 3.6 billion kilowatt .
is met by brown coal produced by local mines, ,"hours from about 2.3 billion kilowatt bours in 1989..
although small amounts of anthracite coal are im- _ Monlolia is also linked to the Soviet Irid. ad,
ported. New production capacity was developed lberefore, imports as wclJ as exports electricity
during the last half of the 19805, with output depending OD domestic demand. In 1989. about half
increasing by almost 50 percent between 1985 and ofthe electricity distributed (tbe combiDed electricity
1989. Thermal power stations are the largest users "JCDer'IICd and imports) was CODSumed by the in-
of coal, accounting for about half of total coal dustrial and coDStNction sectors, while the power
distributed; the shares of the industrial and constrUe- . -ltations themselves, in the leneration process. COD-
tion sectors and communal housing and public sumed about 15 percent of the total produced.
services are about IS percent each. Pet:roleum prod- 'Transmission losses, amounting to ~10 percent of .
ucts are used for both electricity lenemion .ad 'production, are relatively high.•: - 1. ..... ~'" ' .
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venture-virtually all lrade and domestic commerce

I
remained in private hands. External trade with the
U.S.S.R. accounted for about IS percent of total
imports and 20 percent of exports at this time and
efforts were initiated to expand trade with European
countries. Mongolia, until 1928. was considered to be
progressing steadily from a feudal to a market economy.

From 1928. following the Seventh Party Congress.
a precipitous shift to state ownership occurred and,
except for relations with the U.S.S.R.• Mongolia
entered a period of isolationism. Properties belonging
to nobles and lamaseries were confiscated; sliding-scale
and high taxation of lamas and temples were inU'oduced
to impede the recruitment of monks and to redistribute
church herds; private ownership was abolished and
agriculture collectivized; and transportation and retail
distribution were nationalized. The result of the rapid
implementation of these policies was dislsU'ous. The
disbanding of the temple herds and destruction of
temples left thousands of lay workers and monks
unemployed. The number of livestock declined by one
third as high taxation encouraged slaughter. Collectives
effectively collapsed, with mass emigration of herders
(estimated, at a minimum, at one tenth of the popula
tion) and their livestock. Widespread shortages of
consumer goods occurred because no alternative to the
traditional distribution networks had been developed.
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and all herds remained under private ownenhip. Eco
nomic development from the late 19305 to the early
1940s was slow as budget resources were directed to
the prewar military buildup. Direct economic assistance
from the U.S.S.R. was cunailed; all foreign trade was
reserved for the state; and domestic food rationing was
introduced to ensure expons to the U.S.S.R. In 1941,
a system of quotas was established for delivery of
agricultural products to the state, although production
in excess of the quota continued to be freely marketed.

Development of the Command Economy:
19048-8ai

The history of the Tsedenbal period (1952-84) is
just now being revisited. The measures taken to enforce
the collectivization of herds and private properties have
not been fully discussed publicly. Most economic data.
until recently, were b'Cated as state secrets.

F;"I and Second F;~e-Year Plans: """"'05
After World War 11, the shift toward a command

economy intensified, central control tightened, and
development proceeded on the basis of five-year plans
slaning from 1948. In the early 19505 measures were
introduced to prepare the private herdsmen for the
eventual collectivization of livestock; these included
the establishment of regional offices of the MPRP and
the introduction of accounting methods, management
training, and preferential loans and tax rates for state
cooperatives. The system of compulsory delivery was
revised to place a larger burden on private herders.
Despite these incentives. private herding families con
tinued to account for over three fifths of the population
in 1955. New regulations and direct coercion resulted
in the formation of over seven hundred collectives by
1958, although. through consolidation. the number was
reduced to 289 by the mid-l960s. The number of
private herding families declined during this period but
still remained at about one fourth of the population.
The 1960 Constitution formally restricted private own
ership of livestock and reserved all production for the
state. In addition, the number of work days Rquired
to be allotted to state cooperatives was doubled to 150
for men and set at JOO for women. By J963, the
proportion of families outside the state cooperative
system had Callen to less than In of J percent.

Third 10 Sennth Fin-Year Plerns: 196''''5

The period from J961 to J985. covered by the Third
to Seventh Five-Year Plans, was dedicated to the

t The Third Five-Year Plan covered 1961-63. with lhe 1938-60
period covered by • Wee·year plan. While d1ere bad been attempts
10 develop five-year plans before World War D. lhese were only
p.rtly implemented and COlUidercd largely unJlICCessful. for lhest
re.uoas. DumberlnS ""IS reset from 1948.

development of a modem industrial economy. The
earlier plans gave greater priority to meeting domestic
consumption needs, while later plans focused on large
scale industrial development for export. These efforts
were facilitated by Soviet technical and financial as
sistance. Links to the U.S.S.R. had already been
strengthened by the completion of the trans-Mongolian
railway in 1955. By 1960. trade with members of the
Council for Mutual Economic Assistance (CMEA)I>
accounted for 94 percent of Mongolia's expons and 76
percent of impons. with the latter rising to 97 percent
by 1970. By the end of the 19705, large joint ventures
in the mining sector had been formed and Soviet
advisors were present in virtually all ministries and
state committees.

The Third and Founh Plans 0961-70) focused on
raising domestic production of consumer goods and
improving domestic distribution. Attention was also
given to the mechanization of agriculture and the
expansion of winter shelter for animals and fodder
supplies. To encourage monetization of the rural areas,
payment for labor supplied to cooperatives was shifted
from in-kind to c:ash. Fixed prices were set at the
beginning of the decade for basic consumer goods at
the retail and farmgate level. and were subsequently
adjusted only infrequently. Large state enterprises were
established to process food and animal by-products
(wool, hides, skins, and so forth). ConstrUction of
social infrastructure, especially in the capital city,
commanded one fifth of total investment during the
third plan. double that of the first two plans. Effons
were directed at raising literacy ntes, in order to meet
future labor requirements. with compulsory schooling
raised to eight years from four. In addition. special
incentives were giveD to encourage faster population
srowth.

In the fifth, Sixth, and Seventh Plans (1971-85).
an increasing share of investment spending was directed
toward industry, while investment in agriculture was
reduced. New investments in mining, mainly as joint
venrures with the U.S.S.R., belped accelerate the
srowth ofindustrial output. A price institute was created
in 197J; in 1975. wholesale prices. which had been
established at different levels depending on factory
specific criteria, were set uniformly for comparable
goods. Industrial activity was assisted by Mongolia's
insulation from the impact of the first and the second
world oil price increases. Under a bilateral agreement,
the U.S.S.R. distinguished between trade imbalances
arising from I deterioration in Mongolia's terms of
trade relative to J974 prices and those stemming from
other clements. Financing for the fanner was provided
on I grant basis until J981.

• The CMEA. formed in 1961. includes Bulgaria. Cuba. the Czech
and Slovak Federal Republic. Hungary. Mongolia. Poland. Romania.
the U.S.S.R.• and Viet Nun; before October 1990. the (former)
German Democ:ratic Republic ""IS • member.
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The new JOmt-venture mines helped to develop
Erdenet as an urban center. funher boosting demand
for permanent housing, education. and health facilities.
This. combined with faster population growth in the
capital. led the Govemment to sustain a high level of
investment in housing. about 20 percent of the total.
Nevertheless. demand for housing outpaced supply and
traditional ghtrs continued to be used in urban areas.

Structural Change and Hountinllmbalances

The implementation of these plans had a profound
effect on the structure of the Mongolian economy. By
1970. industry accounted for over one fifth of net
material product (NMP). compared with only 8 percent

.:. -"- '.

in 1940. and the share of distribution and warehousing
had risen from less than one tenth to more than one
third. The share of agriculture in NMP had fallen from
over three fifths to one founh over the same period.
By 1985. the share of industry had risen funher to
30 percent. while that of agriculture had declined to
15 percent.

Economic growth accelerated sharply during the
19605 and 19705. although it moderated toward the
mid-1980s (Table 3). Gross industrial production
rose almost sixfold between 1960 and 1980, reflecting
the coming on stream of new enterprises, but it
began to decelerate in the early 19805. Agricultural
production recorded only modest growth throughout
the period and failed to keep pace with the rate of

I ... ;..:.0.", "....

, '.

1986
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.. .'" . -:: ' ......,' -.'r' ...~ .-r-:: ...•• ' • Easing of foreign exchartge Surrender require-
. ~.: "_..:: ..

.• Increase in domestic wholesale ~c"'., ~ 1-.~. ments.,. . " -
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Table 3. Summary of Selected Output, Employment, and Price and Wale Indicators :', .---..;" ".I' ei -.
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1970-75 t97S-1O '980-15 1986 1987 1988 1989

<Percent c:IIanp) I

NMP 7.4 ".3 6.5 -5.1 12 5.5 U
Personal consumption 6,7 5.2 ".8 ...3 ..., ".6 5,6
Sccial conwmption 11.6 '.2 '.0 '0.9 3.6 7.4 1.3
Accumulation' I],] 5.0 .... -1.0 -IS.' -1.3 5.7
Balance on enema! cncIe' 21.8 10.6 t.6 23.5 -17.2 -".0 -8.7

GOP U -0.7 ".3 6.1 ".2
R.eaJ GOP U 1.2 ..... 5.1 ".3

(ltercent tItote in NMP)

Personaf consumption 60." 61.8' 58.0' 63.7 641.. 641.2 61.'
Scctal consumption 16." 20.2' nil' 26.6 26.7 27.2 25.2
Accumulation' 418.3' "'.8' 57.1' 58.' 418.1 .....5 "3.0
iaJance on extema!1nde' -2".5' -31.8' -37.8' -"'.3 -39.5 -36.0 -30.0

(Petcem dIcln,e)'

Wholesale prices ".3' ..., 5.0 3.6 ..., 5.1
Consumer prices 0.1' 0.6 -1.0
Export prices' 1.9 1.7 ...5 -6." ".3 ".1
Import prices' 0.7 10.0 7.8 5.5 3.2 1.9

Nominal WIles 1.7 1.1 0.9 0." 0.6 D... 1.5
Employment 1.9 1.7 1.9 3." 3.0 10 1.8

$ouroca: I'blroliln~ IIld II'1F IQff caIcuIIdora.
'A"'"It IIWlIIaI~ b "7G-75. "7~, '-"5.
2lN:iudts _ fIXed~~ In IlllCkI. lIIlIiftiIhed -.Don. IIllI .... Oft bed aplallIllI -":I.
'IN:tucIa Il:MtiCIl~
• "75.
'1910.
"915,
, "71-«).
• -..clllfl nde dna --.cI Oft Ilhipmenc IIIIiL
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population increase. Measured inflation remained low
as controlled retail and wholesale prices were adjusted
infrequently. although consumer goods remained in
shon supply.

The rapid rate of industrialization in the 19705 and
early 1980s contributed to mounting internal and ex
ternal imbalances. Domestic prices, in particular those
of petroleum products, were not adjusted to reflect
higher costs of imponed inputs, resulting in • distorted
Stnlcture of investment and output. Budgetary subsidies
rose bUI were not matched by domestic revenue in
creases. This, combined with increasing capital oullays,
led to expanding budget deficits that were financed
entirely from abroad. While the Govemment made no
direct use of bank credit. it had indirect access to credit
through the enterprises. Although new copper expons
from 1979 resulted in a doubling of earnings from

a
/b~

....... . ,.; .. ...

CMEA trade by 1984, imports also rose and the trade
deficit with the CMEA countries in 1984 was six times
that recorded in 1970, Moreover. the composition of
Soviet financing changed, with grant financing replaced
by loans beginning in 1981. and large external debts
were accumulated; outstanding external debt at the end
of 1984 amounted to 5.8 bilJion transferable rubles,
98 percent of \\'hich was owed to the U.S.S.R. The
ratio of debt service to exports of goods and services
rose to 12 percent in 1984 from 7 percent in 1975.
During this period, some easing ofrestrictions pennitted
an increase in consumer durable impons from the
convenible area. In 1984, with foreign exchange reo
serves declining to $7 million, the authorities began
redirecting selected expon products from the CMEA
to the convertible cum:ncy area while tightening control
over impons.

•
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II Initiation of Reform: 1985-90
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Background

In 1985, Batmonh's government instituted modest
steps to improve economic management and reduce
central control. while permining some internal political
dialogue. These changes were assisted by • similar
restructuring taking place within the U.S.S.R. In 1987,
the policy of political openness (if tod) was fonnally
established. Senior government officials were replaced
by more moderate MPRP members, although extensive
restructuring of government ministries and comminees
concerned with the economy took place only in 1988
89. Mongolia continued to expand its international
connections during this period and. by the end of 1988.
maintained diplomatic relations with over one hundred
countries. In 1989. the U.S.S.R. began a phased
withdrawal of its forces and technicians. Notwithstand
ing these developments, political change in the U.S.S.R.
and economic reforms in China during the 19805
outpaced Mongolian restructuring, and domestic socio
economic tensions intensified.

A new reformist government, headed by P. Orchirbat.
was established in March 1990. The new Government
was formed following student protests and a threatened
national work stoppage, and its purpose was to lead the
country into its first multiparty elections. By midyear,
freedom of religious expression had been restored. The
elections. contested by six political parties. were fin
alized on July 29; the ruling MPRP retained a majority
in both parliamentary bodies, winning 84 percent of
the deputies to the upper house (People's Great Khuralf
and 60 percent of those to the lower house (Saga
Khuraf), In September, P. Orchirbat was elected Pres
ident for a five-year term, and the leader of one of the
main opposition parties was appointed Vice-President
and Chairman of the lower house. Members of oppo
sition parties have also been appointed to senior posi
tions in the new government.

Economic Restructuring:
The First Phase

The Government that took office in December J984
bad. as it... first task, the revision of the Eighth Five-

, A de5Cription of the legislative process appean ill Appendill ).

Ycar Plan (1986-90). The plan sought to expand
agricultural production. improvc food supplies. extend
electrification. and create a metalworking sector. In
vestment spending was redirected toward the social
sectors and small industrial projects. while that for
large-scale projects was lowered. Initially, reforms
were aimed mainly at reducing the bureaucracy, the
size of which was seen as an impediment to efficient
economic management. Local authorities were given
increased control over spending, and a larger proportion
of spending was directed to local levels.

During 1986 modest steps were taken to strengthen
public sector finances and to increase trade with the
convertible currency area. Wholesale prices were raised
by 12 percent on average to reflect past increases in
production costs and higher import prices, and to
maintain budget revenues from the impon price differ
ential tax. However. retail prices remained unchanged
although preferential pricing of petroleum products for
the public sector was eliminated. The adverse effect of
the price reform on selected industries was ameliorated
by areduction ofdomestic Nrnover taxes and an increase
in selected production subsidies. Profit taxes were
reduced so that • larger share of enterprise investment
could be financed from retained earnings, and direct
investment by state enterprises was encouraged by the
introduction of long-tenn state bank loans at a low
interest rate. The budget presentation was revised to
incorporate export tax revenues and foreign financing
previously channeled through an off-budget account.
Exports of selected goods continued to be directed to
the convertible currency area, notwithstanding export
bonuses· paid by the U.S.S.R. A new state foreign trade
enterprise (Mongolimpex) was created to facilitate trade
with the convertible currency area.

In 1987, I new strategy of economic restructuring
(oorch/on shinech~l). framed on the Soviet policy of
p~r~srrojka, was implemented. Under this policy, the
role of state planning was limited to setting overall
investment policy, while the ministries and state
committees were responsible for its implementation.

• ~viously. bonuses~ iDcluded ill contract prices and had
ftPr'eseIlled a redUClion ill contract prices if upon volume W'gCIS
wen missed, 1be DeW system allowed for filled contract prices ""Ith
clplicil bonuses if ellpon Wlets wen: mel or elcceded.
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Similarly. state enterprises were accorded increased
autonomy. although production, profits. and distribu
tion remained centrally planned. The number of min·
istries was further rationalized during this period.

In 1988-89, the pace of reform quickened. although
measures continued to aim principally at improving the
efficiency of the command ~onomy. The 1988 annual
plan reduced the number of indices for achieving
economic targets. Beginning in 1988 the decentrali
zation of revenue coll~tion and expenditure decisions
to the local level intensified; local authorities' control
over revenues and expenditures rose to almost one half
of the total by J989. Although fanngate prices remained
unchanged. agricultural production (except for meat)
that exceeded state orders (delivery quotas) could be
marketed freely. A new Law on Cooperatives pennined
the formation of cooperatives, with private sector
participation. To encourage surrender of convenible
currencies to the State Bank, the authorities introduced
a preferential rate of Tug 20 per U.S. doUar, compared
with a commercial rate of Tug 3 per U.S. dollar.

From 1989, the budget resuh was to be reflected
accurately, without recourse to temporary financing
provided by state enterprises. State enterprises were
granted greater operational autonomy. Until 1987-88,
production, distribution, and profits of state enterprises
and cooperatives had been centrally planned and ad
ministered. Production, distribution, and profits had
been targeted without taking into account consumer
needs, with each enterprise guided by 2,000-3,000
indicators. Starting with the new Law of Enterprises
(enacted in 1988 and implemented in 1989), the Gov
ernment sharply reduced the Dumber of indices under
which the enterprises had to operate. The Dumber of
operating norms9 was also modified to allow for more
flexible management of the enterprises. The autonomy
of enterprises was also increased with regard to produc
tion and distribution, and, for those industries making
a profit, with regard to wages. Jntra-enterprise sales
could take place at negotiated prices, subject to general
guidelines. Sel~ted retail prices were raised and limited
flexibility introduced. Umits on privately held livestock
were eased slightly (increased by 25 head of Jivestock
per household). MonopoJies enjoyed by state foreign
trade companies were eliminated, and trade licenses
were issued directly 10 state enterprises. The amount of
foreign exchange that could be retained by state enter
prise:- and cooperatives was increased. Differential price
incentives for domestic producers were introduced to
promote exports to the convenible currency area.

From March 1990 on, the authorities embarked upon
a comprehensive program of ~onomic transformation

• These: IlOl'1JU jll(:lude. amona Olber lbiIIgs. ""age funds. profit
dJstribulicn. lVerlge wages and productivity. lISC of material reo
sources. investment lhrougb ccncralized fuDds. and llmi15 on con·
venible currencies.

toward a market ~onomy. The three-year program aims
at expanding the role of the private sector; diversifying
the economic base; promoting exports to, and increasing
trade with. the convertible currency area; and introduc·
ing new, and strengthening existing. institutions of
indirect ~onomic management. Domestic reforms were
accelerated from mid-199O in order to address the major
changes taking place in traditional relationships with
other CMEA members. These included the agreement
to value trade and to effect settlement in convertible
turrcncies from the beginning of 1991.

As a first step, the Government eliminated all restric
tions on private ownership of herds and announced

. increases in fanngate prices effective January 1991.
Sel~ted retail prices were to be freely determined within
a set range. In January J99J, most retail prices were
doubled; civil service wages, pensions, and otherbenefits
were raised to compensate partly for the higher prices.
Theauthoritiesactivelypromoted development ofprivate
sectorenterprises and cooperativesand eased theiraccess
todomestic bankeredil.Toencourage foreign investment
in the private sector, including for the exploitation of
mineral resources, a Foreign Investment Law was pro
mulgated, coming into effect in May 1990.

Reforms were initialed in both the banking and
budgetary systems. In August, the Council ofMinisters
approved the development of two-tiered banking and.
in September, two commercial banks were formed. In
carly February 199J, the maturity structure of term
deposils was lengthened and interest rates increased.
The 1991 government budget takes into account the
revenue impact ofchanges in the CMEA trading system,
as weD as the transformation of the structure of the
domestic economy. To this end, the Government es
tablished a Customs Affairs Department in November
1990 with a view to introducing a tariff system. Changes
in the system of taxation ofcorporations and individuals
10 reflect the expanding role of private sector activity
are ex~ted to be introduced. A new Tax Service
Department, focusing on ta.x administration, was set
up at the end of 1990. Budgetary subsidies for imports
and to loss-making state enterprises were reduced
following the January price adjustments.

The authorities acted to strengthen Mon~oJia's exter·
nal position and began to use the exchange rate (0

influence the aJlocation of resources. In July 1990, the
tugrik was devalued from Tug 3-a rate that had re
mained' vinually unchanged for (Wo decades-to Tug
5.63 per U.S. dollar for commercial transactions; it was
adjusted thereafter on a monthly basis. In August the
authorities held the first foreign exchange auction, and
in subsequent auctions the rare fluctuated around Tug
40 per U.S. dollar. In early February 1991, the tugrik
was devalued for noncommercial transactions to Tug 40
per U.S. dollar from Tug 20. Negotiations for most·
favored-nation status were concluded with Japan during
the year, and with the United States in January J991.

I
I
I
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III Impact of Reform

I The impact on economic performance of the reforms
initiated in 1985 was masked by I sustained period of
dry weather during 1988-89, and by I deterioration in

I Mongolia's extemaltenns of trade. The CMEA trade
arrangement, covering I 98~90, shifted traded goods
pricing from I five-year moving average of world
market prices to fixing prices at the end-1985 level of

I world market prices; this contributed to a 12 percent
decline in Mongolia's terms of trade in 1986. Moreover,
the fixed CMEA contract prices thereafter prevented
Mongolia from benefiting from the subsequent increase

I in world prices for copper (which accounts for 40
percent of total exports) and, until 1989, from the
decline in world prices for petroleum (25 percent or
total imports). In 1989, however, agreement was reached

I with the U.S.S.R. to reduce prices on petroleum
products to world market levels.

Despite these external shocks, real economic growth

I
averaged above 5 percent annually during 1986-89.

. Strong growth was recorded by the trade and distribution
and construction sectors, while agricultural production
responded to the easing of restrictions. A few new

I private cooperatives, mainly in the services sector,
were formed in 1989. The reform measures adopted
also helped to stem the delerioration in the external
sector. The current account deficit declined from its

I ~ 986 peak o.r ~6 percent of GOP to 24 percent of GOP
In 1989. ThIs Improvement reflected mainly a reorder
ing of investment priorities and the concomitant decline

I
in imports associated with turnkey projects; constrained
growth of other imports; and, in 1989, lower petroleum
product prices. Trade with the convertible currency
area expanded, with exports amounting to SS2 million
in 1989, compared with one tenth that level only six

I years earlier. Imports from the convenible currency
area continued to be tightly controlled, and Mongolia
recorded sizable current account surpluses with this

I
area. At the end of 1989, foreign exchange reserves
amounted to 512] million, equivalent to five weeks of
total impons and three and a half years of impons from
the convertible currency area.

I The last half of the 19805, however, saw the inten
sification of socioeconomic tensions, a funher weak-

I
Overview ening of the budgetary position, and mounting foreign

indebtedness. Civil service employment opportunities
declined coincidentally with the rise in new entrants to
the labor force, and unemployment became a recognized
problem. The failure to adjust farrogate prices in the
face of rising input prices and fluctuations in selected
retail prices for consumer goods resulted in the virtual
bankruptcy of many agricultural cooperatives, which
worsened migration from rural areas. The budget
revenue base was eroded as impon prices rose while
domestic prices remained fixed. Spending was not
curtailed sufficiently and the overall budget deficit,
although fully financed with foreign loans, rose to
almost 20 percent of GOP. The decision to reflect
accurately the budget position in 1989 (without resort
to temporary financing from the enterprises) required
the Government to draw on its contingency reserve
deposits held with the State Bank. This contributed to
a 101h percent increase in currency in circulation,
although cautious credit policies kept the growth of
broad money below that of nominal output. Effons
were made in 1988-89 to cut foreign-financed invest
ment projects, and lower petroleum prices in 1989
helped narrow the trade deficit. Nevenheless, the
external current account deficits with CMEA trading
partners continued to be large, although these were
fuJly financed with concessional loans. By the end of
1989, the stock of debt outstanding amounted to 9.9
billion transferable rubles. Debt service as a percent of
exports of goods and services declined sharply, aver
aging less than 5 percent a year, since a portion of the
amonization owed to the U.S.S.R. was deferred.

The situation deteriorated further in 1990 and early
1991, and growth in real economic activity is estimated
to have turned negative. to Although 1990 trade with
the CMEA countries was covered by the 198~90

arrangements, the rapid political and economic changes
taking place in many trading panners interrupted the
flow of imports from this area. Notwithstanding long
term pricing agreements, actual contract prices in
creased. Moreover, folJowing the announcement of
changes in CMEA trade to world market prices with

10 Economic elIta were available only Ihrough 1989 and. hence.
developments during 1990 are based 00 qualitative assessments.
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•II NatiOlll.llCeOWlts are compiled 011 die basis of llllterial balances
IIld convened into tbe United Nations System of National Accounts
(SNA) in accordanc:e with the SlaIIdard methocIoIOIY. Ntvenhelns,
IIItioaa/ income data sbouId be iDleI'pRted cautiously. Procedural
differmces are di5CllS5ed in the Uaited Naliofts, "Comparison of the
System of Natiollll Accounts IIld the System of Balanc-e of the
National Economy," SrlUitrs ill MrlWs. Series F. No. 20. Pans I
and II (New YOJ1:: 1981).

prices,1I averaged 61f.1 percent during the first half of
the 19805, The rate slowed to 41f.1 percent in 1986-88.
however, IS copper production and new electricity.
generating capacity developed in lhe early I980s came
on stream. Agricultural output was adversely affected
by poor wcalher and animal disease. The 10 percent
recovery of real NMP in 1989 was led by a 14 percent
increase in net product recorded by the agricultural
sector, compared with an average of 4 percent a year
in J980-88. AgriCUlture'S recovery was due in part to
the easing of restrictions on this sector.

GOP growth, in both real and nominal terms. during
1980-88 paralleled that of NMP, although at a slightly
higher level. In 1989, however, the trends in NMP and
GOP diverged: the growth ofGOP in real terms declined
to 4 percent from 5 percent in 1988. while nominal
GOP growth moderated to 4 percent from 6 percent.
The slower growth of GDP relative to NMP reflected
a slower growth in oonmaterial services. owing mainly
to the scaling back of civil service employment.

Cash income of the population comprises wages and
waries, income from agricultural cooperatives, income
from self-employment, subsidies and allowances, and
scholarships. Reftecting lhe ongoing shih from a rural
to an industrial-Nsed economy, the share of wages
and wanes increased gradually from 57 percent of
total income in 1980 to 61 perecnt in 1985. This share
increased only marginally during the last half of lhe
decade as the growth of industrial production slowed.

The household savings ratio (savings in relation to
IOtal income of the population) was small and relatively
stable throughout the 19805, ranging from 0.6 percent
to 1 percent. This reflects Mongolia's relatively low
per capita income, estimated at $522 in 1989. The
growth of private financial savings, which bad increased
sixfold between 1970 and 1985, moderated to an
average annual nte of 5 percent during 1986-89. By
the end of 1989. financial uvings per capita were about
Tug 360, or $65 at the August 1990 tugrik/U.S. dollar
exchange rate. This trend parallels lhe deceleration in
industrial employment and reflects the greater availa- .
bility of imported consumer goods.

Personal and social consumption accounted for about
85 percent of NMP through 1989. Data on personal
consumption expenditures show that, since 1980, the
relative shares of products and services in total house
bold expenditures have been quite stable, with about
80 percent of expenditures for products and the reo
mainder for services. The Government's main social

Output, Income, and Expenditure

Growth of real activity of the material sector, as
measured by NMP deflated by an index of comparative

settlement effected in convenible currencies begiMing
in 1991, there was a growing reluctance to supply
goods for payment in transferable rubles, particularly
petroleum. lrnpons from the U.S.S.R. were also con
strained because of the breakdown in the Soviet distri
bution system. Moreover, under the 1991 protocol with
the U.S.S.R., trade financing is to be limited to Jess
lhan one third that provided earlier.

Reduced supplies ofdiesel for agricultural machinery
compounded the adverse effect of excessive rainfall on
the fall crop harvest. Petroleum products and other
basic necessities continued to be in shon supply in
early 199J. Lower domestic grain supplies and inade
quate fuel for distribution have Jed to food shenages
in urban areas. Key imponed inputs remain scarce and
electricity outage~aused by the Jack of fuel and
spare parts-have become more frequent, reducing
industrial production and, hence, employment. Con
struction employment bas also fallen as government
investment outlays were cut partly to compensate for
declining budgetary revenue and foreign aid. By the
end of 1990. unemployment was estimated at J5 percent
of the labor force.

To ease supply bottlenecks, imports from the con
vertible area are being increased, contributing to some
loss of foreign exchange reserves. The authorities also
decided in early 199J 10 draw down the state buffer
stock of basic necessities, As a first step toward price
liberalization, administered retail prices of a wide range
of goods, including fuel, were doubled in January
199I, nising prices of most goods to world market
levels. This step was also taken virtually to eliminate
budgetary subsidies on imported goods and those to
selected state enterprises. Budgetary allocations, bow
ever, were raised to ameliorate the impact of price
adjustments on the most wlnerable groups and civil
service employees. These increases, combined with
domestic revenue shortfalls and cuts in foreign aid,
have further exacerbated the budgetary situation. The
authorities are revising the 1991 budget to address
these difficulties.

The refonns, neverlheless, are contributing to struc
tural changes that, over the longer term, should strengthen
the economic base. Privately held herds have iDc:reased
sharplYand are now estimated to exceed their pre-l960
nationalization level. The number of private coopera
tives, mainly in the service sector, is increasing rapidly.
Finally, foreign investment from lhe convertible cur
rency area-;w'ticularly in the processing of animal
by-products-has expanded, and negotiations for oil
exploration are being finalized.

•
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Industry

Mongolia's industry is concentrated in the processing
of livestock and other animal products. Industrial
development has focused on extending the processing
industry to increase the domestic value added of
agricultural raw materials for export and to meet
domestic consumption needs. To promote industrial
production, electrical capacity has been expanded.
Through 1990, selected industries (milk, bread. meat.
glass products, felt footwear. children's clothing, tim
ber, and coal mining) received budgetary subsidies to
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State orders were reduced to cover only 50 percent of
meat output, 80 percent of wool, and 10 percent of
hides. Fanngate prices on goods to meet state orders
remain subject to central control, although production
exceeding state orders may be sold at freely negotiated
prices.

All lands, most livestock, and virtually all fann
equipment currently remain under state ownership,
although draft legislation includes provision for private
ownership. Only pasturage and mineral resources will
continue to be held in common. Agriculture continues
to be based on three types of organizations: state
owned fanns; the production cooperatives, which are
supeJVised by the Council of Cooperatives Union; and
private individuals, who are engaged in small-scale
land cultivation and animal husbandry. The main
animals bred and c:ared for in the ttaditional nomadic
manner are sheep, goats, cattle (including cows, buf
falo, and yaks), horses, and camels. In 1989, there
were 24.8 million head of livestock, comprising 14.3
million sheep, S million goats, 2.7 million cattle, 2.2
million horses, and 0.6 million camels. Crops cultivated
include cereals and pulses, potatoes and other vegeta
bles, and crops for animal fodder. The share of cereals
(mostly wheat) and pulse crops accounts for slightly
less than 80 percent of the total area under cultivation.
In the cooperative unions, livestock is owned jointly
by all members, who may also hold personal livestock .
Private ownership was strictly limited from the late
19505 until early 1990, wheD all restrictions on the
size and composition of private herds were removed.

The main production units in agriculture continue to
be state fanns and agricultural cooperatives. At the end
of 1989, there were S2 state farms and 2S5 agricultural
cooperatives. The combined total area under cultivation
by the state fanns and cooperatives is a small proportion
of arable land, amounting to 827,000 hectares. The
state fanns comprise about 75 percent of cultivated
land and account for 70 percent of main crop output.
In contrast, the agricultural cooperatives, which are
based on production associations, control about
2S percent of the cultivated land but account for about
90 percent of meat output and 70 percent of milk
produced.

. ., SocIal consumption reponed in NMP includes only consumption
m Ihe llUlenal sector, and ucludes government expeDdillll"es in the
nonmalenal sector; included arc wises and salaries. free food and
medlcme. pensions. allowances. and material expendlllll"es.

Sectoral Developments and Organization

and cultural expendituresl2 have increased, on average,
by about 6 percent a year since 1980. The share of
social consumption increased from 20 percent of NMP
in 1980 to 27 percent in 1988, before falling to 2S
percent in 1989. This trend was mainly the result of
changes in government spending priorities.

I
I
I Arriculturr

The share of agriculture in net material product

I declined steadily from over 60 percent in 1940 to about
16 percent in the mid-1980s before recovering to
20 percent by 1989. Employment also declined, al-

I
though at the end of 1989 agriculture still directly
accounted for two fifths of total employment.

After growing by about II percent a year during
1980-83, the growth rate of the value of gross agri-

I
cultural output fluctuated widely thereafter. Animal
husbandry accounts for about 70 percent of the value
of gross agricultural output; the remaining share is
accounted for by crop production. Poor weather reduced

I cereal production in 1984; strong growth in crops the
following year was offset by reduced meat production
as the herds were affected by disease. Failure to adjust
fanngate prices and a sustained period of dry weather

I were the principal causes of the poor performance in
1988. In 1989, following the easing of restrictions on
marketing agricultural output, the value of gross agri-
cultural output recovered notwiths~ding persistent
drought.

The strongest growth during 1980-89 was recorded
by cereals, potatoes, and other vegetables, reflecting
the importance assigned in the Seventh and Eighth
Five-Year Plans to diversifying the agricultural base
and expanding supplies of winter fodder. Meat output,
however, remained virtually stagnant.

In 1990, abundant rainfall combined with the elim
ination of restrictions on private ownership of livestock
contributed to a further expansion of herds. By the end
of 1990, livestock numbers reached a record 25 million;
about 7 million of these were held privately, slightly
more than the number held prior to the 1960 nation
alization. However, the early onset of cold weather,
continued rainfall through the shon harvesting period,
and a shortage of diesel fuel for farm equipment
reponed1)' hindered the production ofcrops, particularly
wheat. rice, and animal fodder. To restore agricultural
profitability, effective January 1991 farmgate prices
were raised by between 30 percent and 70 percent for
five types of skins, three types of wool, and buner.

I
I
I
I
I
I
I
I
I
I



·1

offset losses incurred for sales at low, fixed retail
prices. Most industries, however, have shown a profit
It least on an accounting basis-and pay profit taxes
co the central government. or provinces (a;maks).

The share of industry in NMP rose steadily between
1940 and J985. co one third from less than one tenth.
but it remained virtually unchanged thereafter. Industry
Iccounted for about one fifth of total employment
during the J9805. Industrial production grew at an
average annual rate of about 9 percent during 1980
86. but growth moderated thereafter, it was only 3
percent in 1989. The strong growth in the first half of
the decade reflected the use of new production capacity
in copper mining. electricity generation. and carpet
manufacturing. As production neared capacity. the
growth in gross industrial output moderated. Food
processing throughout the 19805 increased at a slower
rate than that of the population, reflecting the impact
of restrictions on the agricultural sector and. from J984.
herd disease and drought. These elements also affected
output of agricultural raw materials, and. in tum, light
industrial activity. which depends on such materials as
inputs. Moreover, changes in investment priorities
reduced the number of large new projects. and the
demand for construction materials fell.

In J99O. industrial output is estimated to have fallen.
Cuts in government investment spending further re
duced construction activity and. bence. demand for
materials and supplies. Shonages of imponcd spare
parts and raw materials-which owed to the rapid
changes in CMEA trading relationships-were aggra
vated toward the end of the year by reduced shipments
of petroleum products from the U.S.S.R. The agricul
tural sector was given priority access to spare parts and
diesel fuel, reducing supplies for other sectors. Elec
tricity outages and internal distribution problems incen
sified coward the end of the year.

Industries are organized primarily IS state-owned
enterprises and cooperatives or as joint ventures. mainly
with other CMEA countries. Joint ventures. in addition
to those with the U.S.S.R. in mining. are found in
most economic activities: metallurgy (Bulgaria, the
U.S.S.R .• and Czechoslovakia); brick manufacture
(Bulgaria); garments (Hungary); leather and footwear
(Czechoslovakia); and wood and furniture (Romania).
During 1989-90. a number of joint ventures were
established with companies from the convertible cur
rency area, consistent with the Government's policy to
expand trade with this area. These companies are
concentrating on processing animal by-products for
expon. The domestic private sector is modest and
consists of a few small artisans' shops and of individual
handicrafts. Heavy industry accounted for about half
of gross industrial output in 1989 and includes enter
prises in five areas: electricity, minerals. forestry prod
ucts. construction materials. and metallurgy and ma
chinery (mainly the production of spare parts). The
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nunmg sector-accounting for about 12 percent of
gross industrial output-is dominated by a large joint
Soviet-Mongolian enterprise producing copper concen
trate and molybdenum. 13 which started production in
the late 19705. The light industries (other than the food
industry) contribute about one fourth of gross industrial
output and include leather. shoes. shoe soles. soap.
matches, textiles (including woolen fabrics), garments.
carpets. and printing products. The food industries, the
third most imponant subgroup. account for about one
fifth of gross output; they arc dominated by firms
producing milk, flour. meat, and bakery products.
These industries arc fully supplied with domestically
produced agricultural raw material inputs, but need to
impon such inputs as chemicals.

Conltruetion

Construction is undenaken mainly by state enter
prises. Prior to J986. most projects were financed
through the state budget, which covered all forms of
building expenses, including wages. constrUction mao
terials, administrative costs, and the purchase of con·
struction technology. Since then, long-term loans have
been available from the State Bank to finance invest
ment. Enterprises were also allowed to retain a larger
proportion of their earnings to fund their own invest
ments. Since 1989, a few private cooperatives have
begun to engage in construction projects on a self
financing basis.

The slowdown in construction activity since 1986 is
largely attributable to the change in government in
vestment priorities. Shortages of building materials
have also contributed. Budgetary constraints during
1990 Jed to I bait to some projects. including the
construction of 800 new bomes. In addition. ten large
industrial projects were stopped in line with the IU
thorities' intention Co reorient investment to smaller.
more efficient. and technologically modem production
units.

CommunlcationJ, TronJportotion, find
Oiltribution

Communications and transponation remain principal
bottlenecks in dle development of internal markets.
Much of Mongolian territory lacks railroads and roads.
Distribution is concentrated in large state enterprises
loc:ated inthc major cities and aimak centers.

Both internal and external communications networks
arc undeveloped. By 1989, there were 429 such net
works. although postal service. particularly in rural
.areas, remains irregular. Domestic telephone service
expanded sharply in the 19805. with. the number of

U For mtionallCCOWIU purposes. 1hese prodUClS have been lrCIled
IS induslliaJ loads; for Irade purposes. they are lrCated as ra..
materiats.
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I telephones doubling between 1980 and 1989; however,
the number remains low (62,600) and few households
have private telephones. Telephone and telegraph lines

I
cover only a small fraction of Mongolia's tenitory.
Until 1990, the country had only one external telecom
munications link through Moscow. In late 1990, how
ever, a number of connections were established through

I Hong Kong. and contracts are being negotiated with
other Asian countries for the development of a modem
telecommunications network.

Mongolia's transportation system consists of roads,

I rail, air, and waterways. A large proponion of freight
consists of livestock and animal by-products, building
materials, wood, machinery, petroleum products, grain,
coal, and ores. In 1989, 72 percent of total freight was

I carried by road transpon. While the length of roads is
impressive (49,000 km) relative to the population, only
about 3 percent of the distance covered is paved. The

I
remainder is largely rudimentary and, It times, im
passable. Moreover, the Jack of established road net
works has contributed to soil erosion in the steppes as
nomadic herdsmen, using motorized vehides, create

I
informal routes; some sixty thousand hectares of pasture
land are estimated to have been destroyed in this
manner. The combined air and water transportation
system is a minor part of the country's transportation

I network. carrying only 0.1 percent of total freight
during 1980-89. The railway, I joint Soviet-Mongolian
venture, is the second most important transpon system;
it carried about 27 percent of total freight in 1989. The

I Trans-Mongolian Railway connects Irkutsk and Beijing
through Ulaanbaatar, and Mongolia has benefited from
fees charged to transship goods.

The formal distribution system remains subject to

I central control. Products such as furs, wool, and hides
are colJceted by trade agents at local offices throughout
the country and transponed to depots in the aimak

I
centers. Products chosen for expon are then sent to
transshipping bases for further shipment by either rail
Or road. The distribution ofother products (for example,
canned foodstuffs) is similar-from the a;maks to the

I
transshipping bases for distribution throughout the
country or for expon. At the end of 1990, there were
ten specialized public sector trading companies, in
duding five large foreign trading enterprises. Five

I regional distributors--the largest in Ulaanbaatar~is·

tribute domestical1y all imported and domestically
produced goods. Since 1989, import and expon licenses
have been granted to enterprises and cooperatives,

I thercby eliminating the monopoly enjoyed by the stale
foreign trade corporations. The functions of foreign
trade companies have also been broadened to includc

I
more distribution and warehousing responsibilities.
Distributors scll on a retail, as well as on a wholesale,
basis. Sales take place on a "resale pricc" basis; this
is based on the wholesale producer price and on theI wholesale price of imponed goods charged by the

I •

foreign trade enterprises, plus a profit margin and
allowance for domestic transportation costs. Given the
large distances, distributors have found it more efficient
to discount their prices to those consumers who accept
delivery at the distribution center. Regional suppliers
generally maintain large inventories.

Investment

Virtually all investment is undertaken by the Gov
ernment and state enterprises and cooperatives. In
vestment by the private sector has remained small and
is concentrated in dwellings and livestock. Capital
acc:umulation (including fixed investment net of depre
ciation, changes in stocks, unfinished consuuction, and
capital losses) averaged about 55 percent of NMP
through 1986; it declined IS a proponion of NMP
thereafter, however, amounting to 43 percent in 1989.
Investment has been financed mainly by foreign loans
channeled through the budget, with a smaller amount
financed by Jong-term bank loans or retained earnings
of state enterprises.'·

Under the five-year development plans that covered
the 19805, investment focused on expanding electricity
production, consuuction, and food processing capabil
ities, and on creating a metalworking sector. Gross
fixed capital formation grew at an average annual rate
of 8 percent from 1980 to 1985, but its growth sJowed
to only about 1 percent annually in the following four
years, with modest declines in 1987 and 1988. The
sharply decelerating trend mainly reflected the impact
of the 1986 partial price reform on enterprise profita
bility, as well IS I change in government investment
priorities to reduce the importance of large-scale proj
ects. By 1989, gross capital formation by the material
sector had fallen to 64 percent of the lotal--<:ompared
with about 70 percent in the first half of the clccade
and the share of industry in the total declined by 11
percentage points. Electricity production accounted for
about 30 percent of industrial fixed assets, while
construction and food processing each accounted for
about 10 percent. During the last half of the 1980s,
the development of socioeconomic infrasuueture ex
panded, and fixed capital formation in housing, schools,
and hospitals (nonmaterial sector) grew.

Gross fixed capital formation undertaken by the
industrial sector declined sharply in 1987-88. The
decline followed the 1986 price reform under which
input prices for both domestic and imponed goods rose
&harply. In 1989, however, industrial fixed capital
formation expanded by 13 percent. The recovery reo
flected the impact of modest increases in some retail
prices on sector profitability, as well as increased

.. National income ac:l:OUnlS and bud,ewy data are IlOl reconcil·
able. Blidget figllres for capital investment excilide. unon, other
things. spending 011 some types of eqllipment truted as current
spending.
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autonomy in intra-industry pricing and production de
cisions accorded to the enterprises.

Agricultural gross fixed capital formation fell steadily
from its 1984 peak until 1988. Farmgate prices remained
unchanged while input prices rose, reducing the ability
of cooperatives to finance their own investment IS we])
IS to service their existing bank debt. From 1988 on,
however, the financial position of &elected cooperatives
improved in response to reform measures, and self
financed investment recovered. Budgewy support for
irrigation and imponed agricultural machinery also
increased. Fixed gross capital fonnation grew by
14.4 percent in 1988 and by 6.4 percent in 1989.

Gross fixed capital fonnalion in the construction
sector fluctuated widely over the decade, partly because
of the phasing of large public works. 111 1987-88.
construction of housing increased in line with a ROr
dering of budget priorities. A weakening of the Gov
ernment's budget position in 1989-90 showed up in a
scaI ing-down of public works and housing; fixed capital
Connation by the construction sector fell by one third.

Employment, Wages, and Pensions

Total employment in both the material and nonma
terial sectors incn=ased by about 1-2 percent annually
from 1980 to 1985. Since then, the number of persons
employed has increased by about 3 percent a year, led
by a S percent average annual increase in employment
in the nonmaterial sector. mainly education and health
services. The share of employment in me material
sector declined gradually from 76 percent of the total
number of workers in 1980 to 7J percent in 1989.
Over the past decade, the movement of population
from the rural to urban areas bas shown up in a decline
in the Dumber of agricultural workers. The share of
agriculture in total employment fell from 40 percent in
1980 to 29 percent in 1989. In contrast, the shares of
the material sector (industry. construction. communi
cation. and trade) in IOtal employment rose steadily.
Sustained increases in employment from 1980 to 1987
were recorded by the textile, clothing, leather and fur
product, shoe. and food industries.

Employment growth is estimated 10 bave decelerated
sharply beginning in 1989. The decline reflected the
slowdown in industrial and construction activity 'II1d
the government ROrganization, which led 10 the elim
ination of some three mousand adminisuative posts. A
job creation rate of s-6 percent a year, moreover, is
required just to accommodate new entrants into the
labor force as the population matures. By mid-I990,
sixty thousand to seventy thousand pcople-about
7-8 percent of the labor force-were reponed to be
unemployed. The continued production difficulties dur
ing the last half of the year led to funher job losses
and, by the end of 1990, me unemployment rate reached
an estimated 15 percent.

Wages bave been centrally controlled since J960,
and rates remained virtually unchanged until early
1991. Recorded increases in average wages reflect
promotions, productivity increases, and job reclassifi
cation. During 1980-88, wage increases averaged about
J percent annually for workers in the material sectors,
and slightly less for the nonmaterial sector; in 1989,
average wage increases were I.S percent and
J.7 percent, respectively. Within me material sector,
workers in industry, construction, and uansponation \
receive higher wages than those in agriculture, com·
munication, and trade and procurement. For the non·
material sectors, workers in such sectors IS science,
research and development, and administration receive
higher wages than others. Minimum wages arc set on
the basis of. among other criteria, the age of employees
and the location of employment. The 1988-89 reforms
have allowed profit-making enterprises to make their
own wage decisions. This DeW policy is designed to
provide incentives for workers. In early 1990, paid
leave for maternity and child care was introduced. At
the end of 1990, the minimum wage for agricultural
cooperative workers was Tug 134 a month, while that
for rural employees in the state sector was Tug 231 a
month; urban minimum wages ranged between
Tug 200 and Tug 250 a month. The lower agricultural
wages reflect the fact that nnJ workers have access to
agricultural products at low or no cost. Average wages
ofcivil service employees were raised in January 199J.

.in line with increases in retail prices.
Pensions~ paid to retirees of the Government, and

state enterprises and cooperatives; bowever. pensions
of rural workers ~ traditionally lower than those of
urban workers. Employees of private cooperatives are
DOt covered by the current government pension system.
In 1990. rural pensions were raised and provisions for
early retirement enhanced. 111 January 1991, pensions
of former ,ovemment employees were increased by
100 percent to compensate for selected price increases.

Prices

Historically, the Mongolian price system sought to
maintain stable domestic prices (or consumer goods
and production inputs. Fanngate, retail, and wholesale
prices were adjusted infrequently; they were isolated
from each other, and, except (or a small adjustment in
1986, were fully insulated from changes in trade prices.
Until recently, the pricing system had little effect on
resource allocation; production and distribution deci
sions were centrally directed, with government taxation
and subsidies compensating for price distortions.

Farmgate prices have uaditionally been set low to
support low prices of basic foOdstuffs at the retail level
and of agricultural raw material inputs at the wholesale
level; until early 1991, such prices remained virtually
unchanged from the 19605. State orders for delivery
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I to proc~'rement centers and state enterprises ensured
adequate supplies. Direct budget subsidies. such as for
the cultivation of winter fodder, helped compensate for

I selected production costs. In September 1990, the
Government began organizing pennanent markets
where prices are freely detennined-in aimak centers

I
for agricultural products (including meat) that exceed
state orders. Farmgate price increases of 3~70percent
were also announced and took effect from the beginning
of 1991; moreover. the proportion of goods subject to

I
state orders was reduced.

Retail prices were set for most consumer goods in
1959, although central monitoring did not begin until
1971. Limited changes were made in 1967 and 1974.

I
Retail prices for basic necessities (food, clothing, and
shelter) were set unifonnly throughout the country and
according to population welfare criteria; hence, prices
usually fell below costs of production and distribution.

I Prices for other items, such as luxury imported goods,
. were set high in order to generate budgetary revenues.

Prices for a limited number of domestically produced
goods (for example, vodka) included the pass-through

I of a turnover tax. Privately produced agricultural prod
ucts were sold at market-detennined prices, although
the volume of such transactions was small (accounting

I
for less than 5 percent of retail turnover). Private sector
cooperatives, which have operated mainly in the ser
vices sector since March 1990, have not been subjected
to price control. In 1990, some retail price flexibility

I
was introduced for a few commodities (such as milk).
whose prices were pennined to fluctuate within a band
to bener reflect market conditions. In January 1991.
prices of a wide range of commodities-including

I gasoline and other fuels-were doubled. while those
of coal and electricity were increased by 75 percent
and 94 percent. respectively.

Wholesale prices apply mainly to transactions be-

I tween state enterprises; these were unifonnly estab
lished for comparable products only in 1975,1' D0
mestic and imported goods were sold, on a wholesale
and a retail basis. mainly through state regional distri-

I bution centers. The distributors' wholesale prices in
cluded provision for the cost of internal transportation,
although, in practice, pnce discounts are given to

I
consumers taking delivery of their merchandise at the
centers. Wholesale prices of domestically produced
goods were calculated as the sum of the average cost
of production plus a margin for profit and included

I
provision (or a targeted budgetary contribution through
the turnover tax. Prices of some processed agricultural
raw materials. however. were set below the cost of
production, to take into account welfare considerationsI and to suppon those industries engaged in further

.. Prniousty. central authorilies set prices far individual items

I
:n-oduccd by d.ffercnl factories. resulting in compa1'Iblc JOOds
:omrnanding d.fierent pnccs.

I
I
I

tr N 75 Fb.·' 2"2'-2·' --::' ~ ;--·sf

processing. Certain enterprises (for example, those
producing milk, bread, meat, glass, timber, unwashed
wool, and coal) were compensated through budgetary
subsidies linked to production. Prices ofimported goods
were also subject to administered control, although
trade arrangements with other CMEA countries that
fixed prices at their end-1985 level limited the impact
of fluctuations in foreign prices.

BegiMing in 1988, the authorities introduced ten
&ative first steps toward market pricing at the wholesale
level. Prices of domestically produced goods sold as
inputs to other public enterprises could be determined
by negotiation, although these prices remained subject
to broad guidelines. To promote exports, domestic
wholesale prices of a limited Dumber of semiprocessed
and processed agricultural products were adjusted ac
cording 10 a set of coefficients. 1bese coefficicnts,
applied when the product was procured by the foreign
trade enterprise. raised the producer price by 23-230
percent, depending on the degree of processing and
direction of trade. Higher coefficients were generally
associated with exports to the convertible currency area
and were established to compensate exporters for the
more appreciated dollar vis-A-vis the tugrik, compared
with the tugrik rate of exchange for the transferable
ruble. The monopoly of the foreign trade companies
was eliminated, and state enterprises and cooperatives
were permitted to import directly.

Measured inflation remained low throughout the
1980-89 period primarily because of administrative
controls and underrecording by the official indices of
changes in transaction prices. Retail prices. according
10 official $latistics, have remained unchanged since
1981 except for an increase of ~ of 1 percent in 1985
and a J percent declinc in 1986. In contrast, the
wholesale price index, including both domestic and
imported goods, increased by about 5 percent a year
between 1975 and 1986; the rate of increase slowed to
3.6 percent in 1987 but averaged 5 percent annually
thereafter. Foreign contract prices for exports rose at
an average annual rate of about 3 percent ovcr the
course of the decade; those for imports also increased

. rapidly, averaging more than 6 percent a year and
rising by 16 percent and 12Y.z percent in 1982 and
1984, respectivcly. Thus, the movements of trade and
domestic wholesale price indices during this period do
not appear to have reflected the undcrlying CMEA
trade price agreements and fixed domestic pricing
policies. Retail unit prices, notwithstanding the official
price data, have changed considerably for a wide range
of consumer goods. Prices of most goods '6.rose by
between 4 percent and J2S percent between J980 and

.. While movements in individual product prices must be inter
preted cautiously because of c:hanges in quality and • lack of
information about their importance in the consumplion baskcl. these
uta suggest that the official ~tail price iDdex bas understated
inflation.

II
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of these taxes were eliminated; domestic turnover tax
RCeipts declined by 28 percent. On the expenditure
side. the price adjustments pennined a reduction in
total trade subsidies; in addition, the export subsidies
paid to producers through the system of coefficients
were eliminated and budgetary subsidies were reduced.
However. some production subsidies for loss-making
enterprises were raised to offset panly the impact of
bigher input costs. Investment outlays also rose, mainly
because of higher impon prices as well as adjustments
to prices of domestically produced inputs.

In 1987-88, the budget position deteriorated further.
Revenue from turnover taxes remained stagnant and
dCclined relative to GDP. Fixed wholesale prices and
rising import prices resulted in reduced margins between
revenues and costs, and largely offset the impact on
tax receipts of higher import volumes. By 1988. the
overall deficit had risen to 19~ percent of GOP. In
1989, measures were instituted to reverse this trend
and !he overall budget deficit declined to J6V2 percent
of GOP. Agreement was reached with the U.S.S.R. to

2000-------------rs

"Appendix I describts the budeewy JI'DCCSS. as well as the
SlI\IC1ure of revenues and expencbtures.

.. Da~ on capital inllows (commodity assistante and investment.
exclusive of turnkey projects) presented in the balance of plyments
for CMEA IrIllsactions closely match data 011 ellemal financing
presented in the budget for 1981-89 once Idjus.menl is made for
Soviet aid channeled through the compel\Wltion acr:ounl. Buclgewy
da~ do not provide foreign interest and amonizatiOll Plyments
separately; the dlsaggregallon was estimated 011 the btilS of dall
provided 011 Clternal deb! service,

1988. while prices of some goods declined by
25 percent on average. The doubling of petroleum
product prices in 1986 owed to the elimination of
preferential pricing for the public sector and was not
treated as a price increase in the officiaJ price index.

Budgetary Trends"

The state has played an overwhelmingly dominant
role in economic activity. During the 1980s, budget
revenue averaged about one half of GOP, while spend
ing exceeded 60percenl ofGOP (Table 4). The resulting
deficits were financed entirely with foreign grants and
loans until 1989. However, the Government had access
to bank credit indirectly through the state enterprises
since domestic financing needs could be met by the
temporary suspension of subsidy payments or by ad
vancing tax payments. Enterprises would then meet
operating expenses by drawing on balances held with
the State Bank or with shon-tenn bank loans. In 1989,
the authorities decided to reflect accurately the bUdget
position at the end of the year, and direct recourse was
made to domestic financing on the order of 1.5 percent
ofODP.

In 1986, the recorded budget position deteriorated
sharply; the overall deficit rose by about II percentage
points, but this was attributable mainly to a change in
budget presentation (Chan I). Between 1976 and 1985,
revenue from expon taxes on goods shipped to the
U.S.S.R. and some Soviet trade financing was chan
neled through an off-budget "compensation" account.
In 1986, however, this aid and related expenditures
as we)) as domestic revenues-were reflected in the
budget. If adjustments had been made to the budget
accounts for 1976-85 to include off-budget financing.· 1

the overall deficit would have been higher by
6-8 percentage points of GOP; the deterioration in the
underlying budget deficit in 1986 was only 3 percentage
points, On the revenue side, receipts from the price
differential tax on impons fell by II percent because
increases in domestic wholesale prices were not suffi
cient to compensate for increases in foreign contract
prices. In addition, a number of firms were squeezed
by !he increase in wholesale prices for inputs at the
same time thaI retail prices remained largely unchanged,
thereby undennining profits and profit tax yields. To
provide some relief to the affected finns, domestic
turnover taxes were substantially reduced and a number

I
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expenditures rose to 65 percent of GOP, remaining at
• fairly constant percent of GDP thereafter.

Current spending accounted for over four fifths of
total expenditures through J986 but gradually declined
to about three fourths by J989. reftecting civil service
retrenchment and strict controls over other administra
tion and defense spending. Budgetary investment out·
lays, however, rose sharply relative to GDP from 1986
onward, in pan because of the emphasis placed on
augmenting expenditures for housing and for education
and medical facilities at the local level. As a result,
investment .in the nonmaterial sector rose by about
I.S percentage points between 1985 and 1989, to some
8 percent of GDP. Investment in the material sector
increased more rapidly although the jump in 1986 partly
reflected higher prices of domestic construction and
imported capital goods. The subsequent increases in
material investment in 1988 and 1989 resulted mainly

BEST AVAILABLE DOCUMENT

Expenditures

Total budgetary expenditures have remained large
relative to GOP, and their level and composition have
undergone significant change. especially during the
transition between the end of one five-year plan and
the beginning of another. For example, total expendi
tures dropped by 3 percentage points of GOP to
56 percent at the initiation of the 1981-85 plan, recover
ing to 59 percent ofGOP by 1985. The trend ofexpendi
tures relative to GDP from 1980 through 1985 mainly
paralleled that of capital outlays as current expenditures
moved within a narrow margin of about 1.S percentage
points of GOP. Partly owing to the impact of the 1986
price reforms and the change in budget coverage,

Revenues

The relative shares of tax and nontax revenues in
the state budget have remained stable since 1980 (Chan
2). Tax revenues. which account for over 90 percent
of total budget revenues, were derived through 1990
principally from profit taxes on state enterprises and
cooperatives. net of price differentials on imports and
domestic turnover taXes. Profit taxes, which accounted
for less than 30 percent of budget revenue in 1980,
became increasingly important during the decade, ac
counting for 43 percent of the total in 1989. The relative
share of revenue from net import price differentials fell
gradually from 44 percent of the lotal in 1980 to
33 percent in 1989. Similarly. the share of revenue
derived from domestic turnover tAXes declined to one
sixth of lotal revenue from about one fifth over the
same period. Social security premia have consistently
accounted for more than one half of nontaX revenue.

While the ratio of revenues to GOP has remained
relatively stable over time. the share of revenues
received by local governments has increased substan
tially. The share of the latter was constant (at almost
30 percent of total revenue) in the first half of the
1980s but it began to increase in 1986, reaching Dearly
50 percent in 1989; the 1990 budget anticipated a
further large increase to 58 percent. The rising share
of local government revenues since 1986 results from
efforts to decentralize economic activity and pennit
more decision making at the local level. Consistent
with these efforts, local governments were given greater
access to taxes generated in their jurisdictions; some
state enterprises and cooperatives now pay taxes only
to local govemments. Local govemments also receive
a share of taxes paid by other enterprises within their
jurisdiction to the central govemment.

shonfalls. By the end of 1990, however. industrial
production difficulties and rising import prices had
reduced industry profits and budget revenue, as well
as the taX yield from import price differentials.



I from-higher impon prices of goods from the convenible
currency area. In the 1990 budget, material investment
outlays were cut back while investment in the non-

I material sector was held virtually unchanged; however,
both categories are estimated to have recorded reduc
tions. These cutbacks reftec:ted a policy dec:ision to
reduce spending in view of anticipated weakened

I domestic revenue performance; constraints on foreign
credits to finance invesunent and external current
account deficits; an expectation that enterprises would
finance more invesunent out of their own resources;

I and supply shortages facing the construction industry
from both domestic (for example, bricks) and foreign
(for example, metallic rods) sources.

I
The share of local government expenditures in bud

getary outlays has shifted sharply. This share declined
steadily from about 46 percent in 1975 to about 35
percent by 1985. However I in 1986 local government

I expenditures jumped substantially and rose rapidly
through 1989, when their share of budgetary outlays
reached 49 percent of the total. This marked increase
in local government spending was associated with

I reforms granting greater scope for ec:onomic dec:ision
making to local entities. These reforms led to large
increases in outlays to meet local social needs, in
panicular for schools and hospitals. At the end of 1989,

I social and cultural programs accounted for about 55
percent of local government expenditures.

I Finane"g

Historically, the budget was elaborated by limiting
spending to available financing-including domestic

I
revenues and foreign aid-with the central government
not making systematic use of domestic bank credit.
Revenue shortfalls led to cuts in expenditures, while
end-of-year financing needs were met by advancing tax

I payments from state enterprises or by delaying subsidy
transfers.

In 1989, foreign loan disbursements-paralleling the
reduction in foreign-financed invesunent-fell by about

14112 percentage points of GDP, to 151f2 percent. How
ever, the authorities dec:ided to discontinue disguised
financing of the budget through the enterprises, and
the shortfall in revenue was financed by drawing down

I the Government's contingency reserve held on deposit
with the State Bank.

I Monetary Developments

Monetary policy in Mongolia has traditionally been
passive. The monopoly State Bank, which performs

I central banking and commercial banking functions, has
accommodated credit demands to ensure that the output
and investment objectives specified in the annual plan
are met. Nevertheless, between 1985 and 1989 domesticI credit expansion was modest-less than 2 percent •

I
I
1

year on average-while broad money (M2) growth
averaged about I percent a year during this period!9
(Table 5). Currency in circulation, however, rose at an
average annual rate of 9 percent. This shift to liquid
assets coincided with I reduction in 1986 of deposit
interest rates, from 6-8 percent a year to 3-4 percent.
Nevertheless, at the end of 1989, currency continued
to account for only about 10 percent of total monetary
liabilities. In January 199I, the structure of term
deposits was ~vised, and deposits with maturities of
three and five years were introduced. Interest rates on
term deposits were set at 4,5, or 8 percent, depending
on maturity.

Credit

The structure and destination of credit changed
significantly during the 19705 and 19805 (Chart 3). In
1970, shon-term credit Iccounted for 93 percent of
credit outstanding. However, new longer-term loans
we~ introduced in 1986 for capital investment, and
the share of short-term credit in the total dec:lined
thereafter, to three fourths by 1989. Outstanding short
and long-term credit to trade and warehousing enter
prises Iccounted for over 60 percent of total credit in
1970; that to industry, for 18 percent; and to agriculture,
for 8 percent. By 1989, credit expanded to the con
struction, transportation, and communications sectors,
owing to their increasing importance in the five-year
plan. Credit outstanding to trade and warehousing
enterprises dec:lined by 20 percentage points, while that
to agriculture-mainJy for state farms-inc:reased by
10 percentage points; the share directed to industry
~mained stable.

Year-end credit outstanding remained virtually un
changed It lbout Tug 7.9 billion between 1986 and
1989. However, the composition changed slightly, with
credit extended to state enterprises falling and recourse
to bank credit by state cooperatives and the private
sector expanding. At the end of 1989, nevertheless,
credit to the state enterprises continued to account for
about 95 percent of total credit outstanding; credit to
state cooperatives accounted for 4 percent and credit
to the private sector, 1 percent. State enterprises had
greater self-financing capacity, in pan because of the
1986 wholesale price reform and the modification in
tax policy to allow enterprises to retain I larger share
of their pretax profits. One element responsible for the
increase in recourse to bank credit by the state coop
eratives-which are concentrated in the agricultural
sector-was the wholesale price refonn of 1986 and

"MODetar)' ICcounlS data were lint consolidated ICCOrdina 10
1eIidellC}' criteria and by lype of eeooomic: unit in Auaust 1990.
Tbese lCc:ounts. however. include some balanc:ina items in "ocher
items. Del" that do DOl correspond to cash lI'ansactions, Further
improvements in ac:c:ount c:lassification Ire Deeded if -tar)' data
are to be used to JlIide economic: polic:y.
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the introduction of limited price flexibility for retail
goods in 1988-89, with no changes made to farmgate
prices. By the end of 1989, some cooperatives were
clearly banlcrupt. In April 1990, the Council of Min
isters acted to cancel Tug 45 million of outstanding
credit (about 13 percent of the total) and rescheduled
It zero interest an additional Tug 90 million for payment
in the year 2000. Credit to the private sector, although
remaining a small proportion of the total, bas JrOWD
strongly since 1988, reflecting the shift in govemment
policy to encourage private cooperatives.

Deposits

Current account balances Iccount for about 70 per
cent of the State Bank's monetary (defined as money
plus quasi-money) liabilities. Almost 90 percent of
outstanding balances are held by state enterprises, with
the remainder held by state agricultural cooperatives.
Outstanding current account balances increased mar
ginally between 1985 and 1989, although the improved
financial position of some agricultural cooperatives in
1989 spurred an increase of 7 percent in balances held
by state cooperatives in that year.

BEST AVAlLABLE DOCUMENT
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Savings and term deposits of the private sector
account for lbout 15 percent of broad money. The
growth of private financial savings bas slowed since
1985 to Jess than 5 percent I year, on Iverage, from
more than 8~ percent annually in the first half of the
decade. This trend reftects three principal influences:
peater availability of imported consumer goods since
1985 because of a change in government policy; the
halving of interest rates paid on savings in 1986; and
increases in selected retail prices since 1988 without a
concomitant adjustment to average wages.

Foreign currency deposits peaked It Tug 427 million
in 1987 but fell sharply thereafter; It the end of 1989
they amounted to only Tug 137 million. The decline
stemmed from the elimination of the trading monopoly
of the foreign trade companies; pennission given to
state enterprises to import on I self-financed basis; and
• modest easing of restrictions on imports of consumer
800ds.

Interest Rates

Interest rates on both loans and deposits in Mongolia
are Jow, and rates have not been used for allocating

I
I
I

I
I

-I
I
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Prior to 1986, deposits without a specified maturity
in either domestic or foreign currency~arned6 percent
• year, while term deposits earned 8 percent. In 1986,
long-term loans with 2 percent interest were introduced
to encourage state enterprises to undertake investment
without receiving government transfers. The financing
for such loans was directly linked to the amount of
household savings that could be mobilized. To minimize
the impact of the negative differential between lending
and deposit rates on state bank finances, savings deposit
rates were lowered to 3-4 percent. Rates on foreign
currency deposits were reduced in tandem. Losses
incurred by the State Bank from the remaining negative
spread have been offset by financial intermediation of
funds held in non-interest-bearing accounts and, since
1988, by profits realized from a small foreign exchange
dealing operation.

In January 1991. the structure of term deposits was
modified to introduce financial instruments of varying
maturities. Deposits canying a one-year maturity will
continue to earn 4 percent interest, while those with
three, and five and more years will earn interest at
5 percent and 8 percent, respectively.

,. While I consolidaled balance of paymeDU has been pepared.
trends 5hould be inlCTpreled cluliously. Transactions 'Nilb Ddler
CMEA memben. before 1991. were valued in lmnS oftransfmble
",bles. Conversion inlo U.S. dollars II the official Mongolian IaleS
of eltchange arc Ihoughl to 5ignificlnlly overstale Ibe value of such
InnsaClions. Nncnhelcss. if a1lemalivc transferable nableJdolJar
ratc50-5uch as Ibe implicil cross ratcl mainlained b)' Bulgaria-«n:
used al • proxy 10 adjusl for the overvaluation. similar trench are
observed; the cun-ent accounl deficit is estimated 10 MVC declined
by 15 percenla,e poinls 10 29 percent of GOP between 1986 and
1~9. .

Balance of Payments

Recent Developments
The structure of Mongolia's external transactions has

changed considerably since the mid-J980s (Chan 4).
Key changes have been the increasing proportion of
exports directed to the convertible cumncy area and
the reduC'tion in imports of goods and services and
financing under turnkey projects from the CMEA area.
As a result, the consolidated external current account
deficit. which peaked at 36 percent of GOP in 1986,
narrowed gradually to 24 percent of GOP in 1989.21

Foreign exchange holdings increased from $52 million
at the end of 1985 to $121 miJlion at the end of 1989
<Table 6).

Export earnings rose by 30 percent in 1986. despite
a 6 percent drop in unit prices, in line with agreements
reached under the I98~90 arrangement to reduce the
trade deficit with the U.S.S.R. Construction materials
and agricultural raw materials, mainly food, were
redirected from the domestic market to the foreign
sector. This more than offset the drop in earnings from

-
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I
:redit or for mobilizing financial resources. Indeed,
,ey loan interest rates are lower than deposit rates.

The highest lending rates. ~IO percent a year, serve
1 punitive function and are associated with delays and

I
Jefaults on loan payments. loans for "current asset
hortfalls" of state enterprises. and loans to clear
:Jtrapublic sector payments arrears.20 Loans to the
griculturaJ sector for all types of credit are made at

I.'referential rates, with interest on short·term loans set
! either 0.5 percent (for financing of the state fodder
eserve), or I percent (for crop financing). Industries
ngaged in producing and processing agricultural raw

I naterials also receive a preferential rate of I percent.
>,'hile all other short-term and long-term lending rates
'arry a 2 percent rate of interest.

Interest is paid on savings deposits and foreign
lurrency deposits based on the maturity of the deposit.

:JI) The role of Ihe Slate Bm\;. in faeililaling paymenll belween
conomic unllS and the hmilalionl on Ibe use of wch credits arcI :scribed in AppendIx II.
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zr Whea M1justed for the overvaluation of the Il'alUferable ruble
implied by Ihe Buliarian commercial exchange rates. 1M share of
CMEA expons and imports in the touJ in 1989 would fall to
79 percent and 88 percent, respectiyely.

Dire~on of Trade

Mongolia's exterDal trade bas traditionally been
directed to the CMEA area, which accounted for about
97 percent of trade turnover during 197~3. Since
1984, trade patterns have shifted, and by 1989 the
eMEA area accounted for 90 percent of exports and
93 percent of imponS.22 The U.S.S.R. has remained
Mongolia's main trading partner, accounting for
90 percent of the trade turnover with the CMEA area.
Other CMEA trade partners are, in order of importance,
Czeehoslovakia, Bulgaria, and Poland. Trade under
bilateral clearing mangcments accounted for about
2 percent of total trade transactions during 1980-88
but increased to 3 percent in 1989. Of the three countries
with which such mangements were maintained,
Yugoslavia was the principal market for Mongolian
exports, while China was the main source of imports;
trade with the Democratic People's Republic of Korea
constitutes less than 1 percent of the total. In
earl)' 1991, bilateral mangements with Yugoslavia and

Struc:eure of Current Transactions

Imports rose by 32 percent in 1986 partly because
of higher prices stipulated in the 1986-90 CMEA trade
arrangements. In addition, imports of machinery and
equipment rose by 8 percent in 1986 as the five-year
plan commenced and payments associated with turnkey
projects pew sharply. Total payments for goods and
services remained constant in 1987-88 but fell in 1989.
This reduction reflected the renegotiated lower import
price for petroleum products and the reordering of
investment priorities to reduce the importance of large
scale projects, as well as I government decision to •
constrain equipment imports from the CMEA area. At
the same time, imports-particularly ofconsumergoods
from the convenible currency area-rose by 50 percent.
In late 1989 and early 1990, Mongolia imported, on a
self-financing basis, goods associated with the construc
tion of a botel that is being jointly developed with
Yugoslavia.

These import trends appear to have been sustained
in 1990. CMEA trading partners reportedly were in
creasingly reluctant to supply goods for settlement in
transferable rubles, and shonages of key imported
inputs (such as chemicals, petroleum products, and
construction goods) were recorded. The growth in
imports from the convenible c:wrenc)' area continued
to be constrained, although consumer goods imports
expanded. Foreign cumDC)' reserves remained above
$100 million as of the end of August 1990.

t_·~·~1
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some agricultural raw materials, panicularly leather,
for which supplies had been reduced IS herds were
being rebuilt. Exports continued to expand in 1987-88
as animal slaughter returned to DOnnal and IS new
capacity for processing cashmere, principally for export

. to the convertible currency area, came on stream. In
1989, however, export earnings declined by 4 percent,
mainly because of the impact of drought OD agricultural
output. Exports appear to have remained depressed in
1990, in part because of uncertainties sutTOunding the
future of CMEA trade and payments arrangements.
Nevertheless, exports to the convertible currenc)' area
have continued to expand. They pew by over
SO percent in 1989, buoyed by the introduction of
export subsidies that raised selected domestic producer
prices for those goods shipped to the convenible
currency area above those shipped to the CMEA area.
In 1990, these exports are estimated to have increased
further, in part because of the devaluation of the tugrik
againsl the U.S. dollar from Tug 3to Tug 5.63 in July
1990, while the tugrik/transferable ruble rate has re
mained unchanged at Tug 4.44.

I
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64 million transferable rubles in 1973 to 207 million
transferable rubles in 1977 owed largely to the rapid
expansion in industry and mining-particularly of joinl
ventures-during this period, In 1981, inflows of goods
and payments for services under these projects jumped.
peaking at 365 million transferable rubles in 1986, as
the composition of project financing changed. The
subsequent reduction mirrored the shift in government
investment priorities away from large-scale industrial

&I Dall 011 the composition of nded JoocIs In: available OIIly
through 1988.

Commodity Compositionz.J

Expons consist mainly of minerals, light manufac
tures, and animal by-products (Chart 5). Staning in the
late 19705, mineral exports (principally copper con
centrates and molybdenum) rose sharply; by 1982,
these accounted for almost 40 percent of total export
earnings. This reflected the entry into production of
new mines and processing plants at Erdenel. Mongolia
also exports a small amount of brown coal, tin, and
gold. The major nonmineral exports are meat and
livestock (8 percent of exports), ready-made garments
(8 percent). wool (7 percent). and cashmere (2 percent).
Cashmere exports are directed mainly to the convertible
currency area, and the cashmere industry was an early
beneficiary of direct foreign investment from this area.

lmpons of machinery, equipment, motor vehicles,
and petroleum products account for about 70 percent
of total imports. The value of imported petroleum
products. obtained solely from the U.S.S.R., rose from
10 percent of the total in 1970 to 14 percent in 1980
and further to 20 percent in 1988. This rise reflected
the expansion of industrial activity and the increase in
world oil prices in the late 19705 and early 19805.
Machinef)' imports during the 1980s accounted for
about 45 percent of the total, although their share rose
temporarily in 1982 because of imports of mining and
electrical generating and transmitting equipment asso
ciated with expanded production capacity in these
sectors. Major subcomponents of machinery imports
in 1988 were mining equipment. engineering equipment
related to irrigation and electric power projects, agri
cultural machinery, and motor vehicles. Other cate
gories of imports include manufactured consumer goods
(15 percent of imports in 1988), food products
(6 percentl. and minerals (6 percent).

Turnkey projects rose steadily through the 1970s and
1980s. and accounted for about 40 percent of current
payments in 1986; thereafter their share declined grad
ually. to 23 percent in 1989. The steady increase from

China were dissolved and replaced by trade in con
vertible currencies.

The share of trade with the convertible currency area
expanded during the last half of the 1980s. By 1989,
exports to this area accounted for 7 percent of the total
(compared with less than 2 percent in 1980-83), while
imports from this area rose to 4112 percent of total. The
major export markets are Japan (51 percent of total
convertible currency exports in 1989), Switzerland
(16 percent), the Netherlands (12 percent), and the
United Kingdom (10 percent). The most important
sources of imports are Austria (24 percent ofconvertible
currency imports in 1989), Japan (17 percent), Gennany
(15 percent), and the Netherlands (10 percent).
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Debt and Debt Service

Mongolia's outstanding external indebtedness is to
other centrally planned economies, and, except for a .

Capital Account

Capital transactions have been limited, until recently,
to project loans and trade financing provided by other
CMEA countries, particularly the U.S.S.R. Loans
generally carry a IS-year maturity, although actual
amortization payments are determined through bilateral
negotiation in the context of the five-year arrangements.
Technical assistance loans-including those for turnkey
projects and equipment-accounted for about two thirds
of capital inftows on average during the last two
decades. but the proportion rose to over 80 percent
during 1975-80. This temporary increase was attrib
utable to the shift in a portion of Soviet trade financing
to a grant basis during this period. In addition, this
increase paralleled the rise in large joint-venture projects
in the mining sector. In accordance with the Govem
ment's reordering of investment priorities, the share of
financing for turnkey projects declined by 7 percentage
points between 1986 and 1989. to 4 J percent of the
total.

interest payments associated with the rapidly increasing
debt to the U.S.S.R. CMEA loans carT)' a 1.5-2 percent
annual interest rate. Interest is due only on debt
accumulated under the five-year arrangement in forc:e;
interest on debt accumulated prior co this five-year
arrangement is capitalized. No interest is charged on
deferred amortization of principal. In practice, Dow
ever. the amount of interest due during the five-year
arrangement has been SUbject to annual negotiation.

Interest payments to the CMEA area more than
doubled to 63 million transferable rubles during the
five years ending in 1980, compared with payments
made under the previous five-year arrangement; they
almost doubled again, to 115 million transferable
rubles, during 1981-85. This increase reftected interest
payments on loans for large-scale investments, and for
trade financing (as this aid shifted from a pant to a
loan basis in 1981). However, agreement was reached
with the U.S.S.R. to reduce interest payments dwing
198£>-90. and interest payments during this period
totaled 69 million transferable rubles.

From the mid-I 980s, earnings from the transshipment
of goods between the U.S.S.R. and China rose in line
with the easing of Sino-Soviet tensions and the expan
sion of trade between these countries.

Mongolia has generally received only negligible
transfers from official sources or from the private
sector. The sole exception was during 1976-80, when
some Soviet financing was provided on a grant basis;
cumulatively. these grants amounted to 300 milJion
transferable rubles.

projects; in 1989, payments for turnkey projects were
one fowth below their peak.

;M Fon:i,n tTadC: prices were Delotialed \Isinl die world market
price only as a ~fe~nce. 11le KtIIaI c:ontrae:t price look into ac:e:ount
such elemc:nts as a pc:rc:eived lnnsitOT)' tIue:tllalion ill world market
prices••lIe~ed effects or impc:rfc:c:l c:ompc:tition. and the relative
bargaininl power of the CMEA tradinl partners. See Thomas A.
Wolf. "On the Conversion of Ruble Trade Flows into Dollars:'
Journal ofCompara'iv~ £cono",icS. 1987. pp. '58-71.

Service. and Transfers

I Mongolia has traditionally recorded deficits in service
transactions, mainly because of the high cost of shipping
(owing to its landlocked position) and because of

I
I

Term. of Trade

Prior to 1991, virtually all traded-goods contract
prices were determined by government-ta-government
negotiation and, until 1989, all foreign trade was
channeled through state foreign trading enterprises. In
the case of trade with the convertible cumncy area,
the foreign company negotiated with the Mongolian
state foreign trading enterprise. Contracts specified
shipment to Mongolia both on an f.o.b. and a d.f.
basis. Notionally, from 1972 to 1985, trade among
CMEA members was conducted at market-related prices;
that is, the contract price was set equal to a five-year
moving average of world market reference prices. This
procedure, however, did not produce clear guidelines
on pricing for goods other than raw materials. Semi
processed and processed products accounted for about
three fourths of Mongolia's imports and, hence, contract
prices for most CMEA trade were also determined
through bilateral negotiations.2·In 1986, CMEA traded
goods prices were rebased to reflect prevailing world

I
market prices and were fixed thereafter.

Mongolia's terms of trade with the convertible cur
rency area followed an erratic path during 198~88,

without establishing any trend for the period as a whole.

I The small number of products and the limited coverage
of the tradea goods price indices are the main reasons.
During 1980-85, Mongolia's terms of trade with the
CMEA area deteriorated by 14 percent as import prices

I (measured in transferable rubles) rose by 46 percent
and export prices by 25 percent. The sharp increase in
import prices was due to higher prices for petroleum
and heavy machinery. The rebasing of prices in 1986

I resulted in a further 12 percent deterioration in Mon
golia's terms of trade; import prices were raised by
6 percent, and export prices fell by 6 percent. The

I
application of fixed prices thereafter prevented Mon
golia from benefiting from the decline in world petro
leum prices or from the doubling of world copper
prices during I98f>-89. In 1989, the petroleum price

I was renegotiated downward. contributing to a substan
tial fall in the value of imports for that year.

I
I

I
I
I
I

I
I
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small Joan outstanding to China, is denominated in
transferable rubles and is on concessional ternts. About
98 percent of total debt is owed to the U.S.S.R.• with
the remainder held by. in order of importance. Czech
oslovakia, Hungary, Gennany.~ Poland. Bulgaria. and
Romania.

Outstanding external debt rose sb8.!ply during the
19805. from 3.4 billion transferable rubles at the end
of 1980 to 9.9 billion transferable rubles at the end of
1989. Technical assistance loans accounted for tw~

thirds of Soviet debt outstanding at the end of 1989.
The increase in the stock of debt reflected. in pan. the
return of Soviet financing to a loan basis in 1981; it
was also the result of the sustained large CUlTCnt ICCOUnt
deficits with the U.S.S.R. and the rising imponance
of rumJeey projects during the first balf of the 19805.
Under the 1986-90 bilateral arrangement. agreement
was reached for partial payment of debt service falling
due to the U.S.S.R. Principal falling due on loans
related to joint-venture financing has been paid. while
that due on direct government-ta-government loans has
been defeJTed.

Since early 1990. government-ta-government dis
cussions have taken place. and a bilateral comminee
fanned, to address the large Soviet debt. Agreement
bas been reached, in principle, that die solution will
not place an undue burden on Mongolia or impede its
economic development. Remaining outstanding issues
include the size of the debt outstanding, which is linked
to the appropriateness of the earlier valuation of trade; .
the currency in which the debt is to be valued; the
appropriate conversion rate between the transferable
ruble and convertible CUI'1'Cncies; and repayment terms.

Exchange SystemU

Historically. the exchange rate bas DOt played an
important aIloc:ative role in Mongolia. since prices have
traditionally been set administratively and ~urces

have been allocated .ccording to centralized plans.
Rates served to re~xpress prices, foreign contracts,
and other obligations in alternative units of account.
Price distortions exist .t every level of production and
distribution. and are partially compensated for by the
complex system of budgetary subsidies and taxes.
Subsidies and taXes applied to traded goods bave had
the additional effect ofdelinking foreign contract prices.
convened into tugriks at the commercial excbange rate.
from the corresponding domestic wholesale and pra
ducer prices. Moreover, the fixing of CMEA-traded

:II Formerly. !be CiemwI Demomtic Republic.
• The ClUT'ClICy of Moo,olia if dlc IUpU (lOO IDOII'O • Tu, I).

Monlolia maintains a complex system of excbanle rates viI·A·vIs
convertible IIId lIOIlConvertible cumncies and maintains multiple
cxchange nles. The hislorical VaiUltion of dlc 1U,nk if outlined in
Appendix DI. There are DO spreads between buyin,lDd acllini rates
8nd DO forward exclw1ge IrInSaCtions.

goods prices from 1986 limited the extent to which
changes in international prices affected domestic alia
cative decisions at the central planning level.

Since 1988, the role of the exchange rate as an
allocative instrument bas expanded. A noncommercial
rate of exchange between the tugrik and the U.S. dollar
was introduced in 1988 with the intention of encour·
aging foreign exchange surrender;· accordingIy• the
applicable rate was substantially more depreciated than
that used for commercial transactions. In June 1990.
the tugrik was devalued against the dollar for com·
mercial transactions as a first step toward changing
relative prices and encouraging expons to the conven
ible currency area.

Convertible Currencies

Before J913. the rate of exchange was fixed at
Tug 4 per U.S. dollar. equal to the ratio of the gold
contents of the respective currencies. From 1973 to
July 1990. the commercial rate of exchaJige for the
dollar was based on the cross-rate between the official
rate for the transferable ruble. to which the tugrik was
pegged. and the International Bank for Economic
Cooperation's (!BEe) transferable ruble/dollar rate.
However, adjustmeDts to chaDges in the transferable
ruble/dollar rate were DOl automatically adopted. The
tugrik/dollar rate was adjusted in line with the mEC

. me only when this would raise the tugrik value of
convertible currency reserve boldings; otherwise. the
rate remained unchanged. Since July 1990. the tugrik
bas been pegged to the U.S. dollar. In July 1990, a
"base rate" was calculated and set at Tug 5.63 per
dollar.21 Since then. the base exchange rate bas been
adjusted monthly, based on movements in the U.S.

I dollar exchange rates vis-l-vis othermajor currencies.2f

The commercial rate was adjusted in this way for the
first time in August.29 •

From J988, Mongolia bas also maintained a non
commercial exchange rate, of Tug 20 per U.S. dollar;
in early 1991 the tugrik was devalued to Tug 40 per

II Tbc base rate was cakulated 011 Ibe bail of • aub5et of acrni·
pnx:eued IDd IIWIWICtIltCd cxport producu valued II dorne5tic
wbolelale prices. CGIIIpIt'ed with die value bucd 011 foreip coatnet
prices. ill J988.

• Tbc IDOIIthly _justment if caJcWated by muitiplyilll! lbe base
rate by III adjustment factor equal to Ihe perc:elllage lIJlP"eCillion of
die V.S. dollar api.Dst • buket ofeiJhI major COIIvertibie ClUT'ClICieS
c!urin,!be last five days of Ihe previous IDOIIth. The CUtTencies~
die AU5triaD Khilling. dlc CIDIdiIII dollar. die deul.5dIe mart. lbe
French fnnt, die Jwilll lin. die JIIJ'IIWSC yen, Ibe pound sterling.
IJld !be Swiss franc. The buket is wci,hlecfby tnde IUtIIover. IuJ
-.JjU5tment of die exchange rate can abo be lriUeted before the
be,inning of • DeW IDOIIth if die adjustme1lt factor c:hanl!es by more
dlan 2 percenl; to dale, Ibis option has DOC beeu used.

It During die lasl five days of July. 1M dollar depreciated Igainst
die blslcel by 1.25 percent; mus. 011 Aupst 2 die COrtunel'tlaJ nte
"'15 act It Tug 5.5S96 per dollar. rrpr'eletlting I 1.25 percent
appreciation of dlc IUgrik Rlative to die base nle.
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V.S. jollar for noncommercial transactions. This rate
is available only to Mongolian nationals, who may sell
foreign exchange to the State Bank and who may also
purchase foreign exchange from the State Bank for
tourism purposes. On August 30, 1990, an officially
sanctioned exchange auction among state enterprises
and cooperatives (excluding budget-supponed or loss
making enterprises) and private cooperatives was held;
individuals could not panicipate. The State Bank acted
as broker as well as participating as a seller. Initial
clearing bids ranged from Tug 45 to Tug 90 per U.S.
dollar. This result, however, must be interpreted cau
tiously. A very small amount of foreign exchange was
available, and the State Bank did not supply foreign
exchange in the first auction. Although loss-making
state enterprises were prevented from participating,
many of the new private sector cooperatives and state
agricultural cooperatives were unable to supply financial
accounts but were permitted to panicipate. Subse
quently, some bidders were unable to complete the
purchase because of the lack of domestic currency.
Clearing bids at subsequent auctions through year-end
were reponed to have settled around Tug 4S per U.S.
dollar. The volume of transactions also increased, but
at about $1 million-still remains relatively small.

Nonconvertible Currencies

Mongolia, as a CMEA member, conducted trans
actions through the end of 1990 with other member
countries in transferable rubles through the IBEe. The
exchange rate for commercial transactions had been
fixed since 1961 at Tug 4.444 per transferable ruble.30

Jll This nte reftects the historical lold puities of the U.S.S.R.
nable and !he tugrik. IS well IS die CWTeIICY reform ill die U.S.S.R.
From 1927 lO 1960 die rugriklU.S.S.R. ruble exchance nle WIS al
par. aDd both c:urTen<:ies bad a lold eonlenl of 222.168 millignms
of 6ne lold. 011 lanlW)' I. 1961. wben die lJ.S.S.R. .iDtrodlU:Cd

f

Since the beginning of 1991, transactions among CMEA
members have shifted to world market pricing with
settlement in convenible currencies. The tugriJcltrans
ferable ruble rate will thus no longer apply, except for
historical purposes.

Prior to 1991•• noncommercial exchange rate was
used for a modest amount of international transactions
at the retail level (for example, the costs of embassies
of CMEA members; living expenses of students; and
tourism). Exchange rates for retail transactions were
set according to 1963 and 1971 agreements3J among
CMEA members on noncommercial payments; these
specified I retail markup coefficient equal to the ratio
of retail prices to wholesale prices in the U.S.S.R.
This coefficient32 was applied to the tugrikIV.S.S.R.
ruble rate» when balances in transferable rubles at the
IBEe were exchanged for U.S.S.R. rubles and trans
femd into correspondent accounts held in the respective
central banks. Based on the last coefficient, the implied
noncommercial exchange rate was Tug 6.69 per trans
ferable ruble during 1990.

the new "bard" ruble and lei its ,old CClDICIlt equal lO 987.412
milligrams of fiDe ,old. the ,old COIlICllt of Ibe IUpik WIS DOC
chan,ed.

J'These~ were·entitled "The Ap'eeJneIU oa Ibe Use of
• Usl of NClllCommertiai PaymeDIS aDd a Factor for Coavcnill,
Amounts of NODl:OIDJIIa'C:i Paymems .iDlO Tnnsfenble Rubles."

» The retail martup coeffic:ienl was sel equal 10 the ntio of Ibe
value of a basket of 7SO COIISIIJnet ,oads I! retail prices to the value
of die lame baska I! wholesale prices. The basket weights were
specified ill tbe muili1atenl Apecmenl OD NOIlCOIIIJZICfci Payments.
Before 1971. dle coefficielll WIS equallO 3.4. In 1971, it was sell!
2.3; it WIS IUbscquemJy IdjllSlCd lO 1.9 ill 1976. to 1.7 ill 1980.
and to 1.6 .iD 1986.

»ReWI InIlSaCtioas took place I! dle IIOIItOIIU!Ie'I laIC of
Till 4.18 per U.S.S.R. ruble. a nJe aublisbed ill 1963 oolbe basis
of purcbasinl power parity cakulatiOll.S. This excbance nJe equaled
Ihe ntio of tbe yalue in IIIJrib of a basket of COIlSUmer loads (die
lame baskelllled 10 caJtuJale tile U.S.S.R. rub1eJlraDsfenbie Nble
cuhange nJe) to tile value of tbe baska .iD U.S.S.R. Nbles. both
measured I! reIai.I pric:es.
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IV Toward a Market Economy
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The Medium-Term Path of Reform

The new Government intends to sustain and deepen
the process of transfonnation, and it expect.s to complete
the introduction of key refonns during the next three
years. The main priorities are to improve rural living
standards and reduce unemployment. Privatization
measures under consideration include the return of state
herds, and the sale or lease of some state enterprises
and private sector equity participation in others. Laws
to protect private ownership rights and facilitate the
transfer of propeny are being drafted and are expected
to be introduced by mid-I991.

Following the increase in administered prices in
January 1991, a phased program of price liberalization
is expected to be implemented so that most commodity
prices would be freely detennined by the market. Prices
of goods remaining subject to government intervention
are estimated to account for only one fifth of all prices
by the end of 1991 and to cover meat, milk, flour, .
eggs, children's clothing. coal, and public utilities
(such IS electricity and water). Preliminary plans en
visage the early decontrol of prices of luxury consumer
goods. At the same time. imports of consumer goods
are to be increased to dampen the potential inflationary
impact of price liberalization measures. Prices of se
lected raw material inputs, mainly of agricultural raw
materials. will be allowed to fluctuate within a range.
However. production of agricultural goods in excess
of state orders can continue to be freely marketed.

Wage policy will increasingly be detennined at the
enterprise level, in accordance with the policy of
granting greateroperating autonomy to state enterprise~

A new pension law has been drafted and is expected
to be passed by the Baga Khura/during 1991. Currently,
pensions are based on documented average earnings in
the most recent 5 years preceding retirement. However,
because herdsmen often cannot fully document their
income, and yearly income can fluctuate widely, pen
sions have inadvertently been reduced. Proposed pen
sion revisions would enable herdsmen to make pension
claims based on an average of any 5 years within the
most recent IS-year period before retirement. Workers
with over 25 years of service would also be able to
claim higher pension payments. The proposed revision
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will also enable enterprises to set up supplementary
pension funds for their workers.

Consistent with ongoing political reforms and a
commitment to shifting to a market-based economic
system, the Mongolian authorities are planning su~

stantial changes in budgetary operations. The elimi
nation of the State Planning Committee in September
1990 is consistent with this intention. A major objective
is to reduce the role of government in the economy;
indeed, budgetary expenditures are expected to fall
from the current 6S percent ofGDP to below 50 percent
during 1991-95. Expenditure cutbacks are planned for
various categories. Increases in prices of agricultural
raw materials eliminated the need for most existing
production subsidies to the agricultural sector, and
subsidies f9r most loss-making state enterprises have
been eliminated as a result of the January 1991 retail
price adjustments. Subsidies for imports have also been

.largely eliminated, and domestic prices are expected
to continue to be realigned with international prices to
prevent their re-emergence. Consideration is also being
given to introducing selected user fees to cut the
considerable budget outlays on free education and health
care, while retaining protection for low-income fami
lies. The rationalization of the number of ministries in
late 1990 is expected to lead to further cuts in admin
istrative costs as additional workers are let go. While
new job opportunities are expected to be generated by
the private sector, the authorities are considering meas
ures to ameliorate the impact on workers during the
transition period. Finally, enterprises will also be
expected to cover a much higher perceotage of their
investment needs out of their own resources or with
bonowed funds. reducing budget outlays for this pur
pose and, concomitantly, reducing the need for tax
revenues. .

Changes in budgetary practices are required to reflect
the expected liberalization of domestic prices as well
as the change in CMEA trade pricing and settlement
practices. A direct result of these measures is expected
to be a drop in domestic and foreign revenues in 1991.
Tax refonn aims at expanding the tax base and im
proving the elasticity of the tax system; the authorities
have initiated efforts to strengthen tax administration.
These goals are to be achieved by introducing personal
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I
income and customs taxation and by expanding the

I
coverage of taxes on corporate profits. Custom duties
were introduced in early 1991. although some impons
continue to be taxed on the basis of •'price differentials"
as a transitional measure. Reform proposals also seck

I to resttucture the domestic turnover tax from its current
fonn-which is similar to an "excess profits tax"--to
one that more closely resembles a sales tax. Enterprises
earning above-average profits may also be subject to

I new assessments to finance remaining outlays on ed
ucation and social security. Price and enterprise refonns
are expected to result in greater efficiency and profits
over the medium term, thereby boosting budgetary

I revenue.
Financial sector reform will concentrate on separating

the commercial and central banking functions of the

I
State Bank, introducing independent bank supervision
and developing indirect monetat)' policy insttuments.
To this end, a central banking law is expected to be
considered by the Baga Khural in March 1991. As.

I
first step, the selected assets and liabilities of the State
Bank will be separated when three new commercial
banks are formed. Recent proposals for banking reform
include the development of money and stock markets,

I expansion and improvement of the system of check
clearing, development of instruments of indirect mon
etary management, and establishment of • separate
entity for bank supervision.

I Reforms will also be taken in the areas of tariffs and
the exchange and payments system. Given the limited
administrative capacity, the authorities are considering
the introduction of a six-level tariff employing the

I Harmonize System nomenclature, thereby limiting the
number of tariff positions to about five thousand. As
a transitional measure, however, a simplified interim

I
schedule covering five hundred tariff positions will be
implemented. New commercial arrangements, includ
ing most-favoTed-nation agreements with countries of
the convenible currency area, are expected to increase

I trade with this region; moreover, the new Foreign
Investment Law is expected to stimulate funher direct
investment from the convenible currency area. New
free economic zones are to be established in mineralI rich areas with adequate transportation infrasttucture.

Challenges and Outlook

I The implementation of Mongolia's ambitious and
wide-ranging reform program, in the context of a stable

I
economic environment, will require improvement in
the timeliness and presentation of economic data,
increased familiarity with indirect tools of macroeco
nomic management, and enhanced administrative and

I
management capabilities. To this end, the authorities
are seeking foreign technical assistance, including from
the lMF. Nevenheless, over the shon term, price

I
I

liberalization can be expected to boost inflation rates
well above historical levels, in view ofsupply shortages
and pent-up demand for consumer durables. Funher
more, substantial effons are required to reduce the
large budgetary and external current account deficits,
which are not sustainable over the medium term. The
unresolved overhang of external debt could impede
foreign invesbDent.

The current economic structure also constitutes a
formidable obstacle to transformation. Competition in
all economic spheres is limited. State enterprises main
tain monopoly control over key production activities,
and virtually all financial intermediation is through the
State Bank. the staff of which has had limited exposure
to assessing lending risk. Almost all capital assets,
including the housing stock, are owned by the Gov
ernment. While plans for privatization are being elab
orated, its pace will be hampered by the low levels of
income and financial savings of the population. Pro
duction is dependent on imponed inputs, and expons
are concentrated in raw materials; semi-processed and
manufactuTed goods would require substantial quality
improvements to compete internationally.

The difficulties inherent in Mongolia's economic
tnmsformation are being compounded by external shocks.
The new CMEA trading arrangements have led to a
reduction in the volume of trade and a deterioration in
Mongolia's terms of trade. The extent of the laner,
however, depends crucially on developments in world
petroleum markets. Estimates. before the Middle East
crisis, suggested that Mongolia's terms of trade would
improve marginally once CMEA trade shifted to world
market pricing. Because of Mongolia's historically
close links with the U.S.S.R.-inc:luding the integration
of production and transportation and electricity sys
te~e current economic difficulties of the U.S.S.R.
are expected to have an important economic impact
over the medium term. The breakdown ofSoviet central
planning and distribution has already worsened pro
duction bonlenecks arising from shonages of spare
parts and raw materials. The accelerated withdrawal of
Soviet technicians can be expected to place additional
strains on management capabilities. The reduction in
Soviet aid has funher aggravated the budget position.
which was already weakened by the loss of traditional
revenue sources.

Despite these considerations. Mongolia's longer
tenn prospects remain positive. The nascent private
sector has responded quickly to the easing of central
controls, as have investors from the convenible cur
rency area. The reforms. expected to be implemented
rapidly, are likely to improve the allocation of scarce
resources and the efficiency of production. Further
measures, including cuts in government subsidies and
spending for large scale projects, have been introduced
to help the domestic economy adjust to the prevailing
external situation. Moreover, the population, half of
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which continues to reside in rural areas, has exhibited
the resiliency needed to absorb the initial economic
adjusunents. With a small number of inhabitants and
vast natural resources combined with its concehtration
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of production in agriculture and agro-industries--in
which it has a comparative advantage-Mongolia is
well positioned to reactivate its economy quickly and
to translate growth into higher living standards.
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Government and Budget
Structure

z'd

I
The Constitution

I Under Mongolia's 1960 Constitution, which· estab
lished the central role of the public sector and the
MPRP, all land, natural resources, factories, transpor
tation, and banking organizations were designated state

I i'l'Openy. Individuals had the right of cooperative
:>wnership of public entetprises, including livestock.
Limited private ownership of herds (10 per individual

I
md SO per houSehold nationally, adjusted to IS and
7S, respectively, for herders in the Gobi) and of
raditional tent dwellings (ghers) was permitted.

Supreme power resided in the upper house, or

I
Jeople's Great KJwral, whose chairman was also a
nember of the MPRP politburo; the MPRP was des
gnated the sole political party. The election of 370
jeputies to the Great Khural took place once every five

I
years (1981 amendment to the Constitution) by uni
versal suffrage of the adult population over 18 years
:>fage; however, it met infrequently. The Saga Khural,
:he lower house or presidium forming the legislative

I body, was elected by the Great Khural, and its chairman
was head of state. A similar legislative structure existed
at the aimak (provincial) and somon (county) levels.

In April 1990, a transitional arrangement was put

I ~to place when selected amendments to the Constitu
tIOD were passed to legalize other political parties,
:liminate references to the central role of the MPRP,
;emove restrictions on private ownership, and restruc-

l :ure the Great Khural and the Baga Khural. Under
these amendments, the legislative branch of the Gov
:nunent continues to be divided into two bodies. Direct,

I
ieCT'Ct balloting is two-tiered: fint for the deputies to
the Great Khural, and second, for the party, to determine
the proportional representation in the Baga Khural. A
[l~W constitution, which is expected to provide for

I
dtreCt presidential elections, is being drafted for con
sideration in 1991.

Four hundred thirty deputies are elected to the Great
Khural and serve for five years. Representation is based

I on one deputy per ten thousand people in the urban
areas plus one deputy per somon, whose average
population in rural areas is five thousand. Sessions are
held only four times during the term unless an extraor·

I dinary session is convened by the majority of deputies,
the President, or the Baga Khural. The Great Khural

I
I
I

bas the power to adopt or amend the Constitution, elect
the President of the Republic, and appoint, upon
recommendation of the President, the Vice-President
who is also chairman of the Baga Khural, the Prime
Minister, the General Public Prosecutor, and the Chief
Justice of the Supreme Court.

The Baga Khural, the Government's legislative arm,
functioning on a daily basis and exercising powers of
law-making, supervision, and oversight, and bas ad
ministrative authority over the Government. It com
prises SO deputies, of whom 75 percent must be chosen
from the elected deputies of the Great Khural, and the
rest are appointed technical specialists. Each party
elects deputies in proportion to the votes that it received
in the general elections. The Baga Khural's powers
include enacting or amending laws, convoking the
Great Khural, approving Cabinet appointments of the
President, approving Supreme Court appointments of
the Chief Justice, and ratifying international agreements
and treaties.

Str-uctur-e of Govemment
The role and size of government began to expand

'rapidly in the late 19S05, reflecting the greater role of
central planning and the growth of urban centers and
industry. By the 19705, there were more than SO
ministries and state committees. Their functions were
gradually combined so that, by 1988. the number of
ministries and state committees bad been reduced to
20 and 8, respectively.

In 1989, the number of ministries was again reduced
through consolidation of those dealing with economic
matters, and some three thousand administrative posi
tions were abolished. After elections were held in 1990,
• new government structure was adopted in late Sep
tember, reducing the number of ministries to 11 and
establishing a state committee for environmental pro
1cc:tion (Chan 6). The State Committee for Social and
Economic Development,)4 which was responsible for
developing the five-year plan, setting and monitoring
prices, and maintaining economic statistics, was

.. Before 1989, chis comminee was called Ibc Slale Comminee
for PlanninglDd Ecooomy. For brevity. it is rcferftd 10 subsequently
u die Slale Plmning Committee.
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Chart 6. Structure of Government, October 1990
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abolished. Its functions have been assumed by the
Ministry of Finance, the new Ministry of Industry and
Trade (price regulations), and the Baga KhuraJ (eco
nomic statistics). The new Ministry for National De
velopment has assumed me functions of the State
Comminee for Science, Technology, and Higher
Ed',cation.

The state enterprise sector, which includes joim
ventures with foreign countries, encompasses a wide
variety ofgoods-producing activities, and transportation
and distribution services. State enterprises are owned
and supervised by the central government (ministries),
aimaks. or $Omons. Since 1989. enterprises have more
autonomy to make production and sales decisions.
Before September 1990, the Ministry of Heavy lndusuy35

" AI of September 1990. the functions of the Ministries of Heavy
Industry; AgnC'ulture. and Lighl and Food Industries; TTltlsporution;
ConstruC:lion; and Trade and Internalional Cooperalion wert assumed
by the MlIlistriel of Industry and Trade; Agriculture; Energy; and
Forrlgn Affain. Al the time of lhis paper', preparation. the dtslri·
bullon of functions was IlOI yet known. •
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was responsible for enterprises that produce coal and
other minerals, electricity, forest products, and metal
and machine products (mostly spare pans). These
enterprises account for about one third of national
income, 45 percent of exports, and employ fifty thou
sand worlcers, about 8 percent of the labor force. The
Ministry of Agriculture, and Ughl and Food Industries
oversaw enterprises that produce agricultural raw mao
terials, process agricultural raw materials (food, textiles
and clothing, and footwear and leather goods), and
produce basic consumer items (plastic and metal goods.
soap, matches, ceramics, and printed materials). The
Ministry ofConstruction was responsible for enterprises
involved in building houses, paving city streets, and
construction in agriculture and industry. The Ministry
of Transportation was responsible for enterprises that
construcl roads and bridges and that provide all forms
of transportation services. The Ministry of Trade and
International Cooperation was responsible for foreign
trade enterprises and domestic wholesale and retail
distribution establishments.

I
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Until the new Law on Cooperatives was passed in

I
l988, ministries also had control over state cooperatives
for example, animal husbandry and construction) in
.heir sectors, but since 1989 these organizations have
;ained substantial autonomy, while remaining under

I
he supervision of their respective ministties. Never
heless, cooperatives must still satisfy state orders for
jelivery of goods at fixed prices and, in tum, receive
nputs at low fixed prices and budgetary subsidies to

I )ffset specific production costs (for example, of winter
'odder) or for welfare considerations (low·income co
)peratives). Since 1989, state cooperatives have been
.axed in a manner similar to state enterprises.

I '
3udget Coverage, Process, andI ~trueture Through 1990

_oyerage

I
The state budget consolidates the operations of the

entral government, 3 cities, 18 aimaks, and 351
:>mons. The city of Ulaanbaatar is included in the
~dget of the central government. The aimak and

I Jmon budgets arc administered by local boards in
anjunction with representatives from the Ministry of
~inance. The aimaks finance expenditure from laX
evenues collected directly from some state enterprises

I nd cooperatives within their jurisdictions and from
:ansfers from the central government. The somons
ave similar financing panerns except that transfers arc
:ceived from the aimaks. The operations of state

I nterprises arc not consolidated in the state budget,
Jt.hough they receive loans and transfers from the
udget and account for over two fifths of budgetary

I
~venue in the form of profit taxes. A substantial ponion
;f enterprise investment is financed by budgetary
Judays. Expenditures and the associated financing for
'Jrnkey projects (that is, those projects constructed

I
<>lely with foreign labor and material inputs) arc not
ncluded in the budget.

~udgetary ProcessI The budgetary process has been closely linked to the
'lanning process; however, both are in a period of
:ansition as political and economic reforms are being

I nstituted. Through the 1989 budget exercise, the central
'Jan, prepared by the State Planning Comminee, set
)hysical production targets and other parameters as the
'asis for allocating physical resources. The budget,

I 'Tepared under the supervision of the Ministry of
:inance, provided and allocated financial resources for
overnment operations consistent with plan targets.
Through the 1989 budget, the Ministry of Finance

I ·repared, on the basi~ of annual plan parameters,
antrol figures by June of each year and distributed

I

them to ministries, state committees, cities, and aimaks.
These entities, in tum, distributed control figures to
the local governments and local agencies under their
respective jurisdictions. Budget proposals were then
fannulated at the local levels, with the approval of the
local khurals, for consolidation with the aimaJc or city
budget and approval of the khurals at that level of
govcmment. The Ministry of Finance checked the
aimak, city, and miniStry budget proposals for consis
tency with the central plan, made adjustments, and
consolidated them for review by the Council of Min
isters the following October. Once the consolidated
budget was approved, it was reviewed by the Central
Comminee of the MPRP before receiving final approval
by the Great Khural. The Ministry of Fmance com
municated the overall budget limits approved for each
aimak and miniStry, leaving the final composition of
aimak budgetary expenditures to be determined at the
Ioc:allevel. The Ministry of Finance maintained control
over the execution of the budget, including the con
solidation of revenues of budgetary units in the stale
budget account and the disbursement of such funds on
the basis of approved budget figures. The MiniStry of
Finance also made necessary adjustments in the budget
throughout the fiscal year (January through December).

For the 1990 and 1991 annual plans, only indicative
targets have been set and the Ninth Five-Year Plan
(1991-95) has not been elaborated. In September 1990
the State Planning Comminee was abolished. The new
process, which was implemented in connection with
the preparation of the 1991 budget, is stiJI experimental
and is expected to undergo funher modification. Budget
proposals were independently prepared by aimaks,
cities, and ministties under general guidelines, and
were then forwarded to the Ministry of Finance to be
finalized in accordance with overall constraints and
submined to the Baga Khural for approval. The Ministry
of Finance communicated the approved expenditure
limits to the individual budgetary units.

Revenue Structure

The structure of revenue and expenditure is expected
to change markedly in the next few years. largely as a
result of the shift to a markel economy and the shift
in CMEA trade relations. The information presented
below reflects the budgetary structure in existence until
the end of 1990.

Tax Reyenue.

The single most important source of revenues is
turnover taxes, cWTently equivalent to nearly 23 percent
of GDP. Turnover tax revenues have two components:
those derived from price differentials on impons and
those derived from domestic turnover laXes. Impon
price differentials constitute a tax paid by state foreign

II
BEST AVAILABLE DOCUMENT



--- -_-:....._------------ --------

II
}f6l

trading enterprises and warehousing finns (regional
distributors IS well as subsidiaries of rhc trade enter
prises) on their sales of imported goods.36 The tax
consists of the difference between the domestic whole
sale price3? of the imported good and the foreign trade
contract price of the good, converted into local currency
It the official exchange rate, less a commission. Funds
arc remitted to the budget on a DCt basis, with losses
resulting from the imponation of some goods covered
by profits from others. Domestic turnover taxes, in
effect single-stage sales taxes, are imposed on a variety
of goods. with rates varying according to industry.
These taxes are Donnally paid by producers and arc
thus embedded in wholesale prices. The most important
domestically produced goods subject to this tax arc
vodka, beer, adult footwear, and carpets. In addition,
taxes arising from the differential between foreign
export prices and domestic wholesale prices arc remined
by the state foreign trade enterprises.- In 1989, the
turnover tax on vodka. first imposed in 1981, accounted
for about 70 percent of lotal revenue generated from
taxes in domestically produced goods.

Profit taxes. levied on the earnings ofstate enterprises
and cooperatives. gradually rose relative to GOP
throughout the 19805, reaching over 2 Jpercent of GOP
in 1989. Profits are defined as gross sales income minus
production costs (including turnover taxes on inputs,
production taxes. and depreciation allowances); if a
finn incurs a Joss and receives budgetary support, it is
exempted from profits tax liability.J9 Until 1990, profits
were targeted each year in the annual economic plan
and provided the basis for budgetary remittances by
enterprises. The profits tax has three components. The

It LDues iDcumd by Ihe foreign Inlde enlerprises for Ales of
IOI'lIC imponed products WI:I'e netted 1,Iinsl profits obWned from
others. 1be nel amount WIS remitted to the budget. Taxes from
import differenlials rose l&eAdily. reaching Tug 1.7 billioa in 1985,
reflecting !he SIl'OIlg J10wth of import volumes.

J7 Since !he wholesale priee-wbicb is the delivered price of !be
lood includinllrlllSpon CO$~ uniform Ihroughoul the COUIltl')',
the foreign trade wmbouse lives discounts when buyers absorb
tnnsponalion COSIS by ace:epling delivery II ....arehouse lites.

),I For exportS 10 c:ounlries other than the U.S.S.R., Ihe ptlfilS
arising from • positive diffl:l'ential (called III upon price diffl:l'enlial)
between \be domestic wholesale price and the COIltI'Xt price COIlvened
inlo CII,riks were remined 10 the budget; if &be diffl:l'ence was
Deg'live. I Illbsidy WIS obc&ined from the budget. For exports 10
die U.S.S.R.• the differenlial. if positive.....as remilled 10 an off
budgel "compensalion" aec:ounl before 1986; ifDegltive. Ihe foreign
Inlde enterprise received I subsidy from the budgel. These off-budget
lICCOIInts were elimiMted after 1986. upon Illbsidies were substan·
tially bigher 1JwI expon cu receipu. and. ill JeIICBI. exports of ra"
awerials were cued wbile iDdusll'iaJ prodllCU were subsidized. A
complll'ison. by c:ommodiry I"OUP. of Ihe exports valued II current
COI\IlICl prices ..ilb those valued at wholesale prices iDdiclres that
expolU of Ih'estock were cued IhrouBhout 1976-85. Processed
bvestock prodUCIS. construction marerials. cc:eaJs. ftllOrSp&r. and
copper received subsidies.

.. 1DtettSl paymenls m DOl truled as I cost of prodllCtioa and
lberefore must be p&ld OUI of afrer·cu profits.
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first, imposed at rates varying between 4 and 6 percent
of gross profits (agricultural enterprises arc exempted),
goes to a producers' fund, essentially a special reserve
for investment administered within the overall bud
getary framework. The second component, a taX for
science and development, is imposed It a rate of 4
percent of the enterprise's salary fund. Profits remaining
after these two types of charges arc deducted arc then
subject to a budgetary "commission," which averages
about 60 percent of the total. The rates for this
commission arc fixed every three to five years. Finns
that generate substantial profits may also be required
to pay assessments to a labor reserve fund. Agricultural
enterprises contribute to a security fund for disaster
relief. Some finns have also been required to pay a fee
for the exploitation of a natural resource. Net profits
remaining after these taxes arc available for the enter
prise's disposal. These retained earnings arc nonnaJly
allocated to the enterprise development fund (that is,
the enterprise's discretionary surplus for investment)
and an enterprise social fund (to subsidize housing,
fuel, meals, and other expenditures of its workers), or
distributed as bonuses to workers.

Revenues from remaining taxes arc minor, account
ing for the equivalent of less than 1 percent of GOP.
Production taxes are special levies on the production
ofcertain commodities, such as timber, hunting licenses.
and salt. Taxcs on individuals consist of five types of
sChedular taxes: (1) • tax on salarics; (2) • tax on
privately held livestock in urban areas; (3) a tax on
privately held livestock in ruraI areas; (4) fees
on privately held automobiles; and (5) fees for selling
goods on private markets. A sunax imposed on excises
of unmarried or manied persons without children was
eliminated on November I, 1990. Individual income
tax rates arc low and barely progressive, ranging from
2.6 percent to 2.9 percent of incomes above Tug 1,200
• month. In addition, numerous exemptions arc granted .

Nontox 1I....nu.

The most imponant source of nontax revenue consists
of social security fees paid by enterprises and cooper
atives. (Individuals do Dot pay such fees since private
employment was not legally recognized until recently.)
Enterprises and cooperatives are assessed fees equal to
9 percent of their respective wage bills. whereas
budgetary institutions arc assessed fees It a rate equal
to 4 percent of the wage bUl. The fees generated by
these asscssments go into a budgetary fund that finances
various types of social expenditures, such as disability
and unemployment. Before 1985, this fund was also
used to finance pension payments. Other nontax reve
nues consist of a variety of income from permits and
fccs and other miscellaneous ~venue from enterprises .
cooperatives, and other organizations.
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xpenditure Structure

I'urrent expenditures

Outlays on wages and salaries are included in each

I :ajor spending category. In aggregate, the wage bill
;counts for about one fifth of cunent expenditures.
bout two thirds of wage and salary expenditures are

I
Jncentrated in support of social and cultural activities,
ith most of the remainder in public administration
1d defense expenditures. The wage bill has remained
able relative to GOP, drifting down from 10 percent

I I 1980 to 9 percent in 1989.
Expenditure on social and cultural programs consti

'les the most imponant category of budgetary outlays,
presenting about 23 percent of GOP in ~nt years.

I hese outlays cover expenditures for a wide variety of
:tivities in the nonmaterial sector, including health
l1'e, education, arts, spans. scientific activities, pen-

I
ons, and social security payments. Pensions and social
'curity payments account for nearly one third of
~penditures in this category, or about 7 percent of
DP. Social security outlays (whiCh provide benefits

I
r disability, unemployment, and similar purposes)

-e more than covered by the fees earmarked for these
lrposeS but, in recent years, the excess coverage has
:nded to narrow. Pensions are paid to government

1'Tl.ployees and employees of public enterprises and
Xlperatives, but not to private employees. Rural
orkers receive lower pensions than urban workers.
Expenditures on national economic development,

l iUiValent to about 20 percent of GOP in recent years,
:mstitute the second largest category of current ex
~nditures. These expenditures are related to output
nd consumption in the material sector (goods and

I =nain services related to their production) and include
utlays for geographical surveys and related research,
nancing of intangible stan-up costs of enterprises.
Jbsidies, and interest on external debt. Over half the

I xpenditures in this category consist of various types
f subsidies. the most important of which are subsidies
Jr exports. equivalent to some 4 percent of GDP. In

1
989, subsidies were increased through a system of
rice adjustments based on coefficients for selected
oods. In contrast to the system of coefficients that
:as in effect before 1986. these adjustments were

I PPlied unifonnly to comparable goods and were aimed
t promoting exports to the convertible currency area;
1rice adjustments were also larger for processed goods.
n July 1990, subsidies on exports to the convertible

I urrency area were discontinued following the deval
.ation of the tugrik against the dollar. Subsidies for
griculture represent the second most important type
f transfer; the bulk of these outlays is for production

I nd transportation of fodder, but smaller amounts are
:sed to support low-income farmers through the pro
'ision of veterinary and other services, Other production

I
1
1

subsidies are paid to enterprises that produce heating
energy, coal, glass, and timber.~ The r=maining sub
sidies comprise, for the most part, price support for
consumption of basic goods and services, mainly staple
foods and clothing, heat, hot water, public transpor
tation, and waste disposal. During the last decade,
interest payments, due only on foreign debt, did not
exceed the equivalent of 2 percentage points of GDP.
There is no domestic debt because any potential bud
getary shortfall has been financed indirectly by the state
enterprises.

Outlays on public administration (central and local
governments) and security (police, border patrol, and
the armed forces) account for most of the r=mainder
of current expenditures, of which somewhat over
60 percent comprise wages and salaries; they rose by
about I percentage point ofGOP in 1986 to 8.S percent,
after having fallen in the early 19805. Efforts wer=
initiated in the late 19805 to improve administrative
efficiency through governmental reorganization, and
these steps have r=sulted in a substantial reduction in
administrative posts. As a result, outlays in this category
were reduced by the equivalent of over I percentage
point of GDP between 1986 and 1989. A reduction in
nominal terms was r=gistered in 1989, and further
reductions were contemplated in the 1990 budget in
conjunction with additional reorganizations and cuts in
government employment.

Capital Expenditures

Investment expenditures in the budget consist of
direct payments to the Ministry of Consttuetion to
cover construction costs and to foreign trade enterprises
to cover costs of imported capital goods. Almost balf
of budgetary investment outlays are financed directly
through foreign loans. The budget does not distinguish
between investment outlays for public works and out
lays for enterprise investment. In recent years, enter
prises have also financed an increasing portion of their
investment from retained earnings or through loans
from the State Bank. which are not included in bud
getary outlays.

Finandna

In the formulation of the annual budget, expenditures
have generally been set equal to the planned level of
domestic budgeted revenues plus foreign grants and
loans. a substantial portion of which directly finances
investment outlays. The State Bank acts as a conduit

... 'These subsidies typically involYe tnnsfen 10 lJWIinai producers
of a prodUCI 10 compensate for higher operating costs. Thus. instead
of raising wholesale prices enough 10 cover costs of less efficient
producen. a subsidy is IJ'IIlted to such enlelpl'ises in lICcordance
""ith the 101$ iDcurred at the prevailing wholesale price,
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for foreign loans. Ifdomestic budget revenues or foreign
loan disbursements fall shon of projections, the budget
expenditures are reduced accordingly. In practice,
subsidies to state enterprises are often withheld at the
end of the fiscal year or tax payments arbitrarily
advanced to avoid direct bank borrowing, and adjust.
ments are made in the following year's budget. Since

-~;;~,.-~. C':$'.. . , .
....~- ,", ~. .- --".

enterprises can receive shon-term credit from the State
Bank to cover liquidity shortages resulting from these
operations. the budget receives indirect domestic fi·
nancing. The State Bank also finances, through shon
term credits, unplanned losses of state enterprises, In
the subsequent budget, transfers are made to the affected
enterprises to repay these loans.

I
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IAppendix II

I
I

Structure of the Banking
System

13anking System

3ackground and Structure Through .I ~ugust 1990

Mongolia has a monopolistic banking structure. The
lational bank was established in 1924 as a joint venture

I "'ith the U.S.S.R., but in 1954 the Soviet shares passed
o Mongolia, and the State Bank was formed. The
;tate Bank is responsible for central banking functions,
n addition to all commercial banking activities. It also

I .cts as the State Treasury, and as such holds valuable
)bjects and nonmonetary gold owned by the Govern
nent. The responsibilities and powers of the State
3ank were established by Council of Ministers' decrees

I )f 1954; at the end of 1990, there were no laws
loverning banking operations. Until the meeting of the
,1ew legislative session in September 1990, the State
Sank had been responsible to the People's Great Khural,

I ....ith operational review by the Council of Ministers;
:he Chairman of the State Bank had ministerial rank
,Chart 7). In early 1991, new legislation covering the

I
banking sector was presented to the Baga Khural for
Its consideration.

The State Bank issues notes and coins and is the
jepository for the country's international reserve assets.

l It is responsible for managing official holdings of
foreign exchange and has sole power to carry out
:>fficial foreign exchange operations. The Bank, in
:onsultation with the Ministry of Finance, allocates

I foreign exchange to ministries. government institutions,
and trading corporations according to an exchange
budget. Foreign exchange is a1loned at the beginning
of the year. although the Council of Ministers may

I approve additional allocations. The Bank participates
in decisions on monetary policy framed by the Council
of Ministers and implements them in close collaboration

I
with the Ministry of Finance.

Commercial banking operations are undertaken by
the branches and by the divisions, subdivisions, and
savings institutions (teller units) of these branches.

I There are 21 regional branches, 1 in each of the 18
aimaks and I in each of the 3 largest cities. Ulaanbaatar,
Darkhan, and Erdenet. A department within the Bank
oversees the branches' operations, while the branches

I
I

have supervisory responsibility for the smaller banking
units. The 19 regional divisions and 164 regional units,
located in the aimaks and somons, respectively, provide
full banking services, including accepting deposits and
extending credit; the 260 teller units do not undenake
credit operations. The principal commercial banking
functions are to provide credit, facilitate orderly pay
ments between economic units, promote investment
within the guidelines of the annual plan, and act as
depository for private sector savings.

At the end of August 1990, the Council of Ministers
approved, in principle. the restructuring of Mongolia's
banking system. The central and commercial banking
functions of the State Bank will eventually be separated,
and private sector panicipation in commercial banking
will be permitted. In early September, two new com
mercial banks were fonned: a joint-venture cooperative
bank with equity panicipation from the Government
and some state agricultural cooperatives, and an in
dustrial bank solely owned by state enterprises.

Chart 7. Banking System, August 1990

SweBank

Departments. Divisions. and Subdivisions

Rcaional Branches of Slate Bank
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Credit Operations

Access to bank credit has been restricted to economic
units in the material sector and to a few enterprises in
the nonmaterial sector, such as drug stores, cinemas,
and book stores; central and local government and
budget-supported organizations (for example, educa
tional, health, or civic organizations) are not permined
to use bank credit. The Government, however, has
indirect access to bank resources through the enter
prises. By requiring enterprises to accelerate tax pay
ments or by temporarily withholding subsidy transfers,
the Government can, in effect, force enterprises to .
draw on their own deposits or seek loans to meet
liquidity needs. Private sector lending has been re
stricted to the financing of housing, but in 1990 access
was expanded to cover the purchase of selected con
sumer durables. All credit is extended without collat
eral, reflecting, in pan, the lack of I legal framework
for property transfer. Household loans, however, are
guaranteed by the employer or MPRP local office.
Decisions to reschedule or forgive loans, or to alter
loan interest rates are made by the Council of MinisteTS,
and the government budget absorbs any losses on
principal; the State Bank absorbs any costs associated
with reductions in interest rates. Such I rescheduling
took place in early 1990 as a result of the large debts
outstanding of some agricultural cooperatives.

Before 1988, an annual credit program was developed
in the context of the annual economic plan. Each
industry and cooperative would submit I projection of.
its credit needs; the State Planning Comminee, together
with the regional branches of the State Bank, would
project the private S«tor's overall credit needs. Credit
was extended by bank branches to economic units in
accordance with limits set by the State Bank, as agreed
in consultation with the Ministry of Finance and the
State Planning Comminee. These allocations were
adjusted at midyear to reflect lower or higher credit
needs. Since 1988, however, only the aggregate amount
of credit that can be extended by the State Bank to
economic units has been centrally determined. The
State Bank allocates global amounts among its regional
branches, and branch managers are empowered to
distribute credit to economic units. There is no midyear
adjustment, although credit in excess of that extended
by the branch manager may be granted if requested by
the economic unit, pending a case-by-case review by
the Council of Ministers. Since 1988, the State Bank
has been granting credit, on a priority basis, to new
private cooperatives, in accordance with the policy
aims outlined in the Law on Cooperatives.

BEST AVAILABLE DOCUMENT
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Bank loans are divided into two categories: short
term (less than one year) and long-term, mainly for
fixed capital investment. The household sector has
access only to long-tenn credit. State enterprises and
cooperatives may receive shon-term credit primarily to
meet seasonal liquidity needs as well as long-term
credit for capital investment. Gross credit extended
during the year is about five times the stock outstanding
at the end of the period. Financing needs parallel the
agricultural production cycle, with the highest ~uire
ments in the spring and summer to facilitate purchases
of wool, camel hair, cashmere, and leather. In addition.
shan-term credit is extended to meet unanticipated
operating losses of state cooperatives or enterprises,
Iermcd "current asset shortfalls." While disaggregated
data are DOt available. loans for this purpose are
estimated to be relatively small, averaging only about
6 percent of total shan-term credit outstanding. Enter
prises' reasons for requesting this type of financing are
reviewed in the context of the sub5e'luent year's state
budget; remedial measures are taken, as necessary, or
provision is made in the budget to repay the debt.
Enterprises are responsible for interest they incur during
the period that loans are outstanding. Finally, the State
Bank extends credit for three to four years to clear
inttapublic sector IJTCITS, with the Government assum
ing final responsibility for these loans.

Deposit Strueture41

The State Bank offers three broad types of deposit:
current accounts, savings accounts, and foreign cur
rency deposits. The lanerare held mainly by Mongolian
foreign trading companies and, more recently, by other
state enterprises and some households. Until 1989,
current accounts, with checking facilities, were avail
able only to the general government and economic
units in the material ICCtor. Since 1989, private c0

operatives have also been allowed to maintain current
accounts. Foreign embassies hold non-interest.bearing
accounts in domestic currency to meet local expenses.
Savings deposits, including passbook and tenn deposits,
are available ~nJy to households. Term deposits carry
a maturity of one year but are Dot subject to any other
type of restriction. Households do not have access to
accounts with check cashing facilities, although their
savings accounts may be automatically debited for
mortgage payments and utility biUs.

., Data 011 JOVmII1IClII CCllltingmcy ftSeI'VeS III'e DO( provided
lepll'ltely. TbeIe ckposits do DOt CIl'II iDleresl.
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Exchange and Trade System

Foreign Exchan,e Allocation and Control

Mongolia's system of foreign exchange control is in
transition. Until the new government was fonned in
September 1990, control over foreign exchange was
exercised by the Great Khural, which approved the
foreign exchange budget as pan of the overall annual
economic plan. The Ministry of Finance, the State
Bank, and the State Planning Committee (the latter
was abolished in September 1990) formulated the

trade enterprise is permitted to negotiate with foreign
suppliers, access to foreign exchange remains strictly
controlled. The State Bank, together with the Ministry
of Finance, elaborates the foreign exchange budget,
which is approved by the Council ofMinisters. Foreign
exchange allocations are made to the foreign trade
enterprises consistent with plan specifications. Since
1989, state enterprises and cooperatives. as well as
private cooperatives. have been permiued to undertake
trade without the intermediation of the state foreign
trade enterprise, as long as they meet the foreign
exchange requirements without using official foreign
exchange and obtain the requisite licenses.

Mongolia's current transactions with the convertible
currency area have generally been in balance orrecorded
a small surplus. However. in 1983 the current account
shifted into deficit as earnings from exports declined
because of falling world market prices for Mongolia's
major products and imports continued to expand. The
country's foreign currency reserves declined by $4
million to reach a level of $7 million, equivalent to
seven weeks of imports from the convertible currency
area. To boost foreign exchange reserves, the Mon
golian authorities took steps in J984 to redirect a
number of export products to the convertible currency
area, while constraining import growth. Economic
reforms since 1988 bave also expanded the volume of
transactions with the convertible currency area. By
1.989, convertible currency earnings from exports had
nsen to S52 million and, at the end of 1989, official
foreign exchange boldings had increased to $121
million.

Structure of External
Transactions and Payments

Appendix III

Balance of Payments
Historically, Mongolia conducted external transac

tions within the conu:xt of the five-year plan. During
the 19705 and first half of the 1980s, the CMEA area
accounted for about 98 percent of Mongolia's external
current transactions and vinually all its capital inflows.
Bilateral trade ftows, IS well as the corresponding
financing operations and debt-service payments with
other CMEA members, were articulated through five
year official agreements that specified government-to
government commitments. Details of trade and pay
ments arrangements were set forth in annual protocols
and implemented through legally binding contracts;
settlement was effected through the IBEC. Trade was
undertaken by state foreign trade enterprises that ban
died all transactions except project aid·in-kind assis
tance (turnkey and "other"teehnical assistance). Mon
golia sustained large deficits in current transactions
with the U.S.S.R. and considerably smaller deficits
with other CMEA countries.

In 1972, CMEA trading partners adopted a conven
tion that linked trade prices to world prices using a
five-year moving average. In 1975, Mongolia con
cluded a bilateral agreement with the U.S.S.R. under
which financing of the trade deficit was separated into
a grant component, which financed changes in the trade
balance resulting from changes in the terms of trade
since 1974, and a loan component, which financed the
remaining imbalances. In 1986, the CMEA abandoned
the five-year moving average for trade prices, adjusting
prices to prevailing world market levels and fixing
prices thereafter. Explicit export bonuses, bowever,
were granted to Mongolia by the U.S.S.R. for com
pliance with targeted export volumes. The distinction
between financing for terms of trade reasons and other
financing was eliminated; trade financing provided by
the U.S.S.R. was consolidated and provided exclu
sively on a loan basis.

Mongolia's trade with the convertible currency area
was also conducted by the foreign trade enterprises,
although in 1986 such trade was concentrated in •
specialized foreign trade enterprise that was established
for this purpose. Trade flows were also targeted within
the context of the annual plan. While country- or firm
specific guidelines do not now exist, and the foreign
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Imports and Exports

Traditionally, foreign trade has been closely regu
Jated and highly centralized; however. the scope for
decentralized initiatives bas expanded since 1989. Until
1991, Mongolia had DO system of customs duties. The
authorities are introducing a new customs system under
which tariffs are expected to be set relatively low and
applied uniformly. Until recently, international trade
was conducted exclusively through the intermediation
of state foreign trade enterprises. Trade with other
CMEA members, Yugoslavia, the Democratic People's
Republic of Korea, and China was handled by four
ltlte-owned enterprises. These enterprises acted solely
as purchasing agents to ensure, subject to oversight by
the Ministry of Trade and International Cooperation,
compliance with bilateral trade arrangements. Mon
golexpon was responsible for all exports, and three

Trade System, Capital Transactions, and Gold

Official Reserves

Official reserves arc composed of the State Bank's
holdings of gold and convenible currencies, which
currently amount to 102,000 troy ounces of monetary
gold, compared with 74,000 troy ounces in 1980.
Official foreign exchange holdings are in the form of
cash and deposits and include all major convertible
currencies. Since 1988, the State Bank has maintained
a small but active foreign currency dealing operation.
From 1980 to 1989, holdings of convertible foreign
currencies increased thirteen fold, to $121 million from
$9 million. The increase came mainly after 1984 as a
result of a CODscious policy of redirecting expons
(particularly cashmere) to the convertible currency area
while constraining impon grov.1h.

surrendered is specified, on a case-by-case basis, by
the Ministry of Finance subject to the ceilings listed
above. There are DO restrictions on access to retained
foreign exchange, which may be deposited in foreign
exchange accounts or used for any purpose, subject to
compliance with appropriate regulations (for example,
impon licenses).

Resident and Nonresident Accounts

Residents and nonresidents may freely open and
draw on accounts denominated in convertible curren
cies. Before 1990, foreign exchange accounts existed,
but depositors had to provide evidence that the foreign
exchange had been obtained legally, for example, while
working abroad for an international organization. At
present, DO documentation is requested.

Foreif" Exchanre Retention Scheme

Foreign exchange surrender regulations represent a
mix of a full-surrender requirement, which applies to
foreign exchange earned by enterprises from exports
up to the target amounts specified in the plan, and a
variety of partial-surrender schemes. In all cases, the
surrender is to the State Bank. Enterprises surrender at
the commercial rate of exchange for the dollar, while
receipts generated by tourism receive the more depre
ciated noncommercial rate. Retention schemes include
the following: enterprises that surpass their targets may
retain up to 70 percent of their excess foreign exchange;
enterprises for which export targets are not set may
retain up to 50 percent of expon receipts; and coop
eratives may retain up to 90 percent. The tourist agency,
ZJwulchin, must surrender 40 percent of its foreign
exchange receipts. Surrender ratios are higher for MiAT
(the airline), which must surrender 90 percent of
foreign exchange earnings. The exact amount to be

Prescription of Currency

Payments to and from countries with which Mongolia
has multilateral and bilateral government-ta-govern
ment agreements are made in the currencies and in
accordance with the procedures set forth in those
agreements. If there are no specific agreements, or if
trade takes place outside the scope of the agreements,
settlement is made in • convertible currency. Mongolia
maintained bilateral clearing arrangements until the end
of 1990 with China, the Democratic People's Republic
of Korea, and Yugoslavia, and is pan of the CMEA
multilateral clearing system. Its accounts with China
and the Democratic People's Republic of Korea were
maintained in balance, but imbalances arose in its
payments arrangement with Yugoslavia. Before 1991,
bilatml imbalances with CMEA trading parmers
were not permitted to arise in commercial transactions
except with the U.S.S.R. Mongolia maintained bilateral
clearing arrangements with other CMEA countries
for noncommercial transactions. In January 1991, all
bilateral clearing arrangements, except that with
the Democratic People's Republic of Korea, were
terminated.

sectoral allocations of the foreign exchange budget.
Foreign exchange continues to be allocated by the State
Bank to state foreign trade enterprises and, since 1989,
to selected state enterprises in accordance with the
foreign exchange budget. Also since 1989, both state
and private cooperatives have been allowed to utilize
their own foreign currency balances held in the State
Bank. Foreign exchange can be obtained from the State
Bank, subject to availability and in compliance with
the exchange budget, or, since August 1990, through
the foreign exchange auction.
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I ente~~s handled imports, by type of good: Teknik·
import imported machinery and equipment; Rasnoim·

I port imported consumer goods; and Avtoneftimport
imported motor vehicles and petroleum products. With
the growth of trade with the convertible cumncy area.
a new company, Mongolimpex, was created in J986

I and placed in charge of such trade.
Since 1989, state enterprises and cooperatives have

been permined to engage in foreign trade independently
of the state foreign trade enterprises. In order to do so,

I the enterprise or cooperative must obtain • license,
which requires the approval of the Ministry of Finance
and, in the case of enterprises, of the ministry respon·

I
sible for the enterprise. Export licenses for specific
goods ane granted if the ministry judges that the
enterprise has the ability to sell the product on inter·
national markets.

I/nvis/b/es

~e foreign exchange budget also applies to invisible

I receipts and payments to and from the convertible
currency ~a. Payments of dividends and interest to
the convertible currency anea are permitted under the
Law of Foreign Investment (990). In relations with

I the CMEA area. transactions for some categories of
invisibles are arranged by government agreement (for
example. freight charges on railways).

There are limits on the amount of foreign exchange

I that can be purchased by students, tourists. and business
travelers. Foreign exchange for health care abroad is
provided on the basis of "reasonable cost."

I
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Capita'

Traditionally. foreign direct investment was limited
to joint ventures between Mongolian state enterprises
and the state enterprises of other CMEA nations. More
recently. foreign investment by private corporations
has been encouraged. The Law on Foreign Investment
is intended to attract foreign investment by codifying
the procedures for establishing foreign companies in
Mongolia and providing certain guarantees and privi·
leges to foreign investors. Among the provisions of the
law are that there will be no nationalization and
investors will have the right to dispose of their ~sets.
The right to transfer profits abroad is protected. There
is a 40 percent ceiling on profit taxes. as well as I
three·year exemption. In addition. the law stipulates
that entities with foreign participation will receive and
make payments on the basis of world market or other
agreed prices; they may import or export directly or in
cooperation with the foreign trade enterprises. The law
invites investment in all sectors of the economy unless
legislation stipulates otherwise and. in particular. en·
courages investment in export promotion. in projects
using advanced technology, and in the exploitation of
natural resources.

Gald

The State Bank buys all gold mined in Mongolia
and exerts monopolistic control over its exportation.

•
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Appendix IV Mongolian Statistics
I
I
I

Mongolia's statistical base is comprehensive, al
though it emphasizes infonnation related to real sector
activities. Until recently, economic and financial data
were maintained primarily to measure performance
relative to the five-year plan. Their coverage and
consolidation are consistent with those of other com·
mand economies. To the extent possible, these data
have been transfonned to correspond with standard
international presentations. For the most part, data
management is computerized.

Real Sector

National income data are compiled on the basis of
material balances. Gross material product (GMP) is
calculated, using an input/output fonnulation, for goods
and those services (for example, printing. publishing,
and utilities) that are directly required for the production
and distribution of goods in the material sector. Inputs
of nonmaterial services (such as finance, insurance,
housing. public administration, defense, education, and
welfare) are excluded. Total GMP is the sum of the
gross output of industry, constnJction. agriculture,
forestry. passenger transpon, communications. and
other branches of material production valued, for the
most part. at producer prices inclusive of turnover
taxes. To calculate net material product (NMP), inter
mediate consumption of material goods and services,
including capital depreciation, is subtracted from GMP.
To conven NMP to GOP, the net value of nonmaterial
services (that is, gross output of nonmaterial services
less intermediate consumption in the nonmaterial sector)
and capital depreciation. exclusive of capital repair,
are added, while business travel expenses, and losses
in stocks, are subtracted.

Data on physical output appear to be the most reliable,
reflecting actual and not targeted output, whereas
national income account data on an expenditure basis
are less reliable. Nominal investment flows, which
include current spending for ongoing projects. are based
on a distoned and, until 1988, rigid price structure.
Data on inventory accumulation are partial, and losses
on fixed capital and inventories are estimated. National
account deflators and official retail price indices appear
to have considerably underestimated underlying infla·

BEST AVAILABLE DOCUMENT

tion rates in Mongolia, causing an underestimation of
nominal rates of growth of NMP, as well as an
overestimation of real rates of growth.

Prices

Price data reflect changes in official prices. Prices
of goods marketed outside official channels, such as
agricultural marlcets, are neither monitored nor collated.

Fiscal Data

The elaboration of budgetary data as presented in
this paper was undenaken for the first time in August
1990. It was not possible to classify aU current and
capital spending according to standard lMF method
ology. Financial accounts for state enterprises, while
available, are not considered reliable and. bence. are
not included in this report.

Monetary Data

State Bank accounts were made available for the
first time in August 1990.

Balance of Payments

For the purpose of balance of payments compilation,
state bank data were used when available.

Cun-ent Transactions

Data on trade ftows are compiled by the State Bank
on a payments basis, and by the Ministry of Trade on
a shipments basis. The latter reflect notifications of
delivery by the state foreign trade enterprises. Discrep
ancies between trade statistics compiled on payments
and shipments bases averaged S percentage points for
exports and 2 percentage points for impons during
1980-89. These differences reflect leads and lags arising
between shipment and payment as we)) as differences
in coverage; the State Bank data are more comprehen
sive because they include gold sales and, since 1986,
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I muses paid by the U.S.S.R. for Mongolia's compli
ice with annual expon volume targets.
Expon data arc reponed on an f.o.b. basis; impon

I ita are primarily on a c.Lf. basis although some
)ntracts are specified f.o.b. Both the State Bank and
e MinisU)' of Trade present trade statistics that
stinguish between transactions with other CMEA

I ember countries, transactions with convertible cur
.ncy area countries, and transactions under bilateral
earing arrangements.·2 Data on CMEA trade were
)mpiled in units of transferable rubles, whereas data

I n trade with the other two regions were compiled
,imarily in U.S. dollars or other convertible cunencies.
isaggregated information on the commodity compo-

I
tion of trade is maintained only by the Ministry of
rade, on a shipments basis. Cross-border trade, con
sting mainly of baner trade with China, in which
longolian agricultural raw materials arc exponed in

I.,change for Chinese consumer goods, is not caprured
" either set of official data.
Data on services receipts and payments were provided

. the State Bank. Interest payments and receipts arc

I ,ailable on a cash basis. Dividends paid abroad on
int ventures arc not recorded. Data on current pay
ents financed by project loans. in the form oftumkey
'ojects (where labor services and materials arc im-

I mcd) and "other" technical assistance (where only
aterials are imponed), arc not available from either

,e State Bank or the Ministry of Trade. The MinisU)'

I ~ment of bilateral c1uring agreements with China. the
:lllOCTlllic Pe0ple's Republic of Korea. and Yugoslavia takes place
cJeanng SlO'iu francs. clearing U.S. doHan, and clearing Nbles.I speetively,
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of Finance maintains data on loans incurred for these
projects, but information on the breakdown between
goods and labor services is not available.

Capital and Resenre Transactions

Data on foreign assistance arc maintained by the
Ministry of Finance and arc considered to be compre
hensive with respect to the CMEA area. Bilateral and
multilateral aid that is not channeled through the budget
is generally not recorded. Estimates ofannual disburse
ments by United Nations agencies, obtained directly
by the IMF staff. were included in the consolidated
balance of payments. Changes in net foreign assets for
the period for which data were not provided (before
1980) were estimated from movements in the CUJTent
and capital accounts with the convertible currency area.
Errors and omissions in the estimated balance of
payments with the CMEA and convertible currency
areas have fluctuated widely. partly reflecting statistical
difficulties.

Exchange Rate Conversion

A consolidated balance of payments, combining
external transactions with the CMEA and convertible
cunency areas and those that toole place under bilateral
arrangements, has been prepared by the staff. These
data should be interpreted cautiously, however, since
data denominated in transferable rubles were convened
into U.S. dollars at a rate derived from official com
mercial rates, and the resulting cross rate is very close
to the transferable ruble/dollar rate recorded by the
IBEC, a rate that is considered to be highly overvalued.

II
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0iRributi0n Ind warehousinI
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1980
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142.1
..eo.7
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119."

1981

5.427.1

1.71U
1.185.7
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150.6

1987
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750.8
110.3

2.036.2
152.6

1988

7.ao2.1

2.604.6
1."56.7

563.1
786.3
119.6

2.129.8
1410

1989
Est.

1.564.6
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IfIO 1981 1982 1983 I'" 1985 1986 1987 1988 1989

(1986- 100)

NMP 111.5 1114 116.1 117.5 1112 111.3 100.0 99.8 101.0 100.9
IndllStrY 1018 105.4 111.2 113.1 105.1 IOU 100.0 100.3 101.3 100.6
....ricllltur'e 78.1 15.0 90.2 96.7 95.1 16.1 100.0 98.7 1017 IOU
Construction 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
TrIJ'lS9Oi"Qtio 117.0 117.0 117.0 117.0 117.0 117.0 100.0 100.0 100.0 100.0
Co;nrNmicatJons 117.0 117.0 117.0 IIU 116.9 1/7.0 100.0 100.0 100.0 100.0
Distribution WlCI

warehousinl 1....3 1....1 '4'.3 145,5 '40.2 '4~1 100.0 100.0 100.0 100.0
OdIer '5.0 '5.0 '5.2 95.0 ,5.0 '5.0 100.0 100.0 100.0 100.0

(Anlwal percent dtottp)
,.,. NMP 1.7 1.4 1.2 -3.7 -1.7 -10.2 -0.2 1.2 -0.1

Industry 1.6 5.5 1.7 -7.0 -0.8 -4.1 0.3 1.0 -0.7
....Titutwre 1.7 '.1 7.2 -1.7 -9.5 16.1 -1.3 5.1 0.2
Consuvction
T~ion -14.6
Cornn'ulications 0.1 - '4.s
Distribution and

warehousltll -0.2 0.8 -~5 -3,6 1.3 -29,&
Other 0.3 -0.3 5.3
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1989
1986 1987 1988 Est.

7,247.6 7,478.7 7,189.9 '.6%.0

2.441.8 2.519.5 2.639.1 2.9IU
1J20.7 1.40~.5 1,510.0 1.722.9

423.1 503.8 563.\ 617.2
740.8 7SO.8 786.3 n4.3
104.4 110.3 119.6 129.5

1,865.2 2.036.2 1.129.8 2.327.4
ISO.6 152.6 142.0 IS4.9

1'10 1981 1982 .983 1984 1985

(In mil/ionJ 11(1UftikJ)

5.576.9 6.1SO.6 6.125.7 7.125.3 U78.\ 7.616.5

1.6304.6 I.lOU 2.110.6 1.1S8.2 2.183.6 2.493.3
'38.3 1.007.7 1.219.5 1.120.1 1.250.2 1.237.7
342.1 342.) )46.1 352.6 367.5 382.0
S62.6 5904.6 634.2 670.1 709.1 nO.7
61.4 74.4 13.4 96.6 104.3 109.5

1.024.5 2.210.9 1.307.9 1.400.4 2.4364 1.S16.3
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8IU 170.8 195.3 922.4 9S6.6 1.000.7 1,G65.4 1.14'.2 1,242.0 1.2854
1.154.4 1.245.1 1.361.5 1.421.0 1.592.4 1.709.7 I ....~.I 1.990.0 2.109.1 2.1~O.5

-79~.8 -840.8 -8n.4 -906.4 -931.4 -97S.0 -848.1 -908.4 -940.3 - 1.351.0

6.755.1 7.425.7 1.205.1 '.762.3 1.995.7 9,371.9 9,)10.0 9.709.5 10.300.7 10.730.9

(Pen:ent 0( NMP)

14.7 14.2 13.1 12.6 13.0 13.1 14.7 1S.4 15.7 14.9
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-14.3 - 13.7 -12.9 -12.4 -12.6 -12.8 -11.7 -12.2 -11.8 -15.7
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l

I
~

t
f

~

I

21.7
1.4

10.6
27.2
16.1
5.1
7.2
1.2

100.0

12.0

20.0
-12.6

20.7
1.4

76.6
25.6
14.7
U
U
1.2

12.1

20.5
-9.1

100.0

77.0
25.9
14.5
5.2
7.7
I.l

3.2 U 9.6
1.1 4.7 10.6

-7.4 7.4 14.1
It. I 11.1 9.6
1.1 4.7 -15
5.7 ..4 1.3

9.2 4.6 9.1
1.3 -6.9 9.1

7.9 1.1 1.5

7.9 6.0 2.0
7.1 U 43.7

4.1 6.1 4.2

- { ..~ ........ - ..._-:o:z:::: i =:-:;'=,;--=':r- A - '.~_

-0.7

7U
26.2
16.3
4.5
8.0
1.1

-5.1
-2.0
22.9
10.8

-3.9
-4.7

6.5

7.9
-13.0

-25.9
18.6

4.2

3.3

7.4
4.7

~.6

2.7

1.7

12.1
2.8

1.5
-0.2

(Percent share 0( GOp)
82.0 815
26.5 26.6
IU 13.2
4./ 4.1
7.9 8.2
1.2 /.2

(AMuoI pertelll dlanre)
0.7 3.5
I.l ".6

-5.3 -1.0
4.2 U
5.8 8.7
1.0 5.0

6.8

1.0

4.0
2.7

H
1.3

7.3
11.7
1.2
1.9
5.7

15.8

83.6
26.9
15.1
4.0
U
I.l

10.5

83.2
25.7
14.9
4.2
7.7
1.0

.2.8
24.3
13.6
.4,6

8.0
1.0

82.6
24.2
12.4
5.1
8.3
0.9

Iw 10.3 11.0
ndustry 10.5 16.8
Wiculwr'e 20,2 21.0

I=on 0.1 1.1
5.7 6.7

:ommunlQttOnS 21.0 12.2
Distribution and1wvwhoYsi"l

9.2 ".4
Other 0.5 8.8

IJ ustment Items:
Nonmaterial .ervicesI 6.2 2.8

IDepreciation of fixed
CIj:litaJ 7.9 9.3

Othe~ 5.7 H

1
)P ... 9.9

Sources: Morcohan~ and IMf IQII cala*tJoo'&.
. TCIQ/ nonmItenal services.
1 1nc1udo"l1Ubl1Cloes from ... budpt lor~~ Ind iramledma~ ellllhi_" _

I
I
I
I
I
I
I
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Table AS. Gross Output, Haterlallnput. and NHf»,.~.~:~:......~"..,:-\ .. : ~:-:, .... ~::'~~ "".." ._.>-:...... .;-n.~ -".:

(Currem prices; In mil/ions of turn1cs) '~... ~%' ~~-'~ ~~: J~ ...~..~:-~~~·.!J___t~:~~~:.;::.:.~.~·.:·.:Jl.: :~......j~-~~.~:~~-::: ....-: .... :'~"."~ "'.:-
....__ ...--- ......... >=. b

d .. • ........-..-- __ -..____~ ......_.

1989
1980 1981 1982 1983 19&4 1985 1986 1987 1988 Est.

IndlllUy

Gross outpUt 4.636.2 5.162.8 5.775.1 6.3161 6.704.9 7.21),6 1.195.2 I.S4U 1.197.8 9.2.043.7
Matena! input 3.001.6 3.356.0 l.6604.5 usa ".321.3 ".720.3 5.75H 6.0ll7 6.158.7 6.323.9
NMP 1.634.6 1.806.8 2.110.6 2.358.2 2,383.6 2.493.3 2..04<12.8 2.S19.5 2.639.1 2.919.8

A,nculwre

Grou output 1.62.04.2 1.790.6 2.041.5 2.222.9 2.225.7 2.279.9 2.720.8 2.750.3 2.&47.8 2.967.3
Material input 785.9 782.9 822.0 902.8 975.5 1.042.2 1.200.1 1.*4.8 1.337.8 1.2+4..04
NMP 838.3 1.007.7 1.219.5 1.320.1 1,2S0.2 1.237.7 1,520.7 1.<105.5 1,510.0 1.722.9

Ccnstnlction

I Grou outpUt 1,148.2 1.201.7 1.2537 1.310.7 1.321.5 1.475.1 1.768.9 1.169.1 2.082.7 2.222.6
Material input 8061 159.04 907.6 958.1 95.04.0 1.093.1 1.345.8 1.365.3 1.519.6 1.605..04
NMP 342.1 342.) 346.1 352.6 367.5 382.0 423.1 503.8 SUI 617.2

TransporQtion and communications

Grou output 1.225.0 1.317..04 1..0417.7 1.515.6 1.611.6 1.739.1 1.979.7 2.036.7 2,085.3 2.068.2
Matena! input 601.0 6048.5 700.1 7.048.9 798.2 158.9 1.134.5 1.175.6 1.179..04 1.1604..04
NMP 624.0 668.9 717.6 766.7 811.4 880.2 845.2 161.1 9OS.9 903.8

OtstnbutlOll lIIlCl warehousin,

Grou output 2,153..04 1)48.8 1.0457.9 2.572.3 2.614.2 2.708.0 2,073.9 2.270.5 2.374..04 2.571.7
Material Input '28.9 137.9 150.0 171.9 In.8 191.7 208.7 234.3 24.04.6 2+4.3
NMP 2,02.04.5 2.210.9 2.307.9 2.400..04 2.436.4 2.516.3 1,865.2 2.036.2 2.129.8 2.327..04

OCher 1eCt0l"S

Grou outpUt 128..04 131..04 139.0 '.04<1.0 .4U '45.6 172.5 '77.3 .72.5 188.2
Material input 15.0 17.4 15.0 16.7 19.8 18.6 21.9 24.7 30.5 33.3
NMP 113..04 11.04.0 12.04.0 '27.3 127.0 127.0 '50.6 152.6 .42.0 1~.9

All materaal sectors

Grou outpUt 10,915..04 11.952.7 13.08-4.9 14.081.6 14.624.7 15.5&1.3 16.911.0 '7.646.1 18.360.5 19.261.7
Materaal mput 5.338.5 S.80ll 6.259.2 6.756.3 7,2.046.6 7.92....8 9.663..04 10.167..04 10..0470.6 10.615.7
NMP 5.576.9 6.150.6 6.825.7 7.325.3 7.]78.1 7.636.5 7.2.047.6 7•.0478.7 7.889.9 8.6.046.0

Source Honaohln IIIollhot'IUtS

=''"7' "a:...... '
~ ;;S-t-.;;;t··US:e'z"tste4EGtN·:.: :* 4, :9_: :; z::: ;... ;::: :.., ':. ..
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Table A' Income and Expenditure of Population ...:,"'T-·;/.··.1",. ""'''~-_• .:>.J:.4:<~--'.-'';~'''~~:'e.'''':';'~'''~::''''J .•... _'• - . . • t • - ... ..~... ... _ " ,~. ~.." _ •

~ .. - £ • dod Q ' r = .. co ..... 1m a') .. '\41«. ...... ·tt ... ~--......- ...,
1989

1980 1981 1982 1981 1984 1985 1986 1987 1988 Est.

(In millions 0( f.UlTiks. unlesI CICfIetwise JPeCif.ed)

Income d population 1.558.3 3.627.1 3,119.5 ".011.5 ".211.9 U87.9 ".628.6 ".108.9 s.o28.0 5.266.6
Ofwftich:

Wiles IIld aIary 1.015." 1.135.1 1.265.2 1.436.6 1.S6O.8 1.682.6 UOB.B 1.9046.1 1.101.9 3.287.8
Income from acncwuraJ

cooperatNei ..n.8 501.8 511.1 S2U 511.7 5041.0 566.4 578.7 584.6 66B,5
Self4mployment income 123.2 109.1 106.1 109.04 109.3 117.04 ISQ.5 158.7 169.9 179.7
51midlts and a1lowantes -430.7 4204.8 "SO.04 '487.6 S05.6 532.7 563.7 600.4 635.1 671.1
Scholarships 110.5 113.7 124.8 132.8 118.6 138.04 1046.7 142.9 128.9 126.3

Expenditure d population 1.531.5 3.612.0 Un.04 ...1....5 ".351.1 4.176.5 ",5'7.0 ",758.7 ".991.3 5.13-4.6
Ofwftich: .r

ProcIucu 1.943.04 1.993.8 3.\70.1 1.129.8 3."71.6 3,590.0 l.n3.1 3,176.1 ".017.9 ".290.9
Sel'Yices 595.1 618.2 652.1 690.7 731.9 766,5 873.8 182.6 9504." 943.7

Savinp d population' 19.8 15.1 -2-9 -146.0 -139.2 II." 31.6 SO.2 35.7 32.0

Savini' "tier 0.6 0." -0.\ -1.6 -3.1 0.3 0.7 1.0 0.7 0.6

(Annuol percent dIcm,e)

Income or population 1.9 5.'J 5.2 U ".2 5.5 1.9 ".6 .u
Of wIl,e/t

Wiles Ind salary 5.9 6.1 7.6 5.1 4.8 4.7 4.9 5.3 6.0
Income from J&Ticultural

cooperatlVts 5.0 5.8 -0." 0.5 1.7 4.7 2.2 1.0 14.04
Self4mployment income -11.4 -2.7 3.0 -0,1 7." 28.2 5." 7.1 5.8
Subsidies IIld a1iowantes -I." 6.0 8.3 3.7 5." 5.8 6.5 S.B 5.8
$dlolarships 11.9 0.9 6." ".4 -0.1 6.0 -2.6 -u -2-0

Expenditure d population 2.1 5.B 8.9 ".5 0.6 5.0 3.5 ".9 4.9
Ofwllich:

Products 1.7 5.9 5.0 4.3 3." 3.7 ".1 4.2 6.3
Services 3.9 5.S U 6.0 ".7 14.0 1.0 8.1 -1.1

~IS Horcol.."~ WId II'1F afI~.
I The neplOtt "VI"C' for 1982~ IPPG' UI refItct~ probIell'&.
I CaIculaa<las •~ at UIQl income.
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,able A7. Sources and Uses of NMP ...'7~ ...•.. -. ' ..-:'':'''' ..~: ...,,~ '''~~~~~~ _.l,."!tJ':'!·~~"",,'" ....,~. •

~ I'k~ - ....: ..,; .... ~"'. ' ..•••',."... ~. ~ ' .1-. ""' ~- •."~'.-:'\ _ .......~ ....... .

;II' 'of~J ~-,-';""';-i,» ..~~':..-"::·:·'::'"':'_"':'~...._;oo&.~~~":··:!""·I1"«--:"r~,,..-~·i~I~'.o" .;.... ...... .;". ~ --;lioo J'._. ~::., ..(Current~; ... mt lOftS .~...... ..... a.; If ~~-; '...........:. ',!,!,~" ..... " , ,~. ~J •.• ;!" '~ .• ~:"'~" ... :-,:.~._. "..;::-: ". ;" ."! .. '...... -"... -:-_. - - . .. __ .._._--- .•J.. _::::::z:::::::: ------ .

1989
'980 ItSi 1982 ItS3 I .... 1985 1986 1987 ,t88 En.

Soun:es ol NMP 5.576.9 6,ISO.6 U25.7 7.325.3 7.378.1 7,636.5 7.247.6 7,<478.7 7,189.9 1.60460

Indumy 1.634.6 1.106.1 2.110.6 2.358.2 2.383.6 2.493.3 2.+12.8 1..519.5 2.639.1 2.919.8
A,ric:ulture 138.3 1.007.7 1.219.5 1.320.1 1.250.2 1.237.7 '.520.7 ....c5.5 1.510.0 1.722.9
Construction 342.1 342.3 346.1 352.6 367.5 382.0 "23.1 S03.8 563.1 617.2
Distribution II'ld WIIWlousi"l 2.02<1.5 2.210.9 2.307.9 2.4004 2.436.4 2.516.3 1.165.2 2.036.2 2.129.8 2.3274
Od1er' 737.4 782.9 141.6 194.0 940.4 1.007.2 995.8 1.0117 1.047.9 1.058.7

finaI_1 5.576.9 '.ISO.6 6.125.7 7.325.3 7.378.1 7,636.5 7.247.6 7.478.7 7"'.9 '.60460

fIenonal conunption 3.500.5 3.647.1 US6.4 ".068.1 4.262.5 ".429.5 "."1.7 ".144.4 5.066.7 5.348)
5ocial~ 1.128.6 1.388.5 1,+46.0 1.$43.2 1,632.3 1.739.5 1.928.5 1."7.0 1'''7.' 1174,8
Accumulation 1m.6 3,762.5 3.141.3 ".018.4 3.134.4 ".357.2 ".269.9 U ....6 3,51).1 3,714.2

fIXed inYt:m'nent. net 2.882.5 1358.4 1642.6 2.S+4.4 ".298.5 ",759.0 2.S05.B 12IU 2.824.9 3.195.5
CNnte In IItOCks 169.1 381.1 533.9 645.1 392.04 655.7 511.6 -114.9 -2034 1)44
Unfinished conrtI'\ICtion -436.3 901.0 452.8 668.3 -1.072.1 -1.273.9 1.011.1 1IS.9 493.8 2601
Lcues on faxed capital

and ItCCKs 162.3 122.0 212.0 160.6 215.6 216.4 164.4 380.3 397.8 124.2
Exumal balance and other' - 1,829.8 -2.647.5 -2.318.0 -2.304.4 - 2.351.1 - 2.889.7 - 3.569.5 -2.957.3 -2..837.8 - 2.591.3

~~~ I'lndudilll~1tId~
a~1'llI1Uftl

I~ daI:a 01'1 uporu and impora d IoodI Ir'Id tNtariIl ....as pl"lllrided by IN Sate ..,. (01'1 • ,.,nwa t.iI) ..... acIIcic:Il~ Con
~..,. 01 perwonaI~ urlll>ilhed -uon.1r'Id ... 01'1 bed c:apiI:aIlr'Id 1tOdcs).

··-t~_....1"':'_'~_M""':;='" P'····:::.::>,.. ::::·n ;o;·!,!,::.t;r't:tz;.-~:a:F'::,:;;sW2*fZf...o.:;=;" I
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.is 4'1"9.4)£(.( .'.is. G.:+! ¥J al.•.4i>2(~_4'?t~4Z!4T:).,!....J:.~:".~~~W:~.~ ...... ~.2.'~.._J;4f(_.~.::.t~:!:.E#;::. e ... !'

I .Table AI. Gross Fixed Capltallnvesbnent' .,~~: '.' '}~~'~'\' •.•..:.-:.~. ~:.~~.· ....-."f~ •.. 4 .. ,. .' - ••'.,

'_.. « .. 5 • - err ' ~, . f,' ft f «... 'MMsn1O= z=m&..-i S t" •

999.7 1.349.3 1.475.9 1.112.1 1,265.3 1,516.0 1.487... 1.657.9 1.545.9 1.709.8

(Percent 0( IDCD1)

I
I
t
I
I,,

I
t
~

10.6

64.4
29.2
15.2
4.4

10.7
I."
3.4
0.1

35.6

100.0

1989
Est.

5.9

3.5
12.5
6.4

-32.9
-6.7
26.4
27.1

-13.6

1097.0
1.401.8

731.6
213.7
515.5
65.2

/62.2
7.0

65.9
27.5
15.2
7.0

12.2
1,1
2.8
0.2

34.1

100.0

1988

-0.3

3.4
-10.8

I .....
34.0
19.6

-12.4.....
-"5.3

-6.8

2."2.0
1,246.5

687.5
318."
552.3

51.6
127.6

8.1

100.0

63.6
30.7
13.2
5.2

10.1
1.3
2.7
0.3

36.4

1987

-11.6
-25.3
-2.3
72.1

3.7
- ..2...

21.1
410.3

11.5

2.894.3
1.397.8

601.2
237.7
461.7

sa.9
122.2.....

31.2

100.0

68.8
39.3
12.9
2.9
9.4
2.1
2.1
0.1

2.8

7.1
11.1

-1.3
-61.4

51.9
I.....
71.9

-39.6

-5.6

3,275.1
1,170.1

615.6
138.1
....5.3
102.2
100.9

2.9

100.0

66.0
34.2
14.5
7.7
6.3
1.9
1.3
0.1

24.6

7.7

0.7
-5.1
-3.0
67.3

1.7
-11.7
-7.6
220.0

3,057.9
I.saU

671.0
357.7
293.1
19.3
sa.7
...8

70.6
38.8
/6.1
5.0
6.7
2.6
1.5

'00.0

13.8

9.8

1.2
-".2
25,2
.....7

2.6
75.1

212.8
ISO.D

1036.6
1,668.3

691.6
213.8
218.1
109.8
63.5

1.5

28.4 29." 34.0

(~, perteIIt c#IcItIp)

71.6.......
'4.1
3.8
7.2
1.6
0.5

'00.0

1983 I.... ,tiS 1986

-24.6

-15.7

-11.5
-13.7
-3.0

-26.4
16.9
10.4

-67.9

2.105.2
1.7<40.9

552.2
1..7.8
280.7
62.7
20.3
0.6

31"

9.4

'00.0

68.2
43.4
12.3
".3
5.7
1.2
1.4

1912

8.3

7.8
14.2
16.6

-17.3
17.7

-56.9
-22.9

3.170.2
2.017.5

569.2
200.8
262.6
56.8
63.3

38.2

35.0

31.5

100.0

68.5
41.2
11.4
5.7
5.2
3.1
1.9
0.1

1981

39.7
40.8
1'.5

301.2
34.6

-16.3
56.1

-2.2

2.939.6
1.767.2

488.2
242.7
223.2
131.7
nl

4.5

32.2

67.8
40.4
13.2

1.9
5.3
5.1
1.7
0.1

100.0

1980

2.104.3
1,2S4.8

<408.6
60.5

/65.8
157.4
52.6
".6

(In miHiotrI 0( tIIfriiu)

1104.0 ••2.8.9 ".646.1 1917.3 ••JOI.9 ",633.9 ••762.5 .,552.2 ",537.9 ".80U

HIwiaJ IeCtOI'
Industry
Alriculture
Constrvaion
TrwlSpOl"tItion
Communications
Tnlde
Other

Material sector
Industry
Alriculture
Construction
TrwlSpOl"tItlOn
Communocations
Tnlde
Other

Nonmaterial sector

Material sector
Industry
Alriculture
Constrvaion
Tnnporution
Communiations
Tracie
Other

Nonmaterial sector

I
I
I
I
I
I
I
I
I
I

Scun:... Honaoloan~ Il'ld IMF all aJculauorw..

I 1 Componena may lIOl aoid co toeaII MauM oll"DUnd."I

~ , """"""v-e:P=s;u:m zn~,-=;::;::;~:';:rl:-::!R!%:4:::::=-'::::'::'*~t:!)i~!::;;;':!*C:$ :::,::%:'=::::!t::::=#!3:::::lb:·=*:~~O::~"4j:::;'::::-· r::;=:.:'-;;:~~=:-;'.-::4~·:'-:':··~·· -
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I
I
I
I

I
I

'I

...5 ~ I4.1
5.4

I
6.3
6.3
".B I15.1
2.7
3.0

SO.7

I5.7

..

I
I
I
I
I
I
I
I

2.7

3.2
1.6

-13

-0.9
-1.3

3.6

5.3

~
"95.0 ......7 462.7 491.9

~m.l 290.5 291.5 110.0
".585.2 4.721.9 4.622.3 4.844.1 J27.2 28.7 31.1 35.B

26.2 25.3 25.1 26.5
"9.4 '89.3 II-U 139.1
132.9 147.6 103.2 155.5
46.4 ....0 56.3 59.5

4.0 -0.6 -1.1 1.3 -3.4 '.4 -2.1 -4.5
1.0 5.1 0.9 7.5 3.6 9.8 I.t 0.3
13 1.7 0." 9." -0.4 4.7 3.0 -2.1-'.0 -1.0 16.1 5.4 11.2 5.0 5.5 ....
2.5 2.1 -.... -2.2 -4." 0.1 -1" 10

19.9 60.3 47." -26." ....2 -1.9 -20.7 11.1
U 1S.9 29.8 29.2 -9.6 16.6 11.1 -30.1

10.6 2".1 -5.0 3.2 16." 116 3.4 17.3

tm
~

1980 1981 1m 1983 19&4 I tIS 1t86 '987 '988 Est.

(Itt milHclns 0( r&IfriIu)
1.746.1 t.959.4 2.176.9 2.209.7 2.140.0 2.4604.5 2,S52.5 2.468.7 2.536.2 :1.650.7

1.426,6 1.561.6 ',600.0 '.412.0 t.438.1 "'48.3 1.736.0 1.719.6 1.775.2 1.848.7
119.5 397.1 576.9 797.7 701.9 .16.2 116.5 749.1 761.0 802.0

(In~ 0( metriC rans. &MIs lItherwiIe rpecified)

468.0 "16.8 ......0 475.4 "'1.7 465.2
219.1 221.2 23Zo5 234.7 aU4 UI.6

3,811. 3,940.2 4.006.7 4.022.9 ".400.0 4.380.9
21.1 19.2 19.0 22.1 213 25.9
27.9 28.6 29.2 27.1 27.2 26.0

286.8 343.9 551.3 1118 597.9 186.0
37.9 40.4 75.1 97.5 126.0 113.9
26.3 29.1 36.1 34.3 35,4 41.2

(Annuol perum dlclnre)

12.2 11.1 1.5 -12 15.2

9.5 2.5 -11.1 1.1 14.6
24.5 45.0 311.3 -IZoO 16.3

, . .
• "1 Q

/ .

BEST AVAILABLE DOCUMENT

Main pI"Dducu: 0lItfl'It woIume

Hut
"'ilk
Butter
Eu'
Wool
Ceru1s
POQtoes
OUler w,eables

Main product&: 0lItfl'It WlIume

Heat
"'illl (rnn. liters)
lufter (metric tollS)
Eus (milllClflS)
Wool
Ceruls
POCItOeS
Other .,..etables

.~. '.3"· wi, ri;,.=e. ,.

. __..a-.. ._~- -'-- -------.---
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I
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... h'·
.",.J' • .........__

1982 1983 1984 1985 1986 1987

I
Electricity (1M. kwh)
Coal

I Fluonpar
Bricks (millION)
Cement
Lime
Sawn timber(~

I of Qlbl( mete~)
Scoured wool
Felt (thousand mete~)

Woolen fabria (thousand

I
rnete~)

Coats (tIlousanch)
Suits (thousands)
Hodes
Leather footwear

I (thousand pain)
Luther coau(~)
Sheepslon coau (tI'lolIs.ancls)
Meat

I
Sausazes (tons)
Flour
Bakery Coods
ConfectIOnery
Milk and dairy products

I
(Ilte~)

&ztter
Toilet soap
Householcl ioap

1980

1.566.3
4.376.1

603.5
110.1
177.9
63.8

559.4
11.8

614.6

963.5
190.6
179.2

1.4

2.1001.9
53.3
no
56.8

2.9661
83.4
47.2
22,9

24.8
3.8
5.2
3.9

1981

1.562.8
4.302.9

594.9
109.0
106.1
79.4

578.7
10.2

615.1

962.4
201.0
188.9

1.2

1.916.4
64.1
82.9
67.1

3.510.8
125.2
49.3
23.9

4.0
5.4
3."

1.517.9
4.920.7

666.6
113.0
178.7
90.1

646.7
12.1

618.0

962.9
201.8
169.9

1.0

1.727."
73.3
87.1
67."

3.364.2
119.6
53.7
25.2

4.0
5.9
4.1

1.697.2
4.976.6

708.1
122,7
165.3
92.8

627.6
12.1

618.1

965.5
223.0
196.1

0.9

2.226.3
7.....

90."
64.4

4.195.1
150.2
60.7
26.1

4.0
6.1
4.7

2.264.3
5.431.0

747.3
126.9
140.6
105.7

701.5
11.6

621.7

980.2
195.7
196.5

0.9

2.677.1
79.6
64.5
68.8

4.161.8
185.1
59.7
33.9

".7
7.3
".7

2.843.2
6.523.2

786.8
'''3.0
150.5
102.6

686.2
11.3

623.9

1."32.5
186.2
163.9

0.8

2.881.'4
81.0

135.2
62.5

4.051.5
175.7
65.4
37.1

45.2
4."
9.3
4.1

3.169.6
7.064.5

169.8
424.7
IOU

623.7
10.7

636.2

2.212.0
153.8
1.. 1.5

0.8

3.'''9.3
42.7

1"9.3
63.9

4.462.1
185.9
68.4
38.9

52.8
".6
8.2
3.9

3,361.1
7.765.3

5043.7
169.8
541.4
114.1

580.5
10.4

630."

1.549.8
99.4

168.6
0.9

3.517.3
49.6

161.2
64.7

4.782.1
198.7
68.7
37.2

55.6
oH
5.4
3.7

1988

3.54".1
8.605.8

522,7
110.6
502.1
122,2

540.7
9.6

631.1

1.595.1
101.7
152.0

0.9

3.920.6
31...

111.6
62.0

5.284.7
196."
69.9
41.8

59.0
4.6
6.8
2.5

1989

3.568.3
8.00\4.5

578.2
172.8
512.6
9S.0

553.1
10.1

849.7

1.978.2
89.7

182.6
1.0

".140.0
<11.6

180.2
61.7

5.824.3
199.7
66.7
45.8

62.0
4.6

10.3
3.3

I 5oun:es. l'Ioncohar\~ .-.cf lMF DII calcuIat>ON.

~.~~ ~-=:~.-~~~~~tilH3e

I
7

•

i
I

0.7
-6.5
10.6

-4.3
2.1

-22,3
2.3
5.2

34.6
24.0

-11.8
20.1
11.1
5.6

32.5
-0.8
-0.5
10.2

1.7
-4.6

9.6
S.I

51.5
32.0

11.5
-36.7

12.7
-".2
10.5

-1.2
1.7

12.4
6.1

-2.1
25.9

- 32.4

5.4
10.8

-3.9
6.4

-7.3
7.1

-69
-7.7

0.1
2.9
2.3

-9.8

eRS Sj'SJL.LJt .. --.-

6.0
9.9

27.5
7.0

-6.9
-2.8
-0.9

-29.9
-35.4

19.2
12.5
11.7
16.2
8.0
1.3
7.2
6.9
0.4

-4.4
5.3
2.2

-34.1
-5.1

11.5
8.3

18.7
182.2

3.9
-9.1
-5.3

2.0
So4.4

-17.4
-13.7

9.2
-47.3

10."
2.2

10.1
5.8
4.6
4.9

16.8
4.5

-11.8
-4.9

**MN&*P'

334 25.6
9.1 20.1
5.5 5.3
3.4 12.7

-14.9 7.0
13.9 -2.9
11.8 - 2.2

-4.1 - 2.6
0.6 0.4
1.5 46.1

- 12.2 -4.9
0.2 -16.6

-11.1
20.2 7.7
7.0 1.8

-28.7 109.6
6.8 -9.2

-0.8 -2.7
23.2 -5.1

- 1.6 9.5
29.9 9.4

17.S -64
19.7 27.4

-12.8

(Annuol percent chonre)

11.8
1.1
6.2
8.6

-7.5
3.0

-3.0

3.4
14.6

0.3
10.5
154

-10.0
28.9

1.5
3.8

-4.5
24.7
2.5.6
13.0
3.6

9.3
20.6

-2.9
14.4
12.1
37

684
13.5
11.8
IU
0.5
0.1
0.4

-101
-16.7
-9.9
I.....
5.1
0.4

-4.2
-4.5

8.9
5.4

-0.2
-1.7
- 1.4
- 1.0

--40.4
24.5

3.5
-13.6

0.1
-O.r
5.5
5.4

-1.0
-9.0
20.3

-0.1
18.1
18.4
50.1

4.4
4.4

Etectncrty
Coal

I FIuor'spar
Bricks
Cement
lime

.1 Sawn timber
Scoured wool
Felt
Woolen fabrics
Coau
Suits

I H,des
Luther footwur
Luther coats
Sheepskm coau

I Hut
Sausazes
Flour
Bakery loods

I
Confectoonery
Milk anct daJry producu
&ztter 5.3
Toilet soap 3.8
Household soap - 12.8

I

I BEST AVAIL/H3lE DOCUivlENT
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- _.. - .. .__. . :c::._•.__• __ _-~. .. _ ._ ..__.. _._

I

Total woalue of IraIS
CIUtj:lUt

Foods
Luther Ind shoes
Textiles
Clothi."
Enerzy'
Fuels
Nonferroua metals
8uildina materials
Wood processinl
Chemicals
MetalwortUn,
Print'na
GI&I& and cnina
Other

1980

100.0
22.9
11.6....
7.4
t.7
1.9
'.7
7.1

10.7
".0
3.1
1.2
0.3
0.9

1981

100.0
23.7
10.8
7.'
6.5
'.7
H
III
U
9.6
3.7
3.6
1.1
0."
I."

1982

100.0
21.0
U

10.'
5.•
'.7
1.6

I...,
7.1...
3.6
3.5
1.0
0.4
1.4

1983

100.0
20.7
10.3
10.7
5.5
•.8
3.3

14.9
7.1...
3.5
3.5
0.9
0.4
/.7

1984

100.0
21.7
U

11.3
5.)...
3.3

14.2
7.1
'.2
3."
3.5
0.9
0.3
l.3

I,.S

100.0
20.3
'.9

1/.8
5.0

11.0
3.7

13.5
7.6
7.9
3.2
U
0.8
0."
1.2

100.0
19."
'.1

11.6
4.9

11.2
17

13.0
10.1
7.6
1.5
3.S
0.8
0.3
1.2

1987

100.0
19.0
• .5

11...
4.6
IIJ
U

116
10.8
7.3
U
3.7
0.9
0."
1.3

1988

100.0
11.7
9.5

10.9
...5

11.6
4.2

113
10.9
7.0
4.1
3.7
0.9
0.4

I."

1m
Est.

100.0
18.8
9.6

110
4.9

11.7
U

11...
10.6
6.9
".1
3.6
0.9
0.4
1.3

I

I
I
I
I
I
I
I
I
I
I
I

BEST AVAILABLE. DOCUMENI I



2.352.8 2.519.5 3,4684 1.678.6 3.90..... · ",2..2.7 ..,542.1 ".310.7
2.354.5 2.329.1 2.063.7 2....3.2 U07.6 2.964.1 1.054.2 2.936.4

666.2 702.4
250.8 1"7.9

765.7 1,232...
.1.0 400.5

--.,' ,

776.3
183.0

1989

8.206."

19.1
1.040.0

77.3

1.206.4

1.729.9

51.6
1.605.8

ns

1.729.9

2."
600.0 1.044.5

51.6 8'1.1

7,160.1

7,160.8

99.1
7.761.7

300.0
9'9.1

"1.7 1.329.0 1.136.9 1.065.6
464.7 516.9 "28.9 201.8

783.8 " •.5 737.0 1,248.2
647." 679.7 751... 309.5

7.111.0

149.0
6.962.1

7.111.1

225.2
149.0

6.536.0

6.536.0

20.1
6.515.9

300.0
20.1

5,852.2

"15.6
5."25.1

11.5

5.852.2

200.9
"'5.6

7..0.0
"20.1

116.3
352.7

5.465.1

•.6
".974.5

2.0

5.465.1

793.0
348.6

772.1
440.8

12.9
259.5
488.6

5.468.3

5046.8
".920.7

0.8

5,468.3

S46.e

110.5
347.7

774.9
"36.8

5.128.0

790.7
4,302.9

34.4

5,128.0

2.211.3
2.369.9

790.7

711.7
321.9

671.5
"26.6

5,106.4

2.184.0
2.131.7

5.106.4

728.9
".376.1

1.4

I
I.Dsses
ExportS
Stock It end or year

I esourca. total
Stock It be,innilll

01 year

I=~
otIl distribution
Consumed by thermal

I power stations
Final cClltIUm9tion

Industry and
ccnstr\lCtiCn

Azriculture

I Communal hou&inc and
public lervices

Other

:)ta! distributIOn
Consumed by thennal

I power ItItioru
hal Con5UmptiOl'l

~

-1.7

0."

3.7
11.2

I.....

6.6

-0.7
-0.6

1.1

-0.1

7.0
-1.1

-22.6

9.1

7.1

48.9
-11."

"9.3

20.1

11.7

78.3
20.3

-2".9

6.1

1.8

57.2
13.1
33.2

11.5

10.5

51.1
5.6

100.0

10.9

11.1

53.2
3.0

7".1

-6.6

-6.0

41.1
-3.9

-25.7

Source:~.,~ Mel t/'lF _ caIcuIa~.

I ...::!::::::: U':".mo .,. t--;--Zr-.,: 2' g; ;:;' ~(·W)E: :. *- ;:ijg- Xi :t :; .:;;;;;;; ;;::;

I
I
I
I
I
I
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19891988Itt?1983 1984 1985 1986198219811980

.. e

444.8 ........ 327.3 342.6
1712 190." 189.9 204.9

134.3 154.5 17J.5 180.7
303.7 387.6 ....2.6 476.9

(TIIfrill per kiIowllU hour)

(In millions 0( kilowGU hours)

1462." 1680.8 1996.2 US6.7
1.768.0 1263... 1843.2 3,169.6

,,..... 4'7." IUO '7.1

1461.. 2.680.8 1996.2 US6.7

1.221.3 1.263,3 1.633.3 1.799.3

87.8 18.8 144.7 161.2
98.3 111.8 IoU .1.1

Elettritiry 1Upp1y. lOCI!
Domestic
Impons

DIstribution. teal
Ofwflldt:

Industry WId constnICtion
Transporution and

conwnunic:ation
AcMCllItuI"e
Comrnunal heMi"l ancI

public Iet'"rices
O!her IeCtOl"S

Loain~

Wld dlS'tlibution
Power IQtJOnI' own .-

TarifI'
indUStry
....rlcultul"e
Households

Elettritity 1Upp1)'. Wtal
Domestic
knporu

Distribution. toea!
Ofwtlich:

Industry Wld conMICtiOn
Tnnsporution and

comrnunicatlOl'lS
....riculwre
O!her MC:tOn

1.829.3
1.566.3

263.0

1.129.3

.73,3

68.1
95.6

325.1
75.1

12<4.9
267.2

0.35
0.35
0.35

1041.1
1.5618

478.3

1041.1

1.0510

10.9
'5.1

37".9
.55.3

110.2
272.7

0.35
0.35
0.35

11.6
-0.2
81.9

11.6

20.5

18.8
-0.5

-26."

1291.7
1.517.9

773.8

1291.7

1.17<4.9

13.6
91.2

433.0
107.8

123.2
278.0

0.35
0.35
0.35

1:1.3
-2.9
61.8

12.3

11.7

3.J-".1
94.9

0.35
0.35
0.35

H
16.5

-10.3

7."
19

5.0
7.1

59.7

0.35 0.35
0.35 0.35
0.35 0.35

(Annuol pettenr drGnp)

'.9 11.1
21.0 25.6

-39.9 -63.3

'.9 11.1

J.4 29.3

1.1 63.0
13.7 -24.1
10.6 -0.3

0.35
0.35
0.35

'.7
11.5

-43.1

'.7

10.2

11.4
7.3
7.9

3.01.2
3,)61.f

70.1

3.01.2

1.836.9

178.2
102.3

150.6
205.6

248.4
509.2

0.35
0.35
0.35

5."
'.0

-IU

5.4

11

10.5
113
0.3

UI9.0
1.5+41

74.9

3,619.0

1,871.0

Ino
103.2

158.1
266.9

277.8
560.0

0.35
0.35
0.35

s.s
5."
U

s.s
...
2.1
0.9

29.8

3.728.6
3,5704

158.2

1728.6

I." 1.3

re5.2
123.4

370.3
293.0

279.7
565.7

0.35
0.35
0.35

3.0
0.7

111.2

3.0

12

U
19.6
9.8

I
I
I
I
I
I
I
I

.,,=*: ::; ; .... ;..:.. . ..... - . c"';'·-~ :,;- I
I
I
I
I
I

I
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Total employment

Material sphere
"Jric:ulture
Industry
Transporution
Construction
Other'

Nonmaterial sphere
Education
Health
Science. research. and

develoj)ment
Other

MemonIncIum items:

Women in wen force1

Worke", in the socialist
leCtor (percent)

"verace number of hou'"
worked per week

1980

511.1

388.3
202.7
81.6
32.3
30.7
41.0

In,
4'.2
32.0

'.0
32.7

4'.6

62.6

46.0

1981

518.0

388.8
1t5.4
85.0
33.3
31.7
43.4

129.1
51.6
32.'

9.1
35.6

49.0

64.6

46.0

1982

532.2

399.6
196.3
92.5
)4.7
31.4
.....7

132.6
53.5
33.6

9.0
36.5

4'.2

65.6

46.0

1983

543.0

-406.4
195.9
96.8
35.6
32.0
46.1

136.6
54.7
)4.7

9.0
38.2

4'.2

67.1

46.0

1984

550.3

409.1
189.6
100.9
37.1
32.6
<48.2

141.1
55.8
35.5

9.9
40.0

49.8

68.5

46.0

1985

561.6

413.1
187.0
104.6
38.7
33.9
4'.0

1<48.4
58.7
37.3

10.3
42.1

50.6

70.0

46.0

1986

580.9

426.6
185.8
109.9
43.4
35.5
52.0

154.3
60.4
39.7

10.7
43.5

51.1

71.0

46.0

1987

598.4

435.5
1....8
115.6
.....6
37.1
53.3

162.9
63.1
42.2

11.3
46.3

51.5

71.7

46.0

1988

616.2

....3.4
113.6
119.1
47.4
38.9
54.3

17U
70.5
<42.9

11'
46.5

51.1

n,
....0

1989

633.1

..51.4
186.0
119.6
47.0
41.7
57.1

181.1

""6
+t7

14.1
<48.4

51.1

73.5

46.0

Soone: Horlcoh./1 1IIthontJes.
• lnclud./IC C_tJOnI and U1Ide.
~ In ..,,:em d the female popuiata>.

BEST AVAilABLE DOCUMENT
- -- -1D~

~ !

I
~:c; :2..-

I
I
I
I
I
I
I
I
I
I
I

... u* _ ; ~

eft; . 5,- , .e- d £'{;L 'r • • .F,;;.;. • '> •..
*"

• - . ..- '-..-
7



..
; , . • 1 ~' .. :.: ....~ .. /~--';'';''';'j-;~''::' . p '~-:-::~~"'~~-~~"~~--"9".:.~!~~~-;::~'"

. __.~.'.: .. ' ..~.. ,. :~.+4._ '. :':;:'!G! "_'=:;'=:'C;:-::,;:S_?:~>r:??~;~>.~:-;:~~~-:a"""~:':'-.".,- .~.:::: ~~.~~,~.'~""
. - .

ro' o· "' .
,

.-

Table AIS. Employment In Selected Industries' •. '., .. ; ....,.;..;':'~".~ o;"';..r.-;";';-~_-:~ - .••.'

....- ...... . f t

ti
1980 1981 1982 1983 19&4 1985 1986 1987 1988 1989

If:' (A'f'81llp onnuallU'llber 0( empIorea. in 1hcMonds)

ToaJ 67.9 71.1 77." 10.2 16.4 91.0 '5.5 100.7 101.7 107.3
£lec:aic:aI power Ind ~

t IhermaI enel"J)' ".9 5." 5.9 6.2 U 7.0 7.6 '.2 9.8 '.4
fuel ].3 ].3 ].] 3.4 ".3 J.9 ].7 ".1 ".3 ".1
Enaineerin& and rneta/woIici"l .... ..... ".9 5.4 5.3 5.8 6.] 6.8 6.4 6.6
Chemica! 2.1 2.0 2.2 2.4 2.5 ".6 ].0 ".7 H
ConstructiOn material 5.7 6.2 6.8 7.1 7.9 9.0 10.9 11.1 12.2 12.2
Timber IIld woocIworki"l 9.1 9.2 9.) 9.3 t.6 10.4 10.2 11.1 10.2 10.1
Gim. china. IIld pottery 0.4 0.4 0.5 0.5 0.6 0.5 o.s o.s 0.5 0.6
Textile ].] ".4 6.2 6.6 6.9 7.7 7.6 '.2 '.0 '.3
Clothi"l 9.8 10.4 10.7 10.9 11.3 11.6 12.0 1].0 12.6 10.1
l.ather. fur. IIld shoes 6.5 6.7 7.2 7.6 7.9 '.3 '.4 • .2 '.7 9.3
Printi"l 2.0 2.0 2.0 2.0 2.1 1.9 1.9 1.9 2.0 1.3
Food 11.1 12.1 12.6 12.6 14.7 1S.7 16.2 17.6 '''.0 14.2
Other2 ".9 5.3 5.8 6.2 6.5 ".6 7.2 '.3 7.3 17.2

(AmuclI jlercent dwlttfe)

Total 5.7 7.1 3.6 7.7 5.3 ".9 5." 1.0 5.5
EiearicaI power and

tnerrr.I -rcr 10.2 9.3 5.1 9.7 2.9 '.6 7.9 19.5 -14.3
fuel ].0 U.S -9.3 -5.1 10.8 ...9 -".7
£naineerinlll'ld metalworiti"l -8.3 II... 10.2 -1.9 9.4 1.6 7.9 -5.9 3.1
Chemical -".8 10.0 9.1 ...2 .....0 -]of.1 ".3
~material '.8 9.7 ..... 11.3 13.9 21.1 '.3 ].4
Timber II'ld woocIwortu"l 1.1 1.1 3.2 U -1.9 1.8 -1.1 -1.0
Gim. china. and pottery 25.0 20.0 -16.7 20.0
Textile 33.3 40.9 6.5 ...5 11.6 -1.3 7.9 -2." 3.8

~
Clothi"l 6.1 2.9 1.9 ].7 2.7 ].4 1.3 -3.1 -19.8
&.ather. "". II'ld shoes 3.1 7.5 5.6 3.9 5.1 1.2 9.S 5.4 -".1;;.
Printi"l 5.0 -9.5 5.3 -35.0
food 9.0 ".1 16.7 ... 3.2 1.6 -20.5 1.4 ~
QrherZ 1.2 9.4 6.9 4.. -29.2 56.5 15.3 -12.0 135.6

Saorca: f1ontol...,~ Wld II1f all caIcratiorll. r>
I A II.IbIet deN .....est~. l;-
~ l\aIdr.al.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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.ble AI6, Averale Monthly WAles., .. -- ........ . _.
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'.~' • .,A"",,:, "'.t_-: ..- .... ~....... ..:._...... _-I tufrib)
.._._..-._~ .... ........... -_ ...- .--._-.__ ..__. --- ---~

.
1980 1981 1982 1983 I .... 1985 1986 1987 1988 1989 II~~ SOl 509 SI3 516 51' 52.. 526 529 531 539 •

HateriaI MCtOr 517 526 530 534 538 5"" So47 551 S60 568 I
Industry 570 573 57.. 579 580 S84 586 586 593 618

!I Aaricululre 382 396 "12 "19 ..26 "23 "25 "28 *4 ....,
Construaion 538 566 575 571 575 S79 586 6lJ7 585 596
Tnnspormion 557 662 658 663 668 687 689 687 662 653
Camrnunations "57 0462 "5' 563 0473 "73 "7" 0469 .5 ..90 I

I
Tracie IIld procurement "25 "29 "31 "35 ,,3<4 "'" ...... ....9 "75 .5

IOther' -m "30 ..51 "71 046' "90 "I' <4<40 453 506

NonrnaunaJ sector "76 .2 483 .5 "" 483 43 481 43 "91
Housi"lllldpersonallertices ....1 ..57 ,,5<4 "58 046' 0461 "" 046' 465 "75

I Public health. span. and ~
IOCial inIl./I'IIlCe .. 12 "12 .. 17 "19 ..12 ..20 .. 12 "'6 ..21 "25 IEducation and culture "71 "76 ..76 ..n ..78 ..73 479 .1 473 ..78

Science. raurch. and ,
development 550 56S 566 579 5S<4 "" S66 555 S66 591

I Finance. IoanI. IIld insurance ..59 ..75 0488 ..73 "n 475 0467 "IS .." "78 •
Administntion 60S 598 604 615 617 602 607 600 635 6<49 f
Other 600 605 600 602 602 605 598 565 606 629 I

II Source Monfcian -..dloritJes.
t
II lndYd."I 1Drauy. !,

::!!'!: _:."\F: ._ L"-._ : ::r:.:. ~:"" ..t'di.:~ ......_.~ .,. ....:..=... -::::::::i ..... ...;-~ "'-1:a~~?if2£ .......::. <&..~-Z.-_ ....::_. _.

I
...-.....--- ----------:-- -=--~...~~ Y.

o '_~... :
.. 04E . -'.:~_..-.

Ilbl~.A~~,. Price Indices and Volume Index of Retail Sales
. _... - _.

--~ ._-_."----
1980 1981 1982 1983 19&4 1985 1986 1987 1988 1989I Wholesale pnteS (19780: 100) IOU 113.9 120.5 126.8 132.6 138.0 1"".9 ISO. I 157." 165."

e--r ponteS (19780: 100) 100.1 100.0 102.5 102.5 102.5 103.1 102.1 102.1 102.1 102.1

".1 5.0 3.6 ..., 5.1

0.6 -1.0

1.7 7.6 2.3 ".6 8.0
".0 -2.3 3.' I .....

2.7 U. '.0 3.7 ".3

* RM4:WM5 *; srgxz¥,.::::

7

Volume cI reuil sales (1980 '"' 100)

I Total tur1'lO'rer 100.0 10<4.0 107.0
0( wtI<dl.. Foodstulr 100.0 110.0 112.0

Other 100.0 99.0 102.0

I Wholesale pMtes ".7 5.8

l:cnI.mer pnets -0.1 2.5

I Volume d reuil sales
Toal wmover ".0 2.9

0( wfuch. fooclstulr 10.0 1.8
~r -1.0 3.0

I
I
I
I

112.0 117.0 119.0 128.0
121.0 125.0 125.0 130.0
106.0 111.0 11".0 125.0

(Annuol percent dlanre)

5.2 ".6

".7 ".5
8.0 3.3
3.9 ".7

131.0
127.0
135.0

137.0 14.0
132.0 151.0
140.0 146.0
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Table A II.. Domestic Wholesaae and ForeJ2'" ContT8et Prices of £xpof1;a: ,: ;'.~. ;.,~:::.~ ":"::':~.i..-; -.<.~ ~ . ..:.... :: ..~

•• ...ee') .0. • rl 'n'· t •• t tAl .•._, -.;4.

4iC _

: .._>.~.~
" ". ".~

19891988

'".. ~'---

198719861985,,...'9831982'9811980

ri, +77'... he- .....
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Milk
Heat
Com
Ludler coats
Ladler jackets
Fur Itld suede

prments
Garments
Socks
loots
Shoes
CoaJ
Diesel psoIine'
Gasoline'
Enel"lY

Industrial use
Other

Unit

liter
k&

piece
piece
piece

piece
piece

pair
pair
pair

metric ten
liter
liter

6cwtIh

I9SO

1.10
5.00

1960

1.23
5.05

136.90

235.60
2.92

45.30
+4.00
40.00

0.54
0.90

0.18
0.35

1970 1980 , 1988 1989

1.30 1.39 1.47 1.45
6.20 5090 6.00 5.93

111.80 119.07 ISO.IO 179.52
492.70 789.63 1,0\56.29 I.5SO.38
235.00 390.86 610.64 746.91

993.00 806.10 898.00
122.40 107.70 164.27 166.26

2.10 7.15 5.05 ".80
55.30 71.26 74.2.5 77.88
41.10 57.37 42.87 46.73
SO.OO SO.oo 50.00 SO.OO
0.54 0.54 1.13 1.13
0.90 0.90 1.2.5 1.2.5

0.18 0.18 0.18 0.18
0.35 0.35 0.2.5 0.25

Source: Honaohan~.
I Apphcable to pubhc __.
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I
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"75 1980 1981 1982 1983 19&4 .985 1986 1981 1988 1989 1990
6udae1

(In mill_ 0(1UfriIts)
2.457.5 1452.6 1720.2 4.ln3 -4.477.7 4,610.4 4.'11.0 4.360.4 4.540.4 4.6110.7 5.2<43.3 5,807.3

(916.6) (1.061.9) (1.063.5) (1.IU5) (1.257.•) (1.393.0) (1.380.4) (1.451.3) (•.soU) (2.033.0) (2.5<49.5) (13564)
2.2617 1125.3 3.397.7 1818.3 4.120.0 4.296.8 4.486.3 1939.5 4.073.6 4.2410 4.765.6 5.399.4
'.491.4 2.092.9 un.4 2.<465.3 2.633.2 2.699.9 2.735.9 2.261.3 2.269.2 2.2<46.0 2.410.8 2.837.6

( ) (1.501.2) (IJIO.I) (1.629.6) (1.667.9) (1.669.5) (1.744.1) (IW.I) (1.570.0) (1.570.9) (1.739.1) ( )
( ) (591.7) (691.3) (835.7) (965.3) (1.030.4) (991.8) (714.2) (699J) (675.1) (671.7) ( )

704.0 968.6 1.056.9 1.29/.9 1.425.5 1.533.2 1.686.0 1.608.2 1,136.2 1.921.1 2.216.0 1490.1
27.1 30.9 29.0 25.1 24.0 24.1 22.6 25.7 21.9 26.4 24.6 21.9
39.S 319 34.4 36.0 17.3 JU 41.1 +4.3 <46.3 ....5 5<4.2 49.8

194.8 127.3 3nS 364.0 157.7 383.6 ..31.7 420.9 466.1 438.7 'iT7.7 407.9
10.6 13.8 24.2 27.9 318 31.5 28.5 32.0 32.9 33.4 314 336
12.9 42.2 42.4 49.3 47.6 46.5 41.3 47.3 53.6 4... 55.\ 204.8

.063 '58.5 "9.3 176.7 185.5 198.6 206.0 211.6 229.0 242.1 2.53.0 2583
65.0 1118 86,6 110.1 91.8 107.0 155.9 123.0 151.3 II..... 137.2 9'.2

(Percetll 0( GOP)

51.1 SO. I 51.0 51.1 52.0 515 46.1 46.8 45.4 048.9

Sowrus: ~ol"" II.ftIlCInwr. WId II'1f ICIlI -....as.
I Ccwnpc..nu mar lICIt I4d co ICIQIJ __ crl f'ClUIlCIi",

IIlldlIdtn&- lrDm 1",- .... .-.q lrDm lilt~ In upon-.t prica

BEST AVAlLABtE DOCUMENT
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I
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I
I
I

( )
( )

42.9
0.4
0.9
7.0
0.6
0.4
".4
U

(...)

( )
( )

(57.B)
no
48.9

100.0

(48.6)
to9
46.0

(33.2)
(118)
43.4
0.5
1.0
9.1
0.6
1.1
4.8
16

(23.8)
+4.4
n.s

(16.2)
(6.3)
21.2
0.2
0.5
4.5
0.3
0.5
14
/.3

1000

PEgg? :.

/00.0

(15.2)
(606)
18.6
0.3
D.5
4.3
0.3
0.5
14
1./

(15.5) (1'.7)
42.0 41.2
13.4 21.8

A

()5.s) (34.6) (33.6)
(16.4) (15.4) (14.4)
36.9 38.2 4'.0
0.6 0.5 0.6
1.0 1.0 1.0
9.7 10.3 9.4
0.7 0.7 0.7
1.1 1.2 1.0
5.0 5.0 5.2
1.8 13 14

(33.3) (33.2) (43.4)
90.3 89.7 906
51.9 SO.O 48.0

(21./) (29.1) (18.1)
92.0 " .8 91.2
5U 57.7 55.6

(37.2) (35.9) (35...)
(21.6) (21.8) (20.2)
:U.8 31.8 14.3

D.5 0.5 D.5
0.8 0.1 D.•
10 1.2 1.3
0.7 0.7 0.6
1.1 1.0 o.a
4./ <f.2 4.2
11 13 U

(19.1) (18.5) (18.6) (IU) (16.2)
(11.0) (IU) (10.6) (7.7) (7.2)

16.3 '7.0 18.0 /7.3 /7.9
0.3 0.3 0.2 0.3 0.2
0.4 0.4 0.4 0.5 0.5
"./ 4.3 4.6 4.5 4.1
0.4 0.3 0.3 0.3 0.3
0.5 0.5 0.4 0.5 0.6
1/ 12 12 2.3 14
1.0 1.2 1.7 1.3 1.6

('etam 0("*~

/00.0 100.0 100.0 /00.0 100.0

(IH) ('5.5) (14.7) (15.6)
47.0 47.8 47.9 42.3
30.\ 30.0 2'-2 24.3

(14.1)
46.5
30.0

(30.8) (28.6) (27.6)
to.5 91.3 ".)
60.6 61.2 51.9

(43.5) (42.6) (38.9)
(17.1) (18.6) (20.0)
28.1 28.4 )D.9
0.9 0.8 0.6
1.0 D.. 0.9
9.5 '.7 1.7
0.4 0.7 0.7
1.2 1.1 1.2
4.6 4.6 4.2
13 13 16

(22.2) (21.3) (19.8)
(8.8) (9.3) (10.2)
/4.3 14.2 /5.7
0.5 0." 0.3
0.5 0.5 0.4
4.1 4.3 4.4
0.2 0.3 0.4
0.6 0.6 0.6
13 13 2.2
1.7 /.2 J.)

100.0 100.0 100.0

(...) (15.7) (14.3)
46.3 45.8
31.0 30.7

( )
( )

( )
( )

18.6
1.1
1.6
7.9
0.4
0.5
4.3
16

/00.0

(37.3)
92.1
f1().7

•TE',;;....

TllW revenue
0( rrhIch: Local
~rrwnent

Tu revenue
TurTlO'ter taXes

Import price
dlfferentlal

Oomestoc: t.umo¥er taxes'
Profrr wees
I'roduttIon taxes
Tues on indMCluals

NorI:u revenue
from IQU enterpriles
From cOQgeraUves
Social JeCunty premia
Odler

lou! revenue
0( ...I..cll. LoaJ

IOWmment
lax revenue

TUI'1'IO'ItrCllles
Import priCe

dlfferentlal
DomestIC t.umo¥er taXes'

Prol'll wees
Product_ taXes
Taxes on individuals

Nonw:_nue
from IQU eIlttflll'1lCS
From coopel"lUYeS

Social secunty prelNl
Odler

TllW rnenue
0( wllich: Local

IOWmment
Tax moenue

Tumoverwees
Import price

clif[erential
tlonsIc Cl/I'l'lOI'tr tIlles'

flrofrt lUes
Production CIlIa
Taxes on individuals

Nonwt revenue
From RIte entef1>t'ise$
from coopefUlYes
Social security premia
Other

15
tt[fl
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I
T._able A2, I.S.ta_te ~~~ge__t E_xpen.d_ltures l .·.·:,:_.;....r:..:":•. ,.;~\:~:'··:>~·,;':-:,·> .. '~' ..:".='.,,:~;:,~:_~":.: . ..;.;' <,' " -

. - - -~ ... __.... ~_.._--_._-
1975 I'" 1981 1982 1983 1984 1985 1986 1987 1988 1989 /990

Budlet

I (In millions 0( liIfriks)

ToW expendItures 2.5664 1,918.6 4.145.6 4.622.2 4,991.5 5.244.6 5.560.6 6.005.4 '-359.6 60690.6 7.008.0 7.320.6
0( wM;h; Loal

(1.1764) (1,52/.5) (1.541.1) (1.625.0) (l.n7.3) (1.166.0) (1.969.1) (2.416.9) (2.805.5) (3.143.9) (3.4)7.7) (3.551.9)rovemrnent

I
Current expenditure 1103.4 3,337.0 U7l.1 3.960.2 4.195.6 ".467.8 4,625.1 4.174.0 5.067.0 5,175.8 5.378.5 5.790.6

Of wfllclt Wiles
(953.1)lrld salanes (509.0) (680.2) (736.7) (747.4) (797.6) (843.9) (888.8) (901.2) (90).2) (975.6) (1.018.2)

National development 7506 1.204.3 1..251.4 1.539.4 1.659.1 '.8".4 1.&43.8 1.924.0 1.968.1 1.916.1 2.087.6 2.)23.2
Interest paymem:s' 31.1 105.6 40.2 77.7 113.4 138.6 167.5 5.8 33.3 99.6 169.2 240J

I
Export IUb5Id,es 178\ )(2,7 386.9 476.3 528.0 558.2 561.6 483.0 459.7 401.8 4)2,3 4871
Other 5394 756.0 124.3 985.4 1.017.7 1,119.6 1,112,7 1."35.2 1,"75.1 1,41"" 1,46.1 1,595.7

Social and amlll"ll . 1.022.2 1,494.9 1.612.2 l,n3.7 1.819.3 1.903.5 1,999.4 2.095.) 2.2286 2.371.6 2.445.7 2.631.7
Free food and medICine 107.3 157.1 171.7 112,2 229.8 247.6 244.1 246.6 245.9 269.9 297.1 319.5
SociaIIeClIl'ity payments 109.5 129.1 136.6 138.8 146.2 154.3 174.3 m." 207.4 241.0 220.6 236.1
Persions m.O 293.6 3112 m.5 358.3 380.5 401.8 425.4 "56.1 481.7 SOU S41.1

I Material expenditure 271.0 453.6 500.2 55U 514.3 528.2 555.7 610.9 672,5 676.1 698.3 768.6
Other 357.4 461,5 490.5 515.3 570.7 592,9 623.5 635.0 646.7 702,9 nO.9 765.7

Administration and
defense 293.0 SlI.5 631.5 641.5 664.5 691.6 7116 790.2 792,5 1'3.2 m.o 748.0

Other 37.6 56.3 77.0 55.6 52,7 56.3 69.3 64.5 n.1 7..., 68.2 87.7

I
lmoestmem: I 463.0 651.6 573.5 662,0 795.9 nu 9)5.5 1,1)1.4 1.292,6 1,51"-8 1.629.5 1,5300

Material sector 144.7 2251 1686 197.) 2Sll 2S2,9 318.4 ..73.9 530.1 696.6 785.5 6786
NonmatenaJ sector )183 "26.5 '404.9 46-4.7 SUI 523.9 617.1 657.5 762.5 118.2 80404.0 851.4

(Percent 0( GOP)

I
TCItIl expe1!drwres 59.0 55.1 56.) 57.0 58.3 59.3 64.s 65.5 65.0 65.3

0( wfllch: local
rovemrnent (...) (22.5) (20.8) (19.8) (19.7) (20.7) (21.0) (26.0) (28.9) (30.5) (32.0) (...)

Current expenditure "9.4 48.1 48.3 "7.9 49.7 "9.4 52.4 52.2 SO.2 SO. I
Of whICh: Wiles

(9.))

I
InCI salaries (...) (10.1) (9.9) (9.1) (9.1) (9...) (9.5) (9.7) (9.) (9.1) (...)

NatlOnlfdevelopment 17.8 16.9 18.8 11.9 20.2 19.7 20.7 20.) 11.6 19.5
Interest payments 1.6 D.5 0.9 I.) 1.5 1.8 0.1 0.3 1.0 1.6
&port'Sllbildles 5.1 5.2 S.8 6.0 6.2 6.0 5.2 4.7 3.9 4.0
Other 11.2 11.1 12.0 11.6 12.4 11.9 15.4 15.2 13.7 13.8

I
Social and cultural 22.1 21.7 21.0 20.8 21.2 21.) 22.5 23.0 23.0 22.8

Free food InCI med,CIne 2.3 2.) 2.2 2.6 2.8 2.6 2.6 2.5 2.6 2.8
Social secunt}' payments 1.9 ,.8 1.7 1.7 1.7 1.9 1.9 2.1 2.3 2.1
PensioN 4.3 4.2 4.1 ".1 ".2 4.3 4.6 4.7 4.7 4.7
Matenal expenditures 6.7 6.7 6.8 5.9 5.9 5.9 6.6 6.9 6.6 6.5

I
Other 6.1 6.6 6.3 6.S 6.6 6.7 6.8 6.7 6.8 6.7

AdmiAllt/'"ltlOn and
defense 86 1.5 7.8 7.6 7.7 7.6 1.5 1.2 7.9 7.2

Other 0.8 1.0 0.7 0.6 0.6 0.7 0.7 0.8 0.7 0.6
~, 9.6 7.7 8.1 9.1 1.6 10.0 12.2 13.3 '4.7 15.2

I'1atenal sector 3.3 2.3 14 2.9 2.8 3.4 5.1 5.5 6.8 7.3

I Nonmatena!~ 6.3 5.5 5.7 U 5.8 6.6 7.1 7.9 7.9 7.9

('ettent 0( Ulta~
ToW expendttures 100 0 1000 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

0( whICh. localI covemment (458) (38.1) (37.2) ()S.2) (3"-6) (35.6) (35.4) (40.2) (44.1) (47.0) ("'.1) (48.5)
Current expenditures 82.0 83.7 86.2 15.7 14.1 85.2 13.2 11.2 79.7 n.4 76.7 79.1

0( whICh Waaes and
(16.0)salMies (1t.8) (17.1) (17.8) (16.2) (16.1) (16.0) (15.0) (14.2) (14.3) (13.9) (13.9)

National development 29.2 30.2 lO.2 33.3 )3.2 3.... 33.2 32.0 30.9 28.6 29.1 31.7

I
Social and cultural 39.8 37.s 38.' 37.3 36.4 36.3 36.0 34.9 35.0 35.4 )(.9 35.9
"-dmimstratlOn and

.rcnse II.~ 14.6 15.2 13.9 IU 13.2 12.8 13.2 12.5 12.2 11.1 10.2
Other 1.5 1.4 /.9 1.2 1.1 1.1 1.2 1.1 1.2 1.I 1.0 1.2

"'''''StInCrrt I .10 163 13.1 14.3 15.9 14.8 16.8 18.8 203 22.6 23.3 20.9

I
Matena!~ 56 5.6 4.1 ".3 5.1 ".8 5.7 7.9 8.3 104 11.2 9.3
Nonmatena! lectOr '2.~ 10.7 U 10.1 10.9 10.0 11.1 10.9 12.0 12.2 12.0 11.6

500.rca: ...............,~ Itld 1M/' aaII estImIta.
I Componena .....y not oOd to _ beauM ci roundl"l
• Partwly _ .....ted from debt_tv",e data.I 1 Excludes ,eolozal feu,bolrty~ Iftd some equipment, ciIlatf'oed •~~ In tile 11ofocol....countS.
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I II
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Sources: Hot1." IIIdlori&iIs; MIl IP1F DIf calcYaUOlll.
I FWldl .-nlIZed III Ole lIUlIcel on • net .... .., Ole __ flnil'" nde ....".. ... cIi&trilIutotI. .
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TrwlSferable Convertible
rubles CUTTenCiesI

Table A23. Export Subsidy Coefficients,I i,,_1~989-June I~ _ • '--0 "'

Coefficient' for EJCpons
Denominated in

1.658 2.700

I
I

~ Wool thrud

Unproces.sed Iheared wool

Semiproceaed wool
Dirty wool
Partially scoured wool
Coane wool
Lea coarse wool

2.146

1... 19
1.892
1.739
U57

2.700

2.700
2.700
2.700
2.700

I
Knined Coeds

Woolens
Wool blankeu
Other blankea

2.523
2.158
3.072

2.700
2.700
2.700

I Carpeu
Ulunbaatar
Erdenet factory

1.4&4
1.&49

2.700
2.700

I
I
I

Small woolen produca

Woolen coaa

loot soles

Leather dothull

fur loods

2.759

1.132

1.795

1.700

1.700

1..500

2.700

2.700

3.300

2.7001.295

.,uru Monrrtry 01 fr.anc•.
I Tho producer pnc. ;,. detemwned by~ the contnel

e>q>ort pnce irl e.ucnks by the coeflk..nt.

I-=-- ":':::':'.£.:'$0: . =:::..:::----- .~_-..-...._-=-

I

I
I
I
I
I
I
11III!!!Ie_=_~
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Table A1t4. Sectoral Distribution of Gross Short-Term Credit &tended ~:"~~~~~j.:":;-.~~"<.':'z.~~~;.:. -' ..

1915 1980 1985 1986 1987 1988 19~

(In millIOnS 0( blrri/(,l)

Short·term credit extended 11.090.0 16.396.1 23.66-4.3 27.575.9 27.280.2 26.531.7 2".9871
A,nwtwre 836.0 1.395.0 1,669.6 1.962.8 1.961.7 2.946.0 2."2~.2

Industry 1.109.0 1.456.2 1,8&4.9 1273.8 131U 1.I<tO.2 1,96-1.2
TI"aIISpOl"tattOf\ and

communiatlOOS 304.0 8lS.3 1,232.0 2.041.6 1136.2 2.144.5 2.00411
ConstNCtIOll S450 I.OS3.1 1.488.6 1,83'-'4 1,861.0 1.7S1l." 1.379.5
Tncle 6.972.0 9,6.. 1.8 1".379.9 15.303.2 15.161.8 .... 15.2 '.8880
Warehousm, 1.315.0 1.965.1 2.856.3 ".031.6 3.7M.3 10.036." '.1917
Other 9.0 29.6 153.0 Ins IDS." 93.0 96~

(Percent 0( fD(D1)

Short·term credIt extended 1000 100.0 100.0 100.0 100.0 100.0 100.0
A,riculwre 7.5 8.5 7.1 7.1 7.2 ILl 9.7
Industry 10.0 '.9 •.0 '.2 •.5 ".3 7.9
TransporuttOf\ and

communlQtl()tlS 2.7 5.0 5.2 7." 7.8 8.1 8.2
ConstnKt,Of\ <4.9 6.6 6.3 6.7 6.8 6.6 5.S
Trade 62.9 58.8 60.8 55.5 55.6 31.7 35.6
Warehousin& 11.9 12.0 12.1 1".6 13.7 37.8 US
Other 0.1 0.2 0.6 0." 0." 0." 0."

5our'cL Scau ...... ri the ~ol"" PeopIe'J ~I(.

'-£::e : .-:;:=- ·;e::--== : e· h " : . i: ·::ii J2 %¥:::s;w:::;§WG;;;t ESi i a::: 'Z.. £i#4 5:j <: :..:.:...:.

I

I
I
I

I
I
I
I
I
I
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_ 4.) ....
_ 0 ~ • ~_ ...

(Percent 0( UIUl/; end 0( period)

100.0 100,0 100,0 100,0 100,0 100,0 100,0 100.0

93,6 92,5 81.1 18,1 18.1 76.9 14.1 73.3
1,9 9.4 III 11.8 11.3 Il3 14.5 13.0

14.8 9,8 9,1 10.0 10.0 10.6 1.2 7.0

3.9 :'-2 l6 2.4 2.9 3.0 3.1 4,1
H 3.9 7.7 9,1 9.3 7.9 8.6 8.2

62.1 $4.0 37.5 28.7 21.0 25.9 20.6 20.6
13,1 Il0 15.9 17.3 IU 20.3 20.0

0.5 0.1 0.1 0.2 0." 0.4 0.3 0,4

6.4 7.5 18.9 21.9 21.9 23.1 25.3 26.7
0.1 2.3 1.3 1.3 1.3 ".0 4.1
3.7 3.9 5.2 7.6 7.2 6.9 8.0 8.1

0.3 2.6 4.6 4.2 5,0 5.2 5.B
l5 2.6 lO 3.2 3.6 4.0 ".4 5.6

0.5 2.3 0.5 0.6 0.7 0.7 1.0

0.1 0.1 4.5 4,6 4.9 5.2 3.1 1.9

Source. 5QIe Bank d tile !'1onI:ol.." People '. "epvbhc.
,~nts ...y not edd t.ll t.oQls bacalM d 1'ClUfld'",
J Crw:drt o'll:scanclt",. end 01 penod.

I
I
I
I
I
I

$hon·tel'lll credit
A,ricultun!
lncIustry
Transportation and

communications
Construetion
Trade
Warehousi"l
Other

lonI·tel'lll crwdit
A,nculture
U,nt industry
Construetlon
Transportation
Fuel and electncity
CommufljcatlON. trade.

forestry, and other

1970 1975 1980 1985 1986 1987 1988 1989

I ~~~ - ----,. - - ~--..-' .- .............-:..:.~:..~==--::..::::-:.~~ .. ~..,.~~- ~· ~..-__.&.-._-.__-_.....,,;,.,.. . .~~.__ ..._ .-_.... ......__ .~i _.~...I_._.__ ._ .

I
I
I
I
I
I
I
I
I
I



.,;, ... ~. . .

1985 1986 1987 1988 1989
1990
July

(Percell! II yeor; end of period)

1.0 1.0 1.0 1.0

0.5 0.5 0.5 0.5

6.0 6.0 6.0 '.0

".0 ".0 ".0 ".0
8.0 8.0 8.0 1.0
2.0 2.0 2.0 2.0

2.0 2.0 2.0 2.0

5.0 5.0 5.0 5.0
8.G-10.0 8.0-10.0 I.G-IO.O I.G-IO.O

10.0 10.0 10.0 10.0
6.0 6.0 6.0 6.0

SftoI't·term
Acriculture and "ri

cultural raw mnerials
State rwserve of

livestock feed
Intrapublic sector

debt dearance
Current asset Jhor't&II

AcriculturaJ c:ooperatiYeS
Other leCtors

Other

f'er\llty interest
snort-term. defaults/delays

Alriculture
Other

Lonz-term
Defiwtu
Delays

CUI'T'el1t accounts
Demand deposits
Savinrs lCCounts
Term lavinas deposiu
Foreirn cUlTency

Without term
With term

1.0

0.5

6.0

".0
8.0
2.0

S.O
I.G-IO.O

10.0
6.0

6.0
1.0

6.0
8.0

3.0
".0
3.0
".0

3.0
".0

3.0
".0

3.0
".0

3.0
".0

3.0
".0

3.0
".0

1.0

0.5

6.0

".0
8.0
2.0

2.0

t5.0
8.G-IO.0

I10.0
6.0

3.0
".0

3.0
".0

I
I

•
I
I
I
I

..r , '. w .. ,j0:'r=or: t tmg:;~i7i;A ~ .• I
I
I
I
I
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Scurtes· Honed.."~ ...cl1Mf alI_
I Components "'1 IlCll Idd ~ lDlaII becaM rJI f'OIrdl"l
IIm;>orts 01 equipme"l~ _hnocaI _. r.r-c.ct by !:he U.s.s.k.
) Indude. bo\h roods and labor __ dau ... llOl _Iable for •~
• Chonles on depo5lU by~-. dloefIy fore,1"~_ It eN Sate &onk. 'The ....... shore rJI ct.. depooia it held by CHEA ............. but chanle,

... onduOe depolla 01 _ cencnlly pIInned ecanon-. and _ ill !:he~ CllrTInCY IRL

I
1~,1,/
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. .. 1., '-' - .
~ . ........

-. "-'" ",-' .' ~.~- --..~'-".~; ." ~... '""; -;':.: ~~:";~~'r;:}·~·>;~i"'~~""~~-~-:"-
TabIeAJO. Balance of 'ayments Under Bilateral Clearin. Arran..rnentst5~;j:':~,··:~;':;.":~-," ".,:: .... .-

fl" ",illlO/'tS or u.s. dollars ~.# ~ ...:~t....,...#:~';.,.:i::~~ ..... rr~ ,:,,~.J ::~:~: ~_::-.:~ ";'~; ~~.,.;. ~ ::..;~;. -~... t1•.~ ......~.,.,. ...r.;.,..;._. ~
... _-_ ..... .... ....-..,. _................~......~-- . )1 d .

1975 1980 1981 1982 1983 I.... 1985 1986 1987 1988 1989 teurr.nc KCOUITl 0.64 -0.49 -0.17 -0.95 1.21 1.49 1.93 15.'4 -1.98 '.44 1.6-4

TI'ICle balance -1.22 -1.74 -,.504 -1.12 -1./6 -110 -6.57 1.99 - 16.70 -4.78 -3.44 t
Exports. f.o.b. 5.43 7.66 5.52 '.48 '.67 '.94 U5 11.4' 12.50 20.80 n<4'

~.

Irnporal -U5 -'.40 -7.07 -10.60 -9.83 -1).0<4 -13.52 -/6.43 -29.20 -25.sB -26.85 f
Semc:es balance 1.86 1.25 1.18 0.16 1.36 ".59 '.51 13.76 13.13 13.22 12.09
~eipa 2.11 1.45 1.31 0.35 1.56 ".75 '.84 13.98 14.03 13.<49 12.47

Shipment 2.06 1.31 1.15 0.23 2.45 ...55 1.76 13.77 13.80 13.12 12.28
Travel 0.02 0.01 0.02
Other 0.05 0.12 0.11 0.12 0.10 0.20 0.08 0.10 0.22 0.35 0.1'

expendItures -0.15 -0.19 -0.'<4 -0.19 -0.19 -0.16 -0.13 -0.22 -0.30 -0.27 -0.39
Shipment -0.07 -O.OS -O.OS -0.08 -0.22 -0.11 -0.01 -0.09

~Travel -0.01 -0.01
Other -0.18 -0.19 -0.'<4 -0.'<4 -0.'4 -0.07 -0./1 -0.11 -0.29 -0.27 -0.30

1Capttal account -0.6-4 0.49 0.37 US - 1.21 -1.49 -1.93 -15.'<4 2.98 -'.44 - 8.6-4

P1ediurn-/Iont.term capiul -5.60 -5.22 - 5.52 -5.05 ,

l
OGbunemenu ...

~AmortizatlOl'll -5.60 -5.22 -5.52 -5.05

S/lon·cerm capital

t
Emn wi omis5iorIl -0.604 0.49 0.37 0.95 -1.21 -1.4' -1.93 -10.14 1.20 -2.92 -15'

Overall balantt

Finlncin&

r
Souru, f1onIoIw' 1IItIloncieI.
I CampoorIenG InIy _ lIdd to CCICIII lIecIuIIt cll"OlIftd;nc: Indudes nde wiIh on. dlt~ People', A.pubIic oIlC.ora INy~
I c..eraca .-cllr ftpmenI. on IJoch I til. IN 1/1 f.G.b. "is.
I a.pa7'M"t ~ ClIinI cI dell! -.rw:ced in dlt I KO&.

.~:titVN.;iiiZ= :::::::eM:e*fS$5:.s;-s;eg::"*~$;'<*'t·J p.e .at ..... :ssp@ .....-.~_..
-.." ....-.-..;... .... _...

I
I
I
I
I
I
I
I
I
I
I
I
I
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". ....... .~ :-. .~ .. ~. '. - ,- . • •• .' - ..... " ..... ". - ..... ;-._-:\-.-. ~~ ..•• ,"y. ',". "~' ..'.

- Table All •. Balance of Payments with Convertible Currency Areal ~~ ..~:~_~';~:-:£o·:;£tr~rlo~.~=~·';~.:7;!'
~ • _ • w. _.. • •

(In millions of u.s. dollars' - ~ .-;~.~'.' ::~;~ , -........--: .•~..:. .'1...... ~t.~ ~~~.=-~>~ s.. -~~",~w;~.:.:",r1i ':""'~"~:,,,c;~~'~ ..,?';" ~.~...~_r.._

Sourtes !"Iot'Iol.."~ W'd I!"IF Ita" est,""'tes
,C~nu .....y """ Idd to _ becaae of P'OUnd'"C
: On • <.1.1 D _Ii D III I.o.b bu4.
' .....Iucln vaIuIt ..... -,,_nt.
• For me penoa 1,.9-10 CIlcuiIad D u.~. on the anent _ .......e.

I

~

I
~

I

I
I
I

f
!
i

I
[
!

l
I-0.01

-0.01

-3.43

1989

12.97
16.55
1.07
3.58
0.19

11.70
-3.58
-0.15

31.30

18.304
52.18

- 33.83

19.63

1988

2.S8 2<4.35

81.0 42.0

1<45.12 120.n

-04.42

7.004
11.61
0.54
3.38
0.18
7.51

-4.58
-0.16

- 22.21 - 55.65

1.70 1.70
- 23.' I - 57.35

-2.58 -2<4.35

2.58 2<4.35

22.51

1987

-2.17

1.49
10.78
0.2.5
3.27
0.15
7.12

-2.30
-0.13

659

"'.8 101.5

15.37 51.<4 I

2.30 2.30
13.07 "'.11

73.78 '47.70

1986

-liS

6.71
8.91
0.15
2.39
0.13
6.23

-l19
-o.Got

-21.96 -73.92

21.96 73.92

-21.96 -73.92

-0.12 14.03 Il60
17.68 31.50 304.11

-17.80 -17.47 -21.51

679

51.82

17.1<4

1985

-l37

3.22
6.67
0.08
l21
0.05
<4.33

-l<45
-0.08

13.92
23.08

-9.16

22.09

33.1

IH8

1984

-l99

Il32
20.32

-8.00

ll6
5.23
0.08
2.30

1.85
-3.08
-0.09

<4.08 - 1<4.76 - 29.73

7.33

7.0

1.60 1.60
0.22 - 1.32 10.99

0.22 0.28 Il59

".08 - 14.76 - 29.73

3.21
5.83
0.07
2.61

1983

-<4.08 1<4.76 29.73

-2.50

3.15
-2.61
-0.11

3.10

.......................... ---...-
1982

11.<41

Il6

-l78

-0.32

l78

-l78

-2.7<4

-0.32

".40
7.31
0.004
2.57
0.08
<4.62

-2.91
-0.17

0.51

8.63

10.2

0.51

0.40

1981

-0.91

-0.51

- 1.97

-0.91

<4.30
6.31
0.03
2.304
0.1<4
3.81

-2.01
-0.05

12.3

9.14

0.09

009

1980

-0.09

- 2.21 - 3.89 - 1.30 -7.51
6.71 6.30 8.7<4 5.02

- 8.92 - 10.20 - 10.004 - 12.53

-0.09

-2.86

2.12
5.05
0.01
1.11
0.11
3.82

- 2.93
-0.06

1975

- 2.03

1.00

-1.00

-1.00

1.00

<4.2

1.304

-1.50
2.37

-3.87

0.50
2.S-4
0.06
0.68
0.07
1.73

- 2.004

-0.01

Gross fereiZ" exchanze
reserves stOCk.
end of period

(In months of imports)

Unrequited =fen
Private
Official

DlSbunemenu
Erron and omISSIOnSI

State 8ank forelC"
exthance reserve$. net
(increase: -).

Trade balante
ExportS. f.o.b.
Imporul

SeNices balante
ReceIpts

Shipment
T,..vel
Interest
Other

Expenclltures
Shipment
T,..vel
Interest
Other

Current KtOUnt

Memorandum item:

Ove,..11 balance

Capital Kcount

..-...--

I

I

I

I

I

I
I

I

I
I

I
I
I

I
I
I I
I BEST AVAILABLE DOCUMENT- ~--....::.:.:::~~1;bO
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Table A32. Export and Import Deflators and the Terms of Trade' ... .,..~t:: ~. -=." .-_.' _ • ..--0 ''zt=ttC' • t· -CW'? =7 • r 0 eo _

1970 1975 1980 ItSl ItS2 1983 I.... Its5 1986 1987 1988

(I" mil'_ 0( rronrferable rubles; indez 0( *fImt;rn '9BC. '00)1

75.90
7HO

1.40

157.50
15UO

1.20

169.90
265.70

4.20

314.00
308.00

6.00

376.40
370.40

6.00

408.60
406.10

2.50

0453.90
433.80

20.10

461.70
+0.70

11.00

479.80
0463.90

15.90

~1.00

461.40
19.60

49S.20
468.60

26.60

&port I"'ice deflator
Ta

Centrally planned
Other

125.70
123.40

1.30

60
60
61

171.30
169.70

1.60

92
92
7S

269.90
26S.70

4.20

100
100
100

195.60
290.60

5.00

106
106
120

324.30
320.50

180

116
116
158

369.30
367.30

2.00

III
III
125

383.20
364.50

IB.70

liB
119
107

368.70
JSo4.IO

14.60

125
125
123

409.70
393.40

16.30

117
118
ts

395.70
380.50

15.20

122
121
129

38880
368.40
20.40

127
127
130

I
I

CUTT'em prices
Total

CentnJly planntd
Other

10870
107.80

0.90

191.90
189.10

2.80

367.00
361.60

5.40

471.50
464.30

7.20

529.90
512.60

7.30

621.90
612.50

9.40

653.40
6046.80

6.60

7304.00
n6.40

7.60

763.60
750.80

12.80

740.10
n7.80

12.30

7<46.10
730.30

15.80 I
Ccnftam 1980 prices

Ta
Centrally planned
Other

180.20
179.30

0.90

310.90
308.60

1.30

367.00
361.60

5.40

439.80
432.60

7.20

0428.10
420.80

7.30

0487.90
047B.6O

9.30

457.70
0451.10

6.60

5004.20
496.60

7.60

496.60
0483.90

12.70

464.50
0455.40

9.10

0459.70
~7.s0

12.10
I

Soun. MIt'lIIU'7 r/ Trade _~ Coopermln; _1'11' ." ClIIcu6IIicn.
I Cr!lnlly~ .-.omieI1nd&* CHEA tMfNlerI. YIIIO*riL ow.. _ IIlI DemocrIIic ""',~ 01 Kar-. .........~ lID __ '"

IIlI_~ arrwncy ... COiiipOiC"tlllllJ' lICIt IIId lID toaII McaIM 01 r'IlUIllIir1:.
'Trade WlCIer bilI&er'II clarinI~ _ wiltIlIlI~~ - 11-.1 iI'CO _ ...... f\lOIB • dle oIIicilll'lte 01~
afor .,7) _ 1.10..... 01~ _ -..-as tar dle I"'tiouI he,.....

I
I
I
I

I
I

4.1
5.0
7.8

7B
7B

101

162
163
130

1.9
1.9

-3.7

2.2

4.3
2.5

31.6

3.2
3.2

33.7

1.1

76
76
9S

159
160
135

15004
155
101

16 76
16 76

123 97

5.9 -6.4
5.0 -5.6

15.0 -20.3

2.1 5.5
2.1 6.1

1.0

18 -II.'

146
146
100

12.6
11.7

-1.0

-6.1

143
1043
100

2.4
3.2
1.0

-6.7

127
128
101

15.9
15.9

... 17 13
93 16 83

158 1204 107

(AnnuGI petcem dlclnp)'

9.04 -04.3 6.3
t.4 -4.3 7.2

31.7 -20.9 -14.4

-u

124
1)4
100

""120

6.0
6.0

20.0

7.0
7.0

-1.0

107
107
100

-1.3

100
100
100

u

0.6 10.0
0.3 10.4
4.1 -18.0

8.9 1.7
e.9 1.7
4.2 5.9

149 100
150 100
62 100

62
61

122

100
100
100

60
60

100

Import prices
Centrally planned
Other

Import price deflator
Total

Centrally planned
Other

Temll olinde
Total

Centrally planned
Other

l~_-..~...~,:",..~_::a~_"';.,.r-l!ll!'O~_$~~ '!'t~·JI'llGEIi~.'9'lQ!L!JIlIi:I;:;iI:l:~:EiJ:2!:i#1t19.!II.II!.=" ••:.m*!!l;::::-~·~'5!!l2.1:!(llg&=·:!l.iIE!.......,:a==!..I2Ilr'~.~IZ:!·~,_~.•:--
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Table A33• .International R.es.ves ,';', ',,. > •. .~-:. ... ...
(In millions 0(U.s. dotlQrs; end ofperiod)

Foreign
Gold'Total Exchange

1980 23.0 9.1 13.9
1981 21.8 U 13.2
1982 23.7 11.4 12.3
1983 19.3 7.3 12.0
19&4 32.9 22.1 10.8
1985 686 51.8 16.8
/986 91.4 73.8 18.6
1987 167.8 147.7 20.1
1988 164.1 145.1 19.0
1989 139.6 120.8 18.8

Source Sote Bank 01 the Moncol.,., Pl109le'l ~b"(.
, Valued at about $1.5 per croy ounc:e
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MONGOLIA

RECENT ECONOMIC TRENDS 11

A•. Introduction

1. Despite very considerable difficulties, exacerbated by the dissolution
of the former USSR in late 1991, Mongolia has made significant progress t~ards a
market-oriented economy while consolidating the democratic process. However, it
continues to experience the short- and medium-term tr~sitional problema that a
radical transformation of the kind being attempted by the authorities inevitably
entails. These have been compounded by Mongolia's heavy import dependence on the
former COMECON countries (including Russia particularly), whose own economic
problems have led to a drastic reduction in external trade and investment.
Finally, the country's geographic isolation makes the development of new markets
costly and difficult. The Mongolian authorities have accepted these formidable
challenges and are making strenuous efforts to overcome them.

2. During 1991, the international community responded quickly to the
authorities' request for assistance during the transition. A Mongolia Assistance
Group Meeting took place from September 5-6, 1991, in Tokyo, co-chaired by the
Government of Japan and the World Bank. As foreseen at that time, additional
assistance is now needed for 1992-93, given Mongolia's continuing economic
difficulties and a second Mongolia Assistance Group Meeting has been convened for
May 28-29, 1992 in Tokyo. Its main purposes will be: to assess Mongolia's
progress in reforming its economy; to articulate medium-term development
objectives and identify external capital requirements to obtain them; to review
the utilization of the aid committed during 1991; and, to consider new assistance
required for the remainder of 1992 and for 1993.

3. Following a process of popular consultation and discussion during the
second half of 1991, and extended debate in the national legislature, a new
constitution was approved and became effective February 12, 1992. It
incorporates the principles of a modern democratic, pluralistic society based on
a market economy and private ownership. National elections for a new unicameral
legislature will be held on June 28, 1992. Several new political parties have
been formed and, not unexpectedly, a variety of opinions is being debated. It is
commendable that, notwithstanding very difficult economic circumstances, these
constitutional reforms and the democratic process have not only continued, but
been reinforced.

B. Economic Stabilization: Recent Developments

4. Adjustment and stabilization in Mongolia, as in other reforming,
formerly centrally planned economiee, presents difficult challenge. for policy
formulation and implementation. Moreover, Mongolia's efforts have been uniquely
aggravated by its almost total external trade dependence on the former USSR and

11 This memorandum assesses economic developments since late 1991. For a more
comprehensive assessment, see Mongolia: Country Economic Memorandum: Towards a
Market Economy, World Bank, December, 1991; Economic Report on the Mongolian
People's Republic, Asian Development Bank, September, 1991; and The Mongolian
People's Republic: Toward a Market Economy, Occasional Paper No. 79, IMP, 1991.
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other former socialist economies of Eastern Europe. The sudden collapse of
COMECON in early 1991, and subsequent disruptions in trade and distribution
~ithin Russia, created an extremely difficult situation in Mongolia. Large
amounts of financial and technical aid received from the former USSR, equivalent
to about 30% of GDP during the 1980s, virtually disappeared in 1991, and this has
significantly vorsened Mongolia's economic difficulties.

~I External trade statistics should be treated cautiously because of valuation
problems associated ~ith the use of transferable ruble exchange rate.

7. The fiscal situation continued to be very precarious. For 1991, the
Government's deficit vas equivalent to almost 13% of GDP (including subsidies to #
some public enterprises). Extremely high levels of expenditure inherited from
the former command economy, inadequate revenue performance due to a weak tax
collection system, compressed external trade, significant tax exemptions, and the ~
abrupt cessation of Soviet aid vere the main factors responsible. The high level
of Government expenditures (over 60% of GOP) was the consequence of several
factors. First, Mongolia'. public service sector employs about 170,000 staff,
over 25% of the labor force. Second, public expenditure on education exceeded
10% of GOP. Although some private schools are now being created, about 40,000
college and high level students received mo~tb1y stipends. Third, subsidies to
public enterprises consumed a sizeable part of the budget, perhaps aa high aa 10%
of GOP. Finally, budgetary financing of the Social Fund deficit was substantial, \
about 7% of GOP; more than 300,000 people received pensions (equivalent to over
40% of the labor force), although some continue to work to supplement retirement
payments.

5. Preliminary economic indicators for 1991 reveal the full extent of the
country's economic crisis. Exports declined by 22% and imports, excluding
turnkey projects, by 44% (in nominal US dollars), following the already sharp
drop that had taken place in 1990.~1 Owing mainly to shortages of spare parts
and energy, and disruptions in distribution associated vith external trade,
GOP11 in 1991 is n~ estimated to have fallen by around 16% ~ real terms, in
line vith the expectation contained in the documentation prepared for the first
donor meeting. This is reflected ~ practically every sector, particularly in
construction and services which declined by 30% and 24% respectively. A more
detailed assessment of results in the main economic sectors is provided below
(paras. 12-18).

6. Inflation accelerated, averaging 7% per month during the laat quarter I
of 1991 and 120% for 1991 as a whole. While partly reflecting the initial impact A
of price liberalization, this high rate of ~flation vas also caused by passive ~
fiscal and monetary policies, particularly during the first part of the year, and 1/
by shortages associated with the virtual collapse of imports. Reflecting these
inflationary pressures, the parallel exchange rate reached about Tg.170 per US
dollar by end-1991 (compared to the official rata of Tg.40 per US dollar).

11 Mongolia uses Net Material Product in their national accounts, vhich have
been adjusted in GDP terms by IMF/~orld Bank staff. GOP numbers are highly
tentative.

I
I

I
I
I
I
I
I
I
I
I
I

I
I
I
I
I
I
I



3

~I The adjustment of the exchange rate, as originally implemented in June 1991,
was applicable to nonbarter transactions.

\

11. Despite these significant efforts, the need for renewed action vas
evident in early 1992. While progre8s had been achieved in a number of areas,
the external environment deteriorated more severely than expected and 80me
slippage in the implementation of policy mea8ures had occurred. According to
preliminary information for the fir8t quarter of 1992, industrial output declined
further, while price increases accelerated. Retail price8 increased by 51% in
the first quarter of 1992, including an increase of 33% in March alone (although
that increase mainly reflected price liberalization measures taken at the
beginning of that month). The authorities have taken additional steps to
stabilize the economy and introduced, very recently, several measures. The
barter exchange rate of Tg.15 per US dollar used ·for trade with Russia was
unified with the official rate of Tg.40 per US dollar. The Bank of Mongolia
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9. At the end of 1991, Mongolia's net international reserves (US$18
million) were estimated to be less than 2 1/2 week. of imports. It should be
noted that some private external trade has begun, as restrictions have been
relaxed or eliminated. These transactions were estimated at over US$50 million
in 1991.

10. Against this background, the Government initiated efforts to stabilize
the economy and, in October 1991, entered into a Stand-By Arrangement with the
International Monetary Fund. Stabilization measures included: a devaluation in
the local currency from Tg.7.1 per OS dollar to Tg.40 per US dollar!/;
restraints in government expenditures (including investments); actions to
increase fiscal revenues (imposition of a 10% import surcharge and increases in
excise taxes); and, control over money and credit aggregates by limiting access
to central bank credit, imposition of reserve requirement. and an increase in
central bank lending rates. Limits on external public commercial borr~1ng were
also established. However, the initial impact of these stabilization measures
was adversely affected by uncertain 8upplies of food and fuel during the winter,
the lack of well established markets, and the concomitant lack of competition for
several goods. Concerned that uncertainties could lead to speculation and
hoarding, leaving vulnerable groups of society unprotected, the authorities
continued during 1991 with the rationing of certain essential commodities for the
urban population and price subsidies for selected consumer goods.

1 8. Unemployment has increased and is currently estimated at 16% of the
labor force in urban areas. There is also evidence that underemployment is high,

1 as is usually the case in formerly socialist economies. The number of persons
(officially registered) unemployed at" the end of 1991 is estimated at 55,400.
Unfortunately, the situation is likely to worsen, as state owned enterprises face
hard budget constraints and/or undergo restructuring. In addition, there are
some 70,000 students graduating from school every year, half of whom normally
enter the labor market. Given the high level of education with which many of
these people will enter the labor force, the economy will need to find
appropriate opportunities for their employment. This calls for emphasis on the
development of the service sector. Ontil the economy absorbs the external shock
and starts to gr~, prospects for employment creation are small.
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lending rate ~as doubled to 30%, and a circular advising commercial banks to
adjust their rates ~as issued. As a result, lending rates to private traders
reached 8-91 per month in some cases. Excise taxes were raised on certain brands
of vodka; gasoline prices were increased; the coverage of state orders for
agricultural products was narrowed to live animal. and meat; the private sector
may now compete to procure agricultural good. at freely determined prices;
general export licenses were abolished (with the exception of copper scrap,
cashmere, logs, and deer horns); and plans to apply foreign exchange surrender
requirements to the private sector were withdrawn.

C. The Main Economic Sectors

Agriculture

12. Agriculture, the backbone of the Mongolian economy, account. for about
40% of employment, 20% of GDP and 75% of the raw materials used by other sectors.
Agricultural value added declined by 0.8% in 1990 because of cold weather, late
rains and lack of diesel and farm equipment. Although weather conditione were
more favorable in 1991, severe shortagea of input••uch a. fert~izer., spare
parts, and diesel, as well as delay. in deregulating agricultural prices, have
had a negative impact. Consequently, egricu1tural GDP f.l1 by 7% in 1991.
~tput of almost all agricultural produce declined: vegetables by 41%, wheat by
7% and cereals by 17%. Meat production, however, increased by 7%.

13. Following th! removal of limits on private ownership, the"share of
privately-awned livestOCK rose to more than 50% and the process of privatiZing
the rest is progressing. The commercialization of cooperatives ia also
proceeding as scheduled ,md almost all are now in private handa. Some large
state farms are being converted into .mal1er unit. to facilitate their privatiza
tion, although progress in this area haa been somewhat slower than expected.

Industry

14. Industry accounts for one third of GDP and employs around one quarter
of the labor force. After stagnating in 1990, industrial output declined by 121
in 1991. Lack of foreign exchange resulted in shortages of imported raw
materials and spare parts which, in turn, caused a sharp contraction in all
subsectors, ranging from 10% in electricity production to 28% in the output of
Erdenet's copper concentrate, Mongolia's principal export. Almost all factories
are currently operating well below capacity and in .om. ca••• production has
stopped altogether. Increased capaCity utilization vill depend to a large extent
upon improved availability of essential imported inputs.

15. The electric power subsector is of critical importance to Mongolia's
recovery, particularly the coal-based power plante which supply the urban areas.
Diesel-based power plantst which predominantly 8upp1y the rural areas, have been
affected by the drop in petroleum import8. Foll~g the breakdown of the
COMECON system, the purchase and delivery of spare parts, already erratic in
1990, ~as seriously disrupted during 1991 and electricity production fell by 101
compared to 1990 t with negative effects on the rest of the economy. For ex~ple.

the Erdenet copper company reported a production loss valued at US$12 million in
the first half of 1991, owing to power outage.. In addition to these immediate
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operating and maintenance problems, structural reforms remain to be addressed.
Mongolia's power plants are old and need extensive rehabilitation and studies of
these investment requirements are ~n urgent priority.

16. The coal subsector is equally important, accounting for 90% of the
country's primary energy production, of which 60% is used for electricity power
generation. Since 1989, procurement and delivery of replacement equipment, spare
parts, explosives, fuels, lubricants and batteries have become increasingly
problematic and disrupted coal production. As a result, output declined from 8.0
million tons in 1989 to 7.0 million tons in 1991.

Construction

17. The construction sector, which accounts for about 6% of GOP, recorded
a 30t decline in value in 1991, mainly attributable to changed investment
priorities and shortages of building materials. Before 1986, almost all
construction projects were financed through the budget, which covered all forms
of building expenditure, including wages, construction materials, adm±nistrative
costs, and the purchase of construction equipment and technology. Since then,
loan financing has been introduced, albeit at highly subsidized rates, and the
government has substantially reduced its direct financing of construction.
Financing problems halted many projects in 1990, including the construction of
800 houses, and has thus negatively impacted developments in 1991.

Services

18. The service sector, including communications, transport, distribution,
education, health, rese~rch and development, touriam, and administration,
represents about 41% of GDP and employs about 35% of the labor force. The
current economic crisis resulted in a 24% decline in value added of services in
1991. In transport, lack of fuel, batteries and apare parts has hampered the
operations of enterprises in both the public and private sectors, and the volume
of freight transport declined by about 21%. Passenger volumes remained stagnant.
Communications remained unchanged and continue to be a bottleneck for the
development of the economy. There was a 12% decline in the trade subsector,

"reflecting the decline in the real sectora of the economy. "

D. Structural Reforms

19. The centerpiece of Mongolia's structural reforms is the redefinition
of property rights, i.e. the privatization of economic a.sets formerly owned
entirely by the state, and the Government has moved decisively in this area.
During the second half of 1991, every citizen received coupons (WvouchersW) that
can be used to buy enterprises offered for privatization (pink coupons for small
businesses, blue for large ones). By early 1992, over 1,000 small businesses had
been privatized. Large enterprises are to be privatized more gradually through
the recently established stock market and already 10 enterprises have been sold.
The initial list of enterprises to be privatized includes about 170 companies,
out of more than 300 to be transferred to the private sector. Although, as noted
above, most of the agricultural/livestock sector is already in private hands,
except for large state and cooperative farms, industry is still predominantly
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publicly-owned, with only 30% of assets currently privatized.
has been approved.

A bankruptcy lav

I
I

I
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20. In February 1992, the Mongolian stock exchange started operations,
marking an important institutional step in the transition toqards a market
economy. Transactions were initially and unders"tandably limited, but in recent
veeks, turnover has increased rapidly to more than Tg.30 million veekly. At this
stage, transactions in the stock exchange are limited to the privatization
process. Moreover, stock market regulations are yet to be approved by Parlia
ment.

21. Further progress has been made towards a fully liberalized pricing
system. In January 1992, price adjustments vere introduced for transport, energy
and children's clothing and, in March 1992, the authorities liberalized all but a
few products at retail level. Hoqever, local price commissionA have been
monitoring price movements and intervening if, in their judgement, ~creases are
excessive. The authorities instructed these commissions to limit their
activities to monitoring price settings of domestic monopolies. In addition,
live animals and meat are etill subject to procurement under state orders.
Hoqever, the Government very recently announced that these orders will be
abolished in the near future.

22. A modern banking law was enacted in May 1991, and the process of
establishing a fully fledged central bank (the Bank of Mongolia) and a two- tier
banking system is underway. The retail banking activities of the former state
bank have been transferred to eight commercial banks (relicensed by the Bank of
Mongolia), vhich took over its 400 branches. The Bank of Mongolia, noq ~th only
21 branches, has begun developing its capabilities for indirect monetary
management. It has introduced reserve requirements and increased its lending
rate to commercial banks. However, there remain significant weaknesses that
hamper the effective implementation of monetary policies, particularly the lack
of a proper payment clearing system and inadequate bank supervision and
regulations. Moreover, a fully functioning commercial banking system remains to
be developed.

23. Efforts are underway to replace the old taxation system and to raise
revenues. A draft l~ revising corporate and personal taxes has been presented
to Parliament, while excise tax rates have been raised and their coverage
broadened. Draft legislation to reduce custom duty exemp~ions and to introduce
sales tax have also been presented to Parli~ent and are expected to be approved
soon. In line with earlier plans, the 1992 budget includes user fees for health
and education. To complemenc the introducCion of an appropriate legal fr~ework,

efforce to improve eax administraeion are underway, with external technical
assistance.

E. Economic Prospects and External Financing Needs

GrO'lJth

24. With concerted efforts by the authorities and continued assistance
from the international community, Mongoliate economy should be able to resume
grO'lJth by 1994. Present policies are appropriately directed towards minimizing
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disruptions, achieving stabilization and concentrating efforts on areas with the
quickest growth potential. Nonetheless, the resumption of economic growth in two I
years will require major efforts. The authorities' stabilization policies need
to be complemented by aggressive measures to encourage domestic and foreign
private sector activities. Moreover, the international community will hopefully I
continue to provide assistance on appropriate terms. In addition, it is assumed
that the situation in the new C~onvealth of Independent States (CIS) will
improve gradually (at least so far a8 external trade with Mongolia is concerned I
and, in particular, with regard to petroleum supply).

25. After a drop of about 16% in 1991, GOP is expected to decline by a
further 5% in 1992 and, following zero growth in 1993, to show a small increase
in 1994. This projected trend underlines rapid changes in the structure of the
economy, namely the contraction of the industrial sector and the Government. A
strong lead in growth can be expected from the agricultural (including livestock)
sector, as producer prices, distribution, and ownership continue to be
liberalized. The service sector, excluding Government, should also contribute to
economic growth as more trade and tourism activities are undertaken by old and
new private companies. Havever, a significant reduction in industrial activities
appears unavoidable as non-competitive firms are closed while others restructure
their activities. Despite this temporary reduction in total industrial output,
export-oriented industries, mostly agro-based industries, can be expected to grow
in response to the new environment (i.e. wool, leather, and meat).

Aid Utilization

26. External aid committed since June 1991 amounts to about US$245
million. This includes about US$125 million in balance of payments (bop)
supportil, US$20 million in project aid, US$74 million in technical assistance,
and US$26 million in contributions in-kind (mostly food and medicine). While
significant aid in-kind and some bop assistance vas delivered and/or disbursed
during the second half of 1991, the bulk of the bop aid committed in late 1991
will only be delivered and disbursed during the first half of 1992. Technical
assistance will be disbursed, of course, throughout a longer period covering five
or more years. However, funds already committed in bop and in-kind are expected
to be fully disbursed by the end of 1992. Taking projected disbursements into
account, some additional bop resources will be needed in 1992 and 1993. As the
country gradually recovers from the disruptions in its external trade and
structural reforms are carried out, external assistance could then increasingly
be directed towards infrastructure and development project financing.

External Resource Requirements in 1992 and 1993 if

27. Annex E projects external requirements for 1992-93 amounting to
USS1,197 million, including imports totalling US$l,040 million. Essential

if This amount excludes the IMP Stand-by arrangement for $31 million, because it
is considered a "below the line" item (to finance increase in gross reserves).

~f A separate document, Aid Utilization and Assistance Priorities for 1992-1993,
reviews aid utilization in more detail for 1991 and development assistance
priorities for 1992-93.

I
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imports for 1992 are estimated to range be~een U5$430-450 million. In addition
to these essential import requirements, 1992 imports include completion of "turn
key" projects financed by Russia (US$38.0 million) and other investment projects
already under implementation (U5$67.0 million). Imports for 1993, both essential
and project finance, have been projected by taking into account renewed
activities in several sectors for 1993 and subsequent years. These import
projections are consistent yith a concomitant increase in exports.

28. Other financing requirements for 1992-1993 include: services,
totalling US$38.9 million; a projected increase in net international reserves of
about US$47.8 million, to the equivalent of about 7 weeks of imports by the end
of 1993; debt amortization totalling U5$40.4 million; and other financing
requirements (short-term and arrears) totalling U5$29.9 million.

29. Total external financing requirements for 1992-1993 are expected to be
met from the follOWing sources. First, by exports totalling U5$755 million,
yhich are projected to grow by about 10% in real terms during 1993, associated
with a recovery in copper production and other exports which suffered from
electricity cuts and shortages in essential inputs. Export grovth should also
result from incentives associated with the deepening of structural adjustment
policies, particularly for products such as wool, leather, meat, skins, and other
non-traditional products in which the country has comparative advantage. An
indicative composition of exports for the 1991-93 period is shovn in Annex D.
Second, by disbursements from grants and loans already committed, US$35.6 million
and U5$187.2 million, respectively. Third, by disbursements from c~rcial

loans during 1992 (U5$40 million) and direct investments (U5$10 million) in 1992
and 1993 in response to the new economic environment.

30. The growth scenario outlined in paras. 24-25 above assumes that the
country's requirements for essential imports yill be met. Estimated requirements
for 1992 indicate a financing gap of U5$75 million which needs to be urgently
filled. The financing gap for 1993 is estimated at around 05$95 million. The
total gap for the remainder of 1992 and the whole of 1993 therefore amounts to
U5$170 million. Since there are normally some lags be~een commitments and
disbursements, the commitments needed to fill the financing gap, particularly for
1993, will need to be significantly larger, at least US$200 million in total, for
the remainder of 1992 and 1993.

F. Conclusion

31. Mongolia'S reform process has had a 8trong but difficult beginning.
Two key systemic aspects of the transformation are proceeding rapidly: the
consolidation of democratic reforms and the introduction of a broad privatization
program. However, the successful completion of this process will depend on the
effective implementation of appropriate economic policies and the building of the
necessary institutional support. While some steps have been taken, delays have
occurred as difficult choices had to be made. To ensure momentum, the
authorities will need to make difficult policy decisions in several key areas.
These include:

I
I

( i)

(ii)

the maintenance of fiscal and monetary disciplinej

the maintenance of appropriate exchange and interest rates;



(iii)

(iv)

9

the careful appraisal of all nev public investments;

the continuation and deepening of price liberalization; I
(v) the design and implementation of public employment and

compensation policies compatible with efficient governance;

(vi) the elimination of unnecessary administrative requirements
for the private sector and the relaxation of restrictions on
foreign investments (particularly in the mining sector);

(Vii) the privatization of large public enterprises; and

(viii) the development of an efficient banking system, based on
the recently approved banking law.

32. In its efforts to successfully overcome its developmental challenges,
Mongolia will continue to require financial and technical assistance on highly
concessional terms. For 1992, financial assistance ie needed mainly for balance
of payments support. As the country recovers, official development assistance
and foreign direct investment will be increasingly required for priority
development projects in 1993 and beyond.

ANNEXES

A. SOCIAL INDICATORS
B. SELECTED ECONOMIC INDICATORS
C. BALANCE OF PAYMENTS
D. INDICATIVE COMPOSITION OF EXPORTS, 1991-93
E. EXTERNAL FINANCING REQUIREMENTS, 1992-93
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MONGOLIA: SOCIAL INDICATORS

Unit: of measure
25-30

yeare ago
15-20

yean ago

Hore
receot

eac1Jnate

I
I

Ian Resources
Size; growthi structure of population

Total population (mre • 1990)
14 aod under
15-64

Age dependency ratio
Percentage io urban areas
Population gr~h rate

Urban
Urban/rural gro~h differential
Projected population: 2000
Stationary population

reterminanta of population growth
Fertil1ty

Crude binh rate
Total fertility rate

Mortality

II Crude death rate
Infant mortality rate
Under 5 mortality rate
Life expectancy at birth: overall

I
female

abor force (15-64)
Total labor force

Agriculture

I
Industry
Female

Participation rate: overall
female

ural Resources
rea
enaity

Agricultural land

'

gricultural density
orests and woodland
eforestatioo rate (net)

'000
% of pop.
% of pop.

unit
% of pop.
annual %
annual %

difference
'000
'000

per '000 pop.
births per voman

per '000 pop.
per '000 live births
per '000 live births

years
yeats

'000
% of labor force
~ of labor force
% ~f labor force
% of labor force
! of labor force

km1

pop. per km1

% of land area
pop. per krn2

kmz
annual %

1,094 1,412 2,128
41.4 44.8 40.7
53.1 54.2 55.7
0.84 0.89 0.79
42.1 48.7 52.3

3.0 2.4 2.8
6.1 3.9 2.9
5.3 2.9 0.3

2,735
6,226

42.7 40.1 35.1
5.94 5.62 4.70

15.7 12.1 8.3
113.2 92.0 61.8

83.4
50.0 55.2 62.6
51.3 56.5 63.8

514 668 1,029
54.4 43.8
20.0 21.0
44.7 45.2 45.5
48.1 46.2 47.0
43.0 41.8 42.9

1,566,500 1,566,500 1,566,500
1 1 1

89.8 89.8 80.1
1 1 2

150,000 152,180 139,150
0 0 0

EIXP~~~iture
erea1 1lllporta
ood aid in cereals

Food production per capita
share of agriculture in GDP

l ailY calorie supply
ai1y protein supply
nergy consumption per capita

% of GOP
'000 metric tons
'000 metric tons

1979-81=100
% of COP

calories per person
grams per person

kg of 011 eqUivalent

69

124.7

2.364
98

460.8

56

122.7

2,436
98

771.0

57

2,479
89

1,276.5

100.0
88.0
84.0
59.0

248
726
317

% of CDP
persons
persons
persons

% of pop.
% of age group
% of age group

% of cases

measles
OPT

therapy use (under 5)

phyaician
nurse
hospital bed
care
12 months):

yestment in Human Ca ital
edical care

Population per:

I
Access to health
Immunized (uoder

Oral rehydration

r rosa enrollment ratios
Pr1cary: total

female
Secoodary: total

female

I Tertiary: science/engineering
Pupil-teacher ratio: primary

secondary

% of school-age group
t of school-age group
% of school-age group
% of school-age group

% of tertiary itudenta
pupils per teacher
pupils per teacher

98.0
97.0
66.0
66.0

32

108.0
104.0
81.0
84.0

31
15

98.0
100.0
92.0
96.0
35.6

28
22

IINewspaper circulation per '000 pop. 54.4 79.3 98.1



Selecred Economic Indicators, 1987-92

1987 1988 1989 1990 1991

~

1992
(Pro1 .)

(In US$ mllion•• Unle •• Othervile Specified)

Balance of paymentl\g
Exports. Lo. b. 816.7 829.2 795.8 444.8 346.5 357.0
lJ:::p 0 rt S I c.1. f. \~ -1,358.6 -1,458.1 -1,911.8 -1,023.6 -501.2 -555.0
Current account deficit -990.2 -1,033.4 -1,240.4 -644.0 -110.8 -187.3
Ove rall balance 73.9 -2.6 5.9 -53.2 -47.8 -31.2
Change in reserves, net

(increase. -) -5.9 53.2 31.2 -27.8

Net international reservea 102.5 49.3 18.0 45.8
(weeks of 1lIlport. ) (3.7) (3.4 ) (2. 2) (4.6)

ExteruaJ. debt
In nonconvertible currencies

(Tg. bn. ) 9.9 10.5 10.6 10.6
In convertible currenciea

($lIln. ) \1 150.8 298.7
Arrears ($II1ll •• end of period)\,! 34.6

Debt aervice ratio\.!! 3.1 5.6 8.3 13.4 5.7 13.9

Sourcea: Mongolian authoritiel; snd lHF Itaff est1mates.

4.3 6.1
4.4 5.1

----------------(Chaoges in Percent)--------------------

4.0 4.0

4.1 3.0
5.8 5.2

-0.5 1.7

-0.7 0.6

0.1 3.4

I
I

I

I

I
I

I

I

I
I
I
I
I
I

4.93.6

-----------------(In Percent of GOP)-----------------

46.8 45.4 48.6 50.6 55.9 31.8
65.5 65.0 65.3 64.1 68.5 41.9

-18.7 -19.5 -16.8 -13.5 -12.6 -10.1

18.7 19.6 15.0 10.5 11.3 10.0·
-0.3 -0.1 1.8 3.0 1.3 0.1

50.5 49.2 47.4 60.8 61.7 3,9.2

5.0 5.1 5.4 7.1 10.5 7.3

Prices
Consumer
Wboleule
GDP deflator

Budget
Revenue
EJqlend1ture
Overall deficit

Financing
Foreign. net
DOCleatic, net

Monetary
Broad money

Of which: Currency
in circulation

Cross domestiC product
Nocinal
Real

Budget
Revenue
Expenditu re

Monetary
Domestic credit

Covernment, net
State enterprises
Private

Broad money

Interest rates (in % per annum)
I-year term deposit

\11. Central Bank lending rate as of December 31. 1991.
~ Effective March 23, 1992.
\£ Thia rate of growth is overatated since the clearing of payment order. against depo.its

did not take place as acheduled before end-1991.
Calculated using official exchange rates.
Includes 1lIlports and payments associated with turnkey projects.
Excluding reserve liabilities other than to tbe IMl.
Include. USS18 million of arreara on reserve liabilities.
Aa a proportion of gooda and services; no allowance is mad. for servicLng of debt to
~---O¥ ~A r~rnbere.
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Balance of Payments, 1990-93

I
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Mongolia:

Current Account

(In US$ million)

-644.0

1991
Total

.lli.!.:J.

-110.8

1992
, Total
(Pro1- )

-187.3 -10LO

ANNEX C
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Trade balance
Export:s, Lo.b.

Of vh1ch: barter \~

Imports, c.1.f.
Of vhich: barter

Turnkey project. \~

Servicel balance
Receipt.
Paymenu \s

Unrequited official tranlferl

Capital Account
Direct inveltment
Med.-/long-terc (excl. air. ~est.)

Disbursements
Of vhich: Turnkey projectl

Other
Amortization. \s

Short-term \g

Errors and omissions

OVerall balance

Financing
Change in net official relerve.

(increase, -)
Arrears
Reoaining financing gap

Memorandum items:

Net official re.erves (end of period)
Assets
Liabilities

In veeka of total import.
In veeka of nonbarter import.

-314.5
444.8
427.8

-759.3
-673 .1
-264.3

-72.6
48.0

-120.6
7.4

583.5
0.0

516.7
537.4
264.3
273.1
-20.7
66.8

7.2

-53.3

53.3

53.3
0.0
0.0

49.2
177.3
128.1

3.4
29.7

-80.0
346.5
289.4

-426.5
-286.2

-74.7
0.2

26.5
-26.3
43.6

106.9
0.0

130.3
139.3
74.7
64.6
-9.0

-23.4

-43.9

-47.8

47.8

31.2
16.6
0.0

18.0
126.7
108.7

2.2
6.7

-160.0
357.0
130.0

-517.0
0.0

-38.0
-15.9
38.1

-54.0
26.6

156.1
5.0

146.1
162.2
38.0

124.2
-16.1
-5.0

0.0

-31.2

31.2

-27.8
-16.6
75.6

45.8
218.3
108.7

4.6
4.6

-87.0
398.0

0.0
-485.0

0.0
0.0

-23.0
40.0

-63.0
9.0

27.4
5.0

35.7
65.0
0.0

65.0
-24.3
-18.3

0:0

-73.6

73.6

-20.0
0.0

93.6

65.8

7.1
7.1

I
I
I
I
I

Sources: Mongolian authorities; and 1HP Itaff estimates.

\! 1991 data include. private barter trade estimated at U5$49.1 ~llion.

\2 Includes both goods and labor service.: data are not available for di.aggregation.
\s No allovance 1, made for .erv1clng of debt obligations to the former CHEA members.
\g 1990 data include change. 1n balances of noncoavertlble currency deposits 'held by

nonresident., net borr~ing from IBEC, and other clearing accounts as reported by the
(former) State Bank. 1991 data includes counterentry for eltimated trade balance
vith the U.S.S.R.

1J!O



Mongolia: Indicative Composition of Exports, 19q1-93
(In US$ million)

1991 1992 1993
(Proi.) (Proj.)

Copper \~ and other minerals 192 195 205

Wool and fur 31 32 38

Meat, livestock, horses 34 35 45

Leather, carpets, skins 37 40 47

Other merchandise \~ 53 55 63

Total Merchandise Exports 347 357 398

Sources: Mongolian authorities; and World Bank staff estimates •

. \~ Net of processing costs.
\£ Mainly private sector barter trade.

ANNEX D
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Requirements

Imports \~ 501.2 555.0 485.0 1040.0

Services -0.2 15.9 23.0 38.9
Receipts 26.5 38.1 40.0 78.1
Payments 26.3 54.0 63.0 117.0

Increase in Reserves
(Net) -31.2 27.8 20.0 47.8

Debt Amortization 9.0 16.1 24.3 40.4

Others \£ 50.6 11.6 18.3 29.9

TOTAL REQUIREMENTS 529.4 626.4 570.6 1197.0

Financing

Exports 346.5 357.0 398.0 755.0

Grants 43.6 26.6 9.0 35.6

Concessional loans 108.5 122.2 65.0 187.2

Direct Investment 0.0 5.0 5.0 10.0

Commercial Loans 30.8 40.0 0.0 40.0

TOTAL FINANCING 529.4 550.8 477 .0 1027.8

GAP 0.0 75.6 93.6 169.2

SQurces: IMP/World Bank staff estimates.

\~ Includes "turnkey" projects.
\Q Includes errors and omissions.

I}ll]
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External Financing Reguirements,
(In US$ million)

1992-93

Total
1993 1992-93

ANNEX E
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MONGOLIA

AID UTILIZATION AND ASSISTANCE PRIORITIES, 1992-93

A. Introduction

1. Faced with declining stocks of staple ~ommodities, severe disloca-
tions in external trade with its established partners (in particular, with the
former USSR), and an abrupt decline iu financial assistance from these
sources, in April 1991 Mongolia requested emergency food aid and quick
disbursing balance of payments support to help finance critical imports needed
for the balance of 1991 and early 1992. At meetings iu Tokyo, September 5-6,
(co-chaired by Japan and the World Bank) and in Ulaanbaatar, October 9-10,
(arranged by the Mongolian authorities and UNDP) the international development
community confirmed indications of external assistance totalling about
$245 million eqUivalent.

2. This note, prepared by World Bank staff, has two objectives. First,
it reviews the composition and utilization of the aid committed during the
second half of 1991. Second, against this background, it assesses Mongolia's
external financing needs during the next 18 months, with particular reference
to sectoral priorities and the blend of development assistance that appears
desirable during this period. It concludes with some general comments on
external aid coordination and management, based on the It=ited experience to
date of both the Mongolian authorities and the aid agencies concerned.

B. Aid Utilization

Overview

3. The total value of external financial and technical assistance
indicated since June, 1991 is about $245 million equivalent.11 Balance of
payments support ($125 million) and contributions in-kind (mainly food and
medicine estt=ated at $26 million), totalling $151 million, accounted for 62%
of the total which, given the country's most pressing ~eeds in mid-1991, was
appropriate. The remaining $94 million consisted of various types of techni
cal assistance (about $74 million, or 30%) and a small amount of project aid
(almost $20 million, or 8%). A summary of these external aid commitments, by
donor agency and type of aid, is contained in Table 1 attached.

4. Mongolia's use of this aid needs to be analyzed bearing in mind three
points related to its tt=ing and composition. First, while the authorities
requested emergency food aid in April, 1991--and several bilateral donors
responded very shortly thereafter--the process of mobilizing balance of
payments support effectively began only during the second half of the year.
Specifically, formal agreements be~een Mongolia and the three principal
bilateral donors were concluded during the third quarter, and, follawing
accelerated preparation and appraisal, credit agreements ~th ADB and IDA were

1/ Excluding financial and technical assistance from the former CMEA coun
tries, including the USSR, which, except for remaining disbursements under a
fe~ uncompleted turnkey projects, has effectively ceased.
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5. Not surprisingly, given the t~g of the authorities' request and
the prompt reaction of the donor agencies, Mongolia's utilization of contribu
tions in-kind is the most advanced, and virtually completed. Pood and other
commodities valued at about $17.1 million (66% of the total indicated) arrived
in Mongolia, and was available to the authorities for sale and distribution
well before the end of 1991. Shipment of the remaining $8.9 million (33% of
the total) is currently in progress and expected to arrive in the country by
mid-1992. In this context, it is worth noting that the volume of food and
other commodities delivered by the four largest donors during 1991 is estimat
ed at about $15.5 million, or 82% of their total indications.

7. Mongolian government data, supported by IMF and World Bank staff
est~ates, show that, at end-December 1991, disbursements--defined as con
tracts awarded and letters of credit opened--totalled about $58 million, or
46% of the total balance of payments support. Imports valued at nearly $15
million, or 12% of the total, had arrived in Mongolia by the end of 1991. The
balance of goods already contracted by end-December 1991 ($43 million) were
delivered during the first quarter of 1992. By end-March 1992, total e.t~at

ed disbursements (as defined above) had increased to about $91 million, or 73%
of the total committed. Shipment and delivery of these goods ere expected to
occur in the following 90-120 days. Contracts for the remaining $34 million
available are currently being negotiated and processed. In summary, by mid
1992, Mongolia expects to have fully utilized the $125 million balance of

6. Excluding IMF resources approved last October, balance of payments
support in the form of grants and concessional loans by three bilateral donors
($65 million), and by ADB and IDA ($60 million), totalled $125 million. These
untied concessional funds were explicitly designed to finance critical imports
urgently needed during late 1991 and early 1992. As an exception to their
normal procedures, some agencies agreed that, if necessary for reasons of
economy, efficiency or technology, a proportion of their funds (up to about
$11 million) could be used to finance goods procured directly from original
suppliers in the former USSR.

I Balance of Payments Support
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payments support indicated during 1991. At least $75 million worth of aid
financed critical imports viII have arrived in the country by the end of June:
the balance will be delivered during the third quarter of 1992.

8. By sector, about 55% of balance' of payments support vas earmarked for
commodities, eqUipment, machinery, spare parts, vehicles and other goods
required to operate and maintain the country's basic infrastructure--i.e.
agriculture, construction, energy (including coal, electricity, and petroleum
products), and transport; 14% vas allocated to export-oriented industries
(leather goods and textiles); 4% to the health sector; and, the remaining 27%
to other priority needs of the economy, including intermediate consUQer goods.
This sectoral distribution conforms to the priorities discussed and agreed at
the Mongolia Assistance Group meeting in Tokyo last September.

Technical Assistance and Project Aid

9. Technical assistance and the small amount of project aid available to
date are not the main focus of this note. It is nonetheless eVident, and of
interest, that the technical assistance provided so far haa two main goals:
the developing n~ and reorganized institutions in both the private and public
sectors; and undertaking sector surveys and preliminary feasibility studies to
underpin and justify development projects that may be suitable for development
assistance financing or foreign direct investment later.

C. Assistance Priorities, 1992-93

Background

10. A separate memorandum: "Mongolia - Recent Economic Trends" estimates
an external financing gap of about $75 million for the balance of 1992 and of
about $95 million for 1993, i.e. a total of about $170 million for the two
years together.ll For 1992, the $75 million requirement is needed mainly
for balance of payments support. Taking into account an appropriate composi
tion of financing and the lead time required for commitments to result in
disbursements, the $95 million requirement for 1993 should be at least 30%
higher, i.e. about $125 million.

11. These data need to be considered with the following considerations in
mind. First, despite limited but significant progress in diversifying
external trade during 1991, for most essential imports Mongolia vill remain
heaVily and, awing to its location, unavoidably dependent on Russia and, to a
lesser extent, other successor republica of the former USSR. Given the
currently difficult economic situation in most of these countries and the
absence to date of formal arrangements vith Rus.ia for 1992, Mongolia's trade
prospects are subject to an usual degree of uncertainty. Second, the financ
ing gap noted above, derived partly on the baaia of conservative but realistic
projections of exports and imports, constitutes a minimum estimate of the

~I The $95 million net requirement for 1993 assumes that financing of about
$65 million already identified (mainly from multilateral sources) vill be
available for commitment and quick disbursement in that year.
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resources required on a disbursement basis in 1992-93. In this connection,
the need to replenish stocks of several essential commodities that were
seriously depleted during 1991 is significant and, if additional financing ~as

to become available, there is little doubt that the economy could absorb a
higher level of imports. Third, as noted earlier, the pipeline of aid already
committed for disbursement in 1992 and beyond (mainly technical assistance and
a small amount of project aid) is very modest.

12. Taking these factors into account, the minimum financing required
immediately for 1992 is about $75 million, preferably in the form of quick
disbursing balance of payments support and contributions in-kind. For 1993,
financing as a blend of balance of payments support, commodity and project
aid, and associated technical assistance, of up to $125 million committed
during the second half of 1992 would, depending on its composition, result in
disbursements of up to about $95 million. Assuming the economy begins to
recover during the next 18 months as expected, it i8 desirable that external
financing for 1993 and beyond should be directed increasingly towards rehabil
itating and improving the efficiency of the country'. basic infrastructure and
t~ards investments in the productive sectors. This would lay the basis for a
resumption of growth as soon as possible.

Sectoral Priorities

13. Sectoral priorities for imports required in 1992 are, not unexpected-
ly, broadly similar to those identified and agreed last year. According ~o a
list prepared by the authorities, about $450 million, or 80% of the $555
million value of total imports projected for 1992 (including goods and
services under ongoing 'turnkey' projects), should be considered e.sential.
Of this total, some $42 million (9%) would be for essential foodstuffs, drugs,
medical supplies and equipment, and educational supplies; about $33 million
(8%) for chemicals, equipment and raw materials for Hongolia's two main export
industries (leather and wool processing); and, about $375 million (83%) for
petroleum products ($160 million) and the main infrastructure sectors ($215
million). The latter breaks down approximately a8 follows: agriculture ($37
million); construction materials ($25 million); energy ($63 million, compris
ing electric p~er $11 million and mining $52 million); transport ($35
million); and, chemicals, intermediate consume~ goods, paper products and
miscellaneous industrial goods ($55 million).

14. While most of the resources required to finance these essential
imports (e.g. petroleum products) will have to be met from export revenues and
by disbursements from grants and loans already committed, the principal
priorities in terms of the need for as.ured financing and their suitability
for external donor as.istance include the following:

(a) Agriculture: farm equipment, machinery and spare parts ($20
million); fertilizers and peeticides($10 million); and, veteri
nary medicines, seeds and tractors ($7 million).

(b) Construction Materials: bricks, cement, steel and steel products,
and miscellaneous building materials ($25 million).
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(c) Electric Power: spare parts ($4 million), pumps and compressors
($2 million), cables, motors, transformers and high pressure
steel pipes ($4 million).

(d) Mining: dumptrucks ($14 million), bulldozers ($12 million),
equipment and spare parts ($15 million), excavators ($6 million)
and explosives ($5 million).

(e) Transport: vehicles, including spare parts ($14million), tires
and batteries ($8 million), road maintenance equipment and
bitumen ($5 million) and cargo-handling equipment ($3 million).

(f) Others: paper products, including newsprint ($6million) and
miscellaneous industrial chemicals ($6 million).

In addition, priorities in terms of commodities and contributions in-kind, if
available from the development community, include foodstuffs such as flour,
sugar, vegetable oil, rice and yeast ($22 million), drugs and medical equip
ment ($18 million), and educational materials and supplies ($2 million).

15. The amounts noted above are indications of orders of magnitude,
rather than precise estimates. The Mongolian authorities concerned will have
more" specific data and detailed specifications available for the information
of country delegations attending the 2nd Mongolia Assistance Group meeting.

D. External Aid Coordination and Management

16. In the relatively short period since Mongolia launched its economic
reform process, the country's contacts and relations with the international
development community have expanded dramatically, particularly during the past
year. No~ithstanding continuing difficulties in communications and transport
owing to its geography, a large number of bilateral official and trade
delegations have already visited Mongolia and senior Mongolian officials have
exchanged visits with their counterparts in several countries in Asia, the
United States and Western Europe. This increasing volume of official and
private sector business, including the activities of bilateral and multilater
al aid agencies, will soon require more systematic arrangements and procedures
for external aid coordination and management.

17. Clearly, the principal responsibility for coordinating and managing
external financial and technical assistance re.ts with the authorities of the
recipient country concerned. Acknowledging this obligation, the Mongolian
authorities have already initiated mea.ure. de.igned to improve the county's
absorptive capacity. A Commission for Coordination of Foreign Assistance has
been formally established in the office of the Firat Deputy Prime Minister,
who is himself responsible within the government for coordinating overall
macro-economic policy. Based on experience with short-term advisers (financed
under the ADB and IDA financed credits) who have assisted in the international
tendering and procurement of externally-financed imports during the past six
months, a longer-term adviser is soon to be engaged by the Ministry of Trade
and Industry, under a UNDP financing. This adviser will help further train
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II Mongolian officials concerned and thus strengthen the authorities' institu
tional capacity for externally-financed public sector imports.
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18. These ~o actions are small, but significant steps. They will start
developing a stronger and more focussed capability within the present Mongo
lian government structure for coordinating and managing the increasing volume
of external financial and technical assistance that has recently become
available. H~ever, given the number of external aid agencies already
involved, further progress is needed in several areas during the next year.
These include the recruitment of additional Mongolian staff, the provision of
needed facilities and the assignment of appropriate authority within the
government. Similarly the principal aid agencies concerned may wish to
consider ways to strengthen their representation and the institutional
arrangements required to support their financial and technical cooperation
'With Mongolia.

Attachment: Table 1 - External Aid Commitments, 1991



l..2:. $30 million of IMF loans are "below the line" and excluded.
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Total I
11.05 IU.8
0.19

23.3

I1.5
0.2

66.07
2.73 I2.6
0.1
0.036

I25.9

145.5

I42.0
0.6

.* I0.5
35.0
10.0

I4.0
3.5
3.7

99.3 I
244.8 I
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TA

7.3

0.1

12.0
0.6

*
0.5
5.0

10.0
4.0
3.5
3.7

0.2
11.0
0.6

15.7

9.6
10.0

Project

5.0

10.0

30.0

BOP

30.0

50.05.07
2.13
2.6

0.036
8.6

1.45
1.8
0.19
2.6
1.5

Food aid &
grant in-kind

Table 1: MONGOLIA: EXTERNAL AID COMMITMENTS,~ 1991
(in $ million)

Subtotal

Subtotal

Source

China
Denmark
France
Germany
Italy
India
Japan
Korea
Netherlands
Ne"W Zealand
United Kingdom
Unit.ed Stat.es

ADB
EEC
ESCAP 112.
FAO
IDA
UNDP
UNFPA
UNICEF
WHO

1£ Technical Assistance by ESCAP--to be determined.
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IN'l'RODUC1'ION

For the last two years Mongolia has been making a great deal of
efforts to make irreversible its transition from an ideologized political and
economic system towards democratic government and market-oriented economy.
The historical heritage and the external and internal factors of the current
day have made these two years a very hard time for Mongolia and the Mongolian
people.

Mongolians are firmly devoted to the process of reforms once
chosen and furthering of the democratization and modernization, with the
support and cooperation of international community assisting Mongolia.

Since detailed reports on the economic situation of Mongolia, the
reform program of the Government, and on the role of foreign assistance were
distributed at the Tokyo and Ulaanbaatar donor meetings held in September and
October 1991, this paper will briefly describe the progress of the
inplementation of the Government reform program.

r. IMPLEMENTATION OF THE ECONOMIC REFORM
PROGR&~ OF THE GOVERNMENT

An over a year-long period of the implementation of the
Government's economic reform program has paved the way for a transition
towards market economy and witnessed systematic measures taken to privatize
p~blic and cooperative properties, develop different forms of property,
transform the taxation and banking system, deregulate prices and tariffs,
liberalize foreign economic co-operation activities, and to establish a legal
framework for company activities.

It is necessary to state that the outcome of last year's donor
meetings, the findings and proposals of the Yorld Bank and International
Monetary Fund and the recommendations of experts have significantly
contributed to the implementation of the Government reform program.

A. Creation o~legal framewor~1 Attention has been paid to
laying down the legal basis for market economy relations, and laws on economic
entities, bankruptcy, property ownership, protection of consumers, taxes,
banks and on customs have been passed by the State Small Khural. Draft laws
on sales tax, land, against monopoly, on air space, statistics, local
adninistration, free economic zones and on intellectual property have been
submitted to the State Small Hural for consideration.

The new Constitution adopted recently declares that "Mongolia
shall have an economy based on different forms of property and answering both
universal trends of world economic development and national specifics."

I
I
I
I
I

B. Privatization. The privatization process in Mongolia has
gained full momentum. The first stage of privatization-covering small
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enterprises, shops, and agricultural machinery and transportation means-has
been completed. Over 60 percent of livestock has been privatized and the rest
are the property of livestock share holding companies and cooperatives. The
second stage, under which equity in large-scale enterprises is being made
available to the public, is now under way following the opening of the
Ulaanbaatar Stock Exchange in early 1992. ~ I

Out of more than 1100 enterprises subject to large-scale .
privatization, 40 percent has been already privatized. As a result, the role ~

and impact of the private sector in the national economy is increasing I
radically. II

The guideline is to decrease the budget expenditures in line with
the requirement to restrain budget deficit growth and with long-term policy on
reducing the share of the public sector in the economy. To this end,
subsidizing of losses and prices for production sector as well as budget
allocations for the modernization and renovation of some public enterprises
vere stopped. The Government's administrative expenditures and current ~
expenditures for cultures, health and education spheres were cut by 10 /

~

percent.

As of April 1 this year, some 2,500 cooperatives, about 900 share
holding companies and over 3,900 sole propr1etorshi s va been registered in,
u er t e law on economic entities. Of these, over 60 percent have been
listed as consumer goods manufactures, about 15 percent trading and public
catering businesses and 6 percent as construction and maintenance businesses.
It should be, however, noted that most of them are now engaged in trade. This I
simply is explained by fact that manufacturers-would-be lack starting capital I

and also foreign exchange for acquiring production technology. i
Apart from the privatization of state-owned enterprises, policies I!

are being pursued to support newly emerged private businesses and assist them
in moving towards market relations.

c.
Administration
revenues. The
law.

Public finance, budget. In 1991 ~new tax system and a tax
were established to see to the stabilizat!on oJ:budget
revenues in the form of taxes have found legal basis in the tax

I
I
I
I
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Our guidelines for the relationship between central and local
budgets in the nearest future consist in gradually decreasing rates of budget
subsidies to all aimags (provinces) in order to ensure their financial self
reliance.

Additional civil service wage increases will be granted only to
the extent that these can be accommodated within the budget and the overall
wage bill will not be increased beyond the budget amount.

D. Financial sector, monetary policy. The financial sector is
being reformed in accordance with the main principles of the market economy.

I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

- 3 -

A two-tier banking system has been established. The Central Bank
responsibilities cover state monetary policy including currency issue, togrog
stability, operations with securities, supervision of commercial banks.

Significant progress was made from August 1991 in reestablishing
control over credit and monetary aggregates. The Hongolbank loan rate was
doubled to 30 percent, reserve requirement-which ranged from 5 percent to 20
percent were made more uniform, and remuneration of required reserves was
introduced.

A circular was issued to all commercial banks advising them to
adjust their interest rates following the increase in the Hongolbank loan
rate. In response, commercial banks have begun adjusting their deposit and
loan interest rates, which under the Banking Law are freely determined.

Further adjustments to the Mongolbank lending rate will be made as
necessary in light of the objective of making key interest rates positive in
real terms in relation to the underlying rate of inflation by mid-year.

All banks in Ulaanbaatar will make a switch to payments clearing
during May which will improve the efficiency of the banking system and this
system will be undertaken nationwide by June. Advances to banks that accrued
pursuant to the separation of the commercial activities of the former State

~~Bank have already been converted into long-term loans but these are being
areviewed with a view to early repayment of these claims. ~

A uniform official rate of 40 togrog per 08$1.00 was fixed in J.~
early March. Further on, we have in mind to bring this exchange rate closer ~

to the marke~ne, but for some period we'LJ have to use it as a basic
official exchange rate. CS\>'i'\t~ (,,\:, I. :::> ~\)~ /l.

Ve intend to reduce the current differential between the official ~
'/'1/and parallel market exchange rates. As an interim measure, we have reduced ~

the foreign exchange surrender requirement from an effective 100 percent rate
for most state enterprises to an average of 65 percent, while clarifying that
the private sector is exempt from this requirement.

Ve intend to avoid contracting or guaranteeing nonconcessional
external debts.

The leadership of some banks has been replaced on the charges of
irresponsibility which resulted in heavy forex losses through arbitration
dealing in recent years.

The Government will maintain tight domestic financial policies, as
crucial element of stabilization process. Therefore, to streng~hen debt
management, the activities of the existing Government Commission for
coordination of foreign assistance have been extended to cover all forms of
borrowing, and a central debt register is being established.
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INevertheless, we recognize that continuation of the system of

state orders will impede our efforts to diversify export markets over the long
term. Further, this system protects the domestic processing industry from
competition and lessens their impetus to become competitive. To signal that
the maintenance of state orders is temporary, we have established a firm
timetable to eliminate this system by 1993. Il

However centralized procurement of live animals and meat will ;J~
ensure our ability to barter at short notice for essentfal commodities such as ~

petroleum. . I
Because of the shortage of petroleum it has been necessary to take

administrative action to ensure adequate supplies of petroleum for crop
planting and transportation of essential consumption goods and coal.

E. Foreign trade. ~e are taking measures for the liberalization
of foreign trade. But taking into account that privatization is still in
progress and new industries and businesses have just started gaining
experience in direct trade, it is necessary for the Government to retain ~
control over certain export products and the im orts a limited range of
c~psumer goods and industrial raw materials. Abou~ imports are to
remain under control in 1992.

The Government has submitted to the Parliament the draft
legislation on the new broad-based sales tax. This would impact both to
domestic production and imports. I

~e have also submitted amendments to the Customs Law that would
remove the provision restricting the imposition of additional taxes on imports
to goods imported by the public sector. Donor-financed imports, except for
humanitarian assistance including food and medicine, are subject to customs
duties.

I
I

As part of the liberalization of foreign trade most export
restrictions were removed, except in the case of items derived from rare
animals or protected species, certain animals' skins and a limited range of
raw materials.

F. Price and tariff liberalization. As a result of the
icplementation of step-by-step measures the pr.ces of over 90 percent
goods have already been freed.

Effective April 1, the private sector has been allowed to purchase
stocks of agricultural goods through the newly established commodity
exchanges, competing with the state units at freely dete~ined prices. To
limit monopolistic pricing practice;=and provide adequate incentives to
producers, minimum farmgate prices were established from March 1, ·prices are~
free to move above these minimum levels. ~ ~

In January, the budgetary subsidy to manufacturers of children's
clothing was eliminated and retail prices have been liberalized for new
supplies. ~olesale prices of coal and electricity and most freight ~

I

I
I
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transportation charges were adjusted by between 40 and 300 percent. Airfares
have been increased to a level consistent with valuing full costs of fuel at r
the official, rather than the preferential barter, exchange rate. Effective
March 1, the retail prices of all goods remaining under direct price control-

for flour, bread, medicine, household coal for heatin and vodka sold
the ration system-~re liberalized all subject to a ceiling price.

These ceiling prices were established for 6 items sold under the ration "
syste::n-me,t, .Ifce, s~r, veget~oil, gre~ea, and to~o- -and set close l/X
to the prevailing free market price at levels 2-4 times higher than the
previous fixed ration prices.

Adjustment were also =ade for inventories of key commodities for j
the r~ral population (cotton fabrics for national dress, tarpaulins, ecc.), /
which had been imported at the preferential barter exchange rate, thereby
raising the price of these goods to a level consistent with valuating at the I
official exchange rate. II

Effective April 1, 1992 prices of medicines imported by the
private sector were liberalized, and prices of medicines imported by the
Govern=ent were increased to reflect costs at the official exchange rate.

II. ECONOMIC CRISIS

A. Basic economic indicators and situation in its main sectors. ~
The decline in the production of national income, was registered in 1990 at 3.8
percent against 1989 and in 1991 at 13 percent·against 1990. ~

I
I
I
I
I

Although the Government's economic reform program is being
generally implemented the situation in the country remains complex because of
the i~pact of external and internal factors and the economic recession
continues.

Because of last year's drastic cut in import~s the main economic
sectors as well as industries were not prOVided with essential equipments and
spare parts, which resulted in a sharp drop of production and services. Apart
from that, the shortage of domestic raw materials and eneriY supply led to
industrial stoppages thus deepening the economic crisis.

In 1991 iEoss ind~rial output shrank by 12.1 percent as against
1990.

i
'9'- ;
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The output of main industrial products in 1991 has fallen against
1990 as follows: electricity by 9.2 percent; copper and molibdenium
concentrates by 30 percent; saw-timber and cement by about 50 percent; woolen
textiles carpets, knitted goods and felt boots by 30 percent; leather and
sheepskin clothing by 20 percent, flour by 8 percent; processed meat by over
10 percent, milk and diary products by 15 percent. The Erdenet copper
molibdenium plant accounting for 5~~~r~c~e~nUt~o~ft-£O~U~~~~~~~~~7-~~~~~~)
lost more than US$80 million due to dec Ji p9 1ft production.
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The industrial production in the first quarter of 1992 has
declined by 17.7 percent against the same period of 1991. The main causes are
energy supply disruptions, shortages of petroleum, imported spare parts and
raw materials (See Annex 1).

Because of power cuts, the Erdenet copper molibdenium plant and
fluospar mines had stoppages in operation and the Erdent plant failed to
fulfil its first 3 months plan in 1992 by 60 million togrogs. Since the start
of this year some fluorspar mines have been stopped due to the lack of diesel
fuel.

In the first quarter of 1992 more than 40 percent of industrial ,I
stoppages falls on energy supply disruptions.

Ninety percent of electricity in Mongolia is produced by power
stations_ in Ulaanbaatar, Erdenet, Darhan and Choibalsan. In order to maintain
the normal operation of power stations in Ulaanbaatar it is necessary to
remove overburden of 28,000 cu m in 1992 and supply them daily with 15,300
tons of or more than 330 railway cars of coal from the Sharyngol and anuur
~in~:. Because of shorta~e 0 ra roa cars t e power stat ons were
frequently left with only 0.5-1 day reserves in 1991. Thanks only to a
relatively mild winter we did manage to escape severe hardships.

If food and light industries work at their full capacity they
could meet 60 percent of the domestic demand. The figure is possible to be
increased by another 10 percent if small-scale private industries and
businesses assume normal functioning.

As of April this year, many industries such as leather, sewing,
metal-working, timber and carpet factories and many others are idling which
places private businesses associated with them in a difficult situation.

In Mongolia agriculture plays a vital role in increasing country
exports, supplying people with foodstuffs and industries with raw materials.
This basic sector of our economy is also facing the decline, although export
of meat and meat products in 1991 has been cut by 9.7 percent compared with
1990, the number of livestock has totalled 23.5 million of livestock by the
end of 1991 which is by 0.4 million less than in the previous year. This is
directly related to a sharp drop in imports of foodstuffs and increased ~ocal

~ --"
consumption of meat.- The veterinary service, fodder and crop production are critically
dependent on the imports of equipment, machinery, spare parts and other
inputs. Due to the fall in.imports, the production of fodder declined by 2.3
percent, the number of livestock undergone preventive treatment by 16 percent,
production of grain by 11.2 percent, potato and vegetables by 30 percent
compared with 1990 respectively.

Privatization is resulting in the decrease of the sizes of p~ots

of land cultivated by one crop producer, which increases the need in small
s~le maChinery to be used by farmers. For example, the demand for ioo hp
capacity tractors and combines has slackened in favor of 60-80 hp capacity
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The shift to the new system of payments in convertible currency
has become a hard trial for Mongolia with its under-developed economy and
limited international reserves and'export potential.

In 1991 Mongolia exported US$346.5 million goods and impor~ed ~~t!ll
US$39l.S million products. It means that in 1991 foreign trade ~'Urnover III· /
halved against 1990, with inclusion of exports and impor~s respectively fl
(Annex 2).
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ones, thus identifying new priorieies for the import. Ve have started the
1992 spring sowing work under the stress of a great shortage of machinery,
spare parts, fuel and lubricanes.

Starting from 1992 we have switched over to making state
procurement purchases through the Agricultural Commodity Exchange. However,
due to the lack of experience in operating commodity exchanges in the market
economy, underdeveloped infrastructure and shortages of petroleuo products,
the deliveries of wool. skins and hides, milk and butter have sharply dropped
resulting in the scarcity of foodstuffs for the population and rawmaterl~

for industry.

At the moment, due to the lack of petroleum products, all economic
sectors are suffering from stoppages and the spring sowing is serioUsly
interrupted and food supply may be very complicated by coming autumn. Now
Mongolian Government are using strategic reserves of oil for the sowing.

B. Foreign trade. Mongolia has had heavy import dependence on
the forner COMECON countries, particularly the former USSR, whose own critical
econ6mic situation affected negatively on the economic situation of Mongolia.
At the same time, the geographical isolation of the country from developed
countries' markets makes the access to new markets costly and difficult.

Reforms measures have been implemented against the background of
an economic situation that - owing to a combination of adverse external events
and some slippages in policy implementation - has been even more difficult
that originally envisaged. It is clear that for 1992 the external factors
will continue to have the serious repercussions for the economy.

The disintegration of the former USSR, which was not anticipated
early last year, has had a negative impact on the Mongolian economy and will
continue to do so during 1992. In particular the recovery of trade that had
been expected following the establishment of new bilateral clearing
arrangements during 1991 did not take place and the level of trade - boch
exports and imports with the former USSR in 1991 consequently fall
substantially below that envisaged.

In 1991 the exports of copper and molybdenium concentrates, coal,
wool, cashmere, sheepskin and leather goods, carpets, and others totalling to
about 20 ieems fell shor~ of plan targe~s from 30 to 80 percent and this
resulted in a US$200 million losses in foreign trade earnings.
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l2.6X (U5$43.6 million) is a live animals and meat;

54.9X (U5$190.3 million) minerals such as copper and molibdenium
concentrates, fluorspar;

Although new sources of the foreign aid, mobilized through the
donor meetings in September and October 1991, has started to finance essential
imports by the end of the last year, the total volume of imports was
significantly less than envisaged.

Despite the decrease of the foreign trade volume in 1991. a
sig~ifica~t increase occurred in cross border and barter trade has contributed
to ~eeti~g the population demands in essential goods.

2.8% (U5$9.6 million) cashmere and cashmere products and others

4.1% (U5$14.0 million) is leather and sheepskin products;

The items, as carpets, sheepskin and leather goods and saw-timber
were sold mainly through cross border and barter trade.

In our last year's foreign trade turnover the fo~er USSR has
accounted for 64.0 percent, PR of China for 5.6 percent, and Japan for 1.8
percent, Germany for 1.8 percent and Republic of Korea, Italy, Switzerland and
others for the rest.

The breakdown of 1991 exports are as follows:

- 8 -

Starting from the last year we are making efforts to diversify our
foreign trade and open new markets.

-----=--

In the first quarter of 1992 the foreign trade turnover has fallen
by 12.4 percent with export decline by 11.3 percent and import fall by 13.4
percent respectively in comparison with the same period of last year.

In 1991 Mongolia's imports of consumer goods were U5$85.1 million
(21.7%), petroleum products worth of U5$134.0 million (34.2%) and industrial
i~ports amounting to U5$172.4 million (44%).

The export to China has increased by 2.4 fold, to Germany by 1.8
fold, :0 Japan 1.4 fold respectively and trade volume with Hong Kong and South
Korea has expanded.

'

In 1991 Mongolia has imported 600.6 thousand tons of petroleum
products ~hich was equal to 75 percent of required demand of the year and to
70 percent of imports of the product in 1990.

Mongolia imports 40 percent of its consumer goods. The volume of
imported consumer goods in 1991 has decreased by 2.9 fold as against 1990, and
in the first quarter of this year it was 2.6 fold less than in the same period
of 1991.
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The industries idling because of shortages of imported inputs
which contributed also to the decrease of the budget revenue.
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At the same time we are lacking foreign exchange to purchase thes~
\

\

In the first quarter of 1992 we exported goods for U8$53.5 ~illion

and iillported for U8$61.8 million. As of the first quarter of this year the
share of donor aid and credits in imports have accounted for 51.3 percent or
USS31.7 ~i1lion, and goods purchased through barter trade made up another 44.
percent or U8$27.3 million.

In order to cut budget expenditures we are financing only
essential allocations as wages and salaries, pensions and benefits, while
refraining from the other allocations envisaged by the budget. But still for
the first quarter of this year we already have a budget deficit equal to 380
million togrog.

Because of the changed economic situation in the former Soviet
Union and Eastern European countries with whom we had more than 90 percent of
our foreign trade we were able to import only 40 percent of already 'contracted
goods. This fact and sharply reduced exports have led to a 2.3 billion
togrogs losses, which is accounted for 93.3 percent of all losses in budget
revenues.

In the first quarter of this year Mongolia has imported 4.2
thousand tons of petroleum which covers only 2 percent of our real needs for
the quarter. Therefore, we had to cut the petroleum consumption threefold,
and this has been contributing to the deepening of economic crisis.

The situation with the foreign trade recains difficult and
uncertain in 1992. It is clear now that the barter trade of copper
concentrates by petroleum products will not take place in practice. As a
result, the situation with supplies of goods, materials, in particular
petroleu= products.

C. Public Finance. Bud~et. Due to decline in foreign trade,
domestic ?roduction and services the Mongolian public finance faces big
difficulties. In 1991 the budget deficit has amounted to 2.8 billion togrogs
(national methodology) which was by 1.1 billion togrogs more than anticipated.

-"'_..:.~
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increase of the budget
a growing inflation rat,I

I
I

(

' The decline in production and services,
deficit and expansion of shadgw economy resulted in
and liabilities exceeding over assets.

The currency in circulation has increased by more than 310 millio9
togrogs and totalled 2.2 billion togrog by April 1, 1992. The granting by J
co~~ercial banks of enormous credits in cash have resulted in insolvency of
some borrc~ers and increase of currency in hands of households and fires.
This had a~ impact on the development of a chronic inflation.

I
I
I,



I

I
I
I
I
I
I
I
I
I
I
I
I
I

~ I
-0 I.V

IThe sowing campaign which should be completed now requires 41,000
tons of fuel whereas the entire state reserves currently total only 22
thousand tons. Though Russia can meet our demands, the payment is required to
be made in convertible currency. To this purpose we need additional US$4.8
million.

1. In order to properly carry out the 1992 spring sowing the
Government will fully mobilize the fuel and financial resources under its
control in order to ensure self-sufficiency in flour, potato and other
vegetables for the next winter and spring. However, the available domestic
resources as they stand today will be insufficient for the following:

A. Stabilization of key economic sectors:

The essence of the Government's short- and medium-term objectives
lies in halting the economic crisis within the shortest span of time and yith
as little losses as possible, and to encourage types of production crucial for
laying down a reliable basis for further development. So we see the '
i~plementation of this policy as follows:

IV. SHORT- AND MEDIUM-TERM OBJECTIVES OF THE GOVERNMENT

III. AID UTILIZATION

A note of the Mon~Ql1an GOYernment on aid utilizatio~ and foreign
assistance requirements will be presented in the meeting.

- 10 -

Apart from this many millions of dollars worth foodstuffs,
consumer goods, medicines and medicaments, equipment, school notebooks and so
forth have been received from the USA, Japan, Germany, South Korea, the
Netherlands, Denmark, China, Italy, France, UK and other countries as a
humanitarian aid which is a great support to us.

Lase year during the donor consultation meetings held in Tokyo and
Ulaanbaacar it was agreed that international financial organizations and donor
countries would provide financial credits and grants totalling to over USS200
million and h~anitarian aid worth of US$30 million (according to our
estimates) for use up to July 1992. These soft loans and grants have been
used mainly for obtaining equipment, spare parts, raw and other industrial
materials for such sectors as energy, coal mining, light industry, transport
and construction as well as for consumer goods, foodstuffs and human
medicines, etc. It had a positive impact on the improvement of situation yith
the balance of payments as well as overcoming with relatively less losses in
the 1991/92 winter period.

In Mongolia's present economic situation, loans and grants
provided by international financial organizations and donor countries are
crucial for the Government in its urgent .efforts at arresting the cris is.

For purchase of herbicides approximately US$1.3 million 1s needed
as Yell as 50.0 thousand tons of fertilizers are required for. I

I
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2. There is a necessity to renovate the fleet of machinery and
vehicles in the agricultural and transport sectors because of its obsolete
condition. This year's crop yield, the next year's sowing campaign and
transport works would depend much on the renovation of the machinery and
equipment in this field. According to our esti~ates there is a mini~ need
for more 100 tractors, 40 combines and other machinery amounting to 7.9
million for the agricultural sector as well as fuel trucks, trucks and buses
worth of 5.6 million for the transport sector.

3. It is necessary to start the preparatory activities in order to
ensure a reliable perfor=ance of the energy sector during next winter. ~e

need, according to our estimates, 200 cars, 6 locomotives and a more than
US$lO million worth of spare parts to extract the appropriate volume of coal
for winter.

If these necessary inputs and supplies are provided we will be
able to-ensure the extraction and transportation of the coal necessary for the
forthcoming winter.

~e are very much interested to complete rehabilitation and the
partial re-cooling of Ulaanbaatar power plants III apd IV which was agree~ on
with the donors.

~e request all donors present here and Germany above all to take
into consideration the fact that the spare parts for our power plants can be
found not only in Russia, but also in some other European countries and to see
whether it is possible to supply them within the framework of aid programs.

4. Regarding the bUild-Up of exports by fully mobilizing internal
reserves to be instrumental in stabilizing the economic situation, we urge the
donor countries and international bodies to direct their emergency aid at
purchasing spare parts, raw and other materials as per Annex 3.

B. Acceleration of economic reforms

1. The Government sets the task of reducing as much as possible the
budget expenditures and to keep the budget deficit wi~hin the projected
limits.

In line with its s~rategies to crea~e reliable budget revenue
sources and to cut budge~ expenditures, the Government will uniform ~ncome

taxes on all companies including small-scale industries iria will take measures
t~llect them fully, introduce on a broad basis the sales tax, strengthen
the tax administration, eliminate most of exemptions from customs duties, and
raise excise taxes on alcohol beverages, cigarettes and other goods, thereby
increasing budget revenues starting from the second half of 1992.

The medical insurance system as well as fee SRe charges:for high
education (university and college) will be introduced in the third quarter of
1992 with state budget subsidies to these sectors reduced significant~y.

I
I
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The burden on the state bUdget will be lessened by the revision of
the present pensions system which extends some favorable conditions to
relatively ydtthg people and those still in employment.

The Government believes, notwithstanding, that out of all the ways
and methods to reduce the budget burden and the budget deficit the most
effective one is to promote the development of private sector.

2. The banking system has been undergoing large-scale readjustment in
terms of improving its management and organization, its operation and services
as well the supervision system.

The establishment of a centralized supervision over the
utilization of donor aid and credits is in progress. Ye are interested in
haVing a highly qualified consultant to work with us under Yorld Bank or other
donors technical assistance programs on improvement of the performance of the
Central Bank.

3. In order to slow down currency depreciation and to introduce
market instruments. the Government is taking urgent actions.

This includes the adjustment of banks lending and deposit interest
rates to inflation rates, the credit policy tightening and establishment of a
system of penalties for loans fallini behind the grace period, the creation of

(

a mechanism of requiring cash through improved commodity supply. By using the
latter as a source of capital investment, we expect to close the gap between
the official and the parallel market exchange rates and to stabilize our
Togrog (national currency).

However. we consider that in order to realize the above task some
additional funds would be reqUired. Therefore, we propose and urge the donor
countries and international financial institutions to cooperate with us in
estimating the amount necessary to accomplish the above task.

I
I
I
I
I
I
I
I
I
I

The reserve requirements of commercial banks as well as the money
supply will continue to be fixed on a quarterly basis. I

I
I

I
II

andThe Government welcomes the privatization of commercial banks
activities aimed at improving their ability to operate on the
and foreign markets. including capacity to appraise projects.

supports
domestic

4. The liberalization of prices will be continued further. Ve intend

I to 1ibe~alize prices of flour. bread. and coal. which are actually controlled
by the Government, by the fOllrrh quarter of 1992. The ceiling prices will be
kept under control in line with cost developments and adjusted as necessary. (l ~

5. The privatization undertaken by use of vouchers will be comPlete"#r~\D~
in 1993. As a result, 50 percent of existing assets will be transferred to ~ ~J
private owners. . p I
6. Given the further deterioration in the external environment. we
consider it crucial to accelerate refo~s to provide incentives to exports and
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to trade diversification, as well as to promote domestic savings to finance
investment over the longer term.

7. We will make efforts to strengthen the Government's Commission for
coordination of foreign aid and assistance, support its activities to
establish contacts with donor countries and international institutions, to
adjust its work in line with new conditions. Further on the Commission will
concentrates all the coordination policy on donor assistance and aid and their
implementation.

C. Medium-term objectives

At the stage of the country's development the Government considers
it as its priority task to ensure normal functioning of power and mining
industries as well as export-oriented production of foodstuffs and consumer
goods, to ensure a reliable supply of imported raw materials and spare parts
and to overcome bottlenecks in transportation. This work includes first of
all measure to eliminate power cuts, increase the capacity of the Zamyn Uud
railroad junction through which imports - the bulk of raw materials and spare
parts come, as well as to improve communications. As a unique channel
connecting the country with Asia and Pacific region, Zamyn Uud railroad
junction has a great importance for the national economy developmeht.

The Government of Mongolia is not only taking actions to restrain
the economic decline, but has also elaborated a program envisaging measures to
overcome it and lay down the foundation for further development. The gist of
this program is as follows:

to develop the essential infrastructure including energy supply,
transport and telecommunications to the extent sufficient for

\

ensuring economic stability and attracting foreign and domestic
investment;

to encourage the development of small and medium-scale industrieA1~~.
working on domestically produced minerals and raw materials and fi l/
capable of increasing exports and/or )heFlacing imports; Y-
to give priority to the development of small· and medium-scale
enterprises in the private sector;

to encourage foreign investment in re-tooling the existing
enterprises and in building new ones;

to encourage foreign investment in re-tooling the existing
enterprises and in bUilding new ones we consider necessary to
promote exports based on domestic raw materials, to set up import
substitute enterprises in order to create favorable c~nditions for
the economic growth.

At this end we intend to develop gold and oil e!ploration and to
set up new enterprises in the fields of~y~ar ana vegetable oil production,
agricultural raw materials deep processing and construction materials
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production based on utilization using local mineral resources and metallurgy.
(See annex 4).

It is a matter of crucial importance for Mongolia to get
assistance from donor countries and international institutions in the form of
loans and grants as well as feel the results of the other government's
policies and measures to encourage their private sector to invest directly.

Along with that we deem it necessary to implement a structural
reform program approved by the Government last year and to start feasibility
studies on major enterprises and businesses that are expected to ensure
further development of the national economy. These economic entities include,

l inter alia, electricity generating, mining, non-ferrous metal, chemical
\industries (Annex 5).

The Government remains confident that the donor community will
actively participate in the implementation of the above-mentioned specific
projects. On its part, the delegation is ready to discuss the donors
proposals during the meeting as well as at a donor consultation meeting to be
organized by the Government of Mongolia in collaboration with UNDP in
September next in Ulaanbaatar.

The Government's policy to switch the economy to a market system
and embark upon the rails of sustainable development is consistent and the
internal situation ~hanging for the better for its realization.

V. CONCLUSION

Although the Mongolian Government is making efforts to mobilize
all internal resources in order to halt present economic crisis, some
additional funds - foreign loans and aid are still essential. The projected
amount for exports in 1992 is U5$357.0 million to be achieved by promoting and
encouraging exports oriented industries.

~ith a condition that the projected export target is met and
expecting to halt economic decline within 1993, we need impo$ts equal to
US$700 million. In this case, we will be able to stop power cuts, reduce

~
~toppages of export oriented enterprises and assure their normal functioning,

improve petroleum supply, achieves the planting targets, prepare for the
harvest season and generally take necessary action to meet the coming winter.

However, in the conditions of continued economic crisis we
urgently need import of good and materials simply to survive until the end of
this year. To allow us to do this, we require financial support amounting to
US$76 million to be disbursed in 1992 year in cash or commodity.

According to the preliminary estimates, an additional financial
support equal about to U5$170 million is requested at least to meet import
needs for 1993. However, in the real practice there are normally some lags
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between commitments and disbursements and disbursements need to fill the
financing gap should be significantly larger.

Ye hope that the donors will discuss commitments on offering
grants and soft loans of US$76 million minimum on quick disbursing terms for
1992 during the Mongolia assistance group meeting here as well as USS225
million for 1993 now and later on.

Along with that, the Government would appreciate the donor nations
and organizations indirect assistance by granting concessionary measures,
including exemptions from, or reduction, in customs duties on Mongolian
exports, and providing all possible assistance and encouragement to trading
organizations involved in trade with Mongolia. Such concessions would be a
great incentive and assistance to Mongolia.

The Mongolian Government sincerely hopes that, the international
donor community taking into consideration issues discussed here and will
continue its policy of supporting and assisting the restructuring of Mongolian
economy, and will help us to take our place in due course as an independent
trading nation.



,
~'

•

[. HUKAU I r;.R,ZAl{ ;..SSI STAl. :.::
I
I
I
-I

I
I

:,: I
t.

I
..

I
I

I
I
I
I
I
I
I
I
I
I

6000
300

30000
30000'

!6tl0
\ <!SO

....10.0 '

402S
134

422.00
23000

227tl

1069

3lV

12.8
'4.0

16.8

l~O : 199\

(,390

lsi
30000

. ~0739

\540
\sao

tOM

tom

tOM

us~ mill

uss mi II

uS'S lIlill

!.!$.S' c:1ir~

: Ullt TS

:

.' tom

lllln.1XS

, uss 111; Ll

, USS olill

TOrAl.

at whic:h:

srick tea (green)

reast
Fl~r '
suglr "
sl.ilftOIJet' oi l '
MiLl: p<llodcr

li~i cil'le , "
Ke~ltb,equi~t Ina tools

1"=' .:=---;.:..=:_==-=-;--- --===:.::...-::,.::;=-_... ..- -~~:~,,==~:;,,:; I
I

1992 I
:'(Ccr-..and) ($ ·V3I.UC) I

( ..il I ionll

·-..... ·.·.-----·.·~·····~~_·--····I
l.9.5 I

I
[

27.1 I
I

5.3,1
0'.6 I
6.3 I

.9.0 I
4.3 I
\;6 I

I
I

19.4 I
,I

13.0 ' . \3~0 I
6..4 , '6'.4 I

,. 'I
I,

3.0 I....... I .
3.0 I

I
"""""'=-"'-"""--~====I

I
I
I
I[••••...••.••.•.••...•......•... --_ -- --
I
I
!
I A. fOOOSTUFf

I
t·, ,
I Z
I 3
I 4'

I S
I 6

t
I
I S. l'.allCALJHf.'I.TK seC::0R ..

I
I 1
I Z
I
1,I c.:. EDUCAT1C1l S£CTOlt

II , SchooL ,vppl;es {or children

I.
\.a:;;;::;;: =:" -r==-nr=- ..... --=....=-=-=-==.:...-==

i

!, ~

_ 1



~C'=~/.... I. _, •

! iars

___ .. I

"_c.; .. I

......

--------

1". _.__ ~.

I~\;l.·=••

...
:.

!

!

!

......

'B'.37J lS0 i U 1

• 1t~obill c:as~!m :1=.. .
fc:~ctory 9:; 20 • ,-".,

':"'-"J

2.St:in:;ing

f:\=tor-~' 25(l(l ~;-"!
.t', :8 , .... , ...,

~::.., ~) 39, (1...... ~'.. ~ .'
3. L~i'. thsr-

ta~to'i 96 .(.. 2 Ze) 80 it=:m
Z

L;.. L: 1~~a.-: ~~Q tar
!"U

r:=.r-~·=t 475 ,', -:;:j 0", r, 5:) ~r.::, ',' \ .. '-'.' .:. ".0 ..,. ',.'

fac·tat-;'

5 II Cci.r-pet 'f:'.c'tory

':'n Choi- 40:', ,', s=; ;;1 '-~"' 2~) .. '" ·~C'J ""':"'.' -;'"."

!::.als.;:.n
~'.

6. ::a.r-ps t fa.ct..::ry
:;:'';'
<t:

in 1::1"- l L~(:~ , (: 5q ... ,'. ""' ... ::z:, :c ;) -,,-. h"'='
n. ~'J ~.., , ,0 OJ

(.I')

d<anet
W
00

7.8e:--ii ~: '_tor s::e.:-

~:'r:= 10e za ......... ,',
.;. ."" .. , ~~

,.. • Er-'::;:::n:at ·=c:::~:::!;- ::O;"'i =.=:"". -:'\'-0 t·::.:l

7C'.:::'tory
..,,., -, :0:) '" ..~,."_,.4 ~I; ~ •• ... ~J'-'

~, . 'J .. ,~r-;

9. ~~.:::o1';:1 ;- ........ :1~. ..::,., ...--'-
f-a:::tor",'" ..,

~ ~l~: ~o :.2 ....., . .., 60
~?C;

... ...... ~~.
. f;

:::c:= f ", '

------------------------------------------------------------------

is/OS '91 1-1:10I
I·
I
I
I
I
I

i

I I

I
I - , .. ,

'. "'~

I
I
1-

,- ,

I
I
I
I j

I

I
I



~11 . BEST AVAilABLE DOCUMEIfr

I
I
I
I
I
I
I
I
I
I
I
I
I
I

-.-.
~..."

.~...'

-:",...
I -_,

, ..
..=-..'':3

t;;DP :-!O:-;COLU.

.,"\
_'J

'B'.~i,1 150 7HllS / 05 '92 U:l 0

I
. I

..

'.-



I
I
I ~'V":.i"I""T'::" ~.""~ r~~'-'c;''''''O',_,_,1 ·..Jr·,. '-' ... '\0../ _1 •• __ :,. "--'I

I
:928 : :989

I

I.
1
I

I;

r':""::I J ...,..,,,,,,,, ~ 0°'
;..'_\.01 '-._\00'.1.1

,
'"'"
. , .:;, ,

1::5 8 . :')6.1. -; 73·:_ 0; ...:.-:-~ · -~ · .i. • · ,

.c.95 ,.., 483 4 442 7 346 5·.... · · · .~

:

4·:' , 645 4 ., 9
,.,

39::' :5
:

· · ~- ·'.I ·

125 '"'" .4:- Z .:.36 '":" 85 .·.... C C'I C

~'?9 :: .'""' ...
.~ 2;15 ,.;;, .. ~" :)· ..:.":""; · C ~-'''''' ·

r..:2~ ., 7 375 C '7 ::27 ·~j 1.72 ·~
- -r""'-;...: ....... ~

I
I
I
I
1\,

I

1\
I .~.



, \
I

1
I

Z73

'U. 'IMPWED 1~;"JrS' FOR EXS'C;"r I!iOUSTIHES

1_'C,::,__,•.~~ ...·_,..·cc=-==-===_:;;_e= ::;;•.- .a-- _....- _z---,_.Z:.:lj
JiM£ OF GOCOS : U~ITS' 1990 1991: 199Z I

: d~ ($ value) I
I . (~iltion)1
\ _--_ _ ---_.._..•...•....•..._---- _-- _-_ _--._._.._._ _._~

. . ;..(;.I TOTAl. USS r:1Il\ 53 •.5 2S.3 n. t' I
! of which: . ,

I I
I . ~ LEI '//Ell FlWC£SSIIlG IHDUST~T US$ gill 16.3 9.0 17.1 I

, r ,., I
. I !•• ~!~ts IIld spare !)arts 'US'S-mfll 1.! OS 3.2 :s~Z I

I . ra~ mterflts un lIIill· 1.0 '3.4 5.9 5.9 I
l . d1emi~l.s U~ mill 7.S : 5' 8.0' 5.0 I
I' . r
( Z UOO. PROCESSIWG ruCUSTRT USS =ill 12.5 13.3 10.0 I

'\ . - " I.
, I - eql./i~ts erd sparo ~rts US'S cill 2.1 2.1. 3.0 3.'0 I
I ' fo""'" IDIteri.lsUSS lIil,~ ~O~~' 0.2 0.2 I
r. • dliallc.at$ USS milt .o:~" ~.&', a.s·' z.s I'
I ." YlItns for CIlrpet proO.Jccict\' USS lIIill 9.2 a.a 9~i"; ·9.~ I
I: .~" i I

. 1 ", ~ ., I
1 -.;,- ......•• _wee'-- _Z e--- _l<. wi

'j

.~:

I
·1
I
,~

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I

I,

I
I

,

I
I
I
I
I
I:
I
I;

I
"...

UI. lKPORT lrEJo<S: at.:OGETNlT :J.i::l/Otl OOUOR ASSlSlEO

I~ •••~ =---..-t:=:I.:r.~==~~=--' ... ~:':=-=T-_""",;,; •••--:==-==::S:::;....==.== I
I .' II IWIf 01' CCXXlS : Uj;,TS 1990 1991: 1992 JI'. ':: dCl:".ard C'O valve) If

(Illin ion>!J••••••••••~~._••_----------------------~••..••••••••• --•••••••--- •••••••••••---••••••• /I ' ~ TOUL . 'us~ 'lill . 460.9 j
I of I4liell: I
I " . fI 1..; PflROLEUH P~COUCTSUS~ ,~ill 192.0 130.0 180.1 [k II .-1 da:oltno d:O'.:.;crn 36S 2.1a.~· Z!JJ 64~" II; jt;t ~l t!lQ\,;, CetltI S 0.2 ' 4" 1.5 II ~ ·O{tsel. f\Jel tho",. cem 338.7 Z64 ZOO 13.5 II l ileaV'(. oil (llIUl.lt)thOl.l. :cm 1O·.Z n.s 70 6.6 II ~ AviatiOn. &iI$olll'le thee. ~QM. 35 ".7 '0 11.G "I .e Kerosene CJ'IOI:. :om 0.3 0.1 0.2. 0.1 I .1 7 U:r\~t:sthQC.l,:OM !O~.l 3.7 23 ·23.0!. .'r I·I ;1 .I B•. £Il£1CT SECTOIt U$S ..• ill 8.5" 1.8 ··.·.l1:r I
I .' I1.'1 spara parts USS _ill Z 1.t . 3.5 '. '3.•S ~I Z ~, Q:Xl:Pressors lind s.p. USS ...ill 2..' 0.2 2.6 2.6 II :5 t:.&!:Iles ~ :::ill 3.t 0.0 LS 1.S II 4 Eleetr{~ =ctors uss ~ill 1.t 0.3 1.0 1.0 II 5 TransfcMllet'S uss .-,ill- 0 0.2 0.2 I .I 6 lli;h ~e:s.sure steel pIpes tel.: 1300.0 ttaz.O 1200.0 1.1 II 1 others USS ,. i 1t 1.2. II

~ I
I: , II 'C. l(lMIMt; ~OR USS <:.ill S1.~ [
I ~ II 1 ~VIltOI"S po; . !I O.6S·' <:tb.tlI lA' 33 ,0 3.0 II 2.5:'8 C\Jb.Cl ~, 6 2.7 ·1I: 2 D~uur:ks p.:... 33 1, SO, 13.S I'I :1 8ulldczers IX- 30 40 12.0 I't ' Dr'ilti~ machines pc 4 I. I S Spin: p<ll"U lind eqlJipnents USS .:..'tt 21.0 5.0 t5'.O 15.0 I

·.j.6 ConveYer belts t!SS: 'n 0.6 0.2 0.0.1 I.:. r:7 E;;plos{Ws thou.: '-.tl 12.5 1·.2 10 5'.S II' ~ . J

I

I.



I

I".
~ .'

II j
~ I c. T~SPORTATIOH SECTCR ~~S :'.i ~; 73.7 6.0 (,4.8 I

I J

Ij ·1 Trod:s IX;;' 9a1 50 :sa 0.6 1
l z BUS~ p' .- 2(,6 30 1.5 r..

. ..•.. :.
I :s Fv~l trucks ;......:~ 2(,9 100 ~.5 I
j. "'

Sp.ar~ parts for trucks, ~es ·~;s ".: (t 2(,.(, 1.5 1'5.1' 1~ .(1 ! II and ears I
I S Tires ~::c\J. i ':::: 123.7 2.8 ,:; 7.0 .1
J 6 Batteries \,,;~ I::: t t 0.3 -. ' " . 1.S 1.5 I II· ~7 . SPMe p3rts for railway transport LS~'.: ~ l ,.4 ·oT·.... 2.~ 2.5 (
I 8 Spare parts for airplanes . l;$Z .'''.; t ~ (,.0 ~.O '1
I 9 Searin9$ t~.:lu.;,:s 131.4 100 1.0 I'1.10 , SituDCt\ thcu. :.;,...n (, ,Z Z.2 I II '1 Spares 10r rOlo mafntetW1C:l: ~~$ r.. : ~ l 5. t ". '

'.0 I4.0
I '. equ i p:IleI1 t.C I~

::" ., ..../ 1Z Spares (or lifting and tt"a."lSpor· !..::i .,:, l 4.6 l.a 3.0 I

I/ tii19 =echanf$:l I
I I
I I
I II. OlUlIC-'~$ c.:~s .:: ~ t 6.3 1.Z S.6

" II
1. ': .SOeliua slM!de

I
.1 cc•••. 6800 (,25 6000 1.6 r

·~i3S.~: . .] I 2 coustic soda tor.,\ 465 800, ' 0.5 I~

II :s soa.a.~ ~ •• *. . .~ c~ca 0.1 I
I ·4 Trichlcretyl en tor•.o; 3'0 693,. 500 O.Z I

'1 5· Sodiu:a biehrOll'iatc t.;..r.... eSSo 350,,'. 6S(J" 0.6 I
I 6 Sulfuric acid ~c:-.... ,~O 128C O. t I II 7 l~quer. e~l P4ints tc:r.-. .417.7 e6 50/).0 O.S I
I 8 SYnthetic f~t for sGap.prod. ten;· t80 (00 Q.:S t
/ 9 PolycthilUl fitll15 :cr..... .,.; 200 lSI) 0.4 I

II .10 Others ' 1.0 I
I I
I I
I I. CCH~ COCOS L':" :"~~l . ~a.Q . (S.O 50.0 I I- - I I
I l' Co tton flbd c:S lIlin.:: 56.1 6.0' SO.O I
I , Cray cloth tc;".". 2219· "00 I

II 3 canvas ::~O(,.. :: 2380 aa 2S,QO ~
I 4 Socks USS :' '.l 3.3 0.03 I
I s Shoes tho~ .. : 'I' 1343 194 SOO I
I 6 candles :cr..:~ 1129.3 300 1000 I II 7 Detergants '=01'.-. 2SS'O 300 1S0a I. I S' Jute fl)bt'ic$ ,

thi;U.;~ 3200 :SSOO J
t 9 \loolen flbri~ t:"1C:':.:l 1250 1,00 I
I 10 Linrng fabrics 6c:.:..: 3m 710.1 3500 I II 11 Ftu {llbl'fc:s t:.:''';.ii, :rro ~as I
I lZ Sew[1Ig threads uss ,;,;a 0.8 I
I 13 . Reaa, =ade S1In:let'lts t.::~ ,~,i '.. l to.4 3.5 I II 14 (rl!t1olclr u~s ;.:.; l.t 9.Z 3.5. ' I
I 15 ' Cooking utensils U~~ :< ~ ~ 5:2 0.3 I·
I 16 Kousahold electr!e eppl i ance:s U~ ~:~t 6.4 1.7 I II 17. /lacc:nn thOU.;"K 70 I. I 18 . SOiJPS :·:nn 1204 1;00 1200 I
I \9 pipe t<:lbllC<:1J Ir.' t _;'''-:' WT.7 500 1000 I J

I
/t:Jr;~'~ BEST JWA~L~BLE OOCtHlttENI

I



I
1 IV.

,
"..

I
1

. ~....

I:
I

I:
I.

I;=;;=:;;:=:=:;;==~==;========~===~- "========::==~~~;;============'"~-~=="=====f

I . I
I . llA.'1E 0F GOCC S : U>ltTS 1990 : 1991 : . 1992 [

I : ':~l"C ($ value)l

r
..: (::li It ioo) f

1······----·····----······---·-------· -·-·---·················---------···-------·-··1
I TOTAL USS mill 157.1 !
I of ..n ic:h: [

I I
I

I A. TlUJISi'CR'rAT roll SECrc;< us'S lZlill 89.0 r
[ I
I 1 ~\.tl Vehicl.es pes 300 '245. ',;,;j i .u I
I Z LCCClllOtive:s· pes 5.0 ., 5.0 I
I 3 ~l"ia ltag~

.pes 200 10.0 {

I , Airpl~es \JS$ lI1ill 13.0 13.0 !
1 S ll~tNC:tion of Chinese- USS mill 60.0 60.0 t·

~ I Hong<:Ilian border t'~il"ay ~t;)tlc::' I '.
·1 I
I I.' :
I s~ ENaCT sECTOR uss cill 3?·;.I',

I r
I 1 Pellet' stati= pes 250 ' ZOO.O S.O I ,

r 2 Di~el senc:ratQr-$ pes 6 10.0
..

2.3 ~
,

I 3 serviees uSs lIlill 3S 32.0 32.0 t.
I I
I I
I C. MIHllIC SECTOR USS lIlill 12.0 t5.0 I "

I I
J Strviee.:: USS mill 12.0 15.0 ' 15.0 I'
I [

I !
I D. ~HlCATlOHS SECTOR US$ llIill ~ 13.8 I
[

,.
I 1 Asian sattelite eqUi~t USS aill La 1.8 I
I Z Runl station cquip:nent lJSS lllil t 9.0 9.0 I
I 3 It:ldio erd TV £<:l\li.-nt and US$ ll1ill 3.t' J.O [

I s~e wts I
J I
[-===---- ---_-=:_=.. . .oz:- . -_••"j }



I
LIST :JF r:=;;:U~=~ :i:-:ICr. ~;~:·::[:T8 T~ !i':?L~-:E~rr~:~~::

~F i;2; FD~ T~~ ~7A;r~!ZATZ~~ G; ~~~RDH: ~F ~C~~~LiA

.------------------- --. .---------...._._-------_......_;

I
I

Pre!!cts ;na a=~=llr!= t~ :@
~:c:=;~r~ ~~ iJpI:i;~t I

......_.._------

-----------------.---._-

-----····---------------···-·------------····--i

-----······-------·--------·---i I

I

I

I

I

I

I

I

IL!v!i of =~at ~re~!!si~q

C~ntr!:: arc biin~ ~~~~~~~!:

t, oit;in t~ ~~tain tlet.ni~ui=s

and te~~~~lagl froi ~=r!!n~

In L~YS ~~l~ e:cavitiiln
Hi!! :1 i~~=a:~ ~t b ti:;;
ig;in5t 19<:1
~: !fe :nteriitin~ t~ c:t~i~

~.;hinari!! free Ji~.~~Cnifi~

~~c=¥~t!~= cf gG:~ ~il1 ~!

!r.~~iiiid.th~·!!! p:;;ioilitF
t!! !:lzt!i:: sijrt 1!iail: !r!l~ .
ItJly
2~: ~in liSi ~r~f!t ~iii 0_

d Qr~~c!d fro; 191~

rne~i is !!t!bi~snla ~Js:i=~

~~n~,liin joi"t Y2ntur!
~;sw»;t~r line irE ~uyin~ fr~~
I1I'A
U~:1

~I ar; int2r!!t!n; :c :;tiin
~a~r!~~ =!::.~in;riii

~!. 9:~ilit r:!C~!e~.

C~~tr!ct Irq ii~nE~ nith U:H

4 §!~ ~r1!taI !;~1-!g~6

rHIii13~ili

. ~l~tn:=
~S thijl!i.bl~l~

~!t!~73 thc~~.

i.~e ccliboiiJiua ~r~~~ctic~

:;lint
a.~iQeI wool ~rociEsir:g pl:nt

~lal1 t

~.7h! R!ndvat!oo oi ~~= q~ld

~lc;'jation llhn t

5.Th. e:~IGitatiQr: cf th! gelci To cliii G~

~eo!lsib in glia~.t f:a5ibilit~

stud::

4.rhi est;b!i!h!!~t of gold
?urifiCfti~n ?l=nt

l.~Iungc(l

the Slauqnt!rhcuif in
2.Th! Sl.ugr,ti;r.uU~! i~ 3aoa

~:;an9ai

9.R~ccn5tructiun uf C!!h:!re
orocesling ~i;nt

lO.R!construction of leather
foot ~lant,r!n!Hati~~ cf
!lors! hid!~go;t skin plant

ri.C~Si?nt ~l!nt

!uG th~~s.g;tr i19~·i~~~

c~:h!!(! ~l~th!!

I ~!r. ~!~r ~~~3-1~~;

ci feab;

~!. i;~it r:!!:lU~!!~

n! ere in;iiE5tiil~ ~~ ebt!L~

icit lw:« fr~ fr~: j;~.a

Hew ~:~ort rei~rss=·

nC;iiti~ ~ui!~in; :It;riali
~!!~S ~ill be :u,~!i!i

?rO~Gs~l art ~Iing ixcn~nq:1

to ChOOic !a!~~!~ ir=e liSA I

I
I
I
I

BEST ,AVAILABLE DOCUMENT
I
I

.,



I
I

---------..-------------------------------------------------------------- ...-----------------t

: ---=:-----------------...--------------------------------------------------··-------------------f

I
I
I

2.CW::£ GiL IKFORT ~M

r~GC~~=r~s IT ~~;UA~ ~0

?~aDU:E OIL ~~n ~~a~~cA~~rS

S.~.~~3!i ilo~r ol.n~

::E ~i"~.:::.!~=~

.; th~:.:.s. :J:1;

~D~ ~t ~ir w=tf~1.~5! :7 ;l;

5!1~:¢~ ~! =:~~ ~;tr~l ~i~l

~= ~~::UCi~ i~ ~~:2itit

~ii Gi~~! ~iI1;: ~:~~~~~!d

F!~~~ ~i1! ;; ~r~~~~~z

it w~!i~~i!l J!.'i

..... ,.~!"'_. '.::,
tu ~tili:!

5~! of d~i==ti~ r.!!O; ~ill

be ;i:~~li~ ~: .. il~ ~~

e:::::rtEd tiid!!!r.

~;:' i i;~:1:.. t.!::t 'to i.'i~j~'i: s, ....,,..

t~~! ~f ;.=tEle~~~!~; ~»;wi!fY,

d;CT=:=~ i:~crt

~u~ ~t ~~~!!ti= ~=i~i

~! !u~cli;":J.

rt·:: i~::r:;jjt

!~:"~? ,~~rtiu~!

...... tens

-to build =u~!r ~!!nt

in Sat5u~ber!~nai~hGfin

~.a~~=r ~tcd~ctic~

-~!. pi~nt in Zti~~~~!r!!

!rrre~!tion S1;tiw f~r

~~![iv~tiurr ut :u;3r h=iti

-/ ""-1°'" ~. ; ..ru~... ~ ~.a:1t

~,Oil~lant factury l~ =!!:r.ge'
~I~rr.~d

b.C4r ;~:r? ~=~t= pro:cctic~

~j:nt

I

-I
I

I
I

;.~O~~ :l=~tric a?~iisn=;s

~r~d'..:c::=i1

~~.C:tt=~ f~bric ~rodu~ti=~

fac:t~T"i

oiesg; of ~;i~.ng

c=hi!:~ ~lG~ thc~s

?iesas o~ .4~J~~

cl!!l\!r

r~·s i=p~rti~t t~ Cr~!ti

~~Qctri~ =~ui~~~: i~~u;\rY

?rcpCial ~!! ~!ir.g i~;h:fi~~d

\U ~!t~~ icint ,intu:! ~i~~

i.~-3 =IJ ~2 ~~!~~n ~i~th~;

xi 1i h: ~~~d:..: C:!~

JG~!~Ec :l;;(i; \jill ~!!

!Il~e~i!i

~c:li;i~ r,~~~! wiil CI ;~~~li~

frij~Oia: 5r! Q!ing ;:C~;~ii~

to ~i1~u=! !!!n~~;rr ji~: ~~r!!

:~: ~f ~:~!r ~22:; ~ill ~!

!1!~;:liiC.

2~b ¥In tcn~ L;;2-'!19S
vil ~nd ~n3:l3i

39 t~~\1i'

t~n:

L=.~inir.l paint! or=ci~~:io~

~l:nt

I~
I

11

II
1\
I



-- -- ..------------.----------------------------------------------------1
, ~

I

I
I
I
I

4i II ~: ~:'"~~:i~=~ £:: ::=i=i!i-:
~~r.!:-ii:t h2'i! s'i~::;~ ;;i:~ ::;"':;~~.

~~;::ti~ Ja~~i ~~~l ~! ;c:~1~~j

-------------------------------------------j
:.;t;:-:;_~.::~.... - -~ ....

:?~:-l:;j
: f ~rst it;:'?E!

~ilr, :,

2~ t~:us ::;~ iji

;~ni t=.r~ ?zr::

----------------------------_._-----_.------------

17.;ir;-r==::tlnt cst~ri.:;

~l~n~ ?r=3~c~i~n

15.~a~~rati~n ~~ OJ=:~;i ~rJ

(j!!~tiO!'l pJ.n~

19,T=xtb~ol :chiJdr:n
bcr;k· s t.;ct~r7

2!.Liquid inj~cticn Mi5ho~

!j 3ln U2i ~9S;~!7~!

~fi!HiJl~

iigci .
2~O t~!l~:!. ~i!sgs :'192-lir;
iil.i;;i,!') ,;li'!

~a~!I~!=:

Z~: ~f ~~ic, ii~cit ~!!~S

~ili 0; $u~pli.d

Cu~tr3~t ~r! b.inq !~Cb!n~la

iiith Chini
!~O thu~!~~~iC~i ii~ui1

will ba ~r~d~~~ ~ dg~.;ti~

Sw1:=

I
I
I

~2.giote,~na!o;ic;1 ~lant r~~ ~o t~~; ;cr~;fy~=r ~1~1-1~9!

fraction ~f ~r~t!i~

-'

:i!.Be~e~~9G:nt ~i i~tr:5!r~~~r=

r~iIWar ;:;~iG" 3nj =:t~tli:co;

i=nt af rel~adi~~ .nd l~~~in~

7adli ti:;

:1~~ir.~i;;ai!uv!~~yi:n~.l.rg~-.

~ic:u:ifi4~:r~~ ~iia$ ft1!1 ce
;u,~liEc. Tha S~!~i!h ;~~t is
sil.,~=~.ine sid;; ?x~h!~;!ri.

c~nt~3ct ;,rQ~Q~!l!

-t~ ispr~~! ~Q~~iratiQn ~i!n

;5i~ anc ~~=ific ~e~ivni!

I
I
I
I

2.Da~!5tic n~t~ar~ ~f ::!=11it=
CC!i;;un i C3 tion

in the first ~taq=

R.dior~!!y lin! i1 4 ~t;i1. 24 =~lt~ =tatl~n

,entr!.20 sQ~Qn;(,._y~-VUd. Lea telefho~! cr..~~:;

rnallhagoll~lt3n~ul~gj

in th! !!~cnd st~~i

I
I
I

3.E:car.;:on uT tel!1h:n! liO :In !~5

~ab!e !io~ in Ul=~n~=:t:~.~~r~~~~

It ·5 i~~ort:nt t~ ~~ru~;

~.~~;it; ~r ciigital c~~~~iC3:ion

J
I
I

BEST AVAJLP~BlE DOCUMENT
I
I



----~---~------------------------------------------------------------------------------------------------;

---------------------------------------_._--------------------------_...._--~

I
I
I
I

I·
i

I'

R-:i1~·t~t!~l! cf Erd~I'et .
raC!:l!""'"i

Cc~~cr Df~C~:=~~~f ~~e~:in~ ~~~ th~~3 ~~[;!

~nd ~crifi:ati~ii ta;:tc!"~ i~ ~'..::-: ':'JC~i:

ErC:ii;t

? t!!:JIJ~.t~n~

vf :X~il:ijlT~i

~= !u?=!i=a~?(~~~!!i ari
~;lng =~~~!~~!a ~o ~~t=i~ ire:
~~r.:r =~~~tii==~J!~!n~~i~Ii~d

=!~e cr chi===~r!~~~xsr~

~l;ctr~"i~ :!~!10;~int

=ill ~; c;tabli~he~

1i09Q:al !r! :;ir.; t~ ch~~=~

~!!hi~&rf ~1G= Fini~~

~C!!5t;C CUE~~r ~!rl

»=EQS ~i!l ba ;~~pli=d

I
I
I'

-Soong! iron f~~torf

in D:ii:l',:r.

On t~= biiis of tr!ctc~

:n~ !~ric~ltu.a~ aachin=r~

f:9air f~c!~rY t~ b~iici th:
C~~ oraducing ~iit:r~ri=~

tior. fir. n=r~~:nf

Carr., cut f •• 
:i~tlit'1 :tu1~

n~t!11ur~ic!! zl~~t ;~ w;r~nan

~ill b. $u~yli=d ~~ r!~

t!tiri;!:

cii;i2! ~it. Er~ctQr tit·! ~~ir.

p~~t! ~iii ~i pr~d~~ad.

?r~pu::l !rs ceir.q =XC~!~~!~

t6 c~cc;~ =a~hi~!rr~t9tn~~i~~r

tr~! ~:~!n~U:r;in~~Grea

I
I
I
I

I
I

----------------------_.------------------------------------- ------------._-----------._.-..- t

I

/

I
I





I. I
,I J.' Foed: iod1.l$try \.:~z ,;1i II I.S 0.0 J.Z I

I I

--L-1 1 Butrel" : ~"'...1 19" 17t. 2000 2.0 I
I Z. ~qlJfpllCl1c and S~l"e p~rt~ ~ : ",ill' 1.5 0.03 1~6 1.2 I
I !
I 'I

I 1::. Farl:$t industry :";, mit l 0.3 a.,s 1.0 I
I I

,I ' 1 Equi p:lCtlt and ~p;irc parts .. ~ : mi tt O.Z o.oS '('l.S 0.5 I
'\ Z. Rail ~teri(\l$ ,I".! mill 0.,1, '0.2 1),5 O.S !

;

I
~ I

I I
I L.. ~r IWOUSTl:ty \;:~ ll'itt 25.0 3.0 18.S I
I

...;;.. .~ .. ': - !
, I 1 'E'1Uip::ll!l'lc and S;:loII"4 p;ll"ts l:. miH 4.1 . 1.8 3.5' 3.5 I
I 2 l!~ Illilccd.ts L Illil\ ZO.9 . (".2 15.0 15.0 I
I I
I

I ,;

I f>\ other sec.tQr"S ~;:- i !:Iill 8.0 1.0 4.~.I': '.
I I"
J

I

:I~
..--=~- _...-... ~::.:.;. ~; .._-_.... ...... ..- -_0::_- I

:
.

j.
:

,'.

;

.~ . " ... ;.~- .
'._ ':'';' v, •

.-
JaTAL. IKPOll.TS :,.> r:lHl 5US

! ..•.

I
I
I
I
I:

I

Ii
1

II
I

I~

I:
- '0 ~

I'j
II

I

11,
-j

I
1'1

,
"...

~.Es.r AVAlLABLE1JOCUM-ENl



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I"
I
I
I
I

ANNEX V

AGRICULTURAL SECTOR BACKGROUND PAPER



T Bayersaikhan, Y BujanjargaJ. B Erdenbat, T Gautsetseg, . !
I

/0

UL-\A.~nAATAR

with assistance (rom

Principal Consulunt, Agricultural Management Project

N Guyer, R Namhai. G Natsagdorj, B Sugar

Prepared by

DONORS CONFERENCE
A'

for
MONGOLIA

PH Sloane

AGRICULTURAL SECTOR
BACKGROUND PAPER

~~

?\l?

UNITED NATIONS DEVELOPfvlENT PROG~'I1YIE

A~RICULTURAL ~IANAGE~IENT PROJECf

MON/89/007

FOOD & AGRICULTURE ORGANISATION OF UNITED NATIONS

~- ----.._--_._.- '--' .. -

,1'
I
I
<I

I
I
I
I
I
I
I
,I

"I.\:

~'I"'"

1'1
i'

~
~
J".'..

'.

w



\: .....

(~
Page

1

1
1
2
3

S

S
5
6
7
7

13

13
14
IS
19
21
21

.. 24..
":.,

, .. 24. , -
'" .- 28
.-.. -

31

3S

3S
36
37

40

40
41
42
47
54
64
67

68

.~

."".1....-'.

.
7. Agricultural Marketing and Supply in Mongolia

CONTE~TS

4. Problems and Prospects in the Agricultural Sector
~ri 0r:"~ . #_

Ann~:c 1. Annual Report of Agriculture 1990

7.1 The Supply of Agricultural Inputs
7.2 The Marketing System For Agricultural Products
7.3 Meat and Livestock Marketing
7.4 Cereals .
7.5 Milk and Milk Products
7.6 Potatoes and Other Vegetables
7.7 The Future For Agricultural Marketing

8. Bibliography

4.1 Livestock Production
4.2 Crop Production . ..,;~:.: ~.

~Q' ::Jt".

S. Agriculture in the National Economy

1.1 Background
1.2 Agriculture in 'Mongolia
1.3 Current Developments In Agriculture
1.4 Priorities For Development

1. fntroduction

2. Agricultural Geography of Mongolia

2.1 Land Area and Topography
2.2 Oimatc
2.3 Soils
2A Vegetation Zones
2.5 Natural Regions For Agriculture

3. The Structure of Mongolian Agriculture

6. Population and Employment in Agriculture

6.1 Population
6.2 Rural Workforce ,.. .
6.3 Agricultural Education and Training

3.1 Basic Agricultural Data
3.2 The Organisation Of Agriculture
3.3 Agricultural Enterprise Structure
3,4 Risk And Risk Management
3.5 Agricultural Marketing
3.6 Future Farm Structures

,
c

\~ -

/
i
~i.

..



LIST OFTA-fiLES

7
9

11
1l..
12
12
13
13

15
16
26

28
29
32
32

32
32
33
3~ .:+

35 .~

~'..i!.

35
,.. ,

36
37 -
37

-r

38
39 4•

42 i,
42 ;..~

46
<....

47 ~

47
49 --,

~

51
51 .,

~

53 L-

55
t

55
,

56
56 ,.

57
58 ,a.
60
~

62
62
63 .~;,.-

:·r

65 .
66

. i...
,~ .... ~

_...._.

Some technical datJ on arable soils
Oimatic information Hangai-Huvsgul region
Oimatic information Sclenge-Onon region
Oimatic information Altai region
Climatic information Central and Eastern Steppe
Oimatic information Gobi Desert region
Agricultural Land Usc ('000 ha) 1960-1988
Livestock by Class 1990 (no of head and sheep equivalents)
Agricultural Production, average 1986-90 and aetual1990
Distribution of arable land between state farms and co-operatives
Mongolian agricultural enterprises by form of organisation
Capita! assets of state farms in Mongolia at year end 1988 to 1990
Existing national stock of agricultural machinery 1991 and plans for new
purchascs 1991-2000
Avcrage Usage of fuel and fertilizer in agriculture 1987-89
Structure of national income (pcrcent) at current prices
Gross National Products (Tg million) at constant 1986 prices
Structure of capital assets at ycar end (per cent) by productive sector
at current prices
Capital assets at year cnd (Tg million) by productive sector at current prices
Principal imports by value (Tg million)
Principal exports by value (Rbi million)
Distribution of rural and urban population
Distribution of population between principal cities and rural areas
1980 and 1990
Structure of the Mongolian workforce
Age structure ofworkers in agriculture and food industry 1990
Education level ofworkers in agriculture and food industIy 1990 
Teniary trained employment in agriculture by category
and training level 1990
Students enroled at the agricultural university 1990-91 .. _
livestock slaughtered and meat produced 1990
The distnoution of state ordered meat for 1991
Meat prices TgI1cg
Cereal harvest by aimag 198.7-89
Total grain harvest and distnoution 1990
Distribution of the total grain harvest
Supply of grain to flour and feed milling combinants
Production of flour and concentrates by miU 1989 and 1990
Distribution of total grain harvest 1988 and 1989
Yield per cow in mechanised dairies 1988 to 1990
Comparisons of dairy breed figures 1989
Total milk production 1988-1990
Production and utilisation of liquid milk by aimag 1990
Milk supplied from farms for urban consumption 1988-90
OfficiaJly controlled prices for dairy products .
Product range and volume of production at Ulaanbaatar Dairy Factory
Milk Supplied to Aimag Centres 1988 to 1990
Milk used for butter production 1990
Butter production 1990
Production of potatoes and vegetables by Aimag 1990
Formal storJgc capacity for potatoes and vegetables by Aimag

Table 1.
Table 2.
Table 3.
Table 4.
Table 5.
Table 6.
Table 7.
Table 8.
Table 9.
Table 10.
Table II.
Table 12.
Table 13.

Table 14.
Table 15.
Table 16.
Table 17.

Table 18.
Table 19.
Table 20.
Table 21.
Table 22.

Table 23.
Table 24.
Table 25.
Table 26.

~.. ~.

TablerJ.t· •:;;,
t Table 28.

_.

Table 29.
Table 30.
Table 31.
Table 32.
Table 33.
Table 34.
Table 35.
Table 36.
Table 37.
Table 38
Table 39.
Table 40.
Table 41.
Table 42.
Table 43.
Table 44.
Table 45.
Table 46.
Table 47.
Table 48.

BEST AVA,.llABLE nOCUMENT



LIST OF MAPS

Map 1. Mongolia showing Aimags (Administrative Regions)
Map 2. Annual Rainfall Distribution in Mongolia
Map 3. Vegetation Zones in Mongolia
Map 4. Natural Zones for Agriculture
Map 5. Location of Principal Meatworks and Transport Routes
Map 6. Distribution of Grain Milling Combinants in Mongolia

Frontispiece
8
8

10
44
SO

LIST OF DIAGRA.'¥1S

ABBREVIATIONS

17
41
41
60

r:""".. i'T!:Nj

"

USS 1.00 =Tugng 7.10
USS 1.00 =Tugrig ~O.OO

Organisation and management of agriculture under
central planning
The organisational structure of ASS 1991
The structure of the Wholesale Supply Board
Monthly milk reception at the Ulaanbaatar Milk Factory

Province. largest 10C:l1 administrative unit
Workers brigade for livestock production
Agricultural co-operative
Crop production unit, sub unit of a crop brigade
Local Government unit, smallest local administrative unit
Livestock production unit, sub-unit oflivestock brigade
Workers brigade for crop production

Figure 1

Figure 2.
Figure 3
Figure 4

MONGOLIA.'i TER'¥IS

EXCHANGE RATE

Prior to June 1991
After June 1991

ASS Agricultural Supply Service
BAPI Board of Agriculture and Food Industry
OlEA Council for Mutual Economic Assistance
COMECON Alternative abbreviation for the CMEA group of countries
{SCAM Import Supply Corporation of Agricultural Machinery
MAFI Ministry of Agriculture and Food Industry
masl Metres above sea level
mm MilIirnetres
MoA Ministry ofAgriculture
ppm '.. Parts per million
SCC Supreme OJunciI of Co-operatives
SCMCS State Committee for Material Technical Supply
WSB Wholesale Supply Board

Aimag
Kkseg
Negdel
Saia.a
Soum
Suur
Tasag



.! ..

I

I..
\
\

/~

I
!

I

!
I

u.s.s.n.

: "' ..
lUI JIll lot,'"

.'. I

IIII("m~li...ul
t"'Ulht.Uy
A)III~J

1,'ulI""')'
N .I11,,"~t 4: ~1'11.l1

. IJ,! {;
th's I

. , IIHv5(!H1 I
, I /.......1,
I,. }' I " \ t' /, •• /)D/U"n

Baran,/,"\ \./ J '.. \ /"-'/ .•..• "-', • J ~c:It:1I 'c
(~Igiy, ,,'.J\./ ....~ ',r~ Unllll"",'~ ~ \--\ ,/

I :. ) 0. ,'" , ;' ' .... _.. \\ ,.>'." . ()lavl~~I.I.: ':'.' r J / \. .,... I ~
.Jr~_..'J ...A_~~ .J _.... '1, .... / U",.,.,...."." ( ;' lIc:nliy
~~\ - .... "\ ' ....A'ha..F"Y·' \, q)~ \ * ,

t '-,. j ..... / • I ...
....11~1I0Vd _J " '" ,,!.. "' ~ l_ ..· Tliv \ ....'

~ '-,\"", I .... '\oj \ ... ~ •.. ,\ \ 1" \".- r.,A;J ,~\ I., .""'( , .'

. J \ ". ".~... - ... ;' v \ \ , ..... '- l- Slihha;lIar
\ I I ,,'-'" ~

(j ~ 1\1 '-" • , . , i)viI,hilnl!IlY/O . . , \
• ~nvi' lay . I '," I
~~ , I I Ulllltll!uvi \

,.~ I " J .... ~, i. ..... w

I .l..yunhnnl!er , ' -.. _," ' . ,- .lurn,,!!uv.
, ••• ~ J I' '/-~..
I~' t-_ J '- .... ~,.

"
1--:J .~. -:- _... .. .' I~ ... J •.J.--~~ ;;:.n ~1 r' ......--

, I . Ollllli~~u~1 ' "~
I I I,

Mongolia l

*
o ~

, I J i

II 100 ""

Ut"anbau',,' "nd /)",U",n "', )
uu'vmunuUJ munit"ip"li,il'J (

-

'~~I •

r

....
. '-: ",''''' . ,-. .~

f~
'\ . .

...~. t ,~"

. .. '~:...

,-I: ' .......,. ....

~-===-=_.=-::.:'=============--=-=''::':---:.:,:--:..:.--::.::'-~...:....:...:.:.:.:...-:-~.. ...:.:..:."...:..-..--:....::-.::.:.:~~~~..:...:.:..==========~



1. I~TRODUCTION

1. BACKGROUND

This review has been prepJred as J bJckground paper for the Donors Conference to be held on
Mongolia 9-11 October 1991. The work hJS been undertaken by the international and national
staff of the Agricultural MJnagement Project (MONI89/007). It attempts to describc thc basic
circumstanc::s of agriculture in Mongolia and to set the present proposals for change in an
historical context, particularly the period of centrally planned agriculturc 1940 to 1990.

. - ..
The technic:l1 data has come principally from the records of the Ministry of Agriculturc and in
somc instJ.nces from interviews with staff of Ministries or other Government bodies. Statistical
data is drawn from Central Statistical Board publications and should be interpreted with some
care as the data reflects only the prior system of centrally planned Jgriculture and does not in any
way encompass the current rapid changes. The sections on meat and milk mJrketing draw
directly from thc work of the DA!'lAGRO consultancy team in May/June 1991. Thl: paper Jlso
draws on the experience of the FAOIUNDP Agricultur:ll ~tJ.nagement Project in the field of
f:l!m management in ~tongolia during the tv.'o years since July 1989.

Sources other th:ln st:ltistical dat:l arc generally not acknowledged in the te:oct. however a list of
rderences appe:lrs in the bibliography. Various dr:lfts have been read by a number of non
MongoliJns with loc:11 experience who have providl:d advice :lnd appropriately critic:lI comments.
These contnbutions are gratefully acknowledged. \Vhile the: production of this revicw h:1S been
made possible by the support of UNOP and FAO, the responsibility for any opinions, errors or
omissions rests entirely with the principal author.

Thc paper has a number of limitations, most particularly that is was produced in a short spac: of
time. The other limitation is that it has been written at a time when the economic life of the
country was being transformed at bCWlldering speed. In the course of preparing this review there
were major changes in a number of the circumstances described. In some instances the change3
represent the elaboration and more definitive statement of Government policies on specific
issues. In other cases thc policies stated would be better seen as policy ideas rather than the firm
position of the Government on the particular issue. In the rJpidly changing events of 1991 it has
not always been possible to distinguish between firm policy and policy idcas or hopes.

It is inevitablc that by the time of thc Donors Conference in mid October 1991, a number of the
policies descnbed in this paper will have evolved further, been amended or simply disc:lrded.
Those using this document should therefore base any decisions for action on the circumstances
at the time of the conference and not rely on the policy positions represented in the review.

1.2 AGRlCt.iLTURE IN MONGOLIA

Tat:ll area used for agricultural production is estimated to be 125 million ha or 80 per cent of
~ationaJ land area. The greater part of this area is used for extensive grazing. Total arable land
IS put at 135 million ha with some 800,000 ha or 60 per cent under crops each ye:l! and the
balanc7 bare fallow. Livestock is the dominant sector of Mongoli:ln agriculture and with the
e:occeptlon of the one per cent of land area used for arable farming, occupies all the agricultu~

land on native pastures with an extensive semi-nomadic grazing system. Stock numbers as at
Dec~mber 199Q.re:lched almost record levels at 25.9 million head or 54.7 million sheep units. By
speCIes these were~ camels 538,000, horses 2.26 million, cattle 2.S5 million, sheep 15. 1 million and
goats 5.1 million. '

!he princ:p:l1 commoditi~s produced arc animal products and c::rc:lIs. The animal products
Include meat, hides and tallow with smaller quantities of milk and butter. Mongolia is self
~fficjc:nt in basic foodstuffs of rope wheat. pOlJtOl:s and athc:r vegetables. Intensively prodd
Itcms SL:C~ as milk butter, pork. eg:;s :lnd poultrv :lrc under-supplied. /}::]{j;,

1: ~O 1_



The centrally planned system suffered all the problems of shoddy equipment, lack of spare parts
and poor aIIootion of resources which have been seen in other CMEA economies. However,
the underlying technology employed was essentially sound. The problems of the system were
more a lack of economic criteria to allocate resources and more importantly, the lack of a human

11: dimension to encourage effort and initiative.

This is a view which is open to challenge. Whatever else can be said of centrally planned
\A/ l\ ...+ agriculture, it was technically competent and it drove the system hard. The state took risks which

t1- no individual farmer could afford :lnd probably reached productivity levels which were barely
c:. f't>CJc ! sustainable in the long run. Rather than see production rise in a more liberJI economy, a more

likely outcome of relaxing central control is that production will fall, as farmers are forced to
carry the risk in what is a highly risky environment and will seek to protect their position by
restructuring herds and cropping patterns in J more conservative, less productive manner.

There is apercepJion that the "vast" gr:lSSlands of Mongolia are stilI an under·utilised resource
and that in some ':01y the move to a market driven system will generate development which in
tum will lead to an incre:lSe the output of livestock and crops. The move to a market economy is
in part predicated on the experience of China where liberalising state control led to substantial
incre:lSes in agricultural output

.-. <- 2 -

Mongoli:ln agriculture is being transformed as part of the wave o( (und:J.mental political,
economic and social change which has swept over the country since March 1990. However, little
change h:lS yet been felt at farm level. The current year has been very much a continuation o(
past practic:s with state orders for all major commodities requiring the greater part of
production (or the year to be sold to the State at fIXed prices. Price controls on several
commodities were rela'l:ed from September 1991. however ;be major Unpile; of change in
agriculture will take place during 1992, in the course of a single production year.

-- ..

1.3 CUR.RE.'ITDEVELOP~ENTS IN AGRICULTURE

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Since January 1991 a series o( new laws have been adopted. most notably on the ownership o(
property, the structure of agricultural co-oper:ltives and the privatisation of Government I
property. An Agricultural Commodity E'l:ch:mge h:lS been esublished which is to become the
principal medium for the sale of agricultural products and (or the procurement of inputs_~
ro osed ere will be no state orde for the 9 2 nd that the sale 0 all a ricultur:ll I
~tput will be at the Iscretion 0 producers at prices established in the open market (~'AN '-£:./)

flffCk Ib ~\JlnS 8"'-'1'5 F;~ ~ ~l'lQN ~
The Small Hural h:lS approved a series of proposals put for.vard by the Government -for the~
reconstruction of the agricultural co-oper:ltives. These proposals Jre the subject of intense ~.
debate within the Supreme Council of Co-operJtivcs which h:lS yet to arrive at ~ c1eJr position on fl'\
a number of the matters invol~ed. . $1

The problems of agriCUlture are organisational rather than technic:Jl. fn the !J.st 40 years the
country was transformed into just 316 individual agricultural production enterprises. These were
either large agricultural co-operatives (negdels) or state farms. All enterprises were administered
by central planners who set output targets and made investment decisions significantly removed
from the farm level. The Government now wishes to dismantle this system with aview to making
farms smaller privately operated units, though this docs not necessarily mean individual
ownership of farms. A key problem is that there are few individuals who have any real
experience as i{1dependent decision makers and managers to operate these newly independent
units. .

:)1"•.

~,: There are undoubtedly many technical problems in Mongolian agriculture which would benefit
t:. from international assistance. However, little WIll be achieved in improving technic:U
X. perfonnance untIl the structural problems of agriculture are resolved. It is unlikely that these
tr.- problems can be resolved quickly, as the solution lies in a whole generation of farm workers
~ changing the habits of a lifetime and learning to think and act as individual decision makers.
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The proposals include the transformation of the co-operatives into companies with the existing
members taking up the issued shares. The bulk of the co-operative livestock would be
transferred or sold to members. The current position is that some 20 to 30 per cent are privately
owned. However, if the privatisation is carried through as indicated, the final position will be
closer to 80 per cent of the livestock on co-operative land being priv:ltely owned.

Under the proposed arT:lngements the co-oper:ltives will provide services such as veterinary
assistance, transport and technical advice to members on a fee paying basis. The management of
the co-operatives will play a part in assisting members to sell stock through the Commodity
Exchange and will earn a commission for this service. Another proposal under active
consideration is-that hc;.rdsmen should pay a fee for grClZing. There is some dispute over whether
or not this fee should 6e charged or who receive the revenue raised. The concept is that the fee
would set a value for land usc and generate revenue which could be shared between the
Government and the co-oper:ltives.

The state farms are to be privatised over a two year period. Workers on the farms arc to have a
prior right to take up the units in which they work either as groups or as sole traders, with the
proviso that existing activities must be continued. Production from these newly established
private farms will be sold on the open m:lrket Currently each farm has been asked to put
proposals to the Government as to how it should be privatised. To date only i1 small number of
f:lrms have opted to be broken up into small-scale farms. It appears that the majority favour
breaking-up the existing very large farms into three or four smaller, but still large, multi
enterprise farming businesses with the workers as wage earning shareholders and an elected
management

1.4 PRIORITIES FOR DEVELOP:'ttENT

1.4.1 The structure of agriculture
.,

The Government is proposing to totally transform a highly organised and tightly regulated
system of agriculture to one which responds to the disciplines of the market place. While the
general concepts are reasonably obvious, it is by far from clear how the system will actually work.
There is little experience of individual decision making for farm business management, nor are
there support systems such as banking and credit, or 10c:l1 traders to handle input supply and
product sales.

There is a widespread lack of knowledge about many of the basic requirements for operating in a
market-driven system of agriculture. Basic business structures, the laws of contract, the rights
and obligations of landlord and tenant, using borrowed money and how to sell your own produce
are but a few of the concepts which are widely misunderstood or not comprehended at all.

The UNDPIFAO Agricultural Management Project is tackJing these issues. For the past year the
project has been friiimng a smau group ot trainers In farm management and business principles.
The project has just commenced a wider programme of training for Mongolian farmers and
other workers in agriculture, however its resources are far below the scale of the task which mUst
be addressed.

Agricultural production is a high risk undertaking in Mongolia. The growing period is short, the
rainfall erratic and the winters fiercely cold. Until now the Government has carried the risk in
agriculture. With the move to private ownership and open markets it is inevitable that the
production risk is being transferred to individual producers. This must have some signific:u:t
social and economic consequences not all of which seem to have been taken into account at thIS
stage. This is particularly so in the case of special areas such as the Gobi which have up till now
had signific::lnt Government support to offset their inherent technical disadvantages.

The concept of the farm as J self-sustaining businc:ss. servicing its employed capit:ll is not well
understood. Nor is there much compreht:nsion of the links between risk and. reward as a
necessary encouragement to investment. There is no clear idea of how to manage the transition ~~l..
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More urgent however, is the need to provide inputs such as spare pans (or existing farm
equipment, much of it of USSR origin, to keep it operational while some longer term measures I
are developed to stabilise the performance capacity of the mechanised sector of agriculture.

I
I

There is a considerable amount of sophistiClted technology employed in Mongoli:m agriculture.
Embryo transplants and artificial insemination are but two of the techniques in use for the
improvement of animal herds. However, with livestock as the principal element in national
agric~lture. the leey issue for technic:1I assistance is to improve the quantity and quality of fodder
for both gr.1Zing and intensive livestock.

The intensive, housed anim:1l industries generally operate at a low leve~ of efficiency because the I
available fodder is insufficient in quantity and low in protein and digestibte energy. The grazing
livestock are carried through the winter on dry standing pasture and stored hay. Estimates I
generally put the shortfall of winter fodder at around -to per cent of optimal requirements. This
is not a problem which is amenable to e:lSj' solutions. Considerable scientific effort has been
devoted to the matter of fodder improvement for many years with limited success. However it
remains the key without which, the much desired expansion of agricultural output will not be I
realised.

I

1.4.4 Techniol Issues

. .

from the previous position of. very large production enterprises to some number of smaller
enterprises with closer links bet\'leen management and ownership. I
AU of these issues need to be drawn together. An overall review of the agriculture sector is
needed to link possible patterns of production, ownership, management and marketing into
some comprehensible pattern which has realistic prospects of realising national agricultural I·
potential.

- 4 -

1.4.2 Functional Commodity Markets
-.

There are f~ .d~eloped economies in the world which have freely operating agricultural
markets. Various forms of intervention ill'C used to manipulate supply and demand and to meet I
social or political, rather than economic criteria. Mongolia has a number of structural problems
to be faced. A widely sc:1ttered producer base, one third of the population concentrated in three
cities and half spread very thinly over 1.56 million km2. It has mostly high volume low value I
outputs, an uneven distribution of processing facilities and extremely long transport lines to any
export market \Vhile the Government has nailed its flag to the mast of the market economy, it is
by no means c:rtain that the requirements for properly operating m:ukets for many commodities I
can be met in ~ongolia. .

r

Another issue to be faced is that ofquality in agricultural products. The centrally planned system
was driven by quantity, not quality. Most products arc in basic under-supply ·and there is a I
significant learning process for all involved. especially for those who wish to export. The
Government will require assist:mce in reviewing possible market interventions to maintain a
balanced agricultur.l1 sector and to establish and improve quality standards. I
1.4.3 The Supply of Farm Inputs

The bulle of farm technic:1I inputs are imported. Fucf, fertiiizer, machinery and spare parts, I
veterinary and agro-chemic:1Is and high quality seeds and breeding stock have been imported
through the CMEA system and paid for in convertible roubles. This system has collapsed. By
way of c:xampl~ fertilizer imports in recent years .have been of the order of 90,000 tonnes, I
however in 1991 there were only 20,000 tonnes imported. ·;The system for the supply of farm
inputs must be replaced with something which is realistic in its expectations and balances needs
with available resources.

::;'".

'~



Qimate is the over-riding clement of Mongolian agriculture. It is characterised by very low
temperatures and low and erntic rainfalLW'mters are long and cold with an average of seven"~~'
months with mean daily temperatures below zero. The average annual temperature fluctuates
between -5.3 deg C and +4.0 deg C. In the mountainous nonhern and north-western parts it is
below zero while in the south and south-east it is above zero. The lowest recorded temperature is
-53 deg C and the highest is +41 deg C.

2.2 CLL'lATE

.~.

15.3
.w.0
19.9
22.4

2.4
0.02

Percent AreaAltitude masl

Below 1000
1000 to 1500
1500 to 2000
2000 to 3000
3000 to 4000
Over 4000

·-.; -

2. AGRICULTURAL GEOGRAPHY OF MONGOLIA

2.1 U.~D AREA AND TOPOGRAPHY

While absolute temperatures arc the obvious indicators of the climatic difficulties for agriculture
in Mongolia, the real limit to production is the low levels of incident energy. Despite 260 days of
sunshine, total heat units above 10 deg C rarely exceed 2000 and in some districts arc less than
1000. With limited incident energy and relatively low rainfall the effective growing period is
shon, generally from 80 to 100 days though it can vary from 70 to 90 days to 100 to 130 days
depending on a.ltitude and location.

The intermediate seasons of spring and autumn are shan and even during summer it is possible
to get sharp falls in temperature: and frosts all of which make agriculture very difficult. Oimatic
stress, particularly unscasonal frosts, can cause harvest losses of between 10 and 30 per cent of
crops. Oimatic stress can also cause significant loss of quality, particularly in cereal and
vegetable crops.

Fo~ successful agriculture ~nder ~ese conditions it is necessary to u~ .short seaso.n varieties of1 ,
grams and vegetables. It 15 also VItal to plant crops as soon as condmons are sultable and to y'

Mongolia lies in the northern part of the Central Asian plateau between east longitude 87.44 deg
and 11956 deg and latitudes 52.09 deg and 41.35 deg nonh. The total area is 1565,000 sq Ian.
The distance from east to west is 2392 kIn and 1259 Ian from north to south. The northern
border with the USSR is 4673 kIn in length while the border with China extends over 8158 Ian.

The main land -mass is elevated with an average of 1580 metres above sea level (masl). The
highest point is the Mttnh Hairan peak in the Altai mountain range which is 4362 masl. The
lowest point is the Khukh Nuur lowland in the eastern steppe which is 552 m above sea level.
The elevation has considerable influence on the natural environment and land usc. Livestock are
grazed up to 3000 metres with yaks being principally found between 2500 and 3000 metres while
camels are the main grazing animal in the low-lying areas. Land distribution by altitude is:

Some 80 per cent of land uq an be used for agricultUral or pastoral pursuits, 9.6 per cent is
forest and 0.9 per cent is covered by water.

;
I.

Slope has a particular influence on agriculture, especially on aop production. 21.3 per cent of
the total area has more than 20 degrees ofslope, 11 per cent is in the range 6 to 12 degrees, 42.6
per cent is 3 to 6 degrees and 8.4 per cent has less than 3 degrees of slope. Much of the better

t: aop land has significant slope and is cropped.Up to 12 degrees ofslope. ..
:JW • ,.
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2-1 SOILS

The main rain period for most areas starts in mid-June, though in the Gobi it does not start until
July. This means that plant growth is very slow until well into the warmer period which is
another restraint on productivity. Some 86 ta 96 per cent of precipitation falls in the warm
seasan which continues from April until October with 66 to 78 per cent falling in July and August
alone.

harvest grain and vegetables in the shortest possible time, all_of which re ires co able
mechanisation. It is also important to provide protection or animals where possible 0

counteract Sharp falls in temperature. Low temperatures are the major cause of livestock deaths
in the winter and spring due to a shortage of fodder and the poor condition of animals.

The average annual precipitation is 100 to 400 rom. Rainfall distribution differs greatly
depending on the natural zone and on the season, though in a general sense rainfall declines
from nonh to south across the whole country. Rainfall distnbution is shown in Map 2.

The wind speed varies from region to region. In the mountainous northern parts of the country
the wind speed is 2 to 3 metres per second. In other parts it is slower while in the Gobi region it
is 3 to 4 metre,s per second or even more. Wind speeds in excess of 5 metres per second can
cause significant moisture loss and erosion. Spring is a particularly windy season which can cause
significant erosion when cultivating seed-beds and planting crops. Strip cropping at right angles
to the prMiling wind is widely practised as an erosion control measure. :- . ..

\ ~"
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The principal crop growing arcas arc in Tov and Selenge aimags with lesser areas in Bulgan, I
Hentei and Dornod. Arable soils are generally dark chestnut and chestnut soils which are
typically fine light and silty, around 30 ems deep with an organic matter content of3 to 4 per cent
and pH of 6.0 to 7.0. Moisture retcntion is low and long fallowing is practised with one third of .1·

crop area in any year being fallowed to store moisture for the following year. Snow cover is very
light so soils are completely frozen in winter. As a consequence, :.erin~ wheats are grown rath~r

than winter wheats. Some details on soil characteristics are given In Table 1on the next page.
~ - I

I
I
I
I
I
I
'I
I

Less than 100 10
100 to 199 40 I
200 to 299 29
300 to 399 13
Greater than 400 8

- In the' south and soudi-west, precipitation decreases'~d so do the resources of surface and I
,:::':"underground water. One benefit of the low precipitation is that there is relatively little snow in

the winter. A3 a result,'1ivestoclc can remain unhoused for most of the year and are able to feed I
on standing dry pasture through most of the winter.

- 'I

. The national soil survey records 34 soil types in Mongolia. The principal soil type is dry-steppe I
:JJ . chestnut soil which covers some 40 per cent of national area. Other major soil types are brown

desert-steppe and grey brown desen soils. A maximum area of 1.7 miIIion ha (1.1 per cent of
total area) is considered to be suitable far arable use, compared to the 1.3 millian ha currently I
utilised. The general areas by soil class are: ;: .

Soil Oass Percent Area



Land JSSCssed as suitable for arable usc is unevenly distnoutcd throughout the country. Because
of climatic effects the location of arable soils is not the same as the areas of crop production.
Distribution by aimag is:

The combination of altitude, rainfall distnbution and soil type has produced six definable
vegetation zones or natural regions in Mongolia. Thae are alpine tundra, mountain taiga,
mountain steppe and forest, steppe, desert steppe and daert. These are outlined in Map 3. The
principal agricultural areas are the mountain steppe and forest, steppe and desert steppe.
Proportions by area are:

45
3.8

23.3
25.9
21.5
1SA.
5.1

Area (percent)

Alpine tundra
Mountain taiga
Forest and Steppe
Steppe
Desert Steppe
Desert
Interzonal vegetation and lakes

2.5 NATURAL REGIONS FORAGRICULTIJRE ~-"
. Vd

Wi
To more readily represent the different combinations of altitude, rainfall and soil type, ~fongolril
can be divided into five natural regions and 18 sub-regions. The five regions are Hangai- ]1
Khuvsgul. Selenge-Onon, Mongolian Altai. Central and Eastern steppe and the Gobi desert. '. ..-'
The regions and sub regions are shown in Map 4 and a brief description of each is set out below. 'l~1r6

Domod 22.0 Bulgan . 4.3 Govi Altai 1.0
Tov 19.0 Dzavhan 3,4 Hovd 0.7
Selenge 16.2 Ovorhangai 3.3 Dundgovi 0.6
Suhbaatar 9.5 Huvsgul":., ;~.. 2.9 Ornnogovi 0.4
Hentei 6.5 Arhangai 2.3 Sayan Olgei 0.2
Uvs 6.0_ Bayanho~gor 1.1 Domogovi 0.1

2.4 VEGETATION ZONES

I - 1-

Table 1. Some Technical Data on Arable Soils

Soil Type Org Tot
Matt N2 Ca Mg pH P205 K20

% % ppm ppm ppm ppm

Dark brown chestnut soil
Slightly loamy 3.9 0.20 20.1 2.1 6.8 2.7 11.0
Middle loamy -- 4.3 0.28 21.5 8.9 6.9 16.3 5.9

"
Brown chestnut soil
Slightly loamy 2.4 0.20 18.7 8.8 6.8 16.7 16.0
Middle loamy 2.5 0.20 21.0 9A 6.9 9.2 17.1

Meadow brown chestnut soil
Slightly loamy ~.5 0.30 24.0 12.2 6.3 14.5 10.0
Middle loamy 3.5 0.30 23.2 SA 6.7 5.3 9.7

Sourc=:
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A. Hangai-K.huvsgul Region

The Hangai-Khuvsgul region is situated in the north-west of the country. It is a high altitude
forest area with deep valleys and many lakes. The northerly location and altitude make this a
permafrost area and there is no underground water. It can be divided into 5 sub-regions.

1. The meadows and valleys of central Hangai where the major activities are yaks, cattle and
sheep. ---

2. The Bulnai forest-steppe and arid steppe areas. Most suitable activities are sheep, cattle
and fodder production.

3. The Khuvsgul mountain, taiga, forest and steppe regions. Major activities are production
ofyaks. cattle and reind~r.

4. Western Hangai steppe and arid steppe areas. Sheep. early-ripening cereals and fodder
production are the most suitable agricultural actiVitIes.

5. Southern Hangai steppe: and arid-steppe and semi-descrt areas are suitable for sheep md
cattle activities, early-rigcning grain and fodder crops. ..

The principal climatic details of the Hangai-Khuvsgul region are given in Table 2.

Table 2. Climatic Information Hangai-Khuvsgul Region

B. Selenge-Onon Region

This region is located in the north<cntral area of the country. It is a broad flat floored basin
draining to the north and is the principal cropping area. The Selenge-Onon region can be
divided into 4 sub-regions. -

6. Selenge forest and steppe sub-region is suitable for cattle and sheep activities and rainfed
crop production_ ~e Selenge valley if the largest crop area in the country. ~

7. anon low mountains arid steppe sub-region is suitable for rainfed crop production and
~ttle and sheep activities.

8. Khentei mountain forest and steppe sub-region is suitable for cattle production and
rainfed cropping. -..

9. tilz-Tuul steppe and arid steppe sub-regions are suitable: for Jheep, cattle, early-ripening
grain and fodder production.-

Principal climatic details of the Sclen~e·Onon region arc given in Table 3.



~
!~ap4.

IN3lNoaoa 318V~HVNf! l~Ja
Natural Zones (or Agriculture

,. .. ~ ,.., l" "') ";.:' ir.

. .. .... ... . ..•.. :: ......~, ...(;.i l' .; ... ' '.': "'~."~;~~"'-' -:.;iiI'.' J•• "Mil', .' '.
_

~" _.': _. - ,.._ .. _'.v ";\::; ,....:' .... ~. _• • ~'. , .. .. '" •• '. :\.._..•• 1 .•

.'.~

.....
o

..

_...... "
"

. ' .

J

-

'I

-

,
~ ,

';'.. .........

...... , • J .•~:.,):.... 1......I: .( I.. .." ~ !:.. ~.'" :\ 0". •

' ..,'.

. ... .', ..,.. /. I.··••., ......~ .. It· .,......... .~ .1,...~'-'. ... ':' ... -.... ~ .... ., ~J ,.__ .. -- 'l
..C/ ,.',.*"'"

,.,)
i"" ;

... :;..' ~
<'....,

•

.' .

I .,
.• I

: .

. .

\.-.~
~,--j

·f •..:.:....

_.

f.~•. _.



- 11 -

Table 3. Oimatic Information Selenge-Onon Region

Zone Av Elcv Mean Temp Temp He3t Sum Noo{ Frost Precip Snow Wind
'000 Annu3.1 Jan Jul >10 degC day3 Cree tation Cover Speed
masl degC degC degC daYS mm mm m/~c

6 1.5:2.0 2.5:5.0 -20:-24 15:19 1000:2000 80:100 100:120 300:400 5:10 4:6

7 1.5:2.2 0.0:2.5 -16:-19 15:19 1400:2000 70:90 80:100 250:400 5:10 4:6
8 1.5:2.2 2.5:5.0 -20:·24 13:15 1000:2000 70:90 100:120 300:400 5:10 4:6
9 1.5:2.0 2..5:5.0 -20:·24 13:15 1000:2000 80:100 100:120 300:400 5:10 4:6

,

C. Mongolian Alt:li Region

This is the high mountain region at the far western end of the country. It is divided into 3 sub-
regions.

10. Harhira and Turgen mountains arid steppe areas arc suitable for sheep and goats and
cattle.-

t L Central Altai meadow and steppe sub-region is suitable for yaks which are the prevailing
class of c:lttle, also sheep and goats, The se::LSon is so short that only early-ripening
fodder crops can be produced. -

12. Southern Altai steppe sub-region is suitable for livestock production, irrigated fruit and
berTY, melons and fodder production.

Principal climatic details of the Altai region are given in Table ·40

Table 4. Oimatic Information Altai Reiion :"l" ; :~. ~.

~"'_4 •

- ""\ .. -
Zoac A".EkY -=_Mean..i!.:.Tcmp _ .Temp _ HcatSum ·Nool .~Frost ..;:. Precip.: Snow Wind

"OCO Annual Ian lu1 >10dqC
._days

free tation Cover Speed
masl degC· degC dqC ~ mm mm mJsef;

10 3.5:4.0 -2.5:5.0 ~·20:-24 8:13 400:1000 <70 60:80 400:500 >15 2:6
11 l.S:2.0 0.0:2.5 _-16:-20 19:22 2000:2600 100:120 120:140 <COO:5oo >15 4:6

12 2..5:3.0 0.0:2.5 -16:-20 15:19 1400:2000 90:110 80:120 400:500 5:10 2:6

D. Central and Eastern Steppe Region

This region covers the broad flat treeless plains eastern Mongolia. The area is divided into 3 sub
regions.

13. Southern part of Central Ha.lha is suitable for sheep, goat and Qttle production..
1~. Kherlen-Khukh-Nuur in the north is suitable for sheep and c3.ttle production. Rainfed

crQEs can be produced in good years.--
15. Menen-Dari'ganga arid steppe region is suitable for sheep and ~o~ raising and ~d

cereal and fodder crop production.

Principal c1im:ltic details ofthc Centr;::].l ;::].nd Eastern Steppe region are given in Table 5.



....

Nool Frase Precip " Snow Wind
clays _Cree - cation _ CoYer.-speed- "·dJVS .....: - - m1sec~. mm mm

of"

90:110 120:1040 2:4
>130 >140 6:3
>130 >140 4:3

.'
" .

- 1.:.

Principal climatic details of the Gobi Desert region are given in Table 6.

Zone AvEJev Me3J1 Temp Temp HeatSwn No of Frcst Precip Snow 'Wind
'000 Annual Jan Jul >10 degC d3)'3 .free tation Cover Speed
masl de!! C dcgC degC d~ mm mm mlsec

13 0.9:1.5 0.0:2.5 ·20:·24 15:20 1400:2000 100:130 110:140 150:250 5:10 4:6
14 0.5;1.1 0.0:2.5 ·20;-24 19:22 2000:2600 90:110 120:140 150:250 5:10 4:6
15 0.9:2.0 0.0:2.5 ·20:·24 19:22 2000:2600 >130 120:140 150:250 >5 6;8

....
, . ....,

E. Gobi Desert Region

17.

Tablc 6. Climatic Information Gobi Desert Region

I
I
I
I
I

Thc Gobi desert region covers the whole southern section of the country. It is divided into 3 sub-
regions. I
16. Grcat L1kes lowland semi-desert and arid stcppc sub-rcgions are suitable for sheep. goat

and camel production. fruit and berries with melons on irrigated fi:.lds. I
Gobi-Altai mountain-steppe, semi-desert sub region is suitable for goat. sheep. c:unel and
irrigatcd croe production in oases.

Galbyn Gobi semi-dese~ desert areas are suitable for Cltllcl, sheep. goat, irrigated I
yegeublehmelon activities. '

I
I
I
I
I
I
I
I
I
I
I

13.

Table 5. Oimatic Information Central and Eastern Steppe

Zone AvElcv Man Temp Temp HcatSunl
-' '000 - Annual -- Jan - Jul _>10dqC

:i'i/ ma.11 ':". degC1ndgC '0dgC 7 i
::=-:. .. ~..; ~. -::

16 0.7:1.3 0.0:2.5 ~. ·20:·24 -19:22 -__ 2000:2600
17 0.3:104 >2.5 >16 >23 3000
18 0.7:1.0 >2.5 -16:-20 20:23 2600:3000

BEST AVAilABLE OOCUMENT



--
d
~11

- 1.) -

J. TIlE STRUCTURE OF MO;-';GOLIA~AGRICULTURE

3.1 BASIC AGRICULTURAL DATA

Total arl:J used for agriculture is 125 million ha or SO ercent of natianalbnd area. Of this, 1.37
million ha or just over onOO%er cent of tota agncu tura and area is cultivate each year wIth
arouna 60 er cent or 800, ha under crop and the balance as bareTallow. The remaining land
area is natIve pas ures use or extensive grazIng on a semI-noma Ie aslS. Details of agricultUral
land use at various times since 1960 are summar.ised an 1able 7.-

, Table 7. Agricultural land Use ('000 ha) 1960-1988
{}

L1nd Oass 191')0 1970 19RO 19R5 1990

Arable land -Sown 266 455 704 790 786 <:- Fallow 267 2R9 47R 564 5R5
s1total :uJble land 532 744 1182 1354 1371
Natural pastures 1.10151 139939 123405 123233 12.1285
All agricultural land 1JOliR3 1J06R3 124587 12.1587 12J5R7

Sourc::::--;ational Economy of the MPR for 70 Years Tablc:s .1.3 and 4.11 C~ntr:ll Statistic:ll
Board-

Livestock grazing is the dominant sector of agriculture. In 1990 livestock numbers climbed to
near record levels of 25.9 million head. Stock numbers have vwed over time. In the 60 ye:11"S
since 1930. peale numbers recorded were 26.2 million head (55.7 million SU) in 1940 and lowest
numbers 20 million (44.9 million SU) in 19-15. The signific:1nce of the current peak stock
numbers is that since 1957 some 1.3 million ha of the best land has been transferred to the crop
sector, so that current numbers~rObablI represent historically hi~h grazing pressures. Details of
individual dassCs of stock and t ell' relative importance expresse as sheep equiValents (SU) are
set out in Table 8..- _.
Tabl.e 8. Livestock by Oass 1990 (No of he3d and sheep equivalents)

Stock Breeding Percent Other Total Sheep Total Dist%

-p a ass FemalesBreeders Stock Unit SU asSU

C1mels 141 26 397 538 9.0 4842 8.9
Horses S6-I 25 1698 2262 6.0 13572 24.8
Cattle 1127 40 1722 ~9 6.0 1709-1 313
Sheep 7786 52 7297 15083 1.0 15083 27.6
Goats 2426 47 2700 5126 0.8 4101 7.5
Total 12044 13814 25858 54692 100.0

BEST AVPtllABlE DOCUMENT ../1. . 0,'1 1
J "_~_

I
Source:National Economy of the MPR for 70 Years Tables 4.3 and 4.11 Central Statistical

Board

The principal commodities produced are animal products and cereals. The animal products
include meat, hides and tallow with smaller quantities of milk and butter. Cc:real production is
predominantly wheat with much smaller quantities of barley, rye ilnd oats•. Fodder crops are
grown for silage and better quality hay. Mongolia is self-sufficient in the basic foodstuffs of meat,
wheat, potatoes and other vegetables. Milk production from native cattle is very seasonal, so that
despite a mechanised dairy sector with imported C:lttle in heated housing, there are signifiQIlt
shortfalls in the winter spring period. Other intensive products such as pork, poultry and eggs
are also undersupplied. The principal agricultural e:tports. are meat, leathergoods. camel wool
and c:lShmere. Details of the production of the principal commodities over the five year period
1986-90 and for 1990 are given in Table 9.
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I
I
I
I
I
I
I

I

152.1
2.1

17.9
346.1

119.9

Av Prodn
1990

kg/head popln

1990

248.9
66.2

132.3
7.9

21.1

237.9

Average
1986·90

UnitProduct

3.2 TIlE ORGANISATION OF AGRICULTURE

i Table 9. Agricultural Production, average 1986-90 and actual 1990
I

Traditional Mongolian agriculture was almost entirely based on nomadic livestock production I
with private herds grazed on common land. It was a system which changed little in a thousand
years. Despite its antiquity it was a very stable system where man and his livestock were in
equilibrium with their principal reso~ the vast open grasslands of the Central Asian steppes.

It was a hi~ developed and organised system with complex inter-relationships between the I
people and land management to provide equality of grazing rights (within the bounds of overall
structural inequality) and protection of the grazing lands. The countty was subdivided into 72 I
grazing areas each of which encompassed at least some higher and lower altitude grazing land.
These grazing areas were grouped within four regions or banners, each ruled by a local Khan.
Much of the livestock was in large herds belonging to wealthy men or monasteries who, under I
the feuda1 system, owned numbers ofherdsmen to care for their stock.

Following the collapse of the Manchu dynasty in 1911, the Mongolian Khans declared their
independence from China Ten years later in 1921, the Communist party ovenhrew the Khans I
and seized power, though it was not until 1940 that it had sufficient control of the eountry to
make radicaJ changes to the agricultural system. In the 1930's the Communists attempted to
collectivise the herdsmen but were bitterly resisted and abandoned the attempt The emphasis I
then switched to the formation of co-operatives which culminated in the period 1956 to 1959
with all the herdsmen who had not yet joined a co-operative, handing over their livestock and .
becoming members of an agricultura1 co-operative. I
The agricultural co-operatives arc essentially an adaption of the traditional system of land
management. The whole country is divided into 18 Aimags (administrative regions or provinces) I
which in turn are subdivided into 299 soums or administrative districts which are roughly

Meat '000 tOW
• Beef '000 t OW
• Mutton/Goat '000 t DW
• Pork '000 t DW
Sheep wool '000 tonnes 19.2
Camel wool' ." tonnes 2737.0
Cashmere tonnes 1327.0
Milk million Htres 306.1 315.7
Butter '000 tonnes 4.6 4.4
Eggs miIIion 32.2 38.0
Cereals '000 tonnes 786.1 718.J
- Wheat '000 tonnes 632.5 596.2
- Other '000 connes 153.6 122.1
Potatoes '000 tonnes 134.0 131.1 63.2
Other Vegetables '000 tonnes 50A 41.7 20.1

Source:National Economy of the MPR for 70 Years Tables 4A/5i6 Central Statistical Board I
1991

- The lot:l1 population of Mongolia is 2.lJ4.l million persons, of which two-thirds live in rural areas. ,
Only 43 per cent are officially rura1 dwellers, the remaining 23 per cent living in the rural towns \.
and settlements. The agricultura1 workforce accounts for 29.5 per cent of all employment which
is well down on the 47 per cent of 1970 and 61 per cent of 1960.
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equivalent to rural shires or counties. As a general rule the land allocated to one co-operative is
the same as that of a soum, though not always so. This arrangement differs from the historical
land allocation system in that soum boundaries are more generally based on administrative
criteria rather than land use. Because the co-operatives are built on the traditional Mongolian
grazing system, they dominate the livestock sector of agriculture with some 80 per cent of all
livestock.

An important element in the agreement whereby the herdsmen handed over their livestock to
the State was that every family was entitled to keep 50 head of livestock (75 head in the Gobi
regions) to provide for their own food needs. In 1989 these levels were increased to 75 and 100
head respectively. As at December 1990 around one third of all livestock including over 40 per
cent of the sheep and-cattle were privately owned. This core of private livestock spread over all
grazing families will be a significant factor in the current attempts to establish a privately
operated. market driven system of agriculture.

[n the 1940's a start was made to introduce arable agriculture with the establishment of the first
state farms. However, the major thrust into arable farming came in 1959-60 with the Virgin
Lands Programme. In the space of few years 500,000 ha were brought under the plough, an area
which has steadily expanded to the present level of 1.37 million ha.

The main thrust ~ r the develo ment of the arable farming sector has been blishin state
farms. ese are mainly directed towards cere an 0 er croppmg and intensive lvestoc
proauction not suited to the natural pasture grazing system. The intensive livestock farms
include pigs, poultry and dairy production from either imported pure-bred high production stock
or crosses between imported and local stock. Depending on the amount of suitable land within
the co-operative area, the co-operatives undenakc arable farming. particularly cere3.ls and fodder
crops. though it amounts to' only one fifth of national aop production. The alloc:1uon of land
between grazing and arable use and arable land between state farms and co-operatives is given in
Table 10.

Table 10. DistnDution of Arable Land between State Farms and Co-operativesCOOO ha) 1960
1988 '

!o comprehend the current proposals for change in Mongolian agriculture, it is necessary to loole
In some detail at the centrally directed system which has been in place for the past .w years. All
but the oldest of the present agricultural workforce have spent their lives working within the
system and a major task of introducing change will be to get people to develop different
perspectives than those of a centrally planned agriculture.

~n the Communist system there were four forms of agricultural enterprise, the two most
Important of which were the :lgricultural co-operatives (negdel) and the state farms. There were
also two smaller groups of enterprises, agricultural service enterprises and inter-agricultural co
operative organisations. In 1990 there were 255 co-operatives. 73 state farms and 28 othe~J"1'7
organisations. The scale of these operations can be gauged in terms of a nation'al agricultural~J
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area of 1.26 million sq kIn divided into only 328 agricultural enterprises. Det:lils of the
distribution of enterprises since 1940 are set out in Table 11.

Table 11. Mongolian AgriculturJI Enterprises by Form of Organisation 1940 to 1990

Enterprise Tvpe 19..H) 1960 1970 19~0 19~5 1990

State Farms - Geperal 10 25 32 49 52 53
- Fodder production to 13 17 20

subtotal State farms to 25 42 62 69 73
AgriculturaI"to-operatives 91 354 272 255 255 255
Agricultural Service 1:nterprises 17 17 17 17 17
rnter-Agt'ic Co-op Organisations 11 9
Total Agricultural Enterprises tol 396 331 3~5 352 356

Source: Central Statistical Board

fn the c::ntrally planned system the agricultural business units were the co-operatives, the state
farms and the special or;:lnisations, all of which were multi-activity operations. They were the.:
smallest units in the Mon;olian agricultural economy which had both the necessary resources to
complete the production cycle and were able to make:: choices on resource allocation.

The state farms were:: responsible directly to the former Ministry of Agriculture and Food
fndustry (}'WI), now the Ministry of Agriculture (MoA), while the agricultural co-operatives
answered to the Supreme Council for Co-operatives (Scq. This body however was chaired by a
Deputy Minister of Agriculture so that there were close managerial and planning links between

..J: the two principal branches of agriculture. This position has changed with the sec becoming an
"U: independent body in 1990 under the new Government.

At the Aimag (provincial) level, each Aimag had a Board of Agriculture and Food Industry
(BAFI) which was the loci arm of MAFI with 20 to 30 st:Uf and a similar organisational
structure of technical and administrative departments as the Ministry. ~ch BAFI was
responsible for the operation and supervision of the agricultural enterprises within its Aimag.
Details of the relationships and line of authority which e:cisted are shown in Figure 1. Since:: late
1990, the BAFI has been reduced to a small department of ~ to 6 staff within the Aimag
administration.

Within the co-operatives all the assets other than the land belonged to the members. The
members were divided into groups representing the various livestock husbandry or farming usks
and all were paid according to the work done. Surplus earnings of the co-operative were:: used to
generate further investment or were:: returned to members as additional income.

The agricultural co-operatives had large areas of land. Within the co-operatives. the brigades
form the basis of the local communities which may be substantial. By way of ex:unple, the
Tsatsral (Hotont) co-operative in Arhangai aimag has a total area of 212,000 ha, 641 members
and a total population of 2~5. It has 98,800 head of livestock, equivalent to 257,000 sheep units.
Total crop land is 8,400 ha with 5,600 ha in cultivation. Of this cultivation area there is 4,900 ha
under wheat and 700 ha under a variety of fodder crops.

The agricultural enterprises were comprised of a number of sub-units, known as brigades which
were generally based on a single form of farm production such as livestock or cropping. For
livestock production they were called kheseg and. may have even be more specialised,
concentrating on sheep only. The cereal cropping brigades were known as tasag. The brigades
however were not economically self contained because they lacked certain resources. They
generally did not have transport or machinery repair and service c:lpability. These services were
provided by the enterprise together with the m:lnagcment to ensure the orderly use of the
communal resources and the general co-ordination of production.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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I
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Manager is headman
from local families.
Specialised by activity.

Briple 1 Manager appointed by ~;;
Brig3de 2 Farm. Not necessarily L!J\

Brig3de 3 loc:al. Specialised by t:O
Brigade X production system. Data

from suur to enterprise

Transport:~ .:,.
M3dUnery ServicelRepair
Building cSt Construction

·17·

Cereals
Vegetables
Fruit
Green Fodder
Penn Pasture

REGIONAL ADMINISTRATION AND CO·OROINAnON
A..imag Board of Agriculture and Food Industries (BAFl)

UVESTOCK ---CROPS --_rOnIER AcnVlTIES
~NDSERVICES

ProCessional staff organised in technio1lfunction~ depts
Direct management/planning for State Farms
Co..ardination with Supreme Soviet for Agric Co.aper:ltivcs
National suppOrt functions - Slate foddcr/cmeq;ency transport

ClmeJs
Horses
Cattle
Sheep
Goats

PRODUCTION ENTERPRISE
Agric: Co-operative State Farm Other Service Organisation

----{ ------,
Manager appointed by Aimag BAFI
Agric professionaJ staff in technical/functional dcpcs
Party Organisation Worters ; k ~: •
Community suppon staff· health, eduation etc: .

Manager. regional authority for agriculture production and resources
Agric: professional staff organised in technic1lfunctiona.l dcp:l!tments with planning,
supervisory and extension functions
Regional Service Departments -Transport. machinery RJcM. fodder reserves

Figure 1 Organisation and Man:lgemcnt of Agriculture under Centra! Planning

NATIONAL NATIONAL ADMINISTRATION AND CO-ORDINATION
Ministry of Agriculture and Food Industries (MAFI)

I M~~~r I
- First Deputy Minister 1 First Deputy Minister 2

EcOdbmic:s and Planning Livestock. Water Supplies

AlMAOI
PROVINCE

Suurs arc the basic unit of agricultural work and usually comprise two or three and up to five
families who are often related. The suur essentially belongs to the livestock sector, where groups
of herdsmen and their families move together through the cycle of the seasons and all members
of the family take part in the work. <'/W-

.-'"

SUB DISTRIcr PRODUCTION ORGANISATION
Kheseg 1 ETasag 1
Kheseg 2 Tasag 2
Kheseg3 Tasag3
Kheseg X Tasag X

LOCALAREA [ PRODUCTION ACTIVITY ~
Suur f Family 1 S:l1aa 1

Famity 2 S:l1:la 2
F:lmily X S:l1:l3 3

Brigades were made up of a number of smaller units known as suurs for livestock production or
salaa.s for crop production. Within the livestock kheseg each suur was generally highly
specialised. performing only one part of the production process, so that the output of the kheseg
was dependant on each suur fulfilling its particular obligation.

SOUM/.
DISTRICT

AgricuItanl
Production

. System 'J
;)Q.
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In 1988 the Government, searching for new ways to link work and reward, introduced the leasing
system. whereby a suur or saba could lease their productive assets (livestock or machinery) for a
fce expressed in terms of physicaJ output. The unit could keep or sell :my production above the

The saIaa would be given specific technic:1l advice by the Chief Agronomist of the state farm or
the co-operative and would be supplied with seed from the central seed store and fertilizer (if
avaIlable) from fann stocks. Which fields were planted and the organisation of the harvest would
be closely supervised by the Chief Agronomist, so that the salaa members had little freedom of
choice to do things their own wfly.

Until 1988 ail the workers on co-operatives or state fJrms were paid ft"(Cd wJges which were
specified for various jobs. In the mid 19805 a new system of wages was designed where the rates
were differentiated according to which area of the country the enterprise was IOc:1ted and further
differentiated according to the assessed difficulty of every task. The result was a vast and
complicated set of wage rates which made it difficult for individuals to know what they would get
paid for what work and was generally unpopular.

Typically :l crop salaa would manage between sao to 1200 ha with two thirds under crop and one
third in bare fallow. They would have their own items of equipment allocated from the state
farm; probably three 75HP aawler tractors and one 50 HP wheel tractor. There would typically
be two ploughs, five cultivators, a snow sweeper, five seed drills a spray cart and three combine
harvesters. At least one of their number would have some mechanical sk111s and be responsible
for the daily servicing and repair of the equipment. Major repairs and maintenance were the
responsibility of the central workshop on the state farm or co-operative.

In the cropping sector, the $Our is termed a unit or SOllaa and will comprise between three to
seven men and up to 10 or 12 depending of the activity. While the cropping saJaa is ·men only·
rather than a family activity, it is quite common for the men in such a unit to be related or to have
family ties to one another.

The suur would report to the manager of the US41g. He in tum would ansv.·er on technical
matters to the Chief Zootechnician (Animal Husbandry Specialist) of the co-operative or state
f:mn and to the co-operative or state f:mn manager on general matters. The suur would have
been given part of the production target of the kheseg for the year, expressed in terms of kg of
wool and meat, litres of milk or other appropriate physical measures. This would be delivered by
the suur to the headquarters of the co-oper.1tive or to the Aimag centre where the representative
of the state buying organisation would record the delivery and note the quality according to pre
set standards.

The family win have started the summer grazing season in May by moving out to the far end of
their area and slowly moving back towards the winter c:unp, to arrive by October or November.
During this pcriod they may move five to eight times in 3. prearranged pattern as the pasture is
grazed out. By the end of October or early November they will be settled in the winter camp in
relative proximity to the co-operative or state farm centre, where pasture will have been
conserved through the summer period. Here they have sheds (or the sheep and goats and
perhJps some cover (or the cattle together with the hay reserves. The horses will remain
unhoused and without supplementary feed year-round.

The cows (or mares or ewes) would be milked for three months during the summer. The sheep
would be shorn in July and the sale stock drafted off bC[\IIccn August and October for droving to
the meatworks, Hay will be made in August and September on an area previously set aside from
grazing for this purpose and stacked by the winter housing. In the !:lte winter and spring the
horses an'!.cattle and especially any yaks win be combed to harvest the surplus winter hair for
sale.

Typic:llly a sheep suur might consist of two brothers :lnd their wives :lnd children. Stock will I
comprise 350 breeding ewes with 315 bmbs at foot and 10 rams. [n addition there might be 10
head of c:lttle and 20 horses. A c:lttle suur might have 85 cows, 20 young stock, .; bulls, 25 horses I
and 30 sheep.
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predetermined level. Tnt.: results of the introduction of the leasing system were extremely
variable.

Though the system was voluntary, a number of Aimag administrations attempted to push all their
enterprises into adopting it. The problem was to assess what was a reasonable trade-off between
the fIxed wage rates and the production target. This was particularly so with the crop salaas. In
some instances the final arrangement was that the state farm guaranteed that the crop workers
would not eam less than the specified wage, but they had the chance to earn a production bonus
if the crop was good. The leasing system represented a half.Nay house between state control and
private farming, though it suffered from a lack of experience among administrators in how to
construct the leases to be equitable to both parties.

\ ... .",., j/

A key problem for the enterprise management in the centrally planned system was that while the
enterprise was capable of making decisions about resource allocation in an economic sense, these
decisions did not finally rest with the enterprise. In making decisions on resource allocation.
enterprise managers faced two restrictions.

Firstly there was the line of authority. Enterprises were under the direction of the Board of
Agriculture and Food Production (BAFI) of their Aimag. Each Aimag was a pyramid where a
number of ::nterprises (co-oper,aivcs and state farms) were managed by the Aimag SAPI as if
they were a large multi-activity farm. These Boards in turn were directed by the ~finistry of Food
and Agriculture (}.,fAFI) where the 18 Aimags were managed by the MAFI heJd office as if the
country were one great big farm. From the point of view of management decisions, at e:lch level
managers collected and analysed information for decision purposes. However as no manager at
any level h:ld final decision authority, the data just passed up the line, getting funher from the
action as it went. Secondly, there were tar;;ets. MAPI and the State Committee for Economic
Planning set targcts for output from each agricultural enterprise which were generally set at
levels which required all the available resources of the enterprise. As a consequence. enterprises
had little real choice in resource allocation or business decision making.

These two restrictions combined to aeate a further problem, which was that the system
separated the planners from the performers. Planning was an end in itself rather than an integral
part of the overall production process. The producers; that is the managers. the farm workers
and herdsmen, were separated from the vital experience of linking production decisions to
essential matters such as av~lability of inputs, market prospccts, prices or production risks.

The system was output driven. The output targets recognised the net impact of uncertain inputs
and climatic externalities but left no room for the manipulation of the production system for
more cost efficient production. Outputs were achieved regardless of cost so long as they were
technically possible. Outputs were also directed at social as well as economic goals which further
distoncd the allocation of resources.

It e:ut be argued that the system was driven by a set of rational economic criteria., which were
those of the State rather than the individual. However, in the light of the plans of the present
Government for a privately operated. market driven system of agriculture, the rational criteria
for resource allocation and the me:lSures of economic efficiency will change. With decisions
made at the local level by individuals. the criteria for decision making will become more local and
more personal than national and as a consequence the pattern of agriculture may well change.

3.4 RISK AND RlSK l\lA.'iAGEME~T

A major problem for planning any new structure for Mon:;olian agriculture is how to manage )
production risks. Agri~llt~r~ production i~ ~fongolia is a h!gh risk act~vity" dOimatiCd" strebSS

I
_

Imposes severe potentIa limIts on productiVIty and occurs In an erratic an unprc Icta e
manner. As a conscqucnc::. the r:ltional approach to resourc: alloc:ltion in agriculture is not so
much to ffia:cimise productivity or income. but rather to minimise the penalties from risky
outcomes.
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The traditional Mongolian animal husbandry system appears to have been highly risk averse. It
was substantially a non cash system producing food for the nomadic herdsmen and their families.
As a low technology system entirely dependant on the availability of natural pasture, it was
almost entirely input driven. It stressed mobility to maintain access to adequate pasture supplies,
the preservation of reserve pasture for winter feed, mixed herds of camels, horses, cattle, sheep
and goats to maintain variable response capability to external pressures and carrying stock to
older ages within herds for continuity of food supply and greater survival capability.

The present livestock system within the co-operatives has maintained the traditional mobility of
livestock production, though it has rearranged the grazing areas. The original n grazing districts
with both liigh aJ~tude and lower areas have now given way to 255 grazing areas which are more
restricted in terms'" of their range of aJtitude and climatic or geographic zone and hence of
summer and winter pasture. The other change in the system from the traditional mode is that it
became output driven. That is, State targets imposed choices of action on herdsmen that they
may not have otherwise made.

As a result of central planning. livestock herd structures became managed on a more risky basis.
Vihile the greater specialisation allowed closer management of individuJ.! herds it was
accompanied by an increase in the percentage of breeding females in order to ma;<imise the
productive apacity of the herds. E-ccept for camels and horses where there were adult working
males, Qttle. sheep and goat herds were close to the maximum possible number of breeding
females consistent with the offtake of young stock at reasonable sale weights. With breeding
females and young stock being the most at risk from physiological stress, these herd structures
had the le:lSt natural defense against climatic stress.

The over3ll changes in the management of livestock enterprises have had the effect of increasing
the exposure of families to risk. That is, individual families who are the basic decision makers,
were moved ~ay from the traditional self sufficiency in animal based foods and mixed herd
structures. They were involved in herds whose age and sex composition are more risky than the
traditional system and generally had only one class of animals under their direct management.
Their defense against this increased risk was a greater dependence on communal assistance and
ClpitaI investment.

The present situation with livestock herds is a direct consequence of the output driven. centrally
imposed system of production. This has created a more risky situation than might have been
expected to be the c:lSC if individual herdsmen had been left to their own choice and were
dependant on their own resources.

The Government is proposing to abolish centrally imposed targets after the 1991 season and
allow herdsmen freedom of choice in what is produced and sold. One consequence of this
position must be expected to be that the composition of herds will change with a smaller
proportion of breeders and a greater mixture of age groups which will result in less annual
offtalce, at least in the short run, than was the case under the command system of agriculture.
This effect could be seen in its simplest terms as a return to the old Mongolian ways of herd
management In reality however. it would be more a reflection of the shift from central risk
taking back to private risk taking.

Communal assistance and c:lpital investment has been up till now, a State function. It is the
State which has increased the risk at the suur level and the State which has attempted to manage
the risk offsets. The State has provided the capital and made the decisions on the aJloc:ltion of
resources for risk aversion strategies and accordingly, retained the right to manage those
strategies.

The nature of the risks and how they are carried is different with crops only in that the crop
salaas appeared to carry little or no personal risk from crop failure. As crop production was
largely a function of state farms. the risks attached to crop production were mostly c:JJ1"ied by the
State.
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The current move towards crop salaas becoming technically and financially independent must
result in changes in crop production decisions based on the degree to which they will be exposed
to the risk of financial loss. Cenainly crop prices will need to rise to ensure that there is a
reasonable chance of making a return on the invested capital and a reasonable living for the c:op
producers. There will be a problem in that crop yields arc highly variable between years.
Producers will need to learn to accumulate working capital in the better years to tide them over
the poor years.

Deciding how production risk will be shared between producers and consumers must be a major
task in determ~ng the shape of any new system of agriculture in Mongolia. This largely revolves
around a new mar~tiQg system for agriculture which offers producers a chance to recoup the
real cost of production and to obtain a rcal return on investment and reward risk taking.

3.3 AGRICULTURAL MARKETING

Under central planning therc were no official agricultural markets in Mongolia. The
Government owned the farms and was the monopsonist buyer. Prices were set at the lowest
average cost of production which meant that many farms made losses. Cenain forms of
production such as liquid milk were highly unprofitable at the Government prices. In these
circumstan~s the Government would make compensatory payments to the loss making farms
from time to time. There were no penalties for continued losses which were simply allowed to
accumulate. Because production was linked to state targets which were set at. or just above. the
productive capacity of most farms. there was little surplus production to form the basis of any
private uading.

In 1991, state targets were set at the beginning of the year for all enterprises. The Government is
requiring the enterprises to fulfil these targets, though it is not clear what penalties might be
incurred by any enterprise which fails to meet its target.

The Government has foreshadowed that for the 1992 production year there will be no sUte
targets and prices of the principal commodities will be freed. ~ a vehicle to link produ~rs,

processors, traden and consumers it has established an Agricultural Commodity Exchange,
chaired a former Depu Minister of Agriculture. Tradmg on ilie EXdi3rige IS to be camed
out ro en representlng pr ucer or consumer mterests. The Exchange is in Ulaanbaatar,
though brokers are expected to have representatives at country locations. It is by no means clear
however, how this exchange will work or how rapidly it will be able to establish equilibrium pri~

levels for imPOrtant commodities.

A freely operating market for fresh meat and vegetables is already begiMing to emerge, with
direct producer-consumer links. The market prospects for stored vegetables, potatoes and
onions, has yet to be tested. The success of an open market in these commodities may rest on
creating competitive access to the storage facilities and better links to a yet to be competitive
retail sector.

Some commodities such as milk and eggs will remain in chronic short supply for the foreseeable
future and it is hard to see how supply and demand can be matched without some form of
intervention. For commodities such as wheat and barley, where there is nominal national self
sufficiency, Government may be forced to intervene to establish a price which will encourage
producers to plant sufficient area to meet national needs.

3.6 F1,;-n;RE FAR\-l STRt:crURES

In Mongolian agriculture the suur or the salaa is the focus for management of work and the
application of improved technology. There arc no sale producers in the sense of individual
farmers as in many western countries, however because the suur or salaa is the basic level of
decision making in agricultural production, agriculture can still be considered as being essentially
a family activity. /")"
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The agricultural co-operatives are the dominant force in livestock production. Eighty per cent of
all the livestock are found on co-operatives, of which 60 per cent are Government property and
40 per cent privately owned. Smce Its national conference in June 1991, the Supreme Council
for Co-operatives has developed its policy on privatisation which it intends to have in place for
the 1992 production year.
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rt is proposing that aU co-operatives will be transformed into limited compan.ies with a share
capital and that the existing members will be able to take shares in the new. company. rt is
understood that the Government has transferred ownership of the publicly owned livestock to
the individual co-operatives and they in turn will be able to transfer or sell the bulk of these
animals to their members.

At thu stage it is far from dear on what basis the assets of the farm have been handed over to the
workers. The livestock and plant could be leased, sold on tertlU or treated as a gift. %iIe
individual parcels of crop land are demarcated, the arrangement for the sharing of the grazing
land between the various enterprises is not dear.

The alternative to the "Bayancogt" model is the "Bayanchandaman" model. This farm has
proposed that it will subdivide into four multi-enterprise farming businesses with the workers as
wage earning shareholders and with an elected management team. As the farm is larger than
Bayancogc, each of the four businesses will still be large by any standards. It is by no means
certain whether this model w1ll achieve any of the efficiency gains which were supposed to be
created by breaking up the old structure. It is perhaps not surprising that the Bayanchandaman
model is more popular than the Bayancogt model as it closer to the farming structure with which
everyone is familiar.

The 20 cereal growing farms had a total of 232 workers. an average size of 1200 ha of crop land,
300 sheep and 25 horses and a pro-rata share of the farming plant. The 1200 cow dairy was
divided into three units. Each dairy had 70 workers and received 400 milkers, 350 young stock,
1200 ha of crop land for fodder production. 720 sheep, 80 horses and some farming plant All
units, whether farming or service units received some livestock. This included a large allocation
of stock to the saum centre (district administration) from which it will provide food for
pensioners, the school hostel and the social dub.

The ex-manager has set up a service unit which he calls the Bayancogt firm. He hopes to
generate income for the firm by representing the various farms in the purchase of inputs and the
sale of product. The farm had purchased a computer which he hopes to take over and use to
provide bookkeeping services for the farms.

I
In scarching for a new structure for agriculture. onc prospect is to build "fJ.mily" farms around
suurs or salaas who will own livestock or farm machincry and who will lease land or pay grazing I
rights for access to pasture in some specific area. Land has never been privately owned in
Mongolia. However. the Government is contemplating private ownership of house allotments in
the towns and possibly blocks of 10 to 50 ha for vegetable production.

One pointer to the future is the break-up of B~ncogt state farm. In April 1991 the I,
management and workers of the farm voted to break it into 38 separate enterprises and this
proposal was accepted by the Government The original farm was some 80,000 ha with 28,000 ha I
of crop land, some vegetable land, 100 ha of irrigation, a 1200 cow intensive dairy unit, 25,000
sheep, 1500 hOJ'Sesend a small piggery. It had a central workshop, three grain dressing centres, a
flour and feed mi,& a transport unit, two construction units and a bakery. I
The workers resolved that as far as possible they would create mixed farms rather than single
activity enterprises. They crc:ltcd 28 individual farms, being 20 cereal/sheep farms, three
intensive dairies and four intensive crop farms to produce vegetables or fodder and a piggery. I
There were eight semce centres covering grain dressing, machinery repair and supply, transport,
the flour and feed mill and two construction units. In addition there were the bakery, the soum
centre (loc:ll government administration) and the Bayancogt firm. I
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Tncse trans.1Ctions will be directly linked to the Government proposal to issue every citizen with
vouchers to the value of Tg 1O,OCJO. These will be in the form of two certificates, the red
certificate or small privatisation worth Tg 3000 which can be used to buy real assets, in this case
livestock and the blue certificate or large privatisation worth Tg 7000 which can only be used to
buy shares in an enterprise.

The Council is proposing that all co-operative members will be able to use their small certificate
to purchase some ·of the co-operative livestock. It expects that 30 per cent of existing co
operative stock will be transferred in this way..The proposals suggest that a further 30 to 40 per
cent of the livestock will be sold for cash with the proceeds becoming part of the assets of the co
operative company. ·...There will be some preferential right to purchase this class of livestock:.
Existing members will be entitled to buy 60 per cent, a further 30 per cent will be allocated on the
basis of length of membership of the co-operative, while the remaining 10 per cent will be sold to
members of the 10c:U community who are not herdsmen members, such as teachers, mediC:l1
workers and drivers.

The final result will be that of the 30 per cent of national livestock on the co-operative land,
some 80 per cent will be privately owned while the co-operatives will retain 20 per cent. The
reasons given for the retaining of some stock is that this will be the superior breeding stock and
will represent a national nucleus herd which will continue under central management. Whether
this is a valid argument is a moot point.

The Co-operative Council is expecting that co-operative members will use thcir Tg iOOO large
privatisation coupon to purchase their share in the company which will replace the co-operative.
At this stage it is not clear what the face value of the shares will be, nor whether the issue price
will bear any relationship to the asset backing of the shares.

There is a move towards the proposed co-opcrative companies providing services to members on
a fee paying basis. These will include veterinary services, technical advice on animal husbandry,
breeding stock, tr:lnSport for moving gen and building materials for livestock housing. The c0
operative would continue to assist the Soum administration to provide certain social services
such as school accommodation, cheap food for pensioners and maternity hostels.

The co-operative will generate income from the fee for service. It also expectS that at least some
co-operatives will act on behalf of members in selling produce or buy;ng farm inputs and that it
will charge some form of percentage fee for such services. In addition the co-operatives propose
to charge a grazing fee for all livestoclc based on a sheep unit. The fee rate will be set by the
Land Tenure Institute which will evaluate all land and establish levels for all regions. The fee will
be divided between the Government and the co-operative, though the basis of the division is not
known. The Government will establish special reserve areas such as stock routes which WIll
remain under public ownership and administration.

The soum administration has been separated from the co-operative management. Previously
state and economic matters were intcrmingled at the level of the co-operative administration. In
future, the soum officers will handle all civil administration and the co-operative management
will limit themselves to running the business. Medical, education and social services for the
communities will be administered by the relevant national Ministries.

.........



It is hope:d to expand the: area of distribution of wool producing loc:ll breeds suc~ J.S Bayad,
Gov'altai, Baidrag. Sartuul and Sutai. Joint venturc arrangements in co-operation with other

The Government wishes to encourage the improvement of livestock quality, to raise productivity
per head and to protect the national gene pool. To this end it will set up a unified national
breeding service. ft wishes to stimulate an increJSc in meat production through the raising of
local high liveweight breeds of sheep such as the :Yfongolian fat·tail. Uzemchin, Barga and
Torguud.

4.1.2 Development Trends

There has been a policy for some time to establish closer links between production and
processing of animal products. panicularly for the local processing of meat in country areas.
With this purpose in view, a study is to be undertaken by FAO in 1991-92 to examine: the
feasibility of establishing small-scale low capacity slaughter houses with refrigerated storage in
country areas to reduce the long distance droving of animals to slaughter points. As a separate
issue, but following the same policy concept of local processing in country areas, some 8000
tonnes of wool will be retained for processing in the countryside to satisfy ~ocal needs in felt and
felt boots.

I
I

There has been considerable development in agriculture over the past 30 years. The traditional I
extensive pastoral system was strengthened by investment in infrastructure such as winter
housing for stock and the development of wells and water supply. Intensive animal husbandry
was developed to"increase the production of milk, meat and eggs. The Vargin Lands programme
of the late 19505 brought 500,000 ha of land into arable farming, which has steadily increased to I
the present area of 1.35 million ha. The national livestock population is currently at near record
levels of 25.9 million head, of which 12 million head are breeding stock.
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·U.l The present situation

Capital investment in agriculture has often been inefficient, in that it has not been based on
strictly economic criteria. Much effort and capital has been used to establish large over·
centralised complexes for intensive production of animals which were not well suited to the harsh
climatic conditions of Mongolia. The highest priority must be the improvement of technical
knowledge and managerial competence in the production of better quality fodder and in the
operation of intensive farming systems.

4. PROBLE~tS A:'~D PROSPECfS IN THE AGRlCl.JLTURA.L SEcrOR

4.1 LI'lESTOCK PRODCcnON

The official view is that despite these advances the resources of the extensive animal husbandry
sector have not be:en fully utilized. It is considered that the inadequacies of the centralised
planning and purchasing systems, erroneous agricultural pricing policies and deficiencies of the
veterinary service and breeding work have combined to limit the development of agriculture and
growth of agricultural production and have aggravated the social problems of agricultural
workers and herdsmen. As a consequence of Government policies. agriculture has been
unprofitable which has sapped the independence and willingness of producers to take the
initiative in developing production.

Looking ahead for the next five years. Government plans anticipate the number of livestock will
remain at around 26 million head which will represent an annual production of approximately
~OOO tonnes livcweight of meat and 27~onnes o~- ..
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countries for the local produc:ion of high qUality woollen ite:ns will be: sought. It is plan.."ld to
breed fine and semi-fine wool sheep at 26 farms and cross-breeding with imported merino breeds
will be CJ.rned out to improve the quality of wool. The: target is to raise wool output by up to 3 kg
per head.

In the 23 years from 1960 to 1988 there have been some underl)ing changes in the structure of
the national grazing livestock herd. In 1960 horses comprised 31 per cent by livestock
equivalents of the national herd and camels 15 per cent. By 1988, absolute horse numbers had
remained almost unchanged but in relative terms had declined to 25 per cent of the national
herd, while camel numbers had declined by 26 per ccnt in absolute tcrms to comprise only 10 per
cent by livestock equivalents. By contrast cattle numbers rose from 22 per cent to 31 per cent
and sheep numbers fro,!,- 24.5 per cent to 27 per cent as livestock equivalents. These changes
reflected both Government priorities for production as well as the relative profitability of the
various branches of livestock production.

Within these changes there has been an additional restructuring between public and private
ownership. Cattle numbers as livestock equivalentS rose from 37 per c::nt in private ownership to
~7 per cent while sheep rose from IS per cent to 18 per cent Privately owned horses rose from
33 per cent to 43 per cent while camel ownership dropped from 35 per cent to 1~ per cent.

Horses are raised for breeding. the production of milk, for stock work and for racing. They
provide the greater part of the winter meat supply in rural areas. In addition some 50.000 head
have be:n exported live for meat supply to the USSR representing around 15 per cent of total
meat exports. To improve the overall quality of horses. auctions of stallions will be opened to
improve ac::ess to superior breeding stock.

It is considered that there is a need to revive camel activity to increase production of wool and
milk, especiaJly for herdsmen and their families in the Gobi region. There is also scope to
inc-ease the usc of camels as draught animals. Attempts will be made to establish joint ventures
to manufacture camel hair items which WIll be able to meet world standards.

It is hoped to increase bee! production. At two or three farms. Umousin cattle wiD be cross-bred
with the Kazakh white head breed for foundation stode. An embryo transplant venture has been
established with interests from the USA with the aim of raising milk yields per ct1W on intensive
dairy farms to 4500 litres per year or by 35 to 40 per cent. Small-scale farms with 2S to 30 cows
will be created through the provision of small-scale technology loans to individual farmers as an
adjunct to the existing larser dairies.

Cashmere production has signifiQ11t export potential for Mongolia. The principal technical
problem is that the breeds which produce the best quality have the lowest yield. Greater
resourCes arc being devoted to increasing techniCll perfonnance and the area of distribution of
pedigree breeds is being expanded. Sales of improved dams and sires need to be organised.

Attempts will be made to develop intensive livestock production including pig. chicken, duck
geese and rabbit raising together with bee-keeping in co-operation .....ith foreign countries.

4.1.3 Small Industries

.. As with the local processing and storing of meat. it is Government policy to develo sm:l.1 -saleI .
units for the rni1ling of grJin for flour and milkzocessing for butte:- m::llcing an e prodllc:lon
of owdcrcd milk for winter consumption. Additional ;:mentlon is needed In the developmen~ of /P\ '} /L
small·sca c y.product processing with items such as duck fe:lthers., pig hides and the: produc::on .~.J J
of meat and bone meal and horne industries such as cashmere spinnin~. .
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The largest pouluy farm in the country in U1aanbaa~ is in need oC environmental controls {or
its layer houses and improved teed storage and nuxing facilities. It also is in need of better
quality parent stodc. Many other poultry ventures suffer from e:xtremely low productivity. The
te::hnology and know-how of piggeries needs to be modernised to eliminate waste. An
agreement was reached for assistance in this field with the USSR and Bulgaria, but it is now
uncertain to what extent this will be carried through.

Tnere are 41 mechanized dairy farms which operate to provide urban areas with milk. The
buildings are In a poor state of repair,equipment is worn out and their future reliable operation
is precarious. There are four new large-scale dairies under construction based 011 a decision
made under the previous Government [t is likely that these will be the last of such farms to be
built. Instead, it is likely that small farms will be developed. There is an embryo-transplant unit

J being developed at the Talbalag unit of Iargalant state farm with American technology which will
be used to breed improved quality FricsianlHolstein cows. This will require the purchase of
ccnor cows from abroad and the assistance of specialists for the training of personnel There is a
n::d for machina producing dairy products, butter, yoghurt. ice-c:reJm and milk powder in
c:::untry areas. so that the local population can have access to dairy products.

Table 12. Capital Assets of State Farms in Mongolia at year end 1988 to 1990

As at the end of 1989, total capitll invested in agriculture was reported by the Central Statistical
Board as Tg 1197 million. The Ministry of Agriculture have detailed figures at the same date
which show total assets employed on state farms as Tg 3~80 million. State farms undertake 80
per cent oC crop production. In addition they have all the mechanised dairies and intensive
pig,geries and as a result have the greater share of the investment in buildings and machinery.
Tne co-operatives have much less investment in buildings. but have 80 per cent of the livestock.
De::tils of the total investment in state farms is given in Table 12.

4.lA Technic:}l Upgnding

\ .-........

T-:: bis,ges: single problem for intensive animal produc~ion is a serious shortage of~d quality
f:::i. In particular there is a lade of high protein feeds such as pulses or fodder legumes. The
d:velopment of domestic production of improved fodders is an urgent necessity for improving
milk output in particular.

)

There has been substantial investment in agriculture, particularly in buildings and machinery.
However much of this has been poorly maintained and is worn out, or at least out-of-date.
Considerable reinvestment or re-equipping of farms will be necessary to maintain, let alone
improve output :i 1.

1988 1989 1990
Tg million perc:entTg million perc:~~tTg million percent

Productive Sector
Building & ImpnmnentS 1618.2 47.1 1663.9 47.8 1650.4 50.5
Machinery 910.7 26.5 916.3 26.3 87~.6 26.8... ..
Inventories -' 40.4 1.2 45.1 1.3 48.1 LS
Livestock

.
284.2 8.3 296.2 ' 8.5 238.1 7.3.•.

Other ._ .. 33 Q.1 3.0 0.1 18.8 0.6.. ~~
... ,-

Subtotal, ... ,..~ '-~ 2856.8 83.2 2924.5 .. BJ.O 2830.0 86.6 .
"

..• ;;f_ .1 ;<+:. ~,"'lL:-
• .a '.

,~ .

-: poo.;. .... - ~ 1· "f,r' -.,.,.. ..
...2:" . - -.. :iG;Non-productive Sector: l _' "

Building & Improvments 5~6.3 15.9 532.3 of - 15.3 425.1 13.0
Inventories . 9.5 0.3 10.0 0.3 6.9 0.2
Other 20.8 0.6 13.5 0..- 6.2 Q.2
Subtotal 576.6 16.8 555.8 16.0 438.2 13.4
Toul 3J33.4 100.0 3480..3 1000 3268.2 100.0 .. '....

':All . I

Soure::: Minisuy ofAgriCulture
"':0 .

-
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The intensive dairies in the six HangJ.i and Central zone aimags which serve Ulaanba.a.tar have a
serious shortage of good quality processed feeds for their milking herds. Significant
improvements are needed in both the quality of the ingredients used in manufacturing such feeds
and in the composition of the manufactured feeds themselves.

A shortage of winter fodder for extensive grJZing animals is arguable the largest single problem
for national agriculture. Scientists hJve estimated that an additional 50 fodder units per sheep
carried through the winter are necessary to improve survival rates. While this is only 10 per cent
of annual fodder needs, it is crucial in the feed deficit period of late winter/early spring. The
problem is bothjn the quantity of fodder and in the quality. The numbers of animals which can
be carried through, the"winter are limited by the available quantity of stored hay. Attempts to
develop and improve intensive animal industries, particularly dairying, pig and poultry
production are restricted by the low quality of the available animal feeds.

The livestock water position in the Gobi and steppe regions is a major limitation on the
utilisation of the e::ctensive pastures in these areas and on the survival rates of existing stock. It is
estimated that Tg 380 million are required to improve the position to satisfactory levels. Of this
sum Tg 75 million would be required for exploration for underground water. Tg 145 million for
construction works and Tg 160 million for the repair of old wells.

There are currently several major management problems concerning fodder production for
livcstock. The move to the livestock leasing system and requiring herdsmen to provide their
annual operating expenses from thcir own resources, has meant that herdsmen have been
reluctant to order as much fodder as before. As the apparent markct for fodder has decreased,
the state fodder farms are refusing to produce fodder without advance orders. In addition, the
Aimags and especi4l11y the agricultur:l1 co-operatives have drastically reduce sowing of crop for
silage and green fodder and herdsmen are not buying green fodder because of high prices.
Aimags and co-operative farms display interest in hay only in the C:lSe where the state agrees to
cover their transport expenses.

There is serious concern that on present indiC3tions there will not be enough grain for
manufacture of processed feeds by the period 1995 to 2000. A further aspect of the problem is
that enterprises producing concentrated pelletised feeds have worn out" equipment)and spare
parts arc not available. As a consequence it is not possible to produce integrated and peUetised
fodder at full capacity.

There is considerable scope for the mechanization of the extensive pastoral system. Pastoral
livestock herding is based mainly on manual work. though according to estimates of specialists,
some 26 out of 80 regular tasks can be mechanized. To improve the efficiency of pastoral
production and the productivity of individu:l1 herdsmen it is therefore important to use labour
saving small-scale technology where possible, develop mechanical technology suitable for
Mongolian conditions and design equipment which can be domestically produced.

Rural electrification is another serious issue. The problem of the energy supply to the rural
population occupies an important place in the st:lte electrification poHcy. The provision of
electricity for herdsmen is seen as important in meeting their everyday needs and improving their
lifestyle. Along with the purchasing from abroad of solar electricity generators and solar
batteries it is necessary to organize domestic production of wind and bio-gas generators and solar
batteries. It is also necessary to organize repair works for this alternative technology.

4.1.5 Veterinary Services

Veterinary boards and laboratories have been set up in all aimags and veterinary brigades. iz: all
soums (local administrative areas). The country used to import about 20 kinds of mcdlcmal
preparations worth some Tg 10 million to fight animal parasites. Howcver in recent years., due to
price increases and the lack of funds. the quantity purchased has not been sufficient. nor have
they been rcc:=ived on time.
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Table 13. Existing National Stock of AgriculturaJ Machinery 1991 and plans for new purchases
1991-2000

Existing Stock Planned Purch
No NewVaI Av Life No t.;SSR Other

Tgm vrs Tgm Tgm

2632 145 12.5 1240 107
489 76 11 200 40

7827 170 12.8 2000 112
10948 391 34-l0 219 40

2496 170 9A 1100 120 12
2007 23 10 1000 50

Crawler trJc:ors have an effective life of 9-11 years however the cost of repairs and maintenance
over this pc:iod is t"W'o to three times the initial price. They will semc: 533 ha;yc:u which is 56

Combine HJIV
Rl:aper

Item

4.2 CROP PRODUCTION

4.~.1 Current Situation

Experience over many years has show that under Mongolian climatic and production conditions
the MTZ type wheeled tractors are the most suitable. The DT-75 caterpillar and T-150K
wheeled trJetors are not used to capacity.

Of late, some veterinary organisations and newly established firms have started producing some
herbal preparations. In the absence of modern technology traditional folk medicine methods will
be used for the treatment of animals.

Between 1958 and 1960 there was a large programme to open up virgin land for grain
production. In the haste to open up new land some areas which were unsuitable were ploughed
and then abandoned. Soil conservation measures were not taken from the beginning and crop
production was developed by increasing area rather than by intensifying or improving yields.

fn the short period of 30 years crop production has become an independent branch of agriculture
occupying 1n important place in satisfying domestic needs in wheat and cereals and supplying the
grazing industry with fodder. The annual arable area is 1.3 million ha. During the last five years
the annual harvest has included 800,000 tonnes of grain and 130,000 to 160,000 tonnes of
potatoes and vegetables together with the preparation of over 500,000 tons of fodder.

Tractors, harvesters and other agricultural machinery manufactured in the Soviet Union are the
basis of national production. At present there are some 11,000 tractors, including 8400 wheeled
and 2600 crawler t.raetors and 2500 NIVA harvesters employed. Table 13 sets out the current
stock of key items and the estimates ofthc purchase requirements oycr the ten years 1991-2000.

I
The bio-eombinc: laboratory at Songino was built in 1973 with technical a.ssistance from Hung::try.
No technical renovation has been carried out at the laboratory since its construction 18 years I
ago. Equipment is worn out and spare parts are not available. The position with spare parts and
chemiQls is so critical, that production will have to be suspended by the end of 1991 unless .
supplies arc: received before that time. LoQI Aimag and town veterinary laboratories require Tg
150 million or USS 3.8 million for the purchase of ultra-eentrifuges, moniescent microscopes and I·
chromatographic apparatus.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Tractors
Crawler DTI5
Wheel T150+K700
Belarus \Vheel
Sit Tractors-

1
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per cent of the rated work capacity. Grains and other crops are ha.rvested by 5K-5 harvesters \
which are better suited to Mongolian conditions.

·\.~f,;fJlt')

?r~i:wl
rJ:i1

- .
-tl.l Development Trends 'J)1
ft is estimated that to satisfy pour Jnd grain needs over the nen ten years 'hill require not lesS (
than 1.34 million ha of arable land to prOduce 990.000 tonnes of zr:lin in 1995 and 1.08 million

-~.....,-------

[tern State Co-ops Total Total
Farms Qty Value
tonnes tonnes tonnes Tg '000

Fuel
Diesel ~980 ..9460 9-+440 123439
Benzine 18735 46701 65436 98154
Oils 2900 3384 6284 28558
Lubricants 57 28 85 325
Total 66672 99573 166245 255J76

Fertilizer
Nitrogen 26049 5256 31305 15026
Phosphorous 16401 3150 19551 12806
Potash· 2953 390 3343 1170
Total ,. 45403 8796 54199 29002

'.iII·
<. ..'
• .$I,;

Agricultural O1cinicals
Herbicides 366 161 527 4215
Seed dressing 8S 60 145 1302
Total 451 321 672 5517

Source: Ministry of Agriculture

Table 14. Average Usage of Fuel and Fertilizer in Agriculture 1987-89

MOOCiJOlian soils,are low in natural fertili!:l' In addition to fully utilizing local fertilizers, between
~, and 6OtOOJ tOMl:S Of fertiliZers need to be imported. Details of the average quantity and
value of fuel, fertilizers and chemicalsuscd in agriculture over the three years 1987-89 arc given
in Table 14.

In recent years the total imports of direct inputs of fuel, fertilizer and chemicals for agriculture )
total some Tg 290 million at the pre 1991 devaluation exchange rate. ~ual fuel requirements
~ricu1ture in the three years 1987-89 averaged 90,000 to 95 OC() tonnes of diesel 60 000
fOIo. nnes of euol and some 6000 tonnes a Ol As at May 1991 there were sufficient
supplies of diese e, owever petro an engme oil were crucial problems.

With the critical1ack of foreign exchange there will be vinually no fertilizer imported for the
.!2.91 a0iJrear- Nor will there be much in the wa of a -cultural chemicals for est L
LoolCing cia, rcso vang e e lzcr pro em W1 reqwre e app lea on a orelgn technical
knowledge in the production of mineral fertIlizers. It will also require organizing the domestic
production of fertilizers using waste materials such as unused poultry feathers, sediments of
waste watcr from the bio-combine and waste from stone<Utting enterprises. However, weeds
will still nccd to be controlled by chemical methods with herbicides.

Annual purchases from the USSR of agricultural machinery, spare parts, seeds, fertilizers and
fuel have been of the order of RbI 66 to RbI 70 million. In 1991 an agreemeIit was reachcd for
the purchase of USS 33 million worth of these items, however only USS 3.5 million worth of
materials of the USS 19.0 million worth agreed upon were actually bought. Prices of some spare
parts have increased considerably. For example, spare pans which previously cost RbI 1 have
now reached USS 1.5. The price of tr:J.ctor wheels has increased by a, factor of5 to 6 times.



Investment in potato and vegeuble production needs to be strengthened and storage capacities
must be increased. The production of pickled, dried and tinned vegeubles must be considered.
The estimated investment is of the order ofTg IS million.- . - . -

-.....

f.
. ...,L.

... ( .~

tOMes in the year 2000. In the fIVe years 1986-90, average yields were 1.25 tonnCSlba. The 1995 I
target is 1..38 tonnes and in 2OClO, 1.5 tonneslha. To achieve these increases will require greater
use of fenilizers, S()il conservation measures and the application of intensive technology. I
If these targets are achieved it should be possible to supply 395,000 to 450,000 tonnes of wheat
and produce 265,000 to 300,000 tonnes of flour. In future it is hoped that it will be possible to
meet per caput flour needs by reducing the amount of grain supplied for fodder enterprises. I
Considering the variability of climate and the consequent considerable variability in crop
production from year to year, it is important to store some grain in abundant years and to set up
pennane~ state r~rves. I
The question,ofmechanised grain dressing centres is of great significance. Instead of the existing
large centralised seed cleaning complexes, small localised units are needed. The local production I
of some widely used spare parts for these centres is a key issue. In particular the manufacture of
chains, conveyor belts, plough discs and saws. It is estimated that it wiII be necessary to spend
some Tg 40 million in this area to support the production of grain and fodder crops. I
At present there are 140 irrigation systems with an area of 33,500 ha. Much of the area is in poor
condition and in need ot renovation. IIrigated productIon has cOnsiderable potential for the
production of sugar beet, oilseeds, green aop for silage, vegetables and flax.=-rn the warmer I
areas of the Gobi it may be possible to produce tobacco and rice.

I
I
I
I
I
I
I
I
I
I
I
I
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5. AGRlCULTL"RE IN TIlE ~ATIONALECONOi\£Y

Prior to 1921, Mongolia was a simple agrarian cconomy with a feudal system of government.
The greater part of the population were scmi-nomadic herdsmen living and working in a lifestyle
sc:ucely changed in a thousand ycars. The Sukhcbator Revolution of 1921 ended the feudal
system and the control of the country from China. However, it set in train a period of nearly 20
years of political instability while the Communist Party struggled to establish its hold on the
country. [t was not until 1940 that the Communist Government was able to embark on a strategy
of economic change.

During the 19405, a n~~onal industrialisation strategy was adopted. However, the development
of industry inaeased rather than reduced the significance of agriculture in the economy. Prior to
industrialisation, the role of agriculture had been to supply foodstuffs to the people and raw
materials for export. After the development of a national processing capacity, the livestock
based agriculture bec::une a main supplier of raw materials to the light and food industries as well
as producing for direct consumption.

Cntil the adoption of a firm socialist policy by the Communist Govcrnment. the majority of the
population lived in the countryside directly employed in agriculture, either as owner operators or
working for large livestock owners. Under the centralised Communist system the position was
reversed with all agricultural workers being employees of the State. At the same time
Government pursued a policy of rapid development of mining and construction industries which
needed a large labour force and led to a significant growth in the urban population. The new
Government is now faced with a serious problem of urban unemployment in these industries.

Despite industrialisation, agriculture still remains one of the important sources of employment
for a considerable part of population. In 1940s, 97 per cent of the population lived in the
counuyside and 90 per cent of the workforce in the production sector of the economy was
employed in agriculture. By 1975 when the population was 1.4 million, these figures were 54 per
cent and 57 per cent respectively. In 1989, in a population of2.1 million, rural population was 43
per cent and agriculture provided 41.2 per cent of productive sector employment or 29.5 per cent
of total employment. ;...

The increasing number and urbanization of the population generated a demand for a wider
range of foodstuffs. particularly bread and milk products which in tum ted to the development of
more intensive systcms of agricultural production such as dairy. pig and poultry farms which were
new to Mongolian agriculture. Agriculture still has a signific:mt role in the provision of food for
the people and raw materials for light industry and food factories. More than 75 per cent of the
raw materials and other inputs for leather and shoe factories, wool processing mills. milk and
bakcry plants are from agriculture. 43 per cent of exports are agricultural, mostly livestock
products.

Despite the significant place of agriculture in the economy, the country cannot provide all the
required foodstuffs. At present the country has WQru~cs to estimated demand of 55 per cent in

ilk rodu 75 er cent in ve cuble fruit an 50 er cent in e "'s. Other foodstuffs
,Deeded are sugar, ve~etable oil and fruit products which can be supplied on y through Imports.
In addition the supp yof medicine is very poor. These factors have a serious impact on the
ttealth of the population. .

Economic statistics in socialist economies are not strictly comparable to their nominal
equivalents in western countries. The statistics used in this review are those ublished b the
Contral Stau,tkal Board. These f1 o ure' may not nttessan vet e 'ame as t ose ubli,hed b ':4
at er source e or ank or t e 1 .......: ")Ii
In collating economic statistics in socialist countries, economic acti"iry is divided into productive ~
and non-productive sectors. The productive sector includl.:s all activities which directly produc= / I (
goads or services such as industry, agriculture, construction, transport, communications and
trade and supply. The non-productive sector includes housing, scienc:, educ:1tion, arts, health,
sports, insurance and administration, including Government.



Source: ~~fongolian Social and Economic Development 1989- Central Statistical Board 1990

Table 16 setS out data for Gross National Product for the same period but at constant 1986
prices.

1989
Tgml

1988
Tgml

1985
Tgml

'·32 -

1980
Tgml

~.....

Sector 1980 1985 1988 1989

Industry 29.3 32.6 33.5 33.8
...

Agricultur~ 15.0 16.2 19.1 19.9
Construction \.:r---" 6.1 5.0 1.1 1.1 "
Transport i. 10.1 10.1 10.0 9.0
Communication 1.1 1.4 1.5 1.5
Trade &. Supply 36.3 33.0 27.0 26.9
Other 2.1 1.7 1.8 1.8
Total 100.0 100.0 100.0 100.0

Table 16. Gross National Product (Tg Million) at Constant 1986 Prices

Sector

In 1919 agriculture was the main branch of the national economy and produced 87J per cent of I
national income. By 1940 it had fallen to 61 per cent, 40.0 per cent in 1975 and 19.9 per cent in
1989. Table 15 sets out the structure of Gross National Product between 1980 and 1989. I

I
I
I
I
I
I
I
I
I
I
I

Table 15. Structure of National Income (percent) at Current Prices

Table 1,. Structure of Capital Assets at year end (per cent) by Productive Sector at Current I
.. Prices· .. .. ~

.'
.'i- Industry ,JL: 1575.2 2390.0 2604.6 2902.3
~ Agriculture . ~ ~.l 1004.9 1348.1 1367.1 1556.3-.

;. c: Construction ';;:'~lc 3421 381.0 -;-.' 563.1 617.2 ..
", Transport '~rr. 'n :,t:)'/ 480.7 ~ 658.5 ':'f, 786.3 774.3,'

CommUnication 52.5 93.6 119.6 129.5 ;,
Trade & Supply 1365.0 1770.S 2129.9 2321.4

~b: Other ~.. _ ; nc 119.4 134.7 1420 154.9 ,-
:. Total :bi: =-49~3"",,9'oll'.8 6~77~6.~7__~n~12=:.l'-6__~~~61~.9 .

:: ~. ""':'" .
: Source: "Mongolian Social and.Economic Development 1989" ~ntra1 Statistical Board 1990

~. ... ... ~

.J ~ lCU:.
:~ Table 11 sets out the structure of capital assets in the productive sector by sub-sector between
0:' the years 1980 and 1989 as percentages of nationa! investment:. 0,

Sc:ctor ~ 1980 1985 1988 1989

I~

percent percent percent percent

Industry 28A 33.1 29.9 31.5

IAgriculture 19.7 15.S 14.2 13.7
Construction 2.3 26 4.5 3.5
Transport 10.6 8.5 9.5 9.5
Communication 12 1.6 1.6 1.6 ITrade & Supply 3.9 3.2 3.1 3.8
Other 0.0 0.0 0.0 0.0
sltot Prod Sect 66.1 64.9 62.8 63.5 I

~3?:b
Non-productive Sector 33.9 35:1 37.2 36.5
Total AssetS 100.0 100,0 100.0 100.0

ISource: ~Mongolian Social ~d Economic Development 1989" Central Statistical Board 1990
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Vlhile overall investment in agriculture rose by Tg 2530 million or 54 per cent in the ten year
period, the proportion of national capital invested in agriculture declined from just under 20 per
cent at the end of 1980 to just under 14 per cent by the end of 1989.

Table 18 sets out the value of the capitJI assets in both the productive and non·productive
sectors by sub-sector at current prices.

Table 18. Capital Assets at year end (Tg million) by Productive Sector at Current Prices

Sector - 1980 1985 1988 1989
-".. t.JI Tgml Tgml Tgml Tgml

Industry 6739.2 12929.4 14809.4 16508.4
Agriculture 4666.6 6174.1 7039.3 7196.9
Construction 552.7 1024.9 2207.3 1822.2
Transport 2507 3325.2 4701.2 4985.1
Communication 289.7 625.1 778.4 813.8
Trade & Supply 914.-1 1250.6 1516.9 2005.2
sltot Prod Sect 15669.6 25329.3 31052.5 33331.6
:--lon-productive
S~etor 8022.7 13724.6 lR422.3 19143.7
Total AssetS 23692.3 39053.9 49.174.8 52.175.3

Source: "~longolian Social and Economic Development 1989" Central Statistic:ll Board 1990

The country's ·cultur ment has remained stagnant for a number of ears. Animal
husbandry is very much dependent on enVU'onmen an atic condiuons an remains an
extensive pastoral system. For many years losses of adult stock have not been lower than 800,000
per year (4.5 per cent) and losses of new born stock more thant million (10 per cent).

The only fertilizers and pesticides avaJlable arc fully imponcd. There are no sophistiC:lted )
methods of control against many of the endemic infectious and parasitic diseases of livestock
which c:1USC heavy loss in productivity. Every year agriculture needs Tg 290 million to Tg 310
million of imported products such as machinery. spare parts, seed, fertIlizers. fuel and chemic:lls.
This is 16.5 per cent of imports excluding consumer items and~ materials.

Mongolia must import a wide range of raw materials for industry as well as finished and semi-/
finished goods. The largest item is machinery, equipment and spare parts foUowed closely by
fuel, mineral and other raw materiah. Mechanised agriculture is wholly dependant on irnporu
for machinery, fuel, fertilizers and chemiols.

Table 19. Principal Imports by Value (Tg million)

S<:etor 1980 1985 1988 1989
Tgml Tgml Tgml Tgml

Machinery, vehicles, equipt 539.6 1182.7 1002.2 850.6
Fuel, minerals, raw matls 392.~ 935.6 1111.1 733.9
Chemicals, fertilizers 102.7 191.6 185.3 179.5 "'<;~.

Construction materials 30.2 47.1 ~7.6 65.8
-'.~-""'.

,.",",.-.,..
'''(,,::.

Non-food raw materials 39.1 92.0 110.7 115.1
Food raw materials 47.1 46.7 3.1 23.6 t;Food products 137.3 204.4 237.3 220.0

tJdl
Consumer goods 342.2 562.2 612A 627.5

)'IfTota! 1631.1 3262.3 3:09.7 2366.0

Sumc::: ~\tongoliJn SociJI Jnd Economic Development 1989" C.:ntfJI StatisticJI Board 1990
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Mongolia has operated a significant trade deficit for some years which has been covered by
foreign financial assistance, particularly grants and soft loans from USSR and the CMEA bloc.
As a consequence there is'a substantial debt to the USSR which increased substantially in the
five years 1986-90. In common with other CMEA countries, Mongolian expons were valued in
so called "convertible roubles".

Table 20. Prin~pa1 ~orts by Value (Rbi million)

Sector 1988 1989 1990- Rbi ml Rbi ml Rblml
\ J. - ...... fT

Heavy Industry &Mining 197.1 209.4 211.8
Agriculture:
- raw and unprocessed 107.1 97.9 8804
- semi-processed 34.9 34.4 12.9
- processed products 83.9 93.9 88.7
sltotal agriculture 225.9 226.2 190.0
Confectionary 1.3 1.0
Other primary products 4.1 1.8
Construction materials 15.0 9.3 10.7
Philately 9.8 9.8
Gold 1.7 1.7 1.6
Other 56.3 24.5 17.0
Total exports 497.3 486.0 442.7

Total Exports Tg million 2200.9 2148.2 1959.5
Total Imports Tg million 3309.7 2866.0 2742.2
Deficit: Imports - Cports . 1108.8 717.8 7827 ..
Agric:Total Export (percent) 45.4 46.5 43.0 _;

Source: Central Statistical Board records " . ~f: ... ~'
"1
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6. POPUUTION Al'lD E~tPLOnlENTIN AGRICULTURE

6.1 POPULATION

Since the 1940's Mongolia has had one of the highest rates of population growth in Asia. The
1989 census estimated the total population as 2.044 million persons which was double the figure
recorded in the 1963 census and three times the 684.000 recorded in 1925. As a consequence of
this rapid growth, half the present population arc under 2S years of age. The Communist
government encouraged a rapid expansion of the population and provided incentives to those
with large families. ".-lhe aim was to increase the workforce to underpin the Government's
industrialisation policies.

One consequence of the industrialisation policies has been the growth of cities and towns,
particularly Ulaanbaatar, Darkhan and Erdenet. As a result of the growth of these cities, the
rural population is said to have declined from 78 percent in 1956 to 43 per cent in 1989. Details
of the population distribution based on census data for the years 1956 to 1989 are set out in
Table 21.

Table 21. Distribution of Rural and Urban Population

[tern Unit 195fi 19fi3 19t19 1979 19R9

Population • Urban '000 183.0 408.8 527.4 817.0 1166.1
• Rural '000 662.5 608.3 670.2 778.0 877.9

Total '000 845.5 1017.1 1197.6 1595.Q 2~.O

Percentage Rural % 7804 59.8 56.Q 48.8 42.9

Source:Natio!lal Economy of the MPR for 70 Yean, Table 2.4 pp15 Central Statistical Board
- 1991

'~'

The uneven distnbution of people between city and country dwellers is supposed to b~.one of the
features of modem Mongolian society. However. the figures as presented may be somewhat
misleading. The fact is that two thirds of the population live outside the three main cities.
Details are given in Table 22.

~.. ' ,

Table 22. Distnbution of population between principal cities and rural areas 1980 and 1990

.- 1980 1990 .~.
Total Towns Rural Rural Total Towns Rural Rural

No No No % No No No %
Cities
Ulaanbaatar 431.3 380.3 51.0 11.8 575.0 536.6 38A 6.7
Darhan 56,4 429 13.5 23.9 88.6 SO.1 8.5 9.6

."""",.",,

Erdenct 40.7 20,4 20.3 49.9 58.2 48.5 9.7 16.7
sit Otics 528.4 443.6 84.8 16.0 n1.8 6652 56.6 .7.8 ~.~-,,:-.,;~-

Aimags 1152.8 252.2 900.6 78.1 1427.3 369.3 1058.0 74.1 <t,."".,-
!1..bii

Total Population 1681.2 695.8 985.4 58.6 2149.1 1034.5 111~.6 51.9 00
Distnbution per cent

J0
'!

• Cities 3104 63.8 8.6 33.6 64.3 5.1
- Rural areas 68.6 36.2 9104 66.4 35.7 94.9

Source:National Economy of the MPR for 7Q Years, Table 2.7 pp16-17 Central Statistical
Board 1991 .

The distribution of urban and rural population is better understood when it is realised that the // .....1. </"")
figures for "urban- areas include all ~ose living in the country t01,l,1ls.and that these arc not large ..J; j~
towns. In the 1989 census, the 18 almag centres accounted for 369,.)00 people or an average of . . .¥:. .

20,500 per town. A further 106,400 lived in a number of smaller towns or settlements,
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pr::sumably saum centres. The~ towns are the focus for the semi-nomadic communities and are

\

well integrated into the countryside. Both the previous and the present Government have
policies to develop more food processing and storage in local are:lS to minimise the cost of food
production and to improve the livmg conditlons of those In the country settlements. Many of
tho~ living in these towns own some livestock and for all f::lmilies, a part of the food supply
comes from direct cont::lct with producers.

6.2 RURAL WORKFORCE
..
\

In 1990 total 'employment in agriculture and forestry was estimated at 191,500 persons or 29.5
per cent of the total vforkforcc and 41.2 per cent of the employment in the material production
sector. Taul employment in agriculture has remained remarbbly stable at 180,000 to 200,000
persons over the 20 years since 1970, though these levels were down by 20 per cent on the figure
for 1960. The data is in Table 23.

Table 23. Structure of the Mongolian Workforce 1960 to 1990

Emplovment Cate!!orv 19fiO 1970 19RO 1990

Material Production
Agriculture 254.2 181.9 202.7 189A
Forestry 1.2 0.9 2.1
subtotal Agric and Forestry 254.2 183.1 203.6 191.5
Other Material Production 109,.1 129.2 18~.7 273.0
Toul Material Production 363.6 312.3 388.3 46-1.5
AgricIForestIy in Mati Prodn % 69.9 58.6 52A 41.2

Total Non Material PrOduction 54.~ 75.1 122.9 184.2
Toul Workforce 418.0 387.~ 511.2 648.7 - -
AgricIForestty in Workforce % 60.8 47.3 39.8 29.5

Sourcc:NationaI Economy of the MPR Cor 70 Years Table'2.12 pp21-22 Central Statistic:ll
Board'- .~lq ~:~ .~ "Ir.".,':., 'l£i! , - .~:

l' ~] _ ; ~ _. ~~: .. ,

The faIl in agricultural employment from 1960 to 1970 can be atmouted to improvements in
applied technology and greater mech3l1isation. Since then it has been relatively stable and is
likely to remain so, at least in the short to medium term Within the agricultural workforce of
189,400 persons, it is estimated that some 142,700 persons (75 per cent) were herdsmen or
members of livestock suut'S. The remaining 46,700 workers were involved in crop production,
intensive livestock. anal1ary scmces and as office workers, teclii1ic.l experts and m3l1agers on the
agricultural enterprises.

IMost agricultural work practices treat labour as an abundant resource. Average livestock
numbers per worker is probably of the order of 500 sheep equivalents., but th:lt is not surprising
given the faet that all stock are herded dJoily and that milking of mares and cows on the steppe is .
all by hand. . .~ . .

- -
The availability of labour for agricultural work varies between districts. In many areas of the
forest and steppe there appears to be some degree of under-employment, while in the Gobi
districts lJobour is very scarce. It is reported that some negdeIs in the eastern Gobi are wl1ling to
offer considerable financial assistance to young men willing to tJke up life as a herdsman. In
searching for ways to improve the productivity of agriculture, it is superficially ::lttrJctive to look
for more labour saving techniques and to substitute capitJI for bbour. However in the present
cirC'Jmstanc:s capitJI is probably a more scarce factor of production than labour.

The age structure of workers in agriculture appears to be quit:: sound and in line with the
relatively young age structure of the gene:ral population. Si.'tty per cent of the: workforce in
a:;riculture and food industry were under 34 yeJrs of age, 22.6 per c:nt bet\llec:n 35 to ";9 years,
16.2 per cent 50 to 59 years and only lA per cent over 60 years.~·

I·

r

I



6.3. AGRlCt"LTURAL EDCCATION Ai.~D TRAINI~G

9279 261053
3.6 100.0

Prim Unedu Total
-ary catedWorken

7751 12018 22186 34579 87710 8i530
3.0 4.6 8.5 13.2 33.6 33.5

Higher Specia1 Vocat Secndy Secndy
Educn Tech Tech Yr to Yr 8

Total
Distnoution %

The replacement of many large-scale enterprises with many small-scale enterprises has
led to the transfer of specialists to other jobs. .

Children are now allowed to leave at the end of primary school. It· is currently quite
common for the children of herdsmen to leave school at this early age to assist in the
family herding activities.

Source: Ministty of Education

The transfer from a centrally planned to a market-oriented economy has produced changes at
many levels throughout Mongolian social and economic life. The: system of education will need
to undergo some changes to accommodate the following new circumstances:

Qualifications will no longer be the main criterion for employment. Promotion will be on
merit and through performance on the job.

There are five levels of formal educ:ltion available in ~tongolia ..

Prim:lI"V school, Forms l~
Incomplete secondary school. Forms 5·8

·37 -

There is a shortage of teaching personnel and teachers Jre not being train~d.

Under 16-24 25-34 35-49 50-59 Over Total
16 yrs years years years years 60 VTS Workers

....
Total ,.'-....' 1832 56214 98009 59030 42367 3600 261052
Distribution % 0.7 21.5 37.5 22.6 16.2 1A 100.0

Source: Ministry of Education

Table 24. Age Structure of Workers in Agriculture and Food [ndustry 1990

In common with countries around the world, the agricultural workforc~ in ~longolia is
restructuring. With universal literacy and increasing levels of education, young people have
greater opportunities to leave the farm sector. Universal education has had beneficial
consequences for agriculture. There is a wide spread of educational background in the
agricultural workforce, but over 60 per cent have more than primary schooling. From the data in
Table 25 it c:ln be seen that onc third of all workers have primary schooling only. while a funher
third have complcted 8 years of schooling and 13 per cent have 10 years. Only 3.6 per cent are
classified as uneducated. Of the remaining 16 per cent, 8.5 per cent have somc skills training, 4.6
per cent are trained technicians and three per cent are university graduates.

Table 25. Education Level of Workers in Agriculture and Food Industry 1990

Vlhilc the number of young workers is encouraging, the low percentage of older workers should
be seen in the context that all workers were salaried employees of the State and there were
adequate retirement benefits available for rural workers which is not always the case in other
countries.
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3110
1867
659

677
1421

100.0

428J
1201::l

47.5

1il4 1396
909 958
273 386

569 108
598 823

4063 3671

ParaprofessionaVTechnician
Male Female Tot::!l

Higher Education
Male Female Tot::! I

Complete secondary school, Forms 8-10
Specialised secondary schools, 6-12 ycJ..rS
Agricultural University (College)

The principal higher education training institution for agriculture is the Agricultural lnstitute,
now the Agricultural University. This institution has offered three to five year degree and
diploma courses in agronomy, animal husbandry, veterinary medicine, agricultural engineering,
accountancy and economics. Most find employment in Government departments or as
specialists on state farms or agricultural co-operatives. Details of graduate and diplomate
employment by specialty are given in Table 26.

Specialist

Secondary education embraces teenagers (13-18 year-olds) with the majority being in state
schools. Children of this age group can have full-time or external eduction. A proportion of
students will tr:ll1sfer to the next stage of education while the remainder will join the workforce.
At the end of year 10 young people must choose bet'W'een higher education and physical work.

Table 26. Teniary Trained Employment in Agriculture by Category and Training Level 1990

There are specialized secondary schools which conduct courses for the further training of
qualified workers and for improving f::umers' skills. These schools are state or co-operative and
charge tuition fees. They take in men from the ages of 18 to 35 and women from the ages of 18
to 30. There are two kinds of such schools; those which conduct long term training of specialists
for periods of six months up to 1year and those which conduct 14 to 60 day short courses. There
also may be zonal schools or schools organized at production unitS.

The teaching progr:ln1 and curriculum must be in line with the Law on Education and other
relevant legislation. Technical knowledge and farm management should be taught in these
schools. These lessons will be taught at an advanced theoretical and praeticl level by specially
trained teachers.

Veterinarians 733 268 1001
Zootechnicians 688 239 927
Agronomist 287 156 443
Agric Engineer 382 33 415
Agric Mechanic
Accountant 237 191 428
Economist 476 26~ 7~O

W"'l'1
subtotal 2803 1151 395~

;;,:,: Others not elsewhere included 3797
0=2 Total 7751

Dist ~fale/Femalc % 70.9 29.1 100.0

/} Sourc:=: :V1inistry of Education

:)
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Eligible candidates will be young men aged 18 to 35 and women aged 18 to 30. Education to
secondary special or higher level will be required for entry. Entrants will either be schoolleavers
or people with appropriate work experience. Tuition is available for full-time, part-time and
external students.

The main campus of the University is in Ulaanbaatar though a decision has been made to set up
four subsidiary colleges in country areas based on existing agricultural scientific organizations
and technical schools.

The organizing of continuing education courses for graduates and the training of teaching staff
for this purpose is currently seen as a priority task under the present rapidly changing
circumstances for !peaialist employment Curriculum will include English lessons, computer
programming. theory of the market economy, marketing and management In addition the
Agricultural University proposes to organize local courses in country areas based on the specific
agriculture of the particular region. In future a considerable part of training will require the
payment of fees.

Table 27 sets out the details of enrolments by speciality at the Agricultural University for 1990.
There were a total of 1836 students of whom 1510 were Mongolian nationals, ~2 non ~tongolians

p and 28~ external students. The animal sciences attracted nearly half the students (717) with 31..
in veterinary science and oW3 enroled in animal husbandry. Agricultural engineering was the
second largest individual speciality with 325 students while agronomy attracted 28~ $tudents.
Agricultural economics (241), agricultural commodities (82) and preliminary courses accounted
for the balance of enrolments.

,I

Table 27. Student! Enroled at the Agricultural University 1990-91

Course Students r n Hr (V V VI Total
.~,

.. I~_, VeterinaJY Science National 68 80 76 91 72 387
:1- 0 " Non Man ·:2 2 6 8 9 1:7". . ""'-.. 12c subtotal .:i ,70 82 82 99 81 414

~
Animal H~andl)' National ~, ,'60 66 61 65 62 314. , bo: NonMon -.- S 2 7 1 IS

,. External 23 29 22 30 104_#Ii-.

. subtotal 60 71 86 101 85 ~03

I Agronomy National 37 25 51 35 61 209
External 17 29 19 10 75

-- subtotal 37 2S 68 64 80 10 284, Agric Engineering National 31 43 58 61 SO 243

~
-" External 23 26 33 23 lOS"

#"'-: subtotal 31 43 81 87 83 325 ,...~

Agric Economics National 76 89 SO 26 241
Agric Commodities National 22 21 20 19 82
Preliminary Courses National 34 34
Total enrolments National 328 324 316 297 245 0 1510

.~""

E
NonMon 2 7 8 15 10 0 42
External 0 0 63 ~ 74 63 284
Total 330 331 3R7 396 329 63 1836

Source: Agricultural University
~=,~,
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7.1 TIlE SCPPLY OF AGRICULTURAL INPUTS

7. AGRICULTURAL MARKEfING A..'iD SUPPLY L'l ~fONGOLIA

ISC~'vI estimated the hard currency requirement for these items and submitted it to the Ministry
of Trade and Industry where the hard currency limit to be spent for the year was approved. This
limit never covered all the requirements of the state farms and co-operatives.

With the other COMECON countries in crisis, the former procedure for trade on a transferable
rouble basis has collapsed. Unfortunately Mongolia is not able to trade on a hard currency basis.
As J consequence one of the biggest problems facing agriculture is the lack of new machinery,
spar:: parts. fuel and other imported inputs needed for the current production year.

The procedure for the supply of agricultural inputs required each agricultural enterprise (farm)
annually to submit a list of agricultural machinery, fenilisers, chemicaJs and other inputs needed
to the Agricultural Department of the aimaJc (provincial) administration. The aimak
administration would aggregate the requirements of these items for its own area and forward
them to the Ministry of Agriculture. The Ministry of Agriculture then c:llculated the total
requirement of agricultural inputs to be imported and gave this to the Import Supply
Corporation of Agricultural Machinery (ISCA..\t).

During 1988 there were significant organisational change3 within the country. As part of these
changes the SCMCS was liquidated and the ASS was transferred to the supervision of the
MinistIy of Trade and Industry and became relatively operationaIly independent Although this
organisation has been partially changed, it still retains its monopoly position and is not very
efficient. One current idea to aeate an efficient supply system within the country is to break the
organisation into several competing parts. In 1991 the Government decided to bring the ASS
under the supervision of the Ministry of Agriculture. At present the function and role of the
ASS as well as its organisational structure is still not very clear and is the subject of signifiont
debate. The organisational structure of the ASS is set out in Diagram 2.

-40-
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The ASS imported almost 100 per cent of agricultural machinery, chemiClls, fertilisers and some
of the seeds required in the country. which until now have come mainly from USSR and other I
former COMECON states. ASS received orders for imported goods from individual agricultural
enterprises at le:lSt t'VoIO years before they were delivered. B:lSed on the orders made by state
farms and co-operatives, ASS requested transferable currencies from Government to buy the
required goods from outside. Once the goods were received they were then distnbuted to all I
agricultural enterprises through ASS local agencies.

I
I
I
I
I
I
I
I
I
I

Mongolia produces almost no technically sophisticated agricultural inputs and is almost wholly
reliant on supply from outside. \Vhilc the new Government might wish to change this situation,
it is clear that imported inputs will continue to play a vital role in the Mongolian agricultural
economy. For most of the period of Communist rule after the 19405, the Agricultural Supply
Service (ASS) was the sole importer of agricultural inputs and was supervised by the SCMTS.
The ASS has been a monopoly supplier of agricultural inputs and as a result the whale system
has been very inefficient.

The Mongolian centrally planned system of agriculture lasted for same 35 years. Under this
system the State took responsibility for all of the agricultural sector including production,
distribution and sale of commodities as well as the supply of the principal agricultural inputs.
Central control'of supply W:lS effected through the State Committee for Material Technical
Supply (SCMTS). The system operated under complex regulations which required a large
organisation>with an equally large staff.

,_i'-~"
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Agricultural co-operatives, state far::ts and fodder farms

7.1. THE MARKETING SYSTE~l FOR AGRICULTt:RAL PROOCerS

Figure 3. Structure of the \Vholesalc Supply Board

Figur:: 2. Tne organisational structure of ASS 1991

Although the Government has officially declared the adoption of an open m:uket economy, in
the current tnnsition period (1991) the State has retained control over the production and
marketing of the principal agricultural commodities. For 1991 there are state orders (production
targets) for meat, milk. wool and wheat for individual state f:ums and co-oper::ltives. At the same
time the Government has gu:u-anteed the market for the production under state orders and has
established the pUrchase price paid to producers. As a rC$Ult of the price changes throughout the

.economy·in January 1991, the prices of principal agricultural commodities were increased,
though only in line with other price changes. )3~: •.

The Ministry ofTrade has been respol1Slble for the marketing of all commodities. The current
national annual turnover of trade is Tg 11 billion, half of which goes on foodstuffs which
underlines the importance of agriculture in national economy. The Wholesale Supply Board
(WSB) is answerable to the ~finistry of Trade and Industry. This board has loc::U branches in alI
Aimalcs and supplies the country with food through these branches. Figure 3 sets out the
structure of the WSB:
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head
35000
4890·

13810
53700

20000
98045
63561

181606

tonnes LWt

Direct export
Abattoirs and meat processing factories
l.oca1 consumers
Total meat production ordered by the state

Total state order for meat

, .. i''-.,-t ,.

Species Total No NoAnimaIs IJveweight
at Dee 90 Slaughtered
'000 head '000 head tonnes LWt

Cattle 2849 614 156000
Sheep 15083 7815 297000
Goats 5126 2090 64800
Camels 538 27 10800
Horses 2262 11 2700
Pigs 135 81 8100
Total 25993 10638 540000

Source: State Food Industry Corpomtion

-

Total horses to be delivered for sale
Direct export
Slaughterhouse
Other

MEN1'Total horses to be delivered to the State
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Livestock production is a major part of Mongolian agriculture. Total grazing livestock numbers
were estimated to be 25.868 miIIion head as at December 1990 which is the third highest total on I
record. Annual meat production is of the order of 500,000 tonnes liveweight Data on total
livestock slaughtering and meat production are given in Table 23.

Table 28. IJvestock Slaughtered and Meat Produced 1990

7.J.1 Livestock and Meat Production

7.J MEAT A.'iD LIVESTOCK MARKETING

7.3.2 Organisation or U"estoclc and Meat Marketing
~: j" I"

The livest~ and meat ~kct -has been controUed bY'the State with stock being sold on the I
hoof on a Jiveweight basis to the State Meat Organisation. Until the recent establishmc;nt of the
.Agricultural &change there has been DO official open private market for livestock, though there
was some unofficial trading. SmaD numbers of superior breeding stoclc have .beeD sold from I
spcdaI herds on certain state farms for livestock improvement., -., ~ - . .110.'

,0 I
. Source: Ministry of Trade and Industry .

1

Mea~ product;on is a highly seasonal activity. The lambing and ching season is in the late winter I
and early spring (March to May). Animals gain weight through the si.'t months of the summer
and autumn, though this effectively comes to a haIt by November. The majority of animals are I
grass fattened, though there are several state fodder farms in the vicinity of Llaanbaatar which

I
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rfoduce fodder crops for the feed·lot fattening of slaughter stock for periods of 30 to 40 daYS.
Two of these farms, Attar and Nohorlol, north west of Ulaanbaatar in recent years have each put
through some 160,000 sheep and 40,000 cattle, though numbers are said to be down by half in
1991.

Animals are walked to the main mcatworks for slaughter. The location of the meatworks is"
shown in Map 5. Some cover distanccs of up to 1000 kIn. Animals for droving were sold to the
State Meat Organisiltion based on the weight at time of delivery which was usually early in the
summer season, so that the weight gain through the summer grazing accrued to the State Meat
Organisation rather than the producers. In some circumstances co-operatives were able to
organise their own, drn~ng so that they received the benefit of the weight gain, however private
stock had to be sold at the early season weight. It is not certain what procedure will apply in the
open market from 1992.

7JJ Meat Processing Facilities

Local slaughtering is carried out at aimag and soum centres. This is generally late in the season
when the carcases can be frozen in the open air and then carted by road to the central storage
facilities. In aimag and soum centres individual households buy meat through the retail shops or
can buy live animals direct and have them slaughtered on contract.

The market for meat is divided between the five major abattoirs and local killing. There are
three big abattoirs (Ulaanbaatar, Darhan and Choibalsan) and two meat proc=ssing factories
(Sayshand and Uliastay) in the country with a combined annual production of some 63,000
[annes of meat. Much the largest abattoir is in Ulaanbaaur with the other two at Darhan in the
north and Choibalsan in the east. These are strategically located to draw from as wide a
catchment area as possible and all are accessible to the national railway grid for export purposes.

These factories must meet the demand of at least 700.000 urban people (Ulaanbaataf 570,000,
Darhan 70,000, and Choibalsan 15,000) with an estimated demand. for dressed mc;ilt of 30,800
tonnes., The total cold storage capacity of these enterprises is 19,500 tonnes, of which 15,000
tonnes is in Ulaanbaatar, together with additional icc stores. Given the highly seasonal pattern
of Jivestoclc intake for slaughter there is an effective shortfall in storage capacity of 11,000 tonnes
of meat This amount is generally kept in poor conditions and stored meat often spoils during
the summer.

As a general rule the abattoirs and meat processing factories do not debone and classify meat,
but transfer it to trade organisations as whole carcases. The department stores break up the
carca.ses themselves, though there is no effort made to separate prime cuts. Meat is generally
sold at three different prices depending on grade. The exception to this is the abattoir in
Ulaanbaatar which each year debones and classifies 1500 tonnes of meat, though out of a total
annual production of 36,000 tonnes this represents only 4.1 per cent of throughput. Consumers
prefer deboned and classified meat however there are problems with the supply of bags and
twine and other machinery and equipment for handling and packaging.

Ulaanbaatar Abattoir

The plant in Ulaanbaatar is a slaughter and meat processing complex comprising an abattoir with
processing lines for the manufacture of sausages, meat canning and the treatment of by-products.
The capacity of the complex, is 1,000 cattle, 8,000 sheep, 2,000 goat and 300 pigs per shift The
abattoir was built in 1968 and is badly in need of renovation and refitting.

All slaughter stock are purchased on state order. The.: catchment covers ten aimags and draws
from distances up to 1000 kms. Most stock are moved by drovers but some are brought in by rail.
The factory organises the supply routing. 40 per cent of the' contract price is paid in advance to
suppliers. There are two prices for live animals; feedlot or grazed. The abattoir has yard space
for 20,000 animals with water. Live wei ht avera e 260 k... ttle lnd 40 krT she: . The killing out
per~entage is cattle 48 per cent., seep per ce::.::. The plant employs persons at p /"\,1..1'~
penods. /..,f.'

-'-
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Annual production of processed products is ~OOO tonnes of sausages, 1200 tonnes dumplings, 15
million cans of cooked meat (170 gramme and 430 gramme) and meat and bone meal.

The abattoir sells its output to retail state shops in UlJanbaatar. Cattle are cut in quarters, sheep
are sold whole. 'When they sell meat to the trade organisations prices are set at a fixed discount
to the retail prices. In the past the Ulaanbaatar abattoir has exported up to 60 per cent or
carcasc output to CO~tECON countries, but this has been falling over last tvlo years.

Oarhan

The plant is a meat cC?mbinant complex located in D,uhiln and built in 1974 with technical and
financial assistance 'from Hungary. The production capacity per eight hour shift is 200 cattle and
horses. 2000 sheep and goats, 25·30 pigs, 50 tonnes of meat products, 3 tonnes of sausages, 0.2
tonnes dried blood and 0.5 tonnes meat and bone meal. The cold store capacity is 3200 tonnes.
More than 50 pcr cent of the production of the plant is exported.

Choibalsan

The: plant comprises J meat combinant located in Choibalsan :md built in 1970 with technical
financial aid from Bulgaria. The capacity per eight hour shift is 200 cattle and horses, 1500 sheep
and goats, 25 pigs, 50 tonnes meat products, 2 to 3 tonnes of sausages. one tonne of soap and
casings. Cold stores have a capacity of 3000 connes. The factory is on il spur railway line to the
USSR and marc than 50 per cent of the production is ~xported.

Saynshand

The Saynshand plant is an abattoir for 10c:lI meat consumption in the province. The plant has
slaughter C:1paciry of 5 tonnes per eight hour shift and c:lfC:lSS cold store c:lpacity of 700 to 800
tonnes.

UUastay

The plant in Uliastay is an abattoir for local me:1t consumption in the province. The pl:lnt has a
slaughter C:1pacity of 5 tonnes per eight hour shift and C:UC:lSS cold store c:lpacity of 300 to 400
tOMes.

7.3.4 Meat Prices

Purchase price from the producer as well as wholesale and retail prices for meat are standard
prices determined by the Government. Producers sell their meat on a liveweight basis at the
farm gate. For 'beef and mutton there is one price regardless of grade, while horse meat has
three grad~ Wholesale price is the same for every quality of meat, while the retail price
recognises three levels of quality. The quality estimation is based mainly on fat cover of the meat
and avenge liveWeight of a head of livestock as Mongolians like fatty meat. Details are set out in
Table 3. :l; ",;

<

Live animals are- purchased at a farm gate price based on liveweight at time of sale. Droving
costs are c:m1cd by the State Meat Organisation or the abattoir which expects to recover the cost
through the weight gain during the droving period, which may be four to eight weeks or even
more in some cases. There is different price applicable: for the animalS brought to the
slaughterhouse by the livestock holder.

The wholesale price includes costs of freight from the abattoir to the retail outlet. A calculation
based on qU:lI1tities purchased and sold and on the prices applied indicates that the sales revenue
only covers 60 to 65 per cent of the cost of the animals purc~:lSed, ent3iling J cJSh loss of some
Tg 450 million annually on J country wide basis. To this should be added wages. costs of power
and water. transport to retailers, depreciation. ctc.
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Open Market

Price
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Approx 35.00

Appro:< 45.00
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'. ~ animals, cattle beef, sheep, goats and horses from the western and .nonh-~estem

aimags of Bayan UIgii, Uvs, Hovd as well as from Huvsgullhe animals are cxpo~d on
hoof to the USSR.-Live animal export is arranged by the Government Storage. .... ro

Carcasses from cattle, sheep and goats to the USSR and Bulgaria. The Cho~aIsan
abattoir in the east plays an important role in the carcasc export trade as it is on the
railway to the USSR and in a relatively unpopulated area of the countJy.· - .
Casings to the USSR, Germany, France, Netherlands, Yugoslavia and Bulgaria.
Hides are exported to the COMECON countries. FInished leather products are being
exported to European countries with an ina-casing trend, it appears.

Vlhile changes in the former trade structure with ~e COMECON countries. will force M~~golia
to look for new marleets for its export meat trade, it is b1ce1y that Russia wiIf remain a significant
potential market if it can fmd the currency to sustain the trade. Mongolia has a significant
natural advantage as a supplier of meat to eastern Russia and Siberia.

---..

The Government Resolution No 20 of January 1991 incrc3S(:d mutton and goat meat purchasing
priCC3 by 60 per cent, the price of horse meat tripled and beef doubled. Camc:1 meat price was
not set by the Government and must be negotiated between producers and consumers. There •
have been some attempts to sell deboned meat classified into many parts, however because of
lack of packing materials only a small percentage of total meat sold by the Ulaanbaatar abattoir
is processed in this way.

Live animals and meat have been significant export items for many yean. The z:nain ite~ for
export are:

T~ble 30. Meat Prices (Tugrigtkg)

Product Quality Supplier Wholesale Retail...... Price at Price Price, .
) ;-...~

~ , Abattoir
T&1cgLWt TUkgLWt T&'kgDWt

Beef I 4.953 12.00
II 10.80
III 8.40

Sheep I 3.680 14.40
II 1260
III 10.40

Goat I 3.156 10.40
II 10.00
III 8.40

Horse I 1.520 11.20
II 1.406 9JlO
III 1.292 7.00

Camel : I 2400
~

8.40
II - . " 8.00

Porle I 16.00

Source:
,. mt .-iT .-'0 :](1 .....1"(". :)' :~

1 .
:;1-'1". 4 11- ~ r

: :r" ) v:! ~ -, -lie: tt:· ,', .Iori ~ -;-J ••
" ,:

s. Meat ExPorts



704.1 Cereal Production

Dist
%

5.1
0.1
0.0

12.1
0.1

5.6

1.6
3.1

1.9
32.6
23.3
4.0
OA
4.1
6.0

100.0

42.1

11.9
23.6

38.3
0.8
0.1

91.2
0.8

14.3
2~.7

174.7
30.0
3.0

30.7
44.8

751.0

n.o
134.5
424.2

100.0
0.0 635.7

3yrAv
t[ha 'OOOt

1.27
0.89
1.00
1.56
1.33

1.64

0.28
1.25

1.19
1.1

1.28
1.07
1.03
1.58
1.35

0.0

814.8

~6.7

0.8
0.1

112A
0.8

65.6

6
25.2

17.9
199.3
206.9 .

36.1
3.2

35.9
57.9

0.0

1989
t[ha 'ron

0.5
0.82

0.82
0.78
0.8

1.23
1.19

1.18

0.98
1.82
0.98 
0.84
0.63
1.62
1.06

0.3
2.2

0.6
0.9
0.7

28.5
0.8

88.2
0.7

45.2

11.6
15.7

0.7
0.1

0.5
0.2

r- •
J~ .....

1988
t{ha 'OOOt

o.n
1.56

1.15
0.35
0.39
0.95
1.56

OA2

4.3
27.5

3.2
14.6

9.7

18.2
29.9

39.7
0.7
0.1

72.9
1.0

15A

79.3
12.5

14.6
23.0
41.7

1987
'OOOt

11.6 0.86 13.4
211.3 1.27 323.4
rn.7 1.33 139.6
26.7 0.82 27.2

3.7 1.11 .;. 2.1
20.1 0.87 36.2
34.~ 0,88 42.2

663.4 " 774.7

82.7

58.1
95.8

372.1
526.0

') .,'

.J!.

Z( •

':l-"''''':>O~

"t".l:J:

Source: Ministry of Agriculture Board of Crop Production Policy ~~
) ){)

Just over 60 per cent of total wheat production goes to the flour-fodder mill combinants while_a""'" .
per cent g~es to fodder farm plants. The balance is held for seed and used on farm. About three

Used on Farms
Held for seed
Sale to State
Total haxvcst
Distribution %

:1"':&_ .,ii '. ~ c.

Source: Central Statistical Board MPR National Statistics 1989
~~ 01 ",:rlJ

Details of the crop'production for 1990 arc summarised in Table 32 and greater detail on the
utilisation of the crop is given in Table 33.

Table 32. Total Grain Harvest and Distribution 1990

7A CEREALS

Wheat Barley Oats Peas Rye Triti Rape Maize Total
-caJe seed·

'?'_ 47 _~r

Table 31. Cereal Harvest by Aimag 1987-89

Arhangai
Bayan Ulugei
Bayanhongor
Bulgan
Govi Altai
Domogovi
Domod
Dundgovi
Dzavhan '
Uvurhangai
Omnogovi ~:

Suhbaatar
Selenge
Tub
Uvs
Hovd
Hovsgol
Hentei -
Total

I
I



1.4.2. Organisation ot Grain Marketing

The farm is responsible for the cost of Qrtage from the field to the grain dressing centre.
Cartage cost from the grain dressing centre to flour or fodder mill is paid by the millers. Each
year the grain harvest involves ~600 trucks and 2600 trailers to transport the nationJ! crop.
Transport cost of the flour/feed mill combinants is about 8.2 per c=nt of their total costs.

HiU'Vesting grain crops in Mongolia starts by mowing and wilting the crop for three to five days.
The crop is then windrowed and headed with a combine harvester. Because the straw is often
too green for dean heading, the grain is dressed a second time with electric dressers in open air
grain dressing centres. The grain dressers have a capacity of 25 tonnes per shift and are an
additional cost in handling grain between the field and the rrull as well as a further organisational
bottle-neck. On delivery to the mill all grain is tested for moisture, gluten c;:ontent, percentage of
dressings and density (kgllitre). Grain which fails to meet the pre-determined standards is either
downgraded from milling to feed quality or rejected outright

I
The entire grain harvest is organised by the Sute Harvesting Commission (SHq which is a
Government body chaired by the Minister of Agriculture. In late July and early August, I
representatives from the SHe and the Chief Agronomist from each state farm or co-operative
together make an estimate of the yield and the ~ed harvesting date. Based on this figure,
the SHe issues a list matching prodUcers and buyersand allocating the likely amounts of grain. I
Also based on this figure, the state farms and co-operatives order the required number of trucks
and trailers for their on- and off·farm tr:lDSpOrt needs. The SHe has the power to requisition
transpon from any source. It allocates all the available trucks to the producing farms who then I
make direct arrangements with the particular transport organisation. .

I
I
I
I
I

per cent of barley goes to the brcwervtvodka combinant. 2S to 30 per cent to the flour/fodder •
cambinant for cancentr:ltc feeds and 35 per cent to the fodder farm plants for mixed fodder for
further processing. I

ITwo thirds of all grain produced goes into the marketing chain and is purchased by the state.
The system IS highly, organised and starts each year with the annual plan. At the beginning of the
ye:l1' every state farm or co-operative prepares a detailed plan of its inputs and outputs for the I
forthcoming ye:l1' and submits this plan to the Minisuy of Agriculture or to the Supreme Council
for Co-op'eratives as appropriate. Fmance for the production enterprises is based on these plans.
In the first instaifcS they receive short or long-term loans from the State Bank. In addition they
will sign a ·supply" contract for their planned production with grain buyers, which means the I
flour and fodder mill combinants.

Produc~r ric ~ ain iU'e fi.'Ced at v I ve which has left almost all state farms and co- I
operatives in a poor financi position. Profitability was limited by the policy of rued prices for
outputs while the cost of inputs significantly increased. As a consequence of their limited
e:unings. the production enterprises have been chronically short of working capital and in need I
of ~asonal finance to fund their variable production costs. This finance has been obtained by
the flour-fodder mill combinants making advance payments to the grain growing farms before
the harvesting period. The total advance payments are between 25 per cent to 70 per cent of I
contract value.

Until 1990, the interest rate for short term loans from the State Bank was 1 to 2 per cent. The
flour/fodder combinants could afford to borrow funds at such rates to finance the state farms and I
co-operatives. Forward payments on sale contracts were one of several ways by which the
Government organised outside finance for the production farms. There were several other kinds
of incentive or grant systems for financing state farms with established commercial banks. I
However the interc:st rates arc now very high and the farms find it impossible to operate under

~ I such a system. )
t~

_4~-

:.,~ . 7.4.3 Harvest and Delivery Organisation..
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262.1
109.1

5.1
13.1.
~.2

9.5
0.0
0.8
S.3

15.0
0.0 42J.20.0

293000
112-WO
45300

450700 "

0.0

Quantitv ~

0.7

0.70.0

~.9

1.3

9.7

0.7
1.2
1.6

Location

Flour and feed mill combinants
State farms and co-operatives
State Seed Storage
Total

262.1
75.9 23.3
3.3
9.3 3.3
3.0 1.2
7.0 2.5

0.1
2A 1.0
8.0 SA

372.1 41.7

Wheat Barley Oats Peas Rye Triti Rape Maize Total
-ale seed

Most farms have some secure storage capacity in brick stores, but few can store more than their
seed needs for the following year under cover. Total supply of grain to the mills over the three
years 1988-90 was an average of 397,900 tonnes, while total storage for the ten mills is between
293,000 and 315,000 tonnes a year. There is thus a shonfaIl of 20 per cent in storage capacity at
the mills which results in waste and poor quality flour. Table 40 sets out the storage capacity and
actual amount of grain received and processed by individual flour mills and enterprises for the
years 1986 to 1990. .

!
Source: Ministry of Agriculture, Board of Crop Production Policy

. . '- .'

The Corporation of Flour and Feed.MiIIing Enterprises bas 'a mo~o~1y on flour and fodder
making in the country. It has ten floUr and feed mills distributed throughout the grain growing
areas in the noM of the country. Eight of these are'combined flour and fodder mills, there is
one flour mill in Ulaanbaatat and one fodder only mill at Baruunharaa. In addition there are 20
state fodder tamii each of which have fodder processing plarib whiai consume some 15 per cent
of total grain production. The distn"bution of the milling capacity and the catchment areas of the
various mills are shown in Map 6. ~torage Clpacity..is a problem. National grain storage capacity
c:lll be summarised as: ""_

,.
Table 33 shows the production and distribution of cereals by individual item. In 1990, the flour
mills received and processed 262,100 tonnes of grain which was almost 50 per cent of total
production. The table also shows the production and distn"bution of grain to individual end users
by individual grains. Similar information for the years 1988 and 1989 are given in Table 36 at the
end of this section.

Table 33. Distribution aiTatal Grain Harvest 1990

Of the total receivaIs of grain, some 260,000 tonnes is used for flour milling to produce 200,CO'J
tonnes of flour. This covers 80 er cent of total flour needs and th at must be i orted.
In addltlon 93,000 tonnes of concentrates, ran, pe ctised feed and pollard, are produced.

7AA Grain Utilisation

Distribution
Flour Mills
Feed Mills
Seed Reserves
Food Factory
Piggeries
Poultry
Plant Protection
Biocombinant
Otherfanns
Other fodder
Total

.1

.1
;1
'I
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82.7
70.0
29.9
26.3
14.4
16.5
16.7
21.8

103.3
16.3

397.9

101.0

100.8
93.2

122.9
109.3
97.2

106.3
102.4
123.3
88.2

67.4
50A
32.6
25.5

8.1
14.4
18.2
228
62.8
10.3

312.5

1833.7
11185
11057
3824
5831

10629
7786
4931

17630
91210

426.7

115.1
58.4
35.8
28.1
17.5
38.9
14.8
24.2
79.1
14.8

Concentrates
Plan Actual PIA %

18200
12000
9000
3500
6000
ooסס1

7600
~OOO

ooסס2

47.5
109.4
23.0
27.0
14.5
19.5
15.5
21.6

153.4
11.4

<)0:00

<W2.8

729
57.3
29.2
24.2
ll.5
3.0
8.5

17.2
86.0
16.7

326.5481.0

110.8
74.4
28.7
26.6
20.3

6.8
26.5
23.2

135.2
28.5

1990
47351 102.9
32572 75.7
1353~ 79.6
11026 1002
10176 100.8
9155 101.7

10532 102.3
9057 102.8

43712 S·U

187115 90.3

64.0
82.0
120
38.7
4.0
7.0
6.5
4.0

820
120

3122

42.0
41.0
16.0
U.5
9.0
9.0
9.0
9.0

54.0

Flour
Plan Actual PIA %

46000
43000
17000
11000
10100
9000

10300
8810

52000

200.5

Prod Store 1986 1987 1988 1989 1990 Five
Cap Cap YrAv

'000 t '000 t 'r)()() t '000 t '000 t '000 t '000 t '000 t

207210

I ~

Combinant

U1aanbaatar
Suhbaatar
Kharkhorin
Bulgan
Ulaangom
Dornod
Moron
Ondorkhaan
Darhan
Barunhaara
Total

- 51 -

Adverse weather
Lack of concrcte floors in the grain dressing centres
Not enough combines to complete the harvest on time, or bad condition of combines
leading to frequent breakdowns and delays
Breakdowns of grain dressing machines
Negligence of workers in dressing centres. These are mostly unskilled workers or soldiers
and students. ~. f1

Combinant

Table 34. Supply of Grain to Flour and Feed Milling Combinants

Source: Co~ration ofFlour and Feed Milling EnteI'l!.-rises
~

Average production of the flour mills is 200,000 tonnes of flour of different qualities which are
sold to consumers through trade organisations. Most of the flour produced is packed and sold in
70 kg sacks. A few years ago the trade organisations started to package the flour in a 2-4 kg sacks
but this is only available in Ulaanbaaur and the other major towns. Since rationing started in
February 1991 including flour, the production of packaged flour has stopped. Details of the
production of flour by individual mill arc given in Table 35.

::1 ..~.: .~ ._

Table 35. Production of Flour and Concentrates by Mill 1989 and 1990- ~

tJ1aanbaatar
Suhbaatar
Kharkhorin
Bulgan
Ulaangom
Domod
Moron
Ondorkhaan
Darhan
Barunhaara
Total

Losses from the shortage of grain storage capacity at the flour/fodder mill combinants is about 5
1O'"'7"2.er cent. Average losses on the state farms and co-operatives is 8 to 11 per cent. Th~
pnnclpaI reasons given for the on-farm losses are: •

~l-
II1-
.~

~



Table 35. Production of Flour and Concentrates by Mill 1989 and 1990 (cont)

120
330
310
20
~
282

Ott (tonnes)

..'-

Product

Flour· Premium grade
Flour· First grade

. Flour· Grade II
:_ Baby food

Bran (animal feed)
Total :; ;(.'

This would create a situation wht:re there were 1000 growers who were unevenly spread around
the count.ryside and whose market was tied to 10 mills each of which was unable to significantly
increase its intake without substantial new investment. This is not a prospect which augurs well
for a strong open market.

There are currently S3 state farms producing cereals and 20 state fodder farms which collectively
account for 80 per cent of crop area or just over 1 million ha including fallows. The Government
plans to break these farms into smaller units, though the size is as yet indeterminate. Based on
the break-up of Bayancogt state farm into units of 1200 to 1500 ha of crop land, there are
potentially some 700 to 1000 crop farms not including the 300,lXXl ha of crop land on the co
operatives.

If the mills are competing for supplies it implies thatp.am Win be hauled outof the natural
ctchment area of ODe mill to supply one in another catchment area. The immediate impact of
this will be an increase in marketing costs to be deducted from growers' returns or passed on to
consumers. The other problem is that most mills are working to fuU capacity or even above
~paci~ and have no surplus storage. Under these circumstances there seems to be .!!!!!:
f!Lcentive to compete vigorously for product. . ';....

Source: Corporation of Flour and Feed Milling Enterprises

Aour Concentrates
Combinant Plan Actual P/A% Plan Actual PfA%

1989
Ulaanbaatar 46000 47495 103.3
Suhbaatar 42500 42541 100.1 18200 19107 105.0
Kharkhorin 16000 14058 87.9 12000 12003 100.0
BuIgan " ooסס1 10755 107.6 9000 9131 101.5
UIaangom , :,~"'If ooסס1 10218 102.2 3500 3688 105.4
Domod 8000 8432 105.4 6000 6150 102.5
Moron ooסס1 10209 1021 9000 9318 103.5
Ondorkhaan 8000 8209 102.6 6000 6254 104.2
Darhan 51900 47968 92.4 8000 8792 109.9
Barunhaara ooסס2 201 t5 too.6
Total 202..U10 199885 98.8 91700 94558 103.1

Yield of main product from flgur willing in the Ulaanbaatar flour mill combinant is 7S to 78 psr
cent. OVerall average yield of flour and by-products from 1000 tonnes ofwheat is: ...-

I
I
I
I
I
I
I
I

.i. The Corporation of.Flour and Feed Milling -Enterprises buys grain from farms at the set
- Government price and sells the flour at retail sale price less a fixed percentage. There are three I
: different retail prices for flour depending on quality. ~ ,.

- r: ~:'-:"J - .. ": .•r,c ....:.;:..

i
·The mills bDe been built at strategic locations in the growing areas so that there are direct

geographic IinJc:s between individual producers and local mills. It will be a problem to break up I
' ~~~if=o~ of rour and Feed Milling En~erp~ so that ther~: is genuine competition

I
I
I
I
I
I
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The other matter which may be difficult for the open market to r~solve is creating price
~ence among pr~ucers. Up till now all producers""lcncw the price of cereals in advance,

I
even if it was considereat'06e too low. There will be a problem for producers making planting
decisions based on an uncertain price which is assumed to be set by an open market. It may be
more aoprapriate for Government tp lao.K-at SQl!!£f.9nn--OLintClY.cntion.mechanism. This could
be J producer selling co-operative or a marketing board which negotiated prices with the milIers

'I based on defined quality standards and with a view to balancing the needs for an adequate
l' producer price and reasonable consumer prices.~
. ~fil
'.'

Table 36. Distri!'ution oiTota! Grain Harvest and 1988-90

•
Wheat Barley Oats Peas Rye Triti Rape Maize Total

-ole seed

1988'
Used an Farms -«).6 15..3 7.4 0.7 0.9 64.9
Held far seed 98.9 22.6 15.0 0.5 1.4 0.1 0.1 138.6
Sale to State .176.5 54.2 11.1 0.7 5.11.5
Total harvest 616.0 91.1 33.5 1.2 3.0 0.1 0.1 0.0 7.16.0

~-I,;11 Distribution.,
0;;.

Flour Mills 340..3 ~0..3\.
!!) Feed Mills 97.8 -13.0 1.5 0.-1 1-12.7"..,

rli: Seed Reserves 13.5 1.0 1.8 16..3
Food Factory 9.1 3.6 12.7--,
Piggeries 3.1 0.7 3.8

-'t~1 Poultry 4.6 4.6
Plant Protection 2.S 1.8 4..3

is Biocombinant 0.2 0.2 0.-1II Other farms 2.S 0.8 S.O 0.3 8.6~.'
j,.,

Other fodder 1..9 3.3 2.6 ~ .. . . 8.8
1 Total' • 476.5 S4.2 11.1 0.0 0.7 0.0 0.0 0.0 542.5 .

~I
~ .. .... .~ ..... : ','-' ..".

~: 1989 .:1 ., .- :r.' ..
, . i '

Used on Farms 37.7 15.0 7.2 0.8 t7 0.1 62.5 ..

I
Held for seed 104.4 2fJ.7 13.3 0.1 0.5 139.0
Sale to State 473.2 62.2 1S.0 0.7 1.0 552.1
Total harvest 615.3 97.9 35.s 1.6 3.2 0.1 0.0 0.0 753.6

Xl Distribution
FlourMiDs 350.8 350.8

.~ Feed Mills 83.2 46.8 4.1 0.2 0.4 1~.7

"'I Seed Reserves 13.2 15.8..
2.0 0.6

~. Food Factory 10.2 2.8 13.0
•~.]o Piggeries 1.3 1.7 0.2 3.2~~

{i Poultry 6.6 0.9 0-1 7.8 ~.Y~~~.

~. Plant Protection 1-1 4.9 6.2 (.,.")
&..u

Biocombinant 0.9 0.9 m,:, Other farms 3.2 1.1 4.0 8-1
"" Other fodder 3.4 4.0 4.0 11,4

Total 473.2 62.2 1S.0 0.7 1.0 0.0 0.0 0.0 552.1

Source: Ministry of Agriculture. Board of Crop Production Policy
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7.5 MILK AND MILK PRODUcrS

7.5.1 The Dairy Industry

Milk is a major traditional food source for Mongolians. It is prepared in various forms, ..
particularly in the summer when meat is in short supply and year round it is taken as a drink
flavoured with tea and .salt. The demand for milk is high and is estimated by Government as a
national average at 270 kg per capita, varying from under 200 kg per capita in inner urban areas,
up to 320 kg per capita in the mountainous regions.-With a total product1On of 312 million titres of milk (1990) and a population of 2.1 million,
current actual production is 149litres per capita. Approximately half the population live in cities
and towns with the three cities of Ulaanbaatar, Darkhan and Erdenet accounting for 705,100, a
further 361,000 living in the Aimag (provincial) centres and 100,COO in saum (local government)
centres. Some 930,000 people live nomadically in the rural areas.

Collection and effective utilization of approximately 260 million litres of milk produced during
the summer months by the nomadic herds is a major concern of the Government
Approximately t'No thirds of this milk is at resent consumed the rural 0 ulation in various
forms. the cream rom the balance IS separated in umts w IC 0 ow t e er s ana the fat is
recovered in the form of butter in soum centres. Butter production from bet'Neen 80 and 90
million titres of milk converted by this system was 4829 tonnes in 1989 and 4405 tonnes in 1990.

There is a substantial loss of protein and other milk solids in the skimmed milk from the rural
separation system which is not at present recovered, although formerly the skimmed milk was
converted to casein for export to the USSR. The Government is seeking new export markets for
this protein in the form of sodium caseinate, which can be dried in the existing spray dryer in
Ulaanbaatar during the winter when milk for drying is not available.

Based on Government c:alculations of demand, the requirement for Utaanbaaw alone is about
90 million liucs PQ fiear, however supply to all major ot1es IS at present IUnJtcir to approximately
30 million liues. n y IS per cent of the total milk supply is collected for the major cities due to
the nomadic movement of the greater proportion of the national herd. Dairy products are
therefore in major shortage in the urban areas in which about half the population live.

The milk production systems have a significant influence on the supply to the four largest
processing units. They receive excess nulk in summer but are unable to meet consumption
demands in winter due to insufficient supply. Industrial milk proassing is constrained by a
shortage of supply in relation to traditional demand, the vastness of the country creates inherent
difficulties in collection and the extreme ¥:j1Sonality of production Cluses~k of adequate supply
of mills in winter. With the exception of a small quantIty of Stieep and goat milk, only cow's milk
is processed industrially.

7.5.2. Milk Production Systems

-Eighty five per cent of the national milk supply is produced under extensive grazing in the rural
areas. however thR milk ~not feasibly be collected for use in the liquid milk market It is
therefore either consumed directly by the rural popclation or made into butter in the re~o~al
towns. Production from the nomadic herds is seasonal, with the ma:<imum volume occumng m
the short summer period from June to September. The grass steppes which provide year round
grazing for the animals are snow covered from October to early May.

An intensive husbandry system in simple and mechanised dairies with higher production yields is
operated on state farms and co-operatives near to urban areas. In ·simple· dairies cows are
housed ~n semi covered yards during the winter and fed on hay and concentrates. The cows are
hand ml1ked and produce approximately. 1200 litrcs/yr. :-'lilk production tends to fall to a very
low level during the winter months.

-•
•
•

.'
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The -mechanized" dairies arc large·scale units where cows are kept in heated stalls with
mechanized silage feeding and machine mil1cing. Approximately 20,000 cows arc currently kept
in the 41 mechanized dairies., 2-t of which, together with 36 simple dairies. supply milk to the
factory in Ulaanbaatar. The cows are kept in units of 200, 400, 800 or 1200 cows, with total
standings for 22000 cows. Thirty six of the units are on state farms and six on agricultural co...
operatives. There are five new units currently under construction. Other mechanized and simple
dairies supply the milk processing combinants in Darkhan, Erdenet and Choibalsan which serve
the populations of those cities.

Milk production from the intensive system is also seasonal with a ratio of approximately 3:1
between the summer"eak and the winter trough. The yield of cows kept in simple and
mechanized dairies is higher than that of grass-fed Mongolian cattle, though is still low by world
standards. rn the mechanised dairies average yields are of the order of 2,000 to 2,500 litres,
though some cows are reponed yielding up 4,000 litres during a 300 day lactation. Details for the
three years 1988 to 1990 are summarised in Table 37.

Table 37. Yield per Cow in ~cchanised Dairies (litreslyear) 1988 to 1990

Ulaanbaatar Choibalsan Darkhan Erdenet Other Tot::!l

Na of mechanised dairies 2-t 2 6 1 8 41
1988 2256 2269 1923 2569 N/A 2236
1989 2190 2883 1939 2~77 N/A 2210
1990 2211 2005 1577 2188 N/A 2101

Source: Ministry of Agriculture

The principal reason for the low yields is the quantity and quality of the feed. Cows are tied in
heated units for nine months of the year and fed on cereal silage, sometimes with the addition of
peas, sunflower- or maize, haY and low' qualitY concentrates. During the shon summer period

•from~ June to mid September ~e cows..are m~d to grazing ~cas whe~e in addition to
unlimited ac:cess to indigenous unimproved pasture, they are supplemented With cereal silage.
Labour productivity is poor with only 4 to 8 cows being cared for by each worker. The milking is
done by women who currentlywork a long daywith a spread of 14 hours.

There is a state Breeding Centre which provides some frozen semen from a small stud. Many of
the units either produce fresh semen or rely on natural service. There is a small amount of inter
farm trade in breeding animals. Cows arein11k recorded monthly in an attempt to identify
superior animals. Entire buDs run with many of the herds and it is difficult to ascenain how
many of the calves born are sired by these bulIs. Approximately half of the animals are Friesian
type of Soviet and GD R origin with individual animals giving yields of up to 6000 kgs per
lactation.

Table 38. Comparisons of Dairy Breed Figures 1989

No Farms Breed No Head %of avo
herd vield

16 Friesian Type 10800 49 2690
16 Simmental 6600 30 2128
5 Steppe Red 2200 10 2193 RF~T i~ffr!!,},'">,~ 3

.f Alate! 2400 11 2788
,;=~ '" (J

Source: Ministry of Agriculture ' ..~~ "'qJf:C~

Tht:re arc four main disease factors of dairy cattle, tuberculosis. foot and mouth disease,) ".~
brucellosis and leucosis, which arc being tackled with varying degrees of success. Tuberculosis
~nrl fnl'\t ~l'lrl mnllth rti"""l~'- "nnl""lr tn h'lVl'" hl"I"I'I I"limirp.t.-" :UlI-l t~ere is a policY for annual
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testing of reactors. The situation with brucellosis is far less satisfactory. There is widespread use
of Strain 19, even among adult animals which can lead to false positives. Testing is carried out at
least annually and positive reactors are slaughtered or kept in isolation. Leucosis is a potential
problem which is being taclded with a policy of three monthly testing of suspect animals and then
isolation of infected animals. ..

•
I

Four main problems ~ith.dairy production can be identified. The majority of animals fail to milk
to their genetic potential due to a shortfall in both the quality and quantity ofwinter feed. There
is work needed on identifying spedes and technologies to improve the quality and quantity of
winter feed. em mortality is high and could be reduced by concentrating resources on rearing
females only. \.' ~ . .

:::

I

A shortage of spare parts (or machinery affects both the daily running of the dairy units and
fodder conservation. Adequate supplies of spare parts should be stored at strategic sites. The
electricity supply to the dairies is poor and affects both milk production and the working
conditions of the milkmaids. Standby generators should be provided at those units currently
without them.

7.3J Milk Production

Table 40. Production and Uulisation oflJquid Milk by Aimag 1990 ("000 Hues) -

I

I

I

I,
I,
I
I
I

I,.,

199019891988

Total milk produced is given in Table 39.

Table 39. Total Milk Production 1988-1990 million litres (not including horse or camel milk)

-
Liquid Other'

.~_.
Total

Production .Milk .. Products .--....... -
-: AraJch3ngai 102:31.1 9994.9 :: . 206.7 ..;;'
:Bayan Olgi 1340.7 '290.8 8.6
Bayanbongor 3236.0 307~.0 49.0
BuIgan 6997.3 6536.2 58.6
GoviAltai 483.9 451.1 21.2
Domogobi 86.6 58A 1.8
Domod 3280A 2888.4 13.6 _
Middle Gobi 528.0 450.0 23.0
Zavhan 3952.5 3325.2 97.1
Ovorhangai 39813 3419.3 76.5
Omnogobi 30A
Suhbaatar 1558.3 1422.1 17.3
Tov 949.5 766.6 40.4
Uvs 3710.0 3040.1 25.4
Hovd 1740.3 935.2 129.2
Hovsgol 9703.7 8795.3 38.6
Hentei 5536.1 4231.~

Total 57316.7 496i9j R37A

Source: Ministry of Agriculture

Supply to major dties 48.2 51.5 48.1
Used for butter N/A 88.9 81.4...

.~::V:lr Rural consumption NlA 178.9 182.7
Total Production'~ 299.0 3193 3122 .. 1·

~1"~ :C'!~ ,... . •. )ll.. . . or

.~~tal ~~satiO~~Of milk betwee.~ liquid.:and~~f~~g in th~r.~ centres~~ given~ ,Table
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All milk is initially purchased by the State Purchasing Authority, which issues supply contracts to
both the nomadic herdsmen and the daily farms on behalf of rural district butter making centres,
the industrial processing factory and the Aimag units respectively. Table 41 provides data on
milk supplied from farms for urban consumption. The urban milk supply statistics shown in
Table 41 indicate that up to 78 per cent of the urban milk supply is produced by the mechanized
dairies. The dairies are thus of vital importance in the supply of milk for 70 per cent of the total'"
population.

Table 41. Milk Supplied by Farms for Urban Consumption 1988-90 ('000 litres)

.... " Utaanbaatar Choibalsan Darkhan Erdenet Total

1988
Milk from mechanized dairies 27690 1824 3728 2618 35860
Milk from simple dairies 9659 829 1709 117 1231~

Total Milk Supply 37349 2653 5437 2735 4R17J

1989
Milk from mechanized dairies 29323 2341 ·H66 2764 38594
Milk from simple dairies 10334 6M 1651 268 12857
Total Milk Supply 39657 2945 SR17 3032 51~51

1990
Milk from mechanized dairies 29341 1724 4394 2210 37669
Milk from simple dairies 8916 299 1191 N/A 10406
Total Milk Supply 38257 2023 5585 2210 48075

Source: Minisuy of Agriculture

... ,
.'

7.5.4 Milk CoUection .:.r:~~

- !:1t'r -,- ~. .- ..-
~ ..

Milk for the major cities is collected in:bulk flam mechanized dairies and from milk collection
centres by the dairy factory or Combinant. The Ulaanbaatar factory has its own fleet of 164
insulated road tankers of 3,500 litres or 4,500 litres capacity and collects milk from 2~

mechanized dairie:s and 9 milk collection centres within a radius of300 kilometres.
.~

Milk collection from the mechanized dairies and simple dairi~ is typically twice per day. The
task. is made more difficult by unpaved roads and the internal roads on the farms. which are in a
poor state of repair with consequent delays. Inwards transpon from the furthennost farms to
the Ulaanbaatar dairy can take up to six or seven hours. All milk from the mechanized dairies is
mechanically~Ied bef~re collection during the winter.

The farms supplying the IDJlk collection centres are responsible for providing transport from the
farm to the centre. The milk collection centres are generally in poor condition with equipment
poorly cared for and they 1aclc attention to housekeeping and cleanliness. The laboratory
equipment does not seem to be used.

As an example, the milk collection centre at Bayanchandman, 63 km from Ulaanbaatar, is
equipped with a weigh bowl for milk reception, plate heat exchangers cooled by well water which
enables cooling to 10 degree C and insulated storage tanks. It has simple testing equipment f~r
acidity and butterfat. The storage capacity is 14,000 Iitres, however, the maximum throughput. IS

given as 26,000 Iitres per day, which requires a tank vehicle from Ulaanbaatar dairy to be on SIte
during reception to provide extra capacity. The milk collection centre is situated near the main
road and received milk from three State farms at a maximum disunce of 144 km.
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7.s.s Prices
,

The prices for milk and milk products in UIaanbaatar were deregulated as from 1 September
1991. However itls worth examining the pricing system which prevailed up to that tune to
understand how far removed many actions of the prior Government were from the "market
economy". Prices for raw milk were standard throughout the countty with only minor variations ..
in respect of quality parameters. Untl1 September 1991 the basic producer prices were:

-
•
II,

WUlter (1.10 to 30.5)
Summer (1.6 to 30.9)

\ ; .....g

Tg 5.00 per litre
.J'g 1.80 per litre

Retail prices paid by eOnsum~ were 3Iso seasOnally determined for pasteurized milk, viz:

Winter (1.10 to 15.7)
Summer (16.7 to 30.9)

Tg 4.00 per litre
Tg 3.00 per litre

It is worth noting that under this system milk retailed for Tg 4.00llitre in the winter,
notwithstanding that the milk factory paid the producers Tg S.OOJ1itre. That is, the factory picked
up the milk, pasteuriscd it and delivered it to retailers for a direct loss ofTg l.00llitre, quite apan
from the operating costs of the transport, processing and delivery system. The official
Government pric::s for all rmlk products which were in force up to 30 August 1991 are given in
Table 42.

Table 42. Officially Controlled Prices for Dairy Products

Product Season Unit Retail Wholesale
Price Price

. Tgt1itre Tgt1itre

Pasteurized milk in bulk 3.2 % butterfat Wmter litre 3.00 2.73
Summer litre - 4.00. 3.64

Pasteurized milk in cartons/sachets Wmter litre
..

3.40 3.09
.) ;i: ''J1~ . ~~ ,.- ..... ;~l Summer litre ,~ 4.40 4.00•.J __

.. .'-'
Sterilized milk . - ~ - .1", litre 1 5.20 4.73.. ... ~ ... ...La- Yoghurt litre 4.00'. 3.64J_ ~

U
.. .• :l

~.'- a":;'" -.
Sour aeam 30 per cent butterl'at ... kg 10AO 9.46,.

Sour aeam 40 per cent butterfat kg 15.20 13.83
.--- Butter High quality - kg 27.00 2~.57

. Butter Grade 1 kg 24.00 - 21.84f· ... .. -- ~.

" ., .A_

',J::::;: : Powdered milk 2S per cent butterfat leg " 32.00 29.12-.
T-: Infant formula milk powder 15 per cent fat kg .-. 28.80 26.21

Infant weaning food .. kg 17.40 17.40.
\~,., Infant diet product litre 4.00 4.00
rC.~·", Infant vegetable food kg 5.60 5.60.J~~;'

Infant protein supplement kg 7.00 7.00

Source:

The dairy factory or Aimag unit gave an officially prescnoed "discount" to retail shops which
varied between 9 and 11 per cent of the consumer price. The dairy considered this "discount" to
be an operating cost and there appeared to be no concept of a "nct- selling price to the shops.

In recognition of the loss inherent in the winter pricing structure, the Government provided a
support payment to the Ulaanbaatar dairy (only) to cover the cash loss generated by the
difference between the winter purchase and consumer selling price. The subsidy was Tg 1.00 litre
for the total quantity of milk budgeted to be received during the winter period. Government
subsidy was not available to the: Aimag units, as it was assumed that other forms of foodstuff
production in these combinants were profitable.

I:
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7.5.6 Distribution System

The factory has only a limited availability of chilled trucks and no freezing trucks. Delivery
therefore takes place at night for most products, to shops which generally lack refrigeration
facilities. During the summer when a substantial proponion of the population of Ulaanbaatar
moves to summer camps, milk is delivered to the c:unps in bulk tankers.

/t,..~tl
~l

BlEST AVAIU\BLE DOCUMENT

Production Capacity

This is the only dairy processing factory in Mongolia and was constructed with assistance from
the USSR and has been in operation since 1985. A Danish spray drying plant of 150 kgthr
powder capacity was installed in 1989. The processing capacity of the .factory was stated as
200,000 litres per day on a two shift basis, however it could not be confirmed whether this figure
included the capacity increase afforded by the installation of the spray dryer..

Daily throughput rises to 200,000 liues at peak during the summer, however in the winter the
volume of milk received falls to 55,000 liues per day. The milk receival pattern is illustrated in
Figure 1.

Total operating losses would have been much greater when all costs arc considered, such as
wages, packing materials, milk transport inwards and outwards, factory and general overheads,
energy and depreciation. The priee being paid at the farm gate for milk was reasonable when
compared with international standards at the official rate of exchange for the tugrig, however,
consumer prices were very low. The Central Milk Factory survived by being directly subsidised
by the Government. niere are no spare parts for the greater part of the packaging equipment
and these are also very expensive to buy.

The UlJanbaatar factory delivers directly to 109 shops and 21 restaurants and public kitchens
every day of the year. No delivery charge is levied. Other customers are the sL'( hotels, eight
hospitals and a total of 92 State enterprises, schools, kindergartens and military units, which pick
up produce from the factory. All deliveries are made against a contract, which stipulates the
quantity and nature of the products, the time of delivery and the duration of the contract.

The pricing system did not appear to be b3.S(:d on commercial principles and was appan:ntly
social in concept. A comparison of the purchase price of mille and sales revenues based on 1990
actual mille receipts and product volumes indicates that the factory incurred a cash loss
equivalent to about 50 per cent of its total milk purchase cost. This loss would however, have
been reduced by about 30 per cent after the subsidy was received from Government.

A number of Aimag cenues have a dairy unit as part of a multi-product food processing complex.
There are 14 such units., with a further three planned to be constructed, which W11I leave only one
province, Suhbaatar without a dairy unit. Three of the existing units at Darhkan, Choibalsan and
Erdenel, are larger than the majority, with annual capacities of 5.0,3.0 and 1.5 million Iitres.. .
The'Darkhan dairy ·unit has a C::lpacity of 20 tOMes per day. and was designed to supply the
population of Darkhan city (80,000). The milk supply problems are similar to those in
Ulaanbaatar, with up to 38,000 liues being received in the summer, and only 6000 litres in the
winter at the lowest point. Milk supply is from six mechanized dairies, each with standings for
800 cows and a number of simple dairies. Demand is inverse to supply, with the winter demand
at 12,000 litres/day and the summer demand falling to between 6.000 and 7,00) liues/day. The
winter demand has in the past been met by recombining with imported milk powder, however
this is no longer avallable.

7.5.7 The tnaanbaatar Dairy Factory
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Figure 4. Monthly Milk Reception at UI:J..:J.nb.:J..:J.tar Dairy Factory 1989 and 1990 (million litres)
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Source: 12-AN'AGRO Identification Mission Report, lun~ 1991 li1217

The total c:lpac:cy of the factory on tw'o shifts WJS given JS 60 million lieres per yCJr, thus present
utilization is approximately 70 per cent. Supply of milk to the: Central Milk FJc:ory, AimJg
centres and local areas can be seen in Table 4~.

1'_ ' ! :, ,

Product RaDge aud Volumes
.•'!. ,::ill1; ~b~ _~4\ -j;- ~ .:: q.-~; .'.

The product range is limited with, for example. standardized pasteurized milk bein~ offered ~th

o one fat con 1. .No cheese is produced, it being sbted that this product is ilQ,t acceptable to
e· Mon mer. A number of traditional products are prepared from soured ana

fennen milk. : In partIcular a dried curd granule used in coOking and •Aarur. a dried curd
food pellet which can be sucked or chewed. The produces made are detailed in Table 43..

- ~ . . -- -
.,,~ ... #....... . .

o ~,---------..;.-------------------.......
o

Table 43. Product Range and Volume of Production at Ulaanb~ Dairy Factory 1989-~990
- ,.

taj) Product Unit 1989 1990

Pasteurized nulk 3.2 per cent '000 I 303-t6 29354
Sterilized milk N/A N/A
Yoghurt '000 I 1510 1631
Ice cream tonnes 116; 1386
Sour cream tonnes 634 689
Butter tonnes 126 104
Cooking curd tonnes m 666
*Bayalac* tonnes 51 103
-Aarui" dried curd food tonnes 27 39
'1amir" dietary product tonnes 14 15
Spray dried milk powder tonnes 192 141
Sodium QSCinate tonnes 2~ 20
Total Production as milk equivalent '000 I ~J027 42342

~

)~
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Details of airnJg milk

)tf1

I

I

Pack:lglng

With the exception of plastic bags/sachets and glass bottles, all packaging material is imported
through the State Supply Commission. This is giving thc factory problems at present due to the
shortage of foreign exchange. The types of packaging used are as follows:

For city supply through shops, milk is packed in 'TetraI'ak Oassic~ tetrahedrons of 500 ml and 1
litre capacity and in SO litre cans for institutional supply. "etraPak Classic" is a trade name of
TctraPak AlB of Sweden, however the packing machines and packaging used at Ulaanbaatar are
of USSR origin. In some instances milk is also delivered to shops and institutions by road
tankers with consumers' own containers being filled directly from the tanker. Production of
sterilized milk from the Finnish -Elecster- system is packed in loc:llly made plastic pouches.

Yoghurt is packed in 500 ml glass bottles. The 10c:111y made bottles have a green tint Sour
Cream is packed in plastic rectangular dishes and formerly in deep square cups, both with
aluminium foil heat sealed lids. Both containers are 200 ml, however the deep cup filler is out of
order at the present time. Cooking Curd (granules) is delivered to institutions and shops in bulk,
packed in re'US<lble wooden boxes with paper linings. -Aarul" Dried Curd Food is manually filled
into 300 gm W:l."C coated paper bags which have an outcr printed carton. Butter- is parchment
wrappcd in 250 gm prints. Spray Dried ~(ilk Powder is bulk packed in 20 kg polythene lined
paper S<1cks. No consumer packaging is available. Ice Cream is available in biscuit cups and
sandwiches. These are packed in paper lined wooden cases before hardening ,lnd storage. The
biscuit products are produced at the dairy factory.

Techniol Sbndards

Although the factory is rebtively new, buildings require renoVOltion and much of the equipment
is both outdated technologically and in poor condition due to non-availability of spare parts. The
management are particularly aware of the following machines and systems which require
replacement:

- - .
Refrigeration: There are two systems for low temperature operation and ice water cooling
respectively. Both systems give problems almost daily, and none of the 12 compressors are
reliabI~ in particular the four double stage units in the low temperature system. No spare parts
are available as the equipment is outdated, although only 6 years old. In the opinion of technic:aJ
staff at the factory complete new refrigeration systems are required, inclusive of condensers and
evaporaton. The demand requirements were stated as 300,000 kc:l1Jhr at -30 C to -40 C for the
low temperature system operating an ice cream freezer, hardening tunnel and freezing stores,
and 240,000 lcalJhr at +10 C to -5 C for ice water cooling and cool stores.

Air Compressors: Of the three compressors installed, one is not repairable, again due to non
availability ofspares. The system demand requirement was stated as 6.6 m /hr at 10 bar pressure.

Milk Clarifier. Two manual de-sludging clarifiers :lre installed, e::lch with a capacity of 5,000 1Jhr.
The Qpacities do not match the pasteurizing system which has a capacity of 15,000 I/hr. It is
found that the quality of the milk declines after only two hours continuous running so manual
cle:ming has to be undertaken.

Milk packing machines: A decision has been taken in principle to discard the tetrahedron
carton packing machines when existing supplies of packaging material are e:<hausted. There are
five 500 ml machines of USSR origin and one 1,000 ml machine of GDR origin. Various
altcrnatives are available for future packaging such as glass bottles (loc::1.11y available), gable top
carton packs. rectangular cartons and plastic blow moulded bottles. With the present restrictions
on foreign e:tchange, glass bottles could be a rational alternative, however there is no effective
bottle return system and high bottle losses could be expected.-

Eighteen Aimag centres have collection and pasteurisation c::ntres.
collections J.Ie given in Table 44.
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The bulk of butter production is from extensive herds where the surplus milk from the shan
summer lactation is separated by hand and delivered as cream to the aimag centres for butter
production. Of the total of 4600 tons produced 3000 tonnes is delivered to the cities. Of this.
2000 tons are sold in the retail outlets and the balance used in manufacture. Data on total butter
produced is given in Table 46

Table 46. Butter Production 1990 (tonnes)

Tota! High Qual Sheep
Butter Butter Butter

11'

Arhangai 818.8 699.0 . 8.2
Bayan Ulgei 125.2 98.0 4.0
Bayanhongor 310.9 235.2
Bulg:m 359.4 315.7 1.8
GOYl Altai 48.2 28.7 9.2
Dornogovi 382.3 330.9 22.3
Dornod 4.1 1.0
Dundgovi 34.1 22.0 11.2
Dzavhan 178.9 160.5
Uvurhangai 371.5 30603 29.2
Omnogovi
Suhbaatar 62.5 49.5 1.7
Tov 203.1 180.0 41.5
Uvs 174.7 150.9 8.8
Hovd 71804 609.3 20.2
Hovsgol 345.0 20·U 0,,4
Hentei :: 91.4 42.2 1.3
Milk Factory -'- 103.8 103.8
Total ,:. ..

43323 3536.8 160.8. '-... .,
~-

, . ,-
Source: Central SbtisticaJ Board .J
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7.6. POTATOES A.~D OrnER VEGETABLES

7.6.1 National Situation .

The national production of potatoes and other vegetables for 1990 was 131,000 tonnes potatoes
and 47,700 tonnes of vegetables. Of this, 80 per cent was tied by state order, which means that ..
the state guaranteed both the price and a market for what was produced. There are several big
vegetable stores and combinants which buy vegetables under state order from the state farms and
co.cperatives at the state purchasing price. They then sell them to the trade organisation at retail
price less a deduction to cover their trading expenses. Recently some state farms and co- .
operatives have attempted to build their own retail stores in Ulaanbaatar and other settlement
areas to sell their own products.

At the beginning of a year every state farm or co-operative prepares an annual production plan
for both outputs and inputs. On the basis of the planning figures (budgets), state farms and co
operatives will sign a "supply contract" with their purchasers. which in most cases are the
vegetable combinants.

At the end of July or the beginning of August, representatives from State Harvesting
Commission (SHq together with agronomists from the state farms and co-operatives, estimate
the yield of individual crops and the expected harvesting date. Based on this, the SHe issues a
list which matches producers and consumers allocating likely amounts of potatoes and vegetables
to be delivered. Also based on this figure the state farms and co.cperatives order the required
number of trucks and trailers for on- and off-farm transport.

7.6.2 Ulaanbaat.:lr

The marketing function for potatoes and vegetables is shared between the vegetable storing
combinants and. the trading organisations. The main vegetable combinant of Ulaanbaatar
obtains its supplies from about 24 state farms and c:o-operatives and from another 40 co
operatives which sell about 4000 tOMes of mainly potatoes and vegetables. It has five
commodity based storage firms with a total capacity of some 38,00l tonnes. Individual storage
c:1pacities are:

Vegetable tonnes

Potatoes 24(00
Cabbage 7(0)
Beetroot 2500
Carrots 1400
Onions 2400
Garlic 60

The storage losses are said to be 15 per cent for potatoes, 5 per cent for onions, 10 per cent for
beet and about 11 per cent for carrots. The combinant reports that the big losses are not in
storage, but rather in transport and at retail stores prior to sale. There is evidence however, of
bruising of potatoes caused by poor handling.

Early ripening vegetables and potatoes are received from 15 July. This year potato stores were
empty by 7 Aug. cabbage by IS May. onions by 15 May and c:lITot and beet by 15 June. The
Ulaanbaatar vegetable combinant can generally supply the population with potatoes, onions and
c:1bbage year around. However there are some shortages of other vegetables during the spring
and early summer. The vegetable combinant pays a price differential for early harvested
vegetables and late harvested vegetables. After they receive the vegetables from farms they store
them in bulk and they are sold to consumers without any classification or packaging.

Almost all the vegetables are sold loose. The combinant has two or three packing machines with
a total capacity of four tonnes a day. Only potatoes are packed in bags. Prices are the same for
different size and quality. so there is no incentive for better quality. There are about 100 storages
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Source: MinisUy ofAgriculture

Potatoes Vegetables
Planted Total Av Planted Total Av

Area Yield Yld Area Yield Yld
ha tonnes tlha ha tonnes tlha

365 3343 9.2 9S 1083 11.4
324 4934 15.2 75 741 9.9
120 1125 9A 78 547 7.1
545 6811 12.5 97 1215 12.5
139 1177 8j 64 72~ 11.4
292 2744 9.4 68 856 12.6

9 49 5.6 6 39 6.7
4 193 48.1 17 204 12.1

394 3489 8.9 : 77 646 8.4
3173 29834 -"..9.4 367 6536 17.8

lOS 624 "~ 5.9_" 44 413 9.3
226 2509 11.1 160 1584 9.9
326 2399 7.4 106 ~:: 1526u:. 1404-
196 1469 7.5 66 569 8.7

3074 46785 .-15.2 ~ 666 '": 10092 ')., 15.1
ITT 2206 12.5 86 896 lOA
m 3302 ' 12.1 88 I, 2042.: 23.2
7S 477 .:. 6.3 - 4S .. , 524 ..;' 11.6

~

S11 6458 12.6 " 233 .. 2522: ~ 10.8-.
180 3323 ··18.5 ... 55 1466 26.7

'2 11 5.5 ... 70 :- 1934 27.6
10507 123261 11.7 2561 36158 14.1

There is a problem with storage of potatoes and vegetables. With the short growing season,
harvest is rapid and meeting consumer demand requires that the bulk of the crop be stored.
Overall sto~ge is insufficient and supplies of the various vegetables gradually disappear through
the winter with only potatoes and a few onions lcft by the spnng in MarchlApn1. Official storage
capacities arc shown in Table 48.

. .
" ,

Tuv aimag produces 38 per cent ofMongolia's marketed potatoes and 28 per cent of marketed
vegetables. Selenge produces over 24 per cent of marketed potatoes and 18 per cent of marketed
vegetables while Bulgan and Darhan each produce over 6000 tonnes of potatoes and Darhan
over 2500 tonnes ofvegetables. rn general. per hectare yields are quite low by international
standards.

Aimag/City

Arhangai
Bayan t.;1gei
Bayanhongor
Bulgan
Govi Altai
Dzavhan
Dundgovi
Domogovi
Domod
Selenge
Suhbaata.r -
Hovd
Hovsgol
Hentei
Tuv --,'
Uvurhangai
Uvs
Omnogovi .:
Darhan .::
Erdc:net ";cO

Ulaanbaat3r
Total

which have lease agreements with the central office. Lease agreement are for 5 yea!!. The
transport ofvegetables from store, to shops is the responSIbility of the trade organisation.

Although each state farm has its own stores with capacitieo, ranging from 1000 to 4000 tonnes,
these are mainly used to hold cereal and vegetable seed for the next year's planting. They do not,.
store any of their own production. So from the marketing point of view, it is important to erect
many small plants and workshops where vegetables can be salted, processed and canned.

At the moment the vegetable combinant has two natural deep hole storages around Ulaanbaatar
with a capacity 'of 400 tonnes, but these arc quite old and need substantial renovation.
Production of potatoes 'alid vegetables by aimag in 1990 is shown in Table 47.

Table ~7. Production of Potatoes and Vegetables by Aimag 1990 (tonnes)

f~',,
,
,
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Table 48. Fonnal Storage Capacity for Potatoes and Vegetables by Airnak (number and
~-

tonnage) -

Potato Storage Vegetable Storage •Aimag TotJl No Cap Local Total No Cap local ,.

I/City Yield Store Yield Store
tonnes tonnes % tonnes tonnes %

Arakhangai 3343 33 1810 54.1 1083 9 536 49.5 IBayan Ulgei - 4934 13 745 15.1 741
Bayanhongor .' fl 1125 11 690 61.4 547
BuIgan 6811 32 2462 36.1 1215 3 170 14.0 IGobi Altai 1177 16 740 619 724 10 640 88.4
Zavhan 2744 31 1030 37.5 856
Central Gobi 49 1 20 40.8 39

IEast Gobi 193 2 30 15.6 204
Dornod 3489 24 1435 41.1 646
Selenge 29834 26 8325 27.9 6536 5 90 1A
Suhbaat:lI' 624 5 180 28.8 413 IHovd 2509 29 1340 53.4 1584 1 10 0.6
Hovsgol 2399 19 1106 46.1 1526 1 10 0.7
Hentci P69 22 1730 117.8 569 4 120 21.1 ITuv 46iS5 31 22 0.0 1092 3 51 4.7
Uvurhangai 2206 9 800 36.3 896
Uvs 3302 10 600 18.2 2042

ISouth Gobi 477 2 300 62.9 524
Darhan 645 4 2450 37.9 2522 3 250 9.9
Erdenet 3313 1 1200 36.1 1467
Ulaanbaatar 11 3 24000 2 13360 ITotal 123261 324 5101S 41.4 27158 41 15137 56.1

" -\"-. -"

Source: MUiistry ofAgriculture ::!
'.. I=c "'1

Of the total storage"for potatoes and vegetables. 41 per cent of national potato storage is located
in Ulaanbaatar. Sclenge has storage for over 8000 tOMCS of potatoes and 6500 tOMes of ,vegetables. In general however, there is little vegetable storage capacity outside Ulaanbaatar.
Regional storage imbalances are particularly poor in Uvs and Bayan Ulgei given the production
levels in these aimags. The low storage percentage in Selenge reflect3 that fact that much of this ,production is destined for storage and consumption in Ulaanbaatar. Rapid transport to
Ulaanbaatar is essential if production is to be adequately stored at appropriate ambient
temperature$. Storage requires both wind cooling and heating.

ITotal shortfall in storage capacity for an average potato aop is about 37 per cent including
wastage. The position can be estimated as follows: ,Storage Tonnes

Retained for Seed 20c00 ,Other farm storage 60CQ
UlaanbaatJr combinant 2..unl
Other official storage (aimaks) 2iOOJ ,1:3 ,to \1
Home storage 100,000 families x SO kg ~- ,. I subtotal crop in store 8200J
Losses and wastage-IS % of crop 1900) ,t1f"4

.•,.,,_.:.:;.::t'Ii'.&:..:e~.cNostorage. hopefully exported 30c00
Total crop 131cxx)

....J' ~

~"'" ,
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ANNEX VI

NEEDS AND ASSESSMENT
IN THE AGRICULTURE SECTOR



Education • Research • Enension

Included is Report on my trip to Mongolia. I hope the summary reached you in
China earlier as I knew it would take me awhile to do the entire report.

TEXAS A&M UNIVERSITY
College of Agriculture and Life Sciences

Department of

Rangeland Ecology andManagementI
December 2, ~1 I
/~A;1~
I~ ~/(J
~1~1J~~

/ r

The Mongolians, in my opinio~ are much more reserved than the Chinese but also
much more straightforward in their dealings with foreigners. Although it may change soon
as the aid money starts pouring i~ there isn't the necessity to play the "mindgames"
encountered in China. Overall, the Mongolians seem to be much more westernized in their
perspective, probably. as a. .result of the interaction with the Russians and East Germans.

Although I think that agricultural development will be seriously limited and dramatic
increases in production are unrealistic for all the reasons stated in my report, I think
Mongolia could benefit from assistance supplied through The World Bank and in particular
through As3Ag. That assistance should be directed at prioritizing key areas of agriculture
for development and then applying investment or development assistance funds that allows
that area to be vertically and horizontally linked to the agriculture infrastructure and market
economy.

~.'''"'''''\. ~

" .". .

Mongolia is a fascinating place, partly because of the locatio~ history and natural
resources still relatively intact but more so because the people are "so damn tough." On the
trip to the Gobi, I and an FAO consultant from New Delhi (Tiagy) got caught in a blizzard,
the driver ran the car off a cutbank, finally were rescued by herdsme~ and spent the rest
of the night with the herder and his family in a yurt. The next morning it was -24 deg C and
the wind blowing. ''This cowboy" was cold and Tiagy almost froze to death (and starved to
death since he was a vegetarian and the only food available most of the trip was boiled
mutto~ blood sausage, fermented mare's milk and cheese).

Room 225 Animal Industries Building
Texas A&l>1 UniVersIty

College Station, Texas 77843-2126
(409) 845-5579 FAX (409) 845-6430

Dear Joe:

Mr. Joseph Goldberg
As3Ag
The World Bank
1818 H. Street, NW
Washingto~ D.C. 20433
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For example, if the AMP effort in Hulunbaer had preceded the RCIV project loan
with sufficient lead time to allow all inventories and resource capabilities to be analyzed,
decisions could have initially been made on priority projects according to both economic and
ecological feasibility. Something like that effort is needed for Mongolia. Although an AMP
might retard the development effort and be looked upon by both the Mongolian government
and other development organizations as undesirable for that reason, it would have a definite
advantage in allowing the current situation to stabilize while preparing the agricultural
sector for future "intelligent" development and investment.

Mr. Pierce indicated that I should make arrangements through you to visit The World
Bank and present a seminar on the agricultural situation in Mongolia. I would like to do
so if arrangements can be made. After Dec. 20, I can be reached at

Also after Jan 1, 1992, I will be directly employed with the Eastern Oregon
Agricultural Research Center (Oregon State University) at 0.75 FTE to develop ways for
resolving grazing use conflicts between large wild herbivores and domestic livestock on
public and private land. I will also be an "Adjunct" Professor at Texas A&M University.
This arrangement should allow me a minimum of 3 months per year to be involved in other
activities, hopefully As3Ag projects in China and Mongolia.

Best Regards,

I;>ennis P. Sheehy
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THE WORLD BANK
MONGOUA

NEEDS AND ASSESSMENT MISSION

1.0 SUMMARY

1.0. Resource Condition

1.1 l&ml. Land and vegetation resources are generally in good condition. The only
visible evidence of active erosion was in the South Gobi, around livestock watering points
and administrative centers and in the general area of Ulaanbaator. Soils suitable for
cultivation are limited throughout the country. Soils generally are best suited to maintaining
stands of native vegetation.

1.2 Grazin~land. Grazingland resources are generally in good ecological condition. At
the present time, less than 10 % of grazingland is degraded. Degradation that has occurred
has been caused by concentration of livestock around cities and rural administrative centers,
damage by vehicle traffic, rodents in grass steppe areas and overgrazing in some areas by
livestock during the winter and spring seasons. Degradation in the south Gobi is apparently
occurring from a general drying of the climate in recent years, increased length of the winter
and cold spring seasons and changes in grazing management strategies in response to
economic incentives in the command economy (Cashmere goats replacing camels).

1.3. Climate. Climate is the major factor influencing intensive or extensive 'agricultural
production. Major climatic factors are low precipitation, extreme cold, high winds and a
short growing season.

1.4. Livestock. livestock appeared to be in generally good condition after summer
grazing with the exception of cattle in the Gobi. This indicates that grazing pressure
generally is in balance with grazingland carrying capacity during the summer. livestock with
the exception of dairy cattle on State Farms are native breeds. No emphasis is being placed
on converting to introduced breeds as in Inner mongolia. The Ministry of Agriculture has
experimented with introduced breeds imported from the Soviet Union and have concluded
generally that introduced breeds are unable to compete favorably with adapted native
breeds.

1.5 Suitability for AWculture. The dominant agricultural activity in Mongolia is
extensive agricultural production. Attempts have been made to develop intensive livestock
production through the State Farm system. Although intensive livestock production is
possible, as in Inner Mongolia this productivity is achieved at a high cost in terms of inputs.
Intensive livestock production will continue to be limited by climate and lack of arable land.
Extensive livestock production, either the traditional or a closely related system using the
same general principles, remains the most feasible approach to agricultural production.
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1.6 Wildlife. Relative abundance of wildlife indicates land and vegetation resources in
good condition. Wildlife observed included large wild herbivores (Wild Ass, Gazelle, wild
sheep and goats), birds, predators, etc. High diversity ofwildlife indicates a relatively stable
ecosystem. Wildlife has the potential to be the focus of a major sector of the economy
through tourism and hunting. Both are currently in the development stages. Reserve areas
have been established (Great Gobi reserve, Altai-Gobi Wild Horse Reserve, etc.) but
wildlife conservation organizations are embryonic and remain more or less ad-hoc
organizations such as the Mongolian Hunters Society. A general wildlife conservation ethic
does exist in the population as opposed to Inner Mongolia but needs to be strengthened as
the transition to a market economy and agriculture development can be expected to increase
pressure on ecosystem diversity.

2.0 INFRASTRUCfURE

2.1 A&riculture. Two different and not mutually inclusive agricultural infrastructures
exist in Mongolia. The dual infrastructure reflects decisions made under the command
economy characterizing Mongolia during the previous 70 years. It is obvious that the
intensive agricultural production system has absorbed the available capital and has been the
focus of agricultural development as befitting a socialist country. The agricultural education
system has focused on providing specialists for that system, agro-industry has both resulted
from and has driven the system, development of agricultural infrastructure has focused on
the intensive production system, and social engineering has been attempted in an effort to
provide an educated, capable workforce for the system. The intensive production system
can be regarded as the agricultural parallel to the foalS on industrial development. The
focus of the extensive agricultural production system under the commune system has been
to provide a raw materials base needed to supplement activities of the intensive production
system. Export of raw materials from the extensive production system were also used to
offset costs of imported inputs needed for the intensive production system and consumer
imports for the urban population and the more sophisticated workers found in the intensive
agricultural production system.

2.2 Technical. The infrastructure available for agricultural development is limited. The
current capability of the established infrastructure in terms of staff with expertise is low
although available staff are generally of high quality. A rapid institutional response towards
developing a trained cadre with expertise is doubtful in the short term. Competition of
agriculture with other sectors, particularly competition for staff with English language
capability, would be expected. As in China, a parochial regard for institutional expertise and
competition among institutions for available funds as a means to address institutional
agendas can be expected resulting in lack of an integrated approach to agricultural
development. Institutions are very discipline oriented rather than holistic.
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2.3 Institutional Needs. Major institutional changes are occurring in the agricultural
sector as government responds to the movement towards a market economy. The
infrastructure established to implement a command economy in agriculture is being
dismantled but most institutions are not certain about the form or function of the new
structure. The Agricultural Cooperatives (negdels) formerly controlling the extensive
livestock production system will change role from control and administration to more of a
service and marketing organization. Policy in the agricultural sector will be implemented
through the Ministry of Agriculture. The Agriculture College needs to revamp and broaden
curriculums to provide graduates capable of filling specialists roles in agricultural extensio~
research, education and development Specialized institutions such as the Academy of
Science, Research Institutes and advanced education must respond to the information
requirements of institutions engaged in applied management and development of the
agricultural production system. A capacity for research and development in the agricultural
sector must be established and an extension function established within agricultural
management institutions.

2.4 Market Economy. The institutional attempt at establishing a market economy is
genuine but uncertain. The quasi-market economy currently developing is both aiding and
abetting shortages, i.e. shortages exist in the distribution system established by the command
economy but supplies of goods and services are available in the cash based market economy.
The agricultural sector is responding by either paralysis or by implementing a barter
economy to supplement the command economy. Shortage of inputs in the agricultural
sector could seriously affect productivity and consequent supply of agricultural products in
the future. In the near term, large scale agricultural enterprises which responded to signals
and subsidies from the command economy are becoming paralysed as demand for their
products decrease in response to a decrease in subsidies and the current inflation.
Production in some enterprises continues even though demand is insufficient and storage
is at capacity (e.g. dairy and hog concentrate feed) because of guaranteed jobs to employees
and the inability of large enterprises to respond to supply and demand considerations in the
economy. In the livestock component, artificially low prices in effect to curb urban
consumer unrest may cause withholding of supply by the rural areas. An outlet for urban
consumers is the direct link into rural production enterprises through family ties.

2.5 Service Infrastructure. Transportation linkages are poor and declining throughout
the country. Roads other than "tracks" essentially don't exist south of Ulaanbaator. Lack
of roads and transportation will retard development of a market economy in the agricultural
sector by preventing or delaying access to inputs needed for production in the rural areas
and for delivering agricultural outputs to centers for value-added processing or direct sale.
Movement of inputs, products or materials south of Ulaanbaator is difficult and has been
heavily subsidized in the command economy. Lack of a transportation infrastructure may
prohibit or retard near and long term agricultural development in most of Mongolia or
require subsidization by the government Other service infrastructures such as electricity,
communications, building materials, educational facilities, etc. are limited, especially in the

•
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extensive agricultural production system. Agricultural production in the extensive
production system has concentrated on producing raw materials with unsophisticated
transportation requirements and little demand for inputs or services. Difficulty in obtaining
information on agricultural prices will be an impediment to development of a market
economy in the agricultural sector.

2.6 Privatization. Privatization in the agricultural sector of Mongolia is proceeding in
response to directives provided by the central government. However, the final form
privatization will take is unkno~ even by those charged with carrying out the privatization.
Relative to agriculture, land privatization will probably follow the Soviet and Chinese model
of the state retaining actual ownership of the land but the means of production (equipment,
livestock, services, etc.) being quasi-privatized in a share arrangement with the state and the
producer. Both the State Farm System and the Commune System appear to be trying to
adjust to the new system as a means of increasing production and retaining influence in
agricultural production. In the State Farm System, agricultural production will remain the
focus of work brigades (not in name but in function) but with more integrated production
emphasis. The new production units will contract with the farm for equipment, production
inputs and services while the farm will become brokering agents for services, procurement,
marketing and selling in the market economy. The Agricultural Cooperatives intend to
develop a similar function as a service organization and a focus for development of agro
industry in the extensive production system. The Ministry of Agriculture will have
responsibility for providing technical assistance throughout the agricultural sector and
implementing agriculture policy deriving from the Central Government. Lack of
infrastructure and staff specialists will significantly retard implementation of agricultural
policy by the MOA and development of a market economy that satisfies the needs of
extensive production system.

3.0 FOCUS OF AGRICULIURE PEVELOPMENT

3.1 Development Qrianizations. International development organizations are already
beginning to address structural development and numerous organizations would like to
initiate projects for developing the agricultural sector. For example, at the Donor
Conference held in lTIaanbaator in October, Denmark indicated that $10 million dollars in
aid would be granted for agricultural development and for developing the "master plan" for
agriculture. Asian Development Bank intends to provide technical assistance designed to
address current constraints to agricultural production, especially improving fodder
production for the intensive and extensive agricultural production systems. USAID would
assist genuine efforts at privatizing agricultural production and transformation to a market
economy. Non-Government Organizations would like to develop a cooperative effort with
the Ministry of Agriculture to develop demonstration farms for fruit and vegetables.
Although unquestionably Mongolia needs developmental assistance, the existing
development infrastructure in Mongolia has a high potential of being overwhelmed by an
influx of development funds based on the agendas of the expatriate development
organizations.
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3.2 Structural Elements. Agricultural development should be multi-faceted in addressing
macro-economic issues such as transportation and roads, power and fuel supplies, marketing
and distribution of agricultural products and food, developing a rural communication
network and finding new sources of supply for inputs into the agricultural sector.
Transformation to a market economy will in· the long term be dependent on the
development of these structural elements in the economy.

3.3 Development Process. The fundamental question is "How to proceed with
agricultural development in both the intensive and extensive agricultural production system?"
Agriculture in the short term and most probably in the long term, unless extractive industry
such as mining and oil become more prominent, will provide the basis for economic
development. Although higher productivity in the intensive agricultural production system
may be achieved under privatization and a market economy, climatic factors, geography and
suitability of natural resources will limit increases in production under current technology.
In the extensive agricultural production syste~ livestock production has, in some areas,

probably exceeded long term sustainability. Efforts to privatize production and the desire
to respond to incentives characteristic of a market economy may exacerbate existing
problems. Development aid indiscriminately applied, even ifapplied to apparent constraints /11.

to production under the command economy, risk addressing only the symptoms of existing
I'

problems.

4.0 WORLD BANK FOCUS.

4.1 The World Bank (As3Ag) could positively and most effectively assist agricultural
development through the following activities:

a. provide technical assistance to the government in formulating priorities for the
agricultural sector and developing an integrated plan for agricultural
production.

b. sponsor an international conference designed to link technical and aid
assistance from external sources with the priority issues of agricultural
development.

c. provide direct technical assistance and development aid for one or more of
the priorities of agricultural development.

5.0 COUNTERPART INSTlTIJTIONS.

5.1. Discussions with staff of institutions concerned with agricultural in Mongolia
addressed priority development of agriculture to assist the transformation of the Mongolian
economy to a market based economy. A general consensus was that development of small
and mid-scale value-added agro-industry in the extensive agricultural production system was
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a high priority. If development of agro-industIy is a priority and that priority was targeted
for development assistance by The World B~ a sequential approach using technical
assistance followed by actual development of agro-industry should be employed. The
ultimate goal of the project should be to provide economic incentives for maintaining the
ecological basis of production. The project should have a major technical assistance
component designed to develop the support capabilities of institutions involved in
agricultural development in the project and a loan component designed to develop agro
industry facilities that will provide economic incentives for promoting sustainable use of the
base production resources. Technical assistance should be oriented towards developing
institutional capability for planning and management of land and vegetation, providing
technical assistance for developing educational, research and extension institutions, develop
abilities of the extensive production system to provide quality livestock offtake suited for
value-added agro-processing and assisting Mongolian institutions to cooperate in developing
an integrated plan for development of the extensive livestock production system. Infusion
of loan funds for development of appropriate agro-industry would be sequential to
development of capabilities of Mongolian institutions to provide the management and
planning necessary to integrate the extended livestock production system into the developing
market economy. Discussions with institutions involved with agriculture including the
Ministries of Agriculture and National Policy, Land Use Policy Institute, Agriculture
College, Research Institute of Animal Husbandry and Agricultural Cooperatives indicated
general agreement with the conceptual approach to a project of this nature.
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nIB WORlD BANK
MONGOUA

NEEDS AND ASSESSMENT MISSION

2.0 APPRAISAL AND STATIJS OF AGRICULTIJRE IN MONGOUA

2.1 INTRODUCTION During October-November, 1991 a mission from The World Bank
visited the Mongolian People's Republic. The mission had multiple purposes including
assessment of the current status of agriculture in Mongolia. A concern of the mission was
the potential impact on the agriculture sector of land privatization and transition to a
market based economy.

2.2 The agriculture assessment was prepared by Mr. Dennis P. Sheehy, consUltant.
Terms of reference for the consultant were:

a. assess the status of current and projected agriculture production,

b. assess the current status of natural resources used for agricultural production
and project the impact of agricultural development on resource sustainability

c. assess the impact of privatization and transition to a market economy on the
agricultural sector

d. assess the opportunities for The World Bank to promote constructive
development in the agricultural sector,

e. make recommendations to The World Bank on issues and prospects for
development

f. make recommendations on agricultural development to government,
agricultural institutions and institutions establishing policy in the agriculture
sector.

2.3 During the 18 days in Mongolia, the consultant visited institutions concerned with
management and use of agricultural resources including the Ministry of Agriculture (MOA),
Supreme Council of Agricultural Cooperatives (SCAC), Board of Trade and Agricultural
Commodities Exchange, The Land Use Policy Institute (LUPI), The Botany Institute of The
Academy of Science (AC), The Ministry for National Planning (MNP), The Research
Institute of Animal Husbandry (RIAH) and the College of Agriculture (CA)(Annex 1). Two
field trips were undertaken:
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a. a five day trip to visit Aimag and Sumon Administrative Centers in two Gobi
Aimags in which extensive livestock production is practiced and to assess
condition of grazingland resources,

b. a three day trip to visit a mechanized state farm involved in intensive crop
and dairy production and extensive livestock production and a large feedmill
preparing swine and dairy concentrate feeds.

2.4 The United Nations Development Programme's (UNDP) paper entitled "Agricultural
Sector Background Paper" prepared by P. H. Sloane for the Donors Conference for
Mongolia provides an excellent background summary of the agricultural sector. The report
prepared by DANAGRO on the "Milk and Meat Production, Processing and Marketing" for
a UNDP Needs Assessment Mission also provides background information on the
agricultural sector of Mongolia. In this section, Sloane's and DANAGRO's background
information on climate and natural resources in Mongolia will be used to supplement
information obtained by the mission on environmental constraints affecting agricultural
production. This report will provide a perspective on the existing situation in agricultura4
an assessment of needs in the agricultural sector and submit suggestions for further
involvement of The World Bank in assisting agricultural development. Where applicable,
a comparative perspective with the Inner Mongolian Autonomous Region of China will be
provided.

2.5 During the consultant's visit to Mongolia, every effort was made by staff of the
institutions visited to provide information on the agricultural situation in Mongolia The
MOA acted as host for the consultants visit and made arrangements for visits to other
institutions and to the field. All ministries and institutions visited were very forthcoming
with information and appeared to be highly concerned with applying the correct
development initiatives to the agriculture sector.

3.0 AGRICULTIJRAL BACKGROUND

3.1 Environment. Historical attempts to develop intensive agricultural production in
Mongolia have generally failed. Reasons include lack of desire by herdsmen to change from
a mobile transhumant lifestyle to a sedentary lifestyle, prohibition against Mongolians
practicing sedentary agricultural, resentment against loosing the best grazinglands to
sedentary agriculture when Mongolia was under Chinese influence, religious prohibitions
against disturbing the soil when Mongolia was influenced by Buddhist Lamanism and
environmental conditions that are generally unsuitable for intensive agricultural production.
In historical times, the only area of Mongolia successfully converted from extensive
agricultural production to intensive agricultural production were areas of Mongolia (current
Inner Mongolian Autonomous Region of China) adjacent to the Great Wall separating
China and Mongolia (Figure 1).
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3.2 Environmental conditions have and will continue to exert the greatest influence on
agriculture in Mongolia (Annex 1). Mongolia is subject to an extreme continental climate
characterized by low temperatures in winter and summer (average temperature varies from
a low of -5.3 deg C to + 4.0 deg C with minjmum temperature recorded of -53 deg C and
maximum recorded temperature of +47 deg C); low and erratic precipitation occurring
primarily during the summer (66 to 78 % of precipitation occurs in July and August) as
convectional storms; cold, high velocity winds and sandstorms occurring during the spring
months (average wind velocity of 2-3 m\sec with up to 5.6 m\sec in the Gobi); low winter
and spring precipitation causing spring drought; and a short growing season (average 80 to
100 days). Except in the Forest steppe zone of northern Mongolia, availability of surface
water for irrigation and livestock is limited. The location of major river systems in the
extreme north of Mongolia and the flow of these rivers generally to the north also limits the
land area that can be irrigated using surface flow. The extremes of climate, particularly
wind, cold and low precipitation exacerbate the impact of inappropriate agricultural
practices on natural resources and limit the effectiveness of intensive agricultural production.

3.3 Geography influences agriculture both positively and negatively. Positively, the
location of the MPR in the center of the Asian Continent (Figure 1) with dry and temperate
climatic conditions and co-evolvement with large herbivores favored the development of

.steppe grazingland that are highly productive and resilient to grazing by large herbivores.
The presence of northwest to southeast oriented mountain ranges in the western portion of
the MPR and the arid Gobi in southern Mongolia provides zonal vegetation capable of
providing winter, summer and spring-fall transitional pastures for domestic and wild grazing
herbivores (Annex 1). However, alignment of topography also funnels Siberian cold fronts
to Southern Mongolia and increases the stress on livestock during winter and spring.
Location of Mongolia also makes development of a market economy and export markets
difficult because of the long distance involved in interacting with world markets.

3.4 AjUicultural Resources. Total land area of Mongolia is 1,565 million ha of which
1,260 million ha (80 %) is capable of agricultural production (primarily extensive livestock
production). Cultivated land occupies 1.35 million ha of total area. Over 57 % of total

J arable land is located in the north-central Aimags of Tov and Selenge and the northeastern
(J(~./ Aimag of Dornod (Figure 2). The Aimags forming the Gobi third of the MPR have 1 %

or less arable land. Other Aimags have amount of arable land ranging between 1.1 and 9.5
%. Arable soils are characteristically dark chestnut and chestnut soils and are typical of
soils that evolved with grass steppe vegetation. Organic matter content is 3 to 4 % with pH
of 6.0 to 7.0. Soils are shallow (average of 30 em) even in the crop producing Aimags of
Tovand Selenge where conditions are most suited for intensive agricultural production. In
these Aimags, only valley bottomland and lower slopes of hills on primarily north aspeC!S/J
are cultivated because of greater soil depth and higher soil moisture retention. Princip~

crops produced on cultivated land are cereals (of which wheat has comprised approximately
80 % since 1960; other cereals are barely, rye and oats used primarily as greenchop silage
for feeding dairy cattle), potatoes and vegetables. Attempts to produce lucerne as a fodder
crop for intensive dairy and livestock production have failed because of winter kill in the
cold and dry environment.

/~lJ'llfi
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35 Native grazingland occupies 1,257.76 million ha (94 %) of area considered suitable
for agricultural production (Table 1). High mountain (including alpine) grazingland
comprises 4.6 % of total grazingland area and occurs primarily in the northwestern and
southwestern Aimags. Forest-steppe grazingland comprises 22.9 % of total grazingland area
and occurs primarily in northwestern and north-central Aimags. Steppe grazingland
comprises 28.0 % of the total grazingland area and occurs primarily in the northeastern and
north-central Aimags. Desert-steppe comprises 28.3 % of grazingland area and occurs
primarily at lower elevation of the northwestern Aimags and in the northern part of the
southern Gobi Aimags. Desert comprises 162 % of grazingland area and occurs primarily
in the southern part of the Gobi Aimags along the border with the Inner Mongolian
Autonomous Region of China. The distribution and occurrence of the major grazingland
types in Mongolia have in the past provided optimal conditions for transhumant grazing
management strategies.

3.6 The five major kinds of livestock using grazingland are camels, horses, cattle, sheep
and goats. Livestock are distributed through all Aimags with camel and goat production
emphasized in the southern Gobi Aimags, horse production emphasized in the north and
south central and eastern Aimags, cattle production emphasized in the northern Aimags and
with sheep production relatively evenly distributed throughout the country (Table 2). In
1990, the total number of livestock was 25,856.9 million head. This represents the highest
number of livestock since 1940 (Table 3). Number of camels with 537.5 million head were
at their lowest number since 1930 and are expected to continue to decline. Horses at
2,262.0 million head have increased since 1980 and are approaching the 1965 high numbers
of 2,432.6 million head. Cattle at 2,848.7 million head and sheep at 15,083.0 million head
are at highest numbers since 1930. Goats at 5,125.7 million head are at highest numbers
since 1960. Yales and reindeer are also grazed in some areas. Principle products produced
from the livestock sector include live animals for export and meat, hides, wool (Cashmere
and sheep), mohair and dairy products (milk, cheese, butter and wine). Projections of
livestock numbers to the year 2000 indicate small increases in all 5 kinds of livestock and
an increase in total livestock numbers to 26,500.0 head (Table 4).

3.7 Numerous large wild herbivores also utilize native grazinglands including Moose, Red
Deer, and Deer in the forest steppe and Argahli Sheep, Wild Goats, Gazelle, Wild Ass and
Wild Camels in the desert steppe of the Gobi. At the present, three international efforts
are underway to reintroduce the Mongolian wildhorse (EQllus przewalski, Mon. "tachi") to
Mongolia. The "tachi" _is)ncreasingly viewed by Mongolians as a national symbol and
considerable support is~ given to the attempt at reintroduction.

4.0 AGRICULTURAL SECTOR

4.1 Airiculture Organization. Government administration of Mongolia is organized into
18 Aimags (provinces) and three autonomous cities of which Ulaanbaatar is the capital and
the largest (Figure 2). Aimags are divided into unequal sized Sumon administrative units



Figure 2. The 18 Aimags (Provinces) in the Mongolian People's Republic
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RANGE LAND OF MONGOLIA (1981)

Including Zones

Tolal HlGII FOREST- STEPPE DESERT- DESERT
Aimags and cides (thousand MOUNTAINS STEPPE STEPPE

'.eclare)

Total % Total % Total % Total % Total %

1 Arhanga; 4492.1 575.0 12.8 3328.6 74.1 588.5 13.1 -- -- - --
2 Bayan-Olgii 4179.4 1116.6 28.2 411.2 10.0 1735.7 41.6 838.7 20.1 4.2 0.1

J Bayan-Hongor 9526.8 338.4 3.5 1048.0 ItO 1981.6 20.8 3420.1 35.9 2743.7 20.8

., Bulgan 3059.1 64.2 2.1 2303.5 75.3 691.4 22.6 -- - -- --
j Domod 1062.6 - -- 3434.1 29.5 74383 70.0 53.l 0.5 -- -
6 Domogov 10.0 - - -- - 763.9 7.5 6314.6 62.0 3106.3 30.5

7 Dundgov 73.3 - -- -- - 3172.2 42.9 4066.9 55.0 155.3 2.1

8 Omnogov 142.5 -- -- 14.7 0.1 264.0 1.8 7204.2 49.1 7189.6 49.0

9 Zavhan 6873.6 653.0 9.S 3340.0 48.6 1347.7 20.0 I3S4.1 19.7 IS 1.2 2.2

10 Ovor-hangai 5982.2 6.0 0.1 1567.3 26.2 1698.9 28.4 2578.4 43.1 131.6 2.2

11 Suh·baatar 7721.2 - - 873.2 11.3 5441.7 70.5 1375.4 11.8 30.9 0.4

12 Selenge 1966.5 31.4 J.9 1675.4 85.2 253.7 12.9 -- -- -- --
13 Tov 6002.8 300.1 S.O 2113.0 36.2 3529.1 58.8 - - -- -
14 GOI/·Allai 9230.9 27.7 03 - - 1218.S 13.2 3448.0 31.7 4504.1 48.8

15 Uvs 5641.5 231.3 4.1 1004.2 17.8 1342.7 23.8 2521.7 44.7 541.6 9.6

16 Jlovd 6035.5 500.9 8.3 - -- 1333.8 22.1 2384.0 39.5 1816.8 30.1

.17 Hovsgol 5905.5 1617.2 28.4 4157.5 70.4 10.8 1.2 - -- - -
18 Hent;; 6109.5 152.7 2.5 3671.8 60.1 2223.9 36.4 61.1 1.0 -- --
19 Darkhan 44.6 -- -- 14.3 32.0 30.3 68.0 -- - - -
20 En/enet 53.0 -- .- S3.0 100.0 - -- -- -- _. --
21 Ulan-baalor 75.5 _. 54.7 12.S 20.8 27.S -- -- -- --

TOTAL 125176.5 5735.5 4.6 22831.7 22.9 35181.1 28.0 35652.3 28.3 20315.9 16.2



Table 2

livestock in Mongolia by Aimag in 1990 (x 1000 head) 14 I
Aimag Month I

Camel Horse Cattle Sheep Goat

Arhangai 2.3 194.4 294.9 814.0 190.7 I
Bayan-Qlgii 10.4 83.1 117.7 797.3 309.9 IBayan-hongor 45.4 103.9 128.2 773.0 548.6

Bulgan 4.4 122.4 175.0 594.1 102.3 I··Gov-Altai 52.1 81.6 79.7 978.3 501.9

Domogov 60.7 82.9 77.0 538.2 184.7 I
Domod 13.3 92.0 126.1 661.2 44.0

Dundgov 53.7 152.0 93.8 801.3 404.7 I
Zavhan 15.3 156.5 195.8 1402.9 363.0

• •Ovor-hangai 31.4 196.3 200.5 1219.9 413.5 I
··Omnogov 127.9 62.5 24.6 284.4 411.4

Suh-baatar 15.9 118.2 132.2 602.9 135.4 I
Selenge 0.3 33.8 99.2 351.3 28.0

ITov 9.5 203.3 205.7 1116.4 176.5

Uvs 40.4 136.7 162.3 1020.2 307.0

I**Hovd 37.2 104.2 136.9 913.1 4962

Hovsgol 7.1 168.3 322.8 1093.2 280.4 IHentii 9.9 142.5 197.1 950.2 199.1

TOTAL 537.5 2262.0 2848.7 15082.9 5125.7 I
*. Gobi Aimags
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Projected Livestock Numbers in Mongolia to the Year 2000 (x 1000) 16
2ff5"1"'h 7 .

Total / Camel
'"

Year Horse Cattle Sheep Goat

1990 c23,854]Jb 568.0 2,130.0 2,635.0 13,952.0 4,568.0

1995 25,230.2 569.0 2,244.0 2,701.2 14,532.0 5,184.0

2000 26,500.0 605.0 2,311.0 3,023.0 15,099.0 5,462.0
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(counties) with Sumons in the Gobi having a large area but low population and Sumons with
smaller area and higher population located in the forest steppe region in the central zone.
The administration organization below the Sumon level includes Bagah (brigade), Suur
(production team= family groups) and the family. The administrative organization of
Mongolia is similar to the Inner Mongolian System of League (= Aimag), Banner, Swnu
(= Sumon), Production Brigade, Production Team and family.

42 Ministries in Mongolia include the Ministries of National Development, Finance,
Foreign Relations, Agriculture, Trade and Industry, Defense, Law, Labor and Education.
Most ministries have between 40 to 70 staff at the national level and between 4 to 6 staff
at Aimag administration centers. The Ministry of Education generally has a staff of 15 to
20 persons at Aimag centers. At the Sumon, only the Ministry of Agriculture with 4 to 5
staff and the Ministry of Education with 1 staff are represented. Departments in the
Ministry of Agriculture include the Food Corporation, Flour and Feed Mills, State
Agricultural Farms, State Fodder Farms, Emergency Hay Funds, Irrigation Services and the
Supply Corporation.

4.3 Although organs of government (and party) administration exist throughout the
country, agricultural administration until 1990 was the responsibility of different
admjnistrative organizations. State Farms located primarily in central and eastern Mongolia
that engage in more intensive agriculture production were the direct administrative
responsibility of the Ministry of Agriculture (MOA). The Supreme Council of Agricultural
Cooperatives (SCAC) administered the extensive agricultural production system through 255
Negdel cooperatives (communes) organized at the Sumon administration level.

4.4 Intensive Airlculture Sub-sector. Intensive agriculture is primarily a function of State
Farms administered by the MOA As of 1990, there were 73 State Farms of which 20 were
State Fodder Farms that harvest hay to be used as supplemental feed for livestock
throughout the country. The 53 state farms engaged in intensive agriculture were multiple
enterprise farms with production focus on cereal grain, dairy, vegetables and livestock. For
example, Bomur State Farm (with the most efficient and highest producing dairy in the
country) located 105 kIn to the northeast of Ulaanbaator on a hard-surface road had the
following production characteristics:

a. established in 1962 and renovated in 1972 with equipment from East
Germany,

b. 3,350 ha of cultivated land (2000 ha of grain, 900 ha of potatoes with total
production at 15,000 ton, 400 ha of vegetables including carrots, cabbage and
beets (with greenhouses for cold season production),

c. two dairy farms (800 and 400 Frisian cow herds originally imported from East
Germany) milked for 9 months per year to produce an average 4000
lfcowjyear (total milk production was 4.1 million Ijyear transported to
Ulaanbaator by truck),
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d. total livestock of 25,000 head (18,000 sheep with other livestock being cattle,
goats, camels and horses) which, other than the dairy cattle, were being
managed for extensive livestock production,

e. grain production oriented towards providing 7months feed to the dairy cattle
either as green chop silage or as compound feed,

f. extensive areas of native grazingland hayed to provide roughage to dairy cattle
during 9 months the cows were kept barn stationed and emergency fodder to
other livestock,

g. a total population of 4,900 people working, prior to the initiation of
privatization, in labor brigades.

Impressions gained from the visit to Bomur State Farm were:

a. it was adequately mechanized with equipment (tractors, tillage implements,
haying implements and harvesting implements, feed mill, dairy equipment and
service facilities) obtained from the USSR and East Germany),

b. facilities were generally in a state of disrepair,

c. use of mechanized equipment (tractors, haying equipment, harvesters, feed
mills, dairy equipment) was being restricted because of the inability to obtain
replacement parts from former suppliers in the Soviet Union and East
Germany,

d. privatization in the form of limited companies through which former members
of production brigades would lease land and equipment and obtain services
from the State Farm was being implemented,

e. little information was available to the farm administration from the Central
Government on agricultural prices, transition to privatization and a market
economy or how to respond to the decrease in subsidies formerly provided by
the central government,

f. natural resources used as the basis for both intensive and extensive
agricultural production on the State Farm were generally in good condition,

g. State Farm staff and producers need training in how to establish privatization
and function in a market economy.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

I
I

19

4.6 The agro-processing, milling, abattoirs, and meat processing facilities are located in
the north near urban population centers and are designed to service the State Farm. system.
Agro-processing facilities are few in number, antiquated, lacking spare parts and are
generally at a loss as to how to respond to the initiative towards a market economy based
on supply and demand functions. A visit to a mill producing concentrate feed for pig and
dairy animals provided insight into the problems faced by these plants. The plant was
operating under the following production constraints:

a. the plant was established in 1960 with 18,000 ton capacity and was renovated
in 1985 to produce swine and dairy concentrate feed at 43,000 ton/year
capacity,

b. at the present time, the plant was operating at 50 % of capacity because of
a shortage of feed sacks (needed 1.3 million to operate at full capacity), the
high price of grain (700 tugrik/ton) and the lack of demand,

c. the lack of demand from swine and dairy enterprises was caused by the higher
price the mill was having to charge because the central government had
removed subsidized transportation,

d. even though all warehouse space was full, the feed mill was continuing to
operate because of the need to provide employees with the opportunity to
fulfill work quotas,

e. all equipment was from the Soviet Union and was old and needed renovation,

f. the management had received directives from the central government to
privatize the feedmill but could not figure out a method for doing so,

h. the estimated loss acquired by the mill during the 9 months of operation
during 1991 was 240,000 tugriks and losses expected during 1992 were 700,000
tugriks.

4.7 Extensive Awculture Sub-sector. Extensive agriculture has been administered by the
Supreme Council of Agricultural Cooperatives (SCAC) since the early 1960's through the
Negdel commune system. After collectivization, private ownership of livestock on a large
scale was prohibited (each family was allowed to retain specified numbers and kind of
animals as personal property for use by the family), labor was assigned to specialized
production brigades and organization of labor and assignment of grazing pastures was
controlled by the leadership of the Sumon\Negdel (prior to 1990, leadership- was invested
in the same person, Le., the commune leader was also the Sumon leader so that effectively
the leader of the Sumons and the Aimag was a member of the Mongolian Revolutionary
Party). Schools and social services were provided at Aimag, Sumon and Bagah
administrative centers.



4.12 Major problems associated with livestock production on the Sumons according to Mr.
Saandaa, the Aimag leader include:

4.9 Total animal offtake has averaged 700 ton of camel mohair, 130 to 150 ton of
Cashmere wool and 4000 to 5000 ton of meat At the present, no value-added agro-industry
exists in the Aimag and all livestock offtake is sent to Ulaanbaator as live animals or raw
animal products. Total number of livestock have decreased with collectivization but the
emphasis in animal production has shifted from camels to Cashmere goats because of the
market for Cashmere wool. Cashmere wool has been priced at 300 to 400 Tugrik/kg while
camel mohair was priced at 40 to 100 Tugrik/ kg. However, the profitability of Cashmere
has been negatively affected by the drop in international prices for all types of animal fiber.

4.11 An example of the current structure of livestock herds was provided by a visit to
Nomgon Sumon in Omnigov Aimag (Figure 2). Nomgon Sumon is located 120 kIn
southeast of the Aimag Center (Dalanzadad). Total livestock grazing the Suman included
85,000 animals of which lO,()()() were camels, 6,000 were horses, 20,000 were sheep and
40,000 were goats. Nomgon Suman is also a fodder emergency fund distribution point with
1000 ton of native steppe hay from Hanggai and 600 ton of compound feed available for
livestock. Emergency fodder at the distribution point was to be shared on an "as needed"
basis with the neighboring Suman.
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environmentally severe conditions charaeteristk of the Gobi,a.

4.10 Within the Aimag are located six Emergency Fodder Distribution Centers designed
to supply supplemental feed to weaker livestock during severe weather. Emergency Fodder
requirements estimated for the 1991-92 winter/spring seasons were 28,000 tons of hay and
12,000 tons of compound feed (pelleted feed comprised of wheat and straw chaff).
Emergency feed had been obtained from the Hanggai Area in Eastern Mongolia and
trucked 800 to 1000 kIn to distribution points in the Aimag. Costs associated with purchase
of the hay has doubled and the cost of compound feeds has almost tripled since 1990. In
1991-1992, the subsidized cost of delivering hay and pelleted feed was 316 Tugrik/ton. Cost
to the commune was an additional 16 % of the subsidized cost assessed as administrative
and handling fees. Although imported feed is fed only to weaker animals while the stronger
animals graze native forages, the requirement for supplemental feed is directly related to
the emphasis on production of Cashmere wool from goats. Camels are able to survive the
winter by grazing native forages.

20

4.8 For example, Omnigov Aimag (Figure 3) has an area of 165,000 sq ~ 42,000
population (10,000 families, 4000 herders) and 1 million animal population. Administration
is through 40 sumons involved in extensive grazing of livestock using traditional production
practices (herding from the Ger, seasonal movement of livestock, etc.). Intensive agriculture
has been limited to attempts by 6 sumons to produce vegetables for local consumption. An
attempt has been made to grow fodder in oases but the attempt has been discontinued
because costs were much higher than importing subsidized fodder from the Hanggai Region
of Eastern Mongolia.
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b. lack of quality winter fodder and the need to import fodder from other areas,

c. the usual occurrence of drought on grazingland of the Airnag,

d. desertification of the southern Gobi,

e. shortage of water for livestock and the necessity to provide water through
bore wells,

f. the need to construct livestock shelters to protect livestock from winter and
spring winds

g. the need to increase value of offtake at the Sumon level through agro
processing enterprises and finding better markets,

h. the need to improve quality of specialized livestock (increased culling was
expected to occur in 1992 as a reflection of poor market prices).

5.0 PREVIOUS AGRlCULTIJRAL POUeY.

5.1 Collectivization. Two major administrative changes that occurred under
government/party decree during the previous 70 years have had a definite impact on
agriculture sector. Between 1930 and 1935, an administrative reorganization occurred that
created 18 Aimags from the pre-existing five Aimags (Figure 2). The smaller administrative
units allowed for improved social control and direct control of livestock production,
especially to expand livestock grazing to unused (seasonally used?) rangeland. Although
social services such as education and health became more accessible to the rural population
and a more equitable spread ofwealth was achieved, the reorganization disrupted traditional
grazing management practices. Prior to the reorganization, livestock production was
oriented around movement of livestock from natural summer range in the north to natural
winter range in the Gobi. Each of the five traditional Airnags contained within their
boundaries some or all of the ecological zones occurring in the country. Transhumant
grazing patterns enabled livestock to use higher elevation forest-steppe pastures in the
summer and less weather stressful desert-steppe pastures in the winter. Adapted native
animals were able to achieve sufficient body condition to enable survival during normal
winter-spring seasons of nutritional and weather stress.

5.2 With the change to more and smaller administrative units with ecologically artificial
boundaries, livestock production ceased to be based on transhumant grazing across
ecological zones and became based on grazing throughout the year on grazingland available
within Sumon and Aimag boundaries and the provision of supplemental feed during extreme
weather conditions (Figure 3). As in Inner Mongolia, spring is the season of highest death
loss. By the spring season, body condition is at a low point because of weather stress, the
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lack of sufficient high quality supplemental feed being available to carry them through this
season, the inability to carry sufficient quantity and quality of forage standing crop through
to the spring season because of overgrazing of seasonal pastures and the physical and
nutritional stresses on breeding animals associated with parturition of young. Provision of
supplemental fodder has prevented some death loss during the winter-spring seasons in
normal years compared to pre-1945 death losses but large numbers of livestock continue to
die during the worst years. Despite the massive transfer of supplemental feed, the amount
transferred is only sufficient to supplement weaker animals during normal years (Figure 4).

5.3 The second major negative impact on extensive agriculture was the collectivization
of all Sumons between 1960 and 1965. All livestock became state property with the
exception of a relatively small number of personal livestock for family use. With
collectivization came major changes in management and an emphasis on specialized
livestock production. Prior to collectivization, each herding family had sole access to a unit
of grazingland and a well for watering livestock. Multi-species grazing with camels, horses,
sheep, cattle and goats forming the basis of production. For example, a Suur prior to
collectivization might have on the average 300 sheep and goats, 50 horses, 20 to 40 cattle
and 10 camels. Each herding family or Suur was allocated grazingland and made decisions
about extent and timing of grazing by their livestock. Following collectivization, the Negdel
leader at the Suman made all decisions on grazing use of the pastures available within the
Sumon. Specialization of labor and the kind and type of livestock grazed and managed by
the herding families was determined by the NegdeljSumon leader. Rather than managing
grazing for mixed anim~ each Suur specialized in the management of one kind of livestock
(e.g., 600 to 1000 sheep and/or goats). The increase in the number of specialized animals
is at least partially correlated with increased requirements for supplemental feed.

5.4 In the short te~ collectivization has contributed to ecological degradation of
grazingland by concentrating livest"ock around watering points and around Sumon centers.
It has also necessitated the construction of additional watering points because of the need
to graze seasonal pastures year-long. The emphasis on a specific kind of livestock such as
goats rather than multi-species grazing has also influenced ecological condition of
grazingland by increasing grazing pressure on specific forage species. Collectivization and
the resulting change in grazing management has also led to the costly transfer of
supplemental fodder throughout the country. The Research Institute of Animal Husbandry
(RIAH) estimates that collectivization has increased the effective stocking rate of some
pastures in the Gobi by 300 %. In the long term, collectivization has led to certain decisions
by the government, MOA and the Negdels that have had and will continue to have
repercussions for ecologic, economic and social stability of the country.

5.5 In 1990, seven of the 18 Aimags were overstocked according to measurements of
supply and demand for forage made by the Land Use Policy Institute (Table 5). By 1995,
eight Aimags are projected to be overstocked and by the year 2000, nine Aimags are
projected to be overstocked. The currently overstocked Aimags are Tov Aimag in north
central Mongolia and the Gobi Aimags which are the recipient of subsidized emergency
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Figure 4. Livestock Live Weight and Rangeland Yield
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fodder from eastern Mongolia (Figure 5). At the present time, 168,537 tons of fodder are
produced on State Fodder Farms for the purpose of providing support to overstocked and
inefficient specialized livestock production (Table 6). However, the total amount of
supplemental fodder being produced other than on State Fodder Farms substantially
declined in 1991 from the amount produced in 1990 (Table 7). Although weather may have
affected the amount of fodder produced in 1991, primary influences may have been less
subsidization and less use of mechanized haying equipment because of fuel and part
shortages. A continued trend towards increased numbers of livestock and less fodder
production would be expected to cause a substantial die-off of livestock and a higher rate
of grazingland degradation to occur during the next extreme winter. Herdsmen and others
are predicting that the 1992-1993 winter will be above average in severity.

5.6 Feed Subsidies. In an effort to provide winter supplemental feed to the increased
total number of livestock and the higher percentage of specialized livestock in the Gobi
Aimags, the government has established State Fodder (hay) farms in the Eastern Steppe
Aimags of Mongolia (Figure 5). The national government subsidizes transportation of a
substantial amount of hay and compound feeds from Eastern and Central Mongolia to the
Gobi Aimags. Most fodder transported to the Gobi Aimags comes by truck from the
Honggai Area with total transport distance between 800 and 1000 In November,1991,
181,000 tons had been transported to the Emergency Fo~r F d distribution points in
Mongolia with transportation costs of 220 million Tu~ (1.2 ~ of the national budget).
Costs to the Aimags receiving the fodder is 320 tugriks/t~ (su ldized transportation costs)
and 16 % markup for handling costs (not subsidized) the Emergency Fodder Fund
distribution points.

5.7 Transportation of supplemental fodder to the Gobi Aimags is by truck. The road
system south of Ulaanbaatar to the Gobi Aimags consists of trails that are difficult to
negotiate especially during inclement weather and cause excessive wear on vehicles (Figure
6). As the "trails" wear out from vehicle use, the trail is moved to undisturbed ground
adjacent to the old trail creating a network of poorly defined trails. Degradation of
vegetation and the compaction associated with vehicular traffic has significantly contributed
to degradation of grazingland in Mongolia. The lack of an efficient road system also
significantly increases the subsidized cost of transporting supplemental fodder to the Gobi
Aimags and of transporting animal offtake to processing facilities near Ulaanbaator. Hard
surface roads that exist are located to the north of Ulaanbaatar and service the State Farm
system and provide transportation linkages with the Soviet Union.

5.8 Since withdrawal of Russian aid, fuel shortages are increasingly affecting the economy
of the country. The transportation costs of the subsidized fodder have increased
substantially in the last year and, if continued at the current rate, will have an even greater
impact on the overall economy of Mongolia. Even with subsidized transportation, the
amount of fodder and compound feed reaching specialized livestock is insufficient to provide
livestock with the amount of supplemental feed needed to bring them through the winter
and spring in good body condition.



Table 5

I
I200019951990

Demand and Supply of Grazingland Forage Based on Projected 26
Livestock Numbers to the Year 2000. (1000 tons)

Aimag Supply Demand % Supply Demand % Supply Demand %

Arhangai 4483.5 5835.2 76.8- 4482.8 5485.5 81.7- 4477.8 5911.4 75.SI
Bayan-Qlgii 4171.7 5345.1 78.0- 4171.2 5576.5 74.8- 4170.3 5420.6 77.0-

Bayan-hongor 8724.5 7387.6 118.1 8720.5 rol.8 112.2 8717.5 8255.2 105.1

Bulgan 2953.5 3140.0 94.1- 2449.9 3445.6 71.1- 2949.9 3735.3 79.0j
Gov-Altai 8901.3 4869.5 1828 8900.3 6019.4 147.9 8901.3 6369.0 140.

Dornogov . 10190.1 6641.4 153.4 10190.1 7082.3 143.9 10190.1 7576.1 134)
Dornod 9052.6 3385.8 267.4 8553.9 3527.0 2425 8615.1 3770.0 228

Dundgov 7400.0 7878.0 93.9- 7400.0 8232.4 89.9- 7396.0 8726.0 84.8-1
Zavhan 6844.2 5978.4 114.5 6844.2 6259.3 109.4 6844.2 6598.2 103.8

Ovor-ha.ngai 5983.1 6883.4 86.9- 5983.1 7212.4 83.0* 5980.1 7718.0 77.5-1
Omnogov 14673.2 7878.0 186.2 14673.2 8232.4 179.0 14693.2 8726.0 168.0

Suh-baatar 6227.8 3724.2 167.2 67Z3.7 3908.1 172.0 67Z3.7 4169.0 161.31
Sclcnge 1786.4 1359.4 131.4 1786.4 1478.6 120.8 1786.4 1642.3 108.8

Tov 6027.8 5355.6 112.6 6026.8 5679.3 106.1 6021.8 6104.3 98.7-1

Uvs 5666.9 85925 66.0- 5666.9 9040.7 62.7* 5666.9 9588.8 59.1*

Hovd 5960.9 9760.5 61.7* 5959.9 10157.4 58.7* 5959.9 10864.9 54.9*1

Hovsgol 5927.2 5893.4 100.5 5926.7 6143.2 96.5* 5925.4 6604.9 89.7*1
Hentii 6083.1 38428 158.3 6079.8 4054.2 150.0 6070.6 4359.7 139.2

Darkhan 6844.2 5978.4 114.5 6844.2 6259.3 109.3 6844.2 6598.2 103.7

• Indicates Projected Deficiency in Supply of Grazingland Forage
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Table 6

Fodder Harvest in Mongolia (1991)

Hay (Ton) For Emergency Fund (Ton)

28

Herdsmen (Ton)

I
I
I

I
I
I
I
I
I
I
I
I
I
I
I
I
I

• Aimag with Fodder Emergency Fund
•• Gobi Aimag with Fodder Emergency Fund

Aimag. 1990 1991 % 1990 1991 % 1990 1991 %

Arhangai 47,974 43,627 90.9 5,010 2,640 527 . 1,146 1,011 88.2

*Bayan-OIgii 24,586 26,229 106.7 2,300 4,200 1826 613 860 140.31
Bayan-hengor 7,287 8,719 119.6 721 588

Bulgan . 74,779 80,500 107.7 20,900 22,500 107.7 105 189 180.7

**Gov-Altai 8,740 4,120 47.1 3,000 2,000 66.7 855 471 55.1

Domogov 3,920 2,130 54.3 57 66 117.3

Domad 82,357 67,798 82.3 10,760 9,000 83.6 21

Dundgov 325 800 246.2 1,386 379 27.3

*Zavhan 30,027 18,864 62.8 380 143 37.6

*·Ovor-hangai 11,208 11,197 99.9 902 890 98.7

"Omnogov 321 231 72.1 235 36 15.3

Suh-baatar 68,537 64,740 94.5 39,467 37,141 94.1 30 128 429.6

Selenge 118,330 104,340 88.2 48,800 40,000 82.0

Tov 66,544- 55,750 101.2 6,500 5,300 81.5 66 67 101.7

*Uvs 42,560 25,711 131.0 12,500 17,921 143.4 1,056 1,326 125.6

UHovd 31,690 65,211 81.1 6,900 5,600 81.2 525 772 147.0

Hovsgol 53,427 91,716 122.1 3,000 1,050 35.0 94 307 326.9

Hentii 63,877 23,446 143.6 9,400 9,950 150.9 223 93 41.6

Darkhan 18,325 43,625 127.9

Ulan-baator 29,190 43,625 149.5 2,834 268

Erendet 4,036 6,737 166.9

TOTAL 788,042 812,822 103.1 168,537 160,857 95.4 8,548 6,738 78.8
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Table 7

Hay For State Emergency Fodder Funds (tons)

1990 1991 1991 'CmaJ 1221
Production Unit Actual Planned Actual planned % 1990%

State Farm , 31,665 32,000 26,850 83.9 84.8

Fodder Farm 105,602 113,300 106,090 93.6 100.1

-Negdels 11,400 12,S00 9,760 78.1 85.6

Cooperatives 12,900 20,700 lU21 54.7 87.8

• Self harvested fodder by the communes

29
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5.9 Current Airicultural AdministratiQn. The Supreme CQuncil Qf Agricultural
CQQperatives has administered the extensive livestock productiQn system since the 1960's.
Until 1989, the head Qf the Negdel or the State Farm was also the local gQvernment leader
Qf the SumQn. With separatiQn Qf the pQsition in 1989, Sumon administration became
directly responsible to government and the major point of contact between the government
and the agriculture producer. The Negdel Commune System was established with
collectivizatiQn of producers in the early 1960's as a separate administrative unit, nominally
within the MOA but functionally controlled by the Mongolian Revolutionary Party (=
communist party). At the present time, the MOA, as the govamnent. Qrganization
administering agriculture, is assuming direct responsibility for implementing all agriculture
pQlicy. In mid-November, the populatiQn of each SumQn is expected to vote to determine
whether to remain under the Negdel system or to opt for a free enterprise system.
Regardless of the outcome, agricultural administration in all Sumons will be under the direct
authority of the MOA while the Negdel will attempt to retain influence at the Sumon by
converting itself functionally into a service/supply/agro-industry cooperative.

5.10 The extensive livestock productiQn system administered by the SCAC was organized
to support the socialist command economy by providing raw materials for processing
facilities located in north central Mongolia, export products and food for the urban
population engaged in industry, commerce and administration. As a transition to a market
economy is attempted, it remains unclear what the form of the new system will be in the

\~
extensive livestock production sub-sector and what that impact will be on the rural
population engaged in livestock production. It is highly unlikely, at least in the near term,
that herding families will be allowed direct control and ownership of the livestock and land
resources used in livestock production. The leader of Omnigov Aimag indicated that
herding families in that Aimag will be issued shares in livestock production enterprises
rather then ownership of specific livestock. The herding families would receive a 30 %
share of the net proceeds at time of sale. However, the leader of Dundgov Aimag indicated
herders would be given direct ownership of specific animals. In either situation, government
will retain ownership of approximately 70 % of the livestock while the herding families will
have direct ownership or access to proceeds from sale of 30 % of the livestock. Ownership
Qf land, although the issue is being debated in parliament, will most likely remain a
prerogative of government with administration and implementation of agriculture policy the
respQnsibility of the MOA If movement towards privatization continues, this system may
prove to be a transition phase between socialism and free enterprise.

5.11 Indications are that the system of land ownership will be similar to the "self
responsibility system" of China. Extensive livestock production in Inner Mongolia, except
for State Farms, is administratively controlled by government and the Bureau of Animal
Husbandry at the League (= Aimag), Banner and Sumu (= SumQn) levels of production.
Under the "self responsibility system", herders are given direct ownership of animals and can
lease grazingland from the state. In return, offtake to meet quotas is purchased at
government controlled prices with offtake above quotas sold on the free market. State
Farms in Inner Mongolia which alSQ attempt intensive agricultural production, remain under
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direct government control through the Bureau of State Farms. Attempts to increase
agricultural production on State Farms has led to the formation of agricultural cooperatives
in which workers contract to provide the State Farm. with an agreed upon offtake and the
state Farm provides the resources and inputs needed for production.

5.12 Given the environmental and economic uncertainties characterizing both intensive
and extensive agricultural productio~ especially extensive livestock production, a transition
phase with continued government support and continued subsidization would appear to be
necessary, at least under the current structure of livestock production in the extensive
livestock propuction system. Herders, given the opportunity, would prefer to return. to a
mixed animal livestock production system to minimjze risk in an uncertain production
environment. Until the road and transportation system is improved, market linkages
developed and value-added processing available at the local level, specialized livestock
production will be a high risk endeavor and subject to the extreme environmental conditions
characterizing Mongolia.

5.13 As long as herding families retain control of personal livestock and retain their
mobility, their livelihood would appear to be ensured. Food for self use is obtained from
personal livestock and though a cash economy exists, it appears that most herding families
are relatively self sufficient. Movement to a totally free enterprise system in which all inputs
for production have to be purchased without subsidization by the government would
probably lead to a significant decrease in productivity of specialized livestock and possibly
cause a die-off of livestock to occur. The government has already began to reduce subsidies
by decreasing the number and location of emergency fodder distribution points. A return
to the pre-revolution system of North-South movement of livestock based on 5 Aimags is
probably not feasible because of the increase in human population in the north central
portion of Mongolia and the historically high number of livestock. A drastic reduction in
livestock numbers would affect the national economy more than the local herding economy
or the well being of the herding family.

5.14 Under the proposed changes in the government administration, the MOA would
assume responsibility for the extensive livestock production system in the Aimags and
Sumons. Former administrative, financial and production management functions of the
Negdel would be divided between the MOA, the Agricultural Commodity Exchange and the
Agricultural Bank. The latter two organizations are being established at the present time.
The government would exert control through the Aimag and Sumon administration by
controlling taxes, administering laws concerning land tenure and finances and ensuring that
central government policies were implemented. Government would continue to provide
health care, education and social services. The MOA would administer the resources used
for production (land and livestock) and provide technical assistance to the herdsmen. The
Agricultural Bank would provide financial services to the Sumon. Although the Agricultural
Exchange is not yet in operatio~ its purpose at the Aimag would be to provide information
on agricultural commodity prices, buy and sell agriculture commodities, act as a stock
exchange buying and selling shares in livestock and agricultural enterprises and cooperate
with the Agriculture Bank in providing loans for development of agricultural enterprises.
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5.15 The Agricultural Cooperatives, while relinquishing administrative authority to the
central government and the MOA, would maintain their influence in the production system
by becoming a service, marketing and processing cooperative. The Agricultural
Cooperatives, through contractual arrangements with the herdsmen, would provide the
inputs for production and serve as purchasing agents for livestock offtake. Potentially this
arrangement could provide the basis for a market economy and for eventual privatization
of the extensive livestock production system.

6.0 PRIORITIES FOR DEVELOPMENT ASSISTANCE

6.1 Mon~olian Development Priorities. Discussions with directors and staff of various
ministries involved with the Mongolian agricultural sector invariably led to their assessment
of the assistance needed to improve or facilitate development of the agricultural sector.
According to the MOA, priorities for development assistance are:

a. pasture development and improvement

b. increasing milk and meat production

c. purchase of veterinary drugs from foreign manufacturers,

d. developing livestock watering facilities to allow livestock production to take
advantage of 45 million ha of unused grazingland,

e. rehabilitating 12 million ha of degraded grazingland,

f. overcoming forage and fodder shortages that occur because of periodic heavy
snowfall and drought,

g. developing improved methods of fodder production and fodder storage,

h. modernizing haying, harvesting and milling equipment to minimize the effect
on fodder of moisture caused harvest and storage problems,

j. new technology for dairy production and establishment of small, localized
agro-processing facilities at the Sumon level,

k. improving productivity in the extensive and intensive livestock production
system by overcoming loss in body condition of animals during the spring
season.

J. establishment of experiment stations in different ecological zones to address
problems in the agriculture sector.
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6.2 As in Inner Mongolia, the MOA views needs for development assistance in the
agricultural sector primarily as obtaining technology that will permit increased productivity
of livestock by overcoming limitations of the environment in which the production is
occurring. The FAO/CP pre-appraisal mission for the Rural Credit IV project with
Agricultural Bank of China identified a similar situation in Hulunbaer League as exists at
the present time in the agricultural sector of Mongolia, Le., intensive agricultural production
in an extreme environment may be possible but will have a high cost/benefit ratio and a low
Internal Rate of Return. Mongolia is further limited by an undeveloped transportation
system and a poor distribution system.

6.3 This fact is also true of the Great Basin Region of the United States in which both
intensive and extensive agricultural production is environmentally limited. In this region,
intensive crop production is limited to a few less marginal areas in which irrigation can be
used and intensive Dairy production is limited to areas in which irrigated fodder crops can
be produced and that are located near population centers. The extensive livestock
production system in this region is marginal and receives indirect subsidization from the
government. Indirect government subsidization occurs in the Great Basin in the form. of low
cost grazingland leases and the contributions to local economies of federal employees
charged with administering the grazinglands

6.4 International and Forei~ development Assistance Priorities. Needs assessment for
development assistance and investment have been initiated by International development
assistance organizations. The UNPP AjUicultural BacklUQund Paper (MON/89/(07)
(MON/89/(07) identified the fQllowing priorities for development assistance:

a. an overall review of the agricultural sector is needed to link possible patterns
of production, ownership, management and marketing into a comprehensible
pattern that has some realistic prospects Qf realizing natiQnal agricultural
potential,

b. the government Qf MQngolia will require assistance in reviewing pQssible
market interventions to maintain a balanced agricultural sector and to
establish and improve quality standards,

c. providing assistance fQr obtaining critical agricultural inputs until the
cQllapsed system for providing farm technical inputs can be replaced with a
realistic system that balances needs with available resources,

d. improving the quantity and quality Qf fodder for extensive and intensive
livestock production.

6.5 The UNDP spQnsQred Needs and Assessment MissiQn: Milk and Meat PrQduction.
Processin~ and Marketin~ by DANAGRO identified the following priorities for develQpment
assistance:
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a. introduction and transition to a pricing system based on supply and demand,

b. training in management of processing industries and in establishing
appropriate management systems through training abroad and provision of
technical assistance to Mongolia,

c. establishment (10 new plants in rural areas) and refurbishment of meat
processing facilities to increase capacity and bring quality to EEC standards
to support export of meat.

d re-equipping and upgrading of mechanized dairies and milk-processing
factories to increase quantity and quality of milk and milk produet5 for urban
consumption.

6.6 The DANAGRO assessment of priorities for development assistance is centered on
dairy in the intensive agricultural sector and value added processing for meat in both the
intensive and extensive livestock production systems. The dairy assistance proposal would
increase available milk products by 10 % through improved milking systems, improved milk
collection systems and better quality control through improved sanitary systems. Projected
costs to achieve this increase in milk productivity is between $23.9 and $29.8 million dollars.
Upgrading meat processing facilities and establishing new plants in rural areas projected at
a cost of $94.0 to $145.5 million dollars. Implementing both assistance activities would
exceed the entire Gross Social Product of Mongolia for 1990. Neither priority accounts for
the necessity of having a developed transportation and distribution system and energy
system.

6.7 The Asian Development Bank in a Memorandum QfUnderstandin~withthe Ministry
of Agriculture Qf Mongolia identified and propQsed technical assistance to study the
following priorities:

a. development of forage, fodder and feedstuff resources including extension and
development of existing technology, research and development of new
technologies, development of pasture lands, and strengthening of the research
institutions cQncerned,

b. management of natural pastures and rehabilitation of degraded pastures,

c. development of agro-industry in fodder production and feedstuff processing,

d. development of an effective extension system for the dissemination of fodder
research results,

e. analysis of the economic and marketing consequences of an investment
proPQsal for improving fodder production and utilization, and
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f. preparation of a detailed environmental impact assessment of the investment
proposal.

6.8 The assessment of priority development assistance by ADB addresses the needs of
the extensive livestock production system. While technically correct, it is oriented towards
resolving imbalances in the sub-sector created by collectivization and specialized livestock
production. Although the assessment is correct in that the problems as stated will have to
be addressed, the ADB assessment is similar to the Mongolian MOA assessment that
problems can be quick-fixed by applying the proper technology to the production system.
Unless a comprehensive review of the agricultural sector and its linkages to other sectors
of the economy is made, attempts to resolve specific problems created under the previous
economic and agricultural system may only exacerbate existing imbalances.

6.9 Foreign development assistance organizations and Non-Government Organizations
have also presented priorities for development. USAID intends to only use limited funds
to foster transition to free enterprise and a market economy. The government of Denmark
allegedly has committed S10 million dollars for development in the agricultural sector in
return for being allowed to prepare a "master plan" for development. A US-Hong Kong
NGO has proposed cooperating with the MOA to establish demonstration farms for growing
fruits and vegetables. Other organizations have voiced concerns about the process of
development. The FAO mission in Ulaanbaatar at the time of The World Bank Mission
expressed concern over inequities that changes to a market economy and free enterprise
might have on a disadvantaged rural population.

7.0 ASSESSMENT AND NEEDS IN THE AGRICULTURE SEcroR

7.1 Constraints to Development. An assessment of needs in the agriculture sector has
to be made with an awareness of the major constraints to agricultural development.
Constraints limiting agricultural development options at the present time include, in order
of impact:

a. environmental and physical conditions that limit the range of agricultural
crops that can be efficiently and effectively produced in the intensive
production system and that limit the production and offtake of livestock,
especially specialized livestock in both the intensive and extensive production
system,

b. a transportation and road system that is underdeveloped in the intensive
agricultural production system and is essentially undeveloped in the extensive
livestock production system,

c. an ineffective and inadequate processing, storage and distribution system for
inputs and offtake in both the intensive and extensive production system,
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d. an underdeveloped and limited energy system (fuel, electrical power) that will
affect all sectors of the country and especially the extensive agricultural
production system,

e. a landlocked country without access to seaports that is situated between two
large countries producing similar products and with easier access to limited
export markets,

f. an inadequate and inefficient information system in all sectors but that is
especially lacking in the agricultural sector.

g. a limited agricultural education system currently oriented towards providing
technical experts for an agricultural production system responding to a
command economy,

h. a limited and technically unsophisticated agricultural bureaucracy still oriented
towards agricultural production in the command economy and with little
understanding of how to integrate the agricultural sector into a market
economy and some reluctance to do so,

i. a somewhat restive and discontented urban population beginning to
experience the effect of inflation and foodstuff scarcities caused by the
collapse of the command economy and the end to aid from the Soviet Union,

7.2 Assets for Development. Mongolia as a country has assets that should be considered
in determining priorities for development assistance. These assets include:

a. a low population base that is generally well educated,

b. a generally intact natural resource base that has a relatively unique flora and
fauna of great interest to the rest of the world and is capable of supporting
a major tourist industry,

c. a relatively intact pastoral system adapted to the environmental conditions in
which it evolved,

d. the potential for using extractive resources (oil, minerals, etc.) to assist
economic development,

e. an excellent initial attempt at developing planned use of natural resources
throughout the country,

f. an inherent conservation ethic among all segments of the population.
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g. an acknowledgement by the agricultural administration that the agricultural
system constructed under socialism is unbalanced and inefficient and will have
to be restructured.

7.5 Priorities for Assistance. Development assistance to Mongolia should be provided
according to short, medium and long term priorities with an awareness of the constraints
and assets present for development. Short term priorities (one to three years) for assistance
include:
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promote and facilitate an assessment of assistance priorities by the
government. A feasible method of assessment would be for each ministry and
institution to submit a prioritized plan to the Ministry of National
Development for integration into a national needs and development plan.
Although it was apparent that this process was occurring, the process could
be facilitated by providing technical assistance to the various ministries. In
the Ministry of Agriculture and other institutions associated with the
agriculture sector, privatization and integration of the agriculture sector into
a market economy was creating confusion relating to assistance priorities. On
completion of the national plan for priority development, assistance from
international and foreign organizations should be matched with specific
development priorities.

ensuring that requirements of the rural and urban population for food, fue~

clothing and health care are satisfied (aid grants),
a.

b.

7.4, However, as Mongolia attempts to transform to a market economy based on supply
and demand and as subsidies which supported agricultural production are withdrawn, the
agricultural sector is having serious problems. Serious imbalances that developed under the
command economy such as the emphasis on intensive agriculture in a marginal production
environment, e.g., intensive diary production on State Farms and massive subsidization of
specialized livestock production in the extensive agricultural production system, need to be
adjusted. Compounding these problems is the fact that the agricultural sector remains
unsure of the form and structure of the new social and economic system.

7.3 Rationale for develQPment assistance. Development assistance has the potential to
contribute to the social, economic and ecological stability of Mongolia. Development
assistance is needed for both macro- and micro-economic development, especially in the
agricultural sector which is the economic and social base of the country. At the Donors

~
" Conference (October, 1991) on providing assistance to Mongolia, agriculture in general and

livestock production in particular received insufficient attention. Mongolia under the
socialist command economy relied heavily on agriculture for food and for export
commodities. As the transition to a market economy occurs, increased pressure can be
expected to be placed on the agricultural sector to support economic development through
increased production of food and exportable commodities from crops and livestock.
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7.6 Medium term assistance (duration one to five years) should focus on providing
technical assistance to improve capabilities of the agriculture sector to respond to sector
needs and implement development and investment projects. In the agricultural sector,
technical assistance should focus on the training / education of staff, developing horizontally
and vertically integrated management plans for agriculture production and project feasibility
studies linked to a country wide, hierarchial management plan for agriculture.

7.7 Training/education should focus on:

a. training workshops for personnel of Government, MOA and Agricultural
Cooperatives in agricultural and land use planning, agri-business and
marketing, extension and integrate~ holistic management of land and
livestock resources and the functions of agriculture in a market economy
(Area Management Planning/Decision Support Systems).

b. improving the capabilities of the Agricultural University to address needs of
agriculture in a market economy by providing for training of students and
instructors in foreign universities, supporting programs for invited professors
to provide classes on specific topics, developing a curriculum for
grazing/livestock management, upgrading facilities for educatio~ research and
extension and providing material and information resources designed to assist
education and extension of information to the agricultural sector.

c. expanding the capabilities of the Research Institute of Animal Husbandry
(RIAL) to initiate an applied research and development program addressing
the needs of the agricultural sector including the establishment of experiment
stations and coordination of research activities with institutions established to
conduct basic research such as the Botany Institute of the Academy of
Science.

d. training personnel of the Agricultural Cooperative Bank to appraise and
service loans and investments in the agricultural sector.

e. expanding the capabilities of the Land Use Policy Institute to assess land use
capabilities for planning sustainable agricultural development.

7.8 Feasibility studies of agricultural projects receiving priority for development and
investment assistance should be initiated during the period of medium term assistance.
Training in the mechanics of feasibility and appraisal studies will be needed across the
agriculture sector as prior experience with investment analysis under the socialist command
economy appears to be non-existent. According to the MO~ monetary assistance received
from socialist countries was apparently negotiated on a party to party basis without proper
accounting procedures enacted and the use of the funds left to the discretion of the
Mongolian Revolutionary Party. A function of the training for feasibility and appraisal
studies would be to develop the structure whereby expertise from different agricultural

:S~)7
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institutions could be utilized to conduct feasibility and appraisal studies to determine project
suitability and subsequently monitor project development

7.9 The training/education assistance program would be designed not only to expand the
capabilities of the agricultural institutions to respond to the needs assessment of the
agriculture sector but would also facilitate cooperation between institutions under the
leadership of the MOA Cooperation between institutions is essential for designing and
implementing integrated management plans for the agriculture sector. The approach used
would be similar to the Area Management Planning component"of the Rural Credit IV
Project in China in which expertise from all components of the agricultural sector (Finance,
management, husbandry, education, research, etc.) forms teams with contributory functions
in agriculture planning and management process.

7.10 Long-term assistance to Mongolia (2 to 20 years) should concentrate on long-term
investment projects designed to promote economic arn1 ecological stability. Macro-economic
projects such as development of transportation and road facilities, distribution systems,
internal and external markets, hydro-electric power and irrigation, tourism and extractive
industries such as petroleum and mining will influence the direction of development in the
agricultural sector. In the agriculture sector, agricultural development will be dependent
upon an improved road, transportation and distribution systems, a dependable supply of fuel
and electric power, improved communications throughout the sector and suitable markets.
Long term development assistance focused on macro-economic activities linked to the
agriculture sector should be scaled to the most effective, low cost needs of the system. For
example, construction of a road system serving the Gobi Aimags should be based on using
easily available materials with simple upkeep requirements, Le., a gravel road system.

7.11 Assistance for micro-economic development in the agricultural sector should be:

a. coordinated with macro-economic development priorities since successful
development of enterprises in the agricultural sector is dependent upon
structural developments such as transportation systems, service and supply,
marketing networks, etc.

b. provided only after a comprehensive analysis of the needs of the agricultural
sector has been made and priorities established.

7.12 Assistance from The World Bank. The rationale for The World Bank to provide
assistance to the agriculture sector of Mongolia is:

a. agriculture production is and will remain a key component of the Mongolian
society and economy,

b. stabilizing and increasing the efficiency of production in the agriculture sector
is a prerequisite to stability and development in other sectors of the economy,

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

41

c. the agriculture sector will provide the base for developing a market economy,

d. successfully revitalizing the agriculture sector can't be accomplished unless
development in the agriculture sector is linked to development in other
sectors,

e. technical assistance will be needed to improve the capabilities of institutions
in the agricultural sector to assess the needs and capabilities of the agriculture
sector,

f. investment funds will be needed to develop the agriculture infrastructure.

g. integrating the agriculture sector into a market-based economy will require
that development in agriculture be linked to development in transportation
and distribution systems, service and supply organizations, value-added agro
processing and a marketing organization,

7.13 Application of technical, development and investment assistance from The World
Bank would be most effective if technical assistance was applied to the agricultural sector
at the National, Aimag and Sumon administrative levels. Development and investment
assistance would be most effectively applied at the Sumon and/or Aimag administrative
level and linked to macro-economic development activities occurring on the National level.
Government policies in both the command economy of the socialist era and historically have
interacted with agricultural producers at the Sumon. Under a market economy and a
restructured agricultural system, the Sumon will continue to be the focal point for
implementing agriculture and economic policy in rural areas.

7.14 For example, an Aimag in each of the five major ecological zones could be selected
as being representative of conditions affecting the agricultural production system. Five
Sumon in each Aimag that represented the varied conditions of the Aimag relative to
ecological, technical and economic constraints affecting agricultural production and
integration of agricultural activities into the market economy would be selected. Included
would be Sumons with State Farms in intensive agriculture production, State Fodder Farms
and extensive livestock production systems.

7.15 The project would combine technical assistance for upgrading grazingland and
livestock management capabilities of institutions involved in the extensive livestock
production system with investments to support development of agro-enterprises supporting
the transition to a market economy. Institutions involved would include the MO~ the Land
Use Planning Institute, the Research Institute of Animal Husbandry, the Agriculture
University, the Agricultural Cooperative Bank, the Council of Agricultural Cooperatives,
Government Administration at the Aimag and Sumon administrative levels and herders
involved in livestock production.



42

~ (->-7~S/ 4~/. ~r·
7.16 The initiii technical assistadce phase could be implemented o~r three years and
would involve:

a. sending a mission from The World Bank: comprised of agricultural specialists
to Mongolia in 1992 to assist the MOA in assessing needs of the agriculture
sector and in preparing an integrated priority development and management
plan.

b. providing staff of Government, MOA, institutions associated with agricultural
and agricultural production units training in Area Management Planning
(AMP) concepts and decision-making processes to improve their capability to
(i) integrate ecologically based resource management with economic decision
making in the production unit, (ii) assess agro-processing, agri-business,
supply and service infrastructure and market development of agriculture
production at the Sumon and Aimag and (iii) develop linkages between these
activities with macro-economic development at the national level.

c. establishing a management staff comprised of capable and technically
proficient individuals to implement the development objectives in the Aimags
and Sumons selected for assistance (AMP teams).

d. upgrading the land use planning capabilities of the Land Use Policy Institute
(Geographic Information Systems, High Resolution Aerial Photography,
Decision Support Systems) to provide assistance to AMP teams'at the Aimag
and Sumon, including assignment of technically proficient personnel to the
AMP teams Aimag/Sumon Management Planning team.

f. improving the capabilities of the Agricultural University to provide education
and training in agricultural development and management through integrated
course work in an applied program of grazingland management, animal
husbandry, soil science, agricultural economics, agricultural marketing, agro
processing, agricultural business, agricultural and land use planning, wildlife
management and agricultural engineering by (i) providing for exchange of
teachers and students with foreign universities, (ii) upgrading of current
courses and the development of new courses and (ill) the upgrading of
research and extension capabilities at the Aimag and Sumon.

g. improving the capabilities of the Research Institute of Animal Husbandry to
undertake research into problems affecting the stability of the grazingland
based livestock production system and the market economy by (i) providing
laboratory equipment, (ii) introducing new research techniques and
methodology and (iii) developing experiment stations and improving extension
capabilities.
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h. providing training and assistance to MOA, government, and Aimag and
Sumon AMP teams in all aspects of project development including (i) project
identification, (ii) project feasibility and appraisal studies, (iii) project
preparation and implementation and (iv) project monitoring, supervision and
analysis.

1. developing the capabilities of the Agricultural Cooperative Bank to initiate
feasibility and appraisal studies of agricultural projects, administer finances of
development projects and evaluate the results of projects.

J. assist AMP teams at the Ai.mag and Sumon to implement Environmental
Impact Assessment of potential economic enterprise development.

7.17 The economic enterprise development phase of the project would be carried out over
five years and would require a development loan for construction of facilities, procurement
of equipment, development of transportation and establishment of market linkages in the
market economy. Agricultural-industrial enterprises would be identified by the AMP teams
at the Aimag and Sumon as being ecologically and economically feasible. Possible
development activities might include the construction and operation of value-added agro
processing facilities for such activities as wool washing, hide processing and tanning, feed
mills, hay making operations, service industries and equipment and rural transportation
enterprises. Selection of the development enterprise will be based on (i) expected response
of the enterprise in a free market economy, (ii) projections of enterprise feasibility made
by marketing specialists and agricultural economists associated with the AMP teams in the
Aimag and Sumon and (iii) the integration possibilities of the enterprise with on-going
macro-economic development activities.

7.18 Technical assistance to the AMP team in developing the rural enterprise and
integrating it with production and marketing activities of the agricultural production system
would be provided. Monitoring and supervision of the project, both as an activity of The
World Bank and as technical assistance to the planning and management team will be
initiated during Year 4 of the project and will continue during the investment phase of the
project. At the conclusion of the investment phase, analysis of the project will be initiated
to determine success in developing capabilities of the AMP team, success in expanding the
capabilities of all Mongolian institutions involved in the project to provide assistance for
sustainable development, success in developing rural enterprises in the market economy and
applicability of the process to other Aimags and Sumons.

8.0 SCHEDULE OF CONSULTANT AcnyrrIES

8.1 A team of specialists recruited by The World Bank (Annex 3) would visit Mongolia
in late May, 1992 to develop with institutions in the agricultural sector the parameters of
the technical assistance and development program. A total of 70 consultant weeks would
be required. The consultants will, with the assistance of counterpart staff from Mongolian
agricultural institutions:
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a. assist the MOA and cooperating institutions in assessing needs of the
agricultural sector and preparing a plan for priority agricultural development,

b. identify and obtain the assistance of counterpart specialists from cooperating
institutions,~

c. develop with counterpart assistance the terms of reference for the technical
assistance progr~

d. identify Aimag/Sumon project sites with assistance from counterpart
specialists and visit the proposed sites to ascertain suitability of the sites,

e. assess capabilities and needs of the Land Use Planning Institute to provide
aerial photo / topographic quadrants of the Sumons selected as project sites,

f. assess needs and capabilities of the Research Institute of Animal Husbandry
to provide laboratory analysis for food habit and nutrition studies,

g. assess curriculum and instruction needs of the Agricultural College in
developing an applied agricultural management progr~

h. provide an integrated workshop to staff of cooperating institutions on AMP
concepts using expertise of The World Bank consultants

i. assist personnel of the cooperating institutions to develop an itinerary and
time budget for field inventory and laboratory work to be completed during
the following year.

8.2 The mission would assist cooperating organizations in preparing a detailed list of
services and equipment to be procured for development assistance. It is expected that
major items on the list might include:

a. a contract with a foreign source to provide 1:20,000 aerial photography of the
Sumons,

b. laboratory equipment for microhistological and nutritional analysis,

c. computers (lap-top and standard size) for assisting in developing AMP, GIS
and DSS capabilities of the management planning teams,

d. vehicles and field related equipment,

e. short term study-abroad programs for selected individuals in institutions
participating in the project.
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8.3 The mission will reach agreement on the need for and kind of technical assistance
required during the project. Specific topics to be discussed and agreed upon with the
institutions involved in the project would be:

a. training workshops for AMP teams in the use and application of GIS
and DSS in developing the agricultural production system,

b. enterprise, marketing and transportation analysis for the Sumons.

c. procurement arrangements for obtaining equipment selected for agro
enterprises.

d. curriculum development at the Agricultural University and
establishment of a co-op training program enabling students from the
Agricultural University to participate in national and international
development assistance projects.

8.4 The mission will coordinate activities with activities of other international and foreign
assistance organizations in the agriculture sector, especially with macro-economic
-development in the agriculture sector.
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Annex 1

Personnel and Institutions visited in Mongolia

A Ministry of Agriculture

1. Bavuugin Bayarsaikh~ Vice Minister
2. Norovyn Bayasgalan, Chief Livestock Breeding Expert
3. T. Tomon, Chief of Foreign Relations Dept.
4. J. Bayanbadorg, Crop Planning Dept
5. P. Tsetsegmaa, Officer

B. Ministry for National Development

1. Dr. R. Batmend, Deputy Minister
2. J. Bavuusure~ Chief of Council of Technology and Investment Policy

C. Mongolian Academy of Sciences

1. Dr. N. Ulziykbutag, Director of Institute of Botany

D. Agriculture Commodity Exchange

1. T. Sukbbaatar, Director
2. S. Enkbbat, Manager

E. Supreme Council of Agricultural Cooperatives

1. J. Monchbaator

F. Mongolian Academy of Animal Sciences

1. S. Jigjidsuren

G. Association for the Conservation of Nature and Environment

1. J. Tserendeleg

H. State Committee for Environmental Policy

1. M. Dechinlchundev
2. O. Amarkhu
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L. Mongolian Hunters Association

J. Council of Agriculture Policy

K. Mongolian Coal Concern, Mine Surveying
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Research Institute of Anjmal Husbandry
D. Bayartsogt

1. G. Badarch

1. B. Bold

1. U. Buyandelger, Chairman

1.
2.

1. Dr. 0.5. Tyagi (FAO consultant, India)
2. Dr. R.D. Reinsel (FAO consultant, USA)
3. Marta Ruedas, UNDP Programme Officer
4. Robert L Friedline, USAID
5. Paul Tibbs, Consultant for Mongolian Agriculture
6. Chris Brody, procurement, Crown Agents

M. ~dgobi~ag

1. Z. Janjaadori, Chairman

Personnel and International Development Institutions

I.

ll.
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Annex 2

Terms of Reference

10. The Government of Mongolia requires the services of a team of nine consultants with
complementary e~ertise idagricultu!al economics, rangeland management or rang~cology,
~al husbandrY, aninwl breeding!veterinID medicine,'sociology or anthropology, support
services and extension,~groprocessing ana'niarketing. For better coordination, continuity
and overall responsibility it has been decided to award all services in a package form to one
single consultant firm or institution. The firms invited to offer these services would be well
estabUshed internationally in livestock production, processing and marketing and would have
experience in the preparation of country-wide sector studies. These firms would have had
prior experience with pastoral and agropastoral development under semi-arid conditions
preferably in Asia. Previous experience with privatization issues is desirable. Firms invited
to offer would be expected to submit a study outline that describes their perception of the
issues, and how they expect to approach them.

11. The team would prepare a concise strategy report (main report) to be discussed with
the appropriate government agencies upon completion. Each team member would prepare
a comprehensive report to be attached to the main report covering the topics specified
below. A4?~

12. The AWcultural Economist (8 weeks field work + 4 weeks report writing) would be
the team leader and responsible for the final report. He/she would:

• analyze the economic and financial viability of the existing livestock
production systems at the farm and national levels

• gather and analyze farm household data (e.g. household structure, production
factors, gender specific labor pattern throughout the year, sources of income,
relative importance of cash income and subsistence production, investment in
agriculture, gross margins of main production activities)

• compare the economics of collective farming and private farming
• determine the actual and potential economic losses caused by overstocking

and subsequent environmental degradation of pastures
• investigate the herders' use of and need for credit, if any
• identify subsidies and taxes affecting the sector
• determine the cost of production in relation to border prices
• estimate the economics of improved livestock production systems

recommended by other team members
• assess the economic feasibility of improved pasture management
• determine cost and benefit of improved breeding programs
• determine cost and benefit of improved veterinary services
• conduct economic analyses as required by other team members
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13. The Ranieland ECQloiist Qr Ranie Manaiement Specialist (8 + 3 weeks) WQuld:

• describe the natural resource base in terms Qf its biological potential
• assess the cQnditiQn and the degree Qf envirQnmental degradatiQn of the

existing rangeland and assess the envirQnmental impact of current and
improved pasture management practices

• analyze the impact of the cQmplex traditional system f herding (e.g. different,
kinds of animals at the same time on the same pasture, seasonal migration,
rapid movement from Qne pasture to anQther to avoid overgrazing, rotation
of different kinds of animals on pastures) on pasture conditiQn

• analyze the traditiQnal system of dividing pastures into spring, summer, fall
and winter pastures, into clQse and distant pastures, good and bad weather
pastures, pastures used fQr young animals and reserve pastures

• estimate sustainable stocking rates and describe possible economic and
environmental effects of over and understocking over time

• identify current range use patterns including frequency of periods of stress
• suggest methods Qf environmentally sound pasture utilization to increase

productivity on a sustainable basis
• work with the animal husbandry specialist to determine the extent to which

forage/fodder production on farmland can be used to complement or
supplement range resources

• recommend suitable high yielding fQrage species
• develop a schedule Qf grazingland improvements in representative areas

including CQsts and expected benefits of increased forage and fQdder
prQduction

• assess the need for cQmputerized area management planning
• assess the need for research and training (3 research institutes in Inner

Mongolia, China could provide valuable information and should be contacted)

-iftl!>
14. The Animal HusbandlY SpeCIalist (8 + 3 weeks) would:

• describe the current 3fId traditional husbandry practices in cattle, sheep, goat,
horse and camel prQduction

• estimate current Qff-takes and yields and identify constraints to prQduction
• suggest measures to reduce the tremendous losses of animals during harsh

winters
• describe alternative management systems that reduce the stock numbers

carried over winter
• estimate the actual and optimum feed supply for every period of the year
• suggest improved husbandry practices to raise productivity
• assess pros and cons of the traditional system of herding different species

tQgether
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• determine optimum. herd sizes under different environmental conditions
• assess the feed-based livestock sector and suggest improved husbandry

practices

15. The UvestQck Breeder (4 + 2 weeks) would:

• identify the breeds currently in use and assess their productive potential
• review the capacity, programs and investment needs of the existing breeding

stations
• analyze the existing breeding goals for cross-bred cattle, semi-fine fleece

sheep, pedigree fine fleece sheep, mutton-wool-fat sheep, cashmere goat and
wooly goat

• develop criteria and priorities for breeding goals for cattle, sheep and goat
(multipurpose breeds, local adaptatio~ quality requirements for export
production, etc.)

• suggest breeding strategies for the main species
• assess the need for research, training and technical assistance to upgrade

existing breeding programs
• estimate the expected cost and benefit of such improvements in animal

breeding programs and provide data for economic analysis
• review the existing distnbution and access to improved breeds and

recommend a structure suited to a market economy including an assessment
of the potenti;¥CJ3vatization

16. The Veterinary Specialist (4 + 2 weeks) would:

• gather data on the health status of cattle, sheep, goat, horse and' camel herds
• identify key diseases and prepare proposals for the implementation of control

programs
• review the existing veterinary boards and laboratories and assess potential for

privatization
• assess their capacity, equipment and constraints
• assess the quantity, quality and appropriateness of medicinal preparations

used
• estimate actual supply and real demand for vaccines
• analyze the share and impact of traditional treatments and assess the potential

of locally produced herb-based preparations
• assess the need for physical investment, research, training and technical

assistance required to upgrade veterinary services
• estimate the CQst and benefit Qf improved veterinary services and provide data

for in-depth economic analysis
• recommend a structure for a veterinary service suited to market economy

conditions
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17. The Sociololdst or AnthrQpQIQ~st(4 + 2 weeks) would:

• describe and analyze the current social system in rural areas
• identify the rationale for traditional and current livestQck productiQn practices
• determine gender specific labor patterns in traditional and current liv~stock

production
• relate the status of pastoral systems to household income, health and poverty
• assess the implications Qf full collectivization on the lives of the rural families
• assess the impact of cQllectivization on productivity
• identify the constraints inherent in the pastoral system including prQducers'

attitude to outside intervention (e.g. disease control) and suggest ways to
improve communication

• assess the social implications of the introduction of improved livestock
production techniques suggested by other team members, particularly the
labor requirements Qf women and children

• describe the system of allocating grazing land and water resources
• develop a system to monitor the impact of the economic transition on the

rural pOPulat~

18. The Extension SpecialIst (4 + 2 weeks) would:

• assess farmers' knowledge and practice of proper techniques
• identify tested practices that should be, but are not being extended
• review the existing extension system (official extension, breeding stations,

veterinary services, etc.)
• identify constraints to the immediate dissemination of informatiQn to the

farmer
• identify key groups, persons and media through which tQ channel informatiQn,

goods, services and training
• prepare proposals for the implementation of extension programs
• assess the links between research, administration, private services, extension

and the farmers
• identify the need for training of extension personnel at all levels and draft a

training program
• identify the need for physical investment in the extension services

19. The AlP'opr=~~e;;1~2 weeks) would:

• review the major agroprocessing plants (5 slaughter houses, 2 meat processing
plants, 1 dairy plant), prepare enterprise profiles and assess. potential for
privatization

• identify constraints and propose improvements
• identify the actual and future demand for cold storage facilities
• estimate the potential to extend existing facilities
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review the marketing system for livestock commodities and products
(previously the monopoly of the Wholesale Supply Board under the Ministry
of Trade and Industry) and assess potential for privatization
analyze flows of livestock and fodder products throughout the country for all
seasons of the year
give particular attention to domestic storage and transportation constraints
assess the existing quality standards (classifications) and develop proposals for
each commodity to upgrade quality standards
estimate the current and future domestic supply and demand for major
livestock commodities
assess the export potential of major livestock commodities and products (live
animals, meat and meat products, hides and skins, fur, leather, wool, etc.)
estimate short and medium term local and export prices for major
commodities
prepare a proposal how to set priorities of investment for developing export
markets including a time schedule for implementation

determine optimum locations for additional agroprocessing facilities
(decentralized abattoirs and meat processing plants, milk packing, powdered
and condensed milk plants)
estimate the demand for agroprocessing facilities in the next decade based on
the teams assumption about the increase in livestock production
assess the environmental impact of the existing agroprocessing plants
identify the need for training and investment at all levels
provide a general overview of the existing and desired capacity, raw material
demand, output, potential and main constraints of selected light industry
enterprises (sheep wool, felt, wool carpets, knitwear, cashmere and camel
wool, spinning, textiles, leather and fur) and assess potential for privatization
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20. The Marketin~Specialist (4 + 2 weeks) would:
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21. The nine consultants would spend 4 to 8 weeks in the field and would each require an
additional 2 to 4 weeks for data analysis and report writing. The final discussion with
government representatives would be held during a supervision mission of the TAC in fall
1992. The total budget required would amount to USS 0.35 million, allowing for consultant
fees, travel and subsistence, local travel, interpreter services and report preparation as
summarized below:

Cost (USS'OOO)

Consultants' fees (70 weeks • USS 3,5(0) 245.0

Overseas travel (9 • US$ 3,2(0) 28.8

Subsistence (48 weeks • US$ 840) 40.4

Local travel (30,000 kIn • US$ 0,5) 15.0

Interpreters (24 weeks • US$ 210) 5.1

Miscellaneous 15.0

Total 349.3

(jl'i!II
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VEGETATION ZONES
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3.8

23.3
25.9
21.5
15.4
5.1

Alpine tundra
Mountain taiga
Forest and Steppe
Steppe
Desert Steppe
Desert
Interzonal vegetation and lakes

3. The Khuvsgul mountain, taiga, forest and steppe regions. Major activities are production
of yaks, cattle, reindeer.

1. The meadows and valleys of central Hangai where the major activities are yaks, cattle and
sheep.

The Hangai-Khuvsgul region is situated in the north-west of the country. It is a high altitude forest
area with deep valleys and many lakes. The northerly location and altitude make this a permafrost
area and there is no underground water. It can be divided into 5 sub-regions.

NATURAL REGIONS FOR AGRICULTURE

2. The Bulnai forest-steppe and arid steppe areas. Most suitable activities are sheep, cattle
and fodder production.

To more readily represent the different combinations of altitude, rainfall and soil type, Mongolia
can be divided into five natural regions and 18 sub-regions. The five regions are Hangai-Khuvsgul,
Selenge-Onon, Mongolian Altai, Central and Eastern steppe and the Gobi desert. The regions and
sub-regions are shown in Map 3 an}i a brief description of each is set out below.

w~?

A Hangai-Khuvsgul Region

The combination of altitude, rainfall distribution and soil type has produced six definable vegetation
zones or natural regions in Mongolia. These are alpine tuiuira, mountain taiga, mountain steppe
and forest, steppe, desert steppe and desert. These are outlined in Map 2 The principal
agricultural areas are the mountain steppe and forest, steppe and desert steppe7 Proportions by

~~ ~~?

~ Area (percent)



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

55

4.' Western Hangai steppe and arid steppe areas. Sheep, early-ripening cereals and fodder
production are the most suitable agricultural activities.

5. Southern Hangai steppe and arid-steppe and semi-desert areas are suitable for sheep and
cattle activities, early-ripening grain and fodder crops.

The principal climatic details of the Hangai-Khuvsgul region are given in Table 2.

Table 2. Climatic Information Hangai-Khuvsgul Region

Zone Av Elev Mean Temp Temp Heat Sum No of Frost Precipi Snow W"md
'OOOm Annual Jan Jul >10 deg C days free tation Cover Speed

as! degC degC degC days mm mm m/sec

1 3.0 -2.5:5.0 -20:-24 8:15 400:1400 70:90 60:80 >400 >15 2:4
2 2.5:3.0 -5.0:7.5 -20:-24 6:13 400:1400 70:90 60:80 300:400 >15 2:4
3 2.2:3.0 -5.0:7.5 -24:-30 15:19 1400:2000 90:110 90:110 200:250 >15 2:4
4 2.0:2.5 0.0:2.5 -16:-20 15:19 1400:2000 80:100 80:100 200:250 >15 2:4
5 2.0:2.3 0.0:2.5 -16:-20 15:19 1400:2000 80:100 80:100 200:250 >15 2:4

B. Selenge-Onon Region

This region is located in the north-central area of the country. It is a broad flat floored basin
draining to the north and is the principal cropping area. The Selenge-Onon region can be divided
into 4 sub-regions.

6. Selenge forest and steppe sub-region is suitable for cattle and sheep activities and rainfed
crop production. The Selenge valley is the largest crop area in the country.

7. Onon low mountains arid steppe sub-region is suitable for rainfed crop production and cattle
and sheep activities.

8. Khentei mountain forest and steppe sub-region is suitable for cattle production and rainfed
cropping.

9. VIz-Tuul steppe and arid steppe sub-regions are suitable for sheep, cattle, early-ripening
grain and fodder production.

Principal climatic details of the Selenge-Onon region are given in Table 3.



C. Mongolian Altai Region

Table 4. Climatic Information Altai Region

Principal climatic details of the Altai region are given in Table 4.
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Av Elev Mean Temp Temp Heat Sum No of Frost Precipi Snow Wmd
'000m Annual Jan Jul >10 deg C days free tation Cover Speed

as! deg C degC degC days mm mm m/sec

3.5:4.0 -2.5:5.0 -20:-24 8:13 400:1000 <70 60:80 400:500 >15 2:6
1.5:2.0 0.0:2.5 -16:-20 19:22 2000:2600 100:120 120:140 400:500 >15 4:6
2.5:3.0 0.0:2.5 -16:-20 15:19 1400:2000 80:120 80:1200 400:500 5:10 2:6

Zone

10
11
U

12. Southern Altai steppe sub-region is suitable for livestock production, irrigated fruit and
berry, melons and fodder production.

This is the high mountain region at the far western end of the country. It is divided into 3 sub
regions.

11. Central Altai meadow and steppe sub-region is suitable for yaks which are prevailing class
of cattle, also sheep and goats. The season is so short that only early-ripening fodder crops
can be produced.

10. Harhira and Turgen mountains arid steppe areas are suitable for sheep and goats and cattle.
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Table 3. Climatic Information Selenge-Onon Region

Zone Av Elev Mean Temp Temp Heat Sum No of Frost Precipi Snow Wm(1
'000m Annual Jan Jui >10 deg C days free tation Cover Speed

as! degC deg C degC days mm mm m/SC{;

6 1.5:2.0 2.5:5.0 -20:-24 15:19 1000:2000 80:100 100:120 300:400 5:10 4:6
7 1.5:2.2 0.0:2.5 -16:-19 15:19 1400:2000 70:90 80:100 250:400 5:10 4:6
8 1.5:2.2 2.5:5.0 -20:-24 13:15 1000:2000 70:90 100:120 300:400 5:10 4:6
9 1.5:2.2 2.5:5.0 -20:-24 13:15 1000:2000 80:100 100:120 300:400 5:10 4:6
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D. Central and Eastern Steppe Region

This region covers the broad flat treeless plains eastern Mongolia. The area is divided into 3 sub
regions.

13. Southern part of Central Halha is suitable for sheep, goat and cattle production.

14. Kherlen-Khukh-Nuur in the north is suitable for sheep and cattle production. Rainfed crops
can be produced in good years.

15. Menen-Dari'ganga arid steppe region is suitable for sheep and goat raising and rainfed
cereal and fodder crop production.

Principal climatic details of the Central and Eastern Steppe region are given in Table 5.

Table 5. Oimatic Information Central and Eastern Steppe

Zone Av Elev Mean Temp Temp Heat Sum No of Frost Precipi Snow W'md
'000m Annual Jan JuI >10 deg C days free tation Cover Speed

as! degC deg C degC days mm mm m/scc
•

13 0.9:1.5 0.0:2.5 -20:-24 15:20 1400:2000 100:130 110:140 150:250 5:10 4:6
14 0.5:1.1 0.0:2.5 -20:-24 19:22 2000:2600 90:110 120:140 150:250 5:10 4:6
15 0.9:2.0 0.0:2.5 -20:-24 19:22 2000:2600 >130 120:140 150:250 >5 6:8

E. Gobi Desert Region

The Gobi desert region covers the whole southern section of the country. It is divided into 3 sub
regions.

16. Great Lakes lowland semi-desert and arid steppe sub-regions are suitable for sheep, goat
and camel production, fruit and berries with melons on irrigated fields.

17. Gobi-Altai mountain-steppe, semi-desert sub-region is suitable for goat, sheep, camel and
irrigated crop production in oases.

18. Galbyn Gobi semi-desert, desert areas are suitable for camel, sheep, goat, irrigated
vegetable, and melon activities.

Principal climatic details of the Gobi Desert region are given in Table 6.
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58 I
I
I
I
I
I
I
I

,·1
I
I
I
I
I
I
I
I
I

Av Elcv Mean Temp Temp Heat Sum Nool Frost Prccipi Snow Wand
'000m Annual Jan Jul >10 dcg C days free tation Cover Speed

as! degC degC degC days mm DUD m/scc

0.7:1.3 0.0:2.5 -20:-24 19:22 2000:2600 90:110 120:140 2:4

0.8:1.4 >2.5 >16 >23 3(XX) >130 >140 6:8
0.7:1.0 >2.5 -16:-20 20:23 2600-.3000 >130 >140 4:8

Zone
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INTRODUCTION

The International Workshop on Pastoralism and Socio-Economic Development met in Mongolia from 4-12
September 1990 under the auspices of the Food and Agriculture Organisation of the United Nations (FAO).
The workshop was organised by the Government of the Mongolian Peoples' Republic, in consultation with
FAO. The Ministry of Agriculture, Food and Light Industry, the Council of Agricultural Sciences, and the
Research Institute of Animal Husbandry were responsible for its preparation and implementation.

Sixteen participants came from 12 countries in Africa, Asia, and the Near East: Afghanistan, Algeria, Bhutan,
China, Ethiopia, Kenya, Mali, Nepal, Niger, Oman, Somalia and Sudan. In addition there were numerous
Mongolian participants and three FAO representatives (Annex 1 lists the participants).

The major objective of the workshop was to promote exchanges of experience between Mongolia and other
countries in Asia, Africa and the Near East which have sizable pastoral populations, and to catalyse ideas
on pastoral development policies. It also aimed at creating a framework for Technical Cooperation between
Developing Countries (TCDq on pastoral development issues.

Mongolia was selected as a major pastoral economy having experimented successfully with a cooperative
form of pastoral organisation, and having successfully provided basic services for its nomadic herders. An
analysis of the Mongolian pastoral areas, and their production and organisational patterns was the basis for
discussions on policy issues important both for Mungolia and other pastoral CC'untries in the world.

Mongolian researchers presented technical papers on traditional livestock management and products, on
socio-economic change, and on traditional and modern knowledge available to herders (Annex 2 lists the
papers presented). During field trips to South Gobi Province and Dborhangai Province the participants were
able to reach a practical understanding of herders' organisation, everyday life and aspirations. The ensuing
workshop discussions, based on the Mongolian experience, covered issues relevant well beyond Mongolia,
and containing lessons for most pastoral societies. The following account provides a record of what the
participants learned during the discussion sessions and field trips.

ACKNOWLEDGEMENTS

The workshop was officially opened by His Excellency Danzangin Radnaaragchaa, Minister of Agriculture,
Food and Light Industry. Mr E. de Mul, Resident Representative of the United Nations Development
Programme, and Mrs N. Forni, on behalf of the Director General of FAD, also welcomed participants.

At the closing session, Mr A. Hadji, for the workshop participants, and Dr J. Riddell, for FAD, thanked the
Mongolian Government for their excellent preparations, especially the detailed background papers and the
field trips, and smooth organisation of the workshop.

ORGANISATION OF THE MONGOLIAN RURAL ECONOMY

The Mongolian rural economy is administered at three levels: central government, province (or aimak - 18
in total) and district (or somon - 303 in total, an average of 17 in each province). In parallel with the
government structure there exist two similar hierarchies of collective (negdel) and political party institutions.
Each collective (and each state farm) has a territory identical to that of its administrative district, and until
recently the Chairman of the district and the collective was necessarily the same person. 'There are unions
of collectives at both provincial and national levels. Each collective is further divided into production
brigades, teams and suur (literally 'base camp', the most basic unit of production and social organisation,
consisting of one to four households). Every rural producer belongs either to a pastoral collective (or
equivalent organisation) or to a state farm.

The field trips gave participants a detailed insight into the functioning of the rural economy at the local
(district and collective) level, and an appreciation of the daily lives of Mongolian pastoralists. In South Gobi
province, participants visited Bulgan district and Toya collective, including herder households, a school, a
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boarding establishment and kindergarten and a medical centre. In Oborhangai province they visited
Kharhorin state farm, Khujirt district and collective, including a dairy processing plant, school and medical
centre.

South Gobi Province

South Gobi is the largest province by area (165,000 square kilometres) but has a population of only 40,000
people. Of the adult part of the population, some 6,000 are employed in animal husbandry, 3,000 in
construction brigades, 2,000 in health services, 1,000 in education services, and the rest in communications,
administration and other professions (including 200 veterinarians). There is a labour shortage in the province,
especially in livestock herding.

South (lobi contains about one million head of domestic animals, a quarter of them privately owned. The
most important economically are goats (45%), followed by sheep (30%), camels (13%), cattle and horses
(10%). The main tradeable product is cashmere wool.

The Gobi region receives around 120 mm annual precipitation, with a minimum of 70 mm; one or two years
out of five there are drought conditions. Some places in the south-west have had no precipitation at all for
16 years and there are sand dune belts which it is believed are encroaching northwards. The Gobi contains
some 560 plant species, in SO different vegetation associations across 12 ecological sub-zones.· The rich
wildlife includes black-tailed antelope, snow leopard, \\-ild sheep and camels, and wild asses.

The semi-desert conditions prevailing in South Gobi mean the suur are often 20-30 kilometres apart. Their
siting is determined by the availability of water: there are no permanent surface water resources, and the
5.200 wells (induding 2,000 deep wells, up to 150 metres in depth) are insufficient to meet water
requirements. Around 160 wells are dry and the water table in others has dropped 60-70 cm in recent years.
Restricted access usually applies at wells, with water rationed by the person responsible.

M()ves of the base camp by the suur households are made when it is necessary to find fresh pastures. The
move itself may take only a day; the felt tents CID;r) can be packed up in an hour and loaded onto five
camels, for example. It is common for the collective to provide assistance for such moves however, using a
tractor. The winter camp is the only permanent one. In the South Gobi, the winter camp of a goat herder
might be occupied for 4-5 months of the year. During the remaining months, a suur might move at least 20
times. However, 1990 was a very good year for rainfall, the best of the last ten according to one camel
herder. who had had to move only six times during the year up to September.

No fodder or hay is produced in the province, and hay for winter feed has to be brought in over a distance
of 1,000 kilometres. In most years some 30,000 tonnes of hay and 12,000-15,000 tonnes of fodder need to be
imported to the province at a cost of 12 million tugriks. This compares with the province's annual fuel bill
of 20 million tugriks. However, the good rains in 1990 will mean only half the usual amount of winter feed
needs to be imported. Some vegetables are grown under irrigation (potatoes, salad vegetables), but
inappropriate irrigation techniques in the past have led to land degradation through waterlogging, salinisation
and species loss.

Toya collective (Bulgan district)

Bulgan district covers a land area of 750,000 hectares within South Gobi province, with a human population
of 2,100, and 67,000 head of livestock. This total includes 5,000 camels (the species in which the region
relatively specialises) herded by 21 suur. Toya collective comprises 3 animal husbandry brigades and one
brigade responsible for vegetable cultivation.

'.n·,.-:1...
'1~
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(i) Camel herder's suur

The camel herder visited by the participants lookEd after 230 camels for the collective, and had 22 privately
owned camels, as well as 60 horses, 40 goats and 80 sheep. The products from the private animals were for
own consumption.

(ii) Goat herder's.§.!!..l!!

The goat herder visited by the participants looked after 300 goats for the collective, and had more than 100
of his own callie and goats. These animals were raised by a household of three adults and three children;
another child was away at school. The herder's wife made fclt carpets for sale.

Oborhangai Province

Khujirt district and collective

Khujirt district covers 126,000 square kilometres and has the same number of animals, 86,000 of which
belong to the collective. In addition there are timber enterprises, a pig farm, dairy processing plant and a
motor vehicle repair shop. The dairy processes 700,000 litres of milk a year, collected by small road tankers
from the collective producers.

(i) Sheep herder's suur

The sheep herder visited by participants looked after 200 sheep for the collective, together with a private
herd of 50 sheep, 15 cattle and 10 horses. The collective paid him an annual salary of 5,000 tugriks, and the
security provided by this income is highly valued. Of the herder's eIght children, three had their own families
and lived in the district centre; one was in the army; three more were away at school; and one daughter lived
at home.

The three-adult household produced a wide range of dairy products for home consumption including curdled
milk, ghee, yoghurt. curds and dried curds, cheeses, clotted cream, and 'vodka' (arkhi) made from milk.
These products were storcd in a small tent in animal hides and wooden barrels, and formed the basis of the
summer diet. One or two cows were not inseminated each year so that milk was available through the winter,
This was frozen to preserve it from the end of November until April or so when the calving season starts.
Sheep's milk does not become available until July.

By late November, animal liveweight is relatively high, open grazing dies back or is covered by snow, and
it becomes cold enough to freeze meat; many animals are slaughtered at this time, and some meat is kept
for home consumption during the winter (typically a cow, a horse and three sheep). In this sparsely-wooded
landscape cow dung was burnt for fuel. In addition to food products, household members produced wool for
the collective, and made carpets and sheepskin coats and belts for their own use.

The.§.!!..l!! would typically move 12 times a year; in a year of good rains it would move half as often, in a bad
year twice as often.

(ii) Horse breeder's suur

The horse breeder visited by participants looked after 150 horses for the collective, for which he was paid
an annual salary of 4,800 tugriks. His private animals numbered 14 horses, 17 cattle and 40 sheep and goats.
The state now encourages private animal ownership, and plan production targets may be reduced accordingly.
Khujirt collective reduced the target production of horse hair in 1990 from 300gm to 250gm hair per animal,
and milk is to be released from the plan altogether.
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Kharhorin state farm

The state farm occupies a land area of 250,000 hectares, of which 10 pcr cent is cultivated. The small extent
of forest in the district is giving some cause for concern, and some afforestation has been attempted. Of the
12,000 total population, three-quarters live in Kharhorin district centre. The state farm was established in
1956 at the time when land was tirst being brought under the plough in Mongolia. Today 20,000 tonnes of
crops arc grown annually, including irrigated wheat (5,000 hectares), fodder crops (barley, rape, sunflower)
and vegetables (potatoes, carrots, cabbage, onions). Silage (13,000 tonnes) is also produced. Cultivation is
quite heavily capitalised, for example with air spraying and mechanised spreading of inorganic fertilisers and
herbicides. Wheat yields are reported to be around 1.6 tonnes per hectare on average although under
irrigation potential yields of 2.5 tonnes per hectare can be reached. During 1990, however, storm damage
to the wheat crop has meant the harvest will be poor.

Besides crop cultivation, nearly 110,000 head of animals are kept on the state farm. Of these, 60,000 are
owned by the state farm and some 50,000 or so are privately owned. The total includes 16,000 cattle, 16,000
horses, over 70,000 sheep, around 6,000 goats and 250 camels, together with rabbits, pigs, poultry and bees.
There is some private marketing between people with their own livestock. Under the new property law, equal
access to pasture, fodder and veterinary services is enjoyed by livestock producers for both their private and
collective herds. In general annual incomes of state farm workers (6,000-10,000 tugriks) are considerably
higher than those of members of pastoral collectives.

The administrative centre has a flour mill supplying the whole province, a distillery and food processing
industries (confectionery, bakery). Power fur these industries is supplied by a coal-tired power station which
also feeds into the limited electric grid. Small-scale cooperatives exist for the production of consumer goods.

MAJOR ISSUES OF GENERAL PASTORAL DEVELOPMENT POLICY
ARISING FROM THE MONGOLIAN EXPERIENCE

During the workshop field trips and discussions, a wide-ranging debate took place about the Mongolian
experience of pastoral development, the experience of other countries and the general issues of pastoral
development policy which they illustrated.

The pastoral coIlectives

The Mongolian pastoral collective (negdel) is a unique response to the problem of pastoral development.
NegdcJs now face the likelihood of some restructuring. Some of the other countries participating in the
Workshop have also experimented with forms of pastoral association and cooperative. The Workshop
focused its discussion around four major issues:

Participation

Experience has shown that attempts at forcing pastoralists into cooperatives fail, as do experiments in some
countries to transform herders rapidly into irrigation farmers.

In Mongolia, after an unsuccessful auempt at forced collectivisation in the 1930s, the government
implemented a policy of voluntary collectivisation beginning in the early 19505, backed up by limits on
livestock numbers and high taxes on private animal ownership. This virtual1y obliged individual herdsmen
to join the collectives. After collectivisation, collective leaders were often appointed from the centre, and
they implemented plans decided in the capital.

It is now felt in Mongolia that some mistakes were made during the collectivisation of the 1950s but that
many positive things had heen accomplished since then. Workshop participants reported the same
experience: where force has been used to collectivise pastoralists, the results had been negative, but that
voluntary pastoral cooperatives or associations could accomplish much. Voluntary and active participation
of pastoralists in any pmgramme of collectivisation was a prerequisite for its success.
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Poverty. and food and income security

Mongolia has achieved an enviable lack of rural poverty and good distribution of income within the herding
economy. However, workers on State Farms are paid much more than herders, creating some inequalities.
More seriously, the government has set the prices of animal products very low. This benefits urban people
at the cost of herder incomes, and has contributed to urban migration.

Despite this, the collectives have achieved an important degree of food and income security for their
members, a result which has lessons for other countries. This security is much appreciated by members of
collectives, who will no doubt wish to maintain this under any future economic policy.

Services

In the Mongolian countryside, each district and provincial centre provides a range of services including shops,
schools, a medical centre and communications post.

Ten years of education is mandatory in Mongolia, in principle. Around 90 per cent of the population has had
schooling to secondary level. However, a Mongolian workshop participant argued that 8 years of schooling
is probably sufficient, since schooling beyond this level appears to discourage children from remaining in
animal husbandry.

The participants visited the boarding school at Hulgan district centre, South Gobi province. In one class of
about thirty children, two-thirds came from families of livestock herders. Livestock husbandry receives
considerable attention in their education. In a biology class for example, children were studying plant species
found locally in the Gobi. Only nine out of a group of sixty children said th~ wanted Hu:eturn to livestock
hY,Sbandry however; the rest wA-nledjohs. in towns Schoolchildren from herder households live in boarding
establishments in rooms together with their brothers and sisters, the older children looking after the younger
ones. If a child has no older brother or sister in school, sjhe is put in the care of another older child or
'sponsor'.

Medical services arc also adapted to the mainly nomadic lifestyle. For example, Hulgan somon, visited by
workshop participants, has a small hospital at the district centre, which is the base for 7 doctors and 13
midwives responsible for the district; there are also 2 ambulances. In principle, each brigade has a trained
nurse. A doctor visits each household in the district twice a year to check on health and to vaccinate children
(TH, polio, measles and scarlet fever immunization are compulsorY). The great majority of births take place
in the hospital. However, infant mortality is thought still to be high.

Veterinary services are specialised. In the South Gobi, each cooperative has 2-3 veterinary doctors, and 8-12
veterinary nurses. Each veterinary nurse is responsible for a particular animal species and lives close to the
brigade that specialises in herding that species for the collective. Veterinary nurses are equipped with
motorcycles. Herders can request visits. One goat herder visited by the Workshop participants in South Gobi
province had had over forty visits between spring and early autumn 1990, sometimes twice daily in the spring.

Good schooling and medical care for the herdsmen are the greatest achievements of Mongoljan deve!opmel:ll.
Mongolian boarding schools and the mixture of static and mobile health care provide a model which could
be adopted elsewhere in areas with a scattered and nomadic population.

However, with a large and growing population of school-age children, and a trend towards economic
liberalisation and cost recovery, there will be increasing difficulty in maintaining this level of services. With
liberalisation, brigades or households specialising in some aspects of vetinary service delivery may emerge,
but this will not help in education or human health.
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Future changes in collective policy, and in land and livestock property

Mongolia is now debating changes in its policy on collectives, and these debates are of interest to other
countries. Collectives are found in both socialist and capitalist economies; there is no reason why they should
not survive an economic liberalisation programme, although probably with modified functions.

It is now felt that the cooperatives are too large, and should perhaps be reduced in size. The brigade level
may be an appropriate one for many economic activities.

One of the reasons for the success of the collectives is that they combine collectively-owned pasture with
collective[y-owned animals. Most pastoral cooperatives elsewhere have privately owned animals on common
pasture, which may cause problems.

In many countries privately-owned animals are looked after better by their owners, and therefore have higher
productivity. But it is probably the balance between private and collective animals which is important.
Mongolia is now trying to find a new balance.

All land in Mongolia was nationalised in 1924, and this facilitated the creation of the collectives. Pasture
land has been managed by the collectives, so problems of tenure have not arisen. However, although pasture
is now abundant, it will not always be so, and now is the time to think how management can be' introduced,
using a full range of legal, administrative and economic measures. Mongolia is already considering various
alternatives induding leasing [and and land taxes, and this is a subject where an exchange of experience with
other countries could be useful.

Livestock production and marketing

Range management and sustainability

Mongolia is in a unique position in comparison with other developing economies with an important livestock
sector, because of the relative abundance of pastures in relation to the animal and especially the human
population. In recent decades the rural population has been static, and demographic growth has [argely been
absorbed by rapidly expanding urban centres. The key policy issues in livestock production, therefore,
concern raising labour productivity rather than intensifying range production. There is little evidence of
range degradation at present, which provides a good opportunity for policies to be worked out to ensure the
long-term sustainability uf pastures. [n time, range management will become more important.

The issue of carrying capacity or appropriate stocking rate assessment attracted considerable attention during
the workshop. Carrying capacity is not a general problem in Mongolia for much of the year; but constraints
exist seasonally and in particular localities. In some areas, particularly the Gobi, provision of more water
is a priority. Resource assessments are done at the nationalleve[ and resource availability data are provided
to negdels annually for their use in setting production targets. At the local (suur) level, individual herders
also informally assess pastures before any move.

Raising animal productivity per head

Participants considered that the best strategy for raising livestock production was to increase productivity per
animal rather than total animal numbers, given labour shortages and the winter/spring fodder shortage. In
Mongolia, primarily as a result of the climate, disease is not a major constraint. Well developed veterinary
services are able to control those diseases that do exist.

Addressing genetic potential by means of selective breeding has been given relatively high priority to date.
The weak link is animal nutrition, which appears to be the best point of intervention at present. This has
prevented the full genetic potential of indigenous as well as exotic ctoss breeds from being realised.
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Winter Ispring fodder availability

Mongolia's climate is characterised by extreme seasonality. While for much of the year forage is abundant
on open pastures, during the harsh winter/spring period it is scarce or covered by snow. This means that
the availability of cut hay and fodder is a key constraint to livestock production. Large numbers of animals
have to be slaughtered prior to this period, at the risk of cutting into breeding stock and adversely affecting
herd composition.

At present some negdels provide cut fodder at specific points to which herders move their animals from
forage-scarce areas. This has greatly reduced animal mortality. The cost of hay and fodder provided by the
state will require attention under the new policy reforms allowing private livestock holdings. For example,
participants felt that policies for local level hay and fodder production should be explored. This would be
particularly important in the Gobi, where little or no fodder is produced, and there is little economic
incentive to do so, since the state supplies some fodder from other regions.

There may be potential for introducing appropriate tree species for windbreak planting on State Farms for
irrigated wheat cultivation. In addition to their role in reducing the risk of wind erosion, such trees could
potentially be lopped to provide animal fodder and firewood.

Processing and marketing

The issue of livestock marketing will undoubtedly become increasingly important under a more liberalised
production system. Some attention was paid to export production during the workshop. It is now Mongolian
policy not to export live animals from 1991, since it is more profitable to process meat within the country.
However, Mongolia's immediate options in this respect may be limited.

Traditional knowledge and modern science

Traditional pastoral methods are often extremely effective and based on a detailed understanding of animals
and the environment. However they must be combined with modern science and technology. Neither can
suffice alone. In Mongolia, exotic livestock breeds, unable to survive Mongolian conditions, were at one time
introduced to the detriment of local breeds. More recently, local breeds have been used as the basis of new,
well-adapted breeds.

Fodder production is another example. Fodder produced by new methods is essential, but mainly
supplements natural forage in what remains a largely nomadic pastoral system. Mongolian scientists now
pay serious attention to combining the best of traditional practices and modern science.

REPLICABILIlY

Mongolia is one of the few countries where extensive pastoral livestock husbandry is a main development
priority. Workshop participants stressed that the Mongolian model of cooperative livestock production is
a product of particular historical, economic and ecological circumstances. Also, Mongolian policy and negdel
organisation is in a period of change. Thus, as a model, it cannot simply be copied elsewhere.

However, there are many features of the Mongolian model which are worthy of study, and perhaps
adaptation and use in other countries. These include the organisational framework, especially the collectives,
the combining of private and communally owned animals, and health and education services.

The Mongolian model is probably most applicable to cases where nomadic pastoral groups undertake
relatively short and regular movements. It is perhaps less likely to work where people move irregularly over
long distances. The Mongolian-style collective is probably not possible in those countries where the process
of privatising pasture land by individuals or industrial ranches has already gone quite far.
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The current Mongolian emphasis on using local traditional knowledge and techniques in combination with
modern science and technology is also readily replicable. Examples include the wide diversity of milk
processing techniques used by Mongolian herders, and the combination of scientific and traditional
knowledge in the development of Mongolian breeds.

FOLLOWlNG UP THE WORKSHOP

Workshop participants felt that important issues has been raised concerning pastoral development, which
should be pursued systematically. The workshop supported the following activities:

1. A follow-up workshop should be organised, in 1992, on pastoral cooperatives, in Africa. It was
hoped this would maintain contact between participants and create a momentum in favour of pastoral
development. A regular series of such meetings, perhaps at two year intervals, would be valuable. Workshop
participants urged FAD to support this proposal.

2. The workshop recognised a need for more international cooperation in pastoral development. It
supported the proposal by the Mongolian authorities to create, with international assistance, an international
bureau or division of the Research Institute for Animal Husbandry, with the following objectives:

information exchange about Central Asian extensive livestock development;

joint research and comparative studies in Central Asian livestock development;

scientific exchanges within Central Asia and between Central Asia and other regions,
including visiting scholars, individual and small-scale study tours;

training.

Workshop participants felt that such an initiative was timely, and warmly recommended it for international
support.

A more detailed proposal for this international bureau is contained in Annex 3.

3. The workshop also heard several proposals for bilateral information exchange, and strongly
supported them.
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ANNEX 1: LIST OF PARTICIPANTS

I
NAME & ADDRESS COUNTRY ORGANISATION TITLE

I
Neck Mohammed Afghanistan Ministry of General Director
Morani Agriculture of Dairy Project I
Ministry of
Agriculture,

IKabul, Afghanistan

Hadji Aissa Algeria Ministry of Director General IAgriculture for the Steppe
Emir Abdelkader Street Development
Djelfa (017), Algeria

I
Jambey Dorjee Bhutan Animal Husbandry Deputy Director
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ANNEX 2: PAPERS PRESENTED TO THE INTERNATIONAL WORKSHOP
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A Scientifc and Technical Apprf)3ch to Livestock Production in Mongolia
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PROPOSAL FOR SUPPORT FOR THE INTERNATIONAL BUREAU OF THE
MONGOLIAN RESEARCH INSTITUTE FOR ANIMAL HUSBANDRY

Mongolia is perhaps the country in the world most dependent on extensive, largely nomadic, pastoral animal
husbandry. It has a well-adapted set of traditional technologies in animal husbandry, and a unique modern
experience of the development of cooperatives and health and education services adapted to nomadic
conditions.

Under its new "Open Door" economic policy, Mongolia is improving its economic and other links with the
rest of the world. It is fclt that, in respect of the development of extensive animal husbandry, Mongolia has
much to learn but also much to offer other countries with an important pastoral livestock sector. It wishes
to improve its contacts and the two-way flow of information about pastoral development.

An international workshop on pastoralism and socio-economic development, held in Mongolia from 4 to 12
September 1990, under the auspices of FAa, and attended by senior representatives of 12 countries in Africa,
Asia and the Near East, as well as Mongolian scientists and FAa Officers, strongly supported a proposal
from the Mongolian Research Institute for Animal Husbandry to create, with international support, a special
bureau to improve this two-way flow of information and contacts. This note sets out in more detail the
proposal, as a basis for obtaining international support.

The International Bureau at the Research Institute for Animal Husbandry

The Research Institute for Animal Husbandry is the leading Mongolian research and training institute in the
lield of pastoral animal husbandry. In recent years it has built up an extensive network of international
contacts and joint research and exchange programmes. It now wishes to put these on a firmer basis and
develop them.

The Institute is in the process of setting up an international bureau to achieve this. It has already appointed
one English-speaking administrator, and a second, Japanese-speaker, will be appointed shortly. Current joint
research programmes with institutions in the UK, India, Japan, USSR, Switzerland, Czechoslovakia and other
countries will be brought under the international bureau.

In expanding the international programme, the Institute proposes to focus on the following four main areas,
which were discussed and approved by the September FAG workshop.

1. Information Exchange about Central Asian Pastoral Livestock Development

The Institute wishes to extend its existing library, in conjunction with the information exchange office of the
Mongolian Council of Agricultural Science (which already participates in the FAa AGRIS system), in order
to build up a small-scale information centre specializing in Central Asian pastoral livestock development,
especially: pastoral livestock management; use, protection and improvement of natural pastures and
haymaking sites; the methods and technologies for processing livestock products under rural conditions; and
the social and economic aspects of rural development in a pastoral livestock context.

The information exchange programme should perform the following functions:

acquisition and cataloguing of relevant books, journals and other materials;

abstracting and translating (into Mongolian for foreign-language publications, and into
English, Russian or Chinese for Mongolian-language publications) key works;
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networking between scientific institutions, initially probably in the form of a scientific
newsletter containing key abstracts.

In order to set up such a system, the Institute requires technical assistance (a) to design an appropriate
system, including appropriate technologies (computer?, microfiche?), and links with existing systems, (b) to
fund and organize training and the acquisition of the necessary machinery, (c) to fund an acquisition and
dissemination programme.

I
I 2. Joint Research and Comparative Studies in Central Asian Livestock Development

I
The Institute already has an active programme of joint research programmes and comparative studies on
Mongolian livestock development, but would like to extend these by being able to fund joint research by
specialists from other Central Asian countries in Mongolia, or by Mongolian researchers in neighbouring
Ccntral Asian countries.

It seeks funding for such programmes, concerned with pastoral livestock management, pasture land
management, livestock product processing and marketing, the education of herders and gender issues in
extensive pastoralism.

I
I 3. Scientific Exchanges within Central Asia and between Central Asia and Other Regions

I
I
I
I
I
I
I
I
I
I
I

I
I

I
I

t

The Institute, which already receives a small number of scientific visitors, would like to build up a
programme of scientific exchanges involving:

individual visiting scientists, administrators and others concerned with pastoral development;

small group tours, of Mongolian scientists to other countries, and scientists and
administrators from other countries to Mongolia.

Building on the success of the recent FAa-sponsored workshop in bringing scientists and administrators from
12 countries to Mongolia, the Institute would like to be able to fund and organize similar meetings in the
future, whether of staff from FAa-funded projects in Africa or elsewhere, or of scientists from other national
institutions.

4. Training

The Institute would like to organize, with international funding and teaching personnel, short courses in
various aspects of pastoral livestock development, for Mongolian and other scientists and administrators.
Such courses might include:

courses of 4-6 weeks in new research methodologies, especially Rapid Rural Appraisal;

short courses in new techniques, such as embryo transplant;

short courses in ecological assessment.

The Institute needs technical assistance in the design and teaching of such courses, and in funding them.

431
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INTRODUCTION: SOME LESSONS FROM MONGOLIA FOR PASTORAL DEVELOPMENT IN OTHER
COUNTRIES

Jeremy Swift

Institute of Development Studies
University of Sussex

INTRODUCTION

The People's Republic of Mongolia is a large, sparsely populated country, where traditional, extensive and
partly nomadic livestock keeping, together with the processing of livestock products, remains a major sector
of the national economy. Important changes in policy have reshaped this economy in the last 70 years,
starting with the socialist transformation of a largely feudal society, and culminating in the last two years in
the start of extensive economic liberalisation.

Mongolia contains many lessons for other countries with pastoral populations. Ecologically, Mongolia is quite
similar to many such countries. Although Mongolia has harsh winters with heavy snow in some places, much
of the country is covered by steppe grassland, where pasture growth is limited by inadequate, summer,
rainfall; the Gobi and neighbouring desert steppe covers over a third of the national territory.

Extensive livestock production plays a crucial role in the national economy, in national consumption, and in
employment: for example, rural sector, overwhelmingly pastoral, exports are 4Q percent of total exports;
average per capita consumption of meat and meat products is 90 kg, and of milk and milk products 150 kg,
which are among the highest developing country figures in the world; and agricultural (mainly pastoral)
labour is 34 percent of total employment. As a result, the attention of national economic planners is focussed
in a very direct way on pastoralism; this contrasts with most countries, where extensive pastoralism is a small
part of the national economy, with little political support, and getting little attention. Mongolian planners
have considerable experience of policies for pastoral development, with both successes and failures. This
experience is unusual, since elsewhere rural development planners tend to focus almost exclusively on crop
agriculture or intensive livestock husbandry.

Mongolia has also experimented on a national scale with structural transformation of the pastoral economy
and with the institutional issues concerning pastoral associations and cooperatives, and the best way to deliver
services to mobile pastoralists, which are now at the centre of much pastoral planning. Here also, Mongolian
experience is a valuable resource which can be shared with other countries.

Mongolia is now at the start of far-reaching changes in its pastoral development policies, and in this can
perhaps learn from the experience of other countries with pastoral populations. After nearly forty years of
attempts to develop the pastoral economies of Africa and Asia, with some successful policies but many more
failures, the international community and national governments have useful lessons and examples before
them, and as Mongolia develops its open door policy these should be made available to Mongolian planners.

For these reasons, an exchange of experience about pastoral development between Mongolia and other
countries should transfer valuable insights in both directions. Much of the Mongolian experience has so far
been inaccessible to people in other countries, mainly because of language problems, but also because few
people knew much about the policies being pursued in Mongolia. The papers which follow, originally.
presented by leading Mongolian scientists to the International Workshop on Pastoralism and Socio-Economic
Development in Ulaanbaatar in September 1990, go some way to filling this gap. The purpose of this short
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introduction is to point to some of the lessons the Mongolian experience contains for other countries involved
in planning pastoral development.

THE BACKGROUND TO PASTORAL PRODUCTION

Pastoral environments

Mongolia comprises three broad ecological zones: the desert and semi-desert (Gobi) regions in the south;
the eastern and central steppes; and the forest steppe and mountains of the north and north west (Swift and
Mearns 1991). Overall the country is sharply continental, with annual mean temperature variations of the
order of 40 to 50 C, and temperature maxima and minima of 45 C and -40 C respectively. There are only
80-90 frost-free days in the year in the mountains and forest steppes, and up to 130 in the Gobi; this severely
constrains the plant growing season throughout the country.

Some 80-90 percent of total precipitation falls in the summer, principally as a result of convective heating.
Annual precipitation is very low, from over 300 mm in the mountains and 200-300 mm in the steppes, to less
than 150 mm (and often less than 100 mm) in the Gobi. While there is permanent snow cover between
October and April on the mountains in the north, there is generally no permanent snow in the south. Over
44 spring summer periods for which there are continuous records, the northern regions experienced up to
six years of successive drought, while the south had up to 14 successive drought years.

Thus, although at first glance Mongolia is unlike the dry tropical environments where extensive pastoral
economies are most often located, Mongolia's extensive desert, steppe and mountain environments, with
scarce and very variable rainfall, are in many respects similar to those in other countries where pastoralism
is common. The main problems faced by herders, and by governments planning pastoral development, are
the same in both cases.

People and animals

The population of Mongolia is around 2 million, half of whom live in Ulaanbaatar or in one of a few big
towns. The rest of the population belongs either to a state farm or to a pastoral collective (negdel), and of
the latter, a large proportion, amounting to perhaps 42 percent of the national population, are directly
engaged in livestock production. Most of these producers live in felt-covered huts (known as W in
Mongolian, but better known by the Russian word 1lli!), which can be moved as the demands of the grazing
animals change.

Livestock, the total population of which is around 25 million, are distributed between the ecological zones
as follows: camels, goats and sheep predominate in the Gobi; cattle and sheep in the steppes; cattle and
sheep, together with fodder and grain crops in the northern forest steppes; horses are found throughout the
country, and yaks replace cattle at higher altitudes.

The Mongolian rural economy is dominated by production from what Mongolians call the "five kinds of
animals" (horses, camels, cattle - including yaks· sheep and goats). Rural people consume large amounts
of milk and meat and their very diverse products. Urban populations eat lots of meat, although urban milk
supplies are more erratic. Animal products form the basis of a significant portion of local processing
industries and employment. Exports of live animals, meat and other animal products, including especially
cashmere and other line wools and animal hair, are a significant portion of Mongolia's national economy.

Mongolia currently enjoys unusually high levels of rural services. Primary and secondary school enrolment
is close to 100 percent, which is an outstanding achievement in rural communities which remain scattered
and nomadic. The primary health system reaches most households with regular mother and child care,
immunization and curative services. Education and health is provided by district administrations to members
of the corresponding collectives and state farms, and is funded from general government revenues.
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Organisation or the economy

The Mongolian rural economy is characterised by a complex mix of private, collective and state-organised
production and marketing activities. Livestock production is the main responsibility of the collectives, while
state farms also grow some fodder and manage herds of experimental, often high performance, animals.

After the 1921 revolution, an attempt at rural collectivization, involving force, was made in the late 1920s,
but was resisted by the herders. In the 1950s a new policy, depending chiefly on a mix of economic incentives
and disincentives, was introduced to persuade herders to join the collectives, and the entire rural population
has belonged to collectives or state farms since then. The territory of the collective or state farm (and a small
number of similar specialist units) is identical to that of the district, and there is no land outside this
framework. Until the reforms of early 1990, the Chairman of the district was also Chairman of the collective,
and some individuals held overlapping roles in the three parallel structures of party, government and
collectives. The collective has mainly economic functions, concerned with livestock and agricultural
production, marketing and processing, while the district administration, as representative of central
government, is responsible for services, including schools, and medical and veterinary care.

In addition to the animals they were allocated by the collective, households were until recently allowed a
limited (but relatively large) number of private livestock: 75 animals in much of the country, 100 in the Gobi.
Households looked after their private animals at the same time as the collective animals in their charge, and
were allowed to dispose of the products as they wished: they could consume them, use them to meet
shortfalls in production targets, or sell them to the collective, to state enterprises or to other individuals.

Production targets were set nationally in 5-year plans, and these were translated into yearly targets at
province and collective or state farm levels. Individual suur which failed to meet their targets had to make
up the shortfall from their private animals or by buying from other households; collectives in the same
situation had to buy from their members' private animals or from other collectives.

From 1990, economic reforms have increased the role of the private sector and limited the role and powers
of government. Posts in the administrative, party and collective hierarchies have been separated; some
collectively-owned livestock have been leased to herders and rewards set in proportion to risks taken, and
the limits to private animal ownership have been lifted. At present there is a lively debate about how the
structure of the rural economy should be further changed, and an increasing role given to market forces.

Total livestock numbers in Mongolia rose rapidly after the 1921 revolution, but have been stagnant at around
25 million for a number of years, despite an apparent abundance of pasture. Labour shortages in the
countryside, the result of a policy of rapid urbanisation, may be one reason for this, but seasonal fodder
shortages, especially in the critical winter-spring period, are also likely to be responsible.
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RELEVANCE OF THE MONGOLIAN EXPERIENCE

Several aspects of the Mongolian experience with pastoral development, both succe;sses and failures, are
relevant for other countries, just as there are many lessons from other countries of value to Mongolia.

Pastoral collectives

The critically important institutional innovation in the development of Mongolian pastoralism was the
successful creation, from the 1950s onwards, of the pastoral collectives (negdel). There are now about 250
negdel in the country, and all rural people other than members of state farms or of a small number of
specialist rural institutions belong to a negdel. In the late 1980s, an average collective had about 500 families,
herding about 60,000 head of collectively-owned animals (not counting members' private animals); it also
controlled about 500,000 ha of land, of which 1,000 ha was cultivated, mainly to fodder crops and cereals.

Collectives are divided into brigades, teams and suur ("bases"). The last of these is the basic production unit,
and consists in general of one to four households (usually closely related to each other), which cooperate
in daily activities. Animals belonging to the collective are allocated to brigades and suur, and production
targets (number of young animals to be reared, slaughter animal deliveries, quantity of dairy products or
wool) are set. Brigade meetings decide on the allocation of animals and tasks, on where the animals will be
grazed and how they will be managed; brigades have control over specific grazing territories. The suur are
then free to manage the animals as they want. Households manage their private animals together with the
animals of the negdel.

Suur members are paid a monthly wage, with bonuses or deductions according to whether targets are
exceeded, met or under-fulfilled. There is some specialisation of tasks in that suur are generally allocated
only one species of animal by the collective, although earlier attempts at a much greater degree of labour
specialisation than this have been abandoned. Each collective has several auxiliary brigades for specialist tasks
such as transport, services, local product processing or construction.

Each collective has a central administrative village with offices, boarding primary and secondary schools, a
small hospital, a cultural centre and offices of technical advisers. The suur are scattered around the
countryside at varying distances from the centre. Suurs move from time to time, often using the negdel
transport service lorry or tractor for this purpose. Considerable nomadic movement still takes place,
especially of younger people taking animals to distant pastures. Old people move much less.

Each collective has a 5-year plan of animal products (wool, hair, meat, milk, fat) to be delivered to the state
at set prices. Higher prices are paid for production over plan, but the collective can sell this surplus anywhere
at any price it can get, and is not obliged to sell it to the state. If plan targets are not met, the collective must
buy from private producers or from other collectives; if necessary it can borrow money from the state for
these purchases.

The pastoral collectives are an original Mongolian solution to the problem of pastoral organisation for
development, and cannot simply be replicated elsewhere. However they contain interesting lessons for other
countries with pastoral populations.

The most important is that not only is the grouping of nomadic herders into a new type of organisational
framework feasible, but that such a framework can serve efficiently as the starting point for most other
interventions by the herders themselves, or by the state. Herder organisation has been a major theme of
pastoral development policies and projects in almost all countries, with a wide variety of pastoral associations,
group ranches and cooperative groups being experimented. Although there is now a growing consensus that
this is the essential first step in pastoral development, there are still few successful cases to use for reference.
Mongolia's experience since the 1950s is an example which enriches this debate.

A second important lesson from the Mongolian experience is that the use of force to create new
organisations is counter-productive. Early attempts at collectivization in Mongolia in the 1920s were
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unsuccessful, because the population did not agree with what was being attempted and because force was
used (Humphrey 1978). Because of their relative independence from state structures and their mobility, it
is easier for nomadic herders than for farmers to resist such efforts. The Mongolian government of the day
was obliged by popular resistance to abandon this policy. Thirty years later, collectivization was accomplished
almost entirely without force, by the combined use of economic incentives (the guaranteed income and
services provided by the collectives) and disincentives (progressive taxation on personal herds and a lack of
herdsmen to look after large private herds outside the collectives, because poor people had joined the
collectives).

Another important lesson is that sedentarization - an ending of nomadic movement - is not a necessary
condition of successful pastoral organisation. Many countries have considered it essential to settle nomadic
herders in one place in order to plan development for them. A common complaint of government is that you
cannot reach mobile people.

The Mongolian experience shows, to the contrary, that there is no contradiction between mobile pastoralism
and highly developed pastoral organisations through which herders participate fully in the economic, social,
cultural and political life of the nation. The collectives have become the focus of all other interventions in
the pastoral areas, including schools, health and veterinary services, cultural activities and political
participation. Luvsandorj's paper in this collection lists the types of development activity which are now
managed by the collectives, including precisely those technical activities such as livestock improvement,
agriculture and fodder production and economic diversification which are normally given as reasons why it
is essential to sedentarize nomadic pastoralists before development activities can be undertaken. The
Mongolian pastoral collectives also have perhaps the best level of services of any pastoral group in the world,
despite the mobility of their members.

Luvsandorj also lists problems which have arisen partly as a result of collectivization. A clear recognition of
these, and attempts to solve them in the process of liberalisation now starting, is an important part of
Mongolia's experience of pastoral collectives.

Seasonal fodder shortages

Like other extensive pastoral economies, that of Mongolia is subject to extreme seasonal variations in
environmental conditions, especially in the supply of natural pasture. The main constraint in Mongolia occurs
in late winter and early spring, when pasture from the previous year is dormant because of the cold or
hidden by snow, and new growth has not yet started. As Purey's paper in this collection shows, Mongolian
livestock show the uneven growth and production curves characteristic of such a situation: animals only just
maintain or even lose weight in winter and spring, but compensate by rapid growth in summer and autumn.
Production of young animals, milk and other products is concentrated into a brief seasonal peak.

The Mongolian response to this seasonal livestock feed constraint has been to emphasise the production of
hay and cultivated fodder. As Tserendash points out in this volume, 19 specialised fodder production
enterprises have been set up to meet fodder needs, and collectives and state farms have their own fodder
production units. Some valuable irrigated land is devoted to fodder production, although natural hay is by
far the most important fodder crop by volume.

The fodder problem is far from solved in Mongolia, and at present is probably a major constraint on
increased animal production. The great size of the country makes transport from the centre and north, where
fodder is easily grown, to the Gobi and desert steppe in the south, where the deficit is greatest, very
expensive. Provision of fodder at subsidised cost in the south has been a disincentive to local fodder
production in the past, although efforts have now started to produce more fodder locally. The Mongolian
authorities are giving increasing priority to this key issue, and an exchange of experience with other countries
would be valuable.
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Pasture land tenure and management

The issues of conservative pasture management, and the land tenure structures to encourage it, which are
key concerns of planners in other pastoral areas, are only now beginning to be raised in Mongolia. The great
size of the country and its pastures, and the relatively small human and animal presence, combined with a
strongly limiting winter-spring animal feed constraint, have meant that there is little evidence of general
range degradation or declining productivity. As Tserendulam points out in this volume, natural pasture is for
most of the year in adequate quantity and of high quality. The only cause for alarm, as in many other
pastoral situations, is around fIXed points such as towns, where animals may concentrate and graze down
pasture excessively.

However this happy state of affairs will not necessarily last. The experience in the Inner Mongolian
Autonomous Region in China, in circumstances not unlike those of Mongolia, shows than higher population
densities, combined with changes in land tenure and management (in that case, mainly a policy of growing
cereal crops on land better suited to grazing, and an absence of appropriate pasture tenure policies), can lead
to rapid ecological deterioration. Mongolia is facing similar decisions to those in many other pastoral areas
about the basic structure of pasture land tenure. Mongolia's advantage is that it is starting from a position
of successful group management, by the pastoral collectives, of common pasture resources.

The pastoral collectives, building in many cases on the much older experience of pre-revolutionary grazing
management, have exercised tight control over pasture use by their members. Brigades in general plan and
coordinate pasture use between groups of households, and ensure that over and under use does not occur.
Neighbouring collectives negotiate reciprocal access when drought or other natural calamity has greatly
reduced the grazing potential of one of them.

This experience, unlike that of many pastoral areas elsewhere, will make it much easier to put into practice
a successful common pasture management scheme. Mongolian herders are used to cooperating in pasture
use and planning their movements as a function of this. The institutions necessary for successful common
pasture management are already largely in place through the rules and existing habits of collaboration at
suur, team, brigade and collective level. The enactment of a new tenure system, whether based on long-term
leases of pasture to brigades or other groups, poses no fundamental threat to the existing way of doing
things, and should be readily acceptable to Mongolian herders.

The lesson here for other countries is that the formalisation of existing common property resource
management systems is an important step in creating sustainable land uses. In most cases outside Mongolia
this will involve providing statutory support to customary tenure arrangements, but the end effect should be
the same: to provide a sound and transparent legal and managerial basis for groups of herders to manage
collective pasture resources in the interests of high productivity and long-term sustainability.

Indigenous technical and scientiOc knowledge

A constant theme in the papers in this volume is the wealth of herders' knowledge about their animals, and
their sophisticated herding techniques. This is renected in the well-adapted biological and behavioural
characteristics of Mongolian native breeds, the result of a long process of traditional selection, described by
Tumurjav, in the management techniques analysed by Purev, in the long-standing Mongolian veterinary
tradition described by Dash, and even in the system of local weather forecasting documented by Bataa. All
of these categories of knowledge are paralleled in other pastoral societies, but they are rarely as well
documented and respected as in Mongolia. Perhaps only in Mongolia could a President of the Republic,
Sambuu, write a textbook of pastoralism, entitled Advice to Herdsmen, to teach his countrymen to value
traditional knowledge and techniques.

As the papers collected here show, Mongolian native breeds, and traditional knowledge and techniques, are
not valued from nostalgia or romanticism, but because they have a specific contribution to make to
contemporary pastoral development. As Tumurjav describes, Mongolian livestock are well-adapted to
Mongolian conditions which vary within each year from extremely harsh to excellent, and Mongolian
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scientists now base their selection processes on these breeds; in recent years, new breeds based on this
genetic material have been developed. Purev describes some of the criteria on which traditional selection is
hased.

The fact that native breeds and traditional techniques are valued in Mongolia does not mean that Mongolian
scientists turn their backs on modern science. All the authors of this collection of papers are practicing
scientists. [n his paper, Erdenebaatar argues that the proper approach is to combine the best of the
traditional with the best of the modern scientific approach, focussing on the real problems of development
of extensive pastoral husbandry. As in other countries, this has not always happened in Mongolia in the past,
but is now widely recognised to be the best way forward. This lesson could be applied in most countries with
a large pastoral economic sector.

Livestock products

Mongolian pastoralism is characterised by an extraordinary diversity of milk and meat products, documented
in this collection by the papers by Zagdsuren and by Gunsendorj, each with co-workers.

Processing milk into a wide range of drinks, including the celebrated Mongolian airag (better known by its
Russian name kumiss), cheeses and other products, enables milk to be kept well beyond the brief summer
production surge, and provides a much more interesting variety of consumer products. Meat is also stored
and prepared in many ways, the crucial factor being the preservation without refrigeration of the meat of
a large number of animals slaughtered every autumn to reduce the demands on the limited winter pastures.

Mongolian milk and meat products are specific to Mongolian conditions. Most pastoral societies prepare a
variety of milk and meat products, although these have rarely been investigated and developed by scientists
as happens in Mongolia. Given the general interest in rural processing to diversify products and generate
local income, this type of animal product processing is worth more attention in other pastoral areas.

Services for pastoralists

Mongolian pastoralists enjoy a range of services unparalleled in other pastoral economies. Primary boarding
schools are found at every coIlective headquarters, and primary school enrolment is said to be close to 100
percent, achieved in less than 70 years in a population where schooling other than monastic training was
previously unknown. Most children have the chance to go on to secondary school. Each collective
headquarters is also the site of veterinary and human health services which reach out to collective members
through mobile teams and specialists.

The level of services provided to herders is one of the features of the Mongolian pastoral system which most
distinguishes it from other pastoral economies, and is proof that it is possible radically to improve service
levels in a nomadic and highly scattered population. Without further work it is impossible to calculate the
cost of this service provision, although it is not thought to be impossibly high. The crucial difference with
other situations is probably the high degree of organisation of pastoralists, and the firm commitment to
service provision.

Mongolian pastoral services deserve much closer study as potential models for other pastoral areas.

Food security

The Mongolian pastoral environment is a risky one, with the double risk of droughts and heavy snow cover.
Although the risk of natural disaster is not as great as in, say, the dry regions of Africa, it is considerable.
Mongolia has however managed to avoid major food security crises, triggered by natural, economic or
political causes; there has been no important 20th century famine in Mongolia, unlike many similar countries.
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The main feature of the Mongolian system responsible for this is probably the guarantee of employment
through the pastoral collectives, which, although designed for other purposes, serves as an effective food
security safety net. Although it is unlikely that this system will survive unchanged through the present
Iiberalisation policies, its central premise of guaranteeing work in certain circumstances is sufficiently
important to be worth studying in other pastoral contexts, since it comes close to the sort of measure now
being advocated by food security planners to reduce rural vulnerability to famine.

This employment guarantee depends, in the Mongolian case, on a certain level of collectively-owned animals;
indeed the mix of private and collective animals is one of the most characteristic features of the Mongolian
pastoral system. Although collective animals have been experimented in a number of other countries, this
bas rarely been done on a large scale, nor usually in combination with private ownership. One crucial
difference from the herder's point of view is that the collective carries the risk on the animals it owns, which
itself provides an important degree of security to herding households.

There are advantages and disadvantages to both private and collective animal ownership, and in Mongolia
as elsewhere the trend is, for generally good economic reasons, towards private ownership even where
collective ownership is still found. However, the potential risk-avoidance and food security implications of
some level of collective herd, with the employment opportunities it creates, is worth detailed study, in
Mongolia and other pastoral areas.

CONCLUSION

The papers in this collection document Mongolia's experience of pastoral development in the last 70 years,
which is little known in the rest of the world. They are written by Mongolian scientists who have been
actively involved in research and in policy analysis.

Mongolia's policies and achievements in pastoral development are specific to Mongolia's circumstances, but
offer lessons and ideas which can be of value in very different circumstances. Just as Mongolia is now
opening up to the experience of other countries in pastoral development, Mongolia's original solutions to
problems which continue to bother pastoral planners elsewhere are a valuable resource which should be
shared more widely.
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ECONOMIC AND BIOLOGICAL CHARACfERISTICS OF MONGOLIAN LIVESTOCK

Pr.-.fes.sor M. Tumurjav

Vice President of the Academy of Sciences,
Chairman of the Council of Agricultural Sciences

DLWRIBUTION AND NUMBERS OF MONGOLIAN LIVESTOCK

S~cific geographic and ecological conditions in Mongolia influence the distribution, viability, production
pe:formance, breeding, fecundity and often biological and economic characteristics of the five principal kinds
of "fongolian livestock.

Mongolian sheep

Bi their number and production, sheep have a leading place. The sheep population of Mongolia is estimated
a! rAcr 14 million head and constitutes approximately 60 percent of the total number of livestock. Sheep
ar~ dis.tributed throughout the country. However, the majority of sheep are found in the forest-steppe,
S.l~ppc and Gobi zones, at an altitude of 1000-1500 metres above sea-level. Approximately, the country's
,i-.;ep distribution In thc different geographic zones is as follows:

9 percent in the Alpine zone;
58 percent in the steppe zone;
above 20 percent in the Gobi zone.

M(mgolian goat

t..frmgolia at present has some 4 million head of goats, which constitute 20 percent of the whole livestock
VJpulation. Over 70 percent of the goat population in Mongolia is found in the Gobi and Altai mountain
ili~as. They are remarkably adapted to unfavourable natural and climatic conditions, to a dry climate and
hre mountain rocks and hill pastures rich in wormwood (Artemisia) and onion type of grasses.

Mongolian cattle and yak

,t..fongolia has 2.4 million head of cattle, which constitute 10 percent of the total livestock population. The
distribution of cattle depends on ecological and geographic conditions: 28 percent of the whole cattle
p0pulation is found in the Alpine, 25 percent in the forest-steppe and 29 percent in the steppe zone.

Cattle are best adapted to tbe forest-steppe zones, where the soil is soft and rich in thick high grasses and
rrvers. Most yaks are in the Alpine zone. About 40 percent of yaks are found in Arkhangai, Zavkhan and
Khuvs.gul provinces. Yaks are well adapted to high altitudes, and inhabit high mountain grasslands with an
elevation of over 2000-3000 metres above sea-level. Mongolia at present has some 0.5 million head of yaks,
taking the second place in the world.

Mongolian camel

Mongolia is among the major camel raising countries of the world, with a camel population of 550,000 in
1989. Camels are mostly limited to the Gobi and semi-desert zones, which make up 42 percent of the whole
territory of the country: 68 percent of the country's camels inhabit the above mentioned zones, 20 percent
in the depression of the Great Lakes, 8 percent in the eastern Mongolian plain and only 5 percent in the
Alpine and forest-steppe zones.
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Camels have unique biological qualities: they graze on pasture which no other animal can use, including
bitter and salty grasses, and they can endure the dry, hot temperatures and water deficiency of the Gobi and
semi-desert zones.

Mongolian horse

The Mongolian herder's life is closely related to horse breeding. It is not accidental that many foreign
travellers noted that "Mongols are born and grow on horse back". It is impossible to imagine Mongols
keeping livestock without horses.

There are about 2 million horses in Mongolia, which amount to 8 percent of total population of the five
traditional species. Horses are exclusively represented by the Mongolian indigenous breeds. They are
unevenly spread in different regions. thirty one percent of the horse population is in the high mountain
region, 18 percent in the forest-steppe region, 31 percent in the steppe region, 14 percent in the depression
of the Great Lakes and 19 percent in the Gobi region. About 40 percent of horses are privately owned by
individual families.

BIOLOGICAL CHARACTERISTICS

Mongolian native breeds of animals arc characterized by an excellent ability to adapt to local environmental
conditions, to utilize cheap feed very well all year round, and to resist difficult weather and different diseases.
They are able to compensate for slow growth caused by insufficient feeding in winter and spring. In
favourable summer and autumn conditions, their daily gain accelerates and they get fatter. They display
behaviour traits such as a distinctly marked gregarious herd hierarchy, vitality and alertness. Excellent
physiological characters of Mongolian native breeds, such as a strong constitution, good health, fertility, long
life cycle, good hair coat and hardiness make them especially suitable for outdoor life.

Mongolian native breeds of animals which use different types of cheap pasture throughout the country, can
be thought of as a sort of "living factory" for producing meat, milk, wool and other products. They are able
to choose the most nutritious plants from amidst low quality pasture and to withstand a poor water supply.
They can graze on poor quality dry grass pasture for 180-200 days of the year. Though they lose weight in
winter and spring, by the autumn it has been made up again. Thus, spring live weight of shorn two-year old
sheep increases by 22-58 percent in autumn, ewes by 22-48 percent, adult wethers by 41-61 percent; adult
cattle gain 30-50 percent and young cattle 60-80 percent.

Metabolic energy, biochemical and physiological function, ecological and behavioural reactions of Mongolian
native breeds depend on seasonal changes of plant cover, and on weather and temperature fluctuations. From
early autumn, when it gets colder, they become thick-skinned, fat and compact, and well covered with long,
thick hair. Solid constitution, short ears, neck, legs and tail, and a coarse wool-covering with long hair, make
them very resistant to heat loss. The Mongolian native breeds spend most of their time in cold conditions.
For example, there are more than 200 cold and cool days in the northern mountain region. An ability to
accumulate body fat is one of the specific adaptations which enables them to resist cold.

As some investigations show, they can accumulate 7-10 or more kg fat in autumn when they are fattest.
Sheep's tail, hump fat of camels, surface and inside fat, kidney fat of sheep, cattle and goat, and dewlap fat
of horse serve as an energy and calorie source, which is used to get over the winter-spring food scarcity
period. Well fleshed and well fattened animals on good grazing can resist frost at .4<T" C.

Lambs are born with thin brown fat on the neck, chest, back, dewlap and ribs. This brown fat, in the form
of thin skin, is able to secrete much heat and disappears by oxidizing some days after the lamb's birth. It
is considered that this dark fat is responsible for keeping a constant temperature in the newly born lamb's
body and is linked to their resistance to frost.

The Mongolian native breeds of animals have a mainly dark colour in winter time, protecting them from
freezing.
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REHAVIOURAL CHARACTERISTICS

The Mongolian breeds display three very positive characters: intelligence, obedience and high mothering
instinct. They are very intelligent at finding places which protect them from cold and wind. Herd and flock
instinct is highly developed. They usually seek fresh pasture and water, are not kept long on trampled
pasture and do not drink dirty water.

The herds and flocks graze amicably, not lighting for pasture and water. The larger the flock, the more
calmly the animals graze. A flock of sheep should ideally consist of 400-500 head. If flocks are too large,
however, there is a danger of trampled pastures and an increase in the number of weakened sheep.

Mongolian cattle are quiet but watchful; they easily get accustomed not only to each other but to their
herdsman, and are easily trained in harness. Yaks are noted for their thick hide, subcutaneous fat and dense
hair. They are biologically adapted to the scarce and low vegetation of high altitude areas and steep slopes
which form their natural habitat.

The nervous system in yaks is highly reactive. They easily get excited and quickly react to changes in
environment. Their sexual reflex is suppressed in human presence. Yak herds are usually headed by a yak
cow. The instinct to protect the herd is clearly expressed.

Mongolian camels are quiet, usually graze dispersed, like to lie about and roll in ashes and salt-marshes: they
are obedient, easily pacified, tolerant of saddling, harness and pack loading. Camels are kept in herds,
headed usually by old she-camels.

Mongolian horses live in herds within which are groups of animals headed by a stallion. Horses are kept
in the open air all year round. They are friendly, watchful, obedient, easily get accustomed to their owner
and herdsman, and are very tolerant of work. Horses are sharp-sighted, and have an excellent sense of smell
and hearing. Thanks to this, they can easily detect from quite a distance the noise and smell of humans and
animals, or the approach to water and camps. Horses are good at finding their way in any locality; it often
happened that Mongolian horses lind pasture and water at hundreds of kilometres distance on their own.

Mongolian herdsmen have a rich experience in developing a willing disposition and behaviour, and in
developing such features as frost resistance in their pastoral animals. They can easily train female animals
to be suckled by abandoned or motherless young. To help this, herdsmen and their families sing to their
animals, sometimes accompanied with a limb (flute) or char (national two string fiddle). Such singing also
takes place when cows are trained and milked, without allowing their calves to suckle them in order to
initiate milk let-down.

PRODUCTION PERFORMANCE

Mongolian livestock produce meat, wool, milk, cashmere, skin, moult hair and other products. Animals are
used for riding, and to pull and carry loads. Even dried manure is in demand as energy, fuel, 1100r covering
(for cattle/sheds) and fertilizer. Their internal organs, different body tissues, fluids and glands are of
importance for medicine.

Fertility

The fertility of Mongolian livestock in conditions of extensive husbandry is quite satisfactory. The average
numbers of yearlings reared each year per 100 females are as follows: 90 lambs, 85 kids, 80 calves, 75 foals
and 36 camel calves. Twins are infrequent (3-4 percent for sheep and goats).

Meat

Comparative meat performance of the five kinds of animals is shown in Table 1.
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Table t Meat performance of Mongolian breeds of animals

Species Average live Dressing Carcass Inside
and sex weight (kg) percentage weight (kg) fat (kg)

Ewe 54.7 50.3 23.3 1.4

Female goat 32.6 39.2 12.8 1.1

Mature castrated
male goat 38.5 43.7 16.9 1.4

4 year old ox 320.0 52.9 161.0 9.0

3 year old
castrated yak 250-350 49.5 125-130 7-9

6-9 year old
castrated camel 420-600 51.8 249 17.5

Horse 280 52-55 145-150

Meat from the five animals is an essential food for Mongols. Mutton is much preferred. The
composition of all sorts of meat is shown in Table 2.

Table 2 Chemical aDd calorie composition of meat

Kind of Moisture Fat Protein Ash Energy from 1 kg of meat
meat % % % % from medium finished

animals (kilocalories)

Mutton 53.5 19.1 16.6 0.27 2590

Goat 58.4 23.8 18.8 0.84 2025

Beef 60.1 22.5 16.3 1.0 2766

Camel 60.2 21.0 17.8 0.85 2691

Horse 64.3 13.5 21.4 0.85 2186

The content of such amino-acids as lysine, hystedine, and glutamine in Mongolian mutton is much greater
than in European purebred sheep. In comparison with beef, horse meat is distinguished by high content of
valine, phenylalanine, methionine, cystine, aspiragine, serine, glutenine and tyrosine. Especially high content
of glutamine makes horse meat more nutritious and easily digestible.
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Wool

Wool of sheep and camels is used for making quilted mattresses, felt and felt articles, different types of
threads, socks, gloves, felt under saddle blankets, and woollen cloths (blankets, pullovers, crafs). Some
characteristics of the wool are presented in Table 3.

Table 3 Some characteristics or sheep and camel wool

Kind of Average Fineness (micron) Length (mm)
wool neece

yield Under Over Inter- Kemp Under Over Inter-
(kg) coat hair mediate coat hair mediate

hair hair

Sheep 1.0-1.6 23.6 73.5 39.3 70-295 76 100

Camel 4.7-5.2 22.7 73 54.4 73-140 190-290 86-115

Cashmere

Cashmere from Mongolian goats is noted for its fineness, softness, lightness and warmth. Cashmere from
goats is now the main raw material for the knitted, textile and wool manufacturing industry. The average
diameter of wool fibres in Mongolian goats is 13-16 mkm. Wool yields are 230 gm for males with a range
of 210-360 gm, 224 gm for females (190-230 gm), 200 gm for female yearlings (180-220 gm), 200 gm for male
yearlings and 235 gm for adult castrates. The corresponding figures in terms of guard hair are 235 gm, 231
gm, 220 gm, 216 gm and 230 gm. Cashmere yield is related to the colour of goat. Black and red goats have
1+27 percent more yield than white and grey ones.

Mongolian breeds of horse, cattle, yak and khainag (hybrids between cattle and yak) give a considerable
amount of hair and coarse fibres. A horse gives 500-600 gm of moult, and 400-420 gm coarse hair, crest and
tail hair. The yield of moult and coarse hair in cattle, yak and khainag is approximately the same as in
horses. Yak down is a valuable product, which can be used to make best quality cloth, knitted wear, and
woven suitings.
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Hides and skins

The skins and hides of animals are the main raw material for leather processing factories. Some I
characteristics of skins and hides are shown in Table 4.
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Milk

Mongolians traditionally produce various types of dairy goods from the five principal kinds of animal milk.
Mongolian animals do not have very high milk production (Table 5) but their milk is very nutritious
(Table 6). Milk yields fluctuate according to ecological zones.
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Table 5 Average milk yields

Kind of Milk yield
animal (kg)

Khainag 800-1000

Cow 600-800

Ewe 55·97

Goat 60-70

Camel 320

Mare 300-500

Yak 600-700

Table 4 Some characteristics or skins and hides

Skin or hide of Weight (kg) Size (dm2)

1.5 year old sheep 3.2 113

3.5 year oid sheep 4.7 125.5

3.5 year old goat 1.5-4 60-80

3.5 year old cow 14.7

Adult male cattle 29.4 254

Adult male horse 16-19 250-355

Adult male camel 24-28 400-900
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Table 6 Composition of milk from different species

Milk Fat Protein Density Acidity Total Sugar Ash
from % % % T-% solid % %

content
%

Yak 6.79 5.03 33.8 21.84 17.78 5.1 0.86

Khainag 5.58 4.29 32.0 22.3 15.64 4.84 0.93

Ewe 5.82 6.48 17.23 3.78

Camel 5.65 3.81 14.66 3.17 0.67

Mare 1.3-2.1 2.0 33.0 5.51

Goat 5.84 3.87 15.44 4.87 0.89

A unique product of Mongolian horses is airag, prepared from fermented mare's milk. Mongols have a long
tradition of preparing and using the national drink of airag: Central Asian nomadic tribes used airag in the
first and second centuries Be.

The daily milk yield of a mare is 2.5-3.5 litres, when milked 6 times a day at 2 hour intervals. Milk of mares
raised in the steppe zone has the following composition: fat 2.1 percent, lactose 8.8 percent, total protein
2.4 percent, casein 1.37 percent and vitamin C 104.1 mg/l.

Airag contains a number of biologically valuable substances such as carbonic acid, casein, simple protein
group, free amino-acids, saturated and unsaturated fatty acids, different vitamins and minerals. During
fermentation, under the influence of milk acid and spirit yeasts, great changes take place in milk in ethyl
spirits, milk acid, carbonic acid and others. Therefore in terms of biochemical composition~is different
from the initial mare's milk. Airag contains a great number of free amino-acids, which play an important
role in the synthesis of protein and which accelerate digestion processes. For this reason, Wg is a unique
nutritional and health product.

Work

From ancient times, horses, camels, cattle and yaks have played an important role in the Mongolian pastoral
economy as the main transport, riding and pack animals.

Mongolian horses are able to cover long distances when ridden and of finding grass for themselves in all
seasons of the year. Mongolians have an ancient tradition of horse racing over distances of 15-30 km,
depending on the age of the horse. In races, a 5-6 year old racing horse can cover 16.5 km distance in
around 25 minutes, or with the speed of almost 40 kph. Despite the fact that Mongolian horses have
comparatively small bodies, they are able to compete with racing breeds of horses over long distances.

From ancient times Mongols very commonly used camels not only for riding but also as pack animals and
in harness. The herdsmen themselves break in and train untamed camels for riding and pack transport.
Mongolian camels can carry on their backs loads of 200-240 kg, pull 400-600 kg in harness, and cover 30-40
km road per day.
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Camel caravans cover 740 km of distance (from South Gobi to Ulan-Bator and return) in 24 days, each
camel with 226-238 kg of load. At the end of the trip the camels have lost on average 58 kg of weight but
are still able to work.

Mongols also traditionally used cattle, yaks and khainag-oxen for riding and traction.

LOCAL BREEDS

There are a number of selected, highly productive native strains of animals within the Mongolian breed,
which are well adapted to local ecological conditions. These include:

~: Bayad, Darkhad, Barga, Uzumchin, Gobi-Altai, Western Mongolian fat-tailed;

Camel: Galbiin Gobiin Ulaan, Khaniin Kheziin Khuren;

Cattle: Eastern Mongolian, Red cattle of Hogorgo;

Goat: Bayandelgeriin, Tullman khuht.

In recent years also, improved native strains of animals have been bred: Tugrig camels, Erchim Mountain
black goats, Terkh river brown yaks, Sutai mountain white sheep, Tes river and Gal shar horses, white
Darkhad horses and others.

There are in Mongolia occasional highly productive individual animals: these include a camel-bull that
produced 17.5 kg of wool, a ram that produced 4.6 kg of wool, a buck that produced 710 gm of cashmere,
a sheep of about 100 kg live weight. These testify to the valuable genetic potential of native animals in
Mongolia.

One of the main objectives of animal breeding is to select animals taking account of such biological qualities
as the survival of young, performance characteristics and the increased number of elite and first grade
animals in the flock. We must pay special attention to further breeding from selected native strains of

. animals and using them as the nucleus of pedigree flocks.

Special attention must be paid to the creation of high productivity nucleus flocks of sheep, including different
varieties and strains, and to selective mating based on such features as hardiness, viability and performance
of offspring, achieving in this wayan increased number of elite and first grade animals. It was observed that
sheep which weigh more than 60 kg amount to 10 percent of the whole population. This indicates large
reserves and good possibilities for selecting sheep for live weight and for increased mutton production.

Such valuable features of Mongolian sheep as hardiness and adaptability to harsh natural and climatic
conditions must be considered, in selection work, as a main goal. These criteria must also be used in
upgrading local sheep with high productivity breeds.
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SOCIO·ECONOMIC CHANGES IN RURAL MONGOLIA

S. Luvsandorj

Senior Researcher
Rescarch Institutc of Animal Husbandry

Major changes in the life style of Mongolian herdsmen occurred in the 20th century, particularly after the
revolution of 1921. As a main driving force of the revolution, the herdsmen aspired to improve their living
conditions, overcome ccnturies-old backwardness, attain freedom and restore Mongolian statehood.

Since the 1921 revolution, Mongolia's population has increased 3.3 times; over 50 percent of the population
now lives in the cities and towns, and 30 percent in rural settlements. Mongolia's pastoralists account for
the remaining 20 percent of the population. In order to assist the pastoralists, the central authorities,
government employees at all levels and industrial workers are all concerned with livestock development.
Thus, ammal husbandry, once the concern only of individual family households, which were restricted entirely
to extensive pastoral management, has become an independent social industry based on scientific and
tcchnological support and assistance.

TRADITIONAL MONGOLIAN PASTORALISM

Before the 1921 revolution and corectivization, Mongoli,.'s populatior of 640,000 people, almost in its
entirety, lived and survived on animal husbandry. Although handicrafts and agriculture existed, they were
restricted to individual family households and subordinated to the principal mode of life, livestock breeding.

From ancient times the Mongols lived a nomadic way of life and herded five species of animal: horses,
camels. cattle, sheep and goats. These animals served specific economic purposes and constituted, from a
biological and ecological point of view and in terms of pasture, water management and shelters, an
interdependent and interlinked system.

The nomadic economy was largely dependent on natural conditions (pasture growth, drinking water and
climate), limited pasture potential and local resources. Therefore, herdsmen migrated from pasture to
pasture. This in turn obliged them to create viable livestock breeds, and skilful breeding methods.
Otherwise, heavy snowfalls, low temperatures, drought and famine caused considerable damage to nomadic
households and to the nomads themselves. These phenomena occurred sporadically throughout the entire
country, which forced pastoralists to move from one place to another, and suffer great losses of livestock.
The herding population was divided into poor and rich. These were the characteristics of nomadism.

Pastoralists abided by nomadic rules and natural laws of life, living according to the principle of self-reliance.
Under these circumstances, trades such as skin processing, wool and felt making and dairy production were
a "factory" within individual households.

Local trade with neighbouring and foreign merchants, and exchange of textiles, domestic implements, flour,
rice, tea and sugar, for wool, skin and hides, were widespread towards the end of the 19th and beginning of
the 20th centuries. Nonetheless, such trade failed to change radically the national economic mode of the
family household.

Animal husbandry carried out by the vast majority of the population, based on natural production and
controlled by small family households, limited the introduction of scientific and technological knowledge.
However it is unrealistic to ignore the existence of the classical methods of livestock breeding and their
contribution to the historical process of pastoral industry development.
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The general outlook of the nomadic household was determined by how men adjusted production to their way
of life and natural environment. The Mongols, therefore, have their own cultural traditions. There were
so-called "popular schools· and small school groups which were supposed to provide schooling and teach
literacy and numeracy, though in fact they enroled few children. Because of the vast territory and long
distances between human settlements, and the herdsmen's need to ensure the household labour supply, there
were enormous difficulties to cultural revival. Mongolia was then one of the most backward nations, lagging
far behind the rest of the world. The herders had to manage the pastoral economy without industrial support,
modern construction or communications.

MODERN PASTORAL DEVELOPMENT POLICIES

Until the beginning of the 20th century, Mongolia was in a feudal world placed between the two least
developed great powers. Following the revolution, major changes took place in the countryside, leading to
better living standards and the development of animal husbandry. Most small producers became medium
producers wit" .:>Ver 110 head of different species of stock in their possession.

The policies adopted by the government at this time for the development of animal husbandry and for the
improvement of the herder's life may be summarised as follows:

herders were organised to harvest hay and prepare fodder, build fences and dig wells, and
protect animals from snow storms and other natural hazards; pastures were improved and
nomadic movement organised differently;

the best herders were awarded prizes and were selected to attend congresses as a reward;

the state started buying animal products, changing a subsistence economy into a commodity
one;

work was done on animal disease, and veterinary services were developed; horse transport
services were organised in remote areas;

cooperatives were organised, and basic goods supplied; state farms, hay and harvesting
stations were organised, and virgin lands cultivated for wheat and animal fodder;

medical centres and hospitals were built; living standards were improved; campaigns were
launched against adult illiteracy, and starting in 1940 some children were enroled in school
from 1st to 10th grade; cultural services were improved;

unemployed herders were given work in industry, railways, trade or other branches of the
economy.

These measures were not entirely successful and the initial attempts at collectivization were postponed. In
particular, market relationships did not develop successfully. There was a need, arising from the country's
internal development and external situation, to restructure animal husbandry into a more effective production
sector, to reorganise small-size property owners and to introduce scientific and technological knowledge.
A new collectivization campaign was started which ultimately came to completion in the 1960s.

COLLECTIVIZATION AND ITS CONSEQUENCES

This successful completion of the collectivization movement in Mongolia was accomplished peacefully by an
economic policy aimed at fundamental institutional reorganisation and reordering of the social relations of
production, eliminating exploitation of poor people by rich people, and restructuring livestock property into
the socialist type, namely, cooperative, or collective ownership. This brought about not only a new form of
ownership but created a new type of cooperative production unit and revolutionary changes in the mentality
and mode of life of members of cooperatives.
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The main consequences of the collectivization of herding were as follows:

1. Production

(1) Through centralisation of capital and labour and creation of large collectives, a new, more
productive herding economy has been reached.

(2) There has been considerable application of scientific and technical achievements In livestock
breeding, and training of skilled personnel.

(3) Labour productivity has been increased and labour distribution improved.

(4) Agriculture has been developed, the cereal problem was solved, production of cattle fodder has
started.

(5) Diversification has taken place, including different kinds of services and pig and poultry keeping.

(6) As a result of the collectives, differences between richest and poorest have been eliminated.

2. Social aspects

(1) Herders have become politically aware, and they have acquired a degree of education and proper
economic understanding.

(2) Herders are protected from the danger of livestock losses and destitution caused by unexpected
natural hazards.

(3) Labour for the collectives is the main source of income of herder families. They also have the
possibility of income from their private animals.

(4) The living standard of herders is improving as their needs are met by the incomes earned from
collective and private household activity.

(5) Collectives pay their members' insurance and taxes, and members of collectives get various kinds
of social security exemptions.

(6) Children of collective households are given free education and free boarding accommodation; free
mother and child care is also provided. I

(7) Herders now get better building materials, domestic utensils and clothing.

(8) A variety of high quality food products is increasingly widely available.

(9) Many holiday facilities, and health centres have been built for herders, and they get annual holidays.

(10) The national economy is organised to supply herders with necessary goods.

At the time of successful collectivization in the 1960s, private property in animals was allowed to continue
within limits, so collective households herded their own animals as well as those belonging to the collectives.
Since early 1990, the limits on private ownership of animals have been removed, and herders may have an
unlimited number. Measures are being taken to guarantee a minimum of 30 animals for each household.

While collectivization preserved pastoral animal husbandry as such, it eradicated some aspects of traditional
nomadism. The severe damage caused by drought and winter cold, which had previously been borne by the
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herders alone, was now the responsibility of state-run organisations and cooperatives, thus protecting the
herders from natural disasters.

Our aim now is to make efficient use of Mongolian ecological and climatic conditions, and to improve
traditional methods of pastoral management. Although at present the pastoral "method" is most useful, it
is essential to improve the pastoral "way of life" and develop a new mode of living.

By the end of 1989 the total animal population was estimated at 24.6 million heads; 70 percent of these
belong to cooperatives and state farms, and 26 percent are family owned. Therefore, the question arises:
how many herdsmen are needed to raise family-owned stock and what organisational solutions are necessary?

For the last 30 years, due to the existence of vast pasture lands in Mongolia, private and publicly-owned
livestock grazed the same pastures, unlike other countries. As well as getting paid for his labour in the
cooperative, a herdsman can benefit from herding publicly-owned livestock by using their products and as
a means of transport. Moreover, private livestock may benefit from the material base provided for the
publicly-owned stock. A herder can take his own surplUS products to the market. It is possible, therefore,
to improve the living standards of the herders and develop a socialist economy and socialist production
relations through eflicient combination of both public and private ownership.

Rapid industrial development, urbanisation and concentration of the country's population in the cities have
an immediate impact on rural development. A closer relationship between urban and rural development,
and better organisation of state provision of scientific and technological know-how, food, fuel, transport and
construction necessitate coordinated management of animal husbandry, and make it an area of overall
national economic concern. In short, animal husbandry is a major determinant of the country's overall
production potential.

PROBLEMS RESULTING -FROM COLLECTMZATION

Government policy, and the socio-economic changes in rural areas which resulted from collectivization, are
now being assessed at their true value. There have been many positive aspects. But it must be noted that
errors in government policy, and the difficulties they have caused, have prevented the country's development
and an increase in livestock numbers.

The main mistakes made during this period in the field of animal husbandry may be summarised as follows:

(1) Private property was considered capitalist and theoretically criticised as productively "weak".
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(2)

(3)

(4)

(5)

(6)

It was said that private ownership would cause "ever lasting exploitation" and would therefore lead
to the "birth of capitalism". This led to changing policies towards household ownership of livestock.

For national development, and the extension of foreign trade, increasing amounts of raw materials
from agriculture and herding were required. Farmers and herders had to carry this burden. They
were loaded with taxes, given strict plans for livestock production and obligatory targets for meat,
milk and wool deliveries. As a result, herders were dissatisfied.

In the 193Os, when objective conditions were not yet ready, households were forcibly "settled" in
collectives imposed from above as an experiment from abroad. This caused an enormous loss of
livestock.

Because the children of herders were forced into school, there was a lack of young people engaged
in herding.

Livestock production, as the main branch of country's economy, should have been supported by
industry. Instead, it was treated only as a raw material supplier mainly depending on nature. In
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(7)

(8)

place of a mutually beneficial relationship between industry and the livestock sector, trade and
industry were given priority.

As result of a single-minded policy of intensification and cross breeding of indigenous livestock,
some of the hardy qualities of local livestock were lost, and some traditional livestock selection
methods were abandoned.

Unscientific organisation of pasture use led to uninhabited areas, to the destruction of pastures by
roads and urban and industrial buildings, and to pasture damage by rodents. The area of pasture
was considerably reduced.

I
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Many distortions in economic development were caused by these mistakes. These include:

(1) Important political and social measures were undertaken to strengthen collectives, but because too
many young people were assigned to the construction branch between 1960 and 1970 there was a
lack of men and women for livestock production; this had a negative influence on herding.

(2) As a result of centralised and top-down state plans for the productive and social activities of
collectives, there was a limited development of markets, and the growth of livestock numbers
stopped.
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(3)

(4)

(5)

(6)

(7)

(8)

(9)

The mistaken appropriation of collective property by the state, which also forced the collectives to
cover some expenses, has restricted the latter's independence.

There was a strict limit on the number of private livestock at 50-70 head; this policy led to
stagnation in the private livestock herd.

According to the plans, the herders had to deliver an extremely large quantity of products from their
animals; those who refused were fined.

Because of low purchase prices for agricultural products, collective households failed to cover their
very high expenses. Herders' incomes are still much lower than the salaries of industrial workers
and the urban population.

The large number of unresolved social problems of herders led to visible differences between city
and countryside.

Because of the lack of herders, the number of livestock per family became too large; this caused
disfunctions and led to changes in traditional stock-breeding methods, and to the failure of collective
labour.

Because of a neglect of collective democracy and the malfunctioning of distribution systems,
collective labour and management principles were abandoned and collective property deteriorated.
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CONCLUSION: THE FUTURE I
Today, when perestroika is occurring throughout the country, proper measures are being taken to renew
livestock development policy, in order to escape from economic stagnation and to set in motion positive I
changes in living standards and the cultural level of the population.

In ·Outlooks of MPR policy in the next years· the main ways to solve the socia-economic problems of rural
areas are set out. The main measures proposed in this policy document are as follows: I
(1) To undertake economic and organisational measures to protect natural pastures, to use them

properly, and to increase and renew their stock.

I
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Although meeting these objectives will not fully eliminate the differences between urban and rural areas,
these measures will provide a better basis for living and working in rural areas, and for the development of
the livestock sector.
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(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(to)
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To develop production based on different forms of property, such as state, collective, private, etc.

To support the interests and develop the activities of herders; to increase the number of livestock,
increase the number of herders, and reduce the number of livestock per family.

To change the educational system for herders' children, stop the assignment of herders to other
branches of the economy and to other jobs, and to correct the balance and structure of population
and labour forces.

To change the rules of delivery of products from the herding sector, to support market relations and
market activities, and to improve the supply of raw materials and food products.

To increase herders' salaries, to support private economic activities at household level, to improve
and extend social services such as electrification and mail services, and to establish TV stations.

To bring herder's salaries, exemptions, and holidays nearer to the level of industrial workers.

To increase the purchase prices of livestock products, to increase marketed volumes of these
products, to increase the incomes and effectiveness of collective households, and to strengthen the
productive basis of intensive livestock production.

To develop private activities in stock breeding, and to reduce the differences between private and
state activities in the livestock sector.

To increase employment in the countryside, and develop new types of food production in desert
regions.
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TRADITIONAL PASTORAL LIVESTOCK MANAGEMENT IN MONGOLIA

B. Purev

Senior Researcher,
Research Institute of Animal Husbandry

From ancient times the Mongols have herded five kinds of livestock in the severe Central Asian climate, have
grazed them throughout the year on open pastures, and have mastered the "Mongolian type" of skills to raise
and select them. These skills, Mongolia's pastoralists' intellectual tradition, have made a contribution not only
to the Central Asian animal husbandry heritage, but to the whole world.

MONGOLIA'S ECOLOGICAL CONDITIONS

Mongolia is situated in Central Asia, at an average 1580 m altitude; it is land-locked, surrounded by
mountains and hills, and has a severe continental climate. As it combines highlands, vast steppes and desert
steppes with scarce rainfall, temperatures vary greatly, not only seasonally but daily.

From the point of view of physical geography, vegetation and livestock management, Mongolia is divided into
three main zones: mountain (Khangai), steppe and Gobi desert. The main features of each of these zones
is shown in Table 1.

Since Mongolia has a severe continental climate, there is a very cold winter (in December, January and
February) and a hot summer (in June, July and August). Average winter temperatures in the mountain zone
are as low as -20 to -30-C, in the steppe -20 to -2ST and in the Gobi, -15 to -We. However, summer
"temperatures are as high as 15-20-C in the mountains and steppe, and 2O-2S"C in the Gobi. While hot
temperatures are found in mountains and steppe zones for up to 110 days, in the Gobi they last for 140 days.

The total annual rainfall is very variable: mountain areas get an average of 250-300 mm, the steppe gets 150
200 mm, the Gobi 100-150 mm and some years even less. Although snowfall varies from year to year,
generally it occurs in October. Snowfall in the mountains reaches 15-20 cm, in the steppe 10-15 cm and in
the Gobi 2-5 cm. However, in some years, there is heavy snow and this has a disastrous effect on livestock.
Sometimes even without snow, cold temperatures and frozen rivers can cause severe damage to livestock
because water becomes inaccessible. Though 70-80 percent of annual precipitation occurs in summer, in some
years there is no rain; this causes damage to livestock.
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Table I The climate of the main geographical ZODes of Mongolia

Khangai Steppe Gobi
(mountain) (desert)

Average monthly
temperature DC:
in winter,
(Dec, Jan, Feb) -20 to -30 -20 to -25 -15 to -20

In summer,
(June, July,
August) + 15 to +20 + 15 to +20 +2- to +25

Number of warm
days per year 90 90 - 100 140

Annual rainfall (mm) 250·350 150 - 200 100 - 150

Depth of snow
cover (em) 15·20 lO- IS 2 - 5

Average pasture yield
(in terms of hay)
centner/ha 5 - 8 3·4 1 - 3

VEGETATION

Mongolia has nearly 125 million hectares of natural pastures. There are almost two thousand types of plant,
over six hundred of which are used for animal fodder. Pasture yields vary with altitude and with location,
decreasing in quantity from north to south, although pasture quality and fertility improves from south to
north. The crop capacity of summer pasture, in terms of hay, is in mountain pastures from 5-8 centners, in
steppe pastures 3-4 centners, and in Gobi pastures 1-3 centners per hectare.

Pasture growth begins in April and usually reaches its maximum in August. If this high season standing
pasture is taken as 100 percent, late autumn will be 70-80 percent, winter 50-60 percent and spring 30-40
percent. At the same time the quality of vegetation decreases 2-3 times and its protein content by 3-4 times.

Mongolian livestock get over 90 percent of their annual fodder from the pasture. However, since in winter
the grass dries off, and its quality worsens, all kinds of livestock get only 40-60 percent of required fodder
daily. Therefore autumn weight loss is as much as 25-30 percent.

The even distribution of grazing animals, rotation and correct management of pasture allows the land under
pasture to be economised by 30-50 percent and the coefficient of pasture utilisation to be increased by 20-40
percent. However, grazing livestock on the same pasture year after year, and mismanagement of pasture,
can lead to a reduction in its capacity. The consequent change in vegetation makes it unsuitable for
livestock, and livestock production will be negatively affected.

Mongolian herdsmen pay a great deal of attention to correct and efficient utilisation of winter and spring
pasture, and provide different kinds of supplementary feed in warm periods to prevent weight loss in their
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livestock. In recent years, important measures have been taken to improve fodder production by increased
hay making, cultivated production of mixed feed and creation of cultivated pastures and arable grasslands.

PASTURE SELECTlON FOR DIFFERENT KINDS OF LIVESTOCK

The Mongols have accumulated much experience in selecting pasture according to the kind of livestock.
Daily herding practice is adapted not only to the seasons but also to weather. Selection of pasture in any
season is made generally after an on-site inspection to decide the type of pasture growth and vegetation, for
which kinds of livestock the pasture is suitable, for how many herds and for how long it will last, and if
drinking water and soda are available.

Herdsmen prefer to keep sheep on largely arid hillsides, valleys and foot-hills. The prevailing vegetation
should be Festuca, Agropyron cristatum, Stipa capillata, Koeleria gracilis, Agropyron repens, Artemisia,
Pulsatilla amoigna, Medicago, Poa allenuata, Termopsis, Cleistogenes sguarrosa, Allium polyrhizum. Allium
mongolicum. However, in early autumn Anabastic aphylla, Kalidium, Allium polyrhizum, Allium mongolicum
and other strong sour herbs, are more effective, while in summer and spring Medicago, OnobQ'£his and other
leguminous plants. as well as Oowers and leaves abundant in the pastures, are most suitable for sheep. Goat
pasture resembles sheep pasture. But goats chieOy eat the upper part of plants. When goats are herded
separately from sheep, a pasture with an uneven and hard surface, and with plants such as Rubus
sachalinensis, Artcmisid. Anemi~ia anethifolia, Allium polyrhizum, Allium mongolicum and Allium senscens
is suitable.

Because cows wrap their tongues around grass and tear it off, the best soil surface and vegetation for
pasturing herds of Cll\.\S is that of mountain slopes, the banks of rivers, dry and wide meadows, the gaps
between isolated hills, and a soil which though soft is not sandy and with a lumpy, tough vegetation. Of this,
cows eat chicny Agropyron cristatum, Agropyron repens, Carex, Koeleria, Poa attenuata, Medicago,
~leistogenes sguarrosa, Stipa, Fragrostis minor, Psammochloa villosa, Achanaterum solendens, Artemisia
Jnd other abundant nower and leaf vegetation. If cows are pastured only on the banks of rivers and on
bol4,'Y land throughout summer, they cannot put on weight and fatten satisfactorily. Therefore it is necessary
to all.ernate the use of steppe and meadow pasture.

Although horse pasture is not particularly different from smallstock pasture, wide steppe and valley
grasslands are more suitable. At any season of the year horses like a pasture with Agropyron cristatum,
Agropyron repens, Cleistogenes squarrosa, Poa attenuata, Koeleria gracilis, Festuca, Allium senscens, Stipa,
Artemisia and Fragrostls rriirior. .

For pasturing camels, a pasture with Gobi soil and with the main growth consisting of Salsola, Anabasis
brcbifolia, Sympegma regelii, Haloxylon ammadendron and Uiimus pumila is suitable. At the same time as
pasture of this kind, in all seasons camels should be grazed on steppe pasture which has plants like
Agropyron cristatum, Agropyron repens, Artemisia and Anemisia anethifolia.

Mongolian herdsmen arc very observant people. They can easily determine by watching their animals
whether they have been put on the correct pasture. Especially experienced herdsmen pay attention to
behaviour and to changes in body conformation of their livestock. On this basis, they decide to move or to
change their daily herding practices. The main tasks of the herding household at different times of year are
summarised in Figure 1.
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r1qure 1: The annual work schedule ot a Mon9011an paslord1 household

MONTH J r M A H J J A S U N U

1- Rearing young livestock:

- perparatory work

- lambs. kids

- camel calves

- foals

- calves

2. Shearing animals:

- camel long wool at the kn....s and
underside of th.. n..ck

- camel wool frOlll th.. neck, each side
of ch..st. rump. etc

- goat down

- goat hair

- cattl.. hair

- horae hair

- live wool of sh..ep

- llUlb's wool I-•- Iloult wool of sheep ••3. Milking:

- camels

- mares

- smallstock

- cows

4. Selecting animals for breeding:

- camels
..

- horses
..

- cows



Figure 1 cont. .,.----,-------
s (J N LJA M J J AJ F MMONTII

- -
- sheep

- goats

••5. State Livestock purchase

I-6. Castratlng yaung stock

1. Mat 1£1'1:

I•- Cdllle i s
-

- maces

- cows

- yak caw"

- SlIIdllstock

lJ. Range fattening:

- grazing on sprlng pasture

- fattening

- putunq on soft fat

- increasing endurance

9. Herding livesl.l)Ck in ..inter
(conserving fatness)

I-•10. Weaning iambs and kids

11, Preparing livestock feed

- hay, making fodder
- soda and sait
- mineral feeds

12. Building and repairing stockyards and
sheds

13. Cleaning farmyard and dung

14. Openlng and repairing welis

l~. Marketlng dnd branding an lllId I"

lb Hurdl sli:1uyhtecloq

II. Vetec 1l1dry medsures

I I.,-•Itl. Liv~~tock inventory

- - - - - •
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TRADITIONAL METHODS OF PASTURING LIVESTOCK

The main methods of grazing management by Mongolian herdsmen depend on the season. They can be
classified as follows:

Late spring and early summer: the period of recuperation by livestock grazing on green vegetation;

Summer: the period when recuperation is completed; livestock which fattened cody become
especially strong in this period;

Autumn: the period when livestock put on soft fat;

Late autumn and early winter: the period when fatness is consolidated, and the ability of livestock
to endure cold is built up;

Winter and spring: the period of conservation of fatness.

Based on this seasonal classification, and taking into account the growth of grass, water and soda supply,
Mongolian herdsmen take all species of livestock to distant pastures. Moving lightly and rapidly, in an
organised way, is one nomadic mode which is called in Mongolia Qtorlakh, otort yavakh, meaning "to go a
long way from heme territory, looking for better pasture in a bad season". In choosing distant pasture
herdsmen must travel widely, study conditions, find the pasture, water and soda and assess how long they
can use it.

There are many forms of utilisation of distant pastures namely, penning on pasture, replacing of base-camp,
changing of pasture, long distance camping or winter camping. These are illustrated in Figures 2 . 4.

Late spring

Livestock are first taken to distant pastures in April when the grass turns green, sending out new shoots from
old roots. To put strength and fat on their animals as early as possible, herdsmen choose a pasture facing
south, and hill-valleys or meadows where the soil surface is soft, which has the most nourishing vegetation.
However, when new pasture growth is insufficient for livestock, they graze quickly by smell and lose
condition.

Also, when livestock eat nothing but the juicy new grass, they get sick. So animals should be herded on old
pasture in the morning and on new grass in the afternoon. If livestock are crowded together on pasture, they
have to chew and gnaw the roots of grass and get tired. To avoid this, livestock should be herded in a
dispersed fashion.

Summer

During summer and autumn, livestock are herded on the pasture as long as possible. Most herdsmen graze
their small stock and cattle 12 to 14 hours, experienced herdsmen 15 to 16 hours a day. For this, on hot
summer mornings, livestock should be pastured on low ground when the sun's heat has increased, they
should be taken to high ground up wind, and allowed to lie down and cool for one to two hours when it gets
hottest at noon. In the afternoon, livestock are herded up wind until dusk.

In summer, when it gets hot at noon, livestock stop grazing and bunch up together. So, at this time, they
are allowed no more than two hours for a short rest and they are put back to pasture up wind. Especially
on sunny hot days, horses must not stand in water for a long time.

One base camp is used for 15 to 20 days and the herdsmen work to make profit, by shearing wool and
makiqg milk products. Some experienced herdsmen change their base camp every 7 to 10 days. When
pasture has been correclly chosen, smallstock eat 3.5 10 4.5 kg of grass daily, and live weight increases by
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150-2oo grammes; cattle cats 30-35 kg of grass, and live weight increases by 400-600 grammes per day in the
summer.

Autumn

In August. at the beginning of autumn, vegetation quality and pasture yields reach their maximum, the sun's
heat has .... eakened, and the number of l1ies and gnats decreases; as a result, the most favourable conditions
are created for livestock to put on additional strength and fat.

From this time, herding of all livcstock species is differently organised from the summer. Herding tries to
limit the movement of livestock, to enable them to put on good weight and strength, and to consolidate their
condition. For that purpose, pastures on low lying ground, steppe and Gobi is chosen. Cattle and smallstock
are kept on pasture 10-12 hours each day. The main thing is that water and soda should be near the pasture
within 1.5 - 3 kilometres from the base camp.

In autumn, special attention is given to not driving livestock too hard, not frightening them, and not grazing
them on steep slopes where they have to climb up or down. In autumn, such plants as Allium polyrhizum,
Allium mongolicum, Allium senscens, Allium lineare. Salicornia hervacea, Termopsis, Artemisia, Agropyron
cristatum. Furotia ceratoides, Salsola, and Ammopiptanthus caragana are considered the most nourishing
'!cgetatlOn for livestock to get "soft fat". Pasture with such plants is used for 7-10 days. .

From the middle of October, when it begins to get cool, work to consolidate the conditioning of livestock
should be started. For this purpose, smallstock are herded on cool low ground where the growth of green
grasses is plentiful. Sheep and goats are put out to pasture in the early morning, before sunrise, down wind;
they are watered at noon at a river or well and penned after sunset. At night, sheep and goats should be
given a hard surface to sleep on, on high, cool ground. They are not allowed to bunch up.

In late autumn, horses herded for several nights on pasture with a hard surface on high, cool ground are in
better condition. For the same reason, draught horses are tied up in the evening and taken to pasture in
the morning for 7-10 days during the frost. All kinds of livestock treated this way can endure greater
hardship when they encounter bad weather.

Winter

In winter, any place selected for the winter camp and shelter-pen should be sheltered, not exposed to strong
winds and dust, with thin snow cover, sunny and warm. Under such conditions snow melts early and grass
grows well. Unfrozen pools, or water bubbling up from the ground and soda ought to be close to the
pasture.

In the selection of winter pasture, it is believed that pasture is most nutritious when the grass looks brown
from a distance; if it looks whitish, it is not nutritious. The feed value of Festuca and Stipa is considered
high when their roots are green; if they are yellowish from top to roots, they are of low nutritional value.
At the same time, grass is believed nutritious if it does not crumble easily but is not nutritious if it crumbles
when torn off and twirled. Also, when grass is burned, if its smoke is black and its ash sticks to the fingers,
then it is nutritious. If the smoke and ash are whitish, the ash does not stick to the fingers and is rough, it
is not considered nutritious.

Herdsmen are not in a hurry to move to their winter camp when it is not so cold, because they consider that
with early use of shelters, livestock will lose endurance, pasture capacity around the camp will be reduced
and they will have to move again. In winter, smallstock are mainly sheltered or penned. But stockyards are
not built for camels and horses.

Special attention is given to supplying cattle with warm litter in the winter cold. If cattle cannot be provided
with warm litter, they should stay for the winter together with the smallstock; alternatively, an old smallstock
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base camp can be used. Without litter, cattle lose weight, their udders freeze and some may have
miscarriages.

Winter pasture can be divided into four main types as shown in figure 4; long distance, short distance,
reserved and special purpose. Long distance pasture is situated more than 2.5 km away from the camp along
the main lee side on the steppe or on the northern side of mountains and ridges. Use of this pasture starts
soon after arrival at winter camp, and before the animals' advanced pregnancy.

Short distance pasture is within 2.5 km of camp, on ridges running down from small hills where snow fall
is thin. It is used when the foetus is growing heavy. Reserved pasture is mostly chosen in a sheltered spot
with southern exposure in mountains and valley mouths; it is used only on windy, gusty days or when it is
extremely cold.

The special pasture is kept around a winter camp by driving livestock through it in a narrow corridor towards
other pastures. It is reserved for first and second-year calves, weak animals and riding horses.

In winter, a pasture with fine grasses, where the snow is soft and where soda and salt are plentiful, is suitable
for horses. But on a warm, bright day the important thing is to herd the horses along the ridges of the hill,
in valleys and the lower skirts of mountains. On a windy day, they should be herded along the southern side
of the mountain or she'll ered ar~a. In the extremely cold period of winter in the mountains, it is important
to rest the horse herd regularly, allowing them to stand huddled together, so that it is warm for the young
horses.

In winter, camels should be herded in a scattered pattern, and not allowed to bunch up. They can then graze
without interruption. Camels separated from the herd should be assembled one by one. When it gets dark,
camel herds should be gathered together in the pasture and allowed to lie down. Cow camels with first and
second year calves are brought to a special place (with litter) near the base camp.

Spring

In the spring, days are warm, nights are cold, moisture is low, and the weather becomes dry. It frequently
gets cold. There are many days of wind and dust At this time, pasture and grass reserves are scarce.
Because of the lack of prepared fodder, livestock lose weight and strength, and sometimes many die. That
is why herdsmen can the spring season a testing period. They have several ways of protecting livestock from
bad weather and minimising the losses.

Spring camps are built on the southern side of the mountain or in a generally low area, sheltered from long
distance strong winds, where pastures are good, with water and soda nearby, and maximum exposure to the
sun.

However, Gobi herdsmen usually prefer to use Gobi and steppe pastures where wide valleys are covered with
osier, Achanaterum splendens, shrubs and brushwood. Herdsmen from mountain and steppe zones use
pasture covered with, Achanaterum splendens, canes and reeds. Hollows, dips and valley mouths are not
suitable for spring quarters; instead a high place or shelf where the soil is exposed to the cool air is chosen.

Herding households must move to spring quarters 7-10 days before livestock begin to give birth; that is at
the end of February, in some places at the beginning of March. Spring quarter pastures are divided into long
distance, short distance, sheltered and reserved.

Long distance pasture are used just after the herders settle in the spring quarter; however this pasture is
close to the camp compared to the long distance pasture of winter. Short distance pasture is set aside for
livestock that have given birth, sheltered pastures are used when the weather is bad, and reserved pastures
are devoted to female livestock with newborn and thin and tired animals. Some herdsmen have special
pastures for young animals and riding horses.
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In spring, horse herds should be pastured on low ground with unfrozen pools. When mares are dropping
their foals, horse herds should be cared for all day and watched all night.

Herdsmen consider it very important to supply all kinds of livestock with water and soda in all seasons.
Depending on season, rainfall and moisture in the grass, the quantity of water to be given to livestock will
be different. On average per day, camels drink 30-40 litres, horses and cows 20-30 Iitres, sheep and goats
2-4 !itres. For drinking water, the best temperature is 7-1T-C.

All kinds of livestock must be watered 1-2 times a day in summer and autumn. In winter and spring, even
though the pasture is under snow, livestock must be watered at least once a day or once in 2 days. However,
some herdsmen consider it not necessary to water livestock when there is snow. In spring, after the snow
melts, livestock are watered 1-2 times every day.

Every herdsman attaches great importance to soda and salt in the fattening of livestock and the consolidating
of their fatness. All kinds of livestock are given soda and salt 1-2 times every seven days. Where no soda
and salt are available, they must be brought from other areas and distributed to the animals. In getting
mineral supplements, an average of 10-15 grammes for small livestock and 50-70 grammes for large livestock
a day is calculated.

PEOPLE'S METHODS OF SELECTION

Since ancient times Mongols have developed their own individual traditions, breeding livestock on the basis
of people's methods of selection. Traditional methods of selection have the following principles.

For breeding, herders usually select livestock which put on fat and strength in the summer and autumn, do
not easily get thin during the cold season, and are very hardy under pasture conditions. Livestock which get
thin in winter and spring, because they have not been able to put on condition during summer and autumn,
are rejected. Fertility is a main criteria of selection. Livestock which have not been pregnant at the first age
to begin mating or dams which were barren during two years are usually rejected.

Young animals which grow and develop well are chosen for breeding. This coincides with the contemporary
method of selecting by the quality of offspring. Also, young animals which have preserved the good qualities
of their genitors are selected for breeding.

The general appearance of the body plays an important role in traditional Mongolian methods of selection.
Animals that are weak, with an ugly exterior, a light head, or a pointed muzzle are rejected. Herdsmen
select horses for speed by their balanced appearance. There are herdsmen who can recognise a fast horse
from among a thousand horses.

As a result of many years of such methods of selection, Mongolian domestic animals have assumed special
characteristics: they are of great endurance and well adapted to all year maintenance on open ranges; on
pasture they can store good fat and strength in summer and autumn, and economically use them up in
winter; and they produce very cheap meat, milk, wool and other products.

BREEDING PERIODS OF MONGOLIAN LIVESTOCK

The breeding periods and culIing ages of Mongolian livestock depend on their growth and the conditions
under which they are fed and herded. Table 2 shows the range of figures.

The productive period of Mongolian livestock, especially males, can be longer, depending on the individual
peculiarities of sires. For example, a very fast racing stallion may be used for breeding up to 20-25 years
of age. In that case, the number of mares allotted to it should not be many. Also, sheep and goats which
have high wool or cashmere yield, and twin heredity, are used for breeding up to 10 years of age.
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Table 2 Reproductive indices for Mongolian livestock

Animal Age at lirst Breeding period Age at culling
mating (months) (number of years) (years)

Camel-bull 58-60 10-12 15-17

Cow-camel 46-48 14·16 18-20

Stallion 34-36 9-10 12-13

Mare 34-36 11-12 14-15

Bull 24-26 6-7 8-9

Cow 24-26 8-9 10-11

Yak-bull 36-38 4-5 7-8

Yak-cow 24-26 8-9 10-n

Ram, billy-goat
(sire) 18-20 4-5 6-7

Ewe, goat
(female) 18-20 5-6 7-8

BREEDING IN MONGOLIAN LIVESTOCK

Free, spontaneous breeding was the main method from ancient times. However, in cow-camels and mares,
group covering was more common.

Camels

Cow-camels are covered from the end of December to the middle of February. The number of cow-camels
that should be allotted to a four year old camel-bull is 8-9, to a healthy and strong adult camel-bull up to
20. They should be herded together before mating begins.

When a camel bull is in rut, his behaviour changes: he becomes more mobile, does not usually go to pasture
to eat his full but loses weight, tightens up his guts and belly, exudes foam from his mouth and a thick
secretory liquid from the back of his head. Camel-bulls in rut drive away castrated males from their herds.

Heat in cow-camels normally lasts for two weeks, but may continue for several weeks until the camel is
mated. When cow-camels come into heat, they bunch up and approach the camel-bult. become restless,
swish their tails and often squat down. Sometimes, young cow-camels escape from the camel-bUll when it
takes up the mating position. During the period of mating it is possible to use the camel-bull once, or if he
is well-fed twice, per day.
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Horses

Mares are covered from May to July. Young mares that are breeding for the first time are separated from
the others. The appropriate numbers are, respectively: for a stallion of four years old, 8-10 mares; for an
adult stallion, 18-20 mares. During the mating period, changing staltions around and moving mares from
one herd to another arc the main reasons for barrenness in mares.

Cattle

Cows are covered from the middle of May to the middle August, yak cows one month later; 25-30 cows are
served by a healthy bull. 15-20 cows by a yak bull. The weight of cows at lirst mating must not be less than
180 kg; that of yak cows 160 kg.

Smallstock

In most areas of Mongolia, smallstock are covered from the beginning of October; lambing and kidding time
is in March. Because of a shortage of manpower, the covering of smallstock starts in some areas at the end
of October.

Mass lambing uccurs when a single male is used to mate 25-30 females. If 40-50 dams are served by one
male, lambing will not be so intensive. In order to interrupt lambing, sires should be separated from the
herd for 10 days. To improve the performance of sheep and goat sires before mating, they are fed up on
cool pasture for 4-5 days with short duration pasturing.

The gestation period of each kind of livestock is on average as follows: a cow-camel 450 days, a mare 340
days, cow 285 days and small livestock 150 days. The periods are inOuenced by nutrition and herding
conditions.

After mating, herdsmen pay special attention to protection of the embryo. by choosing the pasture and
supplying water and soda. Especially when the foetus is growing heavy. soda and extra minerals are required.

REARING YOUNG LIVESTOCK

Before the cooperative movement reached all private households, young sheep and goats were raised
separately, tethered in mobile huts (gers) or pens; they were allowed to suckle their mothers twice daily.

However upon the completion of the cooperative movement. and as livestock shelters, fodder and watering
facilities improved in the 1960s, a new method of rearing young livestock was introduced. The essence of
this is to raise the young livestock through stages.

Newly born livestock are kept together with their mothers for 7-10 days. In the second stage, 20-30 head
of young livestock are kept separate from their mothers. They stay there until they reach 15-20 days old.
This method can be used in various ways depending on the local conditions. and on the extent to which the
collectives are provided with animal shelters and fodder. For example, in some farms, lambs and kids are
kept at the first stage for 3-5 days, and at the intermediate one for 5·10 days.

In some places, the method of suckle-rearing of young livestock is widely used. Under this method young
livestock are kept with their mothers on pasture. In this case the advantage is that the young livestock are
permanently with their mothers and since they are always sufficiently fed and moving around. their growth
is faster.

However, this method has a negative side too. Because of the great grazing distances, the young stock are
quickly exhausted and feed insufliciently to grow fast; the consequence is low production. So, if there are
signs of exhaustion, it is important to feed the mother well to increase the milk yield, to take good care of
the young, and to improve herdsmanship.
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There are four major methods of raising calves: suckling, partial suckling, weaning and manual milk feeding.
The suckling method is used at beef-breeding farms, and partial suckling at seasonal milking and butter
producing farms. Also at seasonal milk farms, calves are weaned and adopted by other cow for suckling.
Manual feeding is used at dairy farms.

Mares drop their foals in April and May at pasture in late evening or early morning. So they should be
grazed during day time and watched at night. Some herdsmen put the mares which are just about to give
birth in enclosures in order to prevent loss of foals. Mares do not generally need assistance in foaling.
Sometimes the foal can be suffocated, and some mares may abandon their foals. In such cases one should
help the foal to get out; mares which are leaving their foal should be hobbled or put together with their foal
in a pen. The foal should be allowed to suckle its mother.

It is important in raising foals that pasture and water are easily available. New born foals sleep often and
sometimes they lose their mothers when the horse herd is rounded up. Therefore, first of all, it is
worthwhile to go around the area and awaken sleeping foals.

Pregnant camels begin to secrete colostrum in the udders 3-4 days before giving birth. They do not eat or
drink, look disturbed, keep a distance from the herd and tears appear in their eyes; they utter high-pitched
sound, frequently stand and sit down, taking the urinating position.

Compared with other animals a camel's birth is difficult. Newly-born camel calves are often weak and
unable to stand or feed quickly. So, one should constantly watch pregnant cow-camels, not allow them to
stray from the herd, graze them in day-time and keep a watch at night, and help them give birth by pulling
at the baby camel.

When the baby camel has just been born, it must be cleaned and dried, and covered by a warm blanket for
about an hour. Camel calves are slow to get up and stand by themselves, and can easily fall down and injure
themselves. Two hours after the baby calf has dropped from the mother, it should be given the support it
needs and put to the mother to suckle for the first time.

Newly-born baby camels are very sensitive to cold. It is necessary to cover them warmly and tether them
in warm places. The mother camel secretes colostrum for a week after its birth and the baby camel normally
suckles its mother's milk several times a day with short interruptions. As new grass appears, and cow-camels
begin to graze at distant pastures, baby camels should be allowed to graze undisturbed at near-by pasture
and be suckled twice daily.

In winter, camel calves in their first and second years and their mothers must be separated from barren
camels; they are herded on good pasture with warm litter and water.

LIVESTOCK PRODUCTION

Mongolian livestock herds usually consist of several hundred head with 2-3 herdsmen to look after them.
Since livestock are grazed on pasture the whole year, their products are low cost.

Dairy produce

When the grass is new and green, callIe are managed for milk and dairy products. Starting from first of June
until first of September, seasonal milk farms are organized which produce butter and other dairy products.
Cows are milked twice a day, after first giving suck to the calves.

During the milking season, sheep and goats are milked at a rate of 100-200 head per milk maid. During the
milking period, two methods of separating young smallstock from their mothers are used. First, two
shepherds erect their W at 0.5-1 km distance from each other. They exchange their lambs and kids with
each other. She-goats and ewes having been milked in the afternoon, young stock are returned to their
mothers and pastured with them until it gets dark. In the evening they are again separated from their
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mothers and driven to the neighbour's fiock. Alternatively, a small fence is built for young stock where they
are penned at night. In the morning they graze by themselves until noon.

Mares are tethered for milking from the middle of lune to the middle of October. One milk maid is
responsible for 20-25 mares and milks them 6-8 times a day in summer and 3-4 times a day in late autumn.
For tethering mares, a place with green grass, fresh water and soda is chosen. It is necessary to change
pasture every 2-3 weeks.

Unlike other livestock, if you milk mares more often you get more milk. Mares can be milked every two
hours. In that case foals will not be thirsty and are not too much exposed to the sun. When you first round
mares up, they should be hobbled and gently milked. If the correct training for milking has been given to
mares, they become accustomed to it in 3-4 days and become quiet and tame. The milking of mares stops
in October. However, if additional fodder is given to mares with foals, they can be milked till November
and December.

In comparison with other animals, the lactation period of cow-camels is longer, lasting 16-18 months. After
the {jrst suckling by baby camels, cow-camels are milked 2-3 times a day in summer and autumn, 1-2 times
a day at the end of autumn and in winter. At sunrise, cow-camels are milked and the baby calves are given
to their mothers to suckle. After that the cow-camels are driven to pasture; later on the calves camels are
driven in the opposite direction.

Shearing and combing under wool

When Mongolian sheep are sated with fresh grass, their wool starts to separate into tufts and the content
of fatty sweat in wool increases. Wool shearing usually begins in the middle of June; lambs are sheared from
the middle of July, wethers are done for a second time in September. Nowadays, one shepherd working by
hand can shear from 25-30 sheep in an 8 hour working day. Some shepherds wash sheep in cold water
immediately after shearing them, to protect them from unexpected frosts. This procedure also encourages
new hair to grow quickly.

The underwool of goats is harvested by combing from March onwards. First, castrated and barren goats.
then she-goats, and finally one year old kids are combed. A shepherd can comb 25-30 goats per day. During
the process the underwool is separated from the hair. Goat hair is clipped off in May and June. It is
possible to clip the hair from 60-70 goats with scissors in a day.

Camel wool is sheared in stages: in March, the long wool at the knees and on the underside of the neck;
from the middle of April, the hair on the neck and each side of the chest; in May the other parts of body.

The end of March is the season for cutting horses' manes and tails. Stallions are not involved. The mare's
mane is trimmed quite short. The mane of castrated horses is also trimmed but a little is left between the
ears. The tails of horses and mares should be cut below the middle of the hind legs.

Although the moult of horses and cattle hangs loose from the end of March, its collection starts in April,
(jrst by shearing fat, strong horses and cattle, then the three year aIds, the two year olds and pregnant
livestock. The moult of horses and cattle is sheared in the following succession: neck, shoulders, back, loins,
and croup.

Yak hair comes loose in April and the process of shearing is repeated 5-6 times with the help of special
combs and brushes.

Special enclosures are used for shearing large livestock, in particular the moult and coarse hair of horses.
They protect them from injury and also lighten the work.
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TRAINING MONGOLIAN LIVESTOCK FOR RIDING AND DRAUGHT

Mongolian horses are mainly u~ed for riding and draught. Every herdsman prefers to have docile, gentle
and quiet horses. Mongols train their children to ride horses, from the age of 5-6 years.

In order to have horses with endurance, experienced herdsmen break horses starting from two years old
when they become strong on fresh grass. Two year old horses are usually broken by schoolboys or a man
who is light enough to ride such animals. Horses are broken in a field isolated from the herd. The rider
holds the rein straight and must avoid sawing the horse's mouth with the bit, pulling the rein off, whipping
cruelly and so on. Newly broken horses are repeatedly saddled and mounted. Such training lasts 2-3 days,
and the young horses then join the herd. Four or five days afterwards the exercises are repeated.

Three-year old horses become relatively weak because their teeth change at this age. So they should be
employed no more than once or twice during the summer. After this they become tough enough to ride.

According to Mongolian tradition, all trained horses are divided into the following groups depending on their
nature, hardiness, constitutional and exterior peculiarities: horses for catching other horses, for pasturing
sheep, for ceremonial occasions, for draught, for long distance and racing.

Training camels for work makes it easy to shear, milk and even to couple them. If one tames camels from
birth they are very friendly with their masters. Such a humane attitude towards young camels makes it
possible to train them for riding and baggage carrying. The proper thing is to pierce their nostrils for the
nose-peg when they are two, sometimes three, years old and to train them for work.

To train camels for riding, they should be tied up for 2-3 days in a cool place. Their two front legs are tied,
to get them used to kneeling, squatting and standing up again. If camels are handled quietly and as gently
as possible, they become very docile. When a young camel has become accustomed to being ridden it is easy
to train it to carry a load and to pull carts.

In Mongolia before 1960, private households often used castrated bulls or oxen for moving from one camp
site to another, and for transporting hay and wood. Recently, with the appearance of modern
transportation, the use of ox carts has been reduced. But ox carts remain very cheap and convenient.
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MONGOLIAN TRADITIONAL VETERINARY SCIENCE

M. Dash

Corresponding Member,
Mongolian Academy of Sciences

The Mongols have accumulated wide experience of treating and prophylaxis of disorders and diseases of
livestock. Kh. Perlee, a historian of science, has notcd that in the Khitan and Khunnu epoch (from the 10th
century AD) livestock received various kinds of veterinary treatment.

Nowadays, scientists do not doubt that modern veterinary medicine has much in common with. human
medicine. The historical rco~s of Mongolian traditional veterinary medicine should be looked for first in
literary sources about Oriental human medicine.

In 754-794 AD the Tibetan king invited to his country doctors from nine countries, with a Mongolian,
Nalashandir, among them. In Tibet, Nalashandir translated from Mongolian into Tibetan a number of
medical works, including Mongolyn Tusgai Undes ("Mongolian Jud") and Sudas Zasal (Pulsotherapy).

The elder Yutigyondongombo, author of a famous book on Oriental medicine Jud-shi, showed in his debates
with the scientists of that time that "in the time of the Mongolian doctor Nalashandir, there was a rich
heritage of healing methods". This places Nalashandir and the Mongolian tradition within the context of
Oriental medicine, the philosophy of which concerns five initial elements: soil, water, fire, metal and wood.

One of the chapters of the Mongolian Danjur is wholly dedicated to veterinary questions.
Tsevclvanchigdorj's collection, written in the 18th century (he came from the present Uburkhangai aimag)
consists of a number of sutras which are the only independent literature on veterinary medicine that we have
from that period; in them, the methods of diagnosing and treating the diseases of the five kinds of livestock
are stated. According to the custom of that time, Tsevelvanchigdorj begins with the phrase, 'I pray to the
teacher Namgur'; further, describing individual methods of treatment, he refers of Deleg, Togsjargal and
other authors. This gives us reason to think that in Mongolia at that time there were a number of specialists
and that a veterinary school prospered. The fact that matters of veterinary medicine appear in sutras on
magic methods of the 19th century confirms this supposition.

Ts. Khaidav, a researcher in Oriental medicine, notes that methods of healing the wounds of horses and
other livestock and some diseases of foals, are found in Ayurconducting sutras. And in Tibetan works we
lind prescriptions for use with domestic animals.

Since the 1921 revolution, traditional Mongolian veterinary medicine has been studied in greater detail. A.
Sodnomdarjaa, Ts. Khaidav, Lamjav, D. Tudev and other scientists have studied ancient sources, and A.
Ravjir, T. Sharavdorj, S. Lebedinsky, M. Dash, J. Sambuu and other researchers have published accounts of
modern use of traditional methods.

This research leads to the following conclusions. Experienced Mongolian herdsmen skilfully identify sick
animals, and most of the time they correctly diagnose various diseases and ailments. As in the classical
sources, the symptoms and syndromes of diseases are differentiated by the stand of opposites. The
theoretical basis of traditional Mongolian veterinary medicine is the teaching that is widespread in the Orient
about the two opposite principles: arga and bilig in Mongolian, or uni and~ in Chinese. According to this
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To summarise:

1. Mongolian traditional veterinary medicine is rooted in the ancient past; it is an important part of
Oriental civilisation.

teaching, the symptoms and syndromes of the diseases are opposed as internal and external displays,
depression and excitement, cold and hot syndromes and others, as is customary in Mongolian medicine.

I
Though traditional methods of animal treatment were ignored for years in Mongolia, on account
of the introduction of modern veterinary medicine, they still demonstrate their vitality and continue
to be of use to herders. More attention should be paid to the study of this heritage.

3.

2. Because of its background and shared philosophy, traditional medicine has a lot in common with
Oriental, especially Indo-Tibetan and Chinese medicine. This is the result of the mutual
penetration of these cultural heritages and great historical links.

Medicinal preparations used by the Mongols can be divided into three groups, of animal, vegetable and
mineral origin. They include sour milk, airag (fermented mare's milk), dairy home-brew, meat and bone
broth, bile, blood, horns and bones of various wild animals, soot and ashes of individual tree species, various
plants, natural salts, agates, sulphur, copper, silver and others, either in natural form or as components of
compound prescriptions. Although many of these have a Tibetan origin, the Tibetan prescription was not
simply copied by the Mongols; local raw materials were substituted and the medicines produced on the spot.

Cold and hot compresses, cauterization and blood-letting are very widely used on animals. For horses alone,
our herder specialists use more than 30 points for blood-letting. However, acupuncture, in contrast to
Chinese traditional veterinary medicine, where it is widely used, is hardly known in Mongolia.

Chill, fever, dishevelled appearance and loss of lustre of the coat, salivation, defecation, lameness and others
are attributed to external syndromes, and lack of appetite, panting and others, to internal ones. In certain
concrete situations, internal syndromes may take the part of externals ("absolutisation"). For example, if a
dishevelled appearance, loss of the coat lustre and belly tightening are intensified and go with frequent
defecation, then these syndromes are atlributed wholly to the internal and considered to be a sign of disorder
of internal organs. A violent irritable condition, extra keenness of eyesight, and dilatation and contraction
of the pupils are usually considered a sign of nervous and cardia-vascular system pathology or poisoning.
It is clear from this that the principles of diagnostics are related to malfunctions of organ-systems, including
the respiratory organs, the cardio-vascular system and the digestive system.

As for surgical and physical methods, fracture mending, horse shoeing, camels' sole sewing, castration and
others are widely practised in Mongolia. The literary sources show that the Mongols have long used effective
interventions to aid healing of scars, and enemas for primary constipation of baby-camels and foals.

Along with a wide assortment of medicinal preparation and many surgical and physical methods, various
types of magic for curing injured animals were used previously in Mongolia. These include shib-shleg
(charm), dom-tarni (exorcism), mereg-tolog (fortune telling), sang (incense), shamanism and others. They
are of great ethnographic interest. However, we should also look at them for possible uses in the field of
veterinary medicine. There are, for example, methods of exorcism that may be of interest to veterinary
specialists. To cure acute mastitis, the exorcist usually comes quietly at night to the sick animal and scratches
its udder with a bear paw three times and says three times: 'When the udder is swollen, it is cured with the
bear paw. Potion-magic.' Meteorism in sheep was cured by exorcism. A man sits on the sheep facing its
tail and waves a wolf or fox skin on the sheep's head and says three times: 'Go away meteorism. Potion
magic.' This method is widely practised at present. Possibly these methods of exorcism influence the neuro
humoral system of the animal.
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MONGOLIAN PASTORAL WEATHER FORECASTING

D. Bataa

Research Institute of Animal Husbandry

Knowing what the weather will be like is vital for Mongolian herdsmen since, under Cree-range conditions,
animals have to be tended, fed, watered and given sufficient vitamins and salts in accordance with the
conditions oC the day, month, and season. The signs helping herdsmen Corecast the weather can be divided
into Cour categories.

ANIMAL BEHAVIOUR PATTERNS AS SIGNS OF CHANGING WEATHER

Weather conditions and changes in them are known to have an impact on the physical and psychological
well-being of both humans and animals. When a type of weather sets in and persists for some time, living
creatures physiologically get accustomed to it and any change in it entails transformations in the processes
going on in their bodies. These transformations may manifest themselves quite clearly through alterations
in the behaviour of animals which are sensitive to processes that are not apparent to the eye but nevertheless
are there, and which finally occur as a change in weather.

A keen observer of these transitions from calm behaviour to restlessness, or busy storing of seeds for feed
or migrations would be able to know what kind of weather to expect. Helpful observations would be:

Signs predicting changes in weather a few days ahead

if yaks keep to the higher parts of mountains and hills this means the weather will be warm and
stable in the next few days; if they come down to the valleys this is a sign of impending cold and
storms;

if baby and young camels are noisy and restless the weather will worsen;

if camels lie down in ravines and other places protected from the wind with their heads in the
direction of the wind, the weather will get cold;

if the paunches of slaughtered sheep appear more "hairy" than normal, winter will be snowy;

if sheep wool is wet, abundant precipitation should be expected;

if, at the beginning of autumn, mountain deer choose the peripheral parts of woods to spend nights,
winter will be mild;

if male deer are late with their mating calls, winter also will be mild;

if mountain partridge and deer descend from the mountains, cold and snowy weather will set in at
higher altitudes;

if sparrows fly in flocks, frequently landing and taking off, and shake their bodies often, this
indicates a drop in temperature;
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if mice store large quantities of winter feed, the winter is going to be a severe one, and if they settle
down with moderate stocks of feed the contrary will occur~

if marmots store up their feed and hibernate early, the winter will be a cold one~ a later start of
their winter preparations signals a milder cold season;

if marmots settle for hibernation close to the mouths of their holes, winter will be mild; if they hide
deep in the holes, the contrary should be expected;

if marmots encircle the entrances to their holes with dirt and stones, heavy rains and floods may
follow;

Signs predicting change or weather during the day

if cattle are noisy before leaving for pasture, the day will turn cold with snow and storms;

in summer, rain is to be expected if calves keep close to their mothers as if seeking greater
protection;

a bull calling in the rain indicates that the sky will clear up;

it will soon rain if she-camels make a lot of noise and keep close to their calves; if on a rainy day
they leave their calves and head for the pasture, the rain will stop;

if marmots are heard loudly on a rainy day, it will soon stop raining.

Mongolian herdsmen still use this knowledge of forecasting in their everyday life. For example, in 1950.
during an earthquake in Gov'altai province, herdsmenavoided heavy losses: they saw wild sheep, goats and
yaks descending from the mountains three days before the natural calamity occurred, and took appropriate
measures.

PLANTS WHICH HELP PREDICT CHANGES IN WEATHER

As mentioned, all living creatures react to the changing environment. This also applies to plants, whose
growth and appearance are affected by the changes in the weather. There are many ways in which plants
can be used to forecast weather. Some of them are:

if plants start Dowering before their growth is over and stems are mature, this indicates generally
dry weather;

if fresh green grass starts growing in autumn in places protected from the wind, one can predict a
mild winter;

if grass on pastures matures and fades early, winter will be snowy and cold;

if snowdrops in valleys grow long stems, heavy snows are to be expected in winter;

if Taraxacum is abundant, the summer will be unfavourable both in terms of weather and the
amount of grass in the pastures;

summer will be threatened by drought if irises bloom early along rivers;

abundance of Leontopodium also indicates a dry summer;

insufficient summer precipitation can be expected if trees become green and grass grows in spring;
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if the flowers Adonis and Campanula close their petals and Convolvulus folds its leaves, it will soon
rain;

if the stems of Trypolium straighten up and the leaves of Potentilla spp, and the petals of Potentilla
acanles spread out, this also indicates rainy weather;

In 1988 and 1989 snowdrops flowered for a second time and this helped the herdsmen correctly predict
winter and summer weather favourable to animal husbandry.

OBJEcrs WHICH INDICATE CHANGES IN WEATHER

Keen observation of changes in the appearance and qualities of some objects can help forecast
transformations in weather that are likely to occur during the same or following day. These changes are
mostly linked to changes in the level of air humidity. For example:

rain should be expcctcd if sheared wool, hair, and the hair ropes holding the upper cover of the W
and all other ropes of wool and leather shrink in volume and length;

rainy weather is likely if felt, and the~ covers of cloth and particularly canvas shrink and tighten;

the same weather is likely to occur if dung and wood burn poorly;

if smoke going out of the chimney is straight, the weather will be stable and the sky clear in the
near future; smoke going parallel to the ground indicates that the wind will grow stronger and the
weather will change for the worse with heavier precipitation;

one can cxpect snow or rain if clothes and other materials as well as salt become damp;

SUN, MOON AND STARS AS INDICATORS OF CHANGES IN WEATHER

Mongolian herdsmen bclieve that sunrise and sunset, and the appearance of the moon, stars and planets can
. provide much information on weather and probable changes in it. Apart from this they often link changes
in weather with certain days of the week or the month, which perhaps is a consequence of their knowledge
of the relationships betwccn weather phenomena and the location of the heavenly bodies.

a red sunset indicates that tomorrow's sky will be clear, and that there will be a cool night and a
warm day;

the sun setting down into clouds means it will snow or rain the next day;

strong winds, cloudy sky and precipitation are indicated by haloes round the sun or the moon or
by the optical phenomenon of "three suns"; if the haloes are close to the luminaries, precipitation
should be expected; if they are further, the sky will clear up;

hot days and cool nights are signs of a dry summer;

it will continue to rain for a long time if the falling rain makes little noise; and a loud rain is likely
to be a short one;

in the warm time of the year, chains of small white clouds connected at their bases indicate
approaching thunderstorms;

although it is widely believed that morning mist condensing into a cloud entails rain, this sign
sometimes fails to justify itself;
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it is also believed that the weather of the 17th day of a month under the traditional system of time
counting, "sets the trend" for the following month;

frozen morning mist in early autumn and grass blades individually frozen during the first autumn
snow mean that the coming winter and spring will be snowy;

if by the end of October the Milky Way disappears and is seen again within 7 days, the weather will
be mild; if it is not seen for more than 7 days, heavy snows should be expected; it is said to have
disappeared for 18 and 16 days respectively in the years of the Ape (1944) and the Boar (1945)
which had extremely severe winters,

if in the the first autumn snows one can discern distant mirage-like optical phenomena in the steppe
belween 9 and 10 in the morning and 5 and 7 in the afternoon, and the grass appears 10 be waxy
and dark, this indicates cold and snowy weather; a bright white morning dew in early autumn
means one will have to wait for quite a time for the first snow;

if the quarter moon of the second day of the Lunar new year is in an upright position ~) this
would be a sign of a warm month and few snowstorms;

the same moon leaning backwards () indicates a cold winter and severe storms in spring;

the Moon and the Pleiades counterface each other in the first winter month; if the weather was
bad prior to this phenomenon, it will improve for the following month; if the weather worsens after
this phenomenon occurs, it wilI remain so for the same period of time;

if the Pleiades almost disappear in the light of the Moon when the two are crossing each other,
snow will definitely faIl; good weather can be expected for the whole year if the two cross each
other at a distance; the Moon passing over the Pleiades means a mild year with few gales and
storms; in the opposite case, there will be heavy snowstorms and poor pasture; the Moon and the
Pleiades meet eight times a year;

Venus is known to be visible sometimes at dawn and sometimes in the evening; this regularly
occurring alternation is disrupted once in 2-3 years; the year in which this happens is said to be
harsh for the nomadic herdsman;

snow or rain which start on Saturday and Sunday are said to continue till the next weekend; if they
do not stop, the weather will be hard to deal with;

if, in spring and winter, comets are seen in large numbers in the north-western part of the
firmament, this indicates that a sudden calamity may happen shortly afterwards; in 1959,
Uburkbangai province suffered a loss of 12,000 farm animals in a snowstorm seven days after a
number of comets was observed in November.

Experienced herdsmen hold that severe winters with heavy snow-falls occur in the years of the Ape, the Ox
and the Boar in every 12-year cycle of the Lunar calendar. Although Nature often confirms this assertion,
it still needs greater scientific substantiation. The same view is shared by our veteran herdsmen who
invariably emphasize the importance of accurate observations.
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NATURAL PASTURE AS THE BASIS FOR LIVESTOCK
PRODUCTION IN MONGOLIA

R. Tserendulam

Mongolian Academy of Sciences

Mongolia is one of the few countries where a pastoral nomadic economy, with its historical traditions of
animal husbandry, has survived with its original structures. Mongolia has more than 120 million hectares
of pasture land, covering vast areas of mountain-forest, mountain-steppe and Gobi-desert ecological zones,
with an extreme continental and dry climate typical of Central Asia. These pasture areas could be classified
into more than 120 ecological units according to their quality; there are the main fodder resource for the
domestic animals of the Mongols all year round.

Mongolian domestic animals, well suited for pastoral grazing, get fat, grow and produce during summer and
autumn; during winter and spring they survive by using their fat reserves and by reducing their requirements.
This biological rhythm is the main adjustment of Mongolian pastoral livestock.

Natural pasture is a better fodder than any other in terms of its biological quality and, certainly, its cost.
Mongolian pastures contain some 2,500 species, including hundreds valuable for fodder use. Domestic
livestock can select their favourite grasses in the pasture.

Compared to wetter countries, Mongolia's dry climate means that pasture grasses have less moisture, and
are richer in protein, carbohydrate, vitamin and minerals, and thus have greater nutrient quality. Such an
ecosystem is more typical of the Gobi zone than the Khangai mountain zone.

According to our research, green grass in Mongolian pastures has the following average composition: water
51.1-69.3 percent, protein 2.8-7.5 percent (of which 2.0-5.1 percent albumen), fat 0.9-1.8 percent, cellulose
7.3-14.6 percent, nitrogen-free extracts 13.2-25.5 percent, ash 2.7-8.3 percent. Mongolian domestic animals
well adjusted to extensive grazing normally digest up to 88 percent of nitrogen in green grass, 91 percent of
fat, 83 percent of cellulose and 88 percent of nitrogen-free extracts. The high quality of pasture grass in
Mongolia is clear also from the following indices: 1 kg of green grass contains 0.26-0.46 fodder units (oats
units), and 20-50 gm of digestible protein; when absolutely dry, 1 kg contains 0.62-1.13 fodder units and 42
122 gm of digestible protein (see table 1).

Green grass also,contains 2.98-5.16 percent sugar, 3.69-4.85 percent starch and a large number of replaceable
and irreplaceable amino acids: lysine 6.6, histidine 8.3, thionine 4.3, methionine 3.0, balinine 6.4, phenyl
alinine 5.3, leucine 7.8, asparagine acid 13.8, sulphur 2.0, wistaria 1.5, glutanine acid 14.5, alinine 10.3, proline
55, and tyrosine up to 2.7 gm/kg. But different plants have different amino acid contents. For example,
Gobi grasses like the multi-rooted onion and the Mongolian onion contain: asparagine acid 17.1, g1utanin
acid 13.1, lysine 5.9, gistidine 7.3, balinine 6.3, phenyl-alinine 9.3, and lysine 15.3 gm/kg. Such plants rich
in organic acids and albumin are always available in the country, and there are also plenty of plants with a
delicate aroma and taste.

The pasture plants in Mongolia are also rich in vitamins: 1 kg absolutely dry grass contains up to 340 mg
carotine, to up 1685 mg vitamin C and is also rich in macro- and micro-elements.

The greatest advantage of pasture grasses is in their nutrient quality and variety compared with cultivated
pasture. This feature of pasture means that grazing animals can select the sorts of grass they need for their
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nourishment. Each plant has its biological specificity including duration of growth; grass species supplement
each other in different seasons, thus making the pasture productive all year round.

This means, for example, that livestock begin to put on weight in early spring when the fringed sagebrush
and anemone are dominant, but complete their growth on autumn pastures rich in multi-root onion, wild
onion, fringed sagebrush, and other succulent grasses.

In addition, many pharmaceutical plants grow in Mongolian pastures, and are used effectively for the
treatment of various diseases.

All this shows that pasture plants are the main source of fodder for Mongolian livestock. The particular
characteristics of natural plants influence the size and quality of meat and dairy products, and specially make
the meat of Mongolian livestock more tasty and of high quality. The specific taste and quality of meat
becomes more evident south of the Khangai mountain zone towards the Gobi. There is also another
advantage of the natural pasture in Mongolia: it is free of the chemical fertilisers and poisonous substances
used in many countries.

Every year Mongolia prepares approximately 900 thousand tonnes of cultivated fodder, to feed mainly dairy
cows on mechanised farms, and pigs and poultry for the winter; this fodder also goes into reserves to protect
open range animals from an unexpected natural disaster. However, most livestock production in Mongolia
is based on natural pasture grasses.
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Table 1: Cb8aLical ~iUon of IIoDgollan Puture Plants in SU-r

--------,-----,

Pasture Classification Chemical composition (percent) Per 1 kg grass Per 1 kg grass
(green) (dry)

",ater protein albl.Ullin fat cellulose nitrogen- ash fodder digestible fodder digestible
free exts. units protein (g) units protein (g)

Alpine 56.5 6.7 5.1 1.4 10.6 20.9 4.4 0.36 51 0.82 112

Alpine-forest 67.0 5.9 4.5 0.9 7.8 15.3 3.1 0.26 36 0.60 115

Meadow. steppe 51.1 4,4 3.1 1.2 14.6 25.5 3.2 0.44 31 0.91 63

Steppe 53.6 4.0 3.7 1.6 13.3 23.6 3.7 0.33 30 0.72 64

Gobi desert 54.8 S.8 4.2 1.6 10.5 22.4 4.7 0.47 47 1.04 106

Desert 69.3 4.7 3.3 1.6 8.3 13.2 2.7 0.35 40 1.13 122

sak.aul 53.0 2.8 2.0 1.1 12.1 22.8 8.2 0.29 20 0.62 42

oe..rt shrub 59.5 7.5 4.6 0.7 7.3 19.5 5.5 0.28 24 0.70 56

Meadow. valley 64.4 4.7 3.5 1.1 9.4 17.2 3.2 0.30 34 0.84 96

Saline depre••ion 56.7 5.3 2.9 1.2 6.3 20.3 6.3 0.30 37 0.66 86
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FEED AND FODDER SUPPLY IN PASTORAL UVESTOCK
HUSBANDRY IN MONGOLIA

S. Tserendash

Head of Section of Improvement and
Management of Pasture and Hayland,
Research Institute of Animal Husbandry

At present, the first priority of agricultural policy in Mongolia is to improve fodder production for the
livestock industry. Mongolia's fodder production potential depends largely on natural pastures and
haymaking. Natural pasture occupies nearly 120 million hectares, on which the animals obtain about 90
percent of the fodder they need. There some specificities about grazing on Mongolian pastures which makes
it even more important as a food resource.

In winter and spring 45-50 percent of the total yield of pastoral grasses remains as liller and provides the
animals with costless fodder. The lilter is used as food for about 180-200 days. In addition, some plants are
able to spend the whole winter and spring in a green state. Because of early autumn cold and frost, pastoral
grasses dry early but they retain good digestibility for all kinds of animals. Mongolian pastoral grasses have
a good regrowth capability, which allows them to be grazed for a long time.

There are about 160 types of pasture in Mongolia. Even within each cooperative territory there are many
types of the pasture which are used by different animals in different seasons.

For a country like Mongolia, where the pastoral economy is dominant, the elaboration of a system of pasture
use is the main task which deserves a lot of attention. Methods have been developed on the basis of the
centuries-old experience of the herdsmen as well as on scientific studies. According to the season and type
of animal, pasture areas are chosen, which are then sub-divided into small parts for use at different times
in the season.

One of the features of the Mongolian livestock industry is nomadic movement between different seasonal
pastures. Nomadism is an emcient method for rational pasture management. Mongolian herdsmen have
developed a system for daily and seasonal use of pastures which give more effective grazing of the parts.

Despite this, many pasture areas have been degraded, mostly as a result of inefficient use of agricultural land
and a lack of main roads in rural areas. As result, in the country as a whole 250,000 ha of agricultural land,
which could grow 1.9 mil1ion lonnes of high quality food, have been degraded.

Research findings indicate thal seasonal grazing of stock on the same pasture year afler year, or too heavy
a concentralion of livestock on the pasture, cause damage to grazing lands. It is estimated thal at present
about 3.0 million ha of pasture land has been damaged. The yield of the degraded pasture decreases by 50
60 percenl, and the proportion of high quality plants declines.

Mongolian pastures have been used very heavily. Annually there are pasturing 50 million sheep equivalents,
which graze 14·16 million tonnes of fodder. However, research findings indicate that the grazing capacity
can be increased by one lhird, using irrigation and pasture improvement techniques. Rotational methods
of pasture use have been developed by the research institutes which can restore degraded paslures, and
increase pasture yields by 5.4-8.6 cenl/ha.
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The conclusion is that we must pay a great deal of attention to rational use and protection of the pasture
and hayland. There is an urgent need to work out a system of protection and effective use of pastoral areas
in the various regions, as well as the legal basis br bnd tenure in the country.

Industrial feed production plays a smaller part in total fodder use by pastoral animal husbandry. At present,
average annual fodder production is estimated at 1.1-1.2 million tonnes (in terms of fodder units), which is
about 20-25 percent of all supplementary feed of the animal population in winter and spring. Haymaking
fields total about 1.9 million ha, and yield annually 1.2 million tonnes of hay. In the pastoral economy, a
cutting rotation is the main form of use of the hayland. The yield of hayfields in a cutting rotation increases
by 20 percent and their botanical composition also improves. It is estimated that there are 25.6 million ha
of valley and mountain meadows and 11.0 million ha of flatland pasture in Mongolia, which can give high
yields of hay with appropriate management.

Several years use of the same pastoral and hayland areas without improvement lead to decreasing pasture
yields and to deteriorating vegetation composition. The use of fertilizers significantly increases hay yields.
Research indicates that the effect of fertilizers depends on the type of pastoral and hayland area. Nowadays
the total size of improved hayland areas is about 100,000 ha, with an average yield of 15-20 cent/ha.

One of the main ways to increase fodder availability is through forage production. Cultivated fodder plays
an important role in providing fodder enterprises with raw materials and in supplying high potential animals
with high quality food. To improve the efficiency of cultivated forage production it is necessary to implement
a sowing rotation, choose the right combination of annual and perennial fodder crops, organise high quality
seed production, and master the appropriate techniques.

At present it is estimated that alfalfa, oats, rye and fodder beans are the most productive fodder crops for
the forest-steppe zone. These crops are also able to give a good harvest in irrigated desert steppe and Gobi
areas. It is important to increase the efficiency of the irrigation systems in different parts in the country.
At the same time there is a need for measures to prevent soil erosion and to renew soil fertility through
sowing mainly perennial crops.

Fodder technology has now been developed by the research institutes, which is applied to fodder production
enterprises in the whole country. One of the aims is to fatten animals and dairy cattle between autumn
(October-November) and early spring (May-June) when natural pasture grass is scarce. Besides yield,
attention must be given to high protein content, because the supplementary fodder available for animals lacks
about 300,000 tonnes of digestible protein. For this purpose it is suggested to increase the proportion of high
protein crops like alfalfa, in the total crop rotation.

Elaboration and application of improved fodder technology is a way of increasing forage resources. As result
of the introduction of silage technologies in the last 10 years, the total amount of green fodder and silage
has increased by about 20 percent.

There are now 19 specialised fodder production enterprises which have substantially increased annual fodder
production. In addition, each co-operative and state farm has its own fodder production unit. Many fodder
production enterprises specialise in preparing concentrates and mixed forages. It is estimated that they
produce 107.5-174.1 thousand tonnes of fodder units.

From the point of view of the pastoral livestock industry, the most important problem is how to organise
supplementary feeding. For this purpose Mongolian scientists have worked out basic balanced rations,
applicable for various categories of productive animal at different times of the year.

In the near future there needs to be a policy for increasing feeding efficiency. To effectively supply the
livestock industry with high quality fodder, we must increase total fodder production to three times the
present volume. In the pastoral livestock economy, fodder production must be one of tbe main branches
with its own tasks and an improved material and technical base. A national strategy, based on more research
on livestock production, should be developed.
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TRADITIONAL MONGOLIAN METHODS FOR MAKING LIVESTOCK PRODUCTS

E. Zagdsuren
Ts. Adiya
Sh. Tsercnpuntsag

Research Institute of Animal Husbandry

In our paper we describe the traditional methods of Mongolians who process and use, in daily life, various
types of food of animal origin, and in particular dairy products. The Mongols use over 150 kinds of dairy
product and over 200 meat foods, and have over 50 kinds of composite dishes (46)1. Some of these are
described in this paper.

Over many centuries, Mongolians engaged in pastoral livestock husbandry have developed simple, traditional
methods of processing the milk, meat, skin, hair and wool of the five species of animals, in accordance with
specific local climatic and living conditions. Some traces of these traditions are depicted on rocks and
preserved in designs (1,2) of materials found in graveyards dating back some live thousand years. In the
middle ages, historical sources, in particular the towering historic and cultural work The Secret History of
the Mongols (3), and the travel notes of envoys, messengers and travellers (23, 17,37) describe in detail how
meat and dairy products were made, how skins, hides, hair and wool were processed, how draught pack and
riding animals were used and trained, and how agricultural implements and harnesses were made.

TRADITIONAL DAIRY PRODUL'TS

Dairy products occupy an important place in Mongolian food. In Mongolian, the word tsagaan (white),
besides its basic meaning of colour, denotes loftiness, straightforwardness, symbolism and goodwill. The first
month of the year is tsagaan sar (white month), and a positive description is tsagaan tsailgan (good hearted).
Everything pure and lofty is compared with milk. Guests of honour and elders are offered milk and milk
products, and the best of milk products is sprinkled as a libation to the heavens and local deities. All this
is part of present cultural practice.

Different groups in different parts of Mongolia have developed difrerent technologies for producing dairy
goods; however, generally speaking, the entire Mongolian people have evolved similar methods of processing
milk products.

As milk products contain nutritious components that are easily digestible and which have curative and
preventive characteristics, they naturally altracted the attention of scholars. Since the 1930s Ya. Tsevel (45,
46) and others have investigated the tradition of processing milk products, classified dairy goods, and
described the treatment of milk products. In recent years, researchers (4, 5, 15, 16, 18-20,22, 30-34,38,40
43, 47) have published a number of works on folk methods of making dairy products, their composition and
nutritional value. D. Nyamaa (34) started a mechanised factory producing dairy products.

Dairy production is seasonal in character. In the first month when the dams give birth, milk and beestings
become available, in summer plenty, in autumn less. In March, ewes, goats, cows and camels give birth and
various milk products and drinks are made. In mid-summer animals are fed fresh grass and give more milk.
As a result, the variety of milk products increases and then declines in autumn as the laCtation period ends.
At the turn of the seasons the types of milk products and their production technologies are different. When

1. Numbered references at the end of the paper.
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there is less milk yield, herdsmen consume shar tos, tsagaan tos, aaruul (dried curds),~ (dried cottage
cheese), tarag (yoghourt), aarts (curds),~ (fermented mare's milk) and knoormog (yoghourt together
with milk) which contain more biological elements such as vitamins. They enrich the type of food and make
it easily digestible. Meat which is consumed more in winter benefits from this treatment.

Va. Tsevel (45) noted that when Mongols made food from milk, they did not produce one particular type,
but made various types of dairy product by using the different constituents of milk in the production process.
Primary processing of milk is by warming, fermentation and souring; from this milk other types of dairy
goods are produced. Different dairy products are suu (milk), QrQm (scum on boiled milk), xysam (sediment
Qn the bottom of pot after boiling milk),ZQQlli (cream), and shar tos. Microbiological processes take place
in collected orom or scum and when this micrQbiologically processed.Q!:Q!!l is melted, shar tos is obtained.
When shar tos is separated from collected Qrom, the remaining part is tsagaan tos. By fermentation, sour
milk drinks are obtained such as sour cow's and camel's milk, mare's fermented milk; yoghourt is made frQm
cow, ewe and goat milk, added to an existing yoghourt, and from them are made~ (boiled yoghourt),
aarts (yoghourt separated whey), and aaruul (dried aarts pressed intQ shape). By souring milk, some dairy
goods are obtained such as leavened milk, cheese and cottage cheese.

COLOSTRUM PRODUCTS

When animals give birth, the colostrum, except that of the mare, is used for several types of milk products.
Colostrum is prepared in a speciai vessel in boiled water.

Colostrum prepared in this way is sliced and consumed. When colostrum becomes diluted (somewhat fluid)
after 2-3 days it is warmed up slowly in a pot, and is ladled and poured into the pot repeatedly while boiling.
When the colostrum becomes sticky and thick it is consumed. This drink between colostrum and milk is
called xelgii uurag ('mute colostrum', because it is soundless while being poured).

The ram colostrum which is warmed up and thickened in a vessel on a low fire is called xataasan uurag
(dried clotted colostrum).

In the Gobi region in spring when she-camels give birth, camel's colostrum is collected in a special vessel;
as soon as it is fermented, it is warmed and stirred in a pot on a low fire, and consumed.

There is also a technology of making cottage cheese out of the colostrum of sheep, goats and cows by
souring and wheying the colostrum and by having the whey absorbed in the colostrum. Colostrum of sheep
and goats is collected and after a while is soured by adding milk and boiling. Thus tsorom is obtained, and
out of it tsoromiin aaruul (curds) are made.

In mountainous areas and the northern regions, colostrum is soured by adding milk, and cheese is produced.

PROCESSING MILK BY WARMING

Dram is obtained from cow, ewe or goat milk by warming at 82-84-C (20, 41). As soon as the milk is warm,
the fire is extinguished, and for 15-20 minutes the milk is ladled up and poured down above the embers, then
cooled down (18-20).

Together with protein, the fat globules in milk compounds are light, so when milk is warmed, the globules
110at up and foam on the surface of the milk. Dram (scum) is formed as a result. When the milk cools
down and the foam disappears, it is again warmed by a low fire in order to raise the cream up.

The warmed milk is rewarmed on a low fire one or two times, then is left for 12-25 bours in a stable state.
Orom is skimmed off from milk in the pot by a scraper around its border, and it is folded with tbe creamy
part inside.
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Orom is consumed fresh as well as preserved for making zookhii, shar tos, tsagaan tos and olher foodstuff,
and also it is dried for later usc. In late autumn.QIQ!!!. is frozen for winter consumption. I
Gram is kept in rumens, colons and wooden or enamelled vessels in a cool place. In preserved orom, milk
acid bacteria reproduce and a microbiological process takes place. Microbiologically processed orom is rich I
in various vitamins and protein organic acids, and is a source of valuable and easily digestible food products.

Xusam (sediment on the bottom or pot after boiling)

Xusam is sediment formed at the bollom and sides of the cast-iron pot, and the remaining part of the rim
of.QLQill. This is a favourite and nutritious food for children.

Zookhii is almost the same as orom. But in some areas of Mongolia the skim of the milk just after warming,
ladling and pouring is called zookhii.

Khutguush and klUlilmag

Fresh illQ...lll mixed with dried and crushed eezgii (dried cottage cheese) is called khutguush. Gram and
zookhii melted and mixed with dried and crushed eezgii and /lour is called khailmag.

Shar tos

Shur tos is obtained from orom. When collected orom is melted, it becomes shar tos and tsov (the
remaining part after shur tos is separated from orom); the separated shar tos is kept in a rumen colon or
wooden vessel. Shar tos has a sharp smell because of various organic compounds, formed in the
microbiological process that occur in the collected orom. Shar tos is of a yellowish colour as it contains a
large quantity of vitamins dissolved in oil, particularly vitamin A. Mongols do not consume shar tos as buller
spread on bread, but only in small quantities in their tea, tsagaa (boiled yoghourt) and Mongol vodka in the
cold season. When they are on a caravan journey they consume barley /lour mixed with shar tos.

Tsagaan tos

What remains after separating shar tos from orom is tsov. Tsov added to eezgii (dried cottage cheese), /lour,
some edible plants and sugar is called tsagaan tos. There are also tos with viviparous snake-weed,~ with
Polygonum and tos with SphaUerocarpus gracilis and others.

Tsagaan tos is rich in protein, sugar, minerals and various vitamins. Tsagaan tos is preserved in a rumen
almost everywhere in the country.

PROCESSING MILK BY FERMENTATION

Tarag (yoghourt)

The milk is warmed to 42-4S-C (18) and fermenled with milk and bacteria amounting to 3 percent of milk,
ladled and poured many times, and kept at 35-45- C. After 2-3 hours tarag is coagulated.

Tarag is fermented by the decomposition of sugar in milk by milk acid bacteria into milk acid. The total
acidity of fresh yoghourt is 65-70T. All the nutritious character is preserved in yoghanrt and antibiotic
substances are accumulated by milk acid bacteria and yeast.

Aarts (cottage cheese).

Aarts is made of milk of all types of animals, and accordingly bears different names. Aarts is also obtained
after distillation of any fermented milk, and this kind of aarts is called tsagaa. The filtrated~.boiled
airag and yoghouft is aarts.
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Aaruul (dried curds).

Whey-free tsagaa is pressed, out of which aaruul (curds) is made in different shapes. The wet aaroul is dried
on a special board. The shapes of aaruul are formed by hand or sliced by a horse-tail string (40). The
shapes are called atgamal or bazmal aaruul (squeezed in the fist), zoos aaruul (coit-shaped), khorhoi aaruul
(worm-shaped or squeezed through a sieve). Aaruul is a product containing protein.

Mare's fermented milk (airag)

Airag (koumiss in Russian) is of high nutritional value, easily digested and has curative and preventive
feature. This wonderfully refreshing drink was invented by the Mongols and is highly respected. The Italian
traveller Marco Polo stated that over ten thousand white mares were milked to produce~ for the
ceremonies in the grand palace of Kubilai Khan. Mare's fermented milk contains the necessary amino-acids,
vitamins, easily digestible protein, and unsaturated fatly acids. Some researchers (5,30,38) have established
that the micro-organisms of airag decompose as well as syn~hesize the protein. Mare's milk is fermented
by natural micro-organisms and a pure culture of lactic acid bacteria. Airag micro-organisms contain lactic
acid, Bacillus kochii and yeast. These lactic acid bacilli and yeast decompose milk sugar into lactic acid,
spirits and carbonic acid gas.

In late autumn the milk season ends and slightly fermented airag is mtered and dried, or frozen or absorbed
into different materials as micro-organisms or yeast for the following year's fermentation.

Fermented mare's milk is a sour milk product, combining lactic acid and spirits. ThereforeAimg fermenting
technology needs the correct addition of the above two substances for fermentation. In order to ferment,
mare's milk must be liltrated and mixed with micro-organisms. At the time of mixing, the acidity should be
not less than 60 T. After mixing, it must be stirred 3000-5000 times (20, 40).

As a result of stirring, the component micro-organisms and fresh milk are evenly mixed, aerated and suitable
conditions are created for breeding micro-organisms. As airag ferments, the total acidity increases, the
growth of lactic acid bacteria slows, and spirit forming micro-organisms quickly activate. In the fermentation
process, certain changes take place in the composition of fat and protein, the airag becomes easily digestible,
vitamin B increases and lactic acid, alcohol, carbonic acid gas as well as antibiotics capable of resisting some
infectious diseases are accumulated. As airag is rich in amino acids, vitamin C, fat, various organic acids,
it is a valuable beverage.

Airag stimulates nervous activity, restores blood elements and improves the secretion of gastric juices. It
also neutralizes and arrests the process of suppuration in the intestines. Airag is used to treat TB, scurvy,
neurasthenia, anaemia, hypo-acidity and gives positive results.

Airag butler

Airag butler is secreted while souring and stirring the mare's milk and is kept as shar tos. Airag butler has
a sourer taste than shar tos. Its colour is yellowish and it has more nutritious features. Airag butter melted
becomes arom and its shar tos is separated from tsov and thus consumed.

Undaa

Undaa is made of cow, sheep and goat milk. This type of sour milk beverage is a combination of lactic acid
and alcohol fermentation called undaa or khoormog and in some regions airag. .!.!llit!i! is consumed as a
drink. Out of it, milk vodka is distilled. The remains after distillation are used to make~ and aaruul
(dried curds).~ is similar to fermented mare's milk cg) andllmg (yoghourt) in its nutritive and
curative features, lactic acid bacteria and yeast components. Filtrated and dried undaa and~ are used
as yeast to sour undaa. Approximately 1-2 litres of yeast are used per 10 litres of milk. Milk is mixed with
yeast in a hide sack or wooden vessel and stirred (beaten) some 1000 times. Undaa is well soured at 25-3lJ
C and its acidity reaches 100-150 T.
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Camel's rermented milk

In general, methods of fermenting camel's milk are the same as those of fermenting mare's milk, but it can
be produced throughout the year. Camel's milk is filtrated and cooled a lillie, then mixed with yeast. The
mixture of milk and yeast is beaten for 30 minutes and left at 20-2.s- C for 3-4 hours. When the acidity of
camel's fermented milk reaches 60-70 T it is stirred again. Under such conditions camel's airag is ready
within 10-16 hours. It has a curative character against intestinal and kidney diseases and it reduces swellings.
There are several sanatoria in Mongolia treating patients with camel's airag.

Distillation of airag

Milk vodka is obtained through the Mongolian way of distilling airag made of different types of animals'
milk. This kind of vodka is called ark hi. The re-distillation of arkhi becomes an; the third distillation,
sharz, and the fourth distillation, khorz. Milk vodka is used for prophylactic purposes.

Airag and milk vodka may be combined with fruits, berries, sweets and various medicinal herbs distilled by
Mongols. The distillation is called dars (liquor). Oars is consumed to treat chronic diseases.

PROCESSING MILK BY CURDLING

Eedem (curdled milk)

Eedem is made from cow, sheep and goat milk. To hot milk, yoghourt is added and curdled, and fresh milk
is added again to reduce the sour taste and consumed.

Cheese

Cheese is made from fresh or boiled milk of cows, sheep and goats. Warm milk is added to yoghourt, slowly
stirred and boiled to 80- C (18).

When dregs and whey appear, curdled milk is poured into an easily filtrating cloth sack. The filtrated dregs
are pressed in between boards and kept for 2-3 hours. In curdling, mostly fresh yoghourt is used. Yeast
constitutes 5-6 percent of the total curdling milk. Cheese is easily digestible and rich in protein elements.
Cheese is sliced thinly and linked with string and dried for later consumption. Cheese dried in this way is
soaked quickly.

Eezgii (cottage cheese)

Eezgii is made of cow, sheep and goat milk. In producing eezgii, the curdling process is almost the same
as in making cheese. When the dregs descend, the curdled milk is boiled on a milk lire until the whey is
absorbed into the dregs. Then the eedem (curdled milk) is roasted until it gets orange or yellowish brown
colour, and is dried in a special board. Eezgii is rich in proteins, fat, lactic sugar, minerals and vitamins
which are contained in milk and are useful for the human organism. As eezgii contains to a great extent
irreplaceable amino-acids such as methionine, lysine and others, it has a specilic use in meeting protein
deficiency and improving liver function, in a way radically different from other milk products.
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SUUD khuruud

Suun khuruud is a milk product obtained as a result of the rancidity of milk by the inOuence of lactic acid I
bacteria.

Fresh milk becomes rancid at ZS-C within 8-12 hours and when its total acidity reaches 75-86 T, the cream I
rises to the surface and it is taken away and the dregs are filtered out: While being warmed, the dregs
should be well stirred, the whey taken out, then the dregs should be kneaded well and pressed tightly in a
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woodcn moulder. After drying out a lillie, the dregs are taken out of the moulder and cut into different
shapes.

PRODUCING MEAT PRODUCTS

Mongols produce different types of meat product which suit the climatic and living conditions of the country;
these traditional methods are almost unknown to other nations of the world. The meat of any type of
Mongolian animal is said to be exceptionally tasty and of high quality. The reason is that Mongol breeds,
well adapted to specitic natural and climatic conditions, choose and eat the most nutritious grasses on natural
pasture; there are also other factors, such as their unique biological peculiarities. Mongols prefer mutton
to other types of meal. Furthermore in their folk medicine, they use mutton, the Achilles tendon, the
kneepan (patella), the tive viscera, the coccyx and bone broth for treating various diseases (39). According
to investigations (7-10, 14, 25-27, 44), the ratio of meat per 1 kg of bone in Mongolian sheep is 6.26 kg, the
bones are light and flesh is abundant Protein quality index is 8.2, succulence is 67 percent, M.Long-dorsi
protein is 21.9 percent, moisture is 73.5 percent, content is 4970.3 joules. In terms of irreplaceable amino
acids, Mongol sheep meat is higher than that of line and semi-line fleeced sheep. Its muscular fibre is 2-4
microns finer and the total amount of unsaturated fatty acid is higher. Meat of Mongolian cattle and other
types of animals have rathcr high meat quality indicators.

Division of the carcass by joints

Mongols divide any carcass tirst into two· the fore and hind parts - then into seven equal parts: four legs,
rump, neck and vertcbrae, sternum and nank. While doing this no bone is broken. When animals are
slaughtered, the internal organs, shin-bones and heads are specially treated and used as food. In order to
have the succulence absorbed in the nesh, the carcass of sheep and goats is divided into the front and hind
parts, while the carcass of large animals is divided into seven equal parts as mentioned above and is stiffened
in the cold. This kind of stiffening prevents the decomposition of the connective fluid of molecular structures
of protein and is related to the metamorphosis of biological active matters. It has been concluded that there
is much glutamic acid, alanice, leucine-isoleucin; a combination of these amino acids is the main factor in
meat flavour and quality (21).

·Preserving meat

Mongol people have different traditional methods for preserving meal. There are two main types, open and
closed.

Borts

Borts (dried meat) belongs to the open method. It is of two type ukhaa borts (dried meat of light yellow
colour) has its moisture gradually evaporated in the open air in the very cold season, while khar borts (dried
meat of dark colour) is exposed to thc sun or dried in a cool place in the warm season.

To freeze meat under natural conditions and dry it in the wind is a tested method which is still used
throughout the country (11-13, 49). Borts is made from the meat of well-fed cattle and camels in November
and December. In most parts of the country, borts is made by cutting along the fibre. The flesh is separated
from tendons and fat and finely sliced, along muscular tissues 2·5 cm thick and 20-30 cm long. The slices
are dried in the wind in wooden huts, on ropes, lined 15-20 cm from each other, covered with a dust proof
cloth.

When meat is frozen, the moisture in the muscular cell and inter-muscular tissues freezes and gradually
evaporates, the surface layer slowly dries in the wind and the nutritious substances are absorbed into the
flesh. This gives food made of~ its exceptionally pleasant flavour and smell. The process of making
borts lasts 4-5 months. As the frozen meat dries in the wind it gradually gets soft; when it is pounded, it
comes apart along the long muscular fibre.
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Borts made in winter does not change in volume while stored, but becomes friable. Properly made beef
borts becomes soft and friable; its colour is somewhat pale and the fat is yellowish. Camel's meat is pale
and the fat becomes more or less white.

The moisture content of camel meat borts is around 7 percent, fat is 20 percent, protein 60 percent, ash 3.75
percent; the energy content of 1 kg of camel borts is 11,571 joules (49). The moisture in beef~ is 7-8
percent, fat 11 percent, protein 78 percent and the energy content of 1 kg beef~ is 11,412 joules.
According to the same data, when 1 kg meat is dried its weight reduces by 4 times: that is, 1 kg meat
becomes 210 g of borts. Elders say that a whole beef carcass, separated into joiots, can be kept in its rumen,
but when it is made into borts it will lit in the bladder. Borts has a high content of protein, fat and energy.
Borts is kept in a sack or wooden box for later use. Borts is used not only to make soup but also other types
of meat dish. When borts is soaked in water for 40 minutes, its volume increases by 2.5 times and after 18
minutes of boiling it is ready for consumption.

When a sheep or a goat is slaughtered, the carcass is stiffened. The brisket is then separated and taken out,
the ribs are separated at the pelvic and rump joints. The spinal column is disjointed at the vertebra just
before the three hind ribs. Inside the carcass, the kidneys, heart, brisket, rectum and disjointed tibias, shin
bones, radii and humeri are separated and put in, and the fore and hind parts of the carcass are bent
together; then it is wrapped in the skin and frozen. Sometimes it is also put into the rumen. Beef is also
wrapped in the hide or in its rumen. Frozen meat is mostly kept in holes dug in the ground or in the snow.
However the ways of keeping frozen meat vary in different parts of the country.

Meat preserved in the rumen

This is a method used by people to preserve meat in the cold season. Mutton and goat meat, separated from
the bone, is put in the rumen and preserved. Skill is required to put the meat in the rumen. A skilled man
can put all the meat of a sheep or goat in the rumen including its head, shin-bones and tripe.

In the cold season, preserved meat is kept fresh.

Siusa

Siusa is meat specially preserved by salting for longer use. In warm periods, to keep meat for longer, siusa
is made. After slaughtering, the meat is kept in an open place for some time. Siusa is prepared with boiled
and unboiled meat. The meat is cut into small pieces. To make siusa of a whole sheep, a cup of salt is
added and it is fried without adding any water. Afterwards, the meat is kept in a tightly closed pot or in the
rumen.

The quality of the siusa prepared from raw meat is better than that from boiled meat; however, the keeping
period is shorter. Siusa gets reddish when it is kept for a long time, but this does not affect the quality of
the meat. Siusa is also served with Mongolian milk tea. In other words, siusa is a kind of canned meat.

Kiramsag

Late in the autumn, during the time of slaughtering for winter and spring food, kiramsag is prepared. Tripe
is cleaned, washed, and packed in an oval-shaped rumen, so as to be suitable for chopping. Sausage of cow
blood is preserved and frozen together with the tripe. It is served with kiramsag or separately with other
meats.

TANNING HIDES

Over the centuries, the Mongols have developed a special technology for tanning hides. Technologies vary
from place to place throughoul the counlry.
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After slaughtering, the hides are cleaned of meat, and soaked in water. Hides for leather ropes are stripped
of hair.

One of the main methods for processing hides is tanning. Tanning takes two forms: milk tanning and water
tanning. Milk tanning is a way of tanning hides in yoghourt or boiled yoghourt; water tanning is a method
of processing hides in ash and water. As a result of tanning, the surface of the hide becomes thick and
unbreakable. To tan a hide, 5-6 kg of marsh salt is dissolved into 50-60 Htres of water and the hide is put
into it for 10-12 days. Skins of foals and calves are tanned for 5 days. Rugs are made of tanned hide. Rugs
made of foal and calf skins are useful for camping or country travelling because they do not get wet when
placed directly on damp ground.

Horse and cow hides are used for different purposes. Horse hide is used to make saddle cloth, horse-locks
and harnesses. The hide is kept in boiled yoghourt for a week and tanned. Hide is also used to make bridle
reins.

Camel hide is used to fasten the~ (yurt) lattice. Traditionally, leather strips are widely used for many
purposes including harnesses. In this respect, the Darkhats (an ethnic group) are famous for their leather
work.

Tanning leather bands (sur)

To make leather bands for all purposes, the neck and legs of the tanned hide are cut off, making it round
in shape. Bridle reins are cut along the body part of the hide from front to back. Leather bands are cut
in different ways: cutting in a circle around the whole hide, or only chest and back parts, and so on. The
width of a lasso and a bridle rein is about 5-6 cm. Leather bands for tanning are buried in the wet soil and
after softening, they are tanned by turning, twisting and beating.

After the moisture in the leather band is removed, at the end of tanning, the band is oiled with animal fat.
Leather bands tanned in a factory with the help of chemicals are not strong enough and are easily deformed.
Leather bands processed in the traditional way are strong and thick. Goods are also made from various
parts of the hide are designated for making leather bands. Darkhat and neighbouring Khalkha people make
leather rings out of the ear, eye and navel part of the hide for bridle reins. All over the country, both raw
and tanned hides are used to make leather bands.

Tanning sheepskin

Sheepskins have different names according to the age of sheep and season of the year: nekei is the skin of
a fully grown sheep; azargan nekei is a long-haired skin; secsygyrge is an autumn lamb skin. Debel (gown)
is made of sheepskin. Soft, strong skins, with fairly curled, thick hair of 2.5 cm length are good for a debel.
Sheep and goat skins are placed in tanning liquid for processing. From 0.5-0.8 kg of marsh salt is required
for a skin. Yoghourt, sour milk and boiled yoghourt is used simultaneously. Tanning takes 8 days.
Afterwards the skin is scraped and beaten.

MAKING HAIR AND WOOLLEN ARTICLES

Felt

Since ancient times, the Mongols have made felt every autumn. Felt making is a collective labour feast.
Short or lamb's wool is suitable for felt making. For an average size of felt 20 kg, and for a bigger one 25
kg of wool, are required.

To make felt, tirst a moulding felt is wetted, and wool is placed on it :in three layers. This process is called
zuluhai tatah, meaning to put wool in layers. The wool is tirst laid from right to left, then from left to right
and so on. After laying a layer, the wool is sprinkled with water. Sprinkling is repeated at each layer. Three
layers of wool are tightly and evenly rolled by 3-4 strong men. It is then wrapped up in hide and the two ends
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are tied. Two camel or horsemen drag the wool roll through the pasture to compact it. First the roll is
pulled slowly, thcn fastcr. After it has been pulled 15·20 km, the roll is opened and the new felt spread.

The felt is designed for ihe roof and wall covering of~ (yurt), as well as for roof coverings, felt doors and
felt carpets. On an auspicious day, people living near-by get together with scissors, needles and threads to
make m coverings. At the end of work, the host gives them food and drinks, and presents them with small
fclt gifts like socks, cushions, saddle-clothes and rugs.

Hair rope

According to shape, dcgesu (hair rope) is divided double, triple, cylindrical and square. Double twisted ropes
are easily deformed and broken. Triple rope is twisted from three ropes; at first it is deformed but later it
keeps its form. Flat rope consists of 4·5 parallel twisted ropes. It is used for the.&<l:. Double twisted rope
is used for camel and calllc leading cords. From four to eight ropes may be put together, making a strong
rope of square shape.

Wool and hair for twisting arc beaten with a stick, so that they become loose and suitable for twisting.
Wool balls are made by hand weighing 150-200 grams. Twisting is carried out with two wool balls by
splicing by hand. At every clapping, one twist is added.
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THE QUALITY OF MONGOLIAN OPEN RANGE

BEEF AND MUTION I

M. Gunsendorj
B. Enhtuya

Research and Project Design
Institute of Food Industry

INTRODUCfION

I
I
I

By 1990, the population of Mongolia had grown to over 2 million. Mongolia has a territory of 1,570,000
square kilometers in which there are between 23 and 24 million farm animals (table 1). Thirty four percent
of Mongolia's population is directly involved in livestock breeding.

Mongolians have raised livestock for many centuries using selective breeding techniques. Mongolian livestock
provide meat, dairy and other products at low cost, being pastured throughout the year on the open range,
despite the severe continental climate of Central Asia. The pasture is a mixture of open steppe, high
mountainous regions, and semi·desert or Gobi.

,
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Livestock in Mongolia

Number Percentage

13,450,900 57

4,747,300 20

2,541,400 11

2,102,900 9

552,900 2

23,395,400 100

Goats

Sheep

Mongolian animals have learnt to choose the most nutritious grasses and herbs in the pasture. They easily
gain weight in summer and autumn and their meat has more flavour than that of animals which have been
kept inside. Mongolians have grown to prefer the meat of animals which have fed on the wild leeks and
onions of the steppe. Over centuries, Mongolians have maintained their nomadic form of herding and have
obtained from their animals the main requisites of their life.

Horses

Cattle/yaks

Camels

Total

Table 1

The unpolIutcd Mongolian countryside, with its own characteristic geographical, climatic and ecological
conditions, provides good pasture for the Mongolian herds. The animals are well accustomed to these
conditions, and the conditions themselves mean that only the hardiest and best adapted breeds are able to
survive. This form of natural selection has been helped by the breeding techniques of Mongolian herdsmen
over many generations. This means that Mongolian breeds are breeds in their own right, with their own
specilic ecological patterns,
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MEAT PRODUCTION IN MONGOLIA

Over 90 percent of Mongolian livestock are raised on the open range. They produce products of high quality
which have excellent organic properties. Fifteen percent of sheep and goats, and 5 percent of cows, yaks,
horses and camels arc slaughtered every year in mechanised abbatoirs which have been built centrally in the
pastures.

The output of the abbatoirs is processed for the food industry and also in order to obtain biochemical
products and biologically active hormones and fermentation products for medical and veterinary use. Meat
production is the major part of the food industry of Mongolia, meat still being the staple diet of the
population. Table 2 shows recent statistics on consumption of meat and other animal products.

On average, over the nation as a whole, individual consumption of meat per year is around 90 kg per person.
Of that, over 40 percent is mullon, 9 percent goat, 26 percent beef, 16 percent horse and 5 percent camel
meat.

In the centralised abbatoirs, however, 60 percent of the total meat procurement is mutton and 16 percent
beef. The traditional preference for multon by Mongolians is maintained in this way.

RESEARCH ON MEAT QUALITY

Since the 1930s Mongolian researchers have studied the meat quality of free range animals, taking into
consideration the animal's age, sex, fatness and breed. The studies analysed meat yields after slaughter, the
ratio of fat to lean meat, the chemical composition of meat and its calorific value. These studies, however,
were limited to animals which were slaughtered by hand using the traditional methods of the steppe.

As the issue of supplying the population with lirst class animal protein is crucial in Mongolia, a
comprehensive study of the quality of the meat of free range herds is very important, especially as such herds
are able to gain body weight so rapidly. Therefore, in recent years, the Meat and Meat Products Department
of the Food Industry Research and Project Design Institute has carried out research on the quality of
Mongolian meat, at times working jointly with other research institutions.

It is wen established that the chemical composition of meat and its other characteristics depend on the
animal's age, sex, body weight, conditions of feed, and so on. The effects of processes which occur after
Mongolian herds have been fattened, while being driven to the abbatoirs and then slaughtered using
industrial methods, are now being studied. This includes such things as the effects of freezing. Assessment
is made of the chemical composition of the meat together with levels of the vitamins B1, B2, PP7-8, and of
various minerals. The amino and fatty acid content and the nutritional protein value is also measured.
Normal laboratory methods of research, as well as atom absorption spectrophotometers, gas-liquid
chromatography and automatic analysers, are being used in this.

RESEARCH RESULTS

Under the research project on the "Quality of the meat of free range herds", experiments have been
conducted to assess the chemical, biochemical and nutritional value and muscle texture of Mongolian mutton
and beef. Some results of these studies are given in the annex to this paper.

Preliminary results indicate that the basic level of quality-hydrate in the meat is very high, up to 75 percent
in warm meat, and 66 percent in frozen meat. It has also been found that the level of animal starch
glucogen in muscle meat is high too. Since glucogen degenerates and turns into milk· acid after the animal
has been slaughtered, the lactic acid reduces the PH level and prevents the mUltiplication of micro-organisms
in the meat. From this it is clear that the high level of g1ucogen improves the storage properties of
Mongolian meat.
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The chemical composition of Mongolian meat has been found to be similar to that of herds in Europe whicb
have been kept penned inside. However, the level of nutritional protein, the ratio of the complete protein
amino acid tryptophane and incomplete protein amino acid oxyproline, a....eraging out at 7.5, is higher in the
Mongolian animals.

In 100 grammes of Mongolian meat, the levels of irreplacable amino acids, unsaturated fatty acids, vitamins
and minerals have been found to be higher than in the same quantity of meat originating Europe.
Arteriosclerosis is rare in Mongolia. This could be explained by the fact that Mongolian meat has a higher
level of unsaturated fally acids.

It has also been found that the muscle fibre of Mongolian free range mutton is thinner by 10 mm, compared
to the meat of foreign sheep bred specifically for meat or for wool. This indicates that when a free range
sheep gains weight, fat accumulates between the muscle fibres.

The results of this feature is that the meat of Mongolian free range herds is very tcnder and juicy.

i
I

I
j

Table 2 ~tion of bade: food etuft. of 1IIl~ du'ivatioa I
!
I

1986 1987 1988

~Product Per Actual Per Actual Per Actual
capita consumption capita consumption capita coneumption
target (kg) target (kg) target (kg)

I(kg) (kg) (kg)

Meat " Meat 88.0 89.2 88.8 86.6 88.8 89.8
Products I
Milk" Milk 113.0 114.9 115.0 116.5 117.4 123.1 -Products

Butter 2.!I 3.1 3.0 3.0 3.0 2.9
j
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CONCLUSION

Preliminary results indicate that:

As the water binding property of free range livestock is high, the meal from such herds is a high
quality raw material for the meat processing industry.

As the pH of such meat is low, the meat has a longer storage life.

The chemical composition and some of the parameters of the quality of Mongolian free range herds
are higher than those of pure-bred animals which are penned inside.

As the levels of nutritionally important, biologically active substances are sufficiently high in
Mongolian meat, deficiencies of protein, vitamins and minerals are rare in Mongolia.

As fat accumulates between the muscle fibres of the animals, Mongolian free range meat is tender
and juicy.
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ANNEX Characteristics of meat f~ free range Mongolian livestock

Table A. Ch~cal CCIIIIpOBition of _at (')

Moisture Fat Ash Protein

Be~E Hutton Beef Mutton Beef Mutton Beef Mutton

H. Semimenbranasus 75.B2 76.31 1.56 2.52 1.32 1.38 20.87 19.75

H.Tricp.pts brahialis 76.47 75.61 1.47 3.52 1.7 1.33 19.03 18.47

M. Longismus dorsi 76 75.5 1.42 2.33 1.3 1.36 19.9 20.08

Average 76.1 75.8 1.48 2.78 1.44 1.36 19.93 19.43

Table B. Neat quality indices e*",)

M.Semimenbranasus:M.Tricepts brahial: M. Long. dorsi Average
Beef Mutton Beef Mutton Beef Mutton Beef Mutton

Thiamine Bl .019 .056 .016 .029 .019 .026 .018 .037

Rlboflavin vitamin B2 410 .510 .400 .560 .400 .560 .400 540

Niacin PP 3.6-9 2.2-6 4.2-7.6 3.6-5 4.1-B.8 2.4-6.8 8.47 6

Tryptophane 216.150 217.510 217 .970 208.720 224.480 212.600 219.530 212.940

Ol<yproline 28.250 21'1.070 33.330 34.330 27.000 27.730 29.530 30.040

Tryptophane/ 7.650 7.750 6.540 6.070 8.400 7.670 7.400 7.100
ol<ypro1ine

Table C. Quality of a1nerala in _t (*"')

Beef Mutton
Hind leg fore leq back average Hind leg fore leg back average

Potassium 374.00 315.00 269.00 319.30 340.00 319.00 335.00 331.00

Natrium 176.00 122.00 181.00 159.70 164.00 180.00 143.00 162.00

Magnesium 52.00 22.00 24.00 32.70 28.00 35.00 38.00 33.70

Calcium 16.00 16.00 18.00 17.50 10.00 26.00 17.00 17.70

Iron 10.10 10.40 8.20 9.60 5.08 9.88 2.85 5.94

Copper .70 1.60 .70 1.30 .60 1.90 .60 1.03

Zinc 5.50 4.90 3.70 4.70 4.00 4.00 1.90 3.30

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I





- 88 -

Tabl.. E Che.ical CXIIIIIp08ition of internal orqana of sheep
Sa.8 quality indice., MG, ,

Samples Moisture Fat Ash Protein Tryptophane OXyproline

Liver 70.97 3.72 1.60 20.74 172.59 17.42
Kidneys 80.15 2.39 1.50 15.78 165.65 40.97
Heart 79.25 2.00 1.30 15.70 187.93 30.88
Lungs 80.26 1.60 1.40 15.00 146.60 105.93
Rumer. 83.02 3.78 .65 11.20 152.63 141.41
Stomach 82.97 4.46 .90 10.33 137.96 81. 37
Spleen 76.63 1.90 1. 70 18.63 159.47 21. 75
Peticulum 84.51 2.09 .70 10.10 146.67 133.68

Table " Che.ical caaposition of internal orqana of cattle
sa.e quality indice., MG, ,

Samples Moisture Flit Ash Protein Tryptophane Oxyproline

Live~ 73.09 2.89 1.60 20.50 197.35 22.81
Kidneys 82.90 1.24 1.60 14.43 166.40 44.63
Heart 79.43 2.17 1.20 16.50 191. 38 36.22
Lungs 79,80 1. 70 1.30 16.70 160.11 112.85
Rumen 83.08 1.15 .84 12.40 153.22 119.67
Stomach 81.92 6.30 .70 10.97 138.48 105.55
Spleen 78.90 1.67 l.50 16.00 153.08 35.96
Pet iculwn 86.30 1. 51 .80 10.74 152.25 136.87

-
I
I
I
I

Vit.B2 Vitamin PP

I2.00 4.66-10.47
1.38 3.2-6

.76 3.22-4.28

I.54 '2.64-4
.40 85-2.25
.64 1. 29-2.78
.43 .8-2.54
.36 .65-3.17

I
Vit .B2 Vitamin PP I
1.74 4.07-9.a8 I1.12 4.83

.70 3. 8-6.45

.50 3.25-4.11

.44 3.02

I.37 2.63
.53 1.66-3.61
.38 1. 45-2.22

I
I
I
I
I
I
I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

·89 -

A SCiENTIFIC AND TECHNICAL APPROACH
TO LIVESTOCK PRODUCTION IN MONGOLIA

B. Erdenebaatar,
Deputy Director

Research Institute of Animal Husbandry

INTRODUCTION

The improved material and technical base of the Mongolian livestock industry and the use of scientific
principles and trained specialists makes it possible to develop a long-term system of livestock management
and eflieient production methods within Mongolia's geographic and economic conditions.

Generally, Mongols have extensive skills in pastoral animal husbandry, as well as a wealth of empirical
knowledge passed frorr. generation to generation. The traditional methods of Mongolian herdsmen have
been accumulated as a result of their hard work and have become a system of proven knowledge. Our
forefathers adopted and abandoned particular approaches and methods of animal herding, the principles of
which were based on good professional judgement. That is why, although they were only herdsmen, they
were highly qualilied livestock specialists.

DEVELOPMENT OF AGRICULTURAL SCIENCE

Agricultural science in Mongolia developed in the following phases:

Phase I started with an emergence of animal science from 1921 to 1940. By 1940 measures were taken to
improve the quality of the national herd, especially through field research and the investigation of Mongolian
races and their biological characteristics. A two-tiered system of animal husbandry management was
introduced at state and provincial level. In addition, scientific research in the national livestock industry laid
the foundation for the development of long-term principles and for further development of agricultural
sciences.

Phase II covers the period from 1941 to 1960 when socialist reorganisation took place in animal husbandry
and socialist production methods dominated the agricultural sector. Agricultural science developed and
particular emphasis was put on research in livestock production and technology: research took place on
livestock quality, improvement and disease prevention. Adoption of the "Resolution on the selection of highly
productive indigenous livestock" in 1959 accelerated the process of scientific based selection and pure
breeding of Mongolian native livestock breeds and using them to create highly productive new breeds.
Scientific innovations such as semen processing stations, cattle and sheep breeding units, and small size dairy
farms were made in the 19505. Animal breeding and technology services were expanded at three levels, state,
province (aimak) and county (somon).

Phase III covers the period after 1%0, during which the material and technical base of socialism has been
constructed in several main fields and technological and technical policies were focussed on the elaboration
and expansion of livestock management systems applicable in pastoral animal husbandry.

To meet the increased scope of research in Mongolia's animal husbandry, the Agriculture Institute was
founded in 1961, as the first national scientific research institution. Towards the end of the 19605. several
research institutes and stations were founded in order to intensify theoretical and practical research on
animal feed and fodder production, and the mechanisation of the main labour processes in pastoral livestock
husbandry.
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ORGANISATION OF SCIENCE AND TECHNOLOGY

Cumparing Mongolia's present situation wilh tnat ef the pre-coIlcctivisation pcriGd, when dispersed private
individual households were the rule, great changes have occurred, especially in the application of modern
scientific methods, advnnced technology and experience to livestock production. As a result, important
progress has been made in reorganizing nomadic animal husbandry into an improved livestock industry.

Modern science and technology contributes to a solution of many problems in pastoral livestock management,
including the structure nnd type of production, labour organization, farm management, the training of
technicians and specialists, as well as other economic and social problems.

During the last 30 yL:ars, the government has taken important measures to strengthen the use of research
in animal husbandry, and there is now an organized unified system for the application of modern scientific
and technical information in the livestock industry. The Council of Agricultural Sciences at the Ministry of
Agriculture, Light and Food Industry is the central organization which provides leadership and makes policy
in science and technulogy in various fields of Mongolian agriculture. At present the Council has 22 research
institutes and stations.

The main research duties of these scientific organizations are to conduct research on matters on national
importance 'lt the request of the Ministry and other agricultural organizations and institutions (stat~ and
cooperative farm and intercoopcrative enterprises). Financial support for this comes mainly from the
government budget. A great deal of emphasis is placed on agreements with other industrial organizations,
as long as they have their own funds for this purpose. Research results are submitted to the departments
at the Ministry and the organizations which commissioned the work. As well as research, the institutes and
stations take an active part in extension work about science and technology, and the implementation of
results in the industry, through the use of their own resources. They also assist higher and collaborating
organizations to carry out planned programmes, and with legislative documents and other actions of public
importance.

Thus, today the conclusions and suggestions of the research institutions and of the scientists are taken into
account. Recently, in some fields of agriculture, a new organizational format, a research-production
unification (RPU) has been established to increase the role of science and technology in improving and
intensifying animal husbandry.

Usually the RPU are under the supervision of the research institutions, which enables better extension of
the scientific results. There arc currently 4 RPU, with various profiles. Some research units of the scientific
institutes also function as part of other industrial organizations, as economic units under their direct and
combined leadership. These forms of cooperation have a number of advantages: in particular, they permit
direct participation of research institutes and their units in a closer relationship between science and industry.

In order to improve their internal structure, several institutes and stations have organised their own special
production units, which provide an outlet to internal and foreign markets for their own products.

The main objective of agricultural science and technical knowledge is to make qualitative changes in all
sectors of production, its tcchnical processes and organisation through the application of scientific and
technological methods, with a prospect of resolving outstanding problems.

In 1990 the specialiscd research institutes for animal husbandry and veterinary science, including field stations
and laboratories, have more than 3,100 research staff, 22 percent of whom are research workers, 14 percent
technical staff and 47 percent technicians and other persons engaged in experimental production and applied
fields. Among the research workers are 9 doctors and more than 120 candidates of sciences.

In addition, specialists of the Agricultural University and the personnel of the vocational training schools
assist with research in pastoral and industrial animal husbandry.
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RESEARCH PRIORITIES

2. To develop highly productive animal breeds and to improve the quality of indigenous livestock;

The basic prioritie,; for n:search ami experimentation in the animal husbandry research institutes are the
following:

1. To develop an economic management system for pastoral livestock production, adapted to
Mongolia's different ecological and climatic zones, and technology for animal grazing and increased
productivity;

To improve foddcr production through increased pasture growth and cultivated fodder production
and to dcvc10p tcchnologies for fodder production, storage and eflident use;

3.I

I

I
I

I 4. To initiate rescarch to reduce the heavy labour involved in animal production through the
introduction of small-scale mcchanisation and electrification in the daily tasks of herdsmen;

I
5. To introduce progressive forms of labour organisation, salary systems, management and planning

in agriculture to improve its economic efficiency, and to develop more effective economic
mechanisms;

I
I
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6. To elaborate methods of animal disease prevention, diagnosis and treatment.

In order to increase the scientific base for intensive agricultural development in all regions, especially for
close cooperation between scicnce and technology, four specialised regional research institutes and stations
were established in 1987 mainly through enlargement and reorganisation of existing institutions and
redistribution of their research assignments. These organisations have as their main tasks to work on a
scientific definition of global problems within well-defined economic and geographic regions.

When it comes to the pastoral economy, the Mongols have extensive experience and a wealth of traditional
empirical knowledge. Mongolia has applied an evolutionary approach to the introduction of scientific and
technological advances in the pastoral economy. This has involved gradually updating production
technologies in concert with traditional knowledge and experience.

ANIMAL BREEDING

Research institutes guide selection processes for the creation of highly productive breeds, adapted to the
country's ecological and climatic conditions, using native animal breeds as primary selection materials. They
have also guided research aimed at improving indigenous livestock and increasing productivity.

Under the supervision of Our scientists and with direct participation of herders, new breeds and breed groups
have been developed, as follows: semi-fine wooled "Orhon" sheep, carpet wool production "Baidrag" sheep,
fine wooled "Hangai" sheep, crossbred semi-fine wooled "Eroo" sheep, meat-fat-wool "Torguut" sheep, fat
tailed and semi-line wooled "Jargalant" sheep, cashmere-wooled "Gobi-Gurvansaihan" goat, wool ·Onjuul"
goats and major "Seleng" beef callie breeds. This is a major contribution by Mongolian specialists to the
reorganisation of traditional livestock production and to intensified development of the livestock industry.

A great deal of attention is paid to increasing the number and distribution of native Mongolian animals by
selectively raising high productivity animals and using them to improve the local herds and flocks of
indigenous Mongolian livestock. This helps preserve of the gene pool of native animals.

Ninety percent of Mongolia's total livestock population comprises. indigenous stock raised by natural and
herder selection. There are nearly 50 highly productive and breed groups, and some valuable strains of local
livestock, over 30 of which are native breeds. A great deal of attention is paid to selecting animals with high
yields of meat, milk, wool and cashmere, and to increasing their productivity through increases in size and

bll
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quality. Our research results suggest that the main priority in livestock breeding should be raising indigenous
races as a genetic nuclells.

The research institutes participate in this work through the Animal Breeds Council and Breeding Zones
Council. The Councils are composed of specialists from the research institutes, and central and local
specialists. They establish priorities and zones for raising specific breed or breed groups, improving breed
quality and productivity, defining animal migration policy, and introducing technologies, techniques and
instructions worked out by research institutions. These councils are entitled to inspect and instruct individual
breeding units, farms, agricultural cooperatives or state farms for a given animal breed, and to provide
professional and practical expertise.

At present, animal breeding zones are made up of 26 cooperative farms which pasture fine and semi-fine
wooled sheep in the forcst and eastern steppe zones, and 23 cooperatives which pasture beef callIe in the
forest-steppe and steppe zones. Bcef and dairy callie hybrids are produced by 33 cooperative, and cashmere
and wool production goals arc raised in the steppe and Gobi-Altai mountain zones. There are six state
breeding farms and 44 dairy farms throughout the country which raise improved breeds and supply other
agricultural cooperalives with high quality breeding stock.

Priority has been given to applying the results of modern biotechnological research in Mongolia's animal
husbandry, Since I.he 1{)70s frozen bull and ram semen has been imported fmm abroad and used on an
expcrimental basis. In 1980 a state bank for frozen bull semen was established and production of frozen
semen was started. In 1985 the state semcn bank was expanded and a central station with an annual capacity
of 200,000 doses of froz..::n dairy and beef bull semen was established. By 1989 nearly 160,000 doses of frozen
semen had been produced from bulls of 10 different breeds. At present the Research Institute of Animal
Husbandry is conducting studies on the freezing of ram, goat and yak bull semen. With access to technology
for freezing and conserving semen it became possible to preserve semen of indigenous Mongolian breeds,
and thus to protect their genetic foundations.

In 1987, with technical assistance from the UN Food and Agriculture Organisation, the Animal Husbandry
Research Institute established an Embryo Transfer Laboratory and now works on the development of
embryo transfer methods and technologies applicable to Mongolia.

Mongolian goats are famous for the production of high quality cashmere. From 1988, experiments started
to transfer embryos to ordinary goat herds in order to increase the production of high quality white
cashmere.

Through intensive research on production of frozen semen and embryo transfer, Mongolia will be able to
participate actively in the international exchange of valuable purebred stock and their frozen semen and
embryos.

PASTURE AND FODDER

The first priority is now to improve fodder production for the livestock industry. There are now 19 fodder
production state farms, 9 fodder production enterprises and 145 fodder production lines with 174 industrial
installations which have substantially increased annual fodder production. At present average annual fodder
production is estimated at 1.0-1.2 million tonnes (in terms of fodder units). An important priority is to
expand fodder production and its effective use.

Mongolia's fodder production potential depends largely on natural pastures. More work needs to be done
on effective pasture management and to increase the amount and diversity of industrial fodder production.

It is necessary in the ncar future to prepare a national atlas of vegetation and soil, to study effective pasture
management and to establish pasture in various provinces and regional areas. Research findings indicate that
seasonal grazing of stock on the same pasture year after year, or too heavy a concentration of livestock on
the pasture, can cause damage to grazing lands. For a country like Mongolia, where the pastoral economy
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is predominant, a system of natural pasture management, the protection of native vegetation and
improvement of soil fertility are essential. In the future it is likely that grazing will be allocated seasonally
according to the species of livestock, and that pastures will be partitioned according to the needs of animal
specialisation, intensification and settlement.

At present 30 enterprises annually produce about 100,000 tonnes of silage and mixed fodder from grass,
straw and cereals. Research institutes specialise in the development of technologies and recipes for industrial
fodder production. Hay is by far the most important source of feed produced in Mongolia. In 1989 about
1.2 million tonnes of hay were cut. Hay is the main source of supplementary feed for animals during winter
and spring.

By improving pasture management and increasing industrial feed production and hay-making, it is possible
to solve the feed problem. In connection with this the research institutes are primarily concerned with
increasing hay production by using fertilisers, nood diversion or sprinkler irrigation of natural pasture and
greater hay cultivation technologies.

In view of the existing imbalance between land devoted to hay cultivation and agricultural fields, there is
scope to expand hay production areas up to 3 million hectares by irrigation, fertiliser application and
increased seeding. It is estimated that nationally there are 3.6 million hectares of valley meadows, 22.0
milIion hectares of mountain meadows and 11.4 million hectares of natland pastures in the country's land
resen'es.

Research indicates that as many as 15-20 centners of hay per hectare can readily be produced from cultivated
meadow pastures. There is special interest in the use of cultivated pastures near mechanised dairy farms
and animal fattening units and complexes.

MECHANISATION

There are over 60 operations in animal husbandry which can be mechanised. In 27 of these operations
technology and technical equipment have been introduced. Nowadays, 11,500 machines of almost 60 different
types are used in livestock production.

Research is under way to apply modern technology as widely as possible, to experiment with and to produce
locally equipment now manufactured in foreign countries, and to introduce new technologies for the
household. Mechanised equipment such as livestock spraying equipment, mobile milk separator machines,
skin processing equipment, different types of carts and other technical aids has been mass produced and
supplied.

MANAGEMENT

Economists now design systems for agricultural administration and management, planning and construction,
cost-accounting, and finance and loans for agricultural cooperatives, state farms and smaller production units.
Research institutes are now analysing the present level of agricultural production and potential improvements
in efliciency, and are working out schemes for agricultural production, allocation and diversification. New
procedures have been introduced in drawing up contracts and leases in livestock production, and in
agricullUral production as a whole.

Research has started on how to develop agro-industrial enterprises and how to improve the system of cost
accounting, induding expense payment checks.

TRAINING

A system has been established for training national specialists, capable of providing scientific support for
Mongolia's animal husbandry. By 1989 there was one university, four technical training schools, ten technical
vocational schools and institutes which train annually over 400 specialists with advanced and professional
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education. Once trained, these specialists organise livestock production in rural areas and introduce scientific
and technological knowledge and advanced experience into agricultural production.

Over 700 zootechnical and veterinary service facilities employ 7,000 professional specialists. The facilities
have enough engineers and technical specialists as well as economic and finance experts for Mongolia's
present needs in animal production. Since the most important sector of Mongolia's agriculture (the pastoral
economy) is largely dependent on ecological and climatic conditions, the role of specialists is essential at all
levels. Their efforts have to be directed to minimising natural disasters, reducing animal morbidity and
introducing appropriate technologies and methods of pastoral management adapted to the geographical and
ecological conditions in this country.

The history of Mongolia's livestock economy shows that agricultural training institutes have to pay greater
attention to the specific needs of pastoral livestock management. This is particularly important in Mongolia
where there are both pastoral and industrial types of livestock production.

It is a challenge to train the younger generation of herdsmen for the pastoral economy. It is appropriate,
first, to employ young people in animal husbandry on a voluntary basis and, second, to provide those young
people wishing to work in this sector with professional knowledge and education. Over the past 20 years
more than 50,000 young people have entered work in the agriculture sector. In all central and local schools
a training course in animal husbandry is now introduced at 6th grade. Thus, school children and young
penple are drawn into the training programs and exposed to a certain degree of scientific and technological
knowledge and professional experience.

Young herdsmen are provided with additional stock and a dwelling free of charge, and extra financial
support. These measures are effective in providing stable employment of young herdsmen and encourage
their increased interest in working in the livestock sector.

The assignment of experienced herdsmen as consultants in provinces (aimaks), counties (samons) and other
small units has become widespread: these older herdsmen share their knowledge and expertise, and give
useful practical advice.

INVESTMENT

Improvement in agricultural development has been helped by increased capital investment. In 1987 the
operating budget in the agriculture sector amounted to 6.5 billion tugrik. It is estimated that an average
agricultural cooperative has a budget of 12 million tugrik and has more than 60,000 head of livestock, an
average of 44 tractors, 18 four-wheel drive vehicles, plus many machines and equipment. An average state
farm has a budget of nearly 40 million tugrik and has 9,400 hectares of arable lands, 270 tractors, 37
harvesting combines and 42 four-wheel drive vehicles.

The livestock sector share of overall agricultural investment increases each year. During 1980-1986, 10
percent of the seven-year budget was allocated for setting up mechanised dairy farms, breeding farms and
units, 28 percent to pasture irrigation, 2 percent to veterinary services, 25 percent to construction of animal
shelters and 22 percent to the purchase of vehicles, machines and other equipment. At present there are
67,500 animal shelters in the agricultural sector, capable of housing 30 million head of livestock. There are
44,800 manual or mechanically operated wells. Almost 7.7 million hectares of pastures are irrigated, which
is more than 60 percent of land under pasture.

FUTURE NEEDS

Although much work has been done to apply scientific and technological knowledge to the pastoral economy,
and to improve its efficiency, much remains to be done. There is an urgent need for research institutes to
concentrate attention on the most acute problems that face animal husbandry today.
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In my personal opinion, there are a number of deficiencies in the coordination of research and applied work.
First, research is far removed from the practical needs of the industrial organisations which in the end must
use the results. There are errors in planning and carrying out projects, which do not adequately take into
consideration the problems and needs of the livestock industry. Because of this, it has been difficult to come
to a common understanding with the leaders and specialists of the livestock industry, who are mainly
interested in practical questions. Different approaches to the same problem make it difficult to be successful
or to expect support from their side. We should now turn our attention to these questions, which will
determine the success of our efforts to apply the results of science and technology in pastoral livestock
production.

We also have to bear in mind that research has to be planned in close relationship with local producers as
well as with specific cooperatives. Only then will the application of the research findings accelerate
production, enhance the relationship between science and production, and combine the efforts of the
research institutes and commercial organisations.

Successful application of scientific and technological knowledge to the pastoral economy in particular, and
livestock production in general, depends on the choice of interested and economically strong and informed
partners. The success of our activities depends on the benefits the recipient ultimately receives. People in
the livestock industry must benefit from the achievements of modern science and technology, so that they
understand that at present it is not possible to solve problems of any importance without a strong scientific
input.

CONCLUSION

In my opinion the failur e of previous measures is due to the following main reasons:
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3.

4.

5.

6.

7.

Bec'ause of the narrow approach herdsmen and specialists adopt to produdon processes, basic
problems of technological pol cy in most cases es('ape their dai' y attention.

Many livestock specialists rely on the advantages of traditional pastoral animal husbandry instead
of properly considering the application of modern science and technology, which can be a powerful
factor in development.

No effective measures have been taken to combine scientific and technical training with a mastery
of the traditional methods and skills of berding. In other words, every herdsman should become
a highly qualified specialist trained by systematic programmes to combine the best of two worlds.

Training of the younger generation of herdsmen has been inefficient, but they remain practical
masters of the traditional expertise of their parents. The conclusion is that traditional experience
and skills are compatible with scientific knowledge, but mastery of both of these can not be
achieved through current methods of training.

Adequately detailed study is not being made of the scientific bases of traditional knowledge in
pastoral livestock production. We have accumulated a large number of documents of descriptive
information which are unsatisfactory for a complete understanding of the problems. There needs
to be a detailed scientific analysis of the traditional methods of Mongolian herdsmen and how young
herdsmen can rationally master them.

The organisation and management of animal husbandry in recent years, as has been criticised by
our scientists, leads to a breakdown in the organic relationships between property and its owners.
This unusual situation exerts a negative influence on the herdsmen's interest in continued
improvement in animal husbandry and on their support for new achievements and progress.

For the 30 years after coUectivisation, the government campaigned for mass improvement in
livestock production by means of modern scientific innovations. In the end this proved to be not
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very profitable or reasonable, because of insufficient material and technical support, and inadequate
provision of scientific and basic personnel. These faults have led to a loss of confidence by the
livestock industry in scien~e and technology. This situation continues today. In other words we
cannot be successful unless we make the administrators, specialists and herdsmen understand that
it is possible to increase livestock production efficiency and to solve existing problems not only
through advanced industrial technology but also through the combination of science and production
efforts.

Since the 1960s, when socialist industrial relations of production were achieved in Mongolian agriculture,
failures have been made which were excused in the name of improving the livestock industry as a whole.

Now we must pay a great deal of attention to correcting these problems. But it must be done by taking into
account the historical aspects of its development as well as future prospects. Some scientists and specialists
wish to intensify animal husbandry by improving the productivity of each individual animal. For this purpose
there were attempts to expand mass hybridisation of native animals. But the climate and unsatisfactory
material and technical conditions in Mongolia, do not favour breeding a large number of high yielding
animals and their hybrids. Despite this, in order to improve the material and technical basis of the pastoral
livestock industry, many agricultural techniques and equipment were imported, aimed at improving herding,
nutrition and management. Many enclosures and barns were built and a great deal of effort was put into
improving water supply and fodder. In the end these activities did not bring the expected results and
successes.

As a result, a tremendous capital investment was made, without a perceptible change in the size of the
livestock population, or in animal production.

The real reasons for that are the growing consumption needs of the population, export and rising raw
material needs of light industry. In addition, the loss of animals from different reasons (disease, natural
calamity, infertility, loss of young livestock, poor management, etc), was not noticeably reduced.

Therefore we have not increased the productivity and population of animals, which has remained stable for
many years. This means that to improve pastoral livestock production a material-technical basis must be
.created, which corresponds to s productive capacity and its technological peculiarity.

From the pastoral point of view, nomadism and the use of extensive pastures are the main production
characteristics of pastoral livestock husbandry. Thus, policies of pastoral animal husbandry must focus on
the technological problems related to better use of pastures through nomadism. Livestock production in a
fIXed location and nomadism are not compatible. Nevertheless during the last few years a lot of large
buildings were constructed at many cooperatives and state farms. Such investments do not benefit pastoral
livestock husbandry.

In my opinion it is essential to analyse in depth the progress that has been made so far in the intensification
of the pastoral economy, and to define short and long-term goals in this field. It is important to develop
technology which will minimise negative ecological and climatic influences on Mongolian pastoral livestock
husbandry. Both fundamental and applied projects are important to define the respective places of
traditional methods and new scientific information. Much time, effort and traditional knowledge were lost
in the development process so far, with no better result than the situation today, where the development of
a science-based system of livestock management remains an open question. We must learn from this past
experience.

It is is necessary, therefore, to accelerate basic research, while reviewing the centuries-old traditional
experience accumulated by herdsmen. In this context, much can be adapted from the experience of other
countries with pastoral economies. It is entirely possible to benefit from the valuable traditional Mongolian
traditional experience of grazing five species of animals in finding new ways and means of livestock
management.
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In order to improve the scientific basis of pastoral animal husbandry, it is essential to cooperate with the
research institutions of foreign countries, exchange scientific and technological information, and e<;tablish
joint rese:uch projects and expt:.riments. Furthermore, it is important to participate in meetings, seminars
and basic and applied conferences sponsored by international organisations, and to exchange knowledge and
experience with fellow scientists and livestock producers around the world.

b:11



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

ANNEX VIII

PROFILE: MONGOLIA
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Distribution

Shahid Javed Burki, Director

82338

Distribution:

Tokyo Office

(i) Recent Economic Trends; and
(ii) Aid Utilization and Assistance Priorities for 1992-93.

Executive Directors for:

Attachments

MONGOLIA: 2nd Assistance Group Meeting. May 28-29, 1992

Mr. Saito, Director, East Asia & South Pacific Department, IMF
Mr. Watanabe, Director, Programs Department (East), ADB
Mr. Behrstock, Chief, EAPAC, UNDP

For Information:

1. Further to my memo of April 27, 1991, I am distributing the
follo~ng two Bank reports for the second Mongolia As.istance Group (MAG)
meeting on Thursday and Friday,.May 28 and-l~, 1992 in Tokyo:

European Economic Commission

2. The Bank I s recently issued Country Economic Memorandum
"Mongolia: Towards a Market Economy" (Report No. l010S-MON dated
Dec., 2, 1991) and a report by the Mongolian Government ~ll be available
at the meeting.

Australia, Korea, New Zealand
Belgium
Canada
China
Denmark, Finland, Norway, Sweden
France
Germany
Italy
Japan
Netherlands
Singapore, Thailand
United Kingdom
United State.

TO:

DATE:

FROM:

I EXTENSION:

SUBJECT:
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PEOPLE

AREA: 1,566,500 sq. kID. (604,103 sq. mi.); slightly smaller
than Arizona, New Mexico, Texas, and Louisiana combined (land
boundaries 8,158 kID).
CITIES: Capital--Ulaanbaatar (pop. 500,000, 1986). Other
cities--Darhan (63,300), Erdenet (48,000).
TERRAIN: Almost 90\ of land area is pasture or desert
wasteland, of varying usefulness; .9\ is arable; 8.9\ is
forested.
CLIMATE: Continental, with little precipitation and sharp
seasonal fluctuations.

DRAFT

Mongolian(s).
2.156.3 million (expected to reach 2.4

73% are under age 30, 45.2\ of whom are

GEOGRAPHY

PROFILE

June 1992
Official Name:
Mongolia

NOUN AND ADJECTIVE:
POPULATION (1992):
million by 1996).
under 16.
RURAL POPULATION (1990): 43\.
ANNUAL GROWTH RATE (1991): 2.6%.
BIRTH RATE (1991): 33.1/1000.
INFANT MORTALITY RATE (1991): 61-62/1000.
LIFE EXPECTANCY (1992): 63-65 years.
DEATH RATE (1991): 8.3/1000.
ETHNIC GROUPS: Predominantly Mongol (77.5\ Khalka, 11.7% other
Mongolian groups), 5.3% Kazakh, 2\ Chinese, 2% Russian, 2%
other. Languages: Khalkha Mongol, more than 90\; minor
languages include Kazakh, Chinese, and Russian.
RELIGIONS: Tibetan Buddhist Lamaism 94\ of the population,
Muslim 6% (primarily in the southwest) and Shamanism.
Religious activity, though guaranteed in the 1960 constitution,
had been limited by the communist regime; however, beginning in
January 1990 monasteries and mosques began to reopen.
EDUCATION: Years compulsory--8 years (provided free by the
government). Instruction in the old Mongolian script has
replaced Cyrillic.
Literacy--over 90\.
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(~DVERNMENT

TYPE: Parliamentary form of government with the President
second in authority to the State Great Hural.
INDEPENDENCE: 1921; democratic reform and independence from
Soviet Union declared 1989.
CONSTITUTIONS: 1960 and February 12, 1992.
BRANCHES: Executive - Power divided between a President and a
Prime Minister, both elected by the People's Great Hural in
September 1990, with new elections for the President to be
chosen by popular vote in 1993. A cabinet nominated by the
Prime Minister was formed by the Small Hural in October 1990.
Legislative - with the June 1992 election, the Mongolian
Parliament will be unicameral. The new State Great Hural will
have 76 deputies.
Judicial - the Constitutional Court, empowered to supervise the
implementation of the Constitution, makes judgment on the
violation of its provisions and solve disputes. Legal code
under revision. No provision for jUdicial review of
legislative acts. Legal education at Mongolian State
University. Just recently, Mongolia began accepting
International Court of Justice jurisdiction.
POLITICAL PARTIES: 16 announced political parties, 13
registered for the June 1992 election.
SUFFRAGE: Universal 18 and older, except mentally ill.
ELECTIONS: Set by the February 1992 constitution.
ADMINISTRATIVE SUBDIVISIONS: 18 aimags (provinces) and 3
autonomous cities (U1aanbaatar, Darhan, and Erdenet).
DEFENSE EXPENDITURES: About 7.5\ of total GNP (1990 estimate);
748 million tugriks.
NATIONAL HOLIDAYS: International Socialist Workers' Day, May
Ii People's Revolution Day, July 11.
FLAG: Three vertical bands--red, sky-blue, red; on the left
red band the golden soyombo (the Mongolian national emblem,
composed of a flame, sun, moon, two triangles, four rectangles
and two fish).
OFFICIAL DIPLOMATIC RELATIONS WITH U.S.: established January
27, 1987.
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GNP: $1.7 billion, $522 per capita (1989, IMF estimate); 1990
GNP fell 2.1%, first decline in many years; 1991 GNP fell
15-20% from 1990.
NATURAL RESOURCES: Coal, copper, molybdenum, iron, phosphates,
tin, nickel, zinc, wolfram, fluorspar, gold, uranium, petroleum.
AGRICULTURE: 20% of 1990 GDP, livelihood for approximately 50%
of population (1990); products include livestock, wheat, oats,
barley, hay fodder, vegetables.
INDUSTRY: Estimated 27% of GNP; Minerals (primarily copper),
animal-derived products, building materials, food/beverage,
mining (esp. coal); production fell 10% in first quarter 1991.
ELECTRIC POWER: 2,950 million kWh produced, 1,380 kWh per
capita in 1990.
COMMUNICATIONS: Railroad 1,815 kID. (1990), all broad (Russian)
gauge (1.524 m.); Highways 49,150 kID. total, composed of
concrete, asphalt, crushed stone, gravel, and earth (42,610 kID.
are unpaved).
TRADE: Exports--livestock, animal products, wool, hides,
fluorspar, nonferrous metals, minerals. Imports--machinery and
equipment, fuels, food products, industrial consumer goods,
tea, chemicals, building equipment, sugar. Partners
(1991)--former Soviet Union (76\), former CMEA, China.
US-Mongolia trade--$2.1 million (1990), $13.4 million (1991).
Total turnover--About $1.6 billion (1990 World Bank estimate).
AID RECEIVED: About $500-700 million annually from USSR (1989);

About $300 million trade credits and $34 million
grants from USSR, $7.4 million from UNDP (1990);

Western lenders promised $220 million in aid/loans
for winter 1991-92.

OFFICIAL EXCHANGE RATE (May 1992): 40 tugriks-US$l
(unofficial rate 170-210 tugriks-US$l).

FISCAL YEAR: Calendar year.

Membership in International Organizations:
UN and some of its specialized agencies including United
Nations Development Program (UNDP), Food and Agricultural
Organization (FAO), United Nations Industrial Development
Organization (UNIDO), United Nations Fund for Population
Activities, International Atomic Energy Agency (IAEA),
International Labor Organization (ILO), International
Telecommunications Union (ITU), UPU, WHO, WMO, lCAO;
Interparliamentary Union; Economic and Social Commission for
Asia and the Pacific (ESCAP), Asian Development Bank,
International Monetary Fund, the International Bank for
Reconstruction and Development, and the International Finance
Corporation. In 1991, Mongolia joined both the non-aligned
movement and the Group of 77.
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GEOGHA~HY

Mongolia is in central Asia, with Russia to the north and
China to the south. To the southeast is Inner Mongolia, an
autonomous region in northern China, and Buryat Mongolia, in
southern Russia, is to the north.

In the southeast, the Gobi desert supports almost no
vegetation and is sparsely populated. North and west of the
Gobi, the landscape changes gradually to rugged mountains
rising to elevations of more than 3,962 meters (13,000 ft.)
above sea level. The highest peak in Mongolia is Nayramdal Uul
at 4,374 m. (14,350 ft.). Many salt lakes and prairies dot the
country. Water is more abundant in" the habitable north,
although the rivers in this area are rough and uncontrolled.

The climate is continental, with little precipitation,
sharply defined seasons, great diurnal temperature changes,
long, cold winters (October-April), short summers, and some of
the highest recorded barometric pressures in the world. The
mean monthly temperature at Ulaanbaatar ranges from -27C (-17F)
in January to lac (64F) in July, with recorded extremes of -48C
{-54F} and 39C (102F). precipitation averages 25.4 centimeters
(10 in.) annually at Ulaanbaatar.
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Life in sparsely-populated Mongolia has becc~e more
urbanized and sedentary. The birth rate is estimated at 3.3% _
about one-half of the more than 2 million people are under the
age of 20, and three-fourths of the total population are under
age 30. Forty-nine percent of all children are pre-school
age. There are more than 50,000 families with five or more
children. Approximately 25% of the people live in the capital;
another 32% live in various provincial centers. In the
countryside, nomadic life still predominates.

Mongolians account for about 90% of the population. The
several Mongolian groups are distinguished primarily by their
dialects. The major group consists of Khalkha Mongols (75%).
Non-Khalkhas total about 8\ of the population--Durbet Mongols
and others in the north, and Dariganga Mongols in the east.
Turkic speakers (Kazakhs, Turvins, and Khotans) constitute 7\
of the population, and the rest are Tungusic-speakers, Chinese,
and Russians. After the Mongolians deClared independence from
the former Soviet Union in 1989, many Russians left Mongolia.

Traditionally, Tibetan Buddhist Lamaism was the predominant
religion. However, it was suppressed under the communist
regime until 1990, with only one showcase monastery allowed to
remain. In early 1990, as liberalization began, Buddhism
enjoyed a resurgence in Mongolia.

About 4 million Mongols live outside Mongolia;
approximately 3.4 million in China, mainly in the Inner
Mongolia Autonomous Region, and about 500,000 in Russia,
primarily in Buryat Mongolia and the Kalmyk Autonomous Republic.



HISTORY

In A.D. 1203, a single Mongolian state was formed based on
nomadic tribal groupings under the leadership of Genghis Khan.
He and his immediate successors conquered nearly all of Asia
and European Russia and sent armies as far afield as Central
Europe and Southeast Asia. Genghis Khan's grandson Kublai
Khan, who conquered China and established the Yuan dynasty
(1279-1368 A.D.), gained fame in Europe through the writings of
Marco Polo. Although Mongol-led confederations sometimes
exercised wide political power over their conquered
territories, their strength declined rapidly after the Mongol
dynasty in China was overthrown in 1368.

The Manchus, another tribal group, who conquered China in
1644 and formed the Qing dynasty, were able to bring Mongolia
under Manchu suzerainty in 1691 as Outer Mongolia when the
Khalkha Mongol nobles swore an oath of allegiance to the Manchu
emperor. The Mongol rulers of Outer Mongolia enjoyed
considerable autonomy under the Manchus, and all Chinese claims
to Outer Mongolia following the establishment of the republic
have rested on this oath. In 1727, Russia and Manchu China
concluded the Treaty of Kiakhta, delimiting the border between
China and Mongolia that exists in large part today.

Outer Mongolia was a Chinese province from 1691 to 1911, an
autonomous state under Russian protection from 1912 to 1919,
and again a Chinese province from 1919 to 1921. As Manchu
authority in China waned, and as Russia and Japan confronted
each other, Russia gave arms and diplomatic support to
nationalists among the Mongol religious leaders and nobles.
The Mongols accepted Russian aid and proclaimed their
independence of Chinese rule in December 1911, shortly after a
successful Chinese revolt against the Manchus in October. By
agreements signed in 1913 and 1915, the Russian Government
forced the new Chinese Republican Government to accept
Mongolian autonomy under continued Chinese suzerainty,
presumably to discourage other foreign powers from approaching
a newly independent Mongolian state that would be looking for
support from as many foreign sources as possible.

The Russian revolution and civil war afforded Chinese
warlords an opportunity to reestablish their rule in Outer
Mongolia, and Chinese troops were dispatched there in 1919.
Following Soviet military victories over White Russian forces
in the early 1920s, Moscow again became the major outside
influence on Mongolia. Under the revolutionary leaders Sukhe
Bator and Choybalsan, the Mongolian People's Republic was
proclaimed on November 26, 1924.
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The Mongolian Government was modeled on the Sovie~ ~:ste~,

and until May 1990, only the Mongolian communist party--the
Mongolian's People's Revolutionary Party (MPRP)--was officially
permitted to function. After some instability during the first
two decades of communist rule in Mongolia, there was no
significant popular unrest until December 1989.
Collectivization of animal husbandry, introduction of
agriculture, and the extension of fixed abodes were all carried
out without perceptible popular opposition.

The birth of perestroika in the former Soviet Union and the
democracy movement in Eastern Europe were mirrored in
Mongolia. The first demonstrations were held in Ulaanbaatar in
December 1989; the development of this democracy movement
brought swift and peaceful changes in Mongolia, The government
adopted a positive approach toward reform.

The dramatic shift toward reform actually started in 1990.
At that time, the first organized opposition group, the
Mongolian Democratic Union, appeared. In the face of popular
demands for faster reform, the leadership of the MPRP resigned
in March 1990. In May the Constitution was amended, deleting
reference to the MPRP's role as the guiding force in the
country, legalizing opposition parties, creating a standing
legislative body (8aga Hural) and establishing the office of
President. Mongolia's first multiparty elections were held on
July 29, 1990.

A People's Great Hural was elected on July 29, 1990.
Voters also cast ballots in a party preference poll indicating
their support for one of the parties registered to compete in
the election. The MPRP won 85\ of the seats in the People's
Great Hural and 60\ of the seats in the Baga Hural.

The newly-elected People's Great Hural first met on
September 3 and elected a President (MPRP), Vice President
(SOP, also Chairman of the Baga Hural) and a Prime Minister
(MPRP). It also elected 50 members to the Baga Hural (small
Hural, standing congress) based on the results of the party
preference poll. The State Baga Hural started work on adopting
draft programs for the socio and economic development and the
state budget for the future.



"rhe MPH~ Lormed a coalltlon wl~h the Monycilan uernnc:a~lC

Party (MDP) and the Party of National Progress (PUP) t~ ;~~~r~

until the 1992 parliamentary elections. Another democratlc
party, the Social Democrats (SDP), declined to join the
coalition. A "unity cabinet" approved by the Baga Hural
contained 13 representatives from the MPRP, one each from the
MOP and the PNP.

In November 1991 the Great Hural held a second session to
begin discussion on a new constitution. The intense debate
over the draft document resulted in the first formal split in
the ranks of the MPRP.

The new constitution was approved January 13, 1992, and
entered into 'force February 12. In addition to establishing
Mongolia as an independent, sovereign republic and guaranteeing
a number of rights and freedoms, the new constitution
restructured the legislative branch of government, creating a
unicameral body with 76 members. To accomplish this change,
new election laws were passed, becoming effective on April 8,
and the Baga Hural established a l3-member "central electoral
commission" in April to organize the parliamentary election.
Commission members were required to suspend political party
membership while serving on the commission. Thirteen parties
were registered to participate in the June 1992 election out of
a total of sixteen announced parties.

The constitution also provided that the President would be
elected by popular vote rather than appointed by the
legislature as before. Elections for a new President are
scheduled for June 1993. The new unicameral body, the State
Great Hural (SGH) will continue to appoint the Prime Minister,
and approve the Prime Minister'S proposals, in consultation
with the President, for members of the Government.

The SGH was first elected on June 28, 1992. The members
are popularly elected by district for four year terms. As the
supreme government organ, the SGH is empowered to: enact and
amend laws; determine domestic and foreign policy; ratify or
denounce international agreements; and, declare a state of
emergency. The SGH meets semi-annually with each session
lasting at least 75 working days. The chairman and vice
chairman are elected by SGH members and serve four year terms.

The government, headed by the prime minister, has a four
year term. The prime minister is nominated by the president
and confirmed by the SGH. The prime minister chooses a
cabinet, subject to SGH approval. Dissolution of the
government occurs upon the prime minister'S resignation,
simultaneous resignation of half the cabinet, or after an SGH
vote for dissolution.
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the armed forces and head of the national security counCl:, ~~

and the Vice President are popularly elected by a national
majority for a four year term and are limited to two terms.
The constitution empowers the president to: propose a prime
minister; call for the government's dissolution; initiate
legislation; veto all or parts of legislation (the SGH can
override the veto with a two-thirds majority); and, issue
decrees, which become effective with the prime minister's
signature. In the absence, incapacity, or resignation of the
president, the SGH chairman exercises presidential power until
inauguration of a newly-elected president.

Local hurals are elected by the 18 aimaos (provinces) plus
the capital, 'Ulaanbaatar and, on the next lower administrative
level, by somon (in the provinces) and horoo (in Ulaanbaatar
and the municipalities).

Political Parties

Registered for the June 1992 election:

Bourgeois Party (Bourgeois);
Green Party (Greens);
Mongolian Independence Party (Independence);
Mongolian People'S Revolutionary Party (MPRP);
Mongolian Renaissance Party (MRP);
Social Democratic Party (SOP);
United Party of Farmers and Herdsmen (Herdsmen);
United Party of Private Property Owners (PPOP).

Coalitions

Mongolian Democratic Party (MOP);
Party of National Progress (PNP);
United Party (UP).

Mongolian People'S Party (MPP);
Buddhist Democratic Party.

Other Parties:

Free Labor Party (FLP);
Republican Party (RP);
Mongolian Worker's Party (MWP);
Union of Mongolian Students.



PRINCIPAL GOVERNMENT OFFICIALS (May, 1?9:>

President--Punsalmaagiyn Ochirbat (MPRP)
Vice president and Chairman of the Baga
Hural--Radnaasumbereliin Gonchigdorj (SDP)
Prime Minister--Dashiyn Byambasuren (MPRP)
First Deputy Prime Minister--Dabaadorjiin Ganbold (PNP)
Deputy Prime Ministers:

Choiijilsurengiin Purevdorj (MPRP)
Dambyn Dorligjav (MOP)

Ministers

Minister of Agriculture--D. Radnaaragchaa (MPRP)
Minister of Defense--Sh. Jadambaa (MPRP)
Minister of Education--N. Urtnasan (MPRP)
Minister of Energy--B. Jigjid (MPRP)
Minister of Finance--A. Bazarhuu (MPRP)
Minister of External Relations--T. Gombosuren (MPRP)
Minister of Health-- P. Nyamdavaa (MPRP)
Minister of Justice--J. Amarsanaa (MPRP)
Minister of Labor--Ts. Tsolmon (MPRP)
Minister of National Development--J. Batsuur (MPRP)
Minister of Trade and Industry--S. Bayarbaatar (MPRP)

Chairman of the State Committee for Environmental Inspection
and Minister of State--Z. Batjargal

State Security Department--J. Baatar
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Before the new constitution entered inta force febru3r~

1992, justice was administered by the court system and the
Office of the Procurator. The Supreme Court was elected by the
People's Great Hural, with lower courts elected locally. The
People's Great Hural appointed the Procurator, who in turn
appointed lower level procurators. The Procurator and the
Supreme Court were accountable to the Great People's Hural and
its Presidium.

The new constitution empowered a General Council of Courts
(GCC) to select all judges and protect their rights. The
Supreme Court is the highest judicial body. Justices are
nominated by the GCC and confirmed by the SGH and president.
The Court is constitutionally empowered to examine all lower
court decisions, excluding specialized court rulings, upon
appeal and supervision and provide official interpretations on
all laws except the constitution.

Specialized civil, criminal, and administrative courts
exist at all administrative levels and are not subject to
supreme court supervision. Local authorities, district and

I city governors, assure that these courts abide by presidential
decrees and SGH decisions. At the apex of the jUdicial system
is the Constitutional Court which consists of nine members,
inclUding a chairman, appointed for six year terms, whose'
jurisdiction extends solely over the interpretation of the
constitution.



F0REIGN RELATIONS - HISTORICAL ~~H~~~CT!VE

Historically, Mongolia's foreign relations have focused on
its two neighbors, the Soviet Union and China. In the early
1960s, Mongolia attempted to maintain a neutral position amidst
increasingly contentious Sino-Soviet polemics; this orientation
changed in the middle of the decade. Mongolia and the Soviet
Union signed a new agreement in 1966, which constituted the
umbrella for the reintroduction of large-scale Soviet ground
forces in the context of Moscow's general buildup along the
Sino-Soviet frontier.

During the period of Sino-Soviet tensions, relations
between Mongolia and China also deteriorated. In 1983, the MPR
began systematically expelling some of the 7,000 ethnic Chinese
in Mongolia back to China, despite the fact that many of them
had lived in the MPR since the l~50s, when many Chinese were
sent there to assist in construction projects.

Many factors may have motivated this shift: an historical
Mongolian antipathy for the Chinese; continued tensions on the
Sino-Mongolian border (despite a 1964 demarcation); statements
attributed to Beijing suggesting a continued interest among
some Chinese for reannexing Mongolia; Russia's historical
counterbalancing of Chinese influence; and heavy Mongolian
dependence on Soviet economic aid.
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In the wake of the collapse or the international socialis~

economic system and the disintegration of the former Soviet
Union, the Mongolians began to pursue an "open, independent and
non-aligned foreign policy." The Prime Minister called for
co-existence with all nations. Due to Mongolia's landlocked
position between the newly independent republics and China, it
was essential to continue and improve relations with these
countries.

China

Mongolian relations with China began to improve in the
mid-1980s when consular agreements were reached and
cross-border trade contacts expanded. In 1989 China and
Mongolia exchanged foreign minister visits. In May 1990 a
Mongolian head of state visited China for the first time in 28
years. 1991 saw the further successful development of
Mongolian-Chinese relations. Chinese President and Executive
Vice Chairman of the Central Military Commission, Yang
Shangkun, visited Mongolia that year, marking the first visit
by a Chinese head of State. Several agreements were signed
during the visit. Yang praised the establishment of direct
ties between a number of Mongolian ministries, organizations,
local areas and private firms and their Chinese counterparts.
The Mongolian Premier visited Yang in Beijing in May, 1992.
That month the Chinese and Mongolians signed an agreement
establishing new border crossing points.

Russia

The disintegration of the former Soviet Union meant that
Mongolia had to develop relations with the newly independent
states. Links with Russia and other republics were essential
to contribute to stabilization of the Mongolian economy. The
primary difficulties in developing fruitful coordination
occurred because the newly-independent states were going
through the same political and economic restructuring as
Mongolia. Despite these difficulties, the Mongolians and
Russians successfully negotiated both a 1991 Joint Declaration
of Cooperation and a bilateral trade agreement. The Prime
Minister visited Russia in March, 1992, and that visit resulted
in an Intergovernmental Commission on Trade and Cooperation,
allowing faster transport of goods and exempting the Mongolian
exports from Russian customs duties. Soviet troop withdrawals
from Mongolia began in 1987. Under the terms of a 1990
Mongolian-Soviet accord, Soviet troop withdrawal should be
completed by September, 1992.

In 1992, Russian Parliamentarians visited Mongolia at the
invitation of the State Small Hural. In April, 1992, the
Russian Ambassador presented his credentials to the Mongolian
Prime Minister.



Asia

Mongolians believe it is important to establish a more
balanced non-aligned foreign policy. In that vein, and in
placing greater emphasis on relations with Asian Pacific
countries, the Mongolians have worked to expand relations with
Japan and Korea. Mongolia's Prime Minister visited Japan in
March 1990. The Mongolians also established diplomatic
relations with South Korea in March 1990. Mongolia's President
attended Emperor Akihito's coronation, and Japan's Prime
Minister visited Mongolia in August 1991. The Mongols
expressed great appreciation for direct Japanese financial
assistance as well as Japan's coordination of international
assistance to Mongolia. During the Mongolian President's visit
to Korea in 1991, seven agreements and treaties were signed,
providing the legal basis for further expanding bilateral
relations.

In April, 1992, a Mongolian delegation attended their first
forum of Parliament leaders of countries of Asia and the
Pacific in Hawaii.

United States

The U.s. Government recognized Mongolia in January 1987 and
established its first Embassy in Ulaanbaatar in June 1988,
which opened formally in September 1988 with the presentation
of credentials by the U.S. Ambassador. After administrative
preparations were completed, the Embassy opened on a year-round
basis in June 1989. The first United States Ambassador to
Mongolia, Richard L. Williams, was not resident there; Joseph
E. Lake, the first resident Ambassador, arrived in July 1990.
Secretary of State James A. Baker III visited Mongolia in
August 1990 and again in July, 1991. The Mongolian People's
Republic accredited its first Ambassador to the United States
in March 1989.

The U.S. has sought to assist Mongolia'S movement toward
democracy and market-oriented reform and to expand relations
with Mongolia primarily in the cultural and economic fields.
The U.S. granted Mongolia Most Favored Nation status, and a
special congressional resolution was passed expressing support
for Mongolia's transition to political democracy and a market
economy. The U.S. has contributed financial assistance to aid
Mongolia's transition. In 1989 and 1990 a cultural accord,
Peace Corps accord, consular convention and Overseas Private
Investment Corporation (OPIC) agreement were signed. A trade
agreement has also been signed.
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EUROPE

During 1991, Mongolia signed investment promotion and
protection agreements with Germany and France, and a
cooperation agreement with the UK. Germany agreed to continue
cooperative programs originally established by the former East
Germany, and also provided DM 20 million in loans and aid.
Mongolia has sought to develop closer relations with other
countries in both eastern and western Europe, and hopes to
receive Most Favored Nation status from the members of the EC.
The Prime Minister toured in Germany, France, Belgium and EC
Headquarters seeking economic cooperation.

GENERAL POLICY

The Mongolians, in pursuing a general policy of expanding
relations to as many countries as possible, have made official
visits (high level officials and/or parliamentarians) to a
number of other countries, including Australia, Nepal, the
Philippines, and Pakistan, and have established diplomatic
relations with a number of nations, even those as far flung as
Oman and Brunei, among others. The Israelis will accredit an
ambassador to Mongolia from Tokyo.



ECONOMY

In the 1980s Mongolia's industrial sector became
increasingly important. By 1989 it accounted for an estimated
34% of net material product compared to 18% from agriculture.
However, minerals, animals and animal derived products still
constituted a large proportion of Mongolia's exports.
Principal imports included machinery, petroleum, cloth, and
building materials. Almost all Mongolian foreign trade was
conducted with the Soviet Union and East European countries.
In the late 1980s the government began to improve links with
noncommunist Asia and the West, and a growing tourist trade
began to make the country better known to the outside world.

Since World War II Mongolians have begun coal, copper, and
molybdenum mining, grain and fodder production, consumer goods
and construction material production, fishing, and development
of a food-processing industry. The railway linking Moscow,
Ulaanbaatar, and Beijing, completed in 1955, provides a shorter
route between the U.S.S.R. and China than that available
through Manchuria. Mongolia also has internal and
international airline service.

The rapid changes of 1990-91 marked the beginning of
Mongolia's efforts to develop a market economy, but these
efforts have been complicated and disrupted by the continuing
deterioration of the economy of the former Soviet Union. Prior
to 1991 eighty percent of Mongolia's trade was with the Soviet
Union, and another fifteen percent with other CMEA countries.

As of January 1, 1991, Mongolia and the USSR agreed to
conduct bilateral trade in hard currency at world prices.
Neither Mongolia nor Russia has been able to keep this
agreement, resulting in a sharp drop in trade and deterioration
of Mongolia's economy, infrastructure, and standard of living.
Mongolia was highly dependent upon the Soviet Union for fuel,
medicine, and spare parts for its factories and power plants.
The USSR also served as the primary market for Mongolian
industry.

Despite its external trade difficulties Mongolia has
continued to press ahead with reform. Privatization of small
shops and enterprises has been largely completed, and most
prices have been freed. Privatization of large state
enterprises has been initiated. Tax reforms have been started,
and the barter and official exchange rates were unified in
early 1992.

Prospects for development away from reliance on nomadic,
livestock-based agriculture are constrained by Mongolia's
land-locked location and lack of basic infrastructure.
Mongolia's best hope for accelerated growth is to attract more
foreign investment by further liberalizing the economy and
expanding trade with non-traditional partners.
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billion transferable rubles. Considerable technical assistance
also came from the Soviet Union and East European countries.
Mongolia is now seeking foreign assistance and investment from
the west and international financial institutions in order to
replace declining Soviet aid and to promote development of a
market economy.

In 1991 the U.S. Agency for International Development (AID)
initiated a program of technical assistance and training in
Mongolia. The United States also provided approximately 30,000
tons of wheat and flour in 1991 to help alleviate a severe food
shortage. In addition, the U.S. has provided ESF funds to
Mongolia in the sum of $10 million in 1991 and $12 million in
1992.

With strong support from the United States, Mongolia joined
the International Monetary Fund, the World Bank, and the Asian
Development Bank in early 1991. All three institutions are
providing technical, financial, and project aid. The United
States worked closely with Japan and the international
organizations to organize three donor group meetings in late
1991 and early 1992. These meetings succeeded in raising and
coordinating substantial financial and development assistance
for Mongolia.



Chronology of Mongolian History
1920-present
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March 13, 1921: Provisional People's Government declares
independence of Mongolia.

May 31, 1924: USSR signs agreement with Peking government,
referring to Outer Mongolia as an "integral part
of the Republic of China," whose "sovereignty"
therein the Soviet Union promises to respect.

May-September 16, 1939: Large-scale fighting takes place
between Japanese and Soviet-Mongolian
forces along Khalkhyn Gol on
MPR-Manchuria border, ending in defeat
of the Japanese expeditionary force.
Truce negotiated between USSR and Japan.

October 6, 1949: Newly established People's Republic of China
accepts recognition accorded MPR and agrees to
establish diplomatic relations.

January 27, 1987: Diplomatic relations established with the
United States.

December 1989: First popular reform demonstrations.
Mongolian Democratic Association organized.

March 2, 1990: Soviets and Mongolians announce that all Soviet
troops will be withdrawn from Mongolia by 1992.

May 1990: Constitution amended to provide for multiparty system
new elections.

July 29, 1990: First Democratic elections held.
September 3, 1990: First Democratically elected People's Great

Hural takes office.
February 12, 1992: New constitution goes into effect.
April 8, 1992: New election law passed.
June 28, 1992: Election for the first unicameral legislature

Great Hural).
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202-647-6300, fax 202-647-6820). We welcome your comments.
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URAFT
THE HOST COUNTRY

AREA, GEOGRAPHY, AND CLIMATE

Mongolia is a large, sparsely populated country located
between China and Russia and having an area of just over 600,000
square miles. This makes it slightly smaller than the combined
area of Texas, -Arizona, New Mexico, and Louisiana combined. The
elevation at the capital, Ulaanbaatar, is 4,500 feet above sea
level. The elevation, and the distance from any ocean or sea,
means that Mongolia enjoys a continental climate, typified by
marked seasonal, even daily, changes in temperature, numerous high
pressure systems, and severe cold during much of the year.

Mountain ranges divide the country into three basic zones:
the Gobi, a vast, dry grassland in the east and south; the low
Hangai mountains of the north, and the high Altai mountains of the
west and northwest. Mongolia's largest lake is in Rovsgol Aimag,
in the Altai, where elevations range up to 15,000 feet. There are
three major river systems, the Tuul, which runs through
Ulaanbaatar, the Orhon, into which the Tuul flows and which in turn
flows into Lake Baikhal, and the Selenge, in the northeast.

~OPULATION

A quarter or more of Mongolia's roughly two million people
live in the capital city, many in the tIger villages" around the
outskirts of Ulaanbaatar. other cities are Erdenet, which is the
site of a large copper mine, and Darhan. Both of these cities are
north of Ulaanbaatar, and are served by the rail line that runs
from Beijing to Moscow through Mongolia.

Just under half the population is under the age of 30. The
literacy rate is quite high, but unemplopent has become a problem,
particularly for young men released from military service as
Mongolia cuts back on its defense budget.

The majority of Mongolians living in Mongolia belong to the
Khalka Mongol ethnic group. Approximately three million other
Mongols, primarily of the Chahar ethnic group, reside in the Inner
Mongolian Autonomous Region of China, and Buryat Mongols live in
north Mongolia and in the Buryat Autonomous Region of Russia, east
of Lake Baikhal. Another Mongol ethnic group resides in the Kalmyk
Autonomous Republ.ic. In the west are popul.ations of Khazaks, with
ties to neighboring Khazakstan. A number of s~l.er ethnic groups
reside in scattered areas of Mongolia.

PUBLIC INSTITUTIONS

Mongolia has 18 aimags, or provinces, and three autonomous
cities (Ulaanbaatar, Erdenet, and Darhan). A new constitution was
signed in February 1992, which established the current government
structure.

n~AFTl~__·.· J"\ ..



This new constitution was the outgrowth of earlier events. In

The Prime Minister heads the government and is appointed by
the State Great Hural. His resignation dissolves the government.

The primary, legislative body, the state Great Hural, is
unicameral, with 76 members, each elected by secret ballot of the
citizens for four-year terms. The Hural will enact, amend, and
supervise the implementation of laws, determine fiscal policies,
set dates for elections of the Hural and the President, appoint the
Prime Minister and other officials, and engage in other activities.

~"~' .. ,~~~ -rF'
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The President is the head of State, subject to direct election
for a maximum of £wo four-year terms. He has veto power over
legislation; he can propose, in consultation with the majority
party or parties, names for Prime Minister; he can propose
dissolution of the government, or instruct the government and issue
decrees, which must be signed by the Pr~e Minister; he represents
Mongolia in foreign relations, may enter into treaties, subject to
ratification by the Hural; propose legislation; and he serves as
commander-in-chief and heads the National Security Council.

Judges are independent, and are nominated by a General Council
and confirmed by the President, and, in the case of Supreme Court
judges, the State Great Sural. There are specialized courts for
cr~nal, civil, and administrative matters, which are not subject
to Supreme Court review. The Supreme Court does have power to act
as court of first instance for certain criminal and other actions,
examine lower court decisions by appeal, examine questions
transferred to it by the Constitutional Court or Prosecutor
General, provide official interpretations of all laws except the
Constitution, and make judgments on other matters assigned by law.
Trials are open, in the Mongolian language, and with right to
counsel.

Aimags each have local legislative hurals in four-year terms.
Each aimag will enjoy some rights of self-government. Governors
for ai.mags and Ulaanbaatar City will be appointed by· the Prime
Minister, and will in turn appoint governors of the somons (sub
units of the aimags, roughly equivalent to counties), and various
districts of Ulaanbaatar. Local hurals will legislate local
i.ssues.

The Constitutional Court's members are appointed by the State
Great Hural for six year terms. The nine members are nominated by
the Sural (3), the President (3), and the Supreme Court (3). The
Court interprets the Constitution, acting upon the request of the
President, Pr~ Minister, Rural, Supreme court, Prosecutor
General, or on its own motion. 1:n addition to reviewing the
conformity of treaties and legislative acts with the Constitution,
the Court may invalidate any that are not in conformity with the
Constitution. 1:t may also examine breaches of law by the
Presi.dent, Prime Minister or other Minister, the Prosecutor
General, and members of the State Great Rural or Supreme Court.
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the first half of 1990, Mongolian citizens held mass demonstrations
in the capital, demanding an end to communist rule and the
socialist system. The government acquiesced, and the first free
elections were held in July 1990. While the communist Mongolian
Peoples' Revolutionary Party (MPRP) won the majority of seats in
the national legislature, the reform movement gathered strength.
Together with the MPRP, it formed a unity government, which
undertook political and economic reforms, which culminated in the
new constitution described above. In addition, the star at the top
of the Mongolian flag was removed, and the state seal was changed
to a modernist flying horse design.

Mongolia now claims 16 political parties, including the
Mongolian Democratic Party, the Social Democrats, the Party of
National Progress, the Free Labor Party, and the Green Party, as
well as the MPRP. New elections are planned for June 1992.

ARTS, SCIENCE, AND EDUCATION

Eight years of education are compulsory, although the drop out
rates have increased in the recent past. Literacy rates generally
top 90 per cent. In 1991, Mongolia boasted 878,000 graduates from
all levels of education (elementary/high schools, trade and
.vocational schools, universities, and graduate institutes). These
numbers are slightly lower than in prior years. In 1991, there
were 4,682,000 students at all levels.

In addition to the schools operated by the state, private
schools are now permitted. In 1991, seven graduate institutes, one
trade school, and one technical school began holding classes.

COMMERCE AND INDUSTRY

In the past, most supplies for Mongolian industry were
obtained from various republics of the Soviet Union and members of
Comecon. Following the cataclysmic changes in the USSR as well as
Mongolia, the amount of many supplies, particularly explosives,
petroleum and petroleum products, wheat and other food stuffs, has
been totally inSUfficient.

Mongolia's own industries include production of cashmere,
skins and leathers, furs and animal hair, coal and minerals, and
other raw material.s. Coal. is not exported at the present time, as
the heating and power industries consume the entire production.
Foreign exchange l.osses in 1991-1992 have l.ed to a sl.owing of
growth, and a drop in the GOP l.evel.s, which had reached $1. 9
bil.l.ion according to Mongol.ian government figures.

Natural. resources in Mongolia incl.ude coa1, copper,
molybdenum, iron, phosphates, tin, nickel, zinc, wolfram,
fluorspar, gold, and uranium. Joint ventures with western
companies in oil exploration and gold mining are in the works. The
growing season for this high, dry, northern country is quite short,
but wheat, oats, barley, fodder, and some vegetables are grown.

I



Local

Ulaanbaatar and the surrounding area are served by buses and
trolleys. The price is low, and the buses are generally very
crowded. Look out for pick-pockets on the bus. There are no
taxis in Ulaanbaatar at the present time, but it is quite common to
flag down a private car for a lift. A small donation ($1.OO-2.00)
to the driver would be appreciated.

Mongolia is actively seeking trading partners in the west, and
receives aid through a coalition of donor countries that includes
the United States, Japan, Germany, and others. A stock exchange
recently opened in Ulaanbaatar, and privatization of publicly-held
companies in addition to the establishment of private businesses
should improve Mongolia's prospects for earnings over the middle
term.

I

I

DRAFT

The principal industry, however, is livestock production, in which
roughly 45% of the population engages.

One major problem Mongolia faces in expanding trade ties with
foreign countries is the shortage of bulk transport facilities.
One railroad line traverses the country, having a broad gauge
track, which necessitates the substitution of wheels at the Chinese
border. This rail route allows for shipments to Tianjin, China, in
one direction, and to. Moscow or Vladivostock in the other. Both
Russian and Chinese" rail lines are subject to lengthy delays in
shi.pment . International air routes are via Bei j ing and Moscow, but
the amount of freight that may be forwarded by this method is
li.mi.ted by space and the high costs of shipment.
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COMMUNICATIONS

Te1ephone and Telegraph

. Mongol.ian tel.evision programmi og is PAL, so a mul.ti-system set
:LS needed. Most programm; ng is in Mongol.ian and Russian but some
Eng1ish-1anguage programming is offered from t~e to t~e.

Telexes to the United states costThe Embassy has a telex.
$5.00 per minute.

Road conditions in Mongolia vary greatly. While the major
highways are predominantly paved, the roads are not very wide, and
have no 1ane markings. Other roads are dirt. In most rural
locations, there are ~? roads at al1, but tracks across country.
Rain makes many routes '~assable.

Regional

Transportation to other cities is by train for those
communities that abut the tracks, and by air and long distance bus.

Telephone service in Ulaanbaatar is fair. Busy lines and
crossed lines are common, and phones may ring when no-one is
calling for hours at a stretch. A call may be made to any location
within Mongolia where there is a phone, at no charge.

The Embassy possesses a satellite telephone, which may be used
for official calls, or Personal calls at cost ($10.00 per minute) .
After-hours use of this telephone is strongly discouraged, since it
rings in the Ambassador's bedroom.

Phones for international calls are available at the Central
Post Office and at the Ulaanbaatar Hotel. International calls may
also be made through the international oPerator (in Russian and in
Mongolian) from the office or from home. Delays of 2 to 12 hours
are common in completing international phone calls.

Radio and TV

Embassy personnel have received BBC, VOA, and Radio Moscow
programming, although reception can be affected by weather and
sunspot activity. Local programming is in Mongolian and Russian.
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The Embassy is on the Navy Movie Circuit, and will subscribe
to BBC World Service and an entertainment channel through Star TV
in Hong Kong.

Newspapers, Magazines, and Technical Journals

An English-language, two-page newsletter, the "Mongol
Messenger", is published weekly. It gives news of ongoing events,
cultural opportunities, and interviews with Mongolian officials.
Employees should plan 'to subscribe to and forward by mail any other
publications they wish to receive.

Community Health

No unusual health problems or hazards exist, although frequent
colds do occur. Tap water may be rusty, and is boiled and filtered
for drinking and cooking, but dishes may be washed without ill
effect. Trash is removed from the apartment building and the
Chancery on a regular basis. In warm months, flies and mosquitoes
can be a nuisance. Avoid flea bites by wearing long pants and
socks in the summer in the country (fleas may carry plague germs) .

c;"-q.y""F ., (..
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Ulaanbaatar ("Red Hero") has been so named since the socialist
revolution in 1921. :It was formerly called Urga and :Ikh Huroo
("Big Circle") when it was the center of the government of its last
ruler, the Buddha Bogda Khan. Of the many monasteries extant i.n
1920, only one remained open until 1991 during the communist
period.

U1aanbaatar, the capital of Mongolia, is located in the north
central part of Mongolia, approximately 420 miles (675 kilometers)
from the Chinese border at Erlian (by train), and 180 miles (290
km) from'the Russian border at Ulan Ude. :Its 4500-foot altitude
and continental location make Ulaanbaatar the coldest capital city
in the world. U1aanbaatar is a 25% differential post, with two
R&Rs in a two-year tour, with Rome as the .authorized R&R point.

in the

AMERICAN EMBASSY

The present city of some 600,000 inhabitants is typified by
wide streets, large concrete government structures, movie theaters,
cultural facilities, and apartment buildings. The focal point of
Ulaanbaatar is Sukhbaatar Square, which is surrounded by Government
House, art shops, the new stock exchange, the central post office,
and two cultural halls, as well as Ulaanbaatar's main thoroughfare,
Enkh Taivan Gudumj (Peace Avenue). The Hotel U1aanbaatar and the
Ministry of Foreign Relations are close by. Sukhbaatar Square is
dominated by a statue of this Socialist Revolutionary hero, who is
buried here in a tomb modeled on Lenin's Tomb in Moscow's Red
Square. :It is a popu~ar p~ace for wedding photos, and easiJ..y
accommodates the 400-500,000 Pe0pJ..e who attend the annua~ parade at

ULAANBAATAR

The German Embassy' maintains a list of blood donors
in~~rnational official community.
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Naadam, the national festival (July 11-12) .

To north and south lies the Bogda Khan mountain range, which
is trisected in Ulaanbaatar by the Tuul and Selbe Rivers. Train
travelers from Russia will pass through the valleys of the Selenge,
which ends in Lake Baikhal, and Orhon Rivers, passing through
rolling steppe country, covered by wild flowers in the early
summer, and larch trees in the valleys and hollows. Those
traveling on to China by train will soon enter the Gobi dessert a. ,
predominantly flat st'eppe of scrubby grassland and roving sheep and
camel herds.

An average of 236 days of the year are -- blue skies and
sunshine make even the coldest temperatures seem pleasant.

Utilities and Equipment

Utilities (except for telephone) are paid by post.

Electric current is 220-240 volts SO cycle. Current may be
erratic and power outages frequently occur. Bring a surge
protector for expensive electrical equiPment. :Invest in an
uninterrupt~le power supply for computer equipment. Water
shortages can occur, particularly in the spring. Each apartment is
provided with two 5-gallon plastic jerry cans for water atorage.
It is strongly recommended that employees bring a battery recharger
and rechargeable batteries for flashJ.ights, toys, and other
battery-operated equipment.

Bring at least two· spare fuses for each TV, stereo, and other
piece of electrical equipment brought to post. Antenna wires,
connectors, and schematic diagrams may assist in repairs at post.
Spare parts and repair items are not available at post.

Multi-system television sets and cassette recorders may be
available locally, but will be quite expensive. Mongolian
television broadcasts Russian and Mongolian programming, and
limited English-language programming, on the PAL system. The
Embassy is now in the process of obtaining a satellite system that
will receive Star-TV programmi ng from Hong Kong, to include the BBC
World Service, and the entertainment channel (all NTSC). Short
wave radio brings in BBe, VOA, Radio Moscow, and other
international broadcasts.

l
I

Food supplies, such as imported canned goods, eggs, and meat
can be purchased in local dollar stores on an irregul.ar basis.
During the winter months of 1992, an egg seller and a vegetable
sell.er have come to the embassy roughJ.y once a week. Local
suppl.ies of other food stuffs, however, have become increasingly
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CLOTHING

Because temperatures in Mongolia can range from summertime
highs of 90 degrees F to wintertime lows of -30 to -40 degrees F,
a wide range of clothing is necessary. Winter clothing needs are
especially critical in order to avoid hypothermia. Every family
member needs a warm coat, a warm hat, heavy gloves or mittens,
scarf, and boots. Bring a down parka for informal occasions, such
as winter picnics and sporting activities. Fur coats, leather
hats, cashmere sweaters and gloves, camel hair sweaters, cashmere
scarves, and sheepskin lined boots can be purchased quite
reasonably in Ulaanbaatar. Summer rains warrant boots, umbrella,
and a water-proof,coat. Heavy snow is uncommon in the city, but
for trips to the count'2;Yside, arctic boots, moon boots, or "pacs"
are highly desirable. Thermal underwear, sweaters, a down vest,
down booties, wool socks, silk underwear, even electric socks
should be brought. :If traveling to Ulaanbaatar in the late summer,
some of these items should be included in your airfreight shipment.

Men:

A heavy wool topcoat or dress parka for winter and a lighter
top coat for spr~g and fall are desirable. Warm gloves, boots,
and sweaters are essential. Some buildings seem uncomfortably warm
in winter, while others are barely warm enough. During unheated
months, cold temperatures may still be a problem. Sweaters, vests,
1ight-weight underwear that can be worn under daytime wear are all
useful. Bring cloth~g for outdoor sports. Office wear is
generally formal; dark suits are worn to official meetings and
representational. events. One officer wore his tuxedo to the Marine
Ball in Beijing.

Women:

Pl.an on wear~g the same clothing you would at the Department.

Good shoes and nylons under skirts, dresses and suits are the
usual. Although Mongolians tend to be formal dressers, a certain
relaxation in styles is occurring in Ulaanbaatar of late. However,
you should bring dresses suitable for representational functions
and formal occasions (the German Embassy now sponsors an annual
dinner dance), as well as for receptions and the theater. Slacks
are still uncommon; shorts are not worn in public. Wool clothing
for the winter, and cotton clothing for the summer are common. A
warm, fairly dressy overcoat (down or fur) and wool overcoat will
be sufficient for nod-summer seasons.

Dry cleaning is available locally but not recommended.
Clothes can be dry cleaned on courier runs to Beijing. Washable
woolens and silks are recommended.

Bring one or two formal dresses. Bring warm boots for outdoor
activities, thermal socks, warm gloves or mittens, and thermal
underwear. For summer, sportswear and even a bathing suit, for
year-round, a large supply of hose and w~ter tights should be

brou9ht·nRAFT
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The only foreign schools in Ulaanbaatar have been operated by
the Soviet Union. With the reductions in assistance from Moscow
following the dissolution of the Soviet Union and the switch in
Mongolia away from communism, it is not clear that these schools
will remain open. In 1990 and 1991, the young daughter of one FSO
attended a Mongolian nursery school.

Away from Post .
Request a list "of overseas boarding schools with English

instruction from the state Department's Office of Overseas Schools
or the Allowances staff. An education allowance is available for
grades K-12. You may also wish to consider home instruction.

Post Orientation program

Upon arrival, new employees receive a packet of written
material. A suggestion for consumables shipment is on file with
the Overseas Briefing Center and may be requested from Personnel at
Post. With the present staff size, no formal orientation program
is given at post.

RECREATION AND SOCIAL LIFE

sports

No sports facilities are available for unlimited use by post
personnel. There are three tennis courts operated by the Mongolian
government, but they have not been used except by special
invitation. Three pieces of exercise equipment are available for
shared use -- a rowing machine, a stationary bicycle, and a stair
machine. Members of the international. community sometimes organize
hikes, fishing trips, and picnics on an ad hoc basis. Several of
the Ministries and other government bodies have access to resort
hostel.s in the surrounding countryside, which can be rented out to
members of the official community. Horseback riding is possible
for members of the Mongol. Horse Society (membership fee is
approximately $10.00 Per year). Some American students attending
the university in Ul.aanbaatar have joined a swimming club at an
indoor pool.

Touring and Outdoor Activities

During the warmer months (May to October), tours may be taken
to other parts of Mongolia. These trips are usual.l.y arranged
through Zhuul.chin, the Mongolian tourism bureau. A trip to the
Gobi costs $200.00 round trip for transportation and $180.00 for a
night's stay in a ger. Each ger wil.l. accommodate 1-3 pepple. A
trip to the tourist camp outside Ul.aanbaatar, Terel.j, costs $100.00
for the hotel Per Person. By special. request, Zhuu1chin will
attempt to make the 160 km round trip to Terel.j and back in one
day.

Ul.aanbaatar offers a variety of museums and sites that may be
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visited in one day. These include the Gandan monastery, Bogda Khan
palace, the winter residence of Mongolia's last khan, the Central
Museum with its dusty but outstanding collections of dinosaur bones
and native costumes, and the Fine Arts Museum, in which exquisite
panel embroideries are on display.

Weekends are nice for trips to the country, where you can
walk, climb rocks, birdwatch, fish (a license is necessary),
picnic, engage in crpss-country skiing, and enjoy the fresh air.
with proper clothing~ outdoor activities can be enjoyed all year.
The country has nearly limitless areas for camping. In summer
months, it is wise to wear long pants to avoid flea bites. Fleas
that infest the Mongolian marmot are known to carry bubonic plague.

Cross country skiing and sledding are possible about 40 km
from Ulaanbaatar. Because of the dryness and extreme cold, there
is not much snowfall in the vicinity of the capital. Fishing,
kayaking, and boating (small rubber boats only) may be done on the
Tuul River near Ulaanbaatar. A rubber raft could be fun.

Big game hunting is available in Mongolia, but it must be
arranged through Zhuulchin Tours.

Photographers find the extraordinary light and exquisite
s'cenery make Mongolia an excellent place to enjoy their hobby.
Color fi1m is available locally, but is quite expensive. Two shops
now offer developing services under an arrangement with Fuji; the
quality and price may still drive you to send your fi1m away for
developing, however.

Courier Trips

Non-pro courier trips are made between the Embassy in Beijing
and the Embassy in Ulaanbaatar on a biweekly basis. These trips
provide not only pouch mail service but also the routine fruit and
vegetable shiPments from Beijing. Personnel traveling from
Ulaanbaatar for the courier run will have a stay in Beijing of two
to three days, during which they may shop at the Beijing Embassy
commissary or at the western supermarkets located in the China
Trade Center and the Lido Botel. Flat mail is also forwarded by
air from Beijing on a weekly schedule.

Rest and Recuperation (R&R)

Foreign Service empJ.oyees serving tours of at l.east 24 months
in Ulaanbaatar, unbroken by home l.eave, are authorized two R&R
trips to Rome, Italy, or the nearest port of entry in the U.S.
(west coast). R&R travel to and from Rome is at U. S. government
expense. Travel must be taken at- excursion or reduced fares when
avail.abl.e, and arrangements are generally made through the travel
office at Embassy Beijing.

Entertainment

jz,~, 1t11'", 't'l l '. '."...'4...... 4l.. ; .'
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Excellent ballet, opera, an~ symphonic programs are presented
in Ulaanbaatar, both by local companies and by visiting performers.
The folk song and dance troupe performs three times a week. The
Mongolian Circus also has a permanent venue, where visiting
circuses may be seen. Tickets are inexpensive and easy to come by.
One of the local restaurants offers cultural programs on a monthly
schedule.

Movie theaters show films dubbed in Mongolian. Television
programming has beelf~in Mongolian and Russian; some English
programming may also be available, as USIA has installed a WorldNet
link at the TV station. The Embassy also is seeking to install a
satellite to receive the BBC World Service and entertainment
programming from Hong Kong, whi.ch will be available in the
Chancery.

STANDARDS OF SOC:cAL CONDUCT

Business cards are widely used in Mongolia, not only for

b t 1 f funct ional. purposes. Cards may be printed
protocol, u a so or
locally, although this will be expensive.

SPECIAL INFORMATION

Money

While tugriks are used for many transactions, hard currency
may be used in mos~ shops and in the Sunday market as well. Hard
currency may be hard,to come by, however, so personnel should bring
cash or American Express or Barclays' Travelers Checks, which can
be cashed at the Central Bank. Although banks, restaurants, and
the hotels will acc.spt travelers checks, Diners Club, and Amex
cards, you will not be able to obtain a cash advance against a
credit card. Currency exchange is accomplished by cashing
travelers checks at the bank or at the dollar shops, using the
"parallel exchange rate". u. s. dollars may be transferred to a
personal account at the Central Bank of Mongolia through i.t s
associated bank, American Express Bank, or through Chase Manhattan
Bank in New York. The Embassy performs l.i.m.i.ted accommodati.on
exchange, but at the much lower "official exchange rate".

I
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:If you arrive anytime other than June, July, or August, bring
warm clothing with you. Snowflakes have been seen in the air even
in July. Airfreight from the U.S. can take up to four months to
arrive, due to 1im.ited space on flights from Beijing. Post
recommends that airfreight be consigned to the Embassy in Beijing,
where the travel office will be able to determine whether onward
shipment by train or by air would be most expeditious. Beij'ing
should receive an information copy of cables concerning air or
surface shipment of effects.

Surface shipments are routed from the United States to
Tianjin, consigned to China Bonded Warehouse in Tianjin, China, for
onward shipment. Since train wheels must be changed at the border
to a110w for different gauges of track, and since Mong01ia has a
shortage of r011ing stock for freight shipments, delays in shipment
at the border can last severa1 weeks. Shipments made after the end
of September have been known to freeze (an important consideration
when shipping consumab1es, particu1ar1y liquids). Check with
OPR/STP for the latest information on maximum dimensions of
containers.

Most Americans assigned to Ulaanbaatar travel through China
and on to U1aanbaatar by train or airp1ane. It is possible, but
not recommended, to travel via Moscow. A short stay in Beijing is
recommended, to a110w for 1ast minute shopping, and to set up an
account at the Commissary at Embassy Beijing. This also allows for
a break, especia11y important for train travelers, who face another
40 or more hours in 'i:ransit before arriving in Ulaanbaatar. Winter
train trave1ers shou1d carry warm c10thes, a cup and spoon for
instant soup mixes, and one or more good books to enjoy on the
train. A "mini book1i.ght" is a1so a good idea. There are three to
four f1ights offered Between Beijing and Ulaanbaatar each week by
Mongolian Airlines (MIAT) and Air China (CAAC). Flight time is
roughly two hours.

must pay an

GETTING TO POST

NOTES FOP. TP-AVELE?-S

CURRENCY, BANK:ING, AND WE:IGHTS AND MEASURES

DRAFT

A1l visitors, other than accredited dip10mats. ,
a~rport departure tax at the airport in Beijing.

Passage
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RECOMMENDED READING

TAXES, CHANGE, AND SALE OF PROPERTY

Brigham YoungEssays in Mongolian Studies,Sechin.
??

Jagchid,
Univer--

Moses, Larry N. and Halkovic, Jr., Stephen A. Introduction to
Mong-- and CUl.ture, Bl.oomington: Indiana University Press, 1985.

Major, John S. The Land and Peopl.e of Mongol.ia, Lippincott, 1990.

The local currency is the Mongolian tugrik. There are two
exchange rates, the "official" rate, used by diplomatic missions
and foreign businesses, and the "parallel" rate, used by
individuals. The parallel rate is much more favorable for
foreigners. Dollars and other hard currency may be used in most
shops in lieu of local currency, and some places refuse to accept
tugriks at all.

Moses, Larry N. The Political Role of Mongol Buddhism, Bloomington:
Indiana University Press, 1977.

Mongolia uses the metric system.

Banking services.are available at the State Central Bank and
at the Trade and Development Bank. Individuals may open foreign
currency or tugrik accounts. Exchanges from tugriks to dollars may
be limited by frequent shortages of hard currency.

To date, taxes are not collected from foreigners residing in
Mongolia.

Jagchid, Sechin and Hyer, Paul. Mongolia's Culture and Society (??
Westview Press, 1979)

Tipping is not common, although waiters in the main hotels and
restaurants usually appreciate tips.

Limited accommodation exchange for permanent and TOY USG
employees is available from the U. S • Embassy at the official
exchange rate. Sufficient travelers checks for personal use and
exit transportation are necessary for 'l'DY personnel. Sale of
property upon departure is subject to normal USG restrictions.

Morgan, David. The Mongols London: Basil Blackwell, Inc., 1987.

Rossabi, Morris. Mongol Influence on World History, ???

Fletcher, Joseph. "The Mongols: Ecological and Social Perspectiv
-?", Journal of Asiatic Studies 46 (1986), pp 11-50.

Saunders, J.J. The History of the Mongol Conquest, London: Rout--
Paul, 1971.
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Phillips, E.D. The Mongols, London: Thames and Hudson, 1969.

ORAFT

Mongolia may establish an additional holiday in February to mark
the anniversary of the passage of the Constitution.

January 1
2-3 days, usually in February
July 11-13
November 26

LOCAL HOLIDAYS

New Year's Day
Lunar New Year
National Day (Naadam)
National Day ,
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ANNEX IX

MILK AND MEAT PROCESSING AND MARKETING
NEEDS ASSESSMENT MISSION
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EXECU'l'IVE SUMMARY
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The Mongolian People's Republic (MPR) covers an area three times the size of If
France but has a population of only 2.1 mill. The continental climate offers ~.

very rigid conditions with only six weeks without sub-zero temperatures. average
temperatures in July of 160 C and in January of minus 15-250 C and temperature
drops to minus 40oC.

From 1924 to 1990 MFR had a centrally planned economy. In connection with free
elections in 1990 the new coalition government declared its intention to introduce
a free market economy. Several actions have been taken including initial steps
towards privatization. but in principle the system of a centrally planned economy
is still in force. Up to 1990 MFR had developed strong political and commercial
relations with the Soviet Union and other COMECON countries. The break-up of
COMECON and the requirement of payment in hard currency for import from these
countries has left MFR in a very severe economical transitional vacuum. That
situation has entailed a drastically reduced foreign trade and inability to
import even basic spare parts, fuel and other essentials. Internally, the
expectations to a market economy have contributed to reduced local food supplies
i.a. of meat, which has been rationed.

I
I
I

MFR has a century old tradition for nomadic pastoral economy which is gradually
changing into an agricultural-industrial economy. Agriculture accounts for d···
some 30 % of the employment and a 20 % share of the net material product.

. k d . . 1 . lCL~vestoc pro uct10n accounts for some 70 %of the total agr1cultura productJ.on, /1
based mainly on extensive production methods. Total animal population amounts
to 24 mill. of which cattle. sheep and goats account for 11 %. 50 % and 20 I,
respectively. Privately owned animals account for some 28 %·of all animals
and the balance is raised by 41 state farms and 255 cooperatives.

Milk and meat processing in general is hampered by inflexible government determined
prices, leaving inadequate possibility of encouragement to meet market demand.
Lack of foreign exchange results in inadequate supplies of imported spare parts,
veterinary medicine, agricultural chemicals, packaging materials, etc.

The vastness of the country and consequent logistical problems as well as the
pronounced seasonality for slaughtering and milk production, entail requirements
to high production and storing capacity of the plants. Consequently, costs
of operation and investments are high.

I .

IPf
I
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Total supply of meat amounts to 540,000 tons (live weight) of which 80,000 tons
are exported. In average per capita consumption per year is 88 kg in the big
cities and 120 kg in the rural areas, which is high by any standard. The rural
population is self-sufficient whereas the coverage is inadequate in the big
cities at the present price level. The growth rate of the animal population
is expected to continue. Local consumption is expected to increase only slightly
due to gradually freed prices, change of diet and increased spending on other
commodities. Therefore, larger quantities of meat are expected to be available
for export but new markets must be identified and approached. A general pre-

The present pricing policy and subsidized prices for milk and meat indicate
that the sales revenue covers only some 50 % and 60 %, respectively, of the
purchase costs of the raw materials. Total losses from the operation of those I
processing industries, therefore. account for a considerable part of the national j
budget.

I,
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condition for export to new markets will be upgraded buildings. equipment and
hygienic standards. Also the techniques of international marketing will have
to be acquired and applied.

The total milk production in MPR amounted to 213 mill. litres (1990) equalling
a national average of 149 litres/capita/year but with large disparities from
region to region. Government estimates an average demand per capita of 270
kg/year. Average consumption in Denmark. UK and the U.S. is 125 kg, 124 kg
and 97 kg respectively. Only some 15 % of the total milk supply is collected
for the major cities where more than half of the population lives. The four
largest processing units located there receive excess milk in the summer but
are unable to meet demand in the winter. Major shortages are. therefore,
experienced in the urban areas. 85 % of the total milk production is produced
by the migrating herds. Collection and effective utilization of this quantity
is not feasible.

80 to 90 mill. littes of milk is converted into butter but the skimmed milk
from this process is not recovered.

The 15 %of the total milk production consumed in the major cities is produced
in an intensive husbandry system, comprising state farms and cooperatives equipped
with mechanized and simple dairies. Milk yield per cow is low for a number
of reasons (quantity/quality of fodder and poor milking equipment).

In the short term it will not be possible to collect milk from the nomadic herds
during the short summer production period. There is, however, a potential in
recovering the skimmed milk from the butter making system and process it into
casein and sodium caseinate for export. Government considers to dry some of
the excess milk quantities during the swmner season to milk powder for
recombination during the winter season but feasibility may be doubtful.

There is a good potential in the short term to increase by some 10 % the production
from the mechanized dairies through improved milking systems, including cooling.
improved milk collection systems and better quality control through improved
sanitary systems. A better coverage of the demand in the major cities is given
high priority by the Government and any export of dairy products apart from
sodium casein is not foreseen in the short and medium term.

For the meat as well as the milk processing industry the most urgent needs can
be grouped as follows:

refurbishment of out-dated and worn-out equipment.

establishment of new plants to improve national coverage (and for meat
also to increase export potential and value added).

training and technical assistance (technology transfer).

The assessed needs are summarized in table 24 which is also reproduced below
for easy reference. These needs and their priority were discussed and agreed
upon with the Mongolian Food Industry Corporation and the UNDP Resident
Representative, MPR before the Mission left MFR.

The proposed projects in the milk industry emphasize technical assistance support
in order to increase national coverage. The projects in the meat industry are
more specific on refurbishment and equipment components. The differences as

@;0') 3)71601 lES.06 I
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regards proposed future development can mainly be ascribed to the export potential
of the meat industry.

The Mongolian staff in the industry seems to make a considerable effort in
achieving optimal results with the restrained means available. Therefore. the
development of local resources is insufficient to bridge the transitional gap
between the former economic system and a new operational system and alternative
export markets. An obvious and may be only option for MPR is to obtain temporary
bi- and multilateral assistance from abroad.

I
I
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o. INTRODUCTION

DANAGRO ADVISER A/S was selected by UNDP/OPS to prepare a needs assessment of
the meat and milk processing in Mongolia (full text of the Terms of Reference
is reproduced as Annex 1).

AMission comprising Messrs. Ib Blechingberg, Economist and Marketing Specialist
(team leader), Michael Bosworth, Milk Processing and Milk Products Specialist
and Ejnar Steffensen, Meat Production and Processing Specialist, visited the
Mongolian Peoples' Republic (MPR) from May 20 until June 4, 1991. During that
period discussions were held with the Mongolian Food Industry Corporation, the
Resident Representative of UNDP, Ulaanbaatar and with concerned officials in
the sector. Processing plants were visited in Ulaanbaatar and Dakhran as well
as State Farms and milk collecting centres outside U1aanbaatar. Because of
the limited time available in Mongolia, the vastness of the country and
restrictions on transport, several of the findings and recommendations are to
some extent based on information received during interviews with officials
concerned. A list of institutions and persons met during the Mission is enclosed
as Annex 2 and the literature used is listed in Annex 3. On his way to MPR
the team leader visited i.a. the Danish Embassy for MPR located in Moscow for
collection of relevant data.

At the end of the Mission's stay in MPR an Aide Memoire was prepared and signed
at a tripartite meeting with the Mongolian Food Industry Corporation and the
Resident Representative in MPR. The Aide Memoire is enclosed as Annex 4 and
lists the assessed needs and projects according to priority as discussed and
agreed upon in MPR.
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1. BACKGROUND INFORMATION ON MONGOLIAN PEOPLE'S REPUBLIC

Mongolian People's Republic (MFR) covers an area of 1,565,000 km2 . It is a
landlocked country between the USSR in the north and west China in the south
and east. The average altitude is 1,585 meters above sea level with the
highest point reaching 4,360 meters. The east of Mongolia is a vast hilly
plain, the north a mountainous area of which some is capped with eternal snow
and ice. Forest clad slopes alternate with valleys and lakes. To the south
is the Gobi desert covering a third of the country.

I
I
I
I

1.1 PHYSICAL FEATURES

I 1.2 CLIMATE

I
I
I
I

MFR has a continental climate with six months of mean temperatures below
freezing and only six weeks without sub-zero temperatures. Average July
temperatures range from 100 e in the north to 200 e in the Gobi desert. In
January average temperatures range from minus' 150 C to minus 25 0 e, but extreme
drops to minus 400 e are not uncommon. The rainy season is from mid-May to
mid-September. Annual rainfall ranges from 100 mm in the Gobi desert to 500
mm in the north with an annual average of about 300 mm in agricultural crop
production areas.

Approximately 80 % of the land is suitable for extensive livestock production.
Intensive crop cultivation is limited by the short growing season and sharp
temperature fluctuations, which can vary by as much as 300 e in one day.

1.4 ADMINISTRATIVE SET-UP

1.5 ECONOMY

1.3 POPULATION

HPR is administratively divided into 18 provinces (aimaks) and the three
Cities Ulanbaatar, Darkhan and Erdenet. Each province is divided into several
districts (samons) with a total of 310 districts in the country.

IC~O·'\J J
13)71601)01.06

For centuries MFR has had a traditional nomadic pastoral economy, which the
Government aims to transform into an agricultural-industrial economy. From
contributing 61 % to the net material product (NMP) in 1940, agriculture
contributed some 20 % in 1989. However, agriculture still accounts for some

Employment amounts to 633,000 and unemployment is estimated to amount to
40,000 which is expected to increase to 100,000 at the end of the school year
1990/91.

The population of MFR is 2.1 mill. (1990) with an annual growth rate of 2.8
%. Some 51 % of the population lives in urban areas, with major concentra
tions in Ulaanbaatar (560,000, (1989», Darkhan (76,100) and Erdenet (44,400).
45 % of the population is below 16 years of age. The present population
density is 1.3 persons per square kilometre (0.7 excluding the above three
urban centres).
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30 % of the employment with industry accounting for 20 %. Industrial share
in NMP from 1940 to 1989 increased from less than 10 % to some 34 %. Heavy
industry accounts for about half of the gross industrial output. The I
structure of the NMP in per centage is shown in Table 1 below:

Source: "Mongolian Social and Economic Development 1989", Central Statisti
cal Board 1990.

Information about GDP per capita varies considerably. It is generally
recognized that previous figures of US $ 900 - 1,000 were inflated. The IMF
has estimated a GDP per capita of US $ 522 but similar estimates by the World
Bank amount to only US $ 322.

Total agriculture production amounted to 2.65 billion Tughrik (1989) of which
livestock accounted for 1.85 billion Tughrih (70 %) and crop production for
0.8 billion Tughrik. 13.7 % of national vested capital in the productive
sector was devoted to agriculture and forestry (1989).

Import into the MPR in 1989 amounted to 2.87 billion Tughrik and export to
2.15 billion. A continuous trade deficit has entailed increasing national
debt, mainly to the Soviet Union. By the end of 1989, MPR's debt to the
Soviet Union amounted to 9.5 billion Roubles most of which is expected to be
written off and the balance to be paid on lenient terms.

I
I
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STRUCTURE OF NATIONAL NET MATERIAL PRODUCTION AT CURRENT PRICES

SECTOR 1980 1985 1988 1989

Industry 29.3 32.6 33.5 33.8

Agriculture 15.0 16.2 19.1 19.9

Construction 6.1 5.0 7.1 7.1

Transport 10.1 1.4 1.5 1.5

Conununication 1.1 1.4 1.5 1.5

Trade + Supply 36.3 33.0 27.0 26.9

Other 2.1 1.7 1.8 1.8

TOTAL 100.0 100.0 100.0 100.0

TABLE 1:

all 3)71601)01.06 2
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1.6 RATE OF EXCHANGE

The rate of exchange of the Tughrik vis-A-vis the US $ was three Tughrihs per ~/
$ early 1990. May 1991 the rate of exchange is 7.10 Tughrik per $ (official
rate) which is the rate of exchange applied in this report. The rate of
exchange in the parallel market is 60-100 Tughrik. j
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2. THE AGRICULTURAL SECTOR OF THE MFR



The Mongolian People's Republic was founded in 1924. Prior to that, Mongolia
had a feudal system of government and was based on a simple agrarian economy.
A centrally planned state was developed, but until the 1950's the population
in the countryside worked as livestock holders or worked for large livestock
owners.

I
I
I
I
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2.

2.1

2.1.1

THE AGRICULTURAL SECTOR OF THE MPR

POLICY AND AGRICULTURAL PRODUCTION

Government and Government Policy

I
I
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In the 1950's government introduced a policy forcing a change in ownership of
livestock and land from private to state. Most livestock holders were transformed
into government employees and lost the ownership of most of their livestock
and all their land. Each family was allowed to have a maximum of 50 animals
(75 in the Gobi) as their own property.

Crop production was introduced, and new arable land was opened up to agriculture.

Internationally, the MPR aligned itself politically, economically and mili tarily
with the Soviet Union and to a certain extent with the COMECON members, but
was isolated from all other countries, including the People's Republic of China.

In March 1990, a new reformist government was established, and in July 1990
multi-party elections under international supervision were contested by six
parties. The ruling Mongolian People's Revolutionary Party (MPRP) retained
the majority of the votes, but a coalition government was established comprising
the three biggest political parties.

From being a country with centrally planned (command) economy for some 60 years.
the present government has declared the transition to a market economy as one
of its main tasks. A transition period of two to three years has been mentioned,
but no final time schedule has been established.

Apart from guidelines outlining the main principles, no action plan for the
implementation has been established. However, several steps have been taken
to orient the system towards a market economy, e.g. a new and very liberal law
for foreign investment has been introduced, a new law for privatization has
been passed by the Parliament (May 1991) and now only awaits ratification by
the President and a draft for a new constitution, inter alia legalizing private
ownership of land, is about to be out for discussion for planned approval in
November 1991.

Internationally, MPR has diversified its ties and has established relations
with China and a number of other Asian and Western countries. The break-up
of the COMECON and the request of those member countries, including the Soviet

Within the agricultural sector, the most significant changes have been the split-up
of some of the state farms into smaller units and some examples of initial transfer
of ownership of livestock to private herdsmen. There is also no more restrictions
as to the number of privately owned animals. However. in principle the central
planning is still in force with government fixed prices to suppliers and consumers
and contractual supplies to the big cities. The expected decentralization has
resulted in unfulfilled supplies to urban areas and shortages and rationing
of several consumer goods, including meat (beef and mutton 90 g/person/day).

I
I
I
I
I
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Union, of payment in convertible exchange for export to MPR as from January
1991 has left MPR in a serious transitional vacuum.

Establishing of new export markets to obtain foreign exchange for import will
take time, and shortages of imported items, including food items and spare parts.
are severely felt and further rationing is foreseen.

To avoid further deterioration of supplies and processing, advisory assistance
in replacing the centrally planned economy by a market economy is urgently
required, as well as financial assistance during the transition period.

2.1.2 Organisational Structure of the Agricultural Sector

The organisational structure of the agricultural sector has undergone several
changes. The present structure is depicted in the organization chart below.
Ministry of Agricul ture sets out the policy of the sector, comprising livestock
and agriculture (crop production). Under that Ministry are also the State
Veterinarian Services, the Association of Flour Mills and the Agricultural Supply
Service. The latter coordinates the requirement of the sector as to farm machinery
and equipment as well as other input material.

The organisation "Mongolian Food Industry Corporation is working parallel to
the Ministry of Agriculture as an umbrella organisation for various food processing
industries (for milk, meat, bread, beverages, starch and soap) and for a food
research department, a repair and maintenance section and a construction office.
The Mongolian Food Industry Corporation is responsible for the establishment
of the policy for and development of food processing industries, coordination
of the food processing industries and supply of processing equipment. Education
and training of staff for the processing industry is also the responsibility
of the corporation.

The 225 agricultural cooperatives are organized independently, but they supply
on contract to the food processing plants. The cooperatives also have their
own sales organisation for the products and for supply of input for their
production.

The Ministry of Trade and Industry is responsible for the distribution of the
products manufactured by the plants under the Mongolian Food Industry Corporation.

The organisation chart shown is the most recent one, but the changes of government
policy towards a market economy have changed the actual procedures to some effect.
e. g. procurement of equipment for the processing industries may now be undertaken
direct by the companies without involving the Ministry of Trade and Industry
and individuals may export direct to purchasers abroad.

However, the organization of the agricultural sector is inappropriate for
establishing and implementing policies coherent for the primary and secondary
sector. Another constraint is the lack of knowledge of and experience in
management and marketing procedures required for the operation of commercially
viable enterprises.

-
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Minislry III Ministry III
TladIl &InciIslry AgriculU/8

===r~ .....~~

COrnrnociIySlocks
i118aimaks

Wholesale Slocks
i14 majoI towns

1) Operalionallrom Augult 1991

2) Conllruclion tItI% compleled. but no equipment
hal been ordered

3) Partly supervised by Ulaan 8&8111r loAunicipelily



2.1.3 Agricultural Production in General

Contribution of agriculture to the net material product (NMP) amounted to some I
20 per cent in 1989, or 2.65 billion Tughrik. Of that amount, crop production
accounted for 0.8 billion Tughrik, and livestock accounted for 1.85 billion
Tughrik. The development of the agricul tural production in thousand tons (1980- I
1989) is shown in Table 2.

Table 2: Agricultural Production in MPR (in thousand tons)

1980 1985 1988 1989

Meat, slaughtered weight 226.8 225.9 225.3 239.6

of which Beef 70.6 68.1 73.3 72 .8

of which Sheep, goat (mutton) 115.7 116.2 112.4 121.9

of which Pork 1.0 2.2 4.0 5.5

Wool (sheep) 20.1 18.9 18.7 19.4

Milk 225.7 269.4 300.3 319.3

Butter 3.8 4.4 4.6 4.8

Eggs (mill. pcs. ) 21.1 25.9 31.1 35.8

Cereals, of which 286.8 886.0 814.3 839.1

Wheat 229.8 688.5 672.2 686.9

Potato 37.9 113.9 103.2 155.5.
Vegetables 26.3 41.2 56.3 59.5

Source: Social and Economic Development of the Mongolian People's Republic,
1989, Statistics Book, the State Statistical Bureau of the Council
of Ministries, 1990. Ulaanbaator.

Crop production comprises wheat, barley, potatoes and vegetables. Fruit is
almost non-existent. Due to the short season, part of the wheat production
can only be used for fodder.

2.1.4 General Market Characteristics and Constraints

I
I
I
I
I
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So far the economy of MPR has been centrally planned and production has been
planned more according to Government plans than on actual market demand. Prices
do not reflect neither actual production costs nor the actual situation of supply
and demand and are subject to government subsidies.

Meat as well as milk products are in short supply and no marketing efforts are
required to sell the products. This is in particular the case in the major
cities and in the aimak centres as the rural population is usually self-sufficient
in those products.
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The present system of central planning and prices determined by the Government
entails inflexibility, inefficient operation of processing plants and marketing
and leaves inadequate possibility of encouragement to meet market demand.

The technical and quality standards within the meat and milk sector do not meet
the requirements of highly developed markets in the Far East, Europe, etc.
For plants intended for export of meat and meat products to those markets, the
Consultant has taken those requirements into consideration. As to dairy products
MFR will not in the medium term be in a position to export and, therefore, the
technical recommendations are based on the attainment of achievable standards
for safe and economical production of dairy products for the home market.

Lack of foreign exchange results in inadequate supplies of spare parts. veterinary
medicine, fertilizer. agricultural chemicals. packaging materials, etc. which
hampers efficient agricultural production and processing industries.

Deficiency in breeding and veterinarian services results in a high animal mortality
rate (up to 10 % annually is reported) and an abortion rate of 3.6 - 4 %.

The climatic conditions with long and severe winters entail a short fattening
season, lack of natural fodder during the winter season, short slaughter season
(August - December) which require abattoirs and meat processing plants with
high daily capacity but a short annual operation time and cold stores with high
capacity. This resul ts in high costs of investment and high costs of operation.

Mongolia is a vast country and as roads in general are in a bad condition,
especially during winter, inter provincial transport is difficult. This problem
is aggravated by vehicles in bad condition and lack of spare parts and fuel.
Also communication is complicated due to an undeveloped communication system.

2.2.1 Livestock Production

Livestock is based mainly on the extensive production methods where herdsmen
are driving their herds through the vast and sparsely populated territories
for grazing.

Grazing management is reported to be. on the whole. sound. The basic herding
unit. approx 200 cattle or 600-1000 sheep, is managed by a suur which is an
informal cooperative of herdsmen comprising several families. Each suur is
assigned, on a more or less permanent basis, an area of pasture which is
rotationally grazed. Pastures are grazed by both large and small animals.

I
I
I
I

2.2 THE LIVESTOCK SUBSECTOR

I
I
I

More than 90 % of the feed is derived from natural pastures. which covers more
than 140 mill. hectares of land in Mongolia. usually through year round grazing.
In addition to the natural grazing. grass hay is cut from around 2 mill hectares
in climatically favorable regions, cereal straw from about 0.5 mill hectares
and grass silage in a small amount.

During the grazing period the herds will stay in the 'summer area". This area
may be up to 150 km away from the winter location.

I
I
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In the ·winter area·, which will be close to the more populated areas, there
will be shelter (f. inst. a woodden shack) where the animals can survive during
the severe climatic winter conditions.

As there are limited natural feeding possibilities during the winter. the animals
will be fed crop products as a supplement during the stay in the winter location.

The animals which are about to have reached the slaughter age and weight are
separated from the main herd and the grazing route for these animals will be
planned in such a way that they will reach the slaughterhouse at the correct
time. The distance from the grazing area to the slaughterhouse may be up to
several hundred kilometers.

The animals will be grazing on the way and as an encouragement the herdsmen
get a bonus according to the increase in liveweight of the animals at the arrival
to the slaughterhouse.

The herdsmen are living a simple life under hard conditions surv1v1ng mainly
on milk and milk products, fresh or dried meat and wheat flour.

The herds may be covering more than 200 km during the year and the herdsmen
are moving their yurts (the special round Mongolian tent) up to 20 times during
the grazing period.

2.2.2 Animal Population

Table 3 shows the population as per 1989 of the various animal species in each
of the provinces. At the same time the table shows the inhabitants as well
as the population of the livestock farmers. The figures in the table are
illustrated in Annex 5.
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Table 3: Population and Number of Animals in the Provinces

PROVINCE NO.1 NAME POPULATION X 1000
Inhabiunu :E'anleu Cattle Camels Horse. Sheep Goats

1. Arhangay 87.1 10.3 272.8 2.3 186.2 746.2 174.6

2. Beyan-Olgiy 93.6 8.8 U1.6 10.4 83.4 770.3 308.3

3. BayaMougor 76.7 10.1 U8.9 46.2 99.6 706.5 507.3

4. Bulgan 53.3 5.0 165.0 4.3 120.2 554.2 99.3

5. Govi-Altay 64.5 7.5 81.4 53.3 82.1 923.7 495.6

6. Domogovi 58.6 3.7 80.0 67.5 85.8 525.9 203.1

7. Domo<! 8l.8 3.8 12l.3 14.1 90.9 652.9 44.2

8. Dundgovi 87.1 6.2 87.1 56.0 144.8 744.7 374.1

9. Dzavb.an 90.9 10.5 179.6 15.4 149.2 1303.9 339.2

10. Ovorb.angey 99.4 12.3 187.0 31. 7 185.7 1135.7 397.5

11. Oamogovi 43.5 5.0 25.3 133.7 67.8 294.7 431.6

12. Suhbaatar 52.3 5.5 129.2 16.8 123.7 592.0 135.1

13. Sebuge 89.5 2.5 92.9 0.3 28.2 332.3 24.1

14. Tow 102.9 7.4 191.9 9.7 195.7 1025.8 166.2

15. Uvs 86.5 8.5 156.4 41.8 133.4 978.8 303.8

16. Hovd 78.8 8.0 133.9 37.6 101.5 889.3 475.3

17. Bovsgol 104.6 13.0 300.9 7.0 158.6 106l. 7 274.6

18. Bent:iy 75.8 8.4 184.9 9.8 141.6 901.8 185.2 .
19. Ulaanbaat:ar 560.6 0.5

20. Darkhan 87.4 0.3

21. Erdeullt 57.1 0.2

TOTAL 2095.6 137.5 2620.1 558.2 2178.4 14137.4 4939.1

As can be seen from the table all five animal species totalling 24.4 mill. are
represented in all provinces and there is a reasonably coherent correlation
between the animal and the human population i.e. the animals are in the areas
where they are to be utilized.

During the last 3 years the animal population has developed as shown in Table
4.

I
I
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Table 4: Development of the Animal Population in MPR 1987 - 1989

SPECIES INCREASE (% )

Cattle 4.1
Camels 4.1
Horses 3.4
Sheep 4.4
Goats 5.4

I
I
I
I

The total present number of livestock is reported to be the highest in 30 years. I
The reasons for the increases are considered to be the result of several factors I

such as:

- The start of the leasing agreements with private livestock holders
- Removal of the limits on privately owned livestock
- Reduction in numbers slaughtered for export
- Good efforts by the herdsmen
- Mild climatic conditions during last two winters

2.2.3 Livestock Production

The animals are bred on:

No. of Heads

I
I
I
I

There are 41 state farms each with a population of up to 30,000 animals. The
farms are, however, measured according to their land area, which is in average
for these farms 1,768 hectares.

The state farms are owned, financed and administered by the state. The state
farms have livestock raising as well as a small crop production. Furthermore
they will produce vegetables and animal fodder such as grass, maize, wheat,
barley, etc.

State farms
Cooporative farms
Private farms

Total population

2,096,000
15,732,300

6,846,600

24,674,900

I
I
I
I

There are 255 cooperative farms of the following sizes (animal population):

1 unit with 20.000 or below
23 units with 20 40,000 animals

- 116 units with 40 60,000 animals
70 units with 60 80,000 animals
35 units with 80 - 100,000 animals

7 units with 100 - 120,000 animals
1 unit with 120 - 140,000 animals
2 units with 140,000 or above

I
I
I
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The cooporative farms are based mainly on livestock production and will hardly
have any crop production. This type of farms are created by a cooporation of
a number of priva te people. The land belongs to them and they are self financing.
They sign annual contracts with the state for livestock supplies to the
slaughterhouses.

Information about size and number of private farms is not available but they
are generally small and have a small number of animals.

2.2.4 Animal Characteristics

The four main cattle breeds in MFR are:

- Selenge
- Halch - Gol
- Tumen Zogt
- White headed Kasach

including their crosses

The Yak is considered as part of the cattle breed and numbers.

The cattle livestock is bred mainly for meat production.

The horses are of the mongolian breed.

The sheep breeds are:

- Pure mongolian
- Orchon (fine wool)
- Imported Merino (fine wool)
- Persian (are kept for slaughter of the lambs)
- 7 different land races

The average liveweight of the animals at the time of slaughter is:

Liveweight (kg)

The utilization of the animals at the time of slaughter (carcass weight compared
to liveweight) are informed to be:

This low utilization is considered to be due to inefficient slaughter and chilling
methods. Based upon efficient processes with utilization of all the edible by
products (heart, liver, tongue etc.) the figure will normally be slightly above
50%.

I
I
I
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cattle:
sheep:
goat:
horses:
pigs:

- cattle:
- sheep:
- goat:

3)71601)02.06

47%
40%
40%

255-400
38
31

250
100

Average age of slaughter (year)

3 - 4
2
2
n.a.
n.a.
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2.2.5 Veterinary Services

The organization of the Veterinarian Services is shown in Annex 6.

The responsibilities of the services are to make diagnostic work, to vaccinate
and to do other treatments necessary to maintain a healthy animal stock.

The organization carry out its services to the animals in the winter area, in
the summer area as well as during the travel to the slaughterhouse.

In the meat processing plants the duties of the veterinarians are to inspect
the slaughtered animals as well as to control the quality of the various meat
products.

Since 1989 the organization has been a member of the International Office of
Epizoctis.

The organization comprises a medicine production unit and a pharmacy as well
as a control laboratory with the purpose of controlling these two units.

The animal diseases are grouped into three categories and the supply of 'medicine
for each of the categories is as follows:

I
I
I
I
I
I

- Infectious diseases: Locally manufactured medicine (70 items)
- Parasitic diseases: Imported medicine

Original diseases: Imported medicine I
Due to price increases and to lack of foreign exchange there is, however, a
shortage of imported medic ine re suI ting in inadequa te treatment of the di sea s e s . I
The organ!zation also comprises veterinary service units in each of the big
ci ties, Ulaanbaa tar, Darkhan and Erdenet, and in the 18 provinces equipped wi th
diagnostic as well as control laboratories. I

Experienced diseases are:

The organization is, however, suffering from the lack of imported medicine,
spares, laboratory equipment, etc.

In a few of the districts there are already established veterinarian units,
comprising diagnostic as well as sanitary laboratory. According to the plans
there are to be units in all the districts.

I

I

I
I

I

I

I

I
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- Cattle plague
- Brucellosis
- Cysticercosis (Measles Itinter)
- Limping
- Leukosis
- ·Water pockets on the liver"
- Ring worm
- Diard
- Parasitic diseases

There are approximately 3,000 veterinarians and technicians in the organiza tion
and it appears to be well organized, except for the limited number of district
units which have yet to be established.
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Foot and mouth disease was eradicated by vaccination 13 years ago and has not
been experienced since.

A high aimal abortion rate (3.6 - 4.0 %) is a serious problem. The reason for
the high rate is believed to be an infectious disease.

I
I
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3. THE MEAT INDUSTRY
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3.

3.1

THE MEAT INDUSTRY

INTRODUCTION

I
I
I
I
I
I
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During winter the animals are loosing weight, due to the limited feeding
possibilities coupled with high energy consumption because of low tempera
tures. Furthermore, it is not possible to bring the animals to the slaughter
house during winter due to the climatic conditions.

The animals are therefore slaughtered during the period end of July to end of
December only. This applies especially to the animals supplied for consumption
in the major cities.

In order to secure the supply of meat beyond the slaughter period (the winter
period) the carcasses as well as the edible by-products are frozen immediately
after slaughter and kept in cold stores for distribution to the shops during
the winter.

Also in the winter season in the rural areas there will be slaughtered animals
for local consumption.

3.2 MEAT SUPPLY

The meat is supplied from the livestock raisers to the consumers through a
system comprising partly an urban delivery system serving the big cities
Ulaanbaatar, Darkhan, Choibalsan and Erdenet and partly through a rural deli
very system. The systems are shown in Figure 6 below.

The break-down of the animal species supplied is as follows:"

TABLE 5: Break-down of Animal Species Supplied for Consumption

SPECIES % LIVEWEIGHT (tons) NO. OF ANIMALS

Cattle 29 156,000 614,000

Sheep 55 297,000 7,815,800

Goats 12 64,800 2,090,300

Camels 2 10,800 27,000

Horses 0.5 2,700 10,800

Pigs 1.5 8,100 81,000

TOTAL 100.0 540,000 10,638,900

In Figure 7 below is shown which areas are delivering animals to each of the
big cities. In the Annex is also shown from which areas the live animals for
export are supplied.

I
I
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MONGOLIA: Needs Assessment Mission
Figure 6: Urban and Rural Meat Supply Systems
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MONGOLIA: Needs Assessment Mission

Figure 7: Areas for animal supplies to the big cities and for export
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The livestock holders have contracts witht he state concerning supplies to the
slaughterhouses at government determined prices.

Animals for direct export live as well as animals for processing into export
meat products are also delivered through that system. The animals exported
live are delivered mainly from five districts with no abattoir/meat processing
plant.

Pigs, which are bred in a small scale compared to the other species, are kept
indoor and fed at state farms and other bigger farms. The pigs are slaughtered
all the year round.

In general, the abattoirs do not debone and classify the meat but deliver it
to the trade organizations as whole carcasses. The meat shops cut the meat
themselves and generally sell it at three different prices according to quali
ty. Consumers seem to prefer deboned and classified meat. There are however
problems with availability of packing machinery and materials.

3.3 MEAT CONSUMPTION AND DEVELOPMENT TRENDS

The meat consumption planned by the Mongolian government is 88 kg/capita/year.
This consumption is determined mainly in order to secure the supply of meat
to the urban areas.

In Figure 8 the total national supply is depicted as 540,000 t/year. Deducted
the amount of exported live animals (60,000 t) and processed products (20,000
t) the national average consumption is 460,000 t liveweight (equal to 230,000
t meat products). Consequently the local consumption is 230,000 t or 110
kg/capita/year.

As the deliveries to the cities are based on a consumption of 88 kg/capita/ye
ar, the consumption in the rural areas is correspondingly higher, close to 120
kg/capita/year. The corresponding consumption rate for Europe as a whole is
80 kg. The consumption in Denmark and in the United States is 95 kg and 115
kg respectively.

Therefore, it can be concluded that with respect to the meat supply, Mongolia
is self-sufficient and potentially in a position to export meat.

Table 9 depicts the growth rate of the human as well as the animal population
during the period 1985 - 1990.

I
I
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MONGOLIA: Needs Assessment Mission
Figure 7: Areas for animal supplies to the big cities and for export
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MONGOLIA: Needs Assessment Mission
Figure 8: National Supply of Meat (live weight in tons)
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TABLE 9: Development of Human and Animal Population 1985-1990 ('000)

1985 1986 86/85 1987 87/86 1988 88/87 1989 89/88 1990 90/89

BUMANS 1920 1972 2.7% 2023 2.6% 2087 3.2% 21.5.5 3.3% 2230 3.5%

CAnu: 2408 2480 3.0% 2.526 1.9% 2.541 0.6% 2693 6.0% 2849 5.8%
CAMELS 599 .551 -1.4% 547 -0.7% 553 1.1% 558 0.9% 538 -3.6%
BORSES 1971 2018 2.4% 2047 1.4% 2103 2.7% 2200 4.6% 2262 2.8%
SHEEP 13249 13194 -0.4% 13234 0.3% 13401 1.3% 14265 6.4% 15083 5.7%
GOATS 4299 4401 2.4% 4388 -0.3% 4474 2.0% 4959 10.8% 5125 3.3%

TOTAL ANIMALS 22486 22644 0.71 22742 0.4% 23072 1.51 24675 6.91 25857 4.81

RATIO
ANIMALS I HUMANS 11. 71 11.48 11.24 11.06 11.45 11.60

Source: Cencral Staci.cical Board.

The human population has increased by 2.6 to 3.5 % per annum and is expected
to stabilize at a level of 2.8 % in the coming years. The animal population
has experienced fluctuating growth rates from 0.7 % to 6.9 %. Especially
during the last two years the growth rate of the animal population has
increased compared to the human population and the animal/human ratio has
increased from 11.06 in 1988 to 11.6 in 1990. If or when the proposed
measures to increase production are implemented the potential supply of meat
will further increase.

Based on experience from other markets the local per capita consumption is not
expected to increase much further. This assumption is also supported by the
fact that the subsidized meat prices will have to increase when government
determined prices are successively abolished. Development of a more pen
society will tend to change the traditional diet and this as well as consumer
spending on other and gradually more easily available goods will both entail
lower per capita meat consumption.

The above trends as to the meat supply are likely to result in increasing
quantities available for export which could contribute to increased foreign
exchange earnings and the development in general of the country.

3.4 PRICES

Purchase prices as well as wholesale and retail prices for meat are standard
prices determined by the Government. Wholesale and retail prices comprise
two-three qualities whereas only one price is applicable for the animals
brought to the slaughterhouse by the livestock holder.

I
I
I
I
I
I
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TABLE 10: Meat Prices (Tughrik/kg)

PRODUCT QUALITY PRICE TO SUP- WHOLESALE RETAIL PRICE
PLIER AT PRICE
SLAUGHTERHOUSE

BEEF I 10.800 12.000
II 4.953 9.180 10.200
III 7.560 8.400

SHEEP I 13.500 15.000
II 3.749 11.340 12.600
III 9.720 10.800

GOAT II 3.156 7.560 8.400
III 6.300 7.000

HORSE II 1. 463/pc 7.020 7.800
III 5.040 5.600

CAMEL I 8.280 9.200
II 7.740 8.600
III 5.220 5.800

PORK I 14.400 16.000
II 12.310 11.880 13.200
III 10.440 11. 600

Source: Mongolian Food Industry Corporation.

I
I
I
I
I
I

I
I
I

A gross profit margin of 10 % of the retail price is allowed for the retail
shop. The wholesale price includes costs of freight from the slaughterhouse
to the retail outlet. A calculation based on quantities purchased and sold
and on the prices applied indicates that the sales revenue only covers 60 
65 Z of the cost of the animals purchased entailing a cash loss of some 450
mio. Tughrik annually on a country wide basis. To this should be added wages.
costs of power/water, transport to retailers, depreciation, etc. The total
loss is estimated to amount to some 1.2 billion Tughrik per year. To ensure
viability in a free market economy considerable price adjustments will be
required as well as streamlining of production costs. To this end new
management systems must be introduced and training of staff in management and
marketing will be required.

I

1
I

3.5 EXPORT I

Carcasses from cattle, sheep, goat to the USSR and Bulgaria.

The main items for export of animals and meat products comprise in general:

83)71601)03.06

Live animals, cattle, sheep, goats and horses from Bayan Olgiy, Uvs,
Hovd as well as from H~vsg~l. The animals are exported on hoof to the
USSR.
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Casings to the USSR, Germany, France, Netherlands, Yugoslavia and
Bulgaria.

Hides are exported to the COMECON countries. Finished leather products
are being exported to European countries with an increasing trend, it
appears.

Due to the changes of the former trade structure with the COMECON countries 
ref. Section 2.1.1 - MPR has to look for new markets. The possibilities have
to be explored but the most likely markets seem to be South East Asian
countries, the Middle East and North Africa (ref. Section 3.7.10).

I 3.6 ABATTOIRS AND MEAT PROCESSING PLANTS

I
I

The present situation regarding the abattoirs and meat processing plants in
Mongolia is described below, first the existing plants, then the plants under
construction and finally planned projects.

Existing Plants:

Province

I
I
I
I
I
I
I
I
I

Ulaanbaatar
Choibalsan
Darkhan
Saynshsaud

Plants under Construction:

Ulaangom
Olgiy
Hutag

Planned Plants in Provinces:

Buruun Urt
Ond~haan

Bulgan
Mandalgovi
Altay
M~r~n

Tseterleg
Bayanhongor
Arvayheer
Erdenet

Capital City
Dornod
Selenge
Dornogovi

Province

Uvs
Bayan Olgiy
Bulgan

Province

SUhbaatar
Hentiy
Bulgan
Dundgovi
Govi Altai
H~vsg~1

Arhangay
Bayanhongor
Ov~rhangay

Bulgan

I
Figure 10 A below shows a map of Mongolia with the location of the above
plants and below is a description of the various plants and projects.

I
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MONGOLIA: Needs Assessment Mission
Figure 10: Location of existing and planned abattoirs and meat processing plants.
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3.6.1 Existing Meat Combinates

3.6.1.1 Ulaanbaatar

I
I
I
I

The plant in Ulaanbaatar is a meat combinate complex situated in Ulaanbaatar
city. (A meat combinate in MPR is an abattoir with processing lines e.g.
manufacture of sausages, meat canning, etc.). The capacity of the complex, all
per 8 hour shift is 1,000 cattle, 8,000 sheep, 2,000 goat and 300 pigs.

The complex was built in 1968 with assistance from the German Democratic
Republic. Recently, a few new machines of West German manufacture have been
installed in the sausage and canning processing departments.

Also recently a joint venture has been established with a German company for
export of casings. Modern casing cleaning equipment has already been imported
and is ready for installation.

The majority of the original equipment is of painted black steel. It is
obvious that due to' the age and material of construction of the equipment a
great effort has to be put into the repair and maintenance of the plant in
order to keep it operational. The complete plant (the equipment as well as the
building) needs badly a renewal.

I
I

Cattle, sheep and goats are slaughtered from end of July to end of December
(and only during this period) in two shifts per day. Pigs are slaughtered all
year round.

The complex includes in general the following slaughter and meat processing
facilities:

I
I
I
I

Administration
Veterinarian facilities
Lairage for one days production
Slaughter halls for cattle, sheep and pigs, arranged in a 3 story
building
Freezers and cold stores for carcasses and edible by-products
Gut and casing cleaning department
Deboning department
Sausage processing department
Canned products processing department
Inedible by-product processing plant

The processed products comprise on a yearly basis:

The areas which require refurbishment are:

Slaughterlines for cattle, sheep/goats and pigs
New blood collection and plasma production plants
Edible by-product (heart, liver, tongue etc) treatment plants
Freezers and cold stores for carcasses as well as edible by-products

Frozen carcasses and by-products
4000 t sausages
1200 t dumplings
15 mill nos 170 g and 430 g canned products
Meat and bone meal

113)71601)03.06
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Carcasse meat cutting, de boning and packaging
Meat processing (sausages and canned products)
Fat rendering
Inedible by-product rendering

3.6.1.2 Darkhan

The plant is a meat combinate complex located in Darkhan and built in 1974
with technical and financial aid from Hungary.

The production and the capacity is as follows, all per 8 hour shift:

Slaughter of 2000 sheep and goats
Slaughter of 200 cattle and horses
Slaughter of 25-30 pigs
Production of 50 t meat products
Production of 3 t sausages
0.2 t dried blood
0.5 t meat and bone meal
Cold stores with a capacity of 3200 t

,
More than 50 % of the production of the plant is exported.

The situation regarding the equipment is similar to that of Ulaanbaatar. The
complete plant (the equipment as well as the buildings) needs badly a renewal.

The refurbishments required are:

Complete renewal of the slaughter equipment and machinery
Increase of the slaughter capacity for pigs to 150 pigs per 8 hour
shift
New equipment for cutting, de boning and sorting according to quality
and packaging
New equipment for sausage manufacture, including increase of capacity
to 5 t per 8 hour shift
Renewal of the refrigeration plant
Renewal of the inedible by-product plant, capacity 5-7 t of raw
material.

3.6.1.3 Choibalsan

The plant comprises a meat combinate located in Choibalsan and built in 1970
with technical and financial aid from Bulgaria.

The capacity and production is as follows, all per 8 hour shift:

I
I
I
I
I
I
I
I
I
I
I
I
I
I

Slaughter of 1500 sheep and goats
Slaughter of 200 Cattle and horses
Slaughter of 25 pigs
Production of 50 t meat products
Production of 2-3 t sausages
Production of 1 t soap
Production of casings
Cold stores with a capacity of 3000 t

3)71601)03.06 12
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More than 50 % of the production of the plant is exported.

The situation regarding the equipment is similar to that of Ulaanbaatar. The
plant (the equipment as well as the buildings) needs badly a renewal.

The refurbishments required are:

Complete renewal of the slaughter equipment and machinery
Complete renewal of the refrigeration plant
Increase of the slaughter capacity of pigs to 150 pigs per 8 hour shift
New equipment for meat cutting, de boning and sorting according to
quality and packaging

3.6.1.4 Saynshaud

The Saynshaud plant comprises an abattoir for local meat consumption in the
province. The plant has a slaughter capacity of 5 t per 8 hour shift and
carcass cold store capacity of 700-800 t.

3.6.1.5 Uhastray

The plant in Uhastray comprises an abattoir for local meat consumption in the
province. The plant has a slaughter capacity of 5 t per 8 hour shift and
carcass cold store capacity of 300-400 t.

3.6.2 Meat Combinates Under Construction

3.6.2.1 Ulaangom

Abattoir and meat processing plant for a capacity of 35 t per 8 hour shift.

The purpose of this project is to improve the meat supply situation in the
province as well as to allow for slaughter and processing of the animals
presently being exported live (value added export products). It is planned
that 60 % of the meat products from this plant is to be exported.

The buildings are 80% completed but due to lack of financing the equipment has
not yet been purchased. (List of equipment is included below).

The following equipment is required in order to make the plant operational:

Slaughterline for 270 cattle and horses per 8 hour shift
Slaughterline for 2,200 sheep and goat per 8 hour shift
Slaughterline for 50 pigs per 8 hour shift
Equipment for treatment of edible by-products, capacity 10,4 t per 8
hour shift
Casing cleaning equipment. capacity 2,200 bundles per 8 hour shift
Refrigeration equipment for freezing of carcasses .and edible by
products, capacity 45 t per 8 hour shift
Refrigeration equipment for cold store capacity of 5,000 t
Cutting and deboning equipment for cattle and pigs, capacity 35 t per
shift
Equipment for production of sausages, capacity 1 t per 8 hour shift

I
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Fat melting plant, capacity 2 t per shift
Necessary laboratory equipment for the plant

3.6.2.2 Hutag

A small abattoir is under construction, for district supply, including carcass
cold store with a capacity of 1-2 t per 8 hour shift.

The project is being built with assistance from the USSR and is expected
finished in August this year.

3.6.2.3 01giy

Abattoir, incl. cold store, and meat processing plant with a capacity of 5
tons per 8 hour shift.

The project is being built with assistance from the USSR and it is planned
completed in 1991.

3.6.3 Abattoir and Meat Processing Plants, Planned

3.6.3.1 Hovd

A meat combinate similar to that in Ulaangom is planned to be built during the
period of 1991-1995. The project has already been worked out by the USSR.
Financing has, however, not yet been established.

3.6.3.2 Bagachangai

Abattoir and meat processing plant for 20,000 horses during 3 months.

The project is being negotiated builtin a joint-venture with a Finnish
company which is interested in exporting the horse meat. Final settlement is
expected during this summer.

3.6.3.3 Erdenet

An abattoir and meat processing plant is planned for meat supply to the
province. The plant is intended to have a capacity of 5 t per 8 hour shift and
a carcass cold store €apacity of 400-500 t.

The project is planned built during 1991-1995. The financing has not yet been
established.

I
I
I
I
I
I
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3.6.3.4 Tamsagbulag

A small abattoir is planned, for district supply, including carcass cold store I
with a capacity of 1-2 t per 8 hour shift and cold store capacity of ISO t.
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The project is planned built during 1991-1995. Financing has not yet estab
lished.

3.6.3.5 Province Meat Processing Plants, (a total of ten units)

10 abattoirs and meat processing plants are planned for the supply of meat
products to the provinces.

During the slaughter season the plants will operate in 2 shifts/day and each
of the plants shall have the following capacities:

Slaughter of 40 big animals/S hour shift
Slaughter of 300 small animals/S hour shift
Slaughter of 50 pigs/8 hour shift
Facilities for treatment of edible by-products. casings. fat etc.
Cold store facilities for 700-800 t.
Cutting and de boning facilities for carcasses
Sausage production, 0.6 - 1.0 t/8 hour shift

Financing of the projects has not yet been settled.

3.6.3.6 District abattoirs. (a total of 38 units)

Small district abattoirs with a slaughter capacity of 1-2 per 8 hour shift and
included carcass cold store for 100-150 t.

The location of each of the projects have been decided and they are planned
built before year 2000. The projects are planned to be financed on a private
basis.

3.6.3.7 Bone extraction plant. 4 units

Plant for extracting the gelatine from animal bones. Each plant should have
a capacity of 1500-2000 t of bones per year.

The purpose of the plants is local production of gelatine as a replacement of
imported gelatine.

The products from the plant will be:

200 t technical fat
750 t bone scrap which may be exported
Gelatine.

The locations of the plants are:

Cheiba1san. Dorned
U1aangom. Uvs
Uliastai. Dzavhan
Hovd.

Financing of the projects has not yet been settled.

I
I
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3.6.3.8 Dry meat processing plant. 2 units

The purpose of these plants is to prepare shredded dried beef meat packed in
plast bags. The product is meant for local consumption as well as for export.

The capacity of each of the plants should be 10 t/8 hours.

Shredded, dried beef meat has as long shelf life and is consumed by e.g. the
herdsmen as it is easy and practical to carry along. At present dried meat is
being prepared manually.

I
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3.7 ASSESSED NEEDS - PROJECTS

Below the projects proposed implemented are listed with the main aim of
bringing the Mongolian livestock as well as meat processing facilities up to
an improved standard as to quality and quantity.

The aim is that the projects should provide increased national coverage of
meat products and provide means of an increased export of high quality. value
added. products. The latter in order to replace the present export of live
animals by export of processed meat products.

The projects intended for export production should be worked out to meet the
relevant standards as a basis for export to developed markets. In general.
it is considered important that any meat export oriented investment project
includes. as a part of the feasibility study, in-depth market analysis to
verify the export potential and to ensure an appropriate matching of quality
of supply (from Mongolia) with the quality required (in importing countries).

Disparity in concepts of quality between consumers in industrialized countries
and producers in developing countries has on numerous occasions in the past
become stumbling blocks for estblishment of sound agro-industries in the third
world.

The projects are listed according to a priority which has been discussed and
agreed with the Mongolian Food Industry Corporation and UNDP, MPR.

In the cost estimates given for the projects it is foreseen that all building
work will be financed by local currency and the amount is not included in the
estimates.

3.7.1 Measures to Reduce the Animal Abortion Rate.

Present abortion rate is 3.6-4.0 %. Reduction of the rate from 4 to 2 %
corresponds to a meat supply potential of up to 10.000 t/year of animal
liveweight.

It is proposed that a foreign expert visits Mongolia for a period of 2 weeks,
as a first step and in coorporation with Mongolian Veterinarian Services
Organization diagnoses the problem and advise on treatment measures.

Estimated budget cost: US$ 15.000

3.7.2 Training Abroad

Mongolia has been isolated position for a long period and, therefore,
information about the development within the livestock raising as well as the
slaughter and meat processing has not been received by the staff working in
those fields.

It is therefore proposed that senior staff members (10 - 20 people) selected
amongst those responsible for slaughtering, by-products handling, chilling,
cutting/deboning/packaging. classification. meat processing. meat inspection.
hygiene, sanitation etc. are sent for education and training abroad.

I
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The purpose is to introduce the latest developments in the above subjects to
the staff. (Technology transfer to Mongolia).

The staff should attend relevant courses on training schools for slaughter and
meat processing, in subjects as mentioned above. Furthermore the staff should
visit modern abattoirs and meat processing plants in order to acquaint
themselves with working procedures and processes in modern plants.

The estimated budget cost for 1 month's training of a group of 10 people.
including air tickets. training school fee, board and lodging is:
US$ 100.000

3.7.3 Ulaangom Plant

Supply of equipment (described in paragraph 3.6.2.1). To improve the meat
supply situation in the province as well as to allow for slaughter and
processing of the animals at present being exported live (value added to the
export) .

The estimated budget cost for the supply and erection of the equipment
mentioned in para 3.6.2.1, excluded the building work required, is:
US$ 5 - 7 mill.

3.7.4 New Plants in the Provinces

To improve the meat supply situation (quantity as well as quality) in the big
cities as well as in the provinces.

The implementation may be phased over a span of years.

The estimated budget cost for the supply and erection of the equipment
mentioned in para 3.6.3.5, excluding the building work required. is for one
plant: US$ 4 - 6 mill.

For 10 plants the total cost will be: US$ 40 - 60 mill.

3.7.5 Darkhan. Refurbishment

To increase quality, utilization and efficiency as well as make the plant
ready for export of processed meat.

The estimated budget cost for the supply and erection of the equipment
mentioned in para 3.6.1.2, excluded the building work required for the refur
bishment, is: USS 8 - 11 mill.

3.7.6 Choibalsan. Refurbishment

To increase quality, utilization and efficiency as well as make the plant
ready for export of processed meat.

I
I
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The estimated budget cost for the supply and erection of the equipment
mentioned in para 3.6.1.3, excluded the building work required for the refur
bishment, is: USS 8 - 11 mill.

3.7.7 Gelatine

4 new plants to compensate for imported gelatine - ref. para. 3.6.3.7.

The estimated budget cost for the supply and erection of the equipment.
excluded the building work required, is for one plant: US$ 5 - 10 mill.
dependent on the quality of gelatine to be produced.

Total for the 4 plants: US$ 20 - 40 mill.

The total cost will be lower if the production can be split in forinstance 4
local plants for the initial grinding and degreasing of the bones and a common
plant for the final extraction of the gelatine.

3.7.8 Dried Meat

2 sets of equipment for producing dried meat for local consumption and for
export - ref. para. 3.6.3.8.

It is f~reseen that the major part of the project can be manufactured locally
with import of some key equipment and technical know how.

The estimated budget cost is: US$ 1 - 2 mill.

3.7.9 Ulaanbaatar. Refurbishment

To increase quality, utilization and efficiency as well as make the plant
ready for export of processed meat.

The estimated budget cost for the supply and erection of the equipment
mentioned in para. 3.6.1.1, excluded building work required for the refurbish
ment, is: US$ 12 -15 mill.

3.7.10 Export Promotion

Diversification of the meat export is urgently required. New markets in the
short term are, however, most likely markets outside the EEC and the US - ref.
section 3.5. Establishment of new markets require experience in international
export marketing of products in question.

Technical Assistance is therefore proposed for:

I
I
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1.

2.

identification of potential markets
establishing export contacts and implementing export

establishing an export section at Ministry of Agriculture/Mongoli
an Food Industries
training Mongolian staff in export activities

1 TA in International Marketing of Meat Products. Proposed assignment
duration: 2 years.

establishing standards for export quality meeting EEe standards
and implementing required processing procedures.

1 TA - Technical Meat Cutting.
1 TA - Veterinary experienced in EEC standards/requirements. Proposed

assignment duration for 1) and 2): 3 months each.

Total estimated budget cost for 1. and 2.: US$ 450.000.

I
I
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4 THE DAIRY INDUSTRY

I
I
I 4.1 INTRODUCTION

I
I
I
I
I

Mongolia is geophysically divided into five regions: the western high
mountains, "Altai"; the northern high steppe, "Khenti"; the southern semi-arid
desert "Gobi"; the eastern plains steppe and the south western forest/plains
steppe. Cattle are grazed with significant milk production in all regions,
however in the Gobi their significance as a source of milk is second to
camels. The relative importance of all species as milk producers is further
described in Annex 7 and represented on the Map (Annex 8). Cow's milk is by
far the greatest volume of the national milk supply.

With a total production of 312 million litres of milk (1990) and a population
of 2.1 million, Mongolia has an average production of 149 litres per capita
which could be considered as theoretically adequate for self-sufficiency if
compared to consumption in western countries and former eastern block
countries as given in table 4.1 below:

TABLE 11: Consumption of Dairy Products in Selected Countries. Kg. per Capita

COUNTRY POPU- MILK BUTTER QUARK CHEESE TOTAL
LATION
(Mill.
pers. )

Mongolia 2 N/A N/A N/A N/A 149.0
(Production)

Finland 5 186.03 8.2 1.9 9.9 253.8

Denmark 5 124.7 7.4 1.0 11.6 173.3

Netherlands 15 91. 2 4.1 1.2 13.7 168.3

USSR 285 129.9 6.0 3.2 3.0 157.6

Poland 38 127.8 9.2 11. 2 3.6 157.3

New Zealand 3 106.3 11.8 0.0 8.3 152.5

SSR 16 111.7 8.4 4.9 6.9 147.2

United Kingdom 57 123.4 4.5 0.7 6.8 144.6

USA 243 97.1 2.1 1.8 10.9 135.2

Hungary 11 101.4 3.1 4.9 4.1 131. 5

Germany 61 70.1 8.1 7.3 9.5 130.3

I
I
I
I
I
I
I
I
I
I

Source: International Dairy Federation, Doc. No. 241, Bruxelles 1990
and (Mongolia), Mongolian Food Industry Corporation.

I
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The Government estimates however, that present production only meets 48% of
the demand of the population. l In this context it must be understood that
milk is not drunk as such in Mongolia (except by small children), but is
traditionally prepared in various forms as a major food source, particularly
in the summer when meat is in short supply, and taken as a drink flavoured
with tea and salt.

The demand for milk is therefore high, and estimated by Government as a
national average of 270 kg per capita, varying from under 200 kg per capita
in inner urban areas to 320 kg per capita in the mountainous regions.

Based on Government calculations of demand. the requirement for Ulaanbaatar
alone is about 90 million litres per year, however supply to all major cities
is at present limited to approximately 50 million litres. Only 15% of the
total milk supply is collected for the major cities due to the nomadic
migration of the greatest proportion of the national herd. Dairy products are
therefore in major shortage in the urban areas in which about one half of the
~opulation live. 2

Collection and effective utilization of approximately 260 million litres of
milk produced during the summer months by the nomadic herds is a major concern
of the Government. Approximately two thirds of this milk is at present
consumed by the rural population in various forms, the cream from the balance
is separated in units which follow the herds and the fat is recovered in the
form of butter in Somon (district) centres. Butter production from between
80 and 90 million litres of milk converted by this system amounted to 4,829.3
tons in 1989 and 4,405.2 tons in 1990.

There is a substantial loss of protein and other milk solids in the skimmed
milk from this process which is not at present recovered, although in former
times the skimmed milk was converted to casein for export to the USSR. The
Government is seeking new export markets for this protein in the form of
sodium caseinate, which can be dried in the existing spray dryer in
Ulaanbaatar during the winter when milk for drying is not available.

The milk production systems have a significant influence on the supply to the
four largest processing units, which receive excess milk in the summer but are
unable to meet consUlT'c_ion demands in the winter due to insufficiency of the
milk supply.

Industrial milk processing is therefore constrained by a shortage of total
supply in relation to traditional demand, the vastness of the country which
gives inherent difficulties in collection, and the extreme seasonality of
production which causes lack of adequate volume of supply of milk in the
winter.

It was consequently found necessary to investigate the status of milk
production in greater detail in order to gain perspective of the processing
industry in the present study.

I
I
I
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Sourca: Mongolian Pood Induscry Corporacion

IIpproximacely ona half of cha populacion lives in \1rban araas. Scaciscics obcained during the mission
indicaca a tocal populacion of 2.1 co 2.2 IIliUion, with 705,100 liVing in che chree cities of
Ulaanbaatar, Oarkhan and Erdanac alone and 361,000 living in che Aimak (provincial) centres. About
one IIlillion live nomadically in ch. rural ar.as.
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With the exception of a small quantity of sheep and goat milk, only cow's milk
is processed industrially. This report is therefore primarily concerned with
cow's milk and its products.

4.2 MILK PRODUCTION

4.2.1 Production Systems

Extensive grazing in the rural areas produces 85% of the national milk supply
but this milk cannot feasibly be collected. This milk is therefore either
consumed by the rural population or made into butter.

Production from the nomadic herds is seasonal, with the maximum volume
occurring in the short summer period from June to September; the grass steppes
which provide the grazing for the animals being snow covered from October to
early May.

dairies, 24
factory in
supply the
populations

Approximately 20,000 cows are currently kept in the 41 mechanized
of which, together with 36 simple dairies supply milk to the
Ulaanbaatar. Other mechanized dairies and simple dairies
Combinates in Darkhan, Erdenet and Choibalsan which supply the
those cities.

An intensive husbandry sjstem with higher production yields on both "simple"
dairies and "mechanized" dairies is operated on State farms and cooperatives
near to urban areas. Milk production from the intensive system is also
seasonal. with a ratio of approximately 3:1 between the summer peak and the
winter trough.

I
I

I

I
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I 4 . 2 . 2 Milk Yi e1d
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The yield of the cows in the nomadic herds is thought to be very low, however
no statistics could be obtained. One source gave a figure of 112 litres of
milk per season (of about 120 days), however this could not be confirmed. The
cows would normally have calves at foot.

The yield of the cows kept in simple and mechanized dairies is higher,
however, on average is low by world standards. The average yield of cows in
the simple dairies is given as 1,200 litres/year, and some cows in a
mechanized dairy visited were stated to yield 4,000 litres during a 300 day
lactation. 4 It is reported that some individual animals yield 6,000 litres
under intensive conditions, however, in general a yield of 2,000 to 2,500

1itres is the norm. Details of average yields in the mechanized dairies are
given in Table 12 below:

I
I
I

3

4

The terme are understood in Mongolia to describe "simple" dairies in wbicb cowe are boused in semi
covered stalls and milked by hand, and "mechanized" large-acale dairies where cow. are kept in heated
stall. with mechanized ailage feeding and machine milking.

Souret: Fitld vilit to Gaehuurt Stitt firm 27.05.91

I
3) 71601 )04 .06 3



TABLE 12: Milk Yield on Mechanized Dairy Farms. 1988 - 1990. Litres per Cow
per Year

ULAAN- CHOI- DARKHAN ERDENET OTHER TOTAL
BAATAR BALSAN

No. of
mechanized 24 2 6 1 8 41
dairies

1988 2256 2269 1923 2569 N/A 2236

1989 2190 2883 1939 2477 N/A 2210

1990 2211 2005 1577 2188 N/A 2101

Source: Agricultural Sector Review.

The causes of the low yield in the mechanized dairies are plural, however the
greatest single factor is the quantity and quality of the feed. The cows are
tied in heated units of 200 cows during the winter nine months of the year and
fed on cereal silage, sometimes with the addition of peas, sunflower or maize,
hay and low quality concentrates. 5 During the short summer period from early
June to mid September the cows are moved to grazing areas where in addition
to unlimited access to indigenous unimproved pasture they are supplemented
with cereal silage.

I
I
I
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Doubts were expressed to the mission concerning the adequacy of the crude
protein content of the silage, and it was suggested that benefit to milk yield I
could be achieved by the planting of a legume together with the fodder
crops.6

Other reasons for low yield are: II
An inadequate system for selection of cows for breeding arising from lack
of facilities for effective production testing; II
Lack of pasture improvement;

Poor condition of the milking equipment which could give possibility of II
incomplete milking due to variation in vacuum. Thus can lead not only to
losses of milk, but also to reduction in the milking potential of the
cows. Time did not allow any detailed study of the milking routine and I
technique, however seriously irregular milking machine pulsations were
noted during visits.

I
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6

Source: Mini.try of Agriculture. Agricultural Sector Review. "Milk and Dairy Supply to the Urban
Population", N.Guyer. 1991.

Source: N. Guyer, UNV etteched Mini.try of Agriculture. The legume .elected for trial would need to
mature in a ,rowing period of about 75 daye at an altitude above 1,200 metres, with a typical summer
daylight per~od between longitud•• 45 and 50oN, and be .ustainable through se.d collection.
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4.2.3 The Milk Supply

All milk is initially purchased by the State Purchasing Authority, which
issues supply contracts to both the nomadic herdsmen and the dairy farms on
behalf of rural district buttermaking centres, the industrial processing
factory and the Aimak units respectively.

Total milk produced is given in Table 13 below.

TABLE 13: Total Milk Produced 1979 - 1990. Million Litres

1979-81 1987 1988 1989 1990

Supply to major N/A N/A 48.2 51.5 48.1
cities

Used for butter N/A N/A N/A 88.9 81.4

Rural consumption N/A N/A N/A 178.9 182.7

TOTAL PRODUCTION7 236.0 284.0 299.0 319.3 312.2

Urban milk supply statistics shown in Table 14 below indicate that up to 78%
of the urban milk supply is prQduced by the mechanized dairies. These dairies
are thus of vital importance in the supply of milk for 70% of the total
population of the country:

I
I
I
I
I
I
I
I
I

Sources: 1979-88 FAO Production Yearbook 1989
1989-90 Mongolian Food Industry Corporation

!

I
7

Toeal produccion seaeiseics for 1979-88 do noe include milk fro Horse or Camel. These figures are
included co give indicaeion of ehe developmenc of milk produceion over ehe pase decade. Comparative
figur.s for 1989 from the cwo sourc•• ar.: FAO, 309,000 tons (not including hore. and camel), and HFIC;
319,000 cone (all milk).

I
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TABLE 14: Milk Supplied by Fa~s for Urban Consumption. 1988 - 1990. Thousand
Litres

I
I
I

4.2.4 Potential of Milk Production

ULAAN- CHOIBAL- DARKHAN ERDENET TOTAL
BMTAR SAN

1988
Milk from
mechanized dairies 27690 1824 3728 2618 35860

Milk from simple
dairies 9659 829 1709 117 12314

TOTAL MILK SUPPLY 37349 2653 5437 2735 48174

1989
Milk from
mechanized dairies 29323 2341 4166 2764 38594

Milk from simple
dairies 10334 604 1651 268 12857

TOTAL MILK SUPPLY 39657 2945 5817 3032 51451

1990
Milk from
mechanized dairies 29341 1724 4394 2210 37669

Milk from simple
dairies 89,16 299 1191 N/A 10406

TOTAL MILK SUPPLY 38257 2023 5585 2210 48075

Source: Agricultural Sector Review

I
I
I
I
I
I
I
I
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It is not possible in the short te~ to consider collection of milk from the
nomadic herds during the short production season in the summer months for
inclusion in the city supply. This is due to the difficulties inherent in
ensuring clean milk production and chilling in the outlying areas of this vast
country; the lack of good roads and communications in the outlying areas and
the distances involved for transport to a permanent pasteurizing plant.

I
I

There is however. a potential to improve the efficiency of conversion of
summer milk surpluses by recovery of the skimmed milk from the fat separation
process in the buttermaking system. Government has fo~erly produced and
exported casein made from this skimmed milk to the USSR. however exports have
now ceased. Since 1989 spray drying capacity exists which would allow this
casein (converted to sodium caseinate) to be dried and exported on the world
market.
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Improvements to the mechanized dairies and the milk collection system are
proposed in the following sections.

Government plans for the location of drying plants are discussed in section
4.4.1 of this report.

In a medium term horizon the Government proposes to strategically locate other
drying plants, which will make it possible to recover some of the rurally
produced milk and excess summer production from the intensive systems and
process it to whole milk powder, which can be recombined in the winter when
shortages are most severe.

There is a good potential in a short term horizon to substantially increase
the availability of useable milk from the mechanized dairies through ensuring
better conditions for milking, quicker cooling of the milk, improved
collection systems and tighter application of quality control systems. It is
estimated that the present production level of 38 million litres from these
dairies could be raised by a minimum of 5% through provision of Technical
Assistance at all levels of milk production and handling from intensive
husbandry to reception at the factory, and another 5% through installing new
milking and chilling equipment and by repair to the buildings to improve the
sanitary standards.

THE MECHANIZED DAIRIES4.3

I
I
I

I

I

I

I
I

I
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The lay-out of a mechanized dairy is standardized in the form of an H, with
50 or 100 cow standings in each of the four arms. The connecting building
contains cleaning and storage areas for the bucket milking machines, vacuum
and hot water services. offices and feed concentrate stores.

I
I

4.3.1 Technical Standards

Buildings seen were adequately constructed from brick and concrete but in a
poor state of repair, particularly floors. The dairy visited at Gachuurt
State farm near Ulaanbaatar was stated to be typical of the others, and this
opinion was confirmed by a subsequent visit to Chhaljilsureh State Farm near
Darkhan.

I
I
I
I

Equipment is of USSR or~g~n but was poorly maintained. At the Gachuurt farm
dairy visited many items were not operating such as the hot water generator,
can cleaning equipment and the milking bucket sterilizer. Milking equipment
was being cleaned on the floor with cold water. The Consultant was assured
that the dairy seen was "average"; some others were stated to be slightly
better and some in an even worse condition. The Consultant was not shown
similar facilities at the second dairy visited.

Spare parts were stated to be unavailable from the USSR. It was informed told
that sets of new equipment purchased in 1989 for five new mechanized dairies
(which are still under construction) are being cannibalized for spare parts
in order to maintain operations.

I
I
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The standard of husbandry and clean milk production at the mechanized dairies
is constrained by inefficient use of the labour available8 and the poor
maintenance of the milking equipment. The use of bucket milkers for large
numbers of cows under both the housed (winter) conditions and in the (summer)
portable milking bails is labour intensive, and the farm manager at Gachuurt
stated that he could not obtain enough labour to properly address all
husbandry and milking tasks under the present conditions.

4.3.2 Proposed new Mechanized Dairies

Five new dairies have been under construction for the past two years, however.
construction work has been halted due to lack of funding.

The lay-out plans for the new dairies were stated to be exactly the same as
those existing and the equipment in store is of the same pattern and from the
same source. One such new dairy was observed at Gachuurt. The farm director
expressed a desire to modernise the building project before completion by
installation of a pipeline milking parlour. both for reasons of milk quality
improvement and to save labour.

The locations and cow capacities of the new dairies are given in Table 15
below:

TABLE 15: Locations and Cow Capacities of Mechanized Dairies under
Construction

PROVINCE LOCATION COW CAPACITY

Ulaanbaatar Gacheert 400
Patisan 1200

Selenge Baruukhara 400
Djuunkharan 400

Khenti Kherlinbayan 400

TOTAL COW CAPACITY 2800

Source: Mongolian Food Industry Corporation

4.3.3 Recommendations Concerning the Mechanized Dairies

I
I
I
I
I
I
I
I
I
I
I
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I
I
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1. That Technical Assistance experts be made available as soon as possible I
to help the management and staff of the dairies to address the problems
they have at the present time, and to undertake the studies enumerated as
2 to 4 below.

3)71601)04.06

8 The Consulcanc was advised chat the labour incensicy for cow husbandry ac che mechanized dairies is
one worker to eight cows. This is • low ratio by intarnacional standards, and it may therefore be
assumed chat the labour problem at che.a dairie. i. noc necessarily ona of lack of labour but ~ould

be resolved by improving che effeccivanass of labour ucilizacion.
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2. That study be made of the efficiency of the mechanized dairies. with a
view to redesign of the uncompleted five new dairies to allow
incorporation of pipeline milking systems. with heat exchangers and
refrigerated holding tanks for milk cooling.

3. That the cost and benefit of conversion of the existing 41 mechanized
dairies to pipeline milking be studied.

4. That a study be made of the needs and cost of renovation of existing
buildings.

5. That portable milk chilling and storage equipment be provided for use in
the summer three months when the herds are milked on pasture away from the
permanent dairies.

4.4 MILK COLLECTION FOR INDUSTRIAL PROCESSING

Because of the nomadic nature of the steppe-grazed herds. the lack of paved
roads and the distances involved, no milk is collected from the rural areas.
The milk produced is separated at about 1,000 sites and the cream is
transported to butter making units located in Somon centres. Neither the
separation nor the buttermaking processes were seen by the mission, as these
seasonal operations had not commenced at the time of the visit to Mongolia.

The Government is concerned that a substantial loss of protein is caused by
the milk separation and buttermaking process in the rural areas, and proposes
to address this problem by providing a number of spray drying plants and two
milk concentration plants in areas with substan~ial summer milk production.
The objects of this project are to:

Collect milk for concentration in Bulgan and Selenge provinces. which can
be transported economically as concentrate to Darkhan and Erdenet for
processing into milk products.

Collect milk in nine provinces for drying. It is proposed to store the
milk powder for recombining in the winter.

Recover skimmed milk from the separation processes in the rural areas and
convert it to casein. The casein would subsequently be converted to
sodium caseinate in the winter and dried for export.

4.4.1 Proposed New Spray Drying Plants

The locations of the proposed drying and/or concentration plants are shown in
Annex 9, and detailed in Table 16 below:

I
3)71601>04.06 9



TABLE 16: Proposed Locations of Milk Drying and Concentration Plants

PROVINCE9 PRODUCTION CAPACITY PER Hr.

45 Kg Powder 150 Kg Powder 330 Kg
Concentrate

1 Arhangay 3

3 Bayanhengor 1

4 Bulgan 1 1

7 Dornod 1

9 Dzavhan 1

10 Overhangay 2 1

13 Selenge 1 1

14 Tov 1

18 Khenti 1 1

TOTAL NUMBER OF PROPOSED
PLANTS 5 9 2

Source: Mongolian Food Industry Corporation

4.4.2 Bulk Collection

Milk for the major cities is collected in bulk from mechanized dairies and
from Milk Collection Centres (MCC) by the dairy factory or Combinate. In the
case of Ulaanbaatar factory which has its own fleet of 164 insulated road
tankers of 3,500 litres or 4,500 litres capacity, milk is collected within a
radius of 300 kilometres of the plant from 24 mechanized dairies and nine MCC.
Details of the locations of the pick-up points and radial distances are given
in Annex 10.

Milk collection from both the mechanized dairies and simple dairies is
typically twice per day. Unpaved roads, in particular the internal roads on
the farms, are however, in a poor state of repair and there are consequently
delays in transportation. Inwards transport from the furthermost farms to the
Ulaanbaatar dairy can take up to six or seven hours. At Gachuurt State farm
no milk storage tank was seen, the milk being kept in 50 litre milk cans until
arrival of the tanker, and discharged directly into the opened top man hole
by hand. It was informed, however, that all milk from the mechanized dairies
was mechanically cooled before collection during the winter. At
Chaaljitilsureh State farm near Darkhan a 1250 litre refrigerated milk tank
was seen, located to serve 200 cows.

I
I
I
I
I
I
I
I
I
I
I
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I
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I
I

9 The reference number. given are tho.e u.ed a. a .tandard in ell MPIC documente. It was understood that
they have no other official or political .ignificance. I
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During the three summer months when the cows are milked in the pastures in
portable in-line bails, the only cooling available was by standing the milk
cans in a natural stream. At the time of the visit to Gachuurt, the cans were
only immersed to a depth of about ten centimetres, and only after all milking
was completed. The farm director was aware of the shortcomings and expressed
his dissatisfaction over the lack of cooling facilities.

4.4.3 Milk Collecting Centres

The mission had opportunity to inspect an MCC at Bayanchandam, 63 km from
Ulaanbaatar, and noted that it was equipped with a weigh bowl for milk
reception, had plate heat exchangers cooled by well water which enabled
cooling to 10 0 e and insulated storage tanks. It was equipped with simple
testing equipment for acidity and butterfat. The storage capacity was 14,000
litres, however, the maximum throughput was given as 26,000 litres per day,
which required that a tank vehicle from Ulaanbaatar dairy be on site during
reception to provide extra capacity.

The MCC was situated near to the main road and received milk from three State
farms at a maximum distance of 144 km. The condition of the MCC and its
equipment when inspected was poor, with lacking attention to housekeeping and
cleanliness. The laboratory and its equipment did not appear to have been used
that day.

The farms supplying to the MCCs are responsible for providing transport from
the farm.

4.4.4 Recommendations Concerning Milk Collecting System

1. Training in operation of MCCs should be included in the TOR of the TA team
proposed to be attached to the mechanized dairies.

2. Provision of mechanical refrigeration equipment at the MCCs to allow
cooling of the milk to 4oC.

3. Provision of additional insulated milk storage tanks at the MCCs will
allow more economical use of the tank vehicles from the factory.

4. Tank vehicles of larger capacity than 3,500 litres can be used to pick up
from MCCs sited near to the main roads.

4.5 QUALITY CONTROL

4.5.1 National Quality Standards

Quality standards for raw milk were laid down by the State Committee for
Standards in 1985 and are given in Annex 11 together with the milk
classification system on which payment is determined. The. system is very
simple and only provides a minimum of quality control and minor price
differentials for low hygienic quality and for high butterfat.

I
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4.5.2 Application

The mission was advised that the national quality control system is only
applied in practise to the milk produced for the urban supply, which is about
15% of the total supply. It is understood that the rural milk centres at
which milk is separated to cream before transportation to the butter making
plants have testing equipment, but it is not regularly used.

For milk entering the urban supply system, each State fa~ and MCC is required
to test the milk and provide a written statement of quality with every
consignment. The raw milk is again tested on receipt at the factory.

From observations made, and after discussion with concerned officials, the
mission is of the opinion that the efforts made to ensure a satisfactory
quality of the raw milk are not giving satisfactory results in practise, and
that improved control of testing at all levels could result in a beneficial
improvement in the quantity of milk received in useable condition. Both
factory directors complained of receiving milk with high acidity (souring) and
high wastage due to this cause.

4.5.3 Recommendations Concerning Quality Control

1. That the Technical Assistance team detailed in section 4.11 of this report
as the major need of the industry conduct re-training courses for
operators and middle level managers with a view to strengthening the
control of the application of the existing National quality control
regulations.

2. That the Technical Assistance team, in cooperation with the Ministry of
Agriculture, prepare a programme for improving the scope and coverage of
the National quality control regulations, and propose a revised system of
payment based upon quality parameters.

4.6 DEMAND FOR DAIRY PRODUCTS

4.6.1 Basis of Calculations

As no market based experience exists, the Government has statistically
calculated demand for milk and dairy products, based on assumed demand rates
for the populations of the different geophysical regions of the country.10
When calculating projections however, the figures given in Table 17 below are
reduced in accordance with a formula in the case of the populations living in
the inner metropolitan areas of the major cities, as demand is assumed to be
less than in outer urban areas.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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10 The geophysical regiona of Mongolia are ahown in Annex 8.
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TABLE 17: Demand Rates and Present Demand for Dairy Products in Different
Geophysical Regions. Kg per capita

POPULATION DEMAND RATE ESTIMATED 1991
TOTAL DEMAND
(Mill. Kg.)

Ulaanbaatar, Darkhan
and Erdenet 705,100 200 136.1

Gobi Desert 152,800 290 44.3

Steppe pastures 310,200 300 91. 3

Altai mountains 324,400 310 100.6

Khenti highlands 604,100 320 193.6

TOTAL 2,096,600 270 567.4

Source: Mongolian Food Industries Corporation 1991

4.6.2 Forward Demand Projections

Based on population growth trends, the Government has projected demand for
milk up to year 2000. The projection is made by provinces, and is based on
the assumed demand rates per geophysical region given in section 4.6.1 above.
A table of detailed projected demand per provinces is given in Annex 18.

The projected demand curve is shown in Figure 18 below and shows that demand
is expected to grow at an annual rate of increase of about 15 %.

Figure 18. : Projected Demand for Dairy Products. 1985 - 2000

'000 Iltr8I nilk

400000

350000

300000 a ALTAI

250000 al<HENTI

a NEPAST
200000

o SWPAST

150000 a 0081

• ..... II OIher Towns100000 ••
50000 Ii :i= =¥= ~

0

1985 1990 1995 2000

I
3)71601)04.06 13



If the assumptions made are correct, it will be seen that the present
production of 312 million litres will have to be almost doubled by 1995. This
target is achievable given the numbers of animals in the National herd,
however, it is evident that yields, particularly of cattle, must be improved.
which will require that the problems discussed in section 4.2.2 are addressed
immediately.

4.7 PRICES

4.7.1 Purchase and Selling Prices of Milk

Prices for raw milk are standard over the entire country with only minor
variations in respect of quality parameters. 11 The basic prices are as
follows:

I
I
I
I
I
I

Winter (1.10 to 30.5)
Summer (1.6 to 30.9)

Tughrik 5.00 per litre
Tughrik 1.80 per litre I

Selling prices are assumed to be those that the consumer pays, which, for I
pasteurized milk, are also season determined as follows:

In recognition of the loss inherent in the winter pr1c1ng structure, the
Government provides a support payment to Ulaanbaatar dairy (only) to cover the
cash loss gene=ated by the difference between the winter purchase and
(consumer) selling price. The amount of the subsidy is Tughrik 1.00 per litre
for the total quantity of milk budgeted to be received during the winter
period. Government subsidy is not available to the Aimak units, as it is
assumed that other forms of foodstuff production in these Combinates are
profitable.

Winter (1.10 to 15.7)
Summer (16.7 to 30.9)

The dairy factory or Aimak unit gives an
the retailing shops which appears to be 9
mission was variously told of "discounts"
this "discount" to be an operating cost,
of a "net" selling price to the shops.

Tughrik 4.00 per litre
Tughrik 3.00 per litre

officially prescribed "discount" to
% of the consumer price. however the
from 9 to 11 %. The dairy considers
and there appears to be no concept

I
I
I
I
I

Official Government prices for all products are given in Table 18 below:

I
I
I
I
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11 Price variacions for qualicy deviations are given in Annex BB
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TABLE 19: Officially Controlled Prices for Dairy Products

PRODUCT UNIT PRICE IN TUGHRIK
CONSUMER RETAILER

Pasteurized milk in
bulk 3.2% butterfat Winter Litre 3.00 2.73

Swmner Litre 4.00 3.64

Pasteurized milk in
cartons/sachets Winter Litre 3.40 3.09

Swmner Litre 4.40 4.00

Sterilized milk Litre 5.20 4.73

Yoghurt Litre 4.00 3.64
Sour cream 30% butterfat Kg 10.40 9.46
Sour cream 40% butterfat Kg 15.20 13.83

Butter High quality Kg 27.00 24.57
Butter Grade 1 Kg 24.00 21.84

Powdered milk 25% butterfat Kg 32.00 29.12

Infant formula milk powder
15% fat Kg 28.80 26.21
Infant weaning food Kg 17.40 17.40
Infant diet product Litre 4.00 4.00
Infant vegetable food Kg 5.60 5.60
Infant protein supplement Kg 7.00 7.00

Source: Mongolian Food Industry Corporation

4.7.2 Pricing Policy

The present pricing system does not appear to be based on commercial
principles and is apparently social in concept.

A comparison of the purchase price of milk and sales revenues based on 1990
actual milk receipts and product volumes indicates that the factory incurred
a cash loss equivalent to about 50% of its total milk purchase cost. This
loss would have been reduced by about 30% by the amount of the subsidy
received from Government, however, total operating losses would have been much
greater when all costs are considered, such as wages, packing materials, milk
transport inwards and outwards, factory and general overheads, energy and
depreciation.

The price being paid at the farm gate for milk is reasonable when compared
with international norms at the official rate of exchange for the Tughrik.
however, the consumer prices are very low. As Mongolia moves to a market
driven economy, the concept of profit and loss accounting for individual
enterprises will have to be introduced which could lead to substantially
increased consumer prices and/or reduced prices to the farms due to the need

I
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to ensure viability of operations both in the dairy industry and in the retail
sector. In this event alternative decisions may have to be taken concerning
social subsidies for those sectors of the population who may not be able to
afford milk or dairy products.

I
I
I

4.8 THE ULAANBAATAR DAIRY FACTORY I
4.8.1 Production Capacity

This is the only dairy processing factory in Mongolia. The factory was
constructed with assistance from the USSR and has been in operation from 1985.
A Danish spray drying plant of 150 kg/hr powder capacity was installed in
1989. The processing capacity of the factory was stated as 200,000 litres per
day on a two shift basis, however it could not be confirmed whether this
figure included the capacity increase afforded by the installation of the
spray dryer.

With reference to the Government's demand calculations given in section 4.6.2,
the factory appears of adequate capacity until well after year 2000, however,
it must be clarified that these demand figures are theoretical calculations
and may not therefore reflect the market realities that could arise.

Daily throughput rises to 200,000 litres at peak during the summer, however
in the winter the volume of milk received falls to 55,000 litres per day. The
milk reception pattern is illustrated in Figure 20 below:

Figure 20: Monthly Milk Reception at Ulaanbaatar Dairy Factory 1989 and 1990.
Million Litres
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4.8.2 Product Range and Volumes

The product range is rather limited with, . for example, standardized
pasteurized milk being offered with only one fat content. 12 No cheese is
produced, it being stated that this product is not acceptable to the Mongolian
consumer. A number of traditional products are prepared from soured and
fermented milk, in particular a dried curd granulate used in cooking and
"Aarul" , a dried curd food pellet which can be sucked or chewed once
sufficiently soft.

The products stated to be made are detailed in Table 21 below.

TABLE 21: Product Range and Volume of Production at Ulaanbaatar Dairy Factory
1989 - 1990

PRODUCT UNIT 1989 1990

Pasteurized milk 3.2% '000 1 30345 29354

Sterilized milk N/A N/A

Yoghurt '000 1 1510 1537

Ice cream tons 1165 1386

Sour cream tons 634 689

Butter tons 125 104

Cooking curd tons 773 666

"Bayarlac" tons 51 103

"Aarul" dried curd food tons 27 39

"Tamir" dietary product tons 14 15

Spray dried milk powder tons 192 147

Sodium caseinate tons 24 20

TOTAL PRODUCTION AS MILK
EQUIVALENT '000 1 44027 42342

Source: Mongolian Food Industry Corporation

The total capacity of the factory on two shifts was given as 60 million litres
per year. thus the present utilization is approximately 70%.

I
I

12 A recent report by the World Food Programme Exploratory Mis.ion (6 to 30 October 1990) indicates in
Annex Il1.2 thereto that milk with 2.61 and 1.01 fat conl:8nt h produced in bottl... This information
could not be confirmed, it being atated that Mongoliana would not accept low fat products, and that
bottles were only used for Yoghurt. Thi. anomaly is mentioned not as Criticism of the accuracy of
the WPF report, but to demonstrate the difficulti•• of obtaining substantive information.

I
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With the exception of plastic bags/sachets and glass bottles, all packaging
material is imported through the State Supply Commission. This is giving the
factory problems at the present time due to the shortage of foreign exchange.
The types of packaging used are as follows:

Milk is packed in "TetraPak Classic· 13 tetrahedrons of 500 ml and 1 litre
capacity for the city supply through shops I and in 50 litre cans for
institutional supply. In some instances milk is also delivered to shops and
institutions in road tankers I with consumers own containers being filled
directly from the tanker.

Production of sterilized milk from the Finnish "Elecster" system is packed in
locally made plastic pouches.

Yoghurt is packed in 500 ml glass bottles. The locally made bottles have a I
green tint.

4.8.3 Packaging

Sour Cream is packed in plastic rectangular dishes and (formerly) deep square
cups, both with aluminium foil heat sealed lids. Both containers are 200 ml,
however the deep cup filler is out of order at the present time.

Cooking Curd (granules) is delivered to institutions and shops in bulk, packed
in reusable wooden boxes with paper linings.

I
I

"Aarul" Dried Curd Food is manually filled into 300 gm wax coated paper bags
which have an outer printed carton. I
Butter is parchment wrapped in 250 gm prints.

Spray Dried Milk Powder is bulk packed in 20 kg polythene lined paper sacs.
No consumer packaging is available.

Ice Cream is available in biscuit cups and sandwiches. These are packed in
paper lined wooden cases before hardening and storage. The biscuit products
are produced at the dairy factory.

4.8.4 Technical Standard

The management at Ulaanbaatar factory has obviously,attempted to maintain as
high a technical standard as possible under the circumstances, and was well
aware of the shortcomings. In particular the management was very critical of
the quality of the raw milk received, of the high waste caused by many of the
packaging machines and the product storage difficulties caused by
refrigeration problems. Although the factory is relatively new, buildings
require renovation and much of the equipment is both outdated technologically
and in poor condition due to the non-availability of spare parts.

I
I
I
I
I
I

The management in particular drew attention to the following machines and
systems which require replacement: I

3) 7160ll 04.06

13 "TetraPak Clauic" is a tndename of TetraPak AlB of S\ieden, hO\iever the pacting machines and
packaging us.d at Ulaanbaacar are of USSR origin.
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Refrigeration: There are two systems for low temperature operation and ice
water cooling respectively. Both systems give problems almost daily, and none
of the 12 compressors are reliable, in particular the four double stage units
in the low temperature system. No spare parts are available as the equipment
is outdated, although only 6 years old. In the opinion of technical staff at
the factory complete new refrigeration systems are required, inclusive of
condensers and evaporators.

The demand requirements were stated as 300,000 kcal/hr at _30°C to _40 oC for
the low temperature system operating an ice cream freezer, hardening tunnel
and freezing stores, and 240,000 kcal/hr at +10 0 C to -SoC for ice water
cooling and cool stores.

Air Compressors: Of the three compressors installed, one is not repairable.
again due to non-availability of spares.

The system demand requirement was stated as 6.6 m3/hr at 10 bar pressure.

Milk Clarifier: Two manual de-sludging clarifiers are installed, each with a
capacity of 5,000 l/hr. The capacities do not match the pasteurizing system
which has a capacity of 15,000 l/hr. and it is found from experience that the
quality of the milk is such that not more than two hours continuous running
can be achieved before manual cleaning has to be undertaken.

Technical staff suggested that these machines be replaced with an automatic
de-sludging clarifier of 15,000 l/hr capacity.

Milk packing machines: Decision has been taken in principle to discard the
tetrahedron carton packing machines when existing supplies of packaging
material are exhausted. There are five 500 ml machines of USSR origin and one
1,000 ml machine of GDR origin. Management decision as to the desired future
type of packaging was not made known. however, various' alternatives are
available, such as glass bottles (locally available), gable top carton packs,
rectangular cartons and plastic blow moulded bottles. With the present
restrictions on foreign exchange, glass bottles could be a rational
alternative, however it was pointed out that there is no effective bottle
return system in place, and high bottle losses could be expected.

4.8.5 Distribution System

The factory delivers directly to 109 shops and 21 restaurants and public
kitchens in Ulaanbaatar, every day of the year. No delivery charge is levied.
Other customers are the six hotels, eight hospitals and a total of 92 State
enterprises, schools, kindergartens and military units, which pick up product
from the factory.

All deliveries are made against a contract, which stipulates the quantity and
nature of the products, the time of delivery and the duration of the contract.

The factory has only a limited availability of Chilled trucks and no freezing
trucks. Delivery therefore takes place at night for most products, which
practise also has reference to the general lack of refrigeration facilities
in the shops. During the swmner when a substantial proportion of the
popUlation of Ulaanbaatar moves to summer camps, milk is delivered to the
camps in bulk tankers.

I
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Due to the unavailability of freezing trucks, ice cream is delivered in
chilled trucks, and it is understood that the product is sold from the shops
immediately when it is available, either for immediate consumption or home
storage.

I
I

4.8.6 Recommendations Concerning Ulaanbaatar Factory I

I
I

I
I

That new refrigeration machinery be provided, with installation and
commissioning.

That a TA expert in dairy processing to be provided for the Mongolian
Food Industry Corporation and the Ulaanbaatar factory to give guidance
in management in a market driven economy, assistance in formulating bid
documents and assistance in coordination of refurbishing of the
Ulaanbaatar dairy.

That new milk packaging machinery be provided. Alternatives are
available:

bottles - locally produced, return control essential
pouches - cheap but generally unsatisfactory
cartons - expensive in capital and imported material

Advantages and disadvantages should be considered locally in cooperation I
with the TA team and quotations obtained before submitting project.

3.

2.

1.

4. That a new self-desludging clarifier be provided.

5. That new air compressors be provided. I
6. That the dairy buildings and electrical services be brought up to modern

standards. Detailed needs list to be worked out by the TA expert
detailed under Project 1 above.

4.9 THE AIMAK DAIRY UNITS

I
I

4.9.1 Darkhan Combinate

The dairy unit has a capacity of 20 tons per day, and was designed to supply
the population of Darkhan city, which was quoted as 80,000.

The Combinate at Darkhan in Selenge province (Population 89,500) was visited.
The Combinate was set up in 1971 with assistance from the USSR, and consists
of units for production of confectionery, bread, cakes and biscuits, soft
drinks and dairy products.

I

I

I

I

I

I

I
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In most provinces, the multi-product food processing complex or ·Combinate"
has a dairy department. There are 14 such units, and three are planned to be
constructed, which will leave only one province, Suhbaatar (Population 53,200)
without a dairy unit. Three of the existing units at Darkhan, Choibalsan and
Erdenet, are larger that the majority, with annual capacities of 5.0, 3.0, and
1.5 million litres. Details of the locations of existing and planned dairy
units are shown in Appendix 13.
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Similar milk supply problems to those at Ulaanbaatar were stated, with up to
38,000 litres being received in the summer, and only 6,000 in the winter at
the lowest point. Milk supply is from six mechanized dairies (each with
standings for 800 cows) and a number of simple dairies.

Demand was stated to be inverse to supply, with the winter demand at 12,000
litres/day and the summer demand falling to between 6,000 and 7,000
litres/day. The winter demand has in the past been met by recombining with
imported milk powder, however this is no longer available. The Director saw
an urgent priority as the establishment of a spray drying plant in the complex
in order to be able to produce powder from summer excess milk for winter
recombining.

4.9.2 Product Range and Quantities

The product range at the Aimak Combinate dairy units is similar to that at the
Ulaanbaatar factory. Details of production for Darkhan and Choibalsan (two
of the largest) are given in Table 22 below:

TABLE 22: Production Volumes at Darkhan and Choibalsan. 1989 - 1990

IPRODUCT I UNIT I DARKHAN I CHOIBALSAN I
1989 1990 1989 1990

Pasturized milk '000,1 2289 2394 1568 N/A

Yoghurt tons 279 286 1568

Sour cream tons 132 132 78

Cooking curd tons 207 211 64

Ice cream tons 150 142 208

Other products tons 2 2 6

TOTAL AS MILK
EQUIVALENT '000,1 N/A N/A 2992 N/A

Source: Mongolian Food Industry Corporation

4.9.3 Technical Standard

The mission was only able to visit Darkhan Combinate due to lack of time,
restriction on petrol for vehicles and the distances involved to other
centres.

The technical standard in the dairy unit was considerably lower than at
Ulaanbaatar factory, possible influenced by the building which was unsuitable
and very crowded with machinery. Floors, walls and ceilings were in need of
repair, and the machinery was in poor condition.

I
I
I

3)71601)04.06 21



•

In the op~n~on of the mission, this dairy unit would be uneconomical to bring
up to standard and is unsuitable for extension. It is recommended that it
should be replaced with a new dairy factory.

4.9.4 Products and Packaging

Milk (3.2% standardized fat content) was packed in 500 ml bottles, however we
were advised that this packing was not popular and was only produced against
order. Therefore the majority of the production is delivered in 40 litre cans
or in bulk tankers, which are discharged into customers containers at point
of delivery.

It was informed that an alternative 1.0% fat content pasteurized milk in
bottles was produced against order from hospitals and schools, howev~r that
this was not popular due to the low fat content.

Sour cream was produced in 200 gram bottles in different fat percentages; 20%;
25%: and 30%. A 9% product had been produced but was discontinued due to lack
of popularity.

Yoghurt with alternative fat contents (3.2% and 1.0% sweetened) was produced
in 500 ml bottles, and also sold in bulk to institutions.

Ice cream was produced in biscuit cones manufactured at the dairy unit.

Cooking curd was packed in reusable wooden boxes with paper lining.

4.9.5 Major Problems

The Director identified the major problems of the Darkhan unit as follows:

I
I
I
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The excess milk received in the summer is made into cooking curd which I
requires refrigera tion for storage until it can be consumed in the
winter, when it has a ready sale. It would be of advantage to be able
to dry this excess milk for later recombining.

Over 10% of the raw milk from the simple dairies is already spoiled on
arrival at the factory in the summer, and annual milk losses due to low
quality at reception are between 400,000 and 600,000 litres in total,
(approximately 12.5% of all milk received).

The Combinate has unprofitable operations from the dairy unit,
particularly because of the winter pricing policy laid down by the
Government. Formerly Darkhan received a subsidy to cover the price
difference, however this has been withdrawn. Another reason for financial
losses is that the Combinate pays for transport from the farm for all the
bad milk and in addition is required to pay Tughrik 0.52 per litre for
the quantity received.

I
I
I
I

The Director intended to address these problems by developing new products for
which he would need new equipment. Such products could be developed from the
serum from sour milk, which is already being used in limited quantities for
confectionery. Evaporation to a higher concentration was stated to be
required.

3)71601)04.06 22
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4.9.6 Conclusions

The Darkhan dairy unit is 20 years old. It is neither equipped to process the
maximum volume of milk received in the summer months, nor is it located in
buildings suitable for expansion. The Government has plans to install a spray
dryer at this location to address the summer milk excess problem, and the
Combinate director has plans to commence other processes for new products, as
yet not defined.

The total demand in Dharkan (as given in the table in Annex 12) is expected
to grow to 16.5 million litres per year or 45 tons per day by year 1995, an
increase of 25 tons over the present daily capacity, and to 20.7 million
litres per year or 57 tons per day by year 2000.

In consideration of the above, the mission is of the opinion that the dairy
unit in the Combinate should be replaced with a new multiproduct factory with
a capacity of 100 tons per day on a two-shift basis.

4.9.7 Recommendations Concerning Aimak Units

1. That further study of the technical and market status of the Aimak units
be undertaken by the TA team proposed as the major recommendation of the
mission. (Refer section 4.11). The mission does not feel that one visit
to Darkhan is sufficient experience on which to base detailed
recommendations for 17 such dairy units in provincial towns. Location
and types of proposed milk processing facilities are shown in Annex 13.

The study should identify detailed needs for replacement and/or
improvement of buildings and equipment.

4.10 THE INFANT FOOD FACTORY IN ULAANBAATAR

The mission visited the infant food factory which was built in 1971 by the
USSR. It is the only factory of its kind in Mongolia. The original capacity
was 5 tons I day, however output has increased to 18 tons per day. A milk
drying plant was provided by UNDP in 1985 for this project, with equipment
from GDR. (The drying plant was not seen by the mission, as it is on a
different site to the processing factory).

A new factory is at present being constructed, again with assistance from the
USSR, and has a planned capacity of 10 tons per 8 hours, but has no milk
dryer. It is expected to be commissioned in September 1991 at a cost of
Tughrik 16.6 million. (The new factory was not seen by the mission, but is
understood to be on the same site as the· milk drying plant).

4.10.1 Infant Food Products

The products are only available to the public against prescription through
kindergartens, hospitals, orphanages and special clinics, of which there are
18 in Ulaanbaatar alone. Distribution is undertaken by the factory under
arrangements made by the Ministry of Trade and Industry.

I
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The factory produces a range of 11 products in accordance with formulae
especially designed for Mongolian infants, based on modified cow's milk with
added vitamins and mineral supplements.

The liquid products are packaged in sterilized glass jars of 50, 100 and 200
gram capacity. Dry products are packaged in cartons with a special paper
liner, imported from the GDR.

Full details of the products were not available, however the descriptions
provided to the mission are given in table 23 below:

TABLE 23: Production of the Infant Food Factory in Ulaanbaatar (Tons)

PRODUCT 1989 1990

Pasteurized milk 3.2% fat 3042 3356

Pasteurized milk with rice water 55 53

Vitamin enriched milk with rice
water 0 4

Yoghurt 790 789

Boiled milk with added yoghurt 26 26

Boiled milk with added yoghurt and
carrot 4 5

Rice flour porridge with milk,
sugar, butter 11 11

Wheat flour porridge 8 8

Vitamin enriched milk powder with
pork fat 0 150

Potato purce 5 5

Carrot purce 77 70

Source: Mongolian Food Industries Corporation

I
I
I
I
I
I
I
I
I
I
I
I
I

4.10.2 Current Problems II
During inspection it was noted that the condition of floors and walls was
generally poor, although excellent efforts are being made to ensure I
cleanliness.

The factory director complained about the age and condition of all the
equipment and expressed a desire for complete re-equipping of the factory. I
The mission attempted to obtain definition of needs, however this information
was not provided.
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The factory also stated that the existing drying capacity was not sufficient
for demands, and requested an additional dryer of 120 tons per year capacity.
Due to lack of time, the mission was not able to study the demand in detail
and was furthermore aware that milk powder production has been stopped for the
past three months due to lack of raw material. As the mission could not
identify whether this problem referred to lack of milk, or to lack of
vitamins, the need for additional drying facilities could not be justified.

Packaging for the dry products which are distributed to the rural areas is a
problem as there is no communication with the former supplier in GDR.

4.10.3 Recommendations Concerning the Infant Food Factory

1. From other sources, in particular the World Food Programme report ,14
the mission is aware that there is both a substantial need for infant
feeding in Mongolia, and considerable international discussion concerning
the dietary needs of the infants.

The mission therefore recommends that a separate mission be fielded to
study the requirements and facilities available, and make expert
recommendations.

I 14
Rapor~ of ~ha World lood Programma (W?PI !xplora~ory Miaaion ~o Mongolia. Roma, ~ovambar 1990.

I
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4.11 ASSESSED NEEDS - PROJECTS. Primary Recommendations

The assessed needs identified during the visit of the mission are listed below
according to the priority agreed with the Mongolian Food Industry and the UNDP
office, Ulaanbaatar. The projects aim at an improvement of the present
situation as to quantity and quality and an improved coverage throughout the
year.

4.11.1 Long Term Technical Assistance eTA)

It is recommended that a team of TA experts be provided to the Mongolian
Government over a period of three years, with review after two years to
evaluate progress in project execution and to re-assess needs in the light of
possible market demand changes which may be caused by the move to a market
economy. A provisional mobilization chart for the experts suggested below is
given in Annex 14. Mobilization is proposed to be phased, which will allow
flexibility in the numbers of experts and the timing of their fielding in
accordance with the availability of financing.

A total period of three years TA is recommended for the following reasons:

It is anticipated that difficulties of communication and transportation
in a country the size of Europe will cause delays in reconfirmation of
base-line data upon which the work plan of the team will be based. This
preliminary work could thus take up to six months, and would include the
selection of counterparts.

After definition of projects and the approval of financing, it is
anticipated that up to 18 months could elapse before building works and
provision of new equipment could be completed.

Operational training with recommended new facilities can thus be expected
to be initialized two years after commencement of the TA, and should have
a duration of one full year.

During the proceeding years, changes from a centrally planned economy to
a market economy can be expected to create a number of problems which may
require replanning of priorities of the TA team.

The team should give assistance in the following general areas, which are
further defined below in sections 4.11.2 and 4.11.3.

planning of dairy industry development at National level

project definition, bid preparation and monitoring

training in milking technique and clean milk production

re-equipment and upgrading of existing mechanized dairies and completion
of the five new mechanized dairies under construction

operational training in milk collecting systems

I
I
I
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re-equipment and upgrading of Ulaanbaatar dairy factory
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re-equipment and upgrading of the dairy unit at Darkhan and other Aimak
centres.

analysis of needs for spray drying installations.

It is anticipated that the TA team should consist of 13 members in the
disciplines and durations proposed below, to be deployed in accordance with
the provisional time plan shown in (Annex 14):

At National and Project Coordination Office level:

I
I
I
I
I

Team leader (Institutional
Planner/Economist)
Agricultural Economist

At Implementation level
(Intensive husbandry)

Husbandry team leader
Farm dairy management experts

At Implementation level
(Dairy processing)

Dairy processing expert 
Ulaanbaatar
(processing team leader)
Dairy processing experts - Aimaks

1
1

1
6

1

3

36 man-months
24 man-months

36 man-months
36 man-months

24 man-months

30 man-months

TOTAL ANTICIPATED NEEDS

4.11.2 Structural Planning

I
I

Estimated cost: Foreign: US$ 2,800,000.
Local: Counterpart staff costs.

186 MAN-MONTHS

I
I
I

1.

2.

3.

Planning of dairy industry development at national level, particularly
wi th regard to the intended change from central planning to a market
economy

Coordination of production and processing of milk through the creation
of a single body for the dairy industry

Monitoring of all projects with reference to milk production, dairy
products processing, marketing and distribution.

I
I
I

4.11.3 Assistance to the Primary Sector

That a team of two TA experts in dairy farm management be attached to the
mechanized dairies in the Ulaanbaatar area for six months as soon as
possible in order to improve milking technique and milk handling on the
farms. Based on their experience, these two experts would later be
replaced by one expert in the Ulaanbaatar collection area, one in Darkhan
and two roving at the other dairies.

I
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Main activities would be training in milking technique and clean milk
production, and arranging re-equipment and upgrading of existing
mechanized dairies including provision of milk cooling and storage, in
order to increase the availability and quality of fresh milk supplied to
the urban areas.

Estimated cost of polygon milking parlours suitable for 400 cows with
pipeline milking systems for 4 x 6 cows, inclusive of milk cooling and
storage arrangements, hot water services, all electrical equipment and
supervision of installation:

I
I
I
I

Estimated cost: Foreign: US$ 120,000 per unit
Local: Buildings, electricity and water supply to
the site - costs not known. I

4.11.4 Assistance to the Industrial Processing Sector

1. Provision of an expert in dairy processing to the Mongolian Food Industry
Corporation who will give guidance in management in a market driven
economy, assistance in formulating bid documents and assistance in
coordination of refurbishing of the Aimak dairy units and the Ulaanbaatar
factory.

2.

2.

Total foreign cost for 58 units: US$ 7,000,000.

Determine status of the uncompleted five mechanized dairies and implement
completion of these projects, inclusive of redesign to incorporate pipe
line milking parlours with refrigerated milk cooling and storage.

Estimated cost of milking parlours as above:

Total foreign cost for 7 units: US$ 840,000.

Re-equipment and upgrading of Choibalsan dairy unit excluding the
projected provision of milk drying facilities.

I
I
I
I
I
I

Estimated cost: US$ 1,500,000-.

Spray dryers and concentration plants:

45 kg/hr powder

150 kg/hr powder

330 kg/hr cone.

Foreign: US$ 310,000 per unit
Local: minor

Foreign! US$ 1,300,000 per unit
Local: Erection and building

Foreign: US$ 300,000 per unit
Local: Erection and building

I
I
I
I

3. Improvement of milk collecting systems, including:

Training in operation of MCCs should be included in the TOR of the TA II
team proposed to be attached to the mechanized dairies.

I
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Re-equipment of Ulaanbaatar factory, including arranging procurement and
installation of the following new equipment:

Provision of mechanical refrigeration equipment at the MCCs to allow
cooling of the milk to 4oC.

Refrigeration: Two replacement systems for low temperature freezing and
chilling. The demand requirements were stated as 300,000 kcal/hr at _30 oC
to -40°C for the low temperature system operating an ice cream freezer,
hardening tunnel and freezing stores, and 240,000 kcal/hr at +10oC to 
SoC for ice water cooling and cool stores.

Provision of additional insulated milk storage tanks at the MCCs which
would more economical use of the tank vehicles from the factory.
Provision of tank vehicles of larger capacity than 3,500 litres which can
be used to pick up from MCCs sited near to the main roads. The need for
these vehicles should be further evaluated by the TA team before
procurement is initiated.

for 6 10,000 litres insulated tanks exclusive
vehicles: US$ 210,000.

Estimated cost:

4.

I
I

I

I

I
I

Air Compressors: Reflacement compressors. The system demand requirement
was stated as 6.6 m Ihr at 10 bar pressure, which is taken as compressed
volume.

I
I
I
I

Estimated cost:

Estimated cost:

Milk Clarifier:
capacity.

Estimated cost:

US$ 500,000.

Foreign: US$ 15,000 (for three units)
Local: minor

New automatic de-sludging clarifier of 15,000 I/hr

Foreign: US$ 175,000
Local: minor

Milk packing machines: Decision as to the desired future type of
packaging from the various alternatives are available, such as plastic
pouches glass bottles (locally available), gable top carton packs,
rectangular cartons and plastic blow moulded bottles.

I
I Estimated cost: US$ 600,000 to 2,500,000.

I 5. Upgrading of the Ulaanbaatar factory, to ensure that the dairy buildings
and electrical services are brought up to an acceptable standard.

I
Estimated cost: Not estimated

I
I
I
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4.12 ASSESSED NEEDS - PROJECTS. Secondary Recommendations

4.12.1 The Infant Food Factory

I
I
I

4.12.2 Fodder Crop Improvement

1.

1.

From other sources, in particular the World Food Programme report, the
mission is aware that there is both a substantial need for infant feeding
in Mongolia, and considerable international discussion concerning the
dietary needs of the infants.

The mission therefore recommends that a separate mission be fielded to
study the requirements and facilities available, and make expert
recommendations.

Doubts were expressed to the mission concerning the adequacy of the crude
protein content of the silage fed to the cows in the mechanized dairies,
and it was suggested that benefit to milk yield could be achieved by the
planting of a legume together with the fodder crops.

The mission recommends that a separate mission be fielded to study the
requirements and make expert recommendations.

I
I
I
I
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5. FINANCING OPTIONS

As identified in section 3 and 4 the meat and milk processing industry in MPR
is hampered by worn-out and out-dated processing equipment and technology.

The projects listed represent outlines at an early stage of the project cycle
and in most cases more detailed studies and feasibility analyses will be required
before the final stage of implementation.

The assessed needs and the projects proposed and agreed upon and prioritized
with the Mongolian Food Industry Corporation and UNDP. MPR are summarized in
Table 24. The next step in implementing those projects is to identify and achieve
funding of the projects.

MPR lacks own funds and foreign currency to bridge the gap between the former
economic system and a new operational system and alternative export markets.
Therefore. the only option left for the country to get through the transitional

• period and to up-date processing equipment and technology is to obtain temporary
assistance from new partners abroad.

The plants visited leave a general impression of a dedicated staff making a
considerable effort in achieving the optimal results with the restrained means
available. Therefore. it is very limited what can be achieved by developing
local resources. The former dependence on countries with centrally planned
economy and the sudden and almost disrupted trade relations with those countries
has left MPR in a transitional vacuum.

FOREIGN FUNDING5.1

It will be noted that the proposed projects in the milk industry emphasize
technical assistance support in order to increase the national coverage in terms
of supply of milk products. The projects in the meat industry are more specific
on refurbishment and equipment components. These differences between the
industries as regards proposed future development and can mainly ascribed to
the export potential of the meat industry.

I
I
I

I

I

I

I

I

I
I The financing options available to MPR at the present transitional stage can

be grouped into two categories:

I
1)
2)

Private sector funding, and
Development assistance.

I
I
I

5.1.1 Private Funding

Joint-ventures with companies abroad. Arrangements of this kind have already
been made or are being negotiated and should be pursued whenever possible.
The new investment law should also contribute favourably in that respect. As
a short term solution. however, joint-ventures are not likely to meet to any
significant extent the demand for foreign capital injection ..

I
I
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5.1.2 Development Assistance

Development assistance which is available as multilateral as well as bilateral
aid.

5.1.2.1 Multilateral Aid Programmes

MPR is a member of 10 UN organizations and has also become a member of the
International Monetary Fund (IMF) and the World Bank, which will pay their second
visit to MPR in June 1991. MPR is also a member of the Asian Development Bank
(since September 1990).

UNDP has been a major contributor to the socio-economic development in Mongolia.
although with a limited budget (some 2 mill. US$ per year). The same amount
is foreseen for the coming five years.

MPR is not a member of the General Agreement on Tariffs and Trade (GATT), Geneva.
It is recommended that this be considered in view of the necessity of finding
new trade partners. GATT could also assists in training in international trade
and in providing international expertise, e.g. in establishing an export
section/office.

The UN agency International Fund for Agricultural Development (IFAn) concentrates
on development support to small scale rural farming enterprises and may be an
interesting potential partner, e. g. for improvement of milk collecting centres.
MPR is not a member of IFAD but it is recommended that membership is applied
for.

United Nations Industrial Development Organization (UNIDO) should be especially
adapted to assist the meat and milk processing industries in MPR.

5.1.2.2 Bilateral Aid Programmes

For several agencies MPR has only recently developed into a politically acceptable
partner in development, and, therefore, more donor countries may successively
become interested in supporting the country.

The existing aid programme of the United States includes very little for the
agricultural sector. 30,000 tons of wheat at a value of 9 mill. US$ has been
granted as food aid and some 2 mill. US$ for American lecturers in economics
and management to go to MPR and for Mongolian post-graduates to go to the US.
A peace corps of 25 within education will come to MPR in 1991. Japan will
contribute with 10 mill. US$, and also North Korea, Germany and India have aid
programmes for MPR but with no components for the meat and milk sectors.

Bilateral aid from Denmark. other Nordic countries, the Netherlands and Ireland
ought to be a possibility for development of the agricultural sector.

At present no donors have been identified for the projects listed in Table 24.
The Government plans a donor meeting in September 1991, on which occasion these
projects could ideally be presented.

I
I
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Qrganization ot the Xission

The costs of the mission will be financed by the Fund for
Danish Consultancy Services. Final payments to the international
consultants in settlement of all outstanding claims will be made
only after the acceptance of their respective outputs by UNDPjOPS.
All invoices should be supported by proper documentation.

The mission will be composed of two consultants: one expert in
meat production, processing and marketing; and one expert in milk
and milk products processing and marketing.

The mission team will be responsible for the preparation and
submission of the report(s) to UNDPjOPS and the ~esident

Representative, Ulaanbaatar, Mongolia.

B I , I R I , C Io rIf I B X ,

ANNEX 1

ien.ral

Livestock constitute the basis for the Mongolian economy and
are important sources of income and provide the principal
components of the diet. All aspects of production and use of
animal products (meat, milk products, hides, etc.) are important to
the development efforts of the country. The Government has long
recognized the role of the sector and has included assistance to
livestock production as one of the principal objectives of the UNDP
programme.

The recommen4ations (and suggestions for investment) made by
tbe consultant should take into account the limited availability ot
investment tunding in the short-run in Mongolia. Recommen4ations
should be formulated to maximize the use of locally available
materials an4 personnel, keep imports of machinery an4 equipment to
a ainimum, investigate tbe us. of funding from joint-ventures and
pcssil:>le future development assistance anI!, generally, be realistic
and appropriate for tbe current Mongolian context.

The mission will maintain close liaison with the UNDP ~esident

Representative in the country, who will facilitate the work of the
mission and guide it in its official contacts with the Government
and specialized agencies.

The mission shall inform Government authorities in a timely
manner of any needs for information, visits or meetings considered
important to the proper performance of the mission. Although the
mission should feel free to discuss with Government authorities any
issues relevant to its assignment, it is not authorized to make any
commitments on behalf of UNDP.
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4. To outline the possibilities of use and marketing of meat
products, including those that are currently discarded as
waste.

3. To evaluate the present system of procurement of
livestock, including transportation, and make
recommendations for its improvement.

1. To.analyze the current network of slaughterhouses with a
view to increasing the efficiency of the existing
slaughterhouses as well as identifying possibilities for
increased national coverage.
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TERMS OF REFERENCE

Experience in meat production, processing and
marketing.

English, russian desirable.

Consultant in meat production and processing

2. To assess the quality of the processing and
identification of areas where quality might be raised.
The consultant should focus on improvement taking the
quality of meat available as fixed (for the moment).

Title:

Qualifications:

Lanquaqes:

Date required: March/April

Duty station: Ulaanbaatar, with some trips to the surrounding
countryside.

Purpose: To prepare a comprehensive needs assessment in the
field of meat production and processinq in
Mongolia.

Duties vill include:



Date required: March/April

4. An evaluation of the potential for marketing of diverse
milk products.

Duty station: Ulaanbaatar, with some trips to the surrounding
countryside.

milk productsExperience in milk and
processing and marketing.

English, russian desirable.

TERMS or REFERENCE

Consultant in milk processing and milk products

One month

1. An in-depth analysis of the status of the milk processing
industry in Mongolia, with particular emphasis on the
efficiency of lack thereof of the various sectors, and
recommendations as to the possibilities for its
modernization.

2. An assessment of the quality of milk and milk products
produced, with special attention to areas where the
quality, quantity and variety might be raised.

3. An appraisal of the difficulties and possibilities
involved in the production of various milk products.

Duration:

Title:

Purpose: To prepare a comprehensive assessment of the milk
processing industry in Mongolia.

Duties will include:

Qualifications:

Ioanquaqes:

I
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ANNEX 2

MONGOLIA: NEEDS ASSESSMENT MISSION

PERSONS AND INSTITUTIONS MET

I
,I

I
I

1.

2.

3.

4.

Mr. Vagn Egebjerg, Ambassador of Denmark,
Royal Danish Embassy, USSR/Mongolian Repole's Republic. Moscow

Mr. Bent Rasmussen,
APV Pasilac AIS, Moscow.

M~. Eric De Mul, Resident Representative,
UNDP, Ulaanbaatar.

Mongolian Food Industry Corporation, Ulaanbaatar.

I
I
I

- Dr. Gurragchaagiin Lhagvaa, General Director.
- Mr. D. Okhinoo, Deputy General Director.
- Mr. Janchivyn Badral, Officer (meat section).
- Mrs. Radnaagijn Dolchinsuren (milk section).

5. Mr. Bavuugin Bayarsaikhan, Deputy Minister,
Ministry of Agriculture.

6. Dr. Rentsengiin Batmen, Deputy Minister,
Ministry of National Development.

7. Mr. Micolas Guyer, Agricultural Management Project,
Ministry of Agriculture.

8. Mr. Bayarsaikhan, Ministry of Agriculture.

9. Mrs. J. Khulan, Officer. Foreign Relations Department,
Ministry of Agriculture.

10. Mr. L. Tseldendors,
Chief of State Veterinarian Department Services.

11. Mr. M. Lhachinbal, Deputy Director,
Meat Processing Factory, Ulaanbaatar.

12. Ulaanbaatar State Dairy Factory.

- Mr. Jardanbek, Director.
- Mr. Damdinsuren, Deputy Director.
- Mr. Norov. Manager, Milk Powder Department.
- Mr. Boldbaatar, General Supervisor.

13. Baby Food Factory, Ulaanbaatar.
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14. Mr. Banzragch, Director,
Darkhan Food Processing Combinate.

15. Mr. Chulumbaatar, Chief Engineer,
Darkhan Meat Combinate.

16. State Dairy Farm, Ochuurt

17. Mechanized Dairy, "Bayantokhom"

18. Mechanized Dairy, "Sharkholoo·

- Mr. Dalkhjar, Darm Director.
- Mr. Yadam, Animal Husbandry.

19. Mr. Baldang, Veterinary Technician,
State Dairy Farm, Chuljilsureh.

20. Milk Collection Centre, Bayanchandam.

21. Mr. Michael J. Senko, Charg~ d'Affaire a.i.
U.S. Embassy, Ulaanbaatar.

22. Mr. J.B. Hartley, Second Secretary,
British Embassy, Ulaanbaatar.

I
I
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ANNEX 3

MONGOLIA: NEEDS ASSESSMENT MISSION

LITERATURE CONSULTED

I
I
I
I

1.

2.

3.

4.

5.

6.

7.

8.

Background Brief
(change in Mongolia)

Foreign Trade of Mongolia

Mongolei

Report of the World Food
Programme (WFP)

Agricultural Sector
Review

Agricultural Marketing and
Supply in Mongolia

Livestock Production

Report of FAO

Annual Report of Agri
culture 1990

This is Mongolia

Foreign Commonwealth Office, London,
August, 1990.

MPR Ministry of Trade and Cooperation,
1/1990.

GUnter Siemers, Institut fUr Asienkunde,
Hamburg.

Exploratory Mission to Mongolia,
October, 1990.

Agricultural Management Project.

T. Bayersaikhan.

R. Namhai.

Agricul tural Sector Review and Programming
Mission for Mongolian People's Republic.
Annex V: "Utilization of Hides and Skins
and Animal By-products". March. 1990.

Central Statistical Board MFR,
5. January, 1991.

Ya. Yunden, G. Zorig and Ch. Erdene.
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ANNEX 4

AIDE MEMOIRE

---+-~ /

UNDP - NEEDS ASSESSMENT MISSION. MONGOLIA

The terms of reference of the mission were to analyse the
present situation. appraise possibilities and constraints and
assess the needs for improvement and development. The mission
comprised three members: a specialist in meat. a milk pro
cessing specialist and an economist. The mission stayed in
Mongolia fom 21st of Hay to 4th of June 1991 and cooperated
with the Mongolian Food Industry Corporation and the Resident
Representative of UNDP. Ulaanbaatar.

On the request for support to the meat and milk processing
industry by the Mongolian People's Republic to United Nations'
Development Programme (UNDP) a mission was appointed from
DANAGRO ADVISER A/5, Denmark.

The mission had meetings with the concerned officials and
visited processing plants in Ulaanbaatar. Dahran. State Farms
and a milk collecting centre outside Ulaanbaatar.

At the end of the visit the enclosed list of proposed projects,
listed according to priority, was prepared by the mission and
approved by the Mongolian Food Industry Corporation. A report
will be prepared at the return of the mission to Denmark.

(Dr. Gurragchaagiin Lhagvaal r--rA }.(
Director General 'I
Hongol ian Food Industry Corporation _ I "

This document was signed on 3rd June, 1991 in Ulaanbaatar.

(Ib Blechingberg)
DANAGRO ADVISER AIS
Denmark

(Erik De Mul)
ReSident Representative
UNDP, U1aanbaatar
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DANAGRO ADVISER A/S, DENMARK

ANNEX TO AIDE MEMOIRE

UNDP - NEEDS ASSESSMENT MISSION, MONGOLIA
Provisional List of Proposed Projects

with Priorities

GENERAL RECOMMENDATIONS

1. Pricing

The present prlclng system with government stipulated
prices entails inflexibility, inefficient operation of
processing plants and marketing and leaves inadequate
possibility of encouragement to meet market demand. A
basic condition for achieving feasible operation is the
introduction of a pricing system based on demand and
supply. It is realized, however, that a transition period
will be required.

2 . Management

The Mongolian Peoples Republic has no experience in
management in a market economy. Therefore, training in
management of processing industries and in establishing
appropriate management systems (i. a. accounting) is
required.

PROPOSED PROJECTS

MEAT SECTOR

Introduction

The Mongolian Government has stipulated a meat consump
tion of 88 kg/year per capita. Calculations based upon
actual supply, minus export, show a consumption of around
120 kg/ caput per year. Corresponding consunption in
Europe is: 80 kg, in Denmark: 95 kg and in the US: 115
kg.

This means that with respect to meat supply Mongolia is
self sufficient and can afford an export of meat.

1
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1.

2.

3.

4.

5.

6.

There is, however, a lack of slaughter and meat proces
sing facilities of sufficient capacity and quality. Below
are the proposals for bringing the facilities within the
meat supply sector to an acceptable standard. The aim is
that the plants should have EEC standard.

Measures to reduce the animal abortion rate.

Present abortion rate is 3.6-4.0 %. Reduction of the rate
from 4 to 2 % will increase the meat supply potential by
approximately 10 mill t/year.

Training abroad.

Senior staff members (10 - 20 people) responsible for
slaughtering, by-products, chilling, cutting/deboning/
packaging, classification, processing, meat inspection,
hygiene.

Purpose: To introduce the latest developments within
above subjects to the staff. (Technology transfer to
Mongolia) .

Ulangom plant. (Buildings approx 80 % finished)

Supply of equipment. To improve the meat supply situation
in the province as well as to allow for slaughter and
processing of the animals at present being exported live
(value added to the export).

10 new plants in the provinces.

To improve the meat supply situation (quantity as well as
quality) 1n the big cities as well as in the provinces.

The implementation may be phased over a span of years.

Darhan, refurbishment

To increase quality, utilization and efficiency as well
as make the plant ready for export of processed meat. See
remarks below.

Choibalsan, refurbishment

To increase quality, utilization and efficiency as well
as make the plant ready for export of processed meat. See
remarks below.

2



7. Gelatine

4 new plants to compensate for imported gelatine.

8. Dry meat

2 sets of equipment for producing dry meat for local
consumption and for export.

9. Ulaanbaatar, refurbishment

To increase quality, utilization and efficiency as well
as make the plant ready for export of processed meat. See
remarks below.

10. Export

Diversification of the meat export is urgently required.
Most likly markets in the short term are markets outside
the EEC and the US. This requires experience in inter
national export marketing of those products.

Technical Assistance is proposed for:

1. -identification of potential markets
-establishing export contacts and implementing
export

-establishing an export section at Ministry of
Agriculture/Mongolian Food Industries

-training Mongolian staff in export activities

2. -establishing standards for export quality meeting
EEC standards and implementing required processing
procedures.

Remarks to point 5, 6, and 9:

The refurbishment is to cover the folloWing areas/equipment for
each of the plants:

1. Edible by-products treatment

2. Cuttlng/deboning

3. Meat processing (sausages, canning)

4. Carcass freezers and cold store

5. Refrigeration plant

3
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6. Casing/stomach cleaning

7. Fat rendering

8. By-product rendering

9. Slaughter line

10. Blood collection and plasma production

DAIRY SECTOR

Status:

1 National situation

Mongolia has a total production of 312 million litres of
milk. Milk is a major food source, particularly in the
summer when meat is not available. The demand is there~

fore high, and estimated by Government as a national
average of 270 kg/year per capita.

85% of the milk produced is not collected for national
distribution due to lack of infrastructure. The surplus
occurs particularly in the summer when production is
highest.

Only 15% of the milk (48 million litres) is at present
available to the major cities in which about half the
population live, and there is a major shortage of milk in
the urban areas, where the availability is approximately
70 litres/year per capita.

2 Production

80% of the milk available to the urban areas is produced
by 41 intensive "mechanized" dairies.

Visits to the mechanized dairies indicate that milking
efficiency is low, cooling of the milk is inadequate and
that attention to hygiene and maintenance is lacking.
Over 12% of the milk received by the major dairy fac
tories is of low quality, and this proportion has almost
doubled from 1989 to 1990.

3 Processing

The major dairies seen are in a bad state of repair and
there are high losses of product due to poor packaging
and inadequate refrigeration.

4



The two largest processing units, Ulaanbaatar factory and
Darhan dairy unit, need substantial upgrading and should
be renovated. The dairy units at Choibalsan and Erdenet
were not seen by the mission, but are understood to be
similar.

Government has plans to erect drying plants in areas with
large summer surpluses so that the milk powder can be
recombined in the urban areas in the winter.

Provisional recommendations

Long term Technical Assistance

That a team of Technical Assistance experts be provided
to the Mongolian Government for a period of four years.

The team should give assistance with the specific pro
jects listed below:

I Production (Ministry of Agriculture)

1.1 Planning of dairy industry development at national level,
particularly with regard to the intended change from
central planning to a market economy.

1.2 Training ir. 1ilking technique and clean milk production,
re-equipment and upgrading of existing mechanized dairies
inclUding arranging provision of milk cooling and stora
ge, in order to increase the availability and quality of
fresh milk supplied to the urban areas.

1.3 Completion of the five new mechanized dairies already
under construction, inclusive of redesign to incorporate
pipe-line milking parlours with refrigerated milk cooling
and storage

2 Processing (Mongolian Food Industry Corporation)

2.4 Re-equipment and upgrading of Darhan and Choibalsan dairy
units inclUding the projected provision of milk drying
facilities.

2.5 Improvement of milk collecting systems

2.6 Re-equipment and upgrading of Ulaanbaatar dairy factory,
including arranging provision of new packaging machines
for milk and fermented products, milk clarifiers, the
main refrigeration system and compressed air services.

5
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MONGOLIA: Needs Assessment Mission
Annex 6: Organization of Veterinary Services

Abattoirs and Meat
Processing Plants in

the big Cities

Veterinary Service Units
in the 18 Provinces

Medicine
Production
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Veterinary Service Units
in the Districts

(only few established)
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Pharmacy

Ministry of
Agriculture

Medicine
Production

StateVeterinarian
Services
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Diagnosis:
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ANNEX 7

THE DISTRIBUTION OF MILK PRODUCTION AND TRADITIONAL PROCESSING IN MONGOLIA

Six species are milked in Mongolia: Cow; Yak; Sheepi Goat; Camel and Horse.
The numbers of animals milked is given in table A.7.1 below:

TABLE A.7.1: Numbers of Animals milked by Species. 1982 - 1989

SPECIES 1982 1988 1989

Cow and Yak 572,267 563,142 603,251

Sheep 144,113 146,717 152,548

Horse 90,734 98,387 107,042

Camel 20,460 20,772 21,916

Goat 66,074 63,382 71,646

I
I
I
I Source: Mongolian Food Industries Corporation

I
I
I
I
I
I
I

The importance of the various species as milk producers varies between the
five geophysical regions of the country as depicted on Map A.

Yak milk is reported to be mixed with cow's milk, however milk from the other
species is collected and processed separately. Only one processing unit at
Arvaikheer in Ovorkhangai Aimak is reported to commercially process goat's
milk during the two months period of June and July when the animal s are
milked. The milk is sold pasteurized and as yoghurt. Sheep are milked for
about 45 days from 1st June.

Horse milk is prepared as Koumiss or fermented to "Airak", an alcoholic drink
containing about 12% alcohol, while camel's milk in the Gobi regions is
processed into curd and a white cheese.

The traditional drinks and foods prepared during the spring and summer in
Mongolia are many and varied. Soured milks, curds and cheeses are commonly
made in all rural regions. Mongolian women make "Urum" or white butter from
milk by boiling and stirring until a thick layer is formed. The skin is
poured off, cooled and dried for preservation during the winter. By melting
Urum, a ghee "Shar tos· is made, which is used for frying.

The commercial "Aarul" made in U1aanbaatar factory and all Kombinats has it's
origins in rural customs, where it is made simply by dehydrating curdled milk
and drying the curd pieces in the sun.

The habit of sour milk distillation has_survived in some places in Mongolia.
The resultant product "Shimiyn arkhi" or Mongolian vodka is about 10 to 12°
proof.I

I Source: "This is Mongolia". Ya, ¥unden, Zorig and Erdene, Ulaanbaatar.
1991
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MONGOLIA: Needs Assessment Mission
Annex 8: Geo-physical regions classified according to milk prduction significance
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MONGOLIA: Needs Assessment Mission

Annex 9: Proposed location of Spray Dryers and Concentration Plants
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MONGOLIA: Needs Assessment Mission
Annex 10: Milk Collecting Area,

v1ap of Mongolia Ulaanbaatar Milk Processing Factory.

Ulaanbaatar, Tov Province
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ANNEX 11

QUALITY STANDARDS AND MILK PAYMENT SYSTEMS IN MONGOLIA

1. GOVERNMENT STANDARDS

Government standards for quality classification and payment for milk are
given in Table A.ll.l below:

TABLE A.ll.l: Milk Classification Standards

TEST PARAMETER STANDARD PAYMENT

1 Butterfat >3.5 % + 2 %
(Berber) 3.2 % - 3.5 % Tug. 5.00/1

<3.2 % - 1 %

2 Acid not exceeding 20 0 Tug. 5.00/1
>20 0 and not
exceeding 220 - 10 %

3 Extraneous matter Filter 1 Tug. 5.00/1
(Sediment test) Filter 2 Tug. 5.00/1

Fil ter 3 - 10 %

2. COMMENT ON QUALITY TESTING

The three tests specified above are inadequate to control the milk supply to
commercial processing factories. As a minimum the above tests should be
supplemented by a dyestuff reduction test for keeping quality such as the
Methylene Blue test, and a test for residual antibiotics.

I
I
I

Source: Mongolian Food Corporation

It will be observed that a premium is paid only for high butterfat content,
and that the corresponding penalty for low butterfat is not punitive to any
great extent.

The highest penalties are levied on milk with high acidity and high
extraneous matter. This reflects the concern of the industry over the
conditions of hygiene under which the milk is produced and stored before
arrival at the factory.

I
I
I
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3.

4.

COMMENT QN PAYMENT DIFFERENTIALS

REJECTION

The Government Quality Standards as translated to the mission do not
any conditions for rejection. This may be a translation omission.
however, interesting to note from the visit of the mission to

I
I 3)71691 )AB.06 1
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Kombinat. that even sour milk is received and paid for. (Refer main report I
Chapter 4, section 4.10.5).

5. SUMMARY I
The present standards are inadequate, and can be considerably improved by the
application of simple additional tests and strengthening of the enforcement
of standards. This can be done by both improved control over the testing
laboratories and through readjustment of the premia and differentials for
performance in clean milk production.
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ANNEX 12

PROJECTED DEMAND FOR MILK IN MONGOLIA

(Reference main report Chapter 4, section 4.6.3)

Total demand in litres per geophysical region:

1985 1990 1995 2000

1 ALTAI 86300 95100 105600 117900
2 KRENTI 260600 298900 345500 397700
3 NEPAST 32600 39500 48100 57000
4 SWPAST 47000 52600 59100 66900
5 GOBI 30900 37000 44100 52800

Other Towns 3700 5800 8400 10500

461100 528900 610800 702800

Mongolia: Needs Assessment Mission
Annex Projected Demand for Milk in Mongolia

Province Region Expected demand for dairy products ('000 litres)
No Name 1985 1990 1995 2000

1 Arhangay 2 25 27.2 30.4 34.5
2 Bajan-Ulgiy 1 23.5 25.7 28.3 31.4
3 Bayanhongor 4 20.3 22.8 25.6 29
4 Bulgan 2 13.6 14.7 16.4 18.2
5 Gobi-Altaj 1 18.9 20.6 22.9 25.7
6 Dornogobi 5 10.8 13.1 15.8 18.9
7 Dornod 3 17.4 21 25.7 31. 6
8 Dundgobi 5 11.1 13.4 16.2 19.9
9 Dzavhan 2 24.2 26.7 29.9 33.6
10 Ovorhangay 4 26.7 29.8 33.5 37.9
11 Omnogobi 5 9 10.5 12.1 14
12 Suhbaatar 3 15.2 18.5 22.4 25.4
13 Selenge 2 20.3 24.2 28.9 34.2
14 Tov 2 27.9 31. 7 36 41
15 Uws 1 23.9 26.7 29.8 33.4
16 Hovd 1 20 22.1 24.6' 27.4
17 Hovsgol 2 29 33.9 40.5 46
18 Hentiy 2 18.2 21.4 25.3 30.2
19 Darchan 11.2 13.7 16.5 20.7
20 Ulaanbaatar 85.1 98 112.9 129.2
21 Erdenet 6.1 7.4 8.7 10.1

Bagamuur (Town) 2.6 3.8 5.2 6.3
Bor Ondor (Town) 1.1 2 3.2 4.2

TOTAL 461.1 528.9 610.8 702.8

Percentage increase 0 14.70 15.48 15.06
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Mongolia: Needs Assessment Mission I
Annex 12 (continued) : Project Demand increase (% ) per Geophysical Region.

I
Mongolia: Needs Assessment M.ission
Annex (continued) : Projected Demand increase ( %) per Geophysical Region

I1 1LTAI Pro~.cted d.und
198 1990 1995 2000

2 Ba~.n-UlgiY 23.5 25.7 28.3 31.4

I5 Go i-Aluj 18.9 20.6 22.9 25.7
15 Un 1 23.9 26.7 29.8 33.4
16 Bovd 1 q 20 22.1 24.6 27.4

TOTAl. 86.3 95.1 105.6 117.9

P.rc.n~.g. incr•••• 0 10.1 11.0 11.6 I
2 mEMTI PrO~eCl:ed d.mand

198 1990 1995 2000

1 Arhang.y 2 25 27. 2 30.4 34.5 I4 Bulgan 2 13 .6 14.7 16.4 18.2
9 DuvhJln 2 24.2 26.7 29.9 33.6
13 S.lang. 2 20.3 24.2 28.9 34.2
14 Tov 2 27.9 31. 7 36 41
17 Bov.I$ol 2 29 33.9 40.5 46 I18 Benl:~y 2 18.2 21. 4 25.3 30.2
19 D.rehan 85.1 98 112.9 129.2
20 Ul••nb.al:.r 11. 2 13.7 16.5 20.7
21 Erdenu 6.1 7.4 8.7 10.1

TOTAl. 260.6 298.9 345.5 397.7 IP.re.n~.g. iner•••• 0 14.6 15.5 15.1

3 HlP.&.STtIRE Pro~.eted d.mand
198 1990 1995 2000 I7 Domod 3 17.4 21 25.7 31.6

12 Suhb••tar 3 15.2 18.5 22.4 25.4

TOTAl.. 32.6 39.5 48.1 57

IP.rcenl:.g. iner•••• 0 21.1 21.7 18.5

4 SW P~TUR.! Pro~.et.d d.und
198 1990 1995 2000

I3 Bayanhongor 4 20.3 22.8 25.6 29
10 Ovorhangay 4 26.7 29.8 33.5 37.9

TOTAl. 47 52.6 59.1 66.9

P.rcentag. incr•••• 0 11.9 12.3 13.1 I
.5 COBI Pro~.ct.d d.mand

198 1990 1995 2000

6 Doruogobi 510.8 13.1 15.8 18.9 I8 Dundgobi. 5 11.1 13.4 16.2 19.9
11 Oamogobi. 5 9 10.5 12.1 14

TOTAl. 30.9 37 44.1 52.8

P.rcentag. incr•••• 0 19.7 19.1 19.7 I
Ot:har TCNIl. Pro~.Cl:ed deund

198 1990 1995 2000

BagalDUur (Town) 2.6 3.8 5.2 6.3 IBor Ondor (Town) 1.1 2 3.2 4.2

3.7 5.8 8.4 10.5

P.rc.n!:ag. inc:-•••• 0 56.7 44.8 25

I
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MONGOLIA: Needs Assessment Mission

Annex 13: Proposed location of Industrial Milk Processing Facilities
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MONGOLIA: Needs Assessment Mission
Annex 14: Technical Assistance Mobilization; man-months.
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Year 1 Year 2 Year 3 Total Man-Months

1. Team Leader 36

2. Agrtcultural EconomIst 24

3. Husbandry Leader 36

4. Farm-Dalry Expert 1 6

5. Farm-Dairy Expert 2 6
.._--".

6. Farm-Dairy Expert 3 6

7. Farm-Dairy Expert 4 6
---- ~~-- ------' -----_._--~

8. Farm-Dairy Expert 5 6

9. Farm-Dairy Expert 6 6

10. Dairy Expert 1 24

11. Dairy Expert 2 10
-- --~-'---- ---~-_.. _--.,-- ~

12. Dairy Expert 3 10

13. Dairy Expert 4 10

-------------------



Danagro Adviser a/s

8, Granskoven
DK-2600 Glostrup
Denmark

Phone +4543434590
Fax: +45 43 4340 49
Telex: 19588danagrdk.
Cable Agroplannrng
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